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New York Attorney General Eric Schneiderman on Monday filed a lawsuit against JPMorgan Chase over 
allegedly faulty mortgages that were packaged and sold to investors during the housing bubble. 

It is the first suit filed as part of the work related to a mortgage fraud task force the Obama administration 
formed in January and charged Schneiderman and four others to lead. 

The suit, which Schneiderman’s office filed in New York state court, is related to securities issued by Bear 
Stearns, the failing investment bank purchased by JPMorgan in 2008. 

“Bear Stearns led its investors to believe that the quality of the loans in its [mortgage backed securities] 
had been carefully evaluated and would be continuously monitored,” Schneiderman’s office wrote, 
explaining the suit. “In reality, Bear Stearns did neither.” 

JPMorgan said in a statement that it will contest the allegations. 

“We’re disappointed that the NY AG decided to pursue its civil action without ever offering us an 
opportunity to rebut the claims and without developing a full record — instead relying on recycled claims 
already made by private plaintiffs,” a JPMorgan spokesperson said in statement. 

During his State of the Union address in January, President Barack Obama promoted the formation of the 
task force, known as the Residential Mortgage-Backed Securities Working Group, as a way to go after 
banks and individuals that contributed to the 2007-2009 financial crisis. 

"This new unit will hold accountable those who broke the law, speed assistance to homeowners and help 
turn the page on an era of recklessness that hurt so many Americans," Obama said. 

While administration officials promised almost immediate action by the task force when it was announced, 
the process has proved to be lengthy and complicated. 

Some liberals have expressed disappointment in the pace of cases as have investors supportive of a 
crackdown. 

“Better late than never,” said Christopher Whalen, bank analyst and senior managing director of Tangent 
Capital Partners. 

The angst about the mortgage task force is reflective of a broader concern by Wall Street critics that 
individuals and banks have not been held accountable for shady practices leading up to the financial 
crisis. 

The SEC and bank regulators have come under fire for not levying heavy enough fines and the Justice 
Department has been criticized for not pursuing more criminal charges. 

Officials have said they are pushing as far they can and in the case of fines are sometimes restricted by 
the law in how much they can wring out of financial firms. 

“Hopefully this lawsuit is the first of many and the lawbreakers on Wall Street will be punished like 
everyone else in American when they break the law,” Dennis Kelleher, president of Better Markets, said in 
a statement. His group pushes for tougher rules and penalties for big banks and large financial firms. 

The suit filed Monday alleges investors were defrauded on residential mortgage-backed securities issued 
in 2006 and 2007. These bonds totaled losses of $22.5 billion, or roughly 26 percent of the mortgage 
principal backing the securities, according to the suit. 
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Schneiderman is seeking to force the bank to give up all proceeds from the sale of the bonds, and to 
provide restitution to damaged investors. 

The lawsuit also alleged the defendants made secret deals with mortgage originators to buy back the 
faulty loans at a discount in order to continue the flow of new mortgages. According to the suit, managers 
at a subprime lender owned by Bear Stearns ordered staff to hit $2 billion in mortgages per month. 

This article first appeared on POLITICO Pro at 6:42 p.m. on October 1, 2012. 
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