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Executive Summary

Summaury of Testing

From 2002-2007, Kleimann Communication Group, Inc. (KCG) has conducted six rounds of
qualitative testing on various consumer mortgage forms. The following report summarizes each
round of testing. Round 1 of consumer testing took place from December 9-13, 2002, and
involved 45 participants in three geographically diverse cities: Baltimore, Maryland; Birmingham,
Alabama; and Chicago, lllinois. Testing in Round 1 involved collecting qualitative data to help
inform the design of the Good Faith Estimate form (GFE) and the Guaranteed Mortgage Package
Agreement form (GMPA). Round 1 of testing involved 45 demographically diverse participants.

KCG used data collected during Round 1 to improve the GFE and the Mortgage Package Offer
form (MPO, formerly referred to as the GMPA) for Round 2 of testing. In addition to the GFE and
MPO, KCG tested Crosswalk forms that would help consumers compare estimated and actual
costs at settlement between the HUD-1 settlement form (HUD-1) and the GFE and MPO. Round
2 testing took place in 2003 over two weeks (January 20-24 and January 30-February 4) in three
geographically diverse cities: Austin, Texas; San Diego, California; and Portland, Oregon. Round
2 testing also involved 45 participants. Testing in Round 2 closely mirrored Round 1.

Round 3 testing took place from July 7-11, 2003, and involved 60 demographically diverse
participants in Los Angeles, California; Wilmington, Delaware; Minneapolis, Minnesota;
and Tulsa, Oklahoma. In Round 3, KCG tested the GFE, the MPO, and the GFE and

MPO Crosswalks.
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Round 4 of testing involved only the GFE and consisted of collecting quantitative data. KCG
conducted this round of testing in December 2003 and included 600 demographically diverse
participants in five cities: Atlanta, Georgia; Boston, Massachusetts; Denver, Colorado; Seattle,
Washington; and Tulsa, Oklahoma. Round 4 testing mirrored a testing project conducted by
the Federal Trade Commission (FTC) and focused on whether a bias existed against mortgage
brokers as a result of full disclosure of yield spread premium (YSP) information.

Conducted in February 2004, Round 5 of GFE testing closely mirrored Round 4. Again, KCG
tested 600 diverse participants in the same five cities used for Round 4 testing. The major focus
of this round of testing was to study more in depth whether the disclosure of YSP information
unfairly biased consumers against mortgage brokers.

Round 6 testing took place in November 2007 and involved 60 demographically diverse
participants in Test 1, and 20 participants in Test 2. KCG conducted Round 6, Test 1, testing in:
Atlanta, Georgia; Boston, Massachusetts; and Denver, Colorado. Round 6, Test 2, testing took
place in Cincinnati, Ohio and Phoenix, Arizona. In this round, KCG tested two versions of the
GFE: the 2004 version of the GFE (with minor revisions) as well as a two-page GFE developed
by HUD prior to Round 6 testing. Furthermore, in Round 6, KCG tested an extract of the HUD-1
Settlement form and Settlement Scripts.
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Goals of Testing

HUD’s main goals in revising and testing these forms include the following:

v The forms should be used by borrowers v The forms should provide borrowers with
as a means of comparison shopping for a clear understanding of the different
their mortgages. settlement fees.

¥ The trade-off between the interest rate v The borrowers should be able to match
and up-front fees should be clearer and the numbers on their GFE or GMPA/MPO
more easily understood. to the HUD-1.

¥ The role of the loan originator, whether as
a lender or broker, should be clear.

For Round 4 and Round 5 of testing, the major goal was to study whether the disclosure of YSP
information unfairly biased consumers against mortgage brokers.

HUD’s ultimate goal, therefore, was to help borrowers become better consumers by providing
them with more information on the costs they will encounter when buying a home.

Methodology
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Qualitative Testing

For Rounds 1, 2, 3, and 6 of consumer testing, KCG developed a comprehensive qualitative
testing methodology that addressed key issues and questions about the GFE, GMPA/MPO,
Crosswalk, HUD-1 forms as well as Settlement Scripts (developed and used only in Round 6 of
testing). Interviews with participants usually lasted for 60 to 90 minutes with a 10-minute break,
and the interviews had two parts: one part unstructured and one structured.

In the unstructured portion of the interviews, KCG asked participants to think aloud as they
worked with each form for the first time. This unstructured and unprompted portion of the
interview allowed staff to capture users’ initial reactions, including

v areas of the forms that participants respond well to,
v areas of the forms that participants do not understand, and

v areas of the forms that participants question.

Testing staff captured this valuable information before questioning participants about different
elements of the forms, ensuring that the interviewer did not lead participants to discuss
information they would not have noticed on their own.

In the structured portion of the interviews, staff asked targeted questions to determine how well
participants understood certain areas of the forms and how HUD might improve the forms. KCG
based the questions used in the structured interview on the key research questions identified as
HUD goals.
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Quantitative Testing

Rounds 4 and 5 of testing involved collecting quantitative data with 1,200 consumers in five
geographically diverse cities across the United States. Both Aspen Systems and KCG provided
staff to fill key positions within the testing team, with Aspen developing the databases to manage
test data as well as providing staff for data entry and reporting. At each testing site, an Aspen
employee served as test moderator while an employee from KCG observed the testing sessions.
At the end of each day of testing, participant answer sheets were sent to Aspen Systems for
data entry. After entering responses into the database, Aspen staff performed quality checks of
the data and created unique coding systems for each comparison. After coding responses for
each comparison, the Aspen/KCG team compiled the results by using a MS Access® database.
Once input, the Aspen/KCG team conducted quality checks of the data and removed any
outliers before exporting the data collected from MS Access® into SPSS.° The Aspen/KCG

team then calculated response frequencies for each test question and then reviewed the results.
Aspen/KCG staff then created matrices to organize the data and determined (a) what the data
meant in terms of the other results and (2) how to revise the GFE.

Results in Brief

The following list provides a brief overview of testing results from all six rounds of testing:

— the addition of arrows to call attention
to important summary-line cost
information; and

v Rounds 1-3 were iterative development
testing projects that resulted in
drafts of the GFE and MPO, and a
recommendation to take a different
approach to the Crosswalk form.
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— the addition of a mortgage shopping
chart to assist consumers in the

v Round 4 involved collecting quantitative comparison of various loan offers.

data with respect to the GFE to determine
if there was bias against mortgage
brokers. The results of the “tie” test, a
brokered loan with the same cost as a
loan from a lender, were consistent with
bias against mortgage brokers.

v Round 5 involved collecting quantitative
data with respect to the GFE to determine
if there was bias against mortgage
brokers. In this round, KCG studied:

— two types of YSP disclosures
(a 2-option YSP vs. a 3-option
YSP disclosure),

— changes in characterizing the interest
from higher and lower to restating
the interest rate;

v Results from Round 5 of testing found
no evidence of a bias against mortgage
brokers when loan costs differ, and no
bias against mortgage brokers in the case
of a tie when the shopping chart appears
as the last page of the GFE.

v Round 6 results suggest that the
consumer-validated GFE from Round 5
is performing well and that the additional
information provided in Settlement
Scripts are effective in helping consumers
compare important information between
the GFE and the HUD-1.

For detailed information on each individual round of testing, please refer to the official testing
reports located at http://www.kleimann.com/hud.htm.
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Introduction

On July 29, 2002, the U.S. Department of Housing and Urban Development (HUD) proposed a
new rule under the Real Estate Settlement Procedures Act (RESPA) to simplify and improve the
process of obtaining home mortgages. As part of the RESPA rule, HUD proposed a revision to
the existing GFE as well as the development of new forms, among which was the Guaranteed
Mortgage Package Agreement (GMPA). HUD intended for mortgage brokers and lenders to use
these revised and new forms to provide borrowers with accurate, dependable estimates of their
closing costs.

HUD’s main goals in revising these forms include the following:

v The forms should be used by borrowers v The forms should provide borrowers with
as a means of comparison shopping for a clear understanding of the different
their mortgages. settlement fees.

v The trade-off between the interest rate v The borrowers should be able to match
and up-front fees should be clearer and the numbers on their GFE or GMPA to the
more easily understood. HUD-1 (usually provided at settlement).

v The role of the loan originator, whether as
a lender or broker, should be clear.

uononpoiu|

HUD’s ultimate goal, therefore, was to help borrowers become better consumers by providing
them with more information on the costs they will encounter when buying a home.

Kleimann Communication Group, Inc. (KCG), through a subcontract with Aspen Systems and
HUD, led the redesign of HUD’s GFE and clarified the language of the redesigned form. The
Aspen/KCG team then tested the additions and revisions to the form in small- and large-scale,
nationwide studies. During the first three rounds of testing, KCG took the lead in small-scale
qualitative testing, while Aspen and KCG worked as a team on large-scale quantitative testing
(Rounds 4 and 5). Aspen and KCG both provided team members for test design, focus group
proctoring, and observing test sessions. Aspen led the development of databases to manage test
data as well as completing the data entry. KCG provided staff for the analysis of data collected
during testing, particularly with respect to qualitative data collected during Rounds 4 and 5. The
cycle of five rounds of testing ended in 2005 when HUD decided to reassess the direction of
RESPA reform. In late 2007, in conjunction with renewed RESPA reform efforts, HUD contracted
with KCG to conduct an additional qualitative round of testing (Round 6).

During the first three rounds of testing, work mainly focused on building and revising the forms
to produce a set of forms that would be involved in consumer testing. HUD and KCG performed
this work—driven by the need to simplify both the language and the layout of the GFE. Data from
consumer testing drove future revisions to the forms.

In 2003, the Federal Trade Commission (FTC) performed its own round of consumer testing
based on the GFE. The FTC’s objective was to study whether the YSP disclosure could unfairly
bias consumers against mortgage brokers. Thus, FTC extracted sections of the proposed and
new GFE, specifically the YSP disclosure, and tested only those sections that the FTC believed
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might create an unfair bias against mortgage brokers. FTC’s data did suggest that consumers
using the extract only would (a) become confused when the YSP was disclosed and (b) become
biased against brokers as a result of the disclosures made in the YSP. However, the FTC did

not test the whole GFE; it used only an extract, and as such, consumers had no context against
which to compare and contrast the YSP information. As a result, the FTC reported a significant
bias against brokers, based solely on the extract. Whether this bias applies to the GFE as a
whole would depend on testing results for the entire GFE rather than an extract.

Because of the FTC study, HUD directed an additional two rounds of consumer testing on the
GFE (Rounds 4 and 5). In late 2003, HUD directed KCG to mirror aspects of the FTC study
(such as studying the GFE, both with and without the YSP disclosure) in Round 4 of testing;
however, HUD wanted to keep the YSP in context by testing the entire GFE, rather than the
extracted YSP disclosures.

Staff used data collected in Round 4 testing to make improvements to the GFE. The revised GFE
was the basis for another round of consumer testing (Round 5), in which KCG collected data to

7
see how well the forms worked as a result of the consumer-driven changes to the GFE. -
3
In 2005, HUD decided to reassess the direction of RESPA reform, and work on the GFE ceased g
until 2007, when renewed RESPA reform efforts compelled HUD to undertake an additional round S

of testing on the GFE. This second phase of work on the GFE, which included two separate
testing sessions (diagnostic usability testing and a closing simulation), focused on

v validating the proposed GFE and the v testing new Settlement Scripts used to help
professionally developed GFE used in consumers compare closing costs between
Round 1 of testing, the GFE and the HUD-1.

v testing a new, short version of the
GFE, and

Contents of the Summary Report

This summary report provides a high-level overview of each round of HUD’s GFE testing and
includes information on the following for each round of testing:

v HUD’s Goals

v Methodology and Demographics

v Study Questions

v Summary of Findings

v Recommendations for Improving the Forms

v How the Forms Changed

For detailed information on each individual round of testing, please refer to the official testing
reports located at http://www.kleimann.com/hud.htm.
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Round 1 Testing

Introduction

The first round of HUD testing involved two forms. These forms included:

v the Good Faith Estimate form (GFE) and
v the Guaranteed Mortgage Package Agreement form (GMPA).

Prior to the start of testing, staff from KCG, through a subcontract with Aspen Systems, met with
key subject matter experts at HUD to discuss the two forms involved in Round 1 testing. At this
meeting, staff discussed HUD’s goals and key messages for the forms as well as the problems
and issues that HUD anticipated borrowers might have with the forms.

KCG then developed an initial draft of each form, and HUD officials reviewed the drafts, offering
feedback to revise the forms further. KCG then used usability experts and graphic designers to
develop the two forms that would meet the key criteria for good forms design. The key criteria
for good forms design ensure that people can

9
v follow the right pathways (Navigation), 3
v understand the information presented (Comprehension), and %
v use the form appropriately (Task Completion/Decision Support). g
a

Through an iterative process of review and redesign, KCG developed a draft of each form
for Round 1.

During initial form development, a difference of opinion surfaced over whether homebuyers
would prefer a form containing a summary of the settlement costs on page 1 or a form with the
total settlement costs after full disclosure of the mortgage details. Thus, KCG developed two
versions of the GFE to see which method of presentation participants would prefer. KCG tested
both versions in Round 1 of testing.’

Baseline forms used for Round 1 of testing appear in Appendix A.

" Round 1 participants preferred the GFE form with a summary on page 1. As such, KCG tested this version of the GFE in
Round 2 of testing. Comments from test participants also informed additional changes to the GFE that KCG tested
in Round 2.
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HUD’s Goals

Prior to testing, KCG identified HUD’s Round 1 testing goals. HUD’s goals included
the following:

v Facilitating shopping for mortgages v Showing yield spread premium (YSP) and
— Are consumers willing to shop? discounts to borrowers
— Are consumers able to choose the best — Are consumers able to explain the
loan offer? “adjusted origination charge”?

— Are consumers able to see what the
trade-offs are?

v Distinguishing items homebuyers can

shop for
— Are consumers able to identify items v Making tolerances to HUD-1 clear
for which they can shop? — Are consumers able to identify

v Making basic costs clear tolerances on the GFE and GMPA?

— Are consumers able to identify the v Conveying prepayment penalties and 10
interest rate, monthly payment, and balloon payments

settlement charges correctly? — Are consumers able to identify whether éu

their loan has a prepayment penalty? %

— Are consumers able to identify whether g

their loan has a balloon payment? é

Methodology

KCG developed a comprehensive testing methodology that addressed key issues and questions
about the forms. Interviews with participants lasted for 90 minutes with a 10-minute break, and
the interviews had two parts: one part unstructured, and one structured.

In the unstructured portion of the interview, KCG asked participants to think aloud as they
worked with each form for the first time. This unstructured and unprompted portion of the
interview allowed staff to capture users’ initial reactions, including

v areas of the forms that participants respond well to,

v areas of the forms that participants do not understand, and

v areas of the forms that participants question.

Testing staff captured this valuable information before questioning participants about different
elements of the forms, ensuring that the interviewer did not lead participants to discuss
information they would not have noticed on their own.
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In the structured portion of the interview, staff asked targeted questions to determine how well
participants understood certain areas of the forms and how HUD might improve the forms. KCG
based the questions used in the structured interview on the key research questions identified as
HUD goals.

Testing Conditions

For the first round of testing, KCG developed two versions of the GFE. One of the major issues
about which KCG wanted to collect data was whether participants found it easier to use a GFE
that had a summary page or a GFE that did not contain a summary page. As part of the study
design, half of the participants received the GFE with the summary page and half received a
version without the summary page.

In addition, testing staff varied the order in which participants received the forms. Staff reasoned
that whichever form participants saw second might seem clearer to them because they became
more familiar with the issues after looking at the first form. Half of the participants received the
GFE first and half received the GMPA first.

—_
—_

These two considerations resulted in four conditions for the participants (Table 1). The following
reflects the number of participants tested in each condition:

Bunsse] | punoy

v Condition 1: 12 participants
v Condition 2: 11 participants
v Condition 3: 11 participants
v Condition 4: 11 participants

Table 1. Conditions of Testing for Round 1

Version of the GFE

Presentation of Forms With Summary Page Without Summary Page
GFE first, GMPA second Condition 1 Condition 2
GMPA first, GFE second Condition 3 Condition 4

The task descriptions of what the participants saw and did during the testing appear below in
Tables 2 and 3. For the first round of testing, conditions 1 and 2 had the same schedule, and
conditions 3 and 4 had the same schedule.
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Table 2. Schedule of Testing for Conditions 1 and 2 in Round 1

Section TimeAllotted (minutes) | Task

Introduction 15 We introduce ourselves, briefly describe the purpose of the test
in general terms, and have the participant read and sign the
confidentiality statement and fill out the questionnaire.

Task 1 15 The participant practices the task of reading and thinking aloud.
The participant receives and reacts to a sample GMPA that
completed as an example.

Task 2 20 We ask the participant questions about the sample GFE. We
give the participant another GFE to make a comparison.
Break 10
Task 3 15 The participant receives and reacts to a sample GMPA
completed as an example.
Task 4 15 We ask the participant questions about the sample GMPA and
ask the participant to compare the GFE and the GMPA. 12
Total time 90 minutes D
2
Table 3. Schedule of Testing for Conditions 3 and 4 in Round 1 o
(7]
Section TimeAllotted (minutes) | Task a

Introduction 15 We introduce ourselves, briefly describe the purpose of the test
in general terms, and have the participant read and sign the
confidentiality statement and fill out the questionnaire.

Task 1 15 The participant practices the task of reading and thinking aloud.
The participant receives and reacts to a sample GMPA that
completed as an example.

Task 2 15 We ask the participant questions about the sample GMPA.
Break 10

Task 3 15 The participant receives and reacts to a sample GFE.

Task 4 20 We ask the participant questions about the sample GFE. We

give the participant another GFE to make a comparison. We
ask the participant to compare the GFEs and the GMPA.

Total time 90 minutes
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Demographic and Test Site Information

The GFE and GMPA are forms used by those applying for a mortgage to buy or refinance a
home. Therefore, the target population for this study included two main groups of potential
borrowers: (1) first-time and repeat homebuyers; and (2) persons who might refinance their
homes. KCG tested the forms on members of these two groups, defined as follows:

v First-time homebuyers—persons who — Have contacted a real estate agent.
have not bought or refinanced a home in — Have pre-qualified for a mortgage loan.
the previous two years and are actively
seeking to buy a home as indicated by at
least one of the following:

v Experienced homebuyers —persons who
have bought or refinanced a home in the

previous two years.
— Have gone to open houses.

After developing the forms in cooperation with HUD, KCG tested them at three geographically
diverse locations that represent varied settings and populations (Table 4). For the first round,

testing took place during a one-week period. 13

g

Table 4. Round 1 Test Dates and Locations é

Dates Cities Number of Participants Tested ;

| Baltimore, MD 15 i
‘ December Birmingham, AL 15
19-13,2002 | Chicago, IL 15
| Total 45

Recruiting the Participants

KCG recruited 45 participants across three sites and required each of the testing facilities to use
a screener in recruiting participants. KCG based the recruiting screener on the demographics
that HUD required for the sample.

Eligibility Requirements
HUD had several criteria for recruiting participants for the sample. First, one-third of the sample
needed to be new homebuyers. Second, HUD wanted to test the forms with groups that might
have more difficulty with the forms due to less experience or other reasons. This includes
the following:

v The elderly—defined as 65 years or older

v African Americans

v Hispanic Americans—defined by self-identification

v Single females

v Low education—defined as not having graduated from high school
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Recruitment by Site

At each location, KCG recruited 15 participants that met the requirements shown in Table 5.

Table 5. Recruiting Criteria for the Sample

Individual Potential Homebuyers

Criteria Number needed

Can read and write English All 15

Have not participated in a study with a particular facility in the | At least 10 of the 15

last six months

Consider themselves African American At least 3, but not more than 5 of the 15

Consider themselves Hispanic American At least 3, but not more than 5 of the 15

Are age 65 or older At least 3, but not more than 5 of the 15

Are single females At least 3 of the 15

Have not graduated from high school At least 3, but not more than 5 of the 15 4

Are first-time homebuyers who plan to buy a home within 5 of the 15 ?

six months %

Have purchased or refinanced a home in the past two years 10 of the 15 g
=
@

Demographics

Table 6 shows the results of the recruiting efforts at each site. Overall, KCG achieved

adequate representation from each of the groups. Testing staff would have preferred more
elderly participants included in the sample and more of those with lower educational levels;
however, a sizable number of these populations were in each group. The sample had very good
representation of different racial and ethnic groups, and many of the participants spoke and
wrote English as a second language. In addition to the Hispanic group, participants from Korea,
Pakistan, Turkey, and Germany (among others) were part of the sample.
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Table 6. Round 1 Demographic Characteristics of the Sample

Demographic Characteristic Number In Sample

Age?
21 years or less 0
22 to 34 years 15
35 to 44 years 6
45 to 54 years 9
55 to 64 years 6
65 years and over 7
Race and Ethnicity
Hispanic 6
Black or African American 12
Asian 0
Education—highest grade completed
Less than high school 3
High school graduate
Some college 18 15
College graduate 15
Graduate school 5 P
Household Income Per Year é
Less than $20,000 3 5
$20,000 to $39,999 11 g
$40,000 to $59,999 14 a
$60,000 to $79,999 6
$80,000 to $99,999 4
$100,000 and over 5
No response 2
Marital Status and Gender
Single male 8
Single female 14
Married male "
Married female 12

2 Some participants did not respond to all demographic questions.
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KCG planned to have two-thirds of the sample be experienced homebuyers who had bought
or refinanced a home in the previous two years. As shown in Table 7, testing staff achieved this
almost exactly. Of those who planned to buy in the next six months, most had gone to open
houses and had contacted a real estate agent.

Table 7. Home-buying Experience of the Sample

Home-buying Experience Number in Sample

Bought or refinanced in the past 2 years 29
Plan to buy in the next 6 months 16
Of those who plan to buy:
Have gone to open houses 12
Have contacted a real estate agent 10
Have pre-qualified for a mortgage loan 4

Study Questions 10
oy
o
The study questions KCG identified for Round 1 of testing included the following: é
v What do participants consider the most v How comfortable or uncomfortable are §
useful information on both the GFE and participants with the GFE and the GMPA? =
the GMPA? ¥ Do the forms provide the right information
v What do participants like the most about for participants?
the GFE and the GMPA? v Are the GFE and GMPA written at the
v What do participants like the least about “right level” for participants?
the GFE and the GMPA?

Summary of Findings

What do participants consider the most useful information on
both the GFE and the GMPA?

For both the GFE and the GMPA, staff asked participants what they considered the most useful
information on the form. This was an open-ended question and some participants did
not respond.

What do participants consider the most useful information on the GFE?

In Round 1, participants found the most useful types of information to be facts about the money
they would have to pay or options about the amount that they would have to pay. They were
able to use the form to identify key information that would help them in making decisions, such
as the costs they can expect and ways to manipulate those costs to their own benefit.
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Participants thought the most useful information on the GFE (Figure 1) was the summary table
giving the loan terms (page 1) and the breakdown of charges (page 2). During this round, the
trade-off table confused some participants and few mentioned it in their comments.

Figure 1. Participants’ Perception of the Most Useful Information on the GFE—Round 1
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What do participants consider the most useful information on the GMPA?

In testing the GMPA, participants again responded most to types of information that offered
facts about the money they would have to pay or options about the amount that they would
have to pay. Participants chose the summary table (page 1) and the trade-off table as the
information they thought was the most useful (Figure 2).

Figure 2. Participants’ Perception of the Most Useful Information on the GMPA—Round 1
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Round 1 Testing

What do participants like the most about the GFE and the GMPA?

Staff asked participants what they liked most about the forms, if anything. Participants were
free to respond in many ways, so the results cover a range of possible responses. Staff grouped
the responses in categories. However, many of the responses were unique to a given individual,
which staff did not include in reports based on this study.

What do participants like the most about the GFE?

The two top-ranking qualities dealt with clarity —of writing, of design, and of charges.
Some of these results were the same as described in the previous section about the most
useful information.

Participants reacted strongly to the form’s simple language, clear layout, and clear delineation
of charges. They consistently chose those qualities as what they liked most about the

GFE (Figure 3).
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Figure 3. What Participants Liked Most about the GFE—Round 1
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What do participants like the most about the GMPA?

Participants identified some of the same qualities or sections as they did on the GFE as ones
they liked on the GMPA, while adding some new ones. In responding to the GMPA, participants
continued to react positively to the writing, breakdown of charges, and layout of the form. Some
participants also commented on the summary table. Participants identified four qualities they
liked the most about the GMPA. All