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the related control is tested as part of Nationstar’s Risk and Compliance testing
program. Testing of the design and effectiveness of the control indicate the operational
enhancement is operating effectively.

(b) “Enhanced Nationstar's technology so that fees, expenses, and charges are systemically
qgueued up for review and tracked by the number of days until the PPFN must be filed.”
A walkthrough was performed of the process whereby the servicing workflow
application automatically communicates nightly with the servicing system to ingest
current PPFN data for review into the “PPFN 150 Day Report”. This report was observed
to be refreshed daily and the listings within the report are updated based on number
of days remaining until the PPFN must be filed for each respective case. The related
control is assessed as part of the Risk and Compliance Testing team’s program and no
material exceptions were noted during 2020 testing. Testing of the design and
effectiveness indicate the operational enhancement is operating effectively.

(c) “Adopted a multi-point checklist for PPFNs to ensure the accuracy of the notice by

comparing and validating the notice information with Nationstar's system of record
and the attachments to the notice.”
There is a checklist used for the first level review to validate accuracy of key data
related to the loan and PPFN. A second review is completed and provides a quality
assurance review to notate any previously unidentified errors. The related control for
this enhancement is the same as noted in operational enhancement A.1.b above. It
was tested in the 2020 Bankruptcy audit issued March 31, 2021 and is assessed
quarterly in the continuous control conformation testing. In addition, the related
control is tested as part of Risk and Compliance Testing’s program. Testing of the design
and effectiveness of the control noted no exceptions, indicating this operational
enhancement has been successfully implemented.

(d) “Implemented technical upgrades, including a workflow with an interactive systemic
control checklist that prompts the Bankruptcy employee to validate each task.”
The technical upgrades consisted of an integration of the servicing system of record
into the servicing workflow application. This integration allows real time data to flow
between the two systems via an automatic interface. The data that is transmitted is
used to generate the “PPFN 150 Day report” utilized by Bankruptcy management to
ensure the PPFEN process is operating effectively and in a timely manner. The system
interface is based on a series of business rules and related logic that identifies
applicable loans for PPFN filings. The business rules are reviewed and updated by
Nationstar management when needed due to changes of law, changes in procedures,
etc. Adjustments to data in the interface tables require an Information Technology
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ticket and documented approval prior to implementation. Testing of the design of the
control noted no exceptions and its effectiveness was verified via testing of other
controls in the 2020 Bankruptcy audit issued March 31, 2021, indicating this
operational enhancement has been successfully implemented and is operating
effectively.

(e) “Enhanced audit functions to validate PPFNs for accuracy and compliance.”

(f) *

This operational enhancement speaks to the implementation of reviews completed by
a separate department, the Risk and Compliance Testing group. There are multiple
tests completed by this group that verify PPFNs are filed accurately and timely. Testing
throughout 2020 indicated an immaterial error rate of 2.3%. Testing of the design and
effectiveness of these reviews were included in the 2020 Bankruptcy audit issued
March 31, 2021, and no exceptions were noted indicating the enhancement has been
successfully implemented.

‘Improved Exception Reporting.”

A walkthrough of the process used to identify PPFNs for potential late filing was
performed. To ensure timely processing, all fees are monitored by an automated daily
report. The report provides information on multiple criteria including newly identified
fees (provided via system notifications), data regarding quality control results, dates of
work sent to the attorney, etc. The report’s main function is to track fees that are aged
to day 150 and that are not recorded in the system of record as completed. Fees closest
to day 150 are given priority to ensure adherence with the 180-day requirement. The
report is generated daily and maintained in a dedicated Bankruptcy team website for
current and historical reference. The related control is assessed quarterly in a C3 test
and is tested as part of Risk and Compliance Testing’s review program. Testing of the
design and effectiveness of the control indicate the enhancement is operating
effectively.

“Discontinued use of 4S Technologies and enhanced procedures by retaining counsel

to review and file documents only upon approval from Nationstar.”

After confirming the 4S Technologies application was no longer in use, it was noted the
new method of retaining counsel for PPFN filings occurs systematically via the servicing
workflow application. The program logic selects an appropriate attorney from a pre-
approved list based on factors such as loan type and location of the bankruptcy filing.
The application refers a new PPFN to an attorney, who prepares the filing and submits
it to Nationstar for review, all tracked in the application. The list of attorneys was
verified to have been approved by members of Default Servicing management, and the

20



Mr. CooperGroup

Independent Review
Nationstar Mortgage, LLC Bankruptcy Settlement

automation behind systematic assignment of attorneys was validated in controls tested
above. This enhancement was successfully implemented.

2. Conclusion

Based on evaluation of interviews, written documentation, and testing of the design and
effectiveness of controls relating to each PPFN operational enhancement, Nationstar
properly resolved previous servicing practices defined in the MOU. Further, the
enhancements are deemed sustainable in the current environment and are structured to
prevent future inconsistencies such as those identified in the MOU.

C. NOFC

1. Evaluation
Members of Bankruptcy were interviewed to understand details of the four operational
enhancements related to filing a response to a Notice of Final Cure (NOFC), as outlined in
the MOU. Details of the validation of each operational enhancement are discussed below,
following the description of the enhancement:

(a) “Subscribed to an electronic docket monitoring service that monitors Nationstar's

portfolio to ensure that it is timely notified of the filing of NOFCs and Motions to
Deem Current.”
Nationstar has subscribed to AACER’s Bankruptcy Creditor Solutions, an electronic
docket monitoring service, to track NOFCs filed by bankruptcy trustees for which a
response is due. To comply with the U.S. Bankruptcy Rule 3002.1(g), Nationstar must
respond to NOFCs within 21 days of being filed. The process to file a response for a
Motion to Deem Current (MTDC) is similar to NOFC, though the general timeline to
provide a response for MTDC is the specific due date mentioned in the MTDC, if less
than 60 days. A detailed walkthrough of the NOFC/MTDC process was performed and
the written policies, standards, procedures, and job aids were reviewed to confirm
sufficient guidance exists for the intended execution of the NOFC process using AACER.
This enhancement was deemed successfully implemented.

(b) “Implemented exception reporting.”

A walkthrough of the process used to identify RNOFCs for potential late filing was
performed. Specifically, exceptions reports are generated on daily basis and stored in
a dedicated site for the Bankruptcy team’s reference. The report provides an aging
analysis of all loans in different stages of the RNOFC process, from receipt of the notice,
through the required reviews, to filing of the response. Bankruptcy associates review
the report each day to identify NOFCs nearing their response due date so they can be
worked timely. Bankruptcy management also reviews the report to oversee progress
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in filing RNOFCs in a timely manner, following up on items that may or did exceed the
expected due date. Tests of design and effectiveness were completed to verify timely
and accurate completion of this exception reporting review. Testing verified that
responses to all the NOFC/MTDC were filed within the due dates of filing. The tests of
design and effectiveness of the control indicate the enhancement is operating
effectively.

“Upgraded its technical processes and instituted new system controls to closely
monitor the timeliness of its responses.”

The technical upgrades involve use of the servicing workflow application to monitor
quality and timeliness of Nationstar’s responses to NOFCs/MTDCs through a systematic
process tracker. Required reviews, due dates, and supporting documents are tracked
in the system. Independent samples of NOFCs were selected and testing completed to
verify controls were effective to ensure responses to NOFCs/MTDCs were filed within
the required timelines. Testing of the design and effectiveness of the control indicate
this operational enhancement has been successfully implemented and is functioning
effectively.

“Adopted enhanced quality control and quality analysis reviews, including a second
level of review and post-audit quality review of closing process.”

This enhancement speaks to the addition of a final cure review tracked in the servicing
workflow application, which covers review of any adjustments, a quality control
process, verification of adjustment requests in the servicing system of record, and
finally sending the loan to an attorney for providing a response to the NOFC/MTDC. For
all the samples tested, quality reviews were performed appropriately, and were sent
timely to the attorney for filing a response. Further, applicable testing completed by
Nationstar’s first and second lines of defense was identified and in the 2020 Bankruptcy
audit issued March 31, 2021. Such testing provides additional assurance as to the
proper functioning of this operational enhancement. Testing of the design and
effectiveness of the controls indicate this operational enhancement has been
successfully implemented and is operating effectively.

Conclusion

Based on evaluation of interviews, written documentation, and testing of the design and

effectiveness of controls relating to each NOFC operational enhancement, Nationstar

properly resolved previous servicing practices defined in the MOU. Further, the

enhancements are deemed sustainable in the current environment and are structured to

prevent future inconsistencies such as those identified in the MOU.
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D. Delayed Escrow

1. Evaluation

Interviews with members of Bankruptcy and Escrow were conducted to understand details
of the operational enhancements related to preventing delayed escrow analysis situations,
as outlined in the MOU. Evidence was obtained to substantiate the implementation of each
enhancement, and sustainability of the enhancements were assessed by verifying related
controls were properly established. Specifically, each operational enhancement was
mapped to a control process and the controls were tested to verify they were adequately
designed and operating effectively to address the stated concerns. Details of the validation
of each operational enhancement are discussed below, following the description of the
enhancement:

(a) “Instituted a new automated process to run annual, post-petition escrow analyses.”
New programming specific to bankruptcy escrow was launched in the servicing system.
The program logic requires an initial escrow analysis on new bankruptcy filings, annual
analysis every year after that, and an option for on-demand analysis if requested by
the borrower. The annual post-petition escrow analysis is similar to the existing process
for non-bankruptcy annual escrow requirements, and thus has a similar but separate
control process. Specifically, a daily automated report is ran listing all bankruptcy loans
for which the next scheduled escrow analysis date is greater than 12 months from the
current month end. This enables the Escrow team to identify and run an analysis for
the loans requiring it before they become non-compliant. During the last week of the
month, management also reviews the report, following up on and escalating any loans
that need immediate attention. Testing of the design and effectiveness of the control
was performed during this evaluation. An independent query of the servicing
application for escrowed loans in bankruptcy noted that all requiring an escrow analysis
had received one in the past twelve months. There is also a test of compliance
performed quarterly by the Risk and Compliance Testing team, which did not identify
any missed analyses in 2020. As no control exceptions were identified in the
performance of testing completed for this evaluation, the enhancement has been
deemed successfully implemented.

(b) “Began waiving escrow shortages identified in response to the filing of a NOFC.”
The business unit’s daily process used to submit for review any bankruptcy loans that
went through the RNOFC process and require an escrow shortage review was
observed. The Bankruptcy team sends a list of such loans to the Escrow department
each day to review for shortages needing to be waived. There are several business unit
controls and one Risk and Compliance Testing review related to this enhancement that
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were tested in the 2020 Bankruptcy audit issued March 31, 2021, which resulted in no
reportable exceptions. Also, a specific control was identified which detects loans at the
end of the bankruptcy closing process that did not have expected shortage review
indicators, and such loans are assessed by the business to see if an escrow shortage
review was missed. Testing of the design and effectiveness of applicable controls
indicate this operational enhancement was successfully implemented.

(c) “Enhanced the review of draft escrow-related PCNs prior to giving counsel approval to

file.”

This enhancement is in reference to processes implemented in the PCN Operational
enhancements section. The adequate design and effectiveness of the controls around
PCN filings directly assist in addressing concerns that may lead to delayed escrow
analysis. As such, this enhancement also is deemed successfully implemented.

Conclusion

Based on evaluation of interviews, written documentation, and testing of the design and
effectiveness of controls relating to each delayed escrow operational enhancement,
Nationstar properly resolved previous servicing practices defined in the MOU. Further, the
operational enhancements are deemed sustainable in the current environment and are
structured to prevent future inconsistencies such as those identified in the MOU.

As detailed above, Nationstar Mortgage, LLC has complied with its objectives and obligations under the

Memorandum of Understanding dated December 3, 2020. The business identification of accounts for

remediation is materially accurate, complete, and can be relied upon. The sample items selected from the

validation population files were tested for accuracy and a small number of accounts containing errors (less

than 0.5%, which is below the statistical error threshold of 5%) were identified. In addition, the operational

enhancements are deemed sustainable in the current environment and are structured to prevent future

inconsistencies such as those identified in the MOU.
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Addendum

Internal Audit provides the following responses to the questions posed by the Executive Office for the U.S.
Trustees:

Question 1: In light of the In re Rodriguez litigation (D. Mass.), is Mr. Cooper aware of any instances where
litigation hold status adversely impacted accounts within the remediation population?
Not to our knowledge. Mr. Cooper management has attested that they have reviewed our pending
litigation, and it did not identify any instances where litigation hold status adversely impacted accounts
within its MOU remediation population.

Question 2: Have all accounts identified in the Independent Reviewer’s report as needing additional remediation
since been remediated?
Mr. Cooper management has attested that the 244 accounts identified at pages 6-7 of the report have
been remediated where applicable and that they have remediated the 4 accounts identified at pages 10-
15.

Question 3: What did Internal Audit mean when it referred in the report to “clerical inaccuracies and

inconsistencies”?
The term “clerical inaccuracies and inconsistencies” refers to a non-material discrepancy in reporting.
Specifically, in some instances, the numbers referenced in the MOU included accounts that were ineligible
for remediation under the terms of the MOU, or otherwise fell outside the scope of the MOU at the time
of Internal Audit’s review, but these accounts nonetheless received remediation in whole or in part and
were therefore “counted” in the calculation of some of the MOU numbers. These reporting discrepancies
should not be interpreted as any failure on Mr. Cooper’s part to abide by its remediation obligations.
Except as it relates to the accounts referenced in response to question #2 above, Internal Audit did not
identify any instance in which Mr. Cooper under-remediated, or failed to remediate, an account that was
entitled to remediation per the MOU.

Question 4: Why did some accounts not receive remediation, notwithstanding Mr. Cooper’s two levels of review

(targeted remediation and BAU remediation)?
When Internal Audit conducted a statistically relevant sampling of 1,295 accounts (collectively), only 4
accounts were identified as not having received accurate remediation. Internal Audit assessed the sample
populations using a 95% confidence interval and a 5% level of precision. The observed error rates were
well below the 5% level of precision. For PCNs, the error rate was 0.81%; for PPFNs and delayed escrow,
the error rates were 0; and for NOFCs, the error percentage was 0.6%. Mr. Cooper’s remediation was
largely manual, and required a focused, account-level review. For this reason, it is not surprising that there
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were a very small number of errors found amongst the hundreds of accounts sampled; however, the error
rates fell on the very low end of the error tolerances (less than 1%).

Question 5: Why was the HELOC population remediated through BAU processes?
Because of the frequent payment changes that occur on HELOC accounts, frequent BAU remediation
reviews also occur. By the time the HELOC accounts were queued to receive targeted remediation, the
BAU remediation process had already corrected the errors in the ordinary course.
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