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I. INTRODUCTION AND SUMMARY OF ARGUMENT 

2 Individual Defendants Waiter Ledda, Waiter Haines and Paul Kardos ("Defendants") 

3 move this Court to modifl the preliminary injunctions entered in this case to release all 

4 frozen personal funds, or in the alternative, to unfreeze those assets that pre-date the alleged 

5 wrongdoing in this matter as well as additional sums to provide for reasonable living 

6 expenses and defense costs and fees during what most certainly will be costly and protracted 

7 I.llitigation. Defendants have filed the instant application because the merits of this case do not 
8 warrant an individual asset freeze, and because defendants were unable to obtain even 

9 subsistence living and modest legal expense proposals from the FTC during the meet and 

10 1( confer process on this application. 

11 To minimize the negative impact the temporary restraining order issued on May 3, 

12 1 1 2004 ("TRO") was having on Defendants' employees and clients/constituents, Defendants 

13 cooperated with the FTC rather than fight for their businesses. Defendants made this decision I . 

14 -1 I notwithstanding their belief that the TRO was improper. Debt negotiation is a legitimate 

15 business and a perusal of the reams of documentary evidence relating to Defendants' 

16 businesses will show that they disclosed orally and in writing the potential advantages and. 

17 1 I disadvantages of their services to their clients. Because Defendants recognized that time was 

18 11 needed to amass the necessary evidence to refUte the FTC's allegations, and also realizing the 

19 1 I grim reality that the FTC's ex parte seizure of all assets and documents irreparably damaged 

20 1 I the ability of the corporations to do business on an ongoing basis, Defendants consented to 

21 1 ) the entry of preliminary injunctions against them individually that effectively turned their 

22 1 I businesses over to the Receiver. However, while Defendants remain willing to discuss a 

23 ) I reasonable resolution of this action with the FTC, they otherwise intend to challenge the 

24 FTC's allegations on their merits. 

25 )1 Defendants have cooperated in every way possible with the Receiver and dedicated 

26 significant time to help the Receiver undeSstand their businesses. Defendants also have 

27 dedicated significant time and effort to produce accurate and complete financial reports 

28 1 I regarding their personal finances and the finances of their businesses. They have been 
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responsive to all requests for information from the FTC and have consistently put their 

2 clients/constituents ' welfare above their own. 

3 Defendants have always asserted the position that any order freezing individual assets 

4 in this case was unwarranted. In the hope of avoiding unnecessary proceedings before this 

5 Court, Defendants agreed to submit to the FTC individual monthly budgets for reasonable 

6 living expenses and a proposal for the payment of attorneys fees. As represented to this 

7 Court, the parties were then to negotiate in good faith the amount of individual assets 

8 necessary to pay for the proposed living expenses. Notwithstanding Defendants' willingness 

9 to discuss and compromise to the extent possible, the FTC's hard-line position was that each 

10 11 Defendant is only entitled to $6,000 per month for only two months, an amount that is less 

11 I I than some of the Defendants' mortgage payments, and that Defendants could have a 

12 cumulative $10,000 to pay attorneys to defend this action during the two month period, a sum 

13 1 I likely inadequate for even the preparation of this motion. The FTC stated that this initial 

14 offer was final and would be withdrawn within a short time if not accepted by Defendants. 

15 Furthermore, despite earlier FTC indications that it would be willing to consider the release 

16 1 I of assets pre-existing the claimed violations, the FTC backtracked at the meeting and refused 

17 11 to release any assets on the ground that they were generated prior to the purported 

18 misconduct. 

19 Given· each Defendants' monthly expenses, the fact that all of their assets -have been 

20 1( frozen, their limited ability to obtain alternative income in a short period oftime, the fact that 

21 1 I Defendants were and are required to dedicate significant time to complying with the TRO and 

22 1 I the preliminary injunctions, and Defendants' need to dedicate significant time to defending 

23 1 I this case, the FTC's $6,000 per month take-it-or-leave-it offer is patently unreasonable. 

24 11 Attached hereto are budgets for reasonable living expenses submitted by each 

25 1 I defendant and documentation supporting each budget. Defendants request this Court to order 

26 1 I the release of all of their individual assets, and at the very least release of assets sufficient to 

27 1 I pay for the items listed in the budgets and to establish an efficient payment process for 

28 1 I attorneys' fees and defense costs as set forth more fully below. This Court should order the 
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release of funds as requested by Defendants because: (1) the budgets are reasonable; (2) there 

2 are significant personal assets to cover a substaritial portion of any potential restitution award 

3 against Defendants; and (3) Defendants have substantial defenses to the claims asserted by 

4 the ETC. 

5 II. DEFENDANTS' MONTHLY BUDGETS ARE REASONABLE AND - 

6 APPROPRIATE 

7 11 It is standard practice to provide a provision in a preliminary injunction order to allow 

8 1 I for the payment of normal living expenses. See ~g~, FTC v. Affordable Media, LLC, 179 F. 

9 3d 1228 (9th Cir. 1999) (Court released monies to pay defendant's operating expenses, 

10 1 I employees, living expenses and attorneys' fees); The Republic of the Philippines v. Marcos, 

11 862 F. 2d 1355, 1357 (9th Cir. 1988) (A preliminary injunction was ordered enjoining the 

12 defendants from disposing of any of their assets save for the payment of attorneys' fees and 

13 normal living expenses); FTC v. Arlin~ton Press, Inc., 1999 U.S. Dist. LEXIS 2055, "37-38 

14 1( (FTC's proposed order freezes defendants' assets for all uses except the payment of 

15 I("reasonable, usual and necessary living expenses"); FTC v. SaaeSeminars, Inc., 1995 U.S. 

16 Dist. LEXIS 21043 (Court held that Defendants' hardship concerns could be accommodated 

17 1 I through court-supervised disbursements to provide for defendants' living and litigation. 

18 11 expenses). 

19 Each of the Individual Defendants, therefore, respectfully requests reasonable living 

20 1 I and legal expenses so that they may meet their relevant financial obligations and take care of 

21 1 I their well-being and the well-being of their families. As the TRO and preliminary injunctions 

22 1 I have currently frozen all of Defendants' assets, they are not able to provide for their daily 

23 needs, including food, water, housing, medical care, or education. 

24 Below is a summation of the monthly budgets submitted by each Defendant. Detailed 

25 1 I budgets are attached to the Declaration of Michael L. Mallow ("Mallow Decl.") at Ex. A- C. 

26 11 A. Waiter L. Haines 

27 11 Exhibit A is a detailed listing ofMr. Haines' usual living expenses. These expenses 

28 are for a family ofthree, which includes Mr. Haines' disabled child. At this time, Mr. Haines 
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I I does not have any meaningfUl source of income. Mr. Haines requests that he be allowed 

2 living expenses in the amount of $10,651.25 per month. 

3 11 B. Paul Kardos 

4 11 Exhibit B is a detailed listing ofMr. Kardos' usual living expenses. These expenses 

5 are for a family ofthree. At this time, Mr. Kardos does not have any meaningful source of 

6 income. Mr. Kardos requests that he be allowed his normal living expenses in the amount of 

7 $16,048.57 per month. This amount includes monthly mortgage and real estate tax payments 

8 of $9,770.00. It also includes automobile lease payments of $2,200.00. 

9 11 1 C. Waiter Ledda 

10' Exhibit C is a detailed listing ofMr. Ledda's usual living.expenses. These expenses 

11 are for a family ofthree. At this time, Mr. Ledda does not have any meaningful source of 

12 income. Mr. Ledda requests that he be allowed his normal living expenses in the amount of 

13 1 1 $15,841.78 per month. This amount includes monthly mortgage and real estate tax payments 

14 11 of $7,791. It also includes automobile lease payments of $1,800 and regular and special 
15 1 I education costs of $1,346. 

16 III. DEPENDANTS' INDIVIDUAL ASSETS MUST BE RELEASED INAN 

17 AMOUNT NECESSARY TO PAY REASONABLE- ATTORNEYS' FEES 

18 This suit was brought by the FTC to attempt to establish the Defendants' wrongdoing. 

19 1 I Despite having substantial defenses to the FTC's action, as highlighted below, the Defendants 

20 cannot defend this case without counsel. "[T]he court cannot assume the wrongdoing before 

21 1 Ijudgment in order to remove the defendants' ability to defend t~emselves. ~he basis of our 

22 adversary system is threatened when one party gains control of the other party's defense" as 

23 appears to have happened here and in Dixon. See Federal Say. & Loan Ins. Corp. v. Dixon, 

24 835 F. 2d 554, 565 (5th Cir. 1987) 

25 The general proposition with respect to payment ofattorneys' fees from assets that are 

26 frozen is that the court should establish rules governing the use of frozen assets for attorneys 

27 fees. See ~g~, FTC v. World Wide Factors, Ltd., 882 F.2d 344, 348 (9th Cir. 1989) (court 

28 1 I vacated that part of the injunction which established fee limitations and remanded with 
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I I instructions to consider whether any hourly rate limitation was even necessary); Dixon, 835 

2 F. 2d 554 at 565 (court held that the order must be modified so as to allow each defendant's 

3 reasonable request for a release of assets that are necessary to pay its attorneys unless the 

4 plaintiff could demonstrate a likelihood of impropriety on the part of the defendant); FSLIC 

- .5· 1 I v. Ferm, 909 F. 2d 372, 375 (9th Cir. 1990) (court required that the attorneys' fees be 

6 monitored in camera to ensure their reasonableness). 

7 The purpose behind freezing a defendant's assets is to "ensure that such assets are not 

8 squandered by one party to the potential detriment of another," not to prevent defendants 

g from mounting a defense at all. Ferm, 909 F. 2d at 374. The Defendants have already proved 

10 1 I through their financial statements and actions that they have maintained impeccable records 

11 of the money they received from their clients. There is no evidence that client trust funds 

12 were wrongfUlly invaded. This is in stark contrast to the debt negotiation cases that the FTC 

13 1 I has filed previously. Nonetheless, in order to alleviate any of the FTC's concerns expressed 

14 in Ferm, Defendants propose that counsels' attorneys' fees be submitted to the Court ~ 

15 camera each month in order to ensure their reasonableness. Similarly, Defendants will 

16 11 provide the Court with a list of proposed consultants/experts that Defendants would like to 

17 retain, along with a brief description of the consultant/expert's expertise and the assistance to 

18 1 I be provided, so that Defendants can offer a retainer to engage such experts or consultants 

19 Ilsen~ices. 

20 II.IV. DEFENDANTS HAVE SUBSTANTIAL PERSONAL ASSETS AND THE 

21 MONTHLY EXPENSES AND LEGAL FEES WILL NOT CONSUME THE 

22 11 BULK OF THOSE ASSETS 

23 11 Put in context, the monthly amount requested by Defendants only nominally impacts 

24 the sum of individual assets frozen under the preliminary injunction order. Based on their 

25 1 I respective financial statements, Kardos, Ledda andHaines have combined personal assets in 

26 excess of $6.5 million. Defendants request that this Court release assets in the cumulative 

27 i) amount of $42,541.60 per month as well as reasonable legal fees. Even if the Court released 

28 1 I this amount to the time of trial, it would only reduce the personal assets by approximately 
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$500,000 plus costs and attorneys' fees. Of course, the Court could require the Defendants to 

2 provide an update of their personal financial sit~iations on a bi-monthly basis so the amount of 

3 funds released could be adjusted to reflect other income sources obtained by Defendants 

4 )( during the pendency of the case. In short, releasing the reasonable sums requested:by 
5 Defendants will leave substantial funds available if, and this is a big "ir', Defendants are 

6 required to pay restitution. 

7 V. THE COURT SHOULD RELEASE ASSETS THAT WERE GENERATED 

8 11 BEFORE 2002 

9 Assets that pre-date the allegedly fkaudulent practices must be released from the asset- 

10 freezing injunction. The equitable power to freeze assets exists only as "ancillary relief 

11 necessary to accomplish complete justice." Reebok International, Ltd. v. Marnatech 

12 Enterprises, Inc., 970 F. 2d 552, 560 (9th Cir. 1992) (quoting FTC v. H.N. Sinner, Inc., 668 

13 F. 2d 1107, 1113 (9th Cir. 1982)). A freeze of those assets that "in no circumstances ~an be 

14 dealt with in any final [reliCf]- that may be entered," is not within the equitable power of the 

15 court. Id. at 560, n. 11. 

16 Accordingly, certain assets thaf a defendant possesses that were acquired "at a time~ or 

17 1 I through such means that there is no likelihood that they were acquired· from fraudulent 

18 11 practices must be released from an asset-freezing injunction." Connecticut General Life Ins. 

19 Co. v. New Images ofBeverlv Hills,'321 F. 3d 878, 883 (9th Cir. 2003) (citing Federal Say. 

20 11 & Loan Ins. Corp. v. Dixon, 835 F. 2d 554, 565 (5th Cir. 1987)). Such assets which must be 

21 1 I released may also include a reasonable salary during the time period of the allegedly 

22 fraudulent practices. See Dixon, 835 F. 2d at 564-565. 

.23 The Complaint has alleged that "since at least 2002, Waiter Haines, Waiter Ledda, 

24 11 Paul Kardos, Harvey Warren, Martha Levtisky and Mary Beth Harper have operated a 

25 nationally-advertised debt negotiation business...." Complaint, ~ 27.· As the scope·ofthe 

26 Complaint does not predate 2002, all assets in each of the Defendants' possession prior to 

27 2002 must be released from the asset-freezing injunction, as pre-2002 assets are not subject to 

28 
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restitution. Mallow Decl., Ex. E. Each of the Defendants here has done his or her best to 

2 fUlly cooperate with the FTC and has provided a full financial report to the FTC. 

3 VI. DEPENDANTS HAVE SIGNIFICANT DEFENSES TO THE FTC'S CLAIMS 

4 11 Defendants are not seeking living or reasonable attorneys' fees simply to delay this 

5 case or diminish available. assets. To the contrary, Defendants have significant defenses to 

6 1 I the FTC's claims, both legal and factual. The following briefly highlights such defenses and 

7 is by no means an exhaustive recitation of the evidence and legal arguments that Defendants 

8 1 I may introduce or argue in this case.' 

9 II A. Defendants have not Misappropriated Any Consumer Trust Funds And 

10 1( Defendants Maintained Meticulous Records of And Controls Over Their 

11 I~ Respective Operations 

12 Despite the FTC's implication to the contrary, Defendants have not misappropriated 

13 1 I any consumer funds held in trust by the National Consumer Council ("NCC") for the benefit 

14 1 I of consumers. Similarly, the accounting and document maintenance system created and 

15 1 I operated by Defendants was sophisticated and sound, and undermines the FTC's position that 

16 1 I Defendants operated little more than a seam operation designed to prey on unfortunate and 

17 11 unlnformed consumers. 

18 As noted in the Receiver's Report, "Et]he [Defendants'] accounting system, the daily 

19 control activities, and the integrity of the information, appear to· be in gooddrder." Receiver 

20 1 I Report at 2. "Every contact with consumers, or on their behalf, was entered into the 

21 consumer database. All documents regarding consumers were scanned and stored intheir 

22 1 I particular file in Uptrends." Id. at 8. "The fUnds frozen by this Court's Order totaled 

23 1 1 $24,332,794, which exceeded total liabilities to consumers." Id. at 1l (emphasis added). 

24 

25 1 Defendants do not believe it appropriate to argue their entire case in thisbrief, and do not seek a 
ruling from the Court at this time on the merits of those defenses. Nevertheless, it seems necessary to 

26 provide the Court some comfort that Defendants are not mounting meritless defenses to the FTC's 
claims. The evidence submitted herein is just a small portion of the evidence Defendants will present 

27 at a trial of this matter. There is little doubt the FTC will challenge Defendants' evidence and 
arguments. Such challenge, however, will establish nothing except that summary~udgment is not a 

28 likely event in this case. A conflict in evidence also establishes that this case does not present the 
obvious fraud depicted in the FTC's Complaint or TRO Application. 
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"UBS PaineWebber was instructed to invest the [trust] funds it held in safe_grade securities 

2 ~11 only." Id. 

3 11 It is beyond question that Defendants, unlike the defendants in other cases mentioned 

4 by the FTC in its moving papers, including Jubilee, did not misappropriate any client trust 

5 money. It is also beyond question that Defendants' respective businesses were well run and 

6 meticulous records of all business operations and finances were maintained - hardly the 

7 hallmark of a fraudulent business enterprise. 

8 B. Defendants Did Not Violate Section 5 Of The FTC Act 

9 The FTC alleges Defendants violated ~ 5 of the FTC Act because they: (1) 

10 1 I misrepresented that the debt negotiation program will reduce a consumer's debt (Complaint 

11 Count 1, sTI 63-65); (2) misrepresented that Defendants' debt negotiation program will stop 

12 creditors' collection efforts (Complaint Count 2, TITI 66-68); (3) misrepresented that - 

13 11 Defendants will promptly obtain favorable debt settlements for consumers (Complaint Count 

14 1 1 3, Ba 69-71); and (4) Defendants failed to disclose that enrolling in·the debt'recovery program 

15 will have negative fmancial consequences (Complaint TITI 72-73). To carry its burden under ~ 

16 5, the FTC must show, inter alia, probable, not possible deception.; the deception must be of 

17 customers acting "reasonably" under the Circumstances; and the deception must be likely to 

18 cause injury to a reasonably "relying" customer. See Southwest Sunsites, Inc. v. FTC, 785 

19 1 I F.2d 143 1, 1436 (9th Cir. 1986). Defendants' summary of defenses described below alone 

20 demonstrates that the FTC will not be able to meet its burden in this action. 

21 i. The Debt Neg;otiation Reduces Consumer Debt 

22 11 The FTC's Complaint and moving papers suggest that Defendants' businesses were a 

23 complete sham and that consumers were not obtaining debt relief as a result of the debt 

24 negotiation program. The statistical data and anecdotal statements from debt negotiation 

25 1 I i~rogram participants unequivocally refute the FTC's pasition.2 
26 

27 2 The statistical data relied on herein is the same data that was available to the Receiver. Although 
Defendants only attach 2 client declarations to this Motion, there are literally hundreds and more 

28 
likely over a thousand testimonials in Defendants' possession from consumers touting the benefits of 
Defendants' debt negotiation program and the nonprofit efforts of the NCC. As indicated, infra, 
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During the 38 months that the debt negotiation program has been in existence, 40,572 
2 accounts have been settled. Declaration ofDel Meeks ("Meeks Decl."), B 4. In excess of 

3 $193 million of debt has been satisfied for approximately $80 million, with an average 

4 settlement percentage of 41.57%. Id.; see also Receiver's Report at 6. This percentage is 

5 astoundingly close to the figure recited by the FTC's declarant complainants as the number 

6 they were given when originally introduced to Defendants' service. At the time the FTC 

7 closed down the debt negotiation program, approximately 24,973 people were enrolled in the 

8 program. Meeks Deci., ~ 51 Over the entire life of the program, almost 45,000 people had 

9 signed up, representing a total of approximately 250,000 accounts. Id. Although the 

10 Receiver' s Report suggests that approximately $1.3 billion in debt has been-under 

11 I I management, LFG's Chief Financial Officer, Del Meeks, has reviewed the consumer data 

12 11 base and determined original debt under management actually was $835.3 million. Id. at TI 6. 

13 11 Of this total debt, consumers who cancelled the program within the first 30 days accounted 

14 11 for $96. 1 million of debt. Id. at B 7. Because termination occurred within the first 30 days, 

15 Defendants did not have any opportunity to resolve this debt. Id. Subtracting this debt from 

16 the overall debt under management leaves a total debt under management of roughly $739 

17 million. Id. Similarly, consumers who cancelled the program between 30 and 60 days, which 

18 11 is when the first establishment fee is collected, accounted for an additional $91.2 million of 

19 1 I debt, leaving~total debt under management of roughly $648 million. Id. Based on these 

20 numbers, and notwithstanding the relative youth of the program?the debt negotiation program 

21 I(has already resolved approximately 30% of total debt effectively under management. Id. 

22 In the Receiver's Report, it is accurately reported that 638 consumers have 

23 successfully "graduated" the program, achieving consumer debt-free status. The Receiver 

24 1 I then suggests that only 1.4% of the total number of consumers who have been enrolled in the 

25 1 I program, even if such enrollment was lessthan 30 days, received a financial benefit from the 

26 program. The Receiver's Report, unfortunately, misses the point. 

27 

Defendants do not believe it appropriate to inundate the Court at this time with such evidence. If the 
28 Court desires to review this type of evidence, or the FTC questions the accuracy of this 

representation, Defendants will immediately make such available. 
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In fact, approximately 14,729 consumers have already obtained more settlement 

2 savings than they have paid to settlethe debt and all fees they incurred during their tenure in 

3 the program. Meeks Decl., TI 9. This analysis is based on the amount of debt at the time of 

4 11 settlement. Id. The FTC has asserted'that to determine the success of Defendants':program, 

5 the analysis must be based on the amount of original debt the consumer possessed when the 

6 1 I consumer commenced the program. While this position is perplexing because interest would 

7 accrue if the consumer did not join the debt negotiation program, there are nonetheless 8,898 

8 consumers who have achieved positive net savings even as compared to the original debt they 

9 disclosed at program commencement.3 Meeks Decl.,'TI 10. 

10 Moreover, as explained to the Receiver, the debt negotiation program has a time 

11 I I component that must be analyzed to determine trends indicating whether the program is 

12 working as planned. The following three graphs, which represent the number of settlements 

13 1 I reached on a monthly basis, the number of consumer's completing the program on a monthly 

14 1 I· basis, and the number of clients who achieve a positive net savings on a monthly basis during 

15 the life of the program, clearly illustrates that the debtnegotiation program's success was 

16 accelerating at a pace that even exceeded new consumer originations. 

17 

18 

19 

20 

21 

22 

23 

24 

25 

3 In truth, the number of consumers who fall within this category is actually higher than 8898. The 
26 "original" debt that is noted in the database is based on a consumer's credit report which is typically 

30 to 60 days behind the amount of debt contained on a consumer's actual credit card invoice. On 
27 average, the actual original debt is about $3,000 to $5,000 more than what is originally recorded. 

Obviously, if the original debt is higher, there will be more consumers who fall izito the positive 
28 category. Defendants plan to obtain a report that has more accurate information regarding original 

debt and anticipates that the number of "positive" consumers will significantly increase. 
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This statistical data is supported by the anecdotal evidence submitted by consumers who 

2 enrolled in the debt negotiation programs. The declaration of Pastor Don LeMaster describes 

3 his experience with Defendants' respective companies. Similarly, Paul Howard, who actually 

4 contacted the FTC after he heard of its abrupt action against Defendants, submitted a 

5 declaration describing his experience with Defendants' companies. Both of these individuals, 

6 who were in extreme financial distress, have nothing but praise for Defendants and the debt 

7 1 I negotiation program. The declarations also exempli~jr the abusive tactics used by collectors 

8 to destroy the relationship between Defendants and consumers relying on Defendants' 

9 respective businesses to avoid the stigma of becorhing a bankrupt. 

1011 2. Defendants Do Not Represent that the Debt Negotiation Program 

11 Will Stop Creditor Calls 

12 11~ The FTC asserts that Defendants represent to consumers that enrolling in the debt 

13 negotiation program will stop creditor calls. While enrolling in the program will halt some 

14 1 I contact from collectors pursuant to the Federal Fair Debt Collection Practices Act, it will not 

15~ 11 stop all creditor calls. This fact is expressly disclosed to consumers. 

16 In an effort to ensure that consumers are fully informed about thedebt negotiation . 

17 program, a failsafe recorded disclosure system was implemented in approximately July 2002 

18 1 I by the National Consumer Debt Council ("NCDC") and later by JP Landis ("Landis"). The 

19 1 I system requir.ecl that before any debt negotiation contract would be deemed effective and 

20 could be accepted by Defendants computer system, a voice disclosure recording was required 

21 and, foy approxillllately the last year, every recording was reviewed to ensure all disclosures 

22 1 I were provided.4 

23 In its latest version, the disclosure script is as follows: 

24 11 Do I have permission to record this conversation? 

25 

4 The voicerecorded disclosures were not the first time consumers heard the listeddisclosures. To 
26 the contrary, ~P Landis and NCDC employees were required to cover all disclosures prior to the voice 

recording. The voice recordings simply guaranteed that the disclosures were provided. The 
27 disclosure script merely repeats disclosures that are contained in the consumer's contract, in hardcopy 

material provided to consumers, and in the consumer's start-up package that they receive from the 
28 debt negotiation companies Financial Rescue Services ~FRS") and Solidium Credit Recovery 

Services ("Solidium"). 
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Please state your name, address and phone number: 

2 To make sure I have fully explained important parts of our 

3 representation of you, I will ask you to answer the following 

4 11 questions. If there is anything that you are unsure of, I will be 

5 11 happy to answer any questions you may have. 

B 1. Do you understand that while in this program, NCDC · 

7 will not make monthly payments to your creditors and this 

8 II will adversely affect your credit? 

9 11 2. .Do you understand that there are the following 3 

10 different fees: 

11 II · The establishment fee of ,which is non- 

12 refundable and will be paid before funds accumulate in your 

13 trust account? 

14 11 · The monthly maintenance fee of ,which is 

15 taken directly out of your monthly payment? 

16 11 · A negotiation fee equal to 25% of what the negotiators 

17 saves (sic) you at the time settlements are made. 

18 3. Do you understand that we will provide a Power of 

19 11 Attorney, which will assist us in alleviating creditor phone 

20 calls? 

21 4. Do you understand thatyour creditors may still callyqu 

22 and attempt-to collect on the debtyou owe them? 

23 5. If legal action proceeds, do you understand that we will 

24 provide you with access to legal counsel to obtain legal 

25 representation at your expense? 

26 11 6. Do you understand that even though we provide access 

27 to a legal service, the NC Debt Council or its affiliates do not 

28 give legal advise? 

-14- 
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II · 7. Do you understand thatNC Debt Council is a for profit 

2 company. Its relationship to the National Consumer Council 

3 11 (NCC), which is a non-profit, is as a supporting member who 

4 11 agrees to abide by the NCC's standards and practices. 

5 8.. Do you understand and are you aware that we will 

6 begin the negotiation of your debts immediately, yet we won't 

7 11 be able to actually settle your de~bts until funds have 

8 accumulated in your trust account. 

9 9. Do you understand that all debts are not secured debts, 

10 such as home, car and·appliance? 

12 Disclosure 4 clearly indicates that creditors may continue to call consumers during the 

13 program. 

14 11 - 3. Defendants Do Not Represent That They Will Promptly Obtain 

15 1) Favorable Debt Settlements For Consumers 

16 11 Although the FTC does not clarifj~ what is meant by promptly, it is clear from the 

17 above disclosures that consumers are told in Disclosure 8 "that we will begin the negotiation 

18 of your debts immediately, vet we won't be able to actually settle your debts until funds have 

19 accumulated in your trustaccount. " Clients`are also told in Disclosure 1 that funds will not 

20 accumulate in the trust account until after their 3.5% establishment fee is paid from their 

21 monthly payments. Since clients know their monthly payment and know their establishment 

22 fee, clients know when funds will begin accumulating in their trust account. 

23 C. The Omissions Noted by the FTC are Not Material and Are Generally 

24 Covered by Current Disclosures 

25 11 The FTC asserts that Defendants failed to make the following disclosures to 

26 11 consumers: (a) that late fees, penalties, and interest will continue to accrue on the consumer's 

27 debt until the consumer's creditors accept a settlement offer and the settlement is paid; (b) the 

28 consumer's creditors may st~ll sue to collect on his debts, and further, once a judgment has 
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been obtained, the cre~itors may garnish the consumer's wages; (C) the consumer's creditors 
2 may raise the interest rates applicable to his debt; (d) to the extent that Defendants are able to 

3 obtain a favorable settlement with a consumer's creditor of the consumer"s debt, the 

4 consumer is required to treat that debt savings as income for purposes of federal and state 

5 income taxes; and (e) a debt settled for less than the full amount of the amount owed may 

6 -result in a-negative notation on the con~umer's· credit report. 

7 Despite the FTC's assertion to the contrary, these specific omissions do not constitute 

,8 a violation of ~ 5 of the FTC Act because there is no proof or evidence that these statements 

9 would be material to a consumer;hese statements are generally covered in Defendants' 

10 existing disclosures; the statements are not necessarily accurate; and, had anyone suggested 

11 these disclosures to Defendants, there is no question the disclosures would have been 

12 delivered to consumers regardless of their materiality to the extent they were accurate. 

13 11 To a significant extent, the omissions set forth in (a), (b), and (e) above are generally 

14 covered in existing disclosures. Consumers are already told that monthly paymentswillnot 

15 be made and this will adversely affect credit. (Disclosure 1). It is obvious that interest and 

16 11 late fees will continue to accrue if monthly payments are not made. Consumers are also told 

17 by implication that creditors may initiate litigation, as consumers are expressly told that ffl~Lf 

18 legal action ~roceeds, do you understand that we will provide you with access to legal 

19 counsel to obtain legal representation at your expense?" (Disclosure 5). 

20 11 As to the income tax consequences of a settled debt, the consumer may or may not be 

21 liable for any tax consequence depending on whether the consumer is solvent at the time the 

22 debt is settled. Consumers do not turn to debt settlement if they are solvent, i.e., they have 

23 more assets than debts or can pay their bills whendue. Moreover, consumers are, in fact, told 

24 about the tax issue. LeMaster Decl., B 16; Howard Decl., B 22. 

25· 1 I · More importantly, had the FTC provided any indication to Defendants that the above 

26 statements needed to be made to consumers, the- statements· would have been included in the 

27 disclosure script. In fact, Defendants have a documented history of expanding disclosures 

28 based on issues raised by government entities that take an interest in' their program, including 
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the California Department of Corporations ("DOC"), who supposedly worked with the FTC 

2 prior to the FTC's takeover ofDefendants' businesses. 

3 For example, in July 2003, the DOC was investigatingthe Defendants' businesses. 

4 During the course of the investigation, the DOC's then lead investigator, John Noonan, along 

5 with other DOC investigators, visited Defendants' businesses. During the investigation Mr. 

6· Noonan noted that some consumers expressed confusion between the nonprofit NCC and the 

7 for-profit NCDC. He also indicated that some consumers were confused about the difference 

8 between the negotiations and settlements. Thesecomments led to disclosures 7 and 8 above 

9 1 I and led to the establishment of Landis, which was intended, as noted by the Receiver, to . 

10 avoid the apparent confusion between the NCC and NCDC. 

II II In fact, in communications between Michael Mallow and-the DOC's lead attorney, 

12 11 Sean Rooney, it was made absolutely clear that Defendants wanted the DOC's input on any 

13 11 other disclosures the DOC deemed appropriate. Defendants also indicated their desire to 

14 work with the DOC to develop regulations to govern the debt negotiation industry. 

15 11 In a July 25, 2003 mail to Sean Rooneys, Mr. Mallow stated: 
16 Sean: 

17 11 This email is a follow up to the voice mail messages I have left 
you the last couple of weeks. I assume you are tied up with other 

18 11 matters, but I wanted to get word to you that my clients are 
wondering what the next steps are gomg to be in the DOC's 

19 investigation. 

20 Although my clients have had meetings with numerous DOC 
investigators, they are still interested m meeting with decision 

21 11 makers at DOC to discuss a number of issues including: (1) 
whether the DOC agrees with my clients that~there are have not 

22 been any violations of California's prprating law; (2) what 
disclosures or procedures would the DOC like to see added to the 

23 debt recovery pronram to strengthen consumer understandin~ of 
the and to fUrther consumers: and (3) believmg 

24 that ia's prorating statute does not apply to my clients, the 
re~ulations or legislation my clients would like to see 

25 . implemented so that there is- more guidance for their activities and 
to ensur_e that others in the debt negotiation las opposed to 

26 11 prorating) industry do not engage inbusiness practices thatplace 
consumers at risk. In short, myclient, regardress of the DOC's 

27 

28 
The July 25, 2003 e-mail to Sean Rooney is attached as Exhibit D to the Mallow Decl. 
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current position on whether there are prorating violations, would 
like to continue the dialogue that was commenced with John 

2 Noonan last month. 

3 The Defendants' requests for more input on disclosures and for the promulgation of 

4 regulations for the debt negotiation industry is at odds with the FTC's position that 

5 Defendants engaged in a conscious and purposeful scheme to mislead the public. ·Not 

6 surprisingly, the DO~· did not provide any guidance nor did it indicate- any i~iterest in working 

7 11 with Defendants to regulate the debt negotiation industry.6 

8 In sum, Defendants did not intentionally or unintentionally mislead consumers 

9 11 regarding the debt negotiation program. To the contrary, Defendants, without guidance from 

10 11 anjr source and without any regulatory requirement, instituted an elaborate process to ensure, 
11 I I to the best of their ability, that consumers fully understood the debt negotiation program, how 

12 it worked and its benefits and burdens. The fact'that the Defendants could have made their 

13 1 I system better had the FTC contacted them in a manner other than~ through an ex parte TRO 

14 1 I that appointed a receiver to close down their businesses does not mean that the Defendants 

15 were misleading the public; rather, it just means that additional input could have led to 

16 

17 

18 

19 

20 6 Ironically, Defendants also reached out to the FTC for guidance. For example, in October 2003, a 
New York Times article was published regarding the cooperative effort between the FTC and the IRS 

21 to crack-down on nonprofit consumer credit counseling companies that were not operating as true 
nonprofits. The article quoted C. Steven Baker, director of the FTC's Midwest operations. Believing 

22 that Mr. Baker may have had some interest in Defendants' busine$ses and the relationship between 
the for-profit entities and the nonprofit NCC, Mr. Mallow called Mr. Baker and discussed, in general 

23 t,,,, the nature of the businesses and asked whether Mr. Baker or anyone else at the FTC would 
like to come see Defendants' businesses to provide input about the operations and the relationship 

24 between the NCC and its corporate sponsors. Mr. Baker indicated that it was not really his area, but 
provided the name of Jean Marie Burke in the FTC's District of Columbia office. On or about 

25 October 21, Mr. Mallow left a voicemail message for Ms. Burke providing the same type of 
information provided to Mr. Baker. Although Ms. Burke returned the voice mail, she indicated that 

26 she was not available to discuss the issue and referred Mr. Mallow to Miesha Branch, also in the 
FTC's DC office. Mr. Mallow left one or two voice mail messages for Ms. Branch, but never 

27 received a returned telephone call. Due to the press of other business, and the lack of response from 
the FTC, no further'action was taken to interact with the FTC. Counsel's attempt'to reach out to the 

28 FTC was not the first time the NCC sought the FTC's counsel on an issue. 
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additional information that consumers could have considered in determining yvhether to 

2 1 I participatein the debt negotiation program.7 

3 D. The NCC Is A Tax-Exempt Nonprofit Organization, Exempt From The Do 

4 11 Not Call Registrys 

5 In Counts 6 and 7, the FTC alleges that Defendants violated the National Do Not Call 

6 Registry ("DNC"). Knowing that the alleged subject calls were made on behalf of the NCC, 

7 however, the FTC, ignoring all of the NCC's activities except those relating to its call center, 

8 asserts that the NCC is a blatant sham, existing for the sole benefit of, and controlled entirely 

9 11 by, the other Defendants.g The FTC's claims are fatally flawed for the following reasons: (I) 

10 notwithstanding the FTC''s assertions, the NCC voluntarily substantially complied with the 

II I I DNC; (2) it has been determined as ·a result of this action that the DNC list the NCC 

12 11 downloaded from the FTC's website was corrupted and, as a result, without knowledge or 

13 1 I intent, the NCC was inadvertently calli~g individuals on the DNC10; (3) notwithstanding the 

14 NCC's decision to voluntarily and substantially comply with the DNC the NC% is exempt 

15 from the DNC requirements ~because it is a legitimate nonprofit. The fact that the NCC 

16 maintains relationships with for-profit corporate sponsors to ensure its financial survival does 

17 not alter the merits of the NCC's mission or the pursuit of its mission. Warren Decl., TITI 5, 7, 

18 8, 9, 10. There are no issues ofinurement in the NCC's relationship with the other 

19 

20 7 Count 5 for Violations of the Telemarketing Sales Rule is based on Counts 1-4 and, will not be 
addressed separately herein. Moreover, Count 9, while alleging violation of the Gramm-Leach-Bliley 

21 Act, does not seek monetary damages. 

22 1 1 8 nh, FTC dedicates tremendous energy foc~sing in the various NCC entities. The discussion is 
much to do about nothing, because the entities are all run as nonprofits and the NCC entities operate 

23 essentially as a single unit. 
24 "Congress did not intend to bring within the reach of the Commission any and all nonprofit 

corporations r~gardless of their purposes and activities." Community Blood Bank v. FTC, 405 F.2d 
25 1011, 1018 (8th' Cir. 1969). The reality of being in law and in fact charitable organizations places 

certain corporations beyond the reach of the Act. Id. at 1019. Thus, the "FTC has no jurisdiction to 
26 regulate nonprofit charitable. enterprises (i.e. nonprofit enterprises that operate to the benefit the 

public rather than their members, employees or shareholders). FTC v. University Health, Inc., 938 
27 F.2d 1206, 1214 (Ilth Cir. 1991). 
28 to See paragraphs 5 and 6 of the Gupta Decl., filed concurrently herewith. 
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Defendants. Id. The NCC does not pass revenue to its for-profit sponsors, nor does it attempt 

2 1 I to sell services to consumers under its nonprofit status, as is the case in other matters handled 

3 1 I by the FTCin cooperation with the IRS. Id. To the contrary, the NCC's corporate sponsors 

4 actually provide significant funding to the NCC. Id. Since the NCC is not subject to the 

5 requirements of the DNC, it, and its corporate sponsors, cannot be held liable for violating the 

6 DNC as a result of the NCC's telephone outreachl Nevertheless the NCC voluntarily and 

7 substantially complied with the DNC and it was not until the TRO was issued on May 3, 

8 2004, that the NCC first learned that individuals on.the DNC were inadvertently called by the 

91 1 NCC." 

10 (1 Both the FTC and the Receiver failed to provide any information regarding the 

11 activities ofthe NCC. The following is just a brief list of the multiple programs the NCC was 

12 able to pursue as a result of funding from its corporate sponsors. 

13·1( : The NCC's Consumer Oriented Programs 

14 Despite the FTC's claims to the contrary, the NCC is a legitimate tax-exempt nonprofit 

15 1 I organization. Warren Decl·,.TITI 3, 4· The NCC provides counseling and advice to consumers 

16 regarding the hazards of excessive consumer debt and the means of eliminating or 

17 minimizing the negative impact of such debt. Warren Decl., ~T~ 21, 22, 24; Declaration of 

18 Mario Carmona ("Carmona Decl."),' TIT[ 3, 4, 6· Despite the FTC's claims, the NCC does not 

19 charge consumers anything for the advice and services the NCC provides to consumers. 

20 Carmona Decl., a 10. 

21 The NCC provides and manages educational programs with the cooperation of local 
22 1 I and national educational institutions and governmental agericies. Warren Decl., TITI 5, 10, 11, 

23 11 13, 14, 16, 18, 19, 20, 21, 27, 28, 29. It educates legislators, governmental and consumer 

24 11 agencies, and anyone else willing (or even not so willing) to listen to the problems and 

25 solutions related to consumer debt. Id. It focuses on educating young people about the 

26 

" The FTC will likely assert that the NCC willfully violated the DNC in April 2004. First, as noted 
27 above, the DNC does not apply to the NCC. Nevertheless, the NCC started and stopped calling the 

DNC prior to any intervention by the FTC. Had the FTC provided any indication that it considered 
28 the NCC's actions improper, the NCC would have stopped dialing. 
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II negative impact of consumer debt before they become enslaved bjl such debt.l2 The NCC 

2 conducts a broad national media program to increase awareness, enlightenment and an 

3 understanding of solutions regarding consumer debt issues. Id. at T[T[ 16, 17, 18, 19, 21· It 

4 publishes a monthly newsletter to speak truthfully, fairly and without bias about consumer 

5 debt issues. Id. at TITI 27, 28· The NCC, through its novel telephoneoutreach efforts, finds 

6 and assists those consumers who are overwhelmed and emotionally exhausted by ever- 

7 Il~growing debt loads. In short, the NCC is not the "scam" "bogus" "telemarketing 

8 organizati~n" described by the FTC. 

9 2. The Telephone Outreach Program 

10 Although the telephone outreach program has unfortunately annoyed some consumers 

11 I I who prefernot to receive telephone messages from unknown entities--and appears to be one 

12 of the preeminent reasons the FTC felt the need to destroy the NCC and the NCC's financial 

13 1 I supporters--the vast majority of comments received by the NCC phone center indicate sincere 

14 consumer appreciation for the NCC's affirmative action to help suffering consumers. Warren 

15 11 Decl., fi 23, 24. In short, the telephone outreach program has proven to be an extraordinary 
16 tool for reaching those consumers who most need the support, guidance and advicethe NCC 

17 offers.· Id. 

18 The FTC asserts that the sole purpose of the NCC's telephone outreach program is to 

19 drive consumers to contract for debt negotiation services with some of the NCC's corporate 

20 sponsors, but the evidence establishes this assertion is simply incorrect. 

21 11 The purpose of the NCC telephone outreach program is to counter the over-marketing 

22 of consumer debt in America; to inform consumers that there is a resource to learn more 

23 about consumer debt; to provide tools to consumers so they can avoid, manage and reduce 

24 their consumer debt; to reach out~to those who are in extreme distress; and to provide referral 

25 resources to those in need. Carmona Decl., ~T~T 3? 4; Warren Decl.,TI ls· 

26 

27 12 The NCC has made itself a presence on college campuses and has created material, including the 
Student Advocate and the eight minute documentary, "Extra Credit," that is designed to educate 

28 America's youth about the importance of financial literacy and how to avoid the pitfalls associated 
with the over marketing and abuse of consumer credit. Warren Decl., TITI 19, 20, 28· 
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To ensure NCC counselors are able to provide a complete and knowledgeable array of 

2 options to consumers who call for help, counselors must sit through and successfUlly 

3 complete an extensive training course, which is provided and administered entirely by 

4 Atlantic Union College. Carmona Decl., a 5; Warren Decl., TI 15.. Atthe conclusion of the 

5 course, NCC counselors must successfUlly pass an exam before the counselor can·receive his 

6 or her certification. Id. 

7 11 The NCC telephone personnel also receive training in-house and use an NCC Help 

8 Center Manual ("Manual"), Ex'. A, to govern their interactions with consumers. Carmona 

9 Decl., T[TI 5, 6, Ex· A· The Help Center Manual, which provides valuable consumer finance 

10 11 information, guides counselors handl·ing telephone inquiries from consumers. Carmona 

11 Decl., ~ 6. It also evidences that the NCC provides information about every form of debt 

12 11 resolution/management source, both for-profit and non-profit, thatcan assist consumers to 

13 resolve their problems stemming from excessive debt. For example, the Manual instructs 

14 1 I NCC counselors to suggest that consumers in financial distress pay double their minimums, if 

15 1 I possible, and provides mathematical examples of how this will alleviate the consumer's debt. 

16 11 Manual at 14. The Manual instructs counselors that "Cw]hen consumers are experiencing . 

17 11 difficulties meeting their financial obligation, they should contact their creditors 

18 immediately," and communicate the difficulty to the creditor. Manual at 15. Of all the 

19 counseling options identified in the Manual, including self-help (paying more than 

20 1 I minimums, living on a budget without credit cards, negotiating lower rates, using cards with 

21 11 lower rates, contact creditors withhardships), secured debt refinancing (home refinancing, 

22 home equity loans), Debt Management Plans through a consumer credit counseling service 

23 1 I ("CCCS"), debt negotiation, student loan options (cancellation, deferment and forbearance), 

24 I(personal bankruptcy and referral to government agencies for collection and credit reporting 

25 1 I abuses, the FTC only focuses on debt negotiation and suggests the NCC primary purpose is to 

26 1 I push consumers to the for-profit debtnegotiation companies regardless ofth'e consumers 

27 situation, all in an effort to generate revenue for the for-profit defendants. 

28 
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II Further, when the NCC suggests that a consumer should contact an outside company 

2 for additional assistance, a substantial number dfreferrals are made to companies other than 

3 the for-profit defendants, including mortgage lenders, Wells Fargo and Chase, CCCS 

4 Consumer Guidance Corp. ("CGC") and previously, Springboard Consumer Credit 

5 Counseling Services ("Springboard").l3 Carmona Decl., ~ Il. Only a small percentage of 

6 consumers ever find their way to the for-profit defendants. Carmona Decl., WT 10, 11· 

7 When -a consumer is provided any advice regarding a debt-reliefprogram other than 

8 self-help, the counselor is required to provide a brief description of the benefits and 

9 detriments of any suggested program. Carmona Decl., T17. For example, the Manual 

10 Ilprovides as follows: 

11 CONSUMER ALERT: DEBT NEGOTIATION 
Consumers considering entering a debt settlement program should 

12 realize that this plan differs vastly from a DMP. Consumer's 
creditors enrolled in this type of program do not receive payments 

13 on a monthly basis. Credrtors receive one lump sum payment 
when an agreement is reached between the negotiation company 

14 11 - and the creditor. ~Consumers should be warned that their FICO 
might be affected by entering this type ofprogram. Consumers 

15 should also be advised that their creditors may still call them with 
the purpose of collecting the debt and in some cases creditors may 

16 11 take legal action with the attemdt to collect the monies owed. 
The warnings above are the types of warnings and disclosures that the FTC asserts 

17 

have not been proVided to consumers. 
18 

Moreover, to ensure that counselors are actually putting into practice what is directed 
19 

in the Manual, there are daily recordings made ofNCC counselor-communications that a~e 
20 

also reviewed daily. Carmona Decl., TI 8. The purpose of the review has nothing to do with 
21 

referrals to for-profit entities; rather, it is to ensure counselors are providing good, sound 
22 

advice to consuIllers, regardless of the nature of the advice. 
23 

3. The ·Success of The NCC's Certification Program 
24 

Because the debt negotiation industry is not regulated and is filled with less than 
25 

scrupulous entities, a fact touted by the FTC, the NCC attempted to take a leadership role for 
26 

this particular type of consumer-debt solution. Warren Decl., B 15. It created a 
27 

28 

13 Over 8,000 referrals were made by the NCC to Springboard. Carmona Decl., T 11. 
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"certification" program that mandated that any debt negotiation company satisfy certain best 

2 11 practices and standards, for example: (I) all individuals who deal with consumers must 

3 graduate the education program at Atlantic-Union College; (2) the debt negotiation company 

4 cannot hold consumer funds; (3) that procedures are in place to ensure that consumers are 

5 adequately informed about and properly belong in any debt negotiation program; (4) that all 

6 settlements are fully documented; (5) that settlements occur with only recognized, legitimate 

7 creditors. Id. The concept was that the NCC certification program would raise the practice 

8 standards of legitimate service providers and would signal to consumers and creditors that the 

9 11 debt negotiation company followed "best practices." In fact, this concept was taking form, as 

10 Ilevidenced by an October 22, 2003 letter from Richard DeJana & Associates, P.L.L.C. 

II I I ("DeJana"), a large debt collection law firm, to Han~ey Warren. In the letter, DeJana states: 
12 With forty recovery specialists working with the law firm, our 

focus on consumer debt collection has taught us many of the same · 
13 lessons that you have learned in your role as a consumer 

advocate--a helping hand is not only good for the consumer, it's 
14 11 good for business. 

15 Your efforts as an ombudsman between the law firm, SoLidium, 
and Financial Rescue Services has demonstrated that a 

16 cooperative and collaborative approach with the National 
Consumer Council's certified settlement companies is the best 

17 ~rocess we have exgerienced here at DeJana. 

Is We regularly deal with over 58 debt settlement companies as well 
as numerous consumer credit counseling services, rknow you are 

19 concerned about the services your recommend. Let-me assure 
`vou that both SoLidium_ and_Financial Rescue Services are easily 

20 ~h~two best companies in this field. Only one other company, 
which is not associated with the National Consumer Council, 

21 even crets close. You should know that we have called them to let 
them know that w;~,-r~;k~nF~w~h~-~~C would make their very rzood kn err v 

22 service even better. 

23 11 Warren Decl., ~ 31. (emphasis added). Clearly, the NCC's efforts to bring legitimacy, 

24 accountability and standards to the unregulated debt-negotiation industry, an industry that 

25 offers an honorable and workable solution to filing for bankruptcy, cannot be considered to 

26 be outside the NCC mission nor can it be considered misleading to public. 

27 The NCC was engaged and planned to be engaged in several other programs. 

28 1 I Attached as Exhibit S to the Warren Decl. is acopy of the NCC's 2003 Master Plan that 
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II outlines the NCC's activities and clearly establishes that the NCC was significantly more than 

2 )1 the obvious sham depicted by the FTC. Warren Decl., TI 32, Ex. S. 
3·J(VII. CONCLUSION 

4 11 Out of the thousands of customers who have engaged the Defendants to assist them in 

5 the reduction of their consumer debt, the FTC has cherry picked approximately twenty, many 

6 )1 who have never participated in the program at all, to form the backbone of its case. The 

7 1 ( FTC's intransigence with regardto personal living and legal expenses is based on its desire to 

8 force the individual defendants to capitulate without a fight. This is a result the Court cannot 

9 condone. The Individual'Defendants have kept meticulous books and records, and responded 

10 1 I to every regulatory inquiry during their operation of the Corporate Defendants. The 

·II Defendants have negotiated away millions of dollars of debt and indeed have extinguished all 

12 of the unsecured consumer debt of hundreds of clients during the short period of time they 

13 1Jhave been in operation. This is not simply a case where there is an arguable defense, this is' a 

14 case where the defense should prevail. Pre-judgment asset freezes for individuals are the 

15 most draconian remedies the Court can levy. They literally can starve Defendants into 

16 submission long before a case is resolved. Injunctive relief is an equitable remedy. It would 

17 )1 be the ultimate injustice to emasculate movants. Based on the evidence developed to date, 

18 1 I the Court should hesitate to impose any asset freeze on the individuals. However, if the Court 

19 1 I views that a partial freeze is appropriate, that freeze shduld only cover assets generated after 

20 1 I January 1, 2002 and exempt from those assets required for living and legal expelises pursuant 

21 11 to the reasonable budgets Defendants have submitted. 

22 1( · K~RKPATRICK & LOCKHART LLP 

23 

24 By: 
Michael L. Mallow 

25 11 Colm A. Moran 
Eugenie L. Warner 

26 11 Attorneys ~for Defendants 

27 

28 
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DE'CLARATION OF PASTORDON LEMASTER 

3 I, Pastor Don LeMaster, being duly sworn, hereby de~ose and say as follows: 

5 1( 1. I am over the age of eighteen years and competent to testify. The facts set forth herein 

6 are of my ownpersonal knowledge and/or based upon my knowledge of the National Consumer 

7 1( Council ~NCC"), SoLidium, LLC, London Financial Group and National Consumer Debt Council 

s 

9 2. I am the pastor of Brooklyn Baptist Church in Brooklyn, New York. I wish to 

10 1 I voluntarily share my experience with the NCC, NCDC, SoLidium and the London Financial Group. 

11 I want to share this experience because I believe the facts need to be known about the value and merit 

12 oftheir activities. 

13 11 3. I became aware of the complaint against the NCC, NCDC, SoLidium, and the London 

14 ) I Financial Group on May 14, 2004. I called SoLidium to check on the status of my final settlement 

15 with Citi Bank Master Card. I was then informed that the Federal Trade Commission had filed a 

16 1 I complaint against these four groups and that a hearing was to be held on May 24, 2004. I WAS 

17 SHOCKED! i I then called the collection agency to see if the final payment had been made~to settle 

18 the account. They assured me that it had been made and the account was settled. 

19 4. I have read the complaint of the Federal Trade Commission against the NCC, NCDC, 
20 SoLidium,.and the London Financial Group. This complaint does not in any way reflect my 

21 (1 experience with these defendants. In fact, all I have is the highest praise for theway they helped me 

22 out of a very serious debt trap. 

23 5. A little history of my situation will reflect how I became involved with the NCC, 

24 (1 NCDC, SoLidium, and the London Financial droup. ·I had been struggling with credit card debt for 

25 1 I many years. I had always managed somehow to pay the minimum on several credit cards. I knew 

26 that I was heading for financial trouble, but thought I had plenty of time to get my-financial house in 

27 order. I was brought face to face with the reality of my terrible financial situation in July 2000. I was 

28 1 I diagnosed with a pituitary tumor that. required surgery. I added up my credit card debt and found that 
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I was $25,000.00 in debt. I promised the Lord and myself that if I came through the surgery I would 

2 do something about this debt trap in which I found myself. I contacted a credit counseling service in 

3 Florida and they assuredme that they could help me. We agreed on a monthly fee and I iyas told that 

4 if I could send two months of the fee, one month would be held in- escrow and would be returned to 

5 me when I finished the program. I sent in the two month's fee in October 2000 and sent my monthly 

6 1 I fees each month on a timely basis. I thought everything was going fine until I began receiving 
7 statements from my creditors that they were not being paid. I never could get a straight answer from 

8 this company about what they were doing with my money. I finally got so frustrated that I wrote 

9 canceling my contract and asking for myfunds which were held in escrow. They said I could not get 

10 1 I that money returned because I had not finished the program. I continued with the company upon 

11 their promise to get my funds in order and pay my creditors in a timely fashion. After a few months 

12 of the same thing I cancelled my contract and demanded that they return my money held in escrow. 

1~ I I They finally did return my money but they never would give me a statement of accounting for where 

14 my other money went. So far as`I know this company is now out ofbusiness. I do know there was a 

15 lawsuit filed against this company in the state of Connecticut accusing them of operating without a 

16 proper license for that state. 

17 6. . Breaking the contract with that company in Florida still left me with my financial 

18 dilemma. What should I do? I was 63 years old and I did not want to leave my wife with a 

19 1 1 $25,000.00 debt should something happen to me. Th~ surgery had been successful, but the surgeon 

20 had only been able to get XO% of the tumor and I had to go back for an MRI every six months. I had 

21 1 I to deal with this debt problem. I contemplated filing bankruptcy but really had an uneasy feeling 

22 about that because I felt that I was responsible for the debt and needed to care for it according to my 

23 1 I ability. As I was pondering my situation I saw an advertisement for the NCC on the Fox News 

24 Network. I took down the number.and called the NCC. I spoke with a young man whom was very 

25 1 I pleasant and professional. I told him about my situation and how I had been burned badly by the 

.26 credit counseling service in Florida. After hearing about my financial situation and lack of desireto 

27 ever work with andther credit counseling service, the young man recommended that I lookinto 

28 
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NCDC's debt negotiation program. He took my information and told me he would have a debt 

2 counselor call me in the very near future. 

3 7. About 2 hours after I had called the NCC, Ginger Harstad, a senior debt counselor 

4 :) ) from NCDC, called me and I told her my story. When she heard the facts of my situation,she felt I 

5 ) I qualified as a hardship case. She sent me the contract and set me up with SoLidium as my debt 

6 1 I negotiating company; She was very clear as to the fact that the program establishment fee would be 
7 $879.13 which represented 315% of my total debt and that there would bea $45.00 per month 

s maintenance fee. She also informed me that SoLidium charged a 25% negotiating fee based upon the 

9 amount of difference between the debt owed and the amountnegotiated for settlement. After further 

10 (( discussion of my financial situation we determined that I would contribute $358.00 per month taken 

11 automatically from my checking account and that both the establishment fee and the monthly 

12 maintenance fee would be satisfied before any funds would accrue to my trust fund to negotiate 

13 settlements-with my creditors. She also told me how to deal with the calls that would come from my 

14 creditors. I was also told that my contract with the NCDC and SoLidium would not keep my creditors 

15 )1 from taking legal action. She did tell me that SoLidium would direct me to Legal Advice for help in 

16 ) I preparing my defense should I be summoned to court. All of this took place on March 27, 2002. 
17 8. In September2002 I received a summons to court by one of mycreditors. I was able 

18 11 to get help from Legal Advice Line and filed my defense and went to court on November 27, 2002. 

19 1( My case did not come before the judge and was continued to a later date. It was a scary experience, 

20 1 ( but it helped me to prepare a defense and a statement should I be called before the judge. 

21 9. I continued sending my payments faithfully to my trust fund and gradually watched 

22 the funds increase until on December 23, 2002, I received the glad news that one of my creditors had 

23 11 settled my account with them for 52%. I was overjoyed with the results. 

24 ·10. The next thing that happened was a court summons from my creditor who had 

25 summoned me to court in November, 2002 was served on me and the creditor was asking for a 

26 11 summary judgment. I again was helped by Legal Advice Line and prepared my defense in order to 

27 1 I appear in court on March 3, 2003. This was a trying time also because I really did not have enough 

2& 1 I money in my trust account to come close to a negotiated settlement. I did not know what was going 
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to happen and I really thought I would have to file bankruptcy if this creditor won the summary 

2 IJjudgment. The thing that really helped me at this time was the fact that I could send a substantial 

3` 1 ( amount to my trust account because of a sizeable federal and state tax refund and this enabled 

4 SoLidium to negotiate a settlement with this creditor and thus avert going to~court. 

5 Il. It was also at this time that I had another scare. I had given SoLidium the permission 

6 1 I to use my name and have people call me if they had any questions about SoLidium's program. I 

7 1 I received a call from an elderly couple in Utah who were contemplatingleaving SoL~idium. In the 

s course of the conversation, I asked them why they were leaving the program. They told me that they 

9 i) had received a bad report for the Better Business Bureau. This alarmed me to the point that I wrote 

10 SoLidiumand the NCC to see if they were aware of these negative reports. I also put a stop payment 

11 i I on one of my large contributions to my trust fund. This was my first personal contact with Harvey 

12 1 I Warren, President of the NCC. He called me and explained to me some of what was happening and 

13 encouraged me to contact the Better Business Bureau of the Southlands. I contacted them by e-mail 

14 11 and they sent back a reply that they would not put any complaints in writing but that I should call 
15 ) I them and they would apprise me of the situation with the NCC and SoLidium. I informed them that I 

16 wanted writtenconfirmation of their findings but they refused to give that to me. Frankly, that 

17 11 disappointed me. After further contact with Harvey Warren, I was satisfied that the NCC and 
18 SoLidium were really trying to help people in my situation, and therefore, I determined to continue 

19 i) with the program and that has been my advice to all others who have called me. I encourage them to 

20 1 I stay the course and see the program through to its conclusion which is debt freedom. 

21 12. Because of my ability to send a substantial amount to my trust fund, Solidium was 

22 )1 able to negotiate a settlement with my creditor who was asking for a s~unmaryjudgment thus averting 

23 11 another day in court. The settlement with this creditor was at 33.75%. 

24 1( 13. My confidence in the NCC and SoLidium was strengthened immeasurably in June 

25 2003. I was attending a church conference in Riverside, California and was invited by Harvey 

26 Warren and SoLidium to come visit with them. In fact, theyprovihed the transportation to and from 

27 Riverside to Irvine. I met Harvey for the first time personally and all the folks at the NCC, 

28 11 SoLidium, and thelondon Financial Group. I even had the privilege of meetingthe debt counselor 
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who helped me so much in getting into the program. I was deeply impressed with all that I observed 

2 ( I that day and I said, "~ank God! There is finally help for people like me who are slaves of those who 

3 ( I lend money." Harvey and one of the leaders at SoLidium took me to lunch. It was a rewarding 

4 1 ) experience. I not only admire the business practices of the NCC, SoLidium, andthe London 
5 Financial Grou, but I also admire them as people of integrity and compassion. 

6 14. Shortly after I returned to Brooklyn from California I received another summons to 

7 ( ) court by one of my creditors; Again I contacted Legal Advice Line and they helped me prepare my 

8 1 I defense. My wife and I arrived in court on July 23, 2003 and when our case was called, the attorney 

9 (1 for my creditor asked for arbitration. He agreed to work with SoLidium to come to a negotiated 

10 1 I settlement of my account. That account was settled in September, 2003 for 62.5% settlement. 

11 15. In November, 2003 another creditor settled for a 27.98% settlement. Then in February 

12 1 1 2004, a settlement with another creditor was reached at a 52.56% settlement. My final settlement 

13 with the last creditor was a 55% settlement reached on or about April 30, 2004. I have not received 

14 final confirmation in writing about this settlement, but was assured from the debt collector haddling 

15 this account for my creditor that the settlement amount had been received and that the account was 

16 1 Inow settled. 

17 16. Another issue that was addressed by Harvey Warren is the issue with the IRS and the 

18 (( fact that money saved through negotiated settlements have to be declared as income. The creditors 

19 1( are supposed to send a Form 1099 with the amount revealing the difference between the amount 

20 1 I owed and the negotiated settlement. Mr. Warren did address that issue in one of the monthly issues 

21 of the newsletter sent out from the NCC. He indicated that there was an IRS form that could be file~d 

22 i) claiming exemption from the payment of that tax because of insolvency. I have only received one 
23 1 I Form 1099 from one of my creditors. It came after I had filed my income taxes. I chose to ~le an 

24 (1 amended return and pay the extra tax because my financial situation had improved so much. The 

25 1 I NCC and SoLidium certainly cannot be faulted for not alerting people about this possibility. 

26 11 17. One other issue that I have not faced yet because I have not received my final 

27 settlement letter is the matter of my credit rating. I plan to contact all of the credit reporting bureaus 

28 1( and explain with a copy of all of my settlement letters that my creditors have been satisfied. I am not 
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~7 04 01:16a Donald W. LeMaster 718-439-5617 9.8 

1 sure what will happen The NCC, SoLidium, and the London Fina~I~cial Group never assured me that 
2 going the negotiated settlement route would automatically repair my poor credit rating which I 

3 )) brought upon myself by allowing my financial situation to deteriorate to the point where Z was 
4 thinkiag about ·filingfor bankruptcy. 
5 18~ I want to conclude my affidavit by stating what I looked for in trying to negotiate 

6 )) settlements with all of my creditors. I needed compassion, patience, and forgiveness. I can honestly 
7 say that I have received all three and I believe that this has been my experience because of the 

X )I compassion, patiencsand forgiveness shown me through the NCC, SoLidium, and the London 
9 11 Financial Group. It grieves me deeply to see what is happening to these good people who genuinely 

10 I(want to help people like me who are slaves to the debt trap. I haveno sympathy for people who are 
11 i I irresponsible and want an easy way out of~ht~ir debt situation; but my heart grieves for people who 
12 are slaves to overwhelming debt whose only option is filing bankruptcy. Bankruptcy may be the only 

13 i) way out for some but, based upon my personal experience, I believe the route of negotiated 

14 11 settlements through people like those at the NCC, SoLidium, and the London Financial Group is the 
15 11 route many hurting people would choose to go. As a pastor, I need to be able to direct those who 
16 cross my paths to people like the NCC, SoLidiurq and the London Financial Group. X appeaI'to those 

17 IJin authority to make sure the charges are true before making the NCC, SoLidiun5 and the London 
18 Financial Group close their doors. 

19 

20 

2' 11· I declare under penalty of periury under the laws of the United: States of America that 

22 the foregoing is true and correct. 

23 

24 11 Executed this 27th day ofMay 2004, at Brooklyn New York. 
25 

26 

27 11 c~-~ ~ZnL dae.~Xt4~i~ 
28 11 Pastor Don LeMaster · 
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)I DECLARATION OF PAUL W. HOW~c~RD 

3 I, Paul W. Howard, being duly sworn, hereby depose and say as follows: 

5 1( i. I am over the age of eighteen years and competent to testify. The facts set forth herein 

6 11 are of my own personal knowledge and/or based upon my knowledge of the National Consumer 
7 Council ("NCC"), Financial Rescue Services ("FRS"), London Financial Group ("LFG") and 

8 National Consumer Debt Council ("NCDC"). 

9 2. I am a very pleased ~customer of the Defendants and wish to voluntarily share my 

10 experience with the NCC, NCDC, FRS and the London Financial Group. Moreover, I called the FTC 

11 and spoke with Faye Chen Barnouw in order to relay my experience with the Defendants and express 

12 my concerns on how this lawsuit is jeopardizing my financial future. 

13 11 · 3. It took my wife and I 30 years to get into debt. At the age of 52, I had to have open- 

14 1 I heart surgery. Prior to entering NCDC's Debt Settlement Program, we had approximately 21 credit 

15 cards totaliilg over $113,000 in debt. My wife and I looked for a solution. We didn't like the idea of 

16 1 I just getting involved in a Consumer Credit Counseling program thatjust lowered interest rates, so~we 

17 called the NCDC. A debt consultant by the name of Moises Contreras very clearly explained the debt 

18 1 I settlement program·and we liked what we heard and joined the program. Now, in less than 3 years, 

19 up until the commencement of the FTC's lawsuit, we have almost managed to get out of debt. 

20 4. After my initial telephone call with Mr. Contreras, he sent me the contract and set me 

21 up with FRS as my debt negotiating company. He was very clear as to the fact that the program 

22 establishment fee would be $3 966. 10 which represented 3.5% of my total debt and that there would 

23 be a $85.00 per month maintenance fe~e. He also informed me that FRS charged a 25% negotiating 

24 fee based upon the difference between the debt owed at the time of settlement and the amount 

25 negotiated for settlement. After further discussion of my financial situation we determined that I 

26 would contribute $1966.06 per month taken automatically from my checking account and that both 

27 the establishment fee and the monthly maintenance fee would be satisfied before any funds would 

28 accrue to my trust fund to negotiate settlements with my creditors. He also told me how to deal with 
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I I the calls that would come from my creditors. I was also told that my contract with the NCDC and 

2 FRS would not keep my creditors horn taking legal action. He didtell me thatFRS would direct me 

3 to Legal Advice Line for help in preparing my defense should I be summoned to court. All of this 

4 took place on or about July 30, 2001. 

5 11 5. My wife and I were a bit worried atfirst, of course, but when we saw the first couple 

6 settlements come through, we KNEW this was going to work, and that we were going to feel good 

7 about the outcome. 

8 6. We continued sending our payments faithfully to, our trust fund and gradually 

9 watched the funds increase until February 2002, we received the good news that one of our creditors 

10 11 (Citibank) had settled our account of $10,700.89 with them for the settlement amount of $3,745.31. 

11 ) IThe settlement with this creditor was 35% of the current balance. I was overjoyed with the results. 

12 7~. In or about March 2002, FRS was able to settle our account of $9,734.41 with Chase 

13 for the settlement amount of $3,407.04. The settlement with this creditor was 35% of the current 

14 balance. 

15 11 · 8. Citibank filed lawsuits against me for every credit card debt I had with them. 

16 However, FRS fully prepared me to defend myself. In or about May 2002, Citibank filed a lawsuit 

17 1 ( against me. I negotiated a settlement of our account of $4,963.45 with Citibank Mastercard for the 

18 settlement amount of $2,750.00. The settlement with this creditor was ~55% of the current balance. 

19 9. In or about July 2002, Citibank filed another lawsuit against me, and I negotiated the 

20 settlement of our account of $4,65 8.90 with Citibank Visa for the settlement amount of $2,795.34. 

21 The settlement'with this creditor was 60% of the current balance. 

22 10. In or about August 2002, FRS was able to settle our account of $8,796.35 with Direct 

23 Merchants Bank for the settlement amount of $2,960.00. The settlement with this creditor was 34% 

24 of the current balance. 

25 11. In or about November 2002, FRS was able to settle our account of $4,791.65 with 

26 First USA for the settlement amount of $ 1,677.00. The settlement with this creditor was 35% of the 

27 current balance. 

28 
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12. Of the 6 accounts settled during the 2002 calendar year, we owed a balance of 

2 $43,645.65. FRS was able to negotiate with these siir creditors a settlement in the total amqunt of 

3 $17,334.69. We paid to FRS a 25% settlement fee of$6,577.74. We, therefore, saved $19,733.22. 

4 Moreover, even if you subtract the establishment fee of $3,966.10, the monthly service fees of 

5 11 $1,455.00 ($X5 for 17 months) and the Federal Express fee of $60 ($10 for six settlement checks), we 

6 saved a grand total of $14,262.12. 

7 13. In or about January 2003, Citibank filed another lawsuit against me, and I negotiated 

8 1 I the settlement of our account of $2,426.00 with Citibank (South Dakota) for the settlement amount of 

9 $1,366.08. The settlement with this creditor was 56% of the current balance. 

10 14. In or about January 2003, Citibank filed another separate lawsuit against me, and I 

11 negotiated the settlement of our account of $6,972.44 with Citibank for the settlement amount of 

12 1 1 $3,929.64. The settlement with this creditor was 56% of the current balance. 

13 15. In or about January 2003, Citibank filed another separate lawsuit against me, and I 

14 1 I negotiated the settlement of our account of $8,664.74 for another one of our accounts with Citibank 

15 1 I for the settlement amount of $4,866.16. The settlement with this creditor was 56% of the current 

16 balance. 

17 16. In or about June 2003, Citibank filed another lawsuit against me, and I negotiated the 

18 settlement of o;ur account of $10,182.68 with Choice Legal Dept. (South Dakota) for the settlement 

19 amount of $5,744.12. The settlement with this creditor was 56% ofthe current balance. 

20 17. In or about November 2003, FRS was able to settle our account of $6,191.66 with 

21 Bankcard Services for the settlement -amount of $2,261.00. The settlement with this creditor was 

22 37% of the current balance. 

23 18. In or about December 2003, FRS was able to settle our account of $2,416.71 with 

24 Capital One for the settlement amount of $1,745.00. The settlement with this creditor was 72% of 

25 thecurrent balance. 

26 19. In or about January 2004, FRS was able to settle our account of 9;4,188.40 with 

27 Alliance One for the settlement amount of ~1,735.00. The settlement with this creditor was 41% of 

28 the current balance. 
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11 20. In or about March 2004, FRS was able to settle our accoi~nt of $13,760.91 with Bank 

2 One for the settlement amount of $4,720.57. The settlement with this ·creditor was 34% of the current 

3 balance. 

4 11 . 21. Of the last 8 accounts settled, we owed a balance of $54,803.54. FRS was able to 

5 negotiate with these eight creditors a settlement in the total amount of $26,367.57. We paid tQ FRS a 

6 25% settlement fee of $7,109.01. We, therefore, saved $21,326.96. Moreover, even if you subtract 

7 the monthly service fees of $1,275.00 ($85 for 15 months) and the Federal Express fee of $80 ($10 

8 for eight settlement checks), we saved a grand total of $19,971.96 for our last eight settlements. 

9 22. Moreover, in addition to~the Defendants helping us to pay for and eliminate our debt, 

10 1 I they gave us priceless land free) advice. Harvey Warren and the NCC send out a monthly newsletter 

1 1 I I that my wife and I read avidly. We especially appreciate all of his efforts to help us and to especially 

12 help the younger generation. Additionally, an issue addressed by Harvey Warren in one of the 

13 monthly issues of the newsletter sent out from the NCC, is the issue with the IRS and the fact that 

14 money saved through negotiated settlements have to be declared as income. The creditors are 

15 1 I supposed to send a Form 1099 with the amount revealing the difference between the amount owed 

16 1 I and the negotiated settlement. Mr. Warren indicated in the newsletter that there was an IRS form 

17 that could be filed claiming exemption from the payment of that tax because of insolvency. . 

18 23. This program is NOT for those who are irresponsible. My own CPA asked me why 

19 the heck I was being this instead of bankruptcy and I said, "But my intent was never to NOT pay 

20 these debts - this is the HONEST way of doing it." T believe what the Defendants are doing is so 

21 1 I good, that its got to be close to what bankruptcy OUGHT to be in this Country! 

22 24. It is quite a liberating, peaceful feeling to know that you have been able to resolve a 

23 financial burden like this, and come through it honestly, knowing that you did it the right way, 

24 responsibly. Once the Defendants overcome the FTC's fsilse allegations, I cannot wait to become a 

25 client representative, if they ever start a branch out here in Maryland! However, should the 

26 Defendants be forced out of the business and reach a settlement with the FTC, I do not want my 

27 11 $20,522.85 of fees back, as I signed a contract and the Defendants clearly explained my duties and 

28 obligations. 
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21:55 4103981763 PAUL HOWARD PAGE 07 

85/27/2880 18:41 318552~181 I(TPKPP~TRICK COCKH~RT:/ IP~GE D 

1 I declare undflpenalty of Ferjury under the laws of the Ilnizj~d States of America 
2 11 ~the· foregoinl: is true nnd correct. 

4 Executed this 27th day of May 2004, at Elkton, C~lar?·land. 

./r 

7 

8 11 Paul. W. H.o 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

2e 

26 

27 

28 
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MichaelL. Mallow, SBN 188745 
Colm A. Moran, SBN 202685 

2 Eugenie L. Warner, SBN 2~7323 
KIIRKPATRICK & LOCKHART LLP . 

3 (1 I0100 Santa Monica Boulevard 
Seventh Floor 

4 Los Angeles, CA 9006r7 
Tel: 310.552.5000 

5 Fax: 3~0.552.5001 

6 Attorness for Defendants Waiter Ledda, 
Waiter $aines, and Paul Kardos 

9 UNITED STATES DISTRICT COURT 

10 CENTRAL DISTRICT OF CALIFORNIA 

12 

13 IIFEDERAL TRADE COMMISSION, I Case No. SACV04-0474 CJC (JWJx) 

14 11 Plaintiff, 

15 vs. AFFIDAVIT OF RANDY T. SLOVIN IN 
SUPPORT OF THE APPLICATION BY 

16 NATIONAL CONSUMER COUNCIL, an WALTER L. HAINES, PAUL KARDOS, 
Arizona corporation; NATIONAL AND WALTER LEDDA FOR THE 

17 IICONSUMER COUNCIL, a California RELEASE OF FROZEN FUNDS FOR 
corporation; NATIONAL CONSUMER THE PAYMENT OF REASONABLE 

18 1 I COUNCIL, a Nevada corporation; LONDON LIVING EXPENSES AND 
FINANCIAL GROUP; NATIONAL ATTORNEYS' FEES 

19 CONSUMER DEBT COUNCIL, LLC; 
SOLIDIUM, LLC doingbusiness as SoLidium Date: June 14, 2004 

20 Credit Recovery Services; UNITED Time: ·1:30 p.m. 
CONSUMERS LAW GROUP, A Ctrm.: 913 

21 PROFESSIONAL CORP.; J.P. LANDIS, LLC; Santa Ana Courthouse 
FINANCIAL RESCUE SERVICES, ING.; 411 West Fourth Street 

22 SIGNATURE EQUITIES, LLC; M&L Santa Ana, CA 92701 
SPRINGFIELD TRUST; PC HAILEY 

23 TRUST; VIA LIDO TRUST; WALTER L. 
HAINES alWa Waiter L. Hainowitz; PAUL The Honorable Cormac J. Carney 

24 1 IKARDOS; WALTER JOSEPH LEDDA a/k/a 
Waiter W. Ledda; HARVEY WARREN a/Wa 

25 llHarvey W.Zvansky MARTHAK. 
LEVITSKY a/Wa Martha E. Kerchen; and 

26 1 IMARY BETH HARPER a/Wa Mary Beth 
Scholz, 

27 
Defendants. 

28 
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AFFIDAVIT OF RANDY T. SLOVM 

Randy T. Sl~vin, after being duly cautioned and sworn, states as follows: 

i. I am an attorney licensed to practice in Ohio, since 1983, and Kentucky, since 1934. I 

am also licensed to practice before the U.S. Court of Appeals for the Sixth Circuit, as well as 

several U.S~ District Courts. 

2. Mypractice is limited exclusively to representing creditors in a variety of areas, 

including both consumer and commercial collections, banrruptcy, federal consumer litigation 

and commercial litigation. 

3. I am a member of the following credit or collection organizations: 

a Commercial Law League of America C'CLLA~ where I serve as chair of the 

Fair Debt Collection Practices Act Committee; 

b. American Collectors Association ~ACA"); 

c. National Association of Retail Creditors Attorneys C~NARCA~; 

e. Ohio Creditor's Attorney Association. 

4. I am a ~equent lecturer both locally and nationally on consumer and commercial 

credit and collection issues. 

5. I met Barvey Warren, president of National Consumer Council in July of2003 at the 

American Collectors Association annual convention in Las Vegas, Nevada. J spent several hours 

with him at that meeting, speaking about the consumer collection industry in general, and debt 

settlement companies in particular. 1 was impressed at that meeting and at several meetings 



with Mr. Warren's land his constituent companies, such as Financial Rescue 

Senices) knowledge of consumer laws, and desire to keep individuals out of bankntptcy, if 

possible, through an affordable alternative. 

6. I was also impressed by the fact of his attendance at this and other meetings of credit 

and collection personnel, where his stated goal was to learn as much as possible about the 

problems faced by creditors, and to educate those in attendance about the benefits ofwollcing 
with such debt settlement companies. 

7. As a result of that July meeting, I invited him to attend a CLLA meeting in New York 

in November of 2003, and invited him to speak at the Western Meeting of the CLLA in 

February, 2004 in Palm Desert, California I would not have invited him to either meeting ifI 
had questions about his integrity or that of the NCC's constituent members. 

8. Z also was able to spend a few hours with two employees oiFinancial Rescue Services 

at that July, 2003 meeting, Lisa Benardino and Shannon Wells. T was impressed by their 
knowledge of the industry, and their comfort in discussing with creditors and collectors, their 

ition as Jj~eBotiators for consumers. 

g~ I introduced Mr. Warren to a number of attorneys who represent creditors and 
collection agencies, at the New York meeting in November of 2003. I methim at two additional 
meetings, one for the ACA in Scottsdale in March, 2004 and one for the NPLRCA in Las Vegas 
in May, 2004. 

10. We further spent about three (3) hours togetherin Northern Kentucky in March, 

2004, where we again discussed industry issues. 



I intend on continuing to introduce Mr. Warren and/or his constituent members to 
others inthe credit and collection industry. Although there are clearly some in the debt 
settlement industry that deservedly have a poor reputation, my belief and impression is that Mr. 
Wanen, NCC, and its members,. strive to do what is best for the consumer, which often 
benefits the creditor as well. I believe that the services that they perform are valuable and a 
benefit to both the consumer and·the creditor. 

VERIFLCATION: The nndersigned, being first duly sworn, deposes and says: That he has 
read or heard red the foregoing Affidavit, and knows the contents thereof; that the same is 

true of his own knowledge, except as to the matter and things alleged therein on 

information and belief, and as to such matters and he believes them to be true. 

12f 
RANDY T.SLOV~ 

Subscribed and swom to before me,aNotary Public, this ~q da~of ~56~ 2004. 
VP~ 

NOTARY PUBIC ~7~A~'\ WILIlAM M. LUIPOtD 
~-~92!+ NogryP~blkSWedOhic 

MyCarmiedonExpbes 
September 21· 2008 



Michael L. Mallow, SBN 188745 
Colm A. Moran, SBN 202685 

2 Eugenie L. Warner, SBN 217323 
KI.RKPATRlCK & LOCKHART LLP 

3 ~0100 Santa Monica Boulevard 
Seventh Floor 

4 Los Angeles, CA 90067 
Tel: 310.552.5000 

5 Fax: 310.552.500~ 

6 Attorneys for Defendants Waiter Ledda, 
Waiter Haines, and Paul Kardos 

9 )) UNITED STATES DISTRICT COURT 

10 1) CENTRAL DISTRICT OF CALIFORNIA 

12 

13 IIFEDERAL TRADE COMMISSION, I Case No. SACV04-0474 CJC (JWJx) 
14 Plaintiff, DECLARATION OF DEL MEEKS IN 

SUPPORT OF THE APPLICATION BY 
15 vs. WALTER L. HAINES, PAUL KARDOS, 

AND WALTER LEDDA FOR THE 

16 NATIONAL CONSUMER COUNCIL, an RELEASE OF FROZEN FUNDS FOR 

Arizona corporation; NATIONAL THE PAYMENT OF REASONABLE 

17 CONSUMER COUNCIL, a Califomia LIVING EXPENSES AND 

corporation; NATIONAL CONSUMER ATTORNEYS' FEES 
18 COUNCIL, a Nevada corporation; LONDON 

FINANCIAL GROUP NATIONAL Date: June 14, 2004 

19 CONSUMER DEBT COUNCIL, LLC; Time: 1:30p.m. 
SOLIDIUM, LLC doingbusiness as SoLidium Ctrm.: 9B 

20 Credit Recovery Services; UNITED Santa Ana Courthouse 

CONSUMERS LAW GROUP, A 411 West Fourth Street 

21 PROFESSIONAL CORP.; J.P. LANDIS, LLC: Santa Ana, CA 92701 
FINANCIAL RESCUE SERVICES, INC.; 

22 SIGNATURE EQUITIES, LLC; M&L 
SPRINGFIELD TRUST; PC HAILEY The Honorable Cormac J. Carney 

23 1 I TRUST; VIA LIDO TRUST; WALTER L. 
HAINES a/Wa Waiter L. Hainowitz; PAUL 

24 KARDOS;WA~LTER JOSEPH LEDDA a/Wa 
Waiter W. Ledda; HARVEY WARREN a/Wa 

25 IIHarvey W. Zvansky; MARTHA K. 
LEVITSKY alWa Martha E. Kerchen; and 

26 IIMARY BETH HARPER a/Wa Mary Beth 
Scholz, 

27 
Defendants . 

28 
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DECLARtlTION OF DEL MEEKS 

3 1( I, Del Meeks, being duly sworn, hereby depose and say as follows: 

5 11 i. I am over the age of eighteen years and competent to testify. The facts set forth 
6 (( herein are of my own personal knowledge andior are based upon my knowledge of the 
7 IJNational Consumer Debt Council, LLC ("NCDC") London Financial Group ('ZFG"), 
8 11 National Consumer Council ("NCC"), SoLidium, LLC ("SOL"), United Consumers Law 

9 I(Group("UCLG") and J.P. Landis, LLC ("JP Landis"). 

11 2. I am the Chief Financial Officer ("CFO") for L-ondon Financial Group ("LFG") 
12 () and a CPA. ~e financial information for all of the companies, except Financial Rescue 
13 )1 Services ("FRS"), is maintained by a MAS 500 accounting system under the direction of 
14 1 I LFG. One of my main duties as the CFO of LFG involves managing the accounting system. 
15 () The accounting system also interacts with the LEADS database and is subject to daily 
16 IJbalancing and verification procedures. 

18 3. All individuals in the debt negotiation program are maintained in the database. 
19 ( I 7he database is maintained in the normal course of business. Information for each consumer 
20 ) I is stored in the database which includes, their name, address, telephone number, date of birth, 
21 I(social security number, original debt under management, all fees incurred, and any settlement 
22 Ilpayments. Each consumer is issued a LEAD number that is the primary identification for the 
23 (1 database. All incoming and outgoing communication and documents, including settlement 
24 )) documents, are scanned and stored in the database under the customer's LEAD number. As 
25 11 CFO ofLFG, I can run any report or create any graph which summarizes any requested data 
26 found in the database. 
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4. During the 38 months that the debt negotiation program has been in existence, 
2 11 40,572 accounts have been settled. In excess of $193 million of debt has been satisfied for 
3 approximately $80 million, with an average settlement percentage of 41.57%. 

5 5. At the time the FTC closed down the debt negotiation program, approximately 

6 )( 24,973 people were enrolled in the program: Over the entire life of the program, almost 
7 1) 45,000 people had signed up, representing a total of approximately 250,000 accounts. 

g 6. Upon review of the consumer data base, I have determined that the original debt 
10 11 under management has been $835.3 million. I cannot ascertain how the Receiver arrived at 
11 Ilthe suggestion that approximately $1.3 billion in debt has been under management. 

13 7. Moreover, of this total debt of $83 5.3 million, consumers who cancelled the 

14 )) program within the first 30 days accounted for $96.1 million of debt. Because termination 
15- (1 occurred within the first 30 days, Defendants did not have any opportunity to resolve this 
16 debt. Subtracting this debt from the overall debt under management leaves a total debt under 
17 ( I management of roughly $739 million. Similarly, consumers who cancelled the program 
18 Ilbetween 30 and 60 days, which is when the first establishment fee is collected, accounted for 
19 an additional $91.2 million of debt, leaving total debt under management of roughly $648 
20 )1 million. Based on these numbers, and notwithstanding the relative youth of the program, the 
21 (1 debt negotiation program has already resolved approximately 30% of total debt effectively 
22 under management. 

24 8. A total of 636 consumers have successfully "graduated" the program, achieving 
25 consumer debt-free status. 

27 9. I ran a report of all the clients who have more settlement savings than all fees 
28 )) paid based on the total amount of debt at the time of settlement. Approximately 14,729 
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consumers have already obtained more settlement savings than they have paid to settle the 
2 )( debt and all fees they incurred during their tenure in the program. This analysis is based on 
3 the amount of debt at the time of settlement. These 14,729 clients had a total amount of debt 
4 at the time of settlement of $177,985,204.97. This debt was settled for the total amount of 
5 11 $72,767,042.37. Therefore, these clients had a savings of $105,218,162.60. These clients 
6 ((incurred establishment fees in the amount of$18,236,X16.00; monthly service fees of 
7 )( $11,892,599.00; settlement fees of $26,304,540.65; and credited fees of $1,3 85,619.38. Their 
8 (1 total fees, less the credit memos, equals $55,048,336.27. Their net savings, therefore, totaled 
9 1( $50,169,826.33. (In order to protect the consumers' privacy, I have not submitted this report 
10 )) as an Exhibit; however, should the Court desire, I will submit the report to the Court under 
II seal.) 

13 10. I also ran a report using the FTC's proposition that a proper financial benefit 
14 )) analysis must be based on the amount of original debt the consumer possessed when the 
15 (1 consumer commenced the program Even using the FTC's analysis, there are nonetheless 
16 1(9,577 consumers who have achieved positive net savings even as compared to the original 
17 )1 debt they disclosed at program commencement. The FTC's position is perplexing though 
18 11 because interest would accrue if the consumer did notjoin the debt negotiation program. 
19 11 These 9,577 clients had a total amount of original debt of $120,377,567.94. This debt was 
20 11 settled for the total amount of $55,410,237.35. Therefore, these clients had a savings of 
21 (($64,967,330.59. These clients incurred establishment fees in the amount of $12,765,258.68; 
22 monthly service fees of $7,898,550.00; settlement fees of $21,418,661.85; and credited fees 
23 ((of$l,i28,636.42. Their total fees, less the credit memos, equals $40,853,834.11. Their net 
24 11 savings, therefore, totaled $24,113,496.48. (Please note that in order to protect the 
25 )1 consumers' privacy, I have not submitted this report as an Exhibit; however, should the Court 
26 11 desire, I will submit the report to the Court under sea!.) 
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(( 11, In truth, the number of consumers who fall within the category using the FTC's 

2 analysis is actually higher than 9,577. The "oxiginsl" debt that is noted in the data base is 

3 based on a consumer's credit report which is typically 30 to 60 days behind the amount of 

4 debt contained· on a consumer's actual credit card invoice. On average, the actual original 
5 debt is about $2,000 to $3,000 more than what is originally recorded. Obviously, if the 
6 original debt is higher, the~e will be more consumers who fall into the positive category. 

7 11 Defendants plan. to obtain a report that has more accurate information regarding original debt 

8 and anticipates that the number of"positive" consumers will significantly increase. 

10 

11 II I declare under penalty of perjury under the laws of the United States of America that 

12 11 the foregoing is true and correct. 
13 

14 Ex~cued this 28th i3ay ofMay 2004, at SEmta Ana, Ca~i~fornia. 

15 

1~ 

17 

18 1( Dell~;le~ebs 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 
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MichaelL. Mallow, SBN 188745 
Colm A. Moran, SBN 202685 

2 Eugenie L. Warner, SBN 217323 
KIRKPATRTCK & LOCKHART LLP 

3 10100 Santa Monica Boulevard 
Seventh Floor 

4 Los Angeles, CA 90067 
Tel: 310.552.5000 

5 Fax: 310.552.5001. 

6 Attorneys for Defendants Waiter Ledda, 
Waiter Baines, and Paul Kardos 

9 11 UNITED STATES DISTRICT COURT 

10 () CENTRAL DISTRICT OF CALIFORNIA 

12 

13 (IFEDERAL TRADE COMMISSION, I Case No. SACV04-0474 CJC (JW3x) 
14 )( ~ Plaintiff, DECLARATION OF AVI GUPTA IN 

SUPPORT OF THE APPLICATION BY 

15 vs. WALTER L. HATNES, PAUL KARDOS, 
AND WALTER LEDDA FOR THE 

16 NATIONAL CONSUMER COUNCIL, an RELEASE OF FROZEN FUNDS FOR 
Arizona corporation; NATIONAL THE PAYMENT OF REASONABLE 

17 CONSUMER COUNCIL, a California LIVING EXPENSES AND 
corporat~on; NATIONAL CONSUMER ATTORNEYS' FEES 

18 COUNCIL, a Nevada corporation; LONDON. 
FINANCIAL GROUP; NATIONAL Date: June 14, 2004 

19 CONSUMER DEBT COUNCIL, LLC; Time: 1:30p.m. 
SOLIDIUM, LLC doing business as SoLidium Ctrm.: 9B 

20 Credit Recoverly Services; UNITED Santa Ana Courthouse 

CONSUMERS LAW GROUP, A 411 West Fourth Street 

21 PROFESSIONAL CORP.; J.P. LANDIS, LLC: Santa Ana, CA 92701 
FINANCIAL RESCUE SERVICES, INC.; 

22 SIGNATURE EQUITIES, LL~C; M&L 
SPRINGFIELD TRUST; PC HA~LEY The Honorable Cormac J. Carney 

23 1 ITRUST; VIA LIDO TRUST; WALTER L. 
HAINES alWa Waiter ~i~. Hainowitz; PAUL 

24 KARDOS; WALTER JOSEPH LEDDA a/Wa 
Waiter W. Ledda; HARVEY WARREN alWa 

25 IIHarveyW.Zvansky; MARTHAK. 
LEVITSKY a/Wa Martha E. Kerchen; and 

26 IIMARY BETH HARPER a/Wa Mary Beth 
Scholz, 

27 
Defendants. 

28 
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(I DECLARATION OF AVI GUPTA 

3 I, Avi Gupta, being duly sworn, hereby depose and say as follows: 

5 i. I am over the age of eighteen years and competent to testify. The facts set forth 
6 I I herein are of my own personal knowledge andior are based upon my knowledge of the 
7 London Financial Group ("LFG"). 

9 1( 2. I am the head of MIS and a programmer for LFG and have authority to make 

10 1 I this declaration on behalf of LFG. I created LFG's program for their database, which 

11 manages all information related to consumer activities. Each consumer is issued a LEAD 
12 Ilnumber that is the primary identification for the database. All incoming and outgoing 
13 11 communication and documents, including settlement documents, are scanned and stored in 

14 )1 the database under the customer's LEAD number. Information for each consumer is stored in 

15 1 I this database which includes, their name, date of birth, address, telephone number, social 

16 )1 security number, original debt under management, all fees incurred, and any settlement 
17 (Ipayments. I can run any report or create any graph which summarizes anyrequested data 
18 1 I located in the database. 

20 3. Attached hereto as Exhibit A are three graphs. The graph on the top 

2 1 II derrionstrates the number of monthly settlements from the beginning of the Debt Negotiation 

22 (( Program to the present. The graph in the middle demonstrates the number of clients who 
23 1 I have completed the program from the beginning of the Debt Negotiation Program to the 
24 1( present. The graph on the bottom of the page demonstrates the number of clients per month 
25 11 who obtain more savings than total fees·paid. 

'26 

27 4. Attached hereto as Exhibit B are two graphs. The first graph, which is located 

28 (1 in the middle of the page, demonstrates the monthly number of clients signed to the program. 
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I r The graph located at the bottom of the page dernanstrates the monthly number of accounts 
2 signed to the program. 

4 5. With respect to the Do-Not-Call L·ists, we maintain :32 different lists for various 

5 regions in the United States, in addition.to the National ~o-Not-C·dl list. Moreover, every 
6 time we are notified, or know, of a new list or an updated list, we Ixpdate our lists. We use 

7 our best efforts to ensure that such telephone numbers should not 1,e called. 

9 6. On or about May 4, 2004, a person from the FTC bel~an asking me to look: up 

10 1 I telephone numbers that were -apparently dialed by the NCC. I loolced up each requested 
11 number, and indeed we did dial those numbers. However, when I looked up those telephone 

12 Ilnumbers in the Do-~r~ot Call list we maintained, thosenumbers did not appear. The FTC 

13 1 I person acknowledged that the list: we had in our possession was missing data. This explained 

14 (1 why telephone numbers were being dialed. The FCC provides ·thi!i list, which we download. 

15 However, although we had gotten the correct updated list, it never:heless, was faulty. If we 

16 11 had been provided the correct list, the numbers would not have be~:n dialed. 

17 

18 

19 I declare under penalty of pejury under the laws of the United States of America that 

20 the foregoing is true and correct. 

21 

22 Executed this 28th day of May 2004, at Santa Ana, CaliforrJa. 

23 

24 

25 

2611 Avi~C~ul~ta 

s··~9·o'l 
27 

28 
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DECLARATION OF MARIO CARMONA 

3 1( I, Mario Carmona, being duly sworn, hereby depose and say as follows: ' 

5)1 i. I am over the age of eighteen years and competent to testify. The facts set forth 

6 herein are of my own personal knowledge andior based upon my knowledge of The National 

7 11 Consumer Council ("NCC"). 

9 2. I am currently the General Manager of the NCC's Call and Help Center ("Call 

10 IICenter"). My responsibilities as the Call Center General Manger include ensuring the proper 

11 Ilhandling of incoming calls according to the guidelines set by the NCC certification course 

12 and the NCC phone counselor guidelines as developed by the NCC. Part of my 

13 Ilresponsibilities also include, the oversight of the pre-screener communications with 
14 consumers who call into the call center. In order to ensure consistency in the 

15 Ilcommunications, I have personally trained pre-screeners to respondto a multitude o 

16 consumer inquiries. 

17 

18 

19 3. The NCC has created a telephone outreach program. The purpose of the NCC 

20 (1 telephone outreach program is to counter the over marketing of consumer debt in America; to 
21 I(inform:consumers that there is a resource to learn more about consumer debt; to provide tools 

22 1 I to consumers so they can avoid, manage and reduce their consumer debt; to reach out to those 

23 1 I who~ are in extreme distress; and to provide referral resources to those in need. 

24 

25 4. Therefore, the principal objective of.the NCC's Call Center is to fully 

26 comprehend each individual caller's financial conditiqn, and thereafter, provide the caller 
27 with the appropriate vehicle to accomplish his/her individual goals [e.g. debt recovery 

28 negotiation, lowering annual percentage rates ("APRs") on credit cards, etc.]. 
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11 5. The NC;: maintains a fUlly staffed Call Center oftrained, certified counselors. 
2 IIEach NCC Call Center counselor must sit tlirough and successfully complete an extensive 

3 11 training course, which is provided in part by Atlantic Union College. Additionally, the NCC 
4 J(Call Center personnel receive training guidance in house and use an NCC Help Center 
5 (1 Manual ('Tvlanual") to govern their interactions with consumers. A true and correctcopy o 
6 the Manual is attached hereto as Exhibit A. 

8 6. The Manual, which prbvides valuable consumer fmance information, guides the 

9 counselors' handling of telephone inquiries from consumers. It provides information about 

10 11 every form of debt resoluti6n/management source, both for-profit and non-profit, that can 
11 (( assist consumers to resolve their problems stemming from excessive debt. It was created to 

12 11 accurately answer consumers questions regarding personal credit, FICO scores, options 
13 )1 available regarding consumer debt, home mortgages, family budgeting and introduction to 

14 11 savings. TheManual also outlines consumer protection acts such as the FTC, FDCPA and 
15 the TCPA. For example: 

16 )1 a. The Manual instructs NCC counselors to suggest that consumers in 

17 financial distress pay double their minimums, if possible, and provides 

18 mathematical examples of how this will alleviate the consumer's debt; 

19 b. The Manual instructs counselors that "[w]hen consumers are 

20 I) experiencing difficulties meeting their financial obligation, they should contact 
21 1) their creditors immediately," and communicate the difficulty to the creditor; 
22 11 c. The Manual includes information regarding self-help (paying more than 

23 11 minimums,-living on a budget without credit cards, negotiating lower rates, 

24 1) using cards with lower rates, contact creditors with hardships), secured debt 

25 refinancing (home refinancing, home equity loans), Debt Management Plans 
26 through a consumer credit counseling service ("CCCS"), debt negotiation, 
27 )1 student loan options (cancellation, deferment and forbearance), personal 
28 
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II bankruptdy and referral to government agencies for collection and credit 

2 1) reporting abuses. 

4 7. Additionally, as set forth in the Manual,NCC Call Center counselors:are 

5 1 (required to provide a brief description of the potential benefits and detriments of any 

6 11 suggested debt settlement or debt management program. 

8 (1 8. To ensure that counselors are actually putting into practice what is directed in 

9 ,1 I the Manual, there are daily recordings made of NCC counselor-communications that are also 

10 reviewed daily. 

12 9. The two fUndamental points that the NCC Call Center conveys to callers are: 

13 11 . a. The dangers to consumers associated with paying ONLY the minimum 
14 11 . required payment on their charge cards; and 

15 11~ b. Communication with creditors and collectors when faced with financial 

16 hardship is essential. 

18 10. By requiring that each NCC Call Center counselor has completed an extensive 

19 outside training course in addition to in house training, the NCC is able to offer various 

20 resources to callers. The overwhelming majority of calls conclude with the NCC simply 

21 Ilproviding consumers free self-help advice. For example, the NCC provides advice on 

22 Ilalternate ways of dealing with excess debt or overly high interest rates. The'NCC also 
23 educates callers on how to avoid falling into debt. The NCC representatives often refer 

24 11 callers to various websites containing credit cards with low APRs and/or refer callers back to 

25 11 their own creditors so that they can inquire about lower APRs. 

26 

27 II. A number of callers require more interactive solutions to their financial 

28 1 Ipioblems. In thoseinstances when the NCC does suggest that a consumer contact an outside 

-4- 
RECYCLEDPAPER 

#67529 vl - decl. of mario carmona 



II company for additional assistance, a substantial number of referrals are made to companies 
2 jlother than the for-profit defendants, including mortgage lenders, ~Nells Fargo and Chase, 
3 (ICCCS Consumer Guidance Corp. ("CGC") and previously, Springboard Consumer Credit 

4 (ICoumseliag Services ("Springboard'3. Over 8,000 referrals were made by the NCC to 

5 IISpringboard. Only 4 small percentage of consumers ever ~ild their way to thefor profit 
6 defendants. 

8 I declare under penalty of perjury under the laws of the State of California that the 

9 foregoing is true and correct. 

10 

11 Executed this 27th day of May 2004, at Corona, California. 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 
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CONSUMER 

COUNCIL 
A NON-PROFIT INFORMATION AND REFERRAL 

CONSUMER ORGANIZATION 

"Returning America to a debt free 
standard of living)) 

Help Center 
Manual 

These are the fundamental points that consumer advocates, law enforcement, collectors, and creditors believe are 
critical for us to inform every caller. This manual should be used in conjunction with the NCC's Atlantic union college 
certification. 
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to the National Thiough your efforts,, we can continue to 
Consumer Council! provide needed financial solutions to the 

problems facing American consumers today, 
Thank you for joining us on our mission to provide alternatives that can save money, 
return the American consumer to a debt free and rescue some from financial ruin. 
standard of living. 

We hope that you will also benefit from your 
You have joined an organization that has work here. 
established an outstanding reputation for 

quality~ services, and credit for this goes out Raising oor voice for a debt free America 
to every one of our representatives. 

A committed advocate of financial literacy and planning, 
Harvey Warren has dedicated much of his career to the 
advancement of consumer rights and education, both on 
a legislative and an individual level. Under his leadership, 
the National Consumer Council has spearheaded 
comprehensive programs to halt the marketing of credit 
cards to college students, along with outreach initiatives 
aimed at increasing consumer credit card debt 
awareness. Prior to becoming president 6f the National 
Consumer Council, Warren began his career in the non- 
profit sector when he founded Arts4Peace, an 
organization that promotes peace and interfaith 
understanding through music and the performing arts. 

Inaddition to his involvement in the non-profit sector, Warren is an accomplished writer and 
Executive Producer of television commercials. His work has garnered dozens of production and 
writing awards, including ~6 Clio Nominations, and has attracted some of the industry's largest 
clients, such as McDonald's, Kraft, Pillsbury, Procter and Gamble, Ross Labs, Mattel, and 
Revlon, amo?g others. Warren brings his cutting-edge production experience and renowned 
creative vision to the NCC's industry-leading public service announcements and educational 
programs 

As a screenwriter, Warren has made high-profile sales to Warner Brothers and Columbia 
Pictures, and he is an active member of the Writers Guild of America. In his role as chairman of 
the Writers Guild Media Relations Committee, Mr. Warren helped to launch the organization into 
the 21st century by organizing its first Web conference and recently brokered the partnership 
between the Writers Guild of America and the prestigious Ad Council to help promote improved 
coverage in television programming of important social issues. He is also a frequent speaker 
before industry and management associations in both the media relations and financial services 
sectors. 

Warren earned a bachelor's degree in Communications from Ithaca College, where he received 
the Dean's Award for excellence in all-around achievement. He earned a Masters of Science from 

Syracuse University, where he was honored with the Harvey Loeb Award as the most outstanding 
Graduate Student. 

Mr. Warren continues his studies in the Social Initiative Program offered by the Graduate School 
of Business at Harvard University. 

Harvey Warren lives in Los Angeles, CA. 
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Returning America to a debt free standard of living is the mission of the National Consumer 
Councili in response to the staggering amount of consumer debt that is crippling many American 
families. We believe our Mission is the single most important public service endeavor that faces 
this nation's economy. This is constantly evident in media reports about the current state of wide 
spread abuse of personal credit through the misuse of credit cards. The false promise of 
prosperity through credit and the constant marketing of Affordable Monthly Payments have driven 
the American consumer to finance their current day to-day cost of living by mortgaging their future 
earnings. The economic future and the eventual decline of our standard of living will burden our 
children for generations to come. 

The National Consumer Council approaches its mission with the understanding that the core 
problem resides in the mind of the American Public. As Americans, we need to be re-educated on 
the merits of financial discipline as we look to the lessons of past generations. The difference 
between the way the WWII generation and the Baby Boomer generation understands and uses 
money is well documented. 

What has always been and will always remain in their deepest thoughts are the experiences and 
the suffering brought upon by the Great Depression. This experience has molded the WWII 
generation to think of credit as a necessity only to be used in times of desperate need. The use of 
credit for this older generation has always been a temporary solution or need. The quest to be 
debt free outweighed the natural'impulse to indulge in the accumulation of nonessential goods 
and services. 

The NCC provides funds and manages educational programs with the cooperation of local and 
national educational institutions. These programs are designed to educate America's youth about 
the importance of financial literacy and how to avoid the pitfalls associated with credit card abuse. 

The NCC solicits funds from Corporations through Corporate Sponsorships. The NCC selectively 
chooses Corporations that uphold the mission of the NCC as its primary objective in bringing 
America back to a Debt Free Standard of Living. These Corporations donate both financial 
support as well as qualified personnel to offer consumers financial assistance. 

The NCC benefits from the financial support and highly trained staff of these corporations and the 
corporations benefit from actively participating in the reeducation and rescue of individuals in dire 
financial need. It is a virtuous collaborative effort of support resulting in benefits for the public 
good through educational programs, public service announcements, and financial assistance. 

Harvey Warren, 
President 
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The typical U.S. household at the end of · Credit card issuers are not currently 
2002 owed an average of $8,940, up 8.5 required to notify you about a rate hike that's 
percent over 2001 and a 173 percent based on your credit record. Penalty rates 
increase since 1992. range from 12 percent to 29.9 percent! 

· The average household has 10 credit · Almost half the households in America 
cards, report having difficulty paying their minimum 

monthly payments. 
· Interest rates have been dropping for the 
past two years, but credit card rates haven't · Last year over 1.6 million Americans filed 
exactly followed. The average rate was for Bankruptcy, the highest in our nations 
12.19 percent, an increase of about half a history. 
percentage point from last year's average. 

· Consider the average U.S. household 
· Credit card companies solicit the average credit card balance of $8,940. If you paid 
American 7 times per year through the mail. just 2 percent on that every month and your 

annual APR was 15 percent, it would take 
· Late fees are now $25.00 and up. you 29 years 11 months and $13,059 in 

interest to pay off your balance in full; 
· Even if you have a perfect payment record assuming you made no further charges. You 
with your credit card issuer, the company would pay a total of $21,999. 
may still penalize you with a higher interest 
rate if you have a poor credit record with · Americans paid approximately $65 billion 

other creditors in interest last year alone. 

Research by the Federal Reserve indicates I~u·nn 0( Total Co~umu DaY.n Bankruptcy mlaaa ~sndr by YIlar I9~P-aW2 
that household debt is at a record high 
relative to disposable income. Some 
analysts are concerned that this 
unprecedented level of debt poses a risk to 
the financial health of American B t,mom f 
households. A high level of indebtedness ~ ~omaa '"`8a · 
among households leads to an increase in 

,,, %.. 
isrm~o I* 5~ nli~a 

household delinquencies and bankruptcies, 
which threaten the health of lenders if loan ~ ~ Onpou 
losses are greater than anticipated. 

14Ba98nMBW318tiQ8ROB~08)L99BPIDWOBn9~a9839841~~8~M~BBB188BWOm000t 
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card debt is a significant factor in many Bankruptcy cases, and nearly $20 billion is 
discharged in chapter 7 cases per year. Cases where consumers owes at least $50,000 in credit 
card debt account for nearly one third of this amount. Credit card debt is levels are particularly 
high among joint filers, high-income debtors, over 65 debtors and debtors with no listed medical 
debts. 

AVERAGE CC DEBT 

By age of debtor 

$27,787.00 
$30,000.00 

$25,000.00 

$20,000.00 

$15,000.00 1 1.00 
$7,962.00 

$10,000.00 

$5,000.00 

19 to 24 25 to 34 35 to 44 45 to 54 55 to 64 54 and older 

~ AVERAGE CC DEBT 

Credit card debt among consumers that file chapter 7 is closely associated with debt. Consumers 
over the age of 65, on average, have nearly four times a much credit card debt as debtors under 
the age of 25. It is also important to note that that the average gross monthly income of 
consumers over 65 ($1,714) was about 30% below the average for all debtors ($2,459). 

.,,~~jcalg n~v~, pay IsBF 

~I;- 

Credit is a method of exchange of labor in lieu of money. 

If you earn $20,080 dollars a year ($lO/hr.) and want to buy a car worth $30,000, you would need 
to work 3,000 hours to pay for it (actually about 3,900 hours because you have to pay all your 
taxes and deductions off the top). 

Rather than wait until you have gathered the necessary money by working the hours, you can 
pledge your future labor as a guarantee towards that obligation and get the car now. Your history 
of how you honor those types of obligations is your "credit rating. 

It could be said that credit is simply a state of mind that all will honor their obligations. 
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Credit was first used in Assyria, Babylon and Egypt 3000 years ago. The bill of exchange - the 
forerunner of banknotes - was established in the 14th century. Debts were settled by one-third 
cash and two-thirds bill of exchange. Paper money followed only in the 17th century. 

The first advertisement for credit was placed in 1730 by Christopher Thornton, he offered 
furniture that could be paid off weekly. 

From the 18th century until the early part of the 20th, tallymen sold clothes in return for small 
weekly payments. They were called "tallymen" because they kept a record or tally of what people 
had bought on a wooden stick. One side of the stick was marked with notches to represent the 
amount of debt and the other side was a record of payments. In the 1920s, a shopper's plate - a 
"buy now, pay later" system - was introduced in the USA. It could only be used in the shops which 
issued it. 

n 

As we've learned, installment credit began in the United States with the Pilgrims. The use of 
installment credit or loans to sell merchandise is not new at all. 

While credit sales have existed from the days of the Pilgrims, they were not as structured as 
installment sales. Debtors would pay back the local grocer as they could, or farmers might pay 
back debts after harvest each year. 

Even in the 1700s merchants could not survive without extending credit. A cabinetmaker in 
Philadelphia recorded 92 percent of his business between 1775 and 1811 on a credit basis. 
Where competitive pressures existed, if merchants made it hard for people to purchase items (i.e. 
insisted upon cash), they would go elsewhere. 

Store or book credit was extremely common. One resident of Barre Vermont commented about 
those days, "The stores in town are practically dependent on customers connected in some way 
with the granite business. They're glad to extend credit. Where would the stores be if the 
stonecutters' families took it into their heads to do their shopping in other towns? They'd have to 
close up. 

The acceptance of installment debt began 
the rush of integrating borrowing into every 
facet of our lives. If we wanted it, we 
borrowed for it. Credit terms varied 

considerably, depending on the competitive 
conditions prevailing in different communities. 

Early store credit ledger Sears Roebuck and 
Ford Motor Company tried to prevent sales 
on credit. Both felt it was better for people to 
purchase using cash. However, the 
widespread issuance of credit was driven by 
two forces: consumers who demanded easy 
money to "buy up" in class, and merchants 
who either had to honor the wishes of their 

customers or go under. 
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According to Encyclopedia Britannica, the use of credit cards originated in the United States 
during the 1920s, when individual companies, such as hotel chains and oil companies, began 
issuing them to customers for purchases made at those businesses.This use increased 
significantly after World War II. 

The first universal credit card -- one that could be used at a variety of 
stores and businesses -- was introduced by Diners Club, Inc., in 
~950. With this system, the credit-card company charged cardholders 
an annual fee and billed them on a monthly or yearly basis. Another 
major universal card -- "Don't leave home without it!" -- was 
established in 1958 by the American Express company. 

Later came the bank credit-card system. Under this plan, the bank 
credits the account of the merchant as sales slips are received (this 
means merchants are paid quickly -- something they love!) and 
assembles charges to be billed to the cardholder at the end of the 
billing period. The cardholder, in turn, pays the bank either the entire 
balance or in monthly installments with interest 

The first national bank plan was BankAmericard, which was started 
on a statewide basis in 1959 by the Bank of America in California. 
This system was licensed in other states starting in 1966, and was 
renamed Visa in 1976. 

Other major bankcards followed, including MasterCard, formerly Master Charge. In order to offer 
expanded services, such as meals and lodging, many smaller banks that earlier offered credit 
cards on a local or regional basis formed relationships with large nationalor international banks. 

~~" I-·~s~w~·r ~~~~~I·;·~j';~i~':::::a~ as·~~II~~-- *~:.~:·ijBi·:i~~~"~",-:I:'·:~--:·i~-,~,,~,:?.- ,, :,i 

Major credit card companies sponsor credit cards, which most often is Visa, MasterCard, 
American Express or Discover. Only one credit card company will be the sponsor on an individual 
card. You can tell what company is sponsoring your card by what company's logo is printed on 
the front of your card. 
You can pay for anything with your card as long as whomever you are buying from will accept a 
card from your credit card company. VISA, MasterCard, Discover and American Express are 
accepted almost everywhere that credit cards can be used to pay for things. Some businesses - 
certain small shops, street vendors and some companies on the Internet - do not accept credit 
cards of any kind. 

There are three major types of credit cards you can get: 

· A card issued directly from a credit card company 

· A card issued by a bank, such as Chase or Bank of America 

· A card issued by a company, such as American Airlines or Disney 

Each month you will get a bill from your credit card company. This bill will be for the entire amount 
of your purchase plus a pre-determined amount of interest. You can choose what credit card 
company you want based on the interest rate and other features that company will give you. 
Remember and that depends on if you have bad, fair, good, or perfect credit. 
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When you use a credit card, you agree to the terms and conditions decided upon by the credit 
card provider. However, sometimes those terms are confusing and the conditions are vague. 

Here is a brief explanation of what all that fine print means. 

APR: The Annual Percentage Rate is the amount of interest you pay on the balance of your 
credit card in one year's time. 
Introductory rate: The APR you pay for a certain number of months. Many credit cards offer an 
introductory O% rate before charging you their normal rate. 

Default rate: A higher-than-usual APR that your credit card company can charge against your 
balance if you've bounced a check or missed a payment. Some credit card· companies also 
charge higher interest rates if you have a large balance. 

Periodic rate: The amount of interest you are charged on a daily basis. Usually this is your APR 
divided by 365. By charging you interest every day, your credit card company accrues interest on 
the each previous day's interest. 

Cash advance APR: Simply, the interest rate charged on any cash advances you make. Usually 
this number is substantially higher than your APR. 
Balance transfer APR: Interest rate charged to balance transfers. This rate normally increases 
after a few billing cycles. 

Grace period: The amount of days between the end of your billing period and when your 
payment is due -- you will not be charged interest on your balance at this time if you previously 
had a zero balance. Note: many credit card providers allow a "grace period" of a few days 
between when the bill is due and when they apply a late fee. These are two differentthings. 

Definition: The Prime Rate is the interest rate charged by banks to their most creditworthy 
customers (usually the most prominent and stable business customers). The rate is almost 
always the same among major banks. Banks make adjustments to the prime rate at the same 
time, although the prime rate does not adjust on any regular basis. The rates reported below are 
based upon the prime rates on the first day of each respective month. 

Prime Rate historical chart 
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Interest rates are affected by a number of 
recession. A recession happens when 

factors. The Federal Reserve, which is 
consumers hold on to their money and don't 

charged with maintaining the stability of the 
buy the products and services that keep 

nation's financial system, raises or lowers 
companies afioat and ~mployees employed. short-term interest rates' in an effort to 

maintainthat stability. When -the Fed cuts short-term rates, it is 
cutting the rate that banks charge each 

The Fed regularly takes these actions in 
other to borrow money. Those cuts are 

response to economic expansions and 
eventually passed on to businesses and 

contractions that the country goes through 
consumers. The same thing happens in 

on a fairly routine basis. Short-term rates are· 
reverse when the Fed raises short-term 

raised in expansions -- good times -- to keep 
rates. 

the economy from building too fast and 

risking inflation, which is caused by too Other factors affect interest rates, too, but 
much money chasing too few goods and on a more irregular basis. A crisis involving 
services. Raising rates makes it more the foreign oil-producing nations, for 
expensive for companies and individuals to example, could have a major economic 

borrow money, impact that could affect interest rates. 

The Fed will lower Long-term interest rates aren't affected by 
short-term rates economic conditions as much as short-term 
when the economy is rates, but there is a trickle down factor and 
contracting -- slowing they reflect the impact eventually. 
down. Lowering rates 
makes it less What works for you, as a saver, works 

against you as a consumer. When rates are 
expensive to borrow 

high, you're earning a hefty amount of 
money, the idea being that businesses and, interest for your deposits; but you're going to 
consumers will buy more products and pay a high interest rate if you need to 
services and speed the economy up a bit borrow. 

%:~P:~ 

Creditors use credit scores to determine how 

much of a credit risk a potential consumer 
may be. It has predictive value for telling the 
lender how likely the consumer is to repay a 
loan or to make payments on time. The credit 
score is calculated using information in the 
consumer's credit reports. Usually each 

Social Security number, whether a citizen or r -2 person living in the United States who has a 

not, will have three versions of credit reports Qt·rrrsliZ ~otg ~u~erest igat;e 
to his/her name. Equifax, Experian and 
TransUnion are three companies that collect 
the consumer's credit information and provide hislher credit report (also known as a credit profile) 
to his/her lenders/creditors. 

The credit score is based on a model derived from analysis of past credit history of thousands of 
people. Based on the collective "credit history" of thousands of people with financial profile similar 
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the consumer's, the credit score tries to estimate his/her future behavior in respect to 
repayment of his/her loans, making timely payments, etc. 

In addition to banks and lenders, there are landlords, merchants and insurance companies 
jumping on the credit score bandwagon. Of all of these, the fact that insurance rates are being 
determined by credit scores is causing consumers the most alarm. To most, it seems that your 
credit history and your driving record have little in common. Insurers; on the other hand, have 
found that using credit scores to predict how likely someone is to pay premiums has helped them 
cut their losses. They don't use the same score that banks and lenders use, however. They use a 
slightly different formula for their calculations and actually call it an "insurance score." 

Insurers' use of credit histories to determine rates is under scrutiny nationwide. Many states are 
passing laws restricting this practice. Washington, Utah, Idaho and Maryland have already done 
so, and 20 more states are considering it. 

-j 
1. Payment History: 35% of the score is based upon payment history. 

The first thing any lender would want to know is whether the consumer has paid 
past credit accounts on time. This is also one of the most important factors in a 
credit score; however, late payments arenot an automatic "score-killer." An 
overall good credit picture can outweigh one or two instances of late credit card 
payments. By the same token, having no late payments in a credit report doesn't 
mean he/she will get a "perfect score." Some 60-65% of credit reports show no 
late payments at all -- the payment history is just one piece of information used in 
calculating a score: 

The score takes into account: a) Payment i?formation on many types of 
accounts, b) Public records and collection items - reports of events such as 
bankruptcies, judgments, suits, liens, wage attachments, and collection items; 
including: details on late or missed payments and collection items - specifically: 
how late they were, how recently they occurred, and how many there are; c) How 
many accounts show no late~ payments. 

2. Amounts Owed: 30% of the score is based on the amount that is owed. 

Having credit accounts and owing money on them does not mean he/she 
is a high-risk consumer with a low score; however, owing a great deal of 
money on many accounts can indicate that a person is overextended 
and more likely to make payments late, or not at all. Part of the science 
of scoring is determining how much is too much fora given credit profile. 

The score takes into account: a) The amount owed on all accounts; b) 
and on different types of accounts; c) Whether he/she is showing a 
balance on certain types of accounts; d) How many accountshave 
balances; e) How much of the total creditline is being used on a credit 
card and other "revolving credit" accounts; f) How much of an installment 
loan account is still owed compared with the original loan amount. 

3. Length of Credit History: 15% of the score is based on duration of 
credit history. 

In general, a longer credit history will increase the score; however, even 
people with short credit histories may get high scores; depending on how 
the rest of the credit report looks. 
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score takes into account: a) How long the credit accounts have 
been established; b) How long specific credit accounts have been 
established; c) How long it has been since he/she used c~rtain accounts. 

4. Is the consumer taking on more credit? 10% of the score is based on 
the pattern of credit use. 

People tend to have more credit today and to shop for credit, via the 
Internet and other channels, more frequently than ever. FICO scores 
reflect this fact; however, research shows that opening several credit 
accounts in a short period of time represents greater risk - especially for 
people who do not have a long-established credit history. This also 
extends to requests for credit, as indicated by "inquiries" to the credit 
reporting agencies - an inquiry is a request by a lender to get a copy of 
your credit report. 

The FICO scores distinguish between searching for many new credit 
accounts and rate shopping, which is generally not associated with 
higher risk. In part, this is handled by treating a group of inquiries - which 
probably represents a search for the best rate on a single loan - as 
though it were a single inquiry. 

The score takes into account: a) How many new accounts he/she has; 
b) How long it has been since he/she opened a new account; c) How 
many recent requests for credit has he/she made -- as indicated by 
inquiries to the credit reporting agencies; d) Length of time since credit 
report inquiries were made by lenders; e) Whether he/she has a good 
recent credit history -- following past payment problems. 

5. Types of Credit in Use: 10% of the score is based on the type of credit 
used. 

The score takes into account: What kinds of credit accounts he/she 

has, and how many of each. 

FI&~i~S~i~ore 
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Most creditors do not award loans to consumers exclusively on their FICO score. Other factors 
such as Income stability, employment history and monthly debts in relation to income (DTI) and 
residual monthly income are essential factors just as important as consumer's FICO when 
applying for loan products such as Home Mortgages and Auto loans. 

Debt to Income Ratio (DTI) 

Definition: Ratio of monthly debt payments to monthly gross income. 
(Mo. Debt payments X 100 1 Mo. Gross income = DTI) 
Lenders use the DTI ratio to determine whether a consumer qualifies for new loans. (It is 
important to mention that credit card companies do not use the DTI ratio as a qualifying factor 
thus an over extended and already troubled consumer may acquire additional lines of credit). 
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DTI ratio should not exceed 20% (not including mortgages or rent). Individuals with a 15% 
DTI ratio should start considering a plan to reduce their debt load. A high debt to income ratio 
may hinder the individual's ability to pay more than the required minimum payment. If the 
consumer cannot afford more than the minimum required payments, the life of the loan will 
extend for decades and the person would pay many times over the original loan amount. Many of 
these individuals may use their available lines of credit as a source of income, leading them to 
further financial distress; sacrificing their financial future for their financial present. 

Solvency 

Definition. The ability of a consumer to pay personal obligations as scheduled, or on demand. 

Insolvency 

Definition: The inability to pay debts as they mature, or as they mature and become payable -- 
insolvency is the financial state in which the person's net worth is less than zero. 

Liquidity 

Definition: Liquidity is the ability to pay current financial obligations with existing liquid assets. 
Liquid assets include, cash on hand, checking accounts, savings accounts, CDs, etc. 

i 

It is not always easy to predict financial hardship. Major life changes may build up over time. 
In this section, we shall review situations that require special consideration. In most cases, the 
end result is similar -- a high debt to income ratio, insolvency, and low liquidity ratio. Most of these 
individuals cannot pay above the minimum payments on their revolving debts, perpetuating their 
debt tin some cases for the rest of their natural lives). Major life changes include, but are not 
limited to: death in the family, illness or disability, loss of employment or income, being upside 
down on their finances, divorce, major tax liabilities, and any other scenarios in which the 
consumer consistently cannot afford to pay over the minimum payment. 

f~~~~~i~~~~~ 

Death of a spouse or family member potentially affects a consumer's ability to meet his/her 
financial obligations. In cases where the surviving spouse had little financial involvement, the 
person might'be overwhelmed by the need to take on financial responsibilities. 
Illness or disability may also directly affect a consumer's financial stability. In many cases the 
individual may not be able to work, or may not work as intensively. Illness or disability may also 
generate high medical related expenses, such as prescription expenses, etc. 

It is not difficult to see how losing a job or experiencing a decrease of income could damage 
one's financial stability. A reduction of income will increase a consumer's DTI ratio. Many of 
these individuals will resort to liquid assets to cover the loss of income. In worse cases, 
consumers may utilize their credit lines as a source of income; therefore, furthering their debt 
load. 
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are other circumstances in which a consumer may be declared in need of debt assistance; 
some of them may be a combination of life changes, such as a divorce, or assisting a family 
member -- such as an elderly parent. 

Summary 

These are some of the fa~ctors that may directly contribute to a consumer's financial hardship. In 
most of these cases, the common denominator will be- the inability to pay over the minimum 
payment, or the inability to pay at all. 

· Death in the family 
· Loss or decrease of income 

· Illness or disability 
· Upside down on the finances 
· Past due accounts 

· Compulsive gambling 
· Divorce 

·- Only able to afford the minimum payments (Overextended) 
· Major tax liabilities 

Simple Vs Compounded 

Simple Interest 
Definition. Interest computed only on the principal balance without compounding. Simple interest 
for a year on $100, borrowed at 8% interest is $8. When interest payments on loans are 
calculated on a 

simple interest basis, the consumer pays finance charges on the principal balance actually used. 

Compounded Interest 
Definition: Interest added to interest previously earned on a principal balance. Compounding 
increases the lenders rate of return. 
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for Cansumers 

These are the fundamental points that consumer advocates, law enforcement, collectors, and 
creditors believe are critical for us to convey to every caller. 
Options for debtors range from: self-help, consolidating through a personal bank loan, disposing 
of unnecessary assets, budgeting, and seeking help from a reputable debt assistance program. 
Multiple factors should be considered: level of debt, credit rating, debt to income ratio, and 
hardships. The national average credit card balance is $8,500. Options are available for 
consumers that owe less, or more than the national average. Which one is right for them? That 
depends on credit rating, available assets, income, and level of discipline. 

-___: 31..:-i_~-;-i- 

Paying the minimum -- usually 2% to 3% of the outstanding 
balance -- only prolongs the debt indefinitely. For example, 
if the consumer carries a $5,000 credit card balance and 

helshe is only making the minimum payment (approx. $100 
or 2% min.), the consumer will pay $23,000 in interest and it 
will take up to 66 years! The good news is that if the 
consumer is able to double the minimum payment, and 
maintains it as the balance drops he/she will only pay 
$1,522 in interest and will be debt free in 2 years. 

NCC Public Se~vice Announcement Harvey 
Credit card companies charge compounded interest: 

Wanen warning the public about the dangers interest that becomes part of the balance. 
Minimum payments are based on a percentage of the 

balance, typically 2% of the balance. This means that a consumer with a $10,000 credit card 
balance at 18% would have a 2% minimum payment equal to $200, $150 of his payment would 
go towards finance charges. 

$5000 Balance, 66 years! 

$5,000.00 

~PP 
$23,000.00 

~iilAmmount Borrowed ·Interest Paid 
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consumers are experiencing difficulties meeting theii financial obligation, they should 
contact their creditors immediately. They should tell their creditors why it's difficult for them to 
make their payments, and try to work out a modified payment plan. They should not wait until 
their accounts have been turned over to a debt collector. At that point, the creditors have given up 
on them. This is an alternative for those individuals that owe less than the $5,000 and are or have 
gone through a hardship that affected their credit scoie, or have no income. Often, plans offered 
by creditors are not a permanent solution. 

If the consumer is financially stable, remind them that as a consumer he/she has the right to look 
for the best deal available. If helshe has been making his/her payments on a timely manner, 
helshe might qualify for a lower APR. Advise the consumer to contact his/her creditors and ask if 
there is a lower APR available to himlher. You may refer the consumer to the 800 number on the ' 
back of his/her card. If his/her creditor refuses to lower his/her APR, it might be a good time to 
take his/her business elsewhere. 

Realize you're not alone. Many people face financial crises and get through it. 

Contact your creditors immediately if you're in trouble. Work out a modified plan to 
reduce payments to a more manageable level. Don't wait until your accounts have 
been turned over to a collector. 

If you fall behind on your mortgage, contact your lender immediately to avoid 
foreclosure. Most lenders are willing to work with you. 

~ I:-- 

Less than half of all U.S. states bother to cap credit card interest rates, and few credit card 
issuers are based in these states anyway. 

Most major credit card issuers are based in states without usury laws and without interest rate 
caps on credit cards. Banks and credit card issuers based in these states can charge any interest 
rate they wish-- as long as the rate is listed in the cardholder agreement and the consumer 

agrees. 

And thanks to a 1978 U.S. Supreme Court decision, these the-sky's-the-limit rate policies 
dominate the credit card business. 

In Marquette vs. First Omaha Service Corp., the Supreme Court ruled that a national bank could 
charge the highest interest rate allowed in their home state to customers living anywhere in the 
United States, including states with restrictive interest caps. 

When it comes to credit card interest rates, the law in a lender's home state rules. It doesn't 

matter what kind of rate cap exists in a customer's state. 

In 1982, the four largest.banks in Maryland relocated their credit card operations to Delaware 
because of that state's lender-friendly credit card laws. Other states with lender-friendly credit 
laws include Georgia, Illinois, Nebraska, Nevada, Rhode Island and Utah.- 

To hang on to the credit card business, many other states;wsened state usury limits. 
In the early '80s, most states capped credit card interest rates between 12 percent and 18 
percent. Today's caps are in the 18percent to 24-percent range. 
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many cases, there's no law stopping an issuer from charging you a super-high interest rate or 
an interest rate higher appropriate. 

The only person who can insure that you get a good card rate is you. The best advice is to build a 

strong payment history and keep your credit as clean as possible. 

You can bet a credit card issuer will increase your interest rate if they see something on your 

credit report they don't like. Don't give them a reason. Pay your credit and other bills on time, 

every month. 

Let's say your credit record has improved since you applied for your card. There's a good chance 
you qualify for a lower rate. But no card issuer in the world is going to knock down your rate 
unless you ask. So call and ask. Have other lower rate credit card offers in hand when you call. 

i;- _.::,. 

Debt collectors cannot engage in unfairpracfices when they try to collect a debt. For example, 
collectors cannot 

· Collect any amount greater than your debt, unless your state law permits such a charge; 

· Deposit a post-dated check prematurely; 

· Use deception to make you accept collect calls or pay for telegrams; 

· Take or threaten to take your properfy unless this can be done legally; or contact you by 
postcard. 

Advise consumers that they should express to your creditors that you wish to satisfy your debt, 
but you need their assistance in doing so. Do not avoid the situation, face it. Show that you are 
willing to do something about if. 

-" ,ai;~".~~"; ~:~:: :::·~·~j·:~:is'i; :~: 

Imprisonment for Debts Has Been Eliminated or Has If? 
In 1833 the practice of imprisonment for debts was eliminated at 
the federal level. Most states followed suit. 

Today, it is still possible to be thrown or remain injail for debt 
Debts of fraud, child-support, alimony, or release fines can land ' 
you injail orprevent you from being released from if. 

If the consumer has an extra car sitting in the driveway, it might be a good idea to sell it, 
and use the money to significantly reduce the balances on his/her credit accounts.100 
channels of cable and other "luxuries" should be discontinued. 

··:;~-`.~i~·c~· -2~4~ 

When paying more than the minimum is not an option, consumers who owe less than the national 
average. have a source of income, and a favorable credit score may benefit from consolidating 
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a personal bank loan. Consumers who are financially stable are usually good candidates 
for a personal loan. DTI ratios and credit scores are considered factors, when applying for a loan. 

Benefits: 

· Possible lower interest rates 

· Simpleinterest 
· Usually lower rates than most cards 
· Term loan, Not revolving 
· Consolidation, ACH may be an option 
· Preservation of credit rating 
· Personal loans usually will be available from $2,500 to $ 25,000 

· Unsecured property is not required as a collateral. 

Always keep in mind that if a caller wishes more information regarding personal loans they 
should always be referred to their local bank or credit union. 

Home Owners that are NOT financially struggling may benefit from 
consolidating through a home equity loan, or by refinancing. 
Home ownership can be one of the most important factors in determining 
possible resolutions to the financial situation of the caller. Home ownership, or 
having a purchasing agreement with a bank or mortgage company to buy the 
house on installments (making monthly payments on the mortgage to eventually 
own the home) can provide the caller with options to qualify for a loan to pay all 
or most of their current financial obligations. They will be able to consolidate 
debts and make one convenient lower payment on the new loan. 

j~y~~~~::a·- ;~w~~··:?·~,~S·~g~-:ii~~~~ ~ ~il:s 
Si- 

As you know, rates are at an all-time low, refinancing their current home loan may be a great way 
to plan for the future. With the money they'll save, they can boost their retirement account or start 
saving for their child's college tuition. Refinancing may also be right for consumers simply 
because it will reduce their monthly expenses. 
Remember that for consumers to benefit by refinancing their loan they should have no less than a 
7%+ on their existing loan. 

Definition: A mortgage is a lien against real property. The home of the consumer is used as 
security for the money loaned to the consumer. When the home is sold, this lien must be paid 
through the sale of the home. The mortgage allows the homeowner to borrow money from the 
value (equity) of his[her home, without actually selling the home. 

The First mortgage is the first lien filed with the county recorder's office (usually the purchase 
loan). The second and third mortgages are considered "junior" loans and are paid in the order 
that they are recorded. 

When refinancing, the existing mortgages must be satisfied by a new loan with different terms 
often from a different lender. When a consumer applies, lenders consider several factors -- such 
as, the consumer's debt to income ratio (DTl) and the combined loan to value. 
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Types of FirstMortgages 

i. Cash Outrefinance 

Definition. Mortgage loan that is used to pay off an existing mortgage, as well as give the 
consumer cash for other purposes. The loan is secured by the same property as the existing 
mortgage and is for a larger amount than the current debt. 

2. Rate and Term refinance 

Definition: A refinance of a mortgage that includes only the unpaid balance of that mortgage plus 
any closing costs. 
Benefits 

· Interest paid on a mortgage can be tax deductible 
· Long term financing with very low monthly payments 
· Consolidation 

· Low "simple" interest rate 

· First mortgages have the lowest rates and longest terms. 

Typical Requirements 

· First mortgages require a full appraisal on the home 
· DTI ~ 35% 

· CLTV ~ 90% no cash out, < 95% cash out 

· No late payments on current mortgage 
· Source of income 

Combined Loan To Value (CLTV) 

Definition. A ratio determined by dividing the total mortgage liens against a property by the 
property's appraised value. 

Definition: Second mortgages are subordinate to the lien created by the first mortgage, but senior 
to subsequent liens. Second mortgages usually have a repayment plan much shorter than a first 
mortgage, a fixed amortization schedule, and may have a balloon payment. Just like first 
mortgages, second mortgages are close-ended credit agreements and may be used for a variety 
of needs including home improvement, investing, consolidating, etc. 
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of 2"d Mortgages 

1. Debt Consolidation: 

Paying off credit cards, personal loans, autos, etc 
No cash out to consumer 

2. Home Improvement: 
Getting cash out to make repairs on the home 

3. Cash Out: 

Paying off second mtg. and credit cards or other bills 

Benefits 

· Interest paid on a mortgage can be tax deductible 
· Long term financing with very low monthly payments 
· Consolidation 

· Low "simple" interest rate 
· The second mortgage does not affect the primary mortgage at all, and often funds very 

quickly...around 2 weeks 

Typical Requirements - 

· Second mortgages don't always require a full appraisal of the home 
· DTI ~ 35% 

· CLTV<100% 

· No late payments on current mortgage 
· Source of income 

Combined Loan To Value (CLTV) 

Definition: A ratio determined by dividing the total mortgage liens against a property by the 
property's appraised value. 

~~.'-~.:~~I:~:~:~:::~:~':~;:~'i~~s~"~:~~~ ~BFflii·!-i~-I·C 

Definition: A home equity line of credit (HELOC) works more like a credit card. You are allowed to 
borrow up to a certain amount for the life of the loan -- a time limit set by the lender. During that 
time, you can·withdraw money, as you need it. As you pay the principal, your credit revolves and 
you can use it again. Let's say you have a $10,000 line of credit. You borrow $5,000, but then pay 
back $3,000 toward the principal. You now have $8,000 in available credit. This gives you more 
flexibility than a fixed-rate home equity loan. 
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Equity 

Definition: A homeowner's financial interest in a property. Equity is the difference between the fair 
market value of the property and the amount still owed on its mortgage. To determine a rough 
estimate of the market value, ask if any homes in the area have sold recently that are similar to 
the caller's home, or if the home has been appraised recently (within the last 2 years). 

Loan-to-Value (LTV) percentage 

Definition: The relationship between the principal balance of the mortgage and the appraised 
value (or sales price if it is lower) of the property. For example, a $100,000 home with an $80,000 
mortgage has a LTV percentage of 80 percent. LTV is the opposite of equity. 

Annual Percentage Rate (APR) 

Definition: The cost of a mortgage stated as a yearly rate; includes such items as interest, 
mortgage insurance, and loan origination fee (points) 

Credit 

A strong credit rating is necessary to qualify for loans that consolidate debt. Find out if the caller 
has kept all of his/her accounts current (no 30 or more day lates) with no mortgage late payments 
lover 30 days) in the last 2 years. The caller's credit rating will determine the interest rate that 
they will qualify for...the better the credit, the lower the rate. 

Income 

The caller must have a source of income to be able to qualify for a consolidation loan, and they 
need to be·able to afford the payments. 
Find out if they have a source of income and note the information. 
Calculate gross income (before taxes) for loans. 

B~ -s~"a;~j~ 5'~:5W~I~ ··:z·!~R·:";:l·~8:r:_:.a~ -- 

When everything else has failed consumers should seek financial assistance from a reputable 
organization. There are two known established assistance plans for consumers that wish to avoid 
bankruptcy; Debt Management Plans and Debt Recovery programs. 
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A Debt Management Plan (DMP) allows consumer to become debt free in~ a portion of the time 
that it would take them by making only the minimum payments. 

A certified counselor should perform a financial analysis in which an income and expenses report 
is drafted. Based on the analysis the counselor may suggest a debt management plan. Only 
inbividuals that are having difficulties meeting their financial obligations should consider a DMP. 

Upon enrollment the agency typically contacts all creditors entered in the plan via proposal. 
Benefits vary among creditors. In general most of them offer a lower required monthly payment, 
lower interest rates, in some cases as low as O%. Creditors may reduce or eliminate late and over 

the limit fess, some creditors may recall accounts that have been submitted to collections 
agencies. The consumer is set up on a single monthly payment made to the agency; creditors are 
then paid by the agency on a monthly basis. 

Agencies typically receive contributions from credit card companies known as "Fair Share". This 
"Fair Share" ranges from 0-15% of the monies disbursed to the creditor by the agency. State law 
regulates how much an agency may charge consumers. 

It is important to realize that not all creditors participate in plans in a uniform way. 

Benefits 

· Some creditors will reduce or eliminate interest rates 

· Some creditors will stop late and over the limit fees 
· Some creditors will bring the account back to "current" status 
· Some creditors will recall accounts back from collection agencies 

· One monthlypayment for repayment 

Typical requirements: 

· The caller has more than one credit card 

· The caller should have high interest rates (~18%) 
· The caller must have gone through a financial hardship (insolvent) 
· The caller should have a source of income 

Types of debt that the plan handles: 

· Store cards incl., Wards, Macyls, Nordstrom's, etc. 
· Medical bills can be included, up to 20% of the total unsecured debt 
· Unsecured bank loans, personal loans, lines of credit, credit union loans and overdraft 

protection 
· Accounts in collection 

The program does NOT handle: 

· Mortgages, auto loans, or any other debt secured to real property. 
· Tax liabilities 

· Public utility bills 
· Studentloans 
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Traffic tickets 

· Government debts or loans 

i-i:::·- · 

The consumer credit counseling industry has changed dramatically Since the 1950s and 1960s. 

From the 1970s through the late 1980s, credit counseling was a small industry of about 200 
nonprofit credit counseling agencies known mostly as ConsumerCredit Counseling Service in 
their geogra'phic area. All of the agencies were members of the National Foundation for 
Consumer Credit, which changed its name to the National Foundation for Credit Counseling in 
December 2000. 

The late 80's and early 90's led to an explosion of consumer credit and bankruptcies; which led to 
a significant increase in the growth of credit and debt counseling organizations. As a cheaper way 
of doing business, many of the new entrants to the credit counseling industry have chosen to 
offer telephone consultations through a remote central operation, instead of operating as 
community-based agencies delivering thorough face-to-face sessions that help consumers learn 
skills to better manage their money. They typically dispense with in-depth, meaningful budget and 
credit counseling and focused primarily on debt reduction services. 

In the 1990s, the growth of consumer credit counseling agencies was also spurred by antitrust 
litigation against the NFCC. According to the American Banker, among other litigation, 1 3 
plaintiffs accused the industry establishment, the NFCC, of monopolistic practices. The 
independent consumer credit counseling agencies accused the NFCC of having creditors on its 
board, with these creditors directing customers to NFCC affiliates. 

The antitrust litigation also included Discover Card Services, Inc., Citicorp, Chase Manhattan 
Bank, and other lenders.l6 Among other things, it was alleged that Discover had refused to do 
business with credit counseling agencies that operated independently from the credit counseling 
umbrella organization, the NFCC.17 Discover settled the suit and agreed to pay other agencies 
fair share contributions. 

Adding to the growth of consumer credit counseling agencies, in 1993, the Association of 
Independent Consumer Credit Counseling Agencies ("AICCCA") was formed by a handful of 
indepencient agencies, thereby organizing the NFCC's competition.l8 (It is estimated that 
AICCCA members and other independent organizations now represent about 45% of the credit- 
counseling business.)l9 Finally, as implied by an article in the American Banker in ~996, the 
NFCC's fianchise-style manner of allocating service areas to members may have leftsome 
markets underserved, thereby leading to competition in these areas as the antitrust litigation 
induced creditors to pay fair share contributions to more organizations than just NFCC members. 
According to the NFCC, today it is reported that more than 1,000 credit and debt management 
organizations service unsecured consumer debt. 
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Debt recovery program helps consumers with financial "hardships who do not have the equity to 
qualify for refinancing or the income to afford CCCS. After a "hardship" has been determined, a 
"financial profile" will be completed in order for the agency to establish a monthly budget and 
determine the term of the program. The "financial profile" will help the agency communicate with 
Creditors, Collection Agencies, Attorneys, etc. to settle outstanding balances 

Through such a program consumers are able to settle their debts in a reasonable time frame, 
without resorting to bankruptcy in many ways a voluntary chapter 13. 

The agency is not paying the debt for them, but rather giving them an opportunity to settle the 
debts more quickly by reducing the actual amount of their financial obligation to their creditors. 
The consumer will be placed on aplan to build up funds in an insured trust account held in their 
name. When these funds are sufficient to settle an account, funds will be paid to creditors. 

Benefits 

· The entire balance is reduced 

· The plan typically last 36 moths 
· Consumer avoids bankruptcy 
· Creditors recover more money that they would've if the consumer had filed chapter 13 or 

chapter 7. 

Typical requirements: 

· Total debt not to be less than $10,000 except for extreme hardship 
· Each account must be $1,000 or more. 

· Caller must have valid hardship. 
· Caller must have source of income for settlement. 

Types of debt that the plan handles: 

· Major credit cards; Visa MasterCard, Diners club, AMEX, etc. 
· Store cards incl. Sears, Wards, Macy's, Nordstrom's, etc. 
· Medical bills can be included with other debts to be negotiated 
· Unsecured bank loans, personal loans, lines of credit, credit union loans and overdraft 

protection 
· Outstanding balances on loans for vehicles, equipment, or merchandise that has been 

repossessed. 
· Secured loans can be included when the caller is unconcerned with the possibility of 

repossession occurring. 
· Both personal and business debt can be included. 



Sums owed to suppliers may be included for business debts. 
· Money judgments and liens 

The program does NOT handle: 

· Mortgages, auto loans, or any other debt secured to real property. 
· Tax liabilities 

· Public utility bills 
· Studentloans 

· Traffic tickets 

· Government debts or loans 

B 

PSer ~-a(F171~ ~··~~f 
t-ii~~r·e~·to·m~ 

~~s~il~~~ ~·I~ 9~~~: u~e~~~L~s~ ~u~ 
~i-~6~lie~d 

a~FO~~leI4 

B'i 

Financial troubles are the biggest cause of student dropout rates. And the two biggest causes of 
financial trouble for college students are defaulting on student loan payments and racking up too 
much on plastic. Forty-five percent of all college students are in debt, with an average debt load 
of more than $3,000; by graduation, many college students average more than $20,000 in debt, 
according to Department of the Treasury statistics. 

Young adults are also the most likely population group to file for bankruptcy, according to Wayne 
A. Abernathy, assistant secretary of the Treasury for financial institutions. 

For students who are coming to the realization that they can't meet their student loan obligations, 
there are basically just 3 commonly traveled paths. 

(1) Cancellation- is when the student is no longer expected or required to make any further 
payments at all to his/her student loans. They are completely forgiven and there are no negative 
consequences for the studenton the credit report or otherwise. 

However, this outcome is very rare and hard to obtain. The situation that the consumer has to be 
in order to qualify for cancellations is usually pretty grim. 

(2) Deferment- is when the consumer is not required to make any payments toward their 
student loans for an agreed amount of time, during which, either no interest is accrued by the 
loan holder (because the loan holder is the government) or whatever interest is accrued by the 
loan holder is paid by the government. (Either way, the student doesn't have to pay any interest 
for those months.) 

Deferments are much easier to obtain than cancellations, but harder to obtain than forbearance. 

(3) Forbearance- is when the student is not expected to make any payments on their student 
loans for an agreed amount of time, just like a deferment, only the interest keeps accumulating 
through out the term of forbearance. And the student pays all of it. 
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are much easier tobbtain than a determent. in fact, they seem to be passed out like 
napkins. Some people even end up in forbearance on accident. 

Qualifying for forbearance: 

- Sometimes the loan holder will grant forbearance, just because the consumer asked. (That's 
why communication with the loan holders is so important; they may simply have a policy of 
granting them to everyone who asks. After all, it does make them more money to build up interest 
for an extra 3 years.) 
- If the student has failed to qualify for a cancellation or deferment, but is nonetheless in a 
financial bind. 

Your loan holder must grant you forbearance if your student loan payments, in total, exceed 20% 
of your gross monthly income .~ntte-,l~v~.ed,~eVIo~~cesioFAPIDC~;~ii~~7d~,,htin! 

Planning and budgeting are two keys to developing a financial plan. You can take charge of your 
finances and your life by setting financial goals, planning a budget and sticking to it. Consider 
fixed and variable expenses; Fixed are those that you can predict each month, like utilities, rent, 
mortgage, etc. Variable are those that may vary like entertainment, dinning, etc. 

The most important thing to remember about budgeting is to include as much information as you 
can, so that you can prepare and plan. Keep monthly records of your spending so you'll spot 
places where you can save money. Know how much you can reasonably spend. Here are some 
guidelines to keep in mind: 

Start with current income. Be sure to include all sources of income -- 

but only the money you're sure you'll receive. Don't forget to subtract 
taxes and other deductions. 

What are your monthly expenses? Rent or mortgage payments plus your 
credit obligations -- should not exceed 35 to 40 percent of gross monthly 
income 

What about monthly credit obligations? The amount you owe on credit cards, monthly car 
payment, student loans and other monthly payments should not exceed 10 to 15 percent of your 
take-home pay 

vln9sj 

Cash is king. It's usually important to have a portfolio fat with stocks and mutual funds, but when 
the market·tanks, cash and bonds will keep you from having to sell those stocks and funds before 
their time. 

Whether you stash your cash in a bank, thrift or a credit union, you have several savings vehicles 
from which to choose, from plain vanilla statement savings accounts to certificates of deposit and 
money market funds. 

The benefit of maintaining a portion of your portfolio in savings vehicles is liquidity, preservation 
of principal and, with the exception of money market funds, guaranteed interest. 
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the trade-off doesn't have to be a low rate of return. Manage your 

choices for investing cash as carefully as you manage the stock portion of 
your portfolio and your average interest rate should beat inflation and 
taxes. 

When it comes to savings, interest is what it's all about. Interest is what a 
consumer pays a lender for the use of the lender's money. 

When you deposit money in a savings account, a money market account, 
an interest-bearing checking account or a certificate of deposit (CD), 
you're lending that financial institution your money. The institution uses 

thatmoney to make loans -- essentially, borrowing money from you and paying you interest for 
the right to use your money to lend to someone else. 

Of course, the institution then charges that loan customer an even higher interest rate to more 
than recover the interest it's paying you. Interest is calculated as a percentage of the amount of 
the loan. 

Interest can get complicated, especially when the terms "rate" and 

"yield" are involved. 

You may see a $10,000 CD with a 5-percent annual interest rate 
(APR), but right next to it is the annual percentage yield (APY) 
number and it's higher. 

The difference between rate and yield is determined by how 

frequently interest is paid, and how it is paid. 

Rate is the nominal, or stated, interest rate on the investment. If you 
have a CD with a 5-percent nominbl rate, then interest is calculated 
by multiplying 5 percent by the amount invested and by the fraction 
of a year the money is invested. 

Let's say interest pays annually. A $10,000 investment will earn $500 in interest. ($10,000 x 5 
percent x 1 year.) When an investment pays interest annually, its rate and its yield are the same. 

The more frequently interest is paid, the higher the yield. That's because the interest payment is 
credited to the CD and it starts earning interest along with the invested principal. 

If the 5 percent CD paid interest semiannually, the six-month 
interest payment would be $250, ($10,000 x 5 percent x .5 years.) 
The$250 payment starts earning interest and earns $6.25 in 
interest during the next six months, ($250 x 5 percent x .5 years.) 
That's what compounding interest is all about. 

The first CD earned $500 in interest after a year and the second 

CD earned $506.25 in interest. The rate and yield on the first CD is 

5 percent. The rate on the second CD is 5 percent, but its yield is 
5.06 percent. If interest was paid daily, the rate would be 5 percent 
but the yield would be 5.13 percent. - 

These yield computations assume that the interest isreinvested in the CD at the CD's nominal rate. 
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amended by Public Law 104-208, 110 Stat. 3009 (Sept. 30, 1996) 

The Fair Debt Collection Practices Act requires that debt collectors treat you fairly and 
prohibits certain methods of debt collection. Of course, the law does not erase any legitimate debt 
you owe. 

This summary briefly answers commonly asked questions about your rights under the Fair Debt 
Collection Practices Act. 

What debts are covered? 

Personal, family, and household debts are covered under the Act. This includes money owed for 
the purchase of an automobile, for medical care, or for charge accounts. 

Who is a debt collector? 

A debt collector is any person who regularly collects debts owed to others. This includes 
attorneys who collect debts on a regular basis. 

A collector may contact you in person, by mail, telephone, telegram, or fax. However, a debt 
collector may not contact you at inconvenient times or places, such as before 8 a.m. or after 9 
p.m., unless you agree. A debt collector also may not contact you at work if the collector knows 
that your employer disapproves of such contacts. 

Can you stop a debt collector from contacting you? 

You can stop a debt collector from contacting you by writing a letter to the collector telling·them to 
stop. Once the collector receives your letter, they may not contact you again except to say there 
will be no further contact or to notify you that the debt collector or the creditor intends to take 
some specific action. Please note, however, that sending such a letter to a collector does not 
make the debt go away if you actually owe it. The debt collector or your original creditor could still 
sue you. And Keep in mind that the original lender may still contact you even if you request that 
they not do so. 

May a debt collector contact anyone else about your debt? 

If you have an attorney, the debt collector must contact the attorney, rather than you. If you do not 
have an attorney, a collector may contact other people, but only to find out where you live, what 
your phone number is, and where you work. Collectors usually are prohibited from contacting 
such third parties more than once. In most cases, the collector may not tell anyone other than you 
and your attorney that you owe money. 

Exhibit A~ Page 32 



must the debt collector tell you about the debt? 

Within five days after you are first contacted, the collector must send you a written notice telling 
you the amount of'money you owe; the name of the creditor to whom you owe the money; and 
what action to take if you believe you do not owe the money. 

May a debt collector continue to contact you if you believe you do not owe money? 

A collector may not contact you if, within 30 days after you receive the written notice, you send 
the collection agency a letter stating you do not owe money. However, a collector can renew 
collection activities if you are sent proof of the debt, such as a copy of a bill for the amount owed. 

What types of debt collection practices are prohibited? 

Harassment 

Debt collectors may not harass, oppress, or abuse you or any third parties they contact: For 
example, debt collectors may not: 

· Use threats of violence or harm 

· ' Publish a list of consumers who refuse to pay their debts (except to a credit bureau); 

· Use obscene or profane language; or 

· Repeatedly use the telephone to annoy someone 

False statements. 

Debt collectors may not use any false or misleading statements when collecting a debt. For 
example, debt collectors may not 

· Falsely imply that they are attorneys or government representatives 

· Falsely imply that you have committed a crime 

· Falsely represent that they operate or work for a credit bureau 

· Misrepresent the amount of your debt; indicate that papers being sent to you are legal 
forms when they are not; or Indicate that papers being sent to you are not legal forms 
when they are 

Debt collectors also may not state that 

· you will be arrested if you do not pay your debt; 

· they will seize, garnish, attach, or sell your property or wages, unless the collection 
agency or creditor intends to do so, and it is legal to do so; or 

actions, such as a lawsuit, will be taken against you, when such action legally may not be taken, 
or when they do not intend to take such action. 

Debt collectors may not: 

· give false credit information about you to anyone, including a credit bureau 

· send you anything that looks like an official document from a court or government agency 
when it is not; or 

· use a false name 
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practices. 

Debt collectors may not engage in unfair practices when they try to collecf a.debt. For example, 
collectors may not 

· collect any amount greater than your debt, ynless your state law permits such a charge; 

· deposit a post-dated check prematurely 

· use deception to make you accept collect calls or pay for telegrams 

· take or threaten to take your property unless this can be done legally; or 

· contact you by postcard 

What contrdl do you have over payment of debts? 

If you owe more than one debt, any payment you make must be applied to the debt you indicate. 
A debt collector may not apply a payment to any debt you believe you do not owe. 

What can you do if you believe a debt collector violated the law? 

You have the right to sue a collector in a state or federal court within one year from the date the 
law was violated. If you win, you may recover money for the damages you suffered plus an 
additional amount up to $1,000. Court costs and attorney's fees also can be recovered. 

Where can you report a debt collector for an alleged violation? 

Report any problems you have with a debt collector to your state Attorney General's office and 
the Federal Trade Commission. Many states have their own debt collection laws, and your 
Attorney General's office can help you determine your rights. 

According to the Telephone Consumer Protection Act (TCPA) of 1991 
Telephone Solicitations 

Even if you have an unlisted, non-listed, or non-published telephone number, you may still 
receive unsolicited telephone calls. 
The FCC's rules prohibit telephone solicitation calls to your home before 8 am or after 9 pm 
The term "telephone solicitation" does not include calls or messages regarding a tax-exempt non- 
profit organization 

a-;itaa_i-~i 

Calls using artificial or prerecorded voice messages - including those that do not use auto dialers 
- may not be made to residential telephone numbers except in the following cases: 

· Non-commercial calls 

· Calls by, or on behalf of, tax-exempt non-profit organizations 

Auto dialers that deliver a recorded message must release the called party's telephone line within 
5 seconds of the time that the calling system receives notification that the called party's line has 
hung up. In certain areas there might be a delay before you can get a dial tone again. Your local 
telephone company can tell you if there is a delay in your area. 

The DMA has been representing direct marketing since 1917. Since.that time, one principle has 
driven us: Our commitment to our members. Whatever a marketer's size, market or media, we 
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here to help membe~ achieve bottom line success and satisfied customers. Find out more 
about us. 

http://www.the-dma.org/ 212.768.7277 

How to Reduce the Number of Telephone Solicitation Calls Placed to Your Home 

A record of your do-not-call request must be maintained for ten years 
Tax-exempt non-profit organizations are not required to keep do-not-call lists. 
The Direct Marketing Association (DMA) sponsors the Telephone Preference Service (TPS), 
which maintains a do-no-call list. DMA members are required to use this list. Once you register, 
your name stays on file for 5 years. You may register (for free) by mailing your name, phone 
number and signature in a letter to: 

Telephone Preference Service 
Direct Marketing Association. Box 9014 
Farmingdale, NY 11735-914 

The Federal Trade Commission (FTC) works to ensure that the nation's markets are vigorous, 
efficient and free of restrictions that harm consumers. Experience demonstrates that competition 
among firms yields products at the lowest prices, spurs innovation and strerigthens the economy. 
Markets also work best when consumers can make informed choices based on accurate 
information. 

To ensure the smooth operation of our free market system, the FTC enforces federal consumer 
protection laws that prevent fraud, deception and unfair business practices. The Commission also 
enforces federal antitrust laws that prohibit anticompetitive mergers and other business practices 
that restrict competition and harm consumers. Whether combating telemarketing fraud, Internet 
seams or price-fixing schemes, the FTC's primary mission is to protect consumers. 

In addition, the Commission conducts economic research and analysis to support its law 
enforcement efforts and to contribute to the policy deliberations oft the Congress, the Executive 
Branch, other independent agencies, and state and local governments. 

www.ftc.gov 1-377-FTC-HELP (382-4357) 

ti::bE :p:-··-,·· 

The Federal Reserve, the central bank of the United States, was founded by Congress in 1913 to 
provide the nation with a safer, more flexible, and more stable monetary and financial system. 

Today the Federal Reserve's duties fall into four general areas: (1) conducting the nation's 
monetary policy; (2) supervising and regulating banking institutions and protecting the credit 
rights of consumers; (3) maintaining the stability of the financial system; and (4) providing certain 
financial services to the U.S. government, the public, financial institutions, and foreign official 
institutions. 

www.federalreserve.gov 

Duties: 

· Managing Federal finances 

· Collecting taxes, duties and monies paid to and due to the U.S. and paying all bills of the 
U.S 

· Producing all postage stamps, currency and coinage 
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Managing Government accounts and the public debt 

· Supervising national banks and thrift institutions 

· Advising on domestic and international financial, monetary, economic, trade and tax 
policy 

· Enforcing Federal finance and tax laws; 

· Investigating and prosecuting tax evaders, counterfeiters, forgers, smugglers, illicit spirits 
distillers, and gun law violators; 

· Protecting the President, Vice President, the'ir families, candidates for those offices, 
foreign missions resident in Washington and visiting foreign dignitaries 

www.ustreas.gov 

a·~ 

The Federal Communications Commission (FCC) is an independent United States government 
agency, directly responsible to Congress. The FCC was established by the Communications Act 
of 1934 and is charged with regulating interstate and international communications by radio, 
television, wire, satellite and cable. The FCC's jurisdiction covers the 50 states, the District of 
Columbia, and U.S. possessions. 

www.fcc.gov 

~~llc:i~ 
j--~·:*?-"`:: 

Fair Isaac Corporation (NYSE:FIC) is the preeminent provider of creative analytics that unlock 
value for people, businesses and industries. The company's predictive modeling, decision 
analysis, intelligence management, decision management systems and consulting services 
power more than 25 billion mission-critical customer decisions ayear. Founded in 1956, Fair 
Isaac helps thousands of companies in over 60 countries acquire customers more efficiently, 
increase customer value, reduce fraud and credit losses, lower operating expenses and enter 
new markets more profitably. As of August 2002, HNC Software Inc., a leading provider of high- 
end analytic and decision management software, is part of Fair Isaac. h~p :Il~~~ar~J.fiaszisaae;.chsm 

-·;loi "~:~": a·ii~".s~ ~g 

Founded in 1951, the National Foundation for Credit Counseling (NFCC) Inc., through its Member 
agencies, sets the national standard for quality credit counseling, debt reductibn services and 
education for financial wellness. NFCC is the nation's largest and longest serving national 
nonprofit credit counseling network. With more than 1,000 community-based agency offices 
across the country, NFCC Members help over 1.5 million households annually. NFCC Members, 
often known as Consumer Credit Counseling Service (CCCS) or other names, can be identified 
by the NFCC Member seal. NFCC Member offices can be reached in communities nation-wide, 
toll-free at 1-800-388-2227, or on-line at: www.nfcc.org NFCC is located in Silver Spring, 
Maryland. 

The Association of Indepen~dent Consumer Credit Counseling Agencies (AICCCA) is a national 
membership organization, established to promote quality and consistent delivery of credit 
counseling services. The Association fulfills its mission by establishing a consensus among 
consumer professionals regarding service standards and professional industry conduct. 
http:llwww.aiccca.orgl 800-450-1794 
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Consumer Council 

~ 932 E. Deere Ave. Suite 230 

Santa Ana CA 92705 

Phone: 800 990 3990 

FAX: 949 757 5744 

E-Mail: president@thencc.org 
Web address: www.thencc.org 

Federal Identification Number: 88-0797 
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