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The National Mortgage 
Settlement and Bankruptcy 

 

United States Trustee Program (USTP) 
May 2012 

1 

Settlement Overview 
Global settlement among: 
 

§  The nation’s five largest banks and their 
affiliates --  Bank of America, JP Morgan 
Chase, Citigroup (CitiMortgage), Ally Financial 
(GMAC Mortgage), and Wells Fargo; 

§  DOJ (including the USTP); 

§  Various federal agencies, including HUD, FTC 
and Consumer Financial Protection Bureau; 
and 

§  49 states. 
2 
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Settlement Overview 

This settlement is the largest joint federal and 
state civil settlement ever obtained. 

§  Reflects unprecedented cooperation among 
federal and state enforcement and regulatory 
agencies. 

§  A critical step in addressing the problems that 
have plagued the mortgage servicing industry.  

3 

USTP Involvement 

§  The settlement is the culmination of several 
years of intensive investigation and litigation 
by USTP offices throughout the country.  

§  As part of the DOJ-led enforcement effort, 
the USTP stepped up its investigation of 
select servicers in certain jurisdictions across 
the country. 

4 
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USTP Involvement – cont’d 

§  In select jurisdictions, the USTP reviewed 
100% of mortgage claims and contested 
motions for relief. 

§  Over an eight month period, the USTP 
reviewed 37,000 claims and motions.  

§  The USTP sought formal discovery from 
Banks regarding facially deficient bankruptcy 
filings. 5 

Settlement Overview 

Among the claims resolved through the 
settlement are those relating to Bank: 
§  Deficiencies in bankruptcy practices resulting in 

inflated claims, overcharging or improper 
charging of default-related fees, misaccounting 
and misapplication of payments, 
documentation issues, and misrepresentations 
in bankruptcy filings; 

§  Deficiencies in foreclosure practices; and 
§  Deficiencies relating to use and supervision of 

attorneys and other vendors. 
6 
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Settlement Overview – cont’d 
The settlement provides: 
§  Banks will pay $25 billion in cash and financial 

assistance to homeowners; 
§  Banks must implement comprehensive 

mortgage servicing standards, including 
bankruptcy provisions; 

§  An enforcement mechanism, including an 
independent monitor to oversee Banks’ 
compliance with servicing standards and 
consumer relief obligations; and 

§  A release of claims. 
7 

Financial Relief 
§  $5 billion in cash to state and federal 

governments. 

§  $20 billion dedicated to various forms of 
financial relief for borrowers including 
principal reductions, refinancing, short sales, 
forbearance agreements, and anti-blight 
measures. 

§  Much of this relief is available to borrowers in 
bankruptcy.  

8 
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9 

New Mortgage  
Servicing Standards 

Banks agreed to comply with a new set of 
national servicing standards: 

§  Designed to prevent abusive servicing 
practices, including for borrowers in 
bankruptcy. 

§  Uniformity in servicing standards and 
transparency for borrowers. 

10 
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Servicing Standards Highlights 

§  Heightened documentation standards to 
eliminate robo-signing and improve 
transparency. 

§  Require strict oversight of foreclosure 
processing, including of third-party vendors. 

§  Restrictions to ensure that borrowers will be 
given every opportunity to first modify their 
loans before facing foreclosure. 

 
11 

Servicing Standards Highlights – 
cont’d 

§  Establish procedures and timelines for loan 
modification applications, including the right to 
appeal denials. 

§  Banks are required to have an appropriate 
number of well-trained staff members to 
promptly respond to the needs of distressed 
borrowers; and 

§  Borrowers will have the right to deal with a 
reliable, single point of contact when looking 
for alternatives to foreclosure. 

12 
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Servicing Standards for 
Borrowers in Bankruptcy 

§  Establish standards to ensure the accuracy of 
information in bankruptcy filings, including pre-
filing review of proofs of claim (POC). 

§  Banks required to promptly correct inaccuracies 
in POCs and affidavits filed in support of 
motions for relief. 

§  Exceed requirements of FRBP by requiring 
waiver of “hidden fees.” 

§  Require accountability for third-party providers 
by requiring stringent oversight. 

13 

Servicing Standards for 
Borrowers in Bankruptcy – 

cont’d 
§  Attach properly endorsed notes and 

assignments where required by law. 
§  Ensure accuracy of account information 

including promptly posting payments and 
properly designating between pre- and post-
petition payments and charges. 

§  Treat accounts as current so long as 
borrowers in bankruptcy make payments 
required under the confirmed plan and any 
notices of payment change. 

14 
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Servicing Standards for 
Borrowers in Bankruptcy – 

cont’d 

§  Default-related fees and charges must be 
bona fide and reasonable. 

§  Special Point of Contact (SPOC) for borrowers 
looking for options to avoid foreclosure, 
including staff who are specially trained in 
bankruptcy issues. 

§  Special contact for chapter 13 trustees, and 
management level contact for United States 
Trustees. 

15 

Enforcement   
§  Monitor will oversee Banks’ compliance with the 

servicing standards and consumer financial 
relief obligations. 

§  Banks will report on their compliance in the 
form of agreed-upon metrics and outcome 
measures, which includes testing bankruptcy 
documents.  

§  Monitor can employ professionals and will issue 
periodic reports filed in court, including 
violations of agreement. 16 
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Federal Release –  
The release excludes: 
 

§  Criminal conduct; 

§  Third party claims; 

§  Covered Conduct after 2/8/2012; and 

§  Securitization claims. 
17 




