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Executive Summary
Summary of Testing
From 2002–2007, Klemann Communcaton Group, Inc. (KCG) has conducted sx rounds of
qualtatve testng on varous consumer mortgage forms. The followng report summarzes each
round of testng. Round 1 of consumer testng took place from December 9–13, 2002, and
nvolved 45 partcpants n three geographcally dverse ctes: Baltmore, Maryland; Brmngham,
Alabama; and Chcago, Illnos. Testng n Round 1 nvolved collectng qualtatve data to help
nform the desgn of the Good Fath Estmate form (GFE) and the Guaranteed Mortgage Package
Agreement form (GMPA). Round 1 of testng nvolved 45 demographcally dverse partcpants.

Round 3 testng took place from July 7–11, 2003, and nvolved 60 demographcally dverse
partcpants n Los Angeles, Calforna; Wlmngton, Delaware; Mnneapols, Mnnesota;
and Tulsa, Oklahoma. In Round 3, KCG tested the GFE, the MPO, and the GFE and
MPO Crosswalks.
Round 4 of testng nvolved only the GFE and conssted of collectng quanttatve data. KCG
conducted ths round of testng n December 2003 and ncluded 600 demographcally dverse
participants in five cities: Atlanta, Georgia; Boston, Massachusetts; Denver, Colorado; Seattle,
Washngton; and Tulsa, Oklahoma. Round 4 testng mrrored a testng project conducted by
the Federal Trade Commsson (FTC) and focused on whether a bas exsted aganst mortgage
brokers as a result of full dsclosure of yeld spread premum (YSP) nformaton.
Conducted n February 2004, Round 5 of GFE testng closely mrrored Round 4. Agan, KCG
tested 600 diverse participants in the same five cities used for Round 4 testing. The major focus
of ths round of testng was to study more n depth whether the dsclosure of YSP nformaton
unfarly based consumers aganst mortgage brokers.
Round 6 testng took place n November 2007 and nvolved 60 demographcally dverse
partcpants n Test 1, and 20 partcpants n Test 2. KCG conducted Round 6, Test 1, testng n:
Atlanta, Georga; Boston, Massachusetts; and Denver, Colorado. Round 6, Test 2, testng took
place n Cncnnat, Oho and Phoenx, Arzona. In ths round, KCG tested two versons of the
GFE: the 2004 verson of the GFE (wth mnor revsons) as well as a two-page GFE developed
by HUD pror to Round 6 testng. Furthermore, n Round 6, KCG tested an extract of the HUD-1
Settlement form and Settlement Scrpts.
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KCG used data collected durng Round 1 to mprove the GFE and the Mortgage Package Offer
form (MPO, formerly referred to as the GMPA) for Round 2 of testng. In addton to the GFE and
MPO, KCG tested Crosswalk forms that would help consumers compare estmated and actual
costs at settlement between the HUD-1 settlement form (HUD-1) and the GFE and MPO. Round
2 testng took place n 2003 over two weeks (January 20–24 and January 30–February 4) n three
geographcally dverse ctes: Austn, Texas; San Dego, Calforna; and Portland, Oregon. Round
2 testng also nvolved 45 partcpants. Testng n Round 2 closely mrrored Round 1.
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Goals of Testing
HUD’s man goals n revsng and testng these forms nclude the followng:
▼ The

forms should be used by borrowers
as a means of comparson shoppng for
ther mortgages.

▼ The

▼ The

▼ The

trade-off between the nterest rate
and up-front fees should be clearer and
more easly understood.

forms should provde borrowers wth
a clear understandng of the dfferent
settlement fees.
borrowers should be able to match
the numbers on ther GFE or GMPA/MPO
to the HUD-1.

▼ The

role of the loan orgnator, whether as
a lender or broker, should be clear.

For Round 4 and Round 5 of testng, the major goal was to study whether the dsclosure of YSP
nformaton unfarly based consumers aganst mortgage brokers.


Methodology
Qualitative Testing
For Rounds 1, 2, 3, and 6 of consumer testng, KCG developed a comprehensve qualtatve
testng methodology that addressed key ssues and questons about the GFE, GMPA/MPO,
Crosswalk, HUD-1 forms as well as Settlement Scrpts (developed and used only n Round 6 of
testng). Intervews wth partcpants usually lasted for 60 to 90 mnutes wth a 10-mnute break,
and the ntervews had two parts: one part unstructured and one structured.
In the unstructured porton of the ntervews, KCG asked partcpants to thnk aloud as they
worked with each form for the first time. This unstructured and unprompted portion of the
ntervew allowed staff to capture users’ ntal reactons, ncludng
▼ areas

of the forms that partcpants respond well to,

▼ areas

of the forms that partcpants do not understand, and

▼ areas

of the forms that partcpants queston.

Testng staff captured ths valuable nformaton before questonng partcpants about dfferent
elements of the forms, ensurng that the ntervewer dd not lead partcpants to dscuss
nformaton they would not have notced on ther own.
In the structured porton of the ntervews, staff asked targeted questons to determne how well
partcpants understood certan areas of the forms and how HUD mght mprove the forms. KCG
based the questions used in the structured interview on the key research questions identified as
HUD goals.
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HUD’s ultmate goal, therefore, was to help borrowers become better consumers by provdng
them wth more nformaton on the costs they wll encounter when buyng a home.
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Quantitative Testing
Rounds 4 and 5 of testing involved collecting quantitative data with 1,200 consumers in five
geographcally dverse ctes across the Unted States. Both Aspen Systems and KCG provded
staff to fill key positions within the testing team, with Aspen developing the databases to manage
test data as well as provdng staff for data entry and reportng. At each testng ste, an Aspen
employee served as test moderator whle an employee from KCG observed the testng sessons.
At the end of each day of testng, partcpant answer sheets were sent to Aspen Systems for
data entry. After enterng responses nto the database, Aspen staff performed qualty checks of
the data and created unque codng systems for each comparson. After codng responses for
each comparson, the Aspen/KCG team compled the results by usng a MS Access© database.
Once nput, the Aspen/KCG team conducted qualty checks of the data and removed any
outlers before exportng the data collected from MS Access© nto SPSS.© The Aspen/KCG
team then calculated response frequences for each test queston and then revewed the results.
Aspen/KCG staff then created matrces to organze the data and determned (a) what the data
meant n terms of the other results and (2) how to revse the GFE.


The followng lst provdes a bref overvew of testng results from all sx rounds of testng:
▼ Rounds

1–3 were teratve development
testng projects that resulted n
drafts of the GFE and MPO, and a
recommendaton to take a dfferent
approach to the Crosswalk form.

▼ Round

4 nvolved collectng quanttatve
data wth respect to the GFE to determne
f there was bas aganst mortgage
brokers. The results of the “te” test, a
brokered loan wth the same cost as a
loan from a lender, were consstent wth
bas aganst mortgage brokers.

▼ Round

5 nvolved collectng quanttatve
data wth respect to the GFE to determne
f there was bas aganst mortgage
brokers. In ths round, KCG studed:
― two types of YSP dsclosures
(a 2-opton YSP vs. a 3-opton
YSP dsclosure),

― the addton of arrows to call attenton
to mportant summary-lne cost
nformaton; and
― the addton of a mortgage shoppng
chart to assst consumers n the
comparson of varous loan offers.
▼ Results

from Round 5 of testng found
no evdence of a bas aganst mortgage
brokers when loan costs dffer, and no
bas aganst mortgage brokers n the case
of a te when the shoppng chart appears
as the last page of the GFE.

▼ Round

6 results suggest that the
consumer-valdated GFE from Round 5
s performng well and that the addtonal
nformaton provded n Settlement
Scrpts are effectve n helpng consumers
compare mportant nformaton between
the GFE and the HUD-1.

― changes n characterzng the nterest
from hgher and lower to restatng
the nterest rate;
For detailed information on each individual round of testing, please refer to the official testing
reports located at http://www.klemann.com/hud.htm.
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Results in Brief
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Introduction

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:
▼ The

▼ The

▼ The

▼ The

forms should be used by borrowers
as a means of comparson shoppng for
ther mortgages.
trade-off between the nterest rate
and up-front fees should be clearer and
more easly understood.

forms should provde borrowers wth
a clear understandng of the dfferent
settlement fees.
borrowers should be able to match
the numbers on ther GFE or GMPA to the
HUD-1 (usually provded at settlement).

role of the loan orgnator, whether as
a lender or broker, should be clear.

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 Commsson (FTC) performed ts own round of consumer testng
based on the GFE. The FTC’s objectve was to study whether the YSP dsclosure could unfarly
bas consumers aganst mortgage brokers. Thus, FTC extracted sectons of the proposed and
new GFE, specifically the YSP disclosure, and tested only those sections that the FTC believed
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▼ The

Introduction
mght create an unfar bas aganst mortgage brokers. FTC’s data dd suggest that consumers
usng the extract only would (a) become confused when the YSP was dsclosed and (b) become
based aganst brokers as a result of the dsclosures made n the YSP. However, the FTC dd
not test the whole GFE; t used only an extract, and as such, consumers had no context aganst
which to compare and contrast the YSP information. As a result, the FTC reported a significant
bas aganst brokers, based solely on the extract. Whether ths bas apples to the GFE as a
whole would depend on testng results for the entre 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.

In 2005, HUD decided to reassess the direction of RESPA reform, and work on the GFE ceased
until 2007, when renewed RESPA reform efforts compelled HUD to undertake an additional round
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
▼ valdatng

the proposed GFE and the
professonally developed GFE used n
Round 1 of testng,

▼ testng

new Settlement Scrpts used to help
consumers compare closng costs between
the GFE and the HUD-1.

▼ testng

a new, short verson 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:
▼ HUD’s

Goals

▼ Methodology
▼ Study

and Demographics

Questions

▼ Summary

of Findings

▼ Recommendations
▼ How

for Improving the Forms

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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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
see how well the forms worked as a result of the consumer-driven changes to the GFE.

Round 1 Testing

Round 1 Testing
Introduction
The first round of HUD testing involved two forms. These forms included:
▼ the

Good Faith Estimate form (GFE) and

▼ the

Guaranteed Mortgage Package Agreement form (GMPA).

Pror to the start of testng, staff from KCG, through a subcontract wth Aspen Systems, met wth
key subject matter experts at HUD to dscuss the two forms nvolved n Round 1 testng. At ths
meetng, staff dscussed HUD’s goals and key messages for the forms as well as the problems
and ssues that HUD antcpated borrowers mght have wth the forms.
KCG then developed an initial draft of each form, and HUD officials reviewed the drafts, offering
feedback to revse the forms further. KCG then used usablty experts and graphc desgners to
develop the two forms that would meet the key crtera for good forms desgn. The key crtera
for good forms desgn ensure that people can
the right pathways (Navigation),

▼ understand
▼ use

the information presented (Comprehension), and

the form appropriately (Task Completion/Decision Support).

Through an teratve process of revew and redesgn, KCG developed a draft of each form
for Round 1.
Durng ntal form development, a dfference of opnon surfaced over whether homebuyers
would prefer a form contanng a summary of the settlement costs on page 1 or a form wth the
total settlement costs after full dsclosure of the mortgage detals. Thus, KCG developed two
versons of the GFE to see whch method of presentaton partcpants would prefer. KCG tested
both versons n Round 1 of testng.1
Baselne forms used for Round 1 of testng appear n Appendx A.

____________
1

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.

Round 1 Testng

▼ follow

9

Round 1 Testing
HUD’s Goals
Prior to testing, KCG identified HUD’s Round 1 testing goals. HUD’s goals included
the followng:
▼ Facltatng

shoppng for mortgages

― Are consumers wllng to shop?

yeld spread premum (YSP) and
dscounts to borrowers

― Are consumers able to choose the best
loan offer?

― Are consumers able to explan the
“adjusted orgnaton charge”?

▼ Dstngushng

tems homebuyers can

shop for
― Are consumers able to dentfy tems
for whch they can shop?
▼ Makng

basc costs clear

― Are consumers able to see what the
trade-offs are?
▼ Makng

tolerances to HUD-1 clear

― Are consumers able to dentfy
tolerances on the GFE and GMPA?
▼ Conveyng

prepayment penaltes and
balloon payments
― Are consumers able to dentfy whether
ther loan has a prepayment penalty?
― Are consumers able to dentfy whether
ther loan has a balloon payment?

Methodology
KCG developed a comprehensve testng methodology that addressed key ssues and questons
about the forms. Intervews wth partcpants lasted for 90 mnutes wth a 10-mnute break, and
the ntervews had two parts: one part unstructured, and one structured.
In the unstructured porton of the ntervew, KCG asked partcpants to thnk aloud as they
worked with each form for the first time. This unstructured and unprompted portion of the
ntervew allowed staff to capture users’ ntal reactons, ncludng
▼ areas

of the forms that participants respond well to,

▼ areas

of the forms that participants do not understand, and

▼ areas

of the forms that participants question.

Testng staff captured ths valuable nformaton before questonng partcpants about dfferent
elements of the forms, ensurng that the ntervewer dd not lead partcpants to dscuss
nformaton they would not have notced on ther own.
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― Are consumers able to dentfy the
nterest rate, monthly payment, and
settlement charges correctly?

▼ Showng

Round 1 Testing
In the structured porton of the ntervew, staff asked targeted questons to determne how well
partcpants understood certan areas of the forms and how HUD mght mprove 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 whch KCG wanted to collect data was whether partcpants found t easer to use a GFE
that had a summary page or a GFE that dd not contan a summary page. As part of the study
desgn, half of the partcpants receved the GFE wth the summary page and half receved a
verson wthout the summary page.
In addton, testng staff vared the order n whch partcpants receved the forms. Staff reasoned
that whchever form partcpants saw second mght 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.

▼ Condition

1: 12 participants

▼ Condition

2: 11 participants

▼ Condition

3: 11 participants

▼ 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 descrptons of what the partcpants saw and dd durng the testng appear below n
Tables 2 and 3. For the first round of testing, conditions 1 and 2 had the same schedule, and
condtons 3 and 4 had the same schedule.

Round 1 Testng

These two consderatons resulted n four condtons for the partcpants (Table 1). The followng
reflects the number of participants tested in each condition:
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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.

Table 3. Schedule of Testing for Conditions 3 and 4 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

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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Total time 90 minutes

Round 1 Testing
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 populaton for ths study ncluded two man groups of potental
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:
▼ Frst-tme

homebuyers—persons who
have not bought or refinanced a home in
the prevous two years and are actvely
seekng to buy a home as ndcated by at
least one of the followng:
― Have gone to open houses.

― Have contacted a real estate agent.
― Have pre-qualified for a mortgage loan.
▼ Experenced

homebuyers—persons who
have bought or refinanced a home in the
prevous two years.

After developng the forms n cooperaton wth HUD, KCG tested them at three geographcally
diverse locations that represent varied settings and populations (Table 4). For the first round,
testng took place durng a one-week perod.

Dates

Cities

December
9–13, 2002

Number of Participants Tested

Baltimore, MD

15

Birmingham, AL

15

Chicago, IL

15
Total

45

Recruiting the Participants
KCG recruted 45 partcpants across three stes and requred each of the testng facltes to use
a screener n recrutng partcpants. KCG based the recrutng screener on the demographcs
that HUD requred for the sample.

Eligibility Requirements
HUD had several crtera for recrutng partcpants for the sample. Frst, one-thrd of the sample
needed to be new homebuyers. Second, HUD wanted to test the forms wth groups that mght
have more difficulty with the forms due to less experience or other reasons. This includes
the followng:
▼ The

elderly—defined as 65 years or older

▼ African Americans
▼ Hispanic Americans—defined
▼ Single
▼ Low

by self-identification

females

education—defined as not having graduated from high school

Round 1 Testng

Table 4. Round 1 Test Dates and Locations
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Recruitment by Site
At each locaton, KCG recruted 15 partcpants that met the requrements shown n Table 5.
Table 5. Recruiting Criteria for the Sample
Individual Potential Homebuyers
Number needed

Can read and write English

All 15

Have not participated in a study with a particular facility in the
last six months

At least 10 of the 15

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

Are first-time homebuyers who plan to buy a home within
six months

5 of the 15

Have purchased or refinanced a home in the past two years

10 of the 15

Demographics
Table 6 shows the results of the recrutng efforts at each ste. Overall, KCG acheved
adequate representaton from each of the groups. Testng staff would have preferred more
elderly partcpants ncluded n the sample and more of those wth lower educatonal levels;
however, a szable number of these populatons were n each group. The sample had very good
representaton of dfferent racal and ethnc groups, and many of the partcpants spoke and
wrote Englsh as a second language. In addton to the Hspanc group, partcpants from Korea,
Pakstan, Turkey, and Germany (among others) were part of the sample.
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Criteria

Round 1 Testing
Table 6. Round 1 Demographic Characteristics of the Sample
Demographic Characteristic

Number In Sample

2

0
15
6
9
6
7

Race and Ethnicity
Hispanic
Black or African American
Asian

6
12
0

Education—highest grade completed
Less than high school
High school graduate
Some college
College graduate
Graduate school

3
4
18
15
5

Household Income Per Year
Less than $20,000
$20,000 to $39,999
$40,000 to $59,999
$60,000 to $79,999
$80,000 to $99,999
$100,000 and over
No response

3
11
14
6
4
5
2

Marital Status and Gender
Single male
Single female
Married male
Married female

8
14
11
12

____________
2

Some participants did not respond to all demographic questions.
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Age
21 years or less
22 to 34 years
35 to 44 years
45 to 54 years
55 to 64 years
65 years and over

Round 1 Testing
KCG planned to have two-thrds of the sample be experenced 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 n the next sx 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
Have contacted a real estate agent
Have pre-qualified for a mortgage loan

12
10
4

Study Questions
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▼ What

do partcpants consder the most
useful nformaton on both the GFE and
the GMPA?

▼ What

do partcpants lke the most about
the GFE and the GMPA?

▼ What

do partcpants lke the least about
the GFE and the GMPA?

▼ How

comfortable or uncomfortable are
partcpants wth the GFE and the GMPA?

▼ Do

the forms provde the rght nformaton
for partcpants?

▼ Are

the GFE and GMPA wrtten at the
“rght level” for partcpants?

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 partcpants what they consdered the most useful
nformaton on the form. Ths was an open-ended queston and some partcpants dd
not respond.

What do participants consider the most useful information on the GFE?
In Round 1, partcpants found the most useful types of nformaton to be facts about the money
they would have to pay or optons about the amount that they would have to pay. They were
able to use the form to dentfy key nformaton that would help them n makng decsons, such
as the costs they can expect and ways to manipulate those costs to their own benefit.

Round 1 Testng

The study questions KCG identified for Round 1 of testing included the following:

Round 1 Testing
Partcpants thought the most useful nformaton on the GFE (Fgure 1) was the summary table
gvng the loan terms (page 1) and the breakdown of charges (page 2). Durng ths round, the
trade-off table confused some partcpants and few mentoned t n ther comments.
Figure 1. Participants’ Perception of the Most Useful Information on the GFE—Round 1
100%
90%
80%
70%
60%
50%
40%
30%
20%

17

10%
Summary Table (page 1)

Breakdown of Charges
(page 2)

Trade-off Table

What do participants consider the most useful information on the GMPA?
In testng the GMPA, partcpants agan responded most to types of nformaton that offered
facts about the money they would have to pay or optons about the amount that they would
have to pay. Partcpants chose the summary table (page 1) and the trade-off table as the
nformaton they thought was the most useful (Fgure 2).
Figure 2. Participants’ Perception of the Most Useful Information on the GMPA—Round 1
100%
90%
80%
70%
60%
50%
40%
30%
20%
10%
0%

Summary Table (page 1)

Trade-off Table

Round 1 Testng

0%

Round 1 Testing
What do participants like the most about the GFE and the GMPA?
Staff asked partcpants what they lked most about the forms, f anythng. Partcpants were
free to respond n many ways, so the results cover a range of possble responses. Staff grouped
the responses n categores. However, many of the responses were unque to a gven ndvdual,
whch staff dd not nclude n reports based on ths study.

What do participants like the most about the GFE?
The two top-rankng qualtes dealt wth clarty—of wrtng, of desgn, and of charges.
Some of these results were the same as descrbed n the prevous secton about the most
useful nformaton.
Partcpants reacted strongly to the form’s smple language, clear layout, and clear delneaton
of charges. They consstently chose those qualtes as what they lked most about the
GFE (Fgure 3).
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Figure 3. What Participants Liked Most about the GFE—Round 1

Round 1 Testng
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Summary Table
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Information
Included

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 lked on the GMPA, whle addng some new ones. In respondng to the GMPA, partcpants
contnued to react postvely to the wrtng, breakdown of charges, and layout of the form. Some
participants also commented on the summary table. Participants identified four qualities they
lked the most about the GMPA. All of these qualtes (Fgure 4) have to do wth clarty of wrtng,
layout, or charges. The summary table provdes the fundamental nformaton for the potental
homebuyer and seems to have been the easest part of the GMPA for partcpants to use.

Round 1 Testing
Figure 4. What Participants Liked Most about the GMPA—Round 1
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Staff also asked partcpants what they lked least about the GFE and the GMPA.

What do participants like the least about the GFE?
In Round 1 of testng, the elements that partcpants dslked most were the unexplaned terms,
mssng nformaton, generally confusng content, and the checkbox graphcs (Fgure 5).
Figure 5. What Participants Like the Least about the GFE—Round 1
20%
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0%

Unexplained
Terms

Missing
Information

Generally
Confusing

Checkbox
Graphics
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What do participants like the least about the GFE and
the GMPA?

Round 1 Testing
Aside from the checkbox graphics, participants in the first round of testing focused on confusing
content issues. They were confused by terms and by not being able to find information
they wanted.

What do participants like the least about the GMPA?
In Round 1, as shown in Figure 6, participants identified these elements of the form as what they
disliked the most: the acceptance section, lack of sufficient explanation, lack of explanation of
what s ncluded n the mortgage package, and font sze.
Figure 6. What Participants Dislike Most about the GMPA
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How comfortable or uncomfortable are participants with the
GFE and the GMPA?
Staff asked partcpants how comfortable or uncomfortable they were wth the form after they
had completed many of the other questons. Staff attempted to get partcpants to choose one
characterzaton or the other, but f they remaned undecded, staff recorded that response
as neutral.

How comfortable or uncomfortable are participants with the GFE?
Many partcpants were not wllng to make a choce on ther comfort level wth the GFE. Fgure 7
provdes more nformaton on partcpants’ comfort levels wth the GFE.

Round 1 Testing
Figure 7. Participants’ Comfort Level with the GFE
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During the first round of testing, many participants unfavorably compared the GMPA to the GFE.
Fgure 8 provdes more nformaton on partcpants’ comfort levels wth the GMPA.
Figure 8. Participants’ Comfort Level with the GMPA
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Do the forms provide the right information for participants?
Staff asked a general queston about whether partcpants felt that the form provded the “rght
nformaton” for them. The percentage of partcpants who thought the GFE provded the rght
nformaton for them was hgh n Round 1 of testng—70 percent (Fgure 9). For the GMPA, close
to 62 percent felt the form provded the rght nformaton.
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How comfortable or uncomfortable are participants with the GMPA?

Round 1 Testing
Figure 9. Percent of Participants Who Feel the GFE Has the Right Information
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Staff asked partcpants whether they thought each form’s wrtng was at the rght level for them.
If partcpants responded that a form was not at the rght level, staff noted whether they thought
it was too basic or too difficult. None of the participants felt the forms were too basic, which is
not surprsng gven the complexty of the subject matter.

Recap of HUD’s Goals
After the first round of testing, KCG assessed HUD’s testing goals to see if the first round of
testng met HUD’s needs. HUD’s goals ncluded the followng:

✔

Facilitating shopping for mortgages
― Almost all homebuyers sad they would shop.
― 93 percent would get more than one GFE.
― 86 percent were able to find the lowest estimate among two GFEs and one GMPA.

✘

Distinguishing items homebuyers can shop for
― Only 62 percent of partcpants were able to dentfy the dfference between tems 3
and 5 on the GFE (consumers can shop for those n tem 5).

✔

Making basic costs clear
― 93 percent were able to dentfy the correct nterest rate.
― 95 percent were able to dentfy the monthly payment.

Round 1 Testng

Are the GFE and GMPA written at the “right level”
for participants?

Round 1 Testing
― 91 percent were able to dentfy the estmate of the total settlement charges n
the GFE.
― 90 percent were able to dentfy the estmate of the total settlement charges n
the GMPA.

✘

Showing yield spread premium (YSP) and discounts to borrowers
― 12 partcpants understood fully or had very mnor questons.
― 6 partcpants skpped or dd not comment on the table.
― 27 partcpants dd not understand the table at all or had major problems. Of the 27
who dd not understand,
▼ 13

understood the figures and the calculation but not why they were getting a credit

▼8

had partcular problems wth the term “orgnaton charge” or “adjusted
orgnaton charge”

▼3

did not understand how their interest rate related to the figure

▼4

had other problems

▼ 22

were not sure or ddn’t know

▼ 15

answered “processng of the loan” (e.g., “The charge s for how much to pay
the lender.”)

▼9

had some understandng of “adjusted orgnaton charge” (e.g., “Ths s the
dfference between the orgnaton charge and the part that I don’t understand. A
charge mnus a confusng charge equals a confusng charge.”)

▼4

had ncorrect or rrelevant responses (e.g., “Ths s the penalty fee f I don’t lock n
wthn 30 days.”)

✘

Making tolerances to HUD-1 clear
― For most charges on the GFE and the GMPA, less than half of the partcpants could
dentfy the correct tolerance level.
― For the GFE, the only charge identified by more than 70 percent of the participants
was thrd party servces the lender selects.
― For the GMPA, the only charge identified by more than 70 percent of the participants
was the guaranteed mortgage package.

✔

Conveying prepayment penalties and balloon payments
― 91 percent of participants correctly identified whether the loan had
a pre-payment penalty.
― 93 percent of participants correctly identified whether the loan had
a balloon payment.

Round 1 Testng

― Staff asked partcpants what “adjusted orgnaton charge” meant to them
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Recommendations for Improving the Forms
After Round 1 of testng, KCG recommended the followng mprovements for the second round
of testng:

Recommendations for GFE Revision
About Your GFE
▼ Leave
▼ Give

as is, excluding terminology issues.

contact information for loan originator.

Summary of Your Loan Terms
▼ Keep

the summary of the total estimated settlement charges on page 1.

▼ Switch
▼ Make

more of a visual separation between the “fixed” and “adjustable” columns.

date when GFE issued.

Understanding Your Estimated Settlement Charges
▼ Add

further explanation of the adjusted origination charge.

▼ Change
▼ Add

the way the tolerances are presented.

further explanation of some of the different settlement charges.

▼ Eliminate
▼ Create

the checkboxes and use a different graphic element in “other charges” section.

a better visual distinction between subtotals and totals on this page.

Understanding the Trade-off
▼ Improve
▼ Keep

text explanation; tie it to the table more effectively.

same information in table but rearrange to improve clarity.

▼ Leave

spaces for all items that will change.

Understanding the Subtotals
▼ Integrate
▼ Change

information with page 2, so that it is clear how these numbers fit into the totals.

the checkboxes to bullets.
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▼ Give

the order of the tables—loan amounts followed by settlement charges.

Round 1 Testing
Recommendations for GMPA Revision
About Your GMPA
▼ Improve

format of text to make it more accessible.

▼ Eliminate
▼ Explain
▼ Give

references to other pages as much as possible.

what is guaranteed more clearly.

contact information for the loan originator.

Summary of Your Loan Terms
▼ Switch
▼ Make
▼ Give

the order of the tables—loan amounts followed by settlement charges.

more of a visual separation between the “fixed” and “adjustable” columns.

date when GMPA issued.

Understanding Your Estimated Settlement Charges
what is included in the GMPA.

▼ Change

the way the tolerances are presented.

▼ Add

further explanation of the different settlement charges.

▼ Create

a better visual distinction between subtotals and totals on this page.

Understanding the Trade-off
▼ Improve
▼ Keep

text explanation; tie it to the table more effectively.

same information in table, but rearrange to improve clarity.

▼ Leave

spaces for all items that will change.

Services Included in the Package
▼ Change

title to receive “reports,” not “services.”

Accepting this GMPA
▼ Rewrite
▼ Make

content completely.

issue of the fee clearer.

▼ Change

appearance to be less dense, more inviting.
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▼ Explain

Round 1 Testing
How the Forms Changed
GFE
The original design of the GFE was a three-page form with five major sections. For the first
round of testng, staff developed two versons of the GFE. One verson had a summary of the
settlement charges on the first page, and the other did not.
Durng Round 1 of testng, KCG found that partcpants preferred the verson of the GFE wth the
summary on the first page and were able to use it more successfully in understanding their loan
options. All subsequent versions of the GFE had a summary on the first page. Some of the other
major problems that participants had during the first round of testing as well as the changes
KCG made for Round 2 appear n the table below:
Change Made to the GFE

Many terms were not understood; in particular,
participants did not understand “loan originator” or
“adjusted origination charge.”

We eliminated the term “loan originator” from the
form. We defined as many other terms as possible
in context.

Page 1 references to page 2 annoyed participants;
they did not want to immediately flip to the
next page.

We switched the order of the tables on the first
page in order for participants to encounter the
references when they are about to turn to the next
page anyway.

Some participants began reading the adjustable
rate information even though the example was for
a fixed rate loan.

We made a better visual separation between the
columns for fixed rate and adjustable rate loans.

Participants were not clear how much time they
had to consider the offer.

We put a date in the first paragraph.

Participants were not able to pick out the
information about the tolerances.

We created a separate section for the
tolerance information.

Many of the settlement charges were not clear
to the participants because no explanations
were included.

We created a brief explanation of each of the
settlement charges.

Bullets and checkboxes were not clear in the form;
sometimes participants thought they should check
something when they shouldn’t, and vice versa.

We only used checkboxes when something should
be checked.

Sometimes participants were not clear what
charges were added to the total on the
second page.

We added letters (A and B) that were then shown
next to the total (as A+B) to guide the participants.

Participants liked the trade-off table but did not
fully understand it.

We placed the table before the text. We rewrote
the headings on the columns to make them more
oriented to the homebuyer’s issues. We rewrote
the text to improve clarity.

The section of the third page that gave a further
breakdown of some of the charges on the second
page confused many participants. This caused
some to make errors on the best choice of a loan.

We rewrote this section and made clearer
references to page 2.

A sample of forms tested n Round 2 appear n Appendx B.
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Problem

Round 1 Testing
GMPA (MPO)3
For the first round of testing, KCG developed only one version of the GMPA, which had a
summary on the first page. Staff used the results from the GFE testing to conclude
that partcpants seemed to prefer the summary page and contnued wth that format n the
second round.
Some of the problems that partcpants had wth the GMPA are the same as they had wth the
GFE, and some were dfferent. The ones that were dfferent appear n the table below:
Change Made to the GMPA

Participants reacted poorly to the name of the
Guaranteed Mortgage Package Agreement
(GMPA). They did not understand what was
guaranteed. The name seemed to make them
suspicious rather than reassure them.

We changed the name of the form to the Mortgage
Package Offer, or MPO.

On the second page of the GMPA, participants did
not understand what was included in the mortgage
package. Many said that they preferred the GFE
because it gave more details. The GMPA received
much lower ratings than the GFE because people
were suspicious about it.

We included a description of the services that
would be included in the mortgage package. This
description was made to be as parallel to the GFE
as possible so that homebuyers could compare
the two documents.

Participants did not understand the last section
of the form that described what to do when
accepting the package. The wording of this section
frightened them, and some participants who had
liked the GMPA turned against it due to this last
section. Many participants wanted to know if the
fee applied to their settlement costs or not.

We completely rewrote the acceptance section.
We tried to make the language more inviting and
put in more explanatory headings. We clarified
that the fee would be applied towards their
settlement costs.

____________
3

After Round 1, the name of the Guaranteed Mortgage Package Agreement (GMPA) changed to the Mortgage Package
Offer (MPO).
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Problem

Date added

Added visual
separation
between
columns

Summary table
moved to bottom of
page 1

1

Added letters next to
totals to guide users

Created new
section for
tolerances

Reorganized
trade-off table
and related
information

Revised section to
make clearer
references to page
2

Changed name of form from Guaranteed Mortage
Package Agreement (GMPA)
to Mortgage Package Offer (MPO)

Included service
descriptions

Rewrote
acceptance
section

Round 1 Testing
Questions for Round 2 Testing
The study questions for Round 2 of testing mirrored those of Round 1 and included the following:
▼ What

do partcpants consder the most
useful nformaton on both the GFE and
the MPO?

▼ What

do partcpants lke the most about
the GFE and the MPO?

▼ What

do partcpants lke the least about
the GFE and the MPO?

▼ How

comfortable or uncomfortable are
partcpants wth the GFE and the MPO?

▼ Do

the forms provde the rght nformaton
for partcpants?

▼ Are

the GFE and MPO wrtten at the “rght
level” for partcpants?
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Round 2 Testing
Introduction
The second round of testing mirrored many of the aspects of the first round, again focusing on
the GFE and the MPO (formerly known as the Guaranteed Mortgage Package Agreement form,
or GMPA). Ths second round of testng also served to valdate changes made to the forms
based on data from the first round of testing. Additionally, KCG, through a subcontract to Aspen
Systems, tested two Crosswalks (one between the GFE and the HUD-1 and the other between
the MPO and the HUD-1), whch would serve as ads to consumers n comparng nformaton
between estmated and actual settlement costs.

HUD’s Goals
HUD’s goals for Round 2 of testing were similar to the first round’s goals:
▼ Facltatng

shoppng for mortgages

― Are consumers able to choose the best
loan offer?

― Are consumers able to explan the
“adjusted orgnaton charge”?

tems homebuyers can

shop for
― Are consumers able to dentfy tems
for whch they can shop?
▼ Makng

basc costs clear

― Are consumers able to dentfy the
nterest rate, monthly payment, and
settlement charges correctly?

― Are consumers able to see what the
trade-offs are?
▼ Makng

tolerances to HUD-1 clear

― Are consumers able to dentfy
tolerances on the GFE and MPO?
▼ Conveyng

prepayment penaltes and
balloon payments
― Are consumers able to dentfy whether
ther loan has a prepayment penalty?
― Are consumers able to dentfy whether
ther loan has a balloon payment?

In addition to the above goals, which KCG carried over from the first round of testing, HUD
added the followng:
▼ Provdng

a Crosswalk for the estmates from the GFE and MPO to the HUD-1

― Are consumers able to fill in the information from the GFE on the Crosswalk correctly?
― Are consumers able to find a discrepancy in the cost if the forms are filled in correctly?
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― Are consumers wllng to shop?

yeld spread premum (YSP) and
dscounts to borrowers

▼ Dstngushng

▼ Showng

Round 2 Testing
Methodology
For Round 2, KCG mrrored the comprehensve testng methodology developed for Round 1,
whch addressed key ssues and questons about the forms. Intervews wth partcpants lasted
for 90 mnutes wth a 10-mnute break, and the ntervews had two parts: one part unstructured,
and one structured.
As n Round 1, n the unstructured porton of the ntervew, KCG asked partcpants to thnk
aloud as they worked with each form for the first time. This unstructured and unprompted
porton of the ntervew allowed staff to capture users’ ntal reactons, ncludng
▼ areas

of the forms that partcpants respond well to,

▼ areas

partcpants do not understand, and

▼ areas

partcpants queston.

In the structured porton of the ntervew, staff asked targeted questons to determne how well
partcpants understood certan areas of the forms and how HUD mght mprove the forms. KCG
based the questons used n the structured ntervew on the key research questons that KCG
identified as HUD goals.

Testing Conditions
For the second round of testng, KCG was concerned wth dfferent ssues than those n Round
1. KCG developed a Crosswalk from the GFE to the HUD-1 and tested t wth partcpants.
Staff had only one verson of the GFE and the MPO to test; however, staff stll wanted to vary
the order of presentaton of the GFE and the MPO. The testng team decded to have two
thrds of the partcpants work wth copes of the GFE and MPO. Of these 30 partcpants, half
received the GFE first followed by the MPO, and half had the reverse order. The other third of the
partcpants receved copes of the GFE but worked prmarly wth the Crosswalk to the HUD-1.
Ths resulted n the three condtons shown n Table 8.
Table 8. Conditions of Testing for Round 2
Presentation of Forms

Condition

GFE first, MPO second

Condition 1

MPO first, GFE second

Condition 2

GFE first, followed by the Crosswalk to the HUD-1

Condition 3
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Staff captured ths valuable nformaton before questonng partcpants about dfferent elements
of the forms, ensurng that the ntervewer dd not lead partcpants to dscuss nformaton they
would not have notced on ther own.

Round 2 Testing
The task descrptons and tme breaks for partcpants n each of the condtons appear n Tables
9, 10, and 11.
Table 9. Schedule of Testing for Condition 1 in Round 2
Section

Time Allotted (minutes)

Task

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 and then receives and reacts to a sample GFE
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 MPO
completed as an example.

Task 4

15

We ask the participant questions about the sample MPO
and ask the participant to compare the GFE and the MPO.

Total time 90 minutes

Table 10. Schedule of Testing for Condition 2 in Round 2
Section

Time Allotted (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 MPO
completed as an example.

Task 2

15

We ask the participant questions about the sample MPO.

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 MPO.

Total time 90 minutes
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Introduction

Round 2 Testing
Table 11. Schedule of Testing for Condition 3 in Round 2
Section

Time Allotted (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 GFE
completed as an example.

Task 2

15

We give the participant the Crosswalk to the HUD-1
and an example HUD-1 settlement statement that matches
the GFE. The participant looks at these while thinking aloud.

Break

10

Task 3

20

20

We ask the participant questions about how the GFE
compares with the HUD-1.

Total time 90 minutes

Demographic and Test Site Information
The GFE, MPO, and Crosswalks are forms used by those applyng for a mortgage to buy or
refinance a home. Therefore, the target population for Round 2 of this study included two
main groups of potential borrowers: (1) first-time and repeat homebuyers; and (2) persons who
might refinance their homes. Staff tested the forms on members of these two groups, defined
as follows:
▼ Frst-tme

homebuyers—persons who
have not bought or refinanced a home in
the prevous two years and are actvely
seekng to buy a home as ndcated by at
least one of the followng:
― Have gone to open houses.
― Have contacted a real estate agent.
― Have pre-qualified for a mortgage loan.

▼ Experenced

homebuyers—persons who
have bought or refinanced a home in the
prevous two years.
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Task 4

The participant attempts to fill in the Crosswalk from the
GFE. After 10 minutes, we give the participant a correctly
completed Crosswalk and ask him/her to fill in the
information from the HUD-1 while thinking aloud.

Round 2 Testing
After revsng the forms n cooperaton wth HUD, KCG tested them at three geographcally
dverse locatons that represent vared settngs and populatons (Table 12).
Table 12. Round 2 Test Dates and Locations
Dates

Cities

Number of Participants Tested

January
20–24, 2003

Austin, TX

15

San Diego, CA

15

January 30–
February 4, 2003

Portland, OR

15
Total

45

Recruiting the Participants
KCG recruted 45 partcpants across three stes. Staff requred each of the facltes to use a
recrutment screener n recrutng partcpants. KCG based the screener on the demographcs
that were requred for the sample.

HUD had several crtera for recrutng partcpants for the sample. Frst, one-thrd of the sample
needed to be new homebuyers. Second, HUD wanted to test the forms wth groups that
might have more difficulty with the forms due to less experience or other reasons. This includes
the followng:
▼ The

elderly—defined as 65 years or older

▼ Afrcan

Amercans

▼ Hispanic
▼ Sngle
▼ Low

Americans—defined by self-identification

females

education—defined as not having graduated from high school

Recruitment by Site
In each locaton, staff recruted 15 partcpants that met the requrements shown n Table 13.

Round 2 Testng

Eligibility Requirements
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Table 13. Recruiting Criteria for the Sample
Individual Potential Homebuyers
Number needed

Can read and write English

All 15

Have not participated in a study with a particular
facility in the last six months

At least 10 of the 15

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

Are first-time homebuyers who plan to buy a home
within six months

5 of the 15

Have purchased or refinanced a home in the past
two years

10 of the 15

Demographics
Table 14 shows the results of the recrutng efforts at each ste. Overall, staff acheved adequate
representaton from each of the groups that HUD wanted to nclude n the sample. Agan, staff
would have preferred more elderly partcpants as well as more of those wth lower educatonal
levels, but there were a szable number n each group. Ths sample also had very good
representaton of dfferent racal and ethnc groups, and many of the partcpants spoke and
wrote Englsh as a second language.
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Criteria

Round 2 Testing
Table 14. Round 2 Demographic Characteristics of the Sample
Demographic Characteristic

Number In Sample

Age4
21 years or less
22 to 34 years
35 to 44 years
45 to 54 years
55 to 64 years
65 years and over

1
9
14
10
4
7
10
7
9

Education—highest grade completed
Less than high school
High school graduate
Some college
College graduate
Graduate school

6
9
11
14
5

Household Income Per Year
Less than $20,000
$20,000 to $39,999
$40,000 to $59,999
$60,000 to $79,999
$80,000 to $99,999
$100,000 and over
No response

5
10
17
6
4
2
1

Marital Status and Gender
Single male
Single female
Married male
Married female

5
12
13
15

Staff planned to have two-thrds of the sample be experenced homebuyers who had bought or
refinanced a home in the previous two years. As shown in Table 15, the testing team achieved
ths exactly. Of those who planned to buy n the next sx months, most had gone to open houses
and had contacted a real estate agent.

____________
4

Some participants did not respond to all demographic questions.
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Race and Ethnicity
Hispanic
Black or African American
Asian

Round 2 Testing
Table 15. Home-buying Experience of the Round 2 Sample
Home-buying Experience

Home-buying Experience

Bought or refinanced in the past 2 years

30

Plan to buy in the next 6 months

15

Of those who plan to buy:
Have gone to open houses
Have contacted a real estate agent
Have pre-qualified for a mortgage loan

11
10
4

Study Questions
The study questons for Round 2 of testng mrrored those of Round 1:
▼ What

▼ What

do partcpants lke the most about
the GFE and the MPO?

▼ What

do partcpants lke the least about
the GFE and the MPO?

▼ How

comfortable or uncomfortable are
partcpants wth the GFE and the MPO?

▼ Do

the forms provde the rght nformaton
for partcpants?

▼ Are

the GFE and MPO wrtten at the “rght
level” for partcpants?

Summary of Findings
For both the GFE and the MPO, staff asked partcpants what they consdered the most useful
nformaton on the form. Ths was an open-ended queston and some partcpants dd not
respond. The percentage of partcpants who gave a partcular response appears n the
figures below.

What do participants consider the most useful information on
both the GFE and the MPO?
What do participants consider the most useful information on the GFE?
In both Round 1 and Round 2 of testng, partcpants found the most useful types of nformaton
to be facts about the money they would have to pay or optons about the amount that they
would have to pay. They were able to use the form to dentfy key nformaton that would help
them n makng decsons—the costs they can expect and ways to manpulate those costs to
their own benefit.
What partcpants perceved to be the most useful nformaton on the form changed between
Rounds 1 and 2.
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do partcpants consder the most
useful nformaton on both the GFE and
the MPO?

Round 2 Testing
In Round 1, partcpants thought the most useful nformaton on the GFE was the summary table
gvng the loan terms (page 1) and the breakdown of charges (page 2). Durng ths round, the
trade-off table confused some partcpants and few mentoned t n ther comments. In Round 2,
the largest percentage of partcpants commented that they found the trade-off table to be the
most useful (Fgure 10). Some also mentoned the summary table. The breakdown of the charges
on page 2 moved nto thrd place.
Figure 10. Participants’ Perception of the Most Useful Information on the GFE—Round 2
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The nformaton n the trade-off table appears to be very mportant to many partcpants. The
summary table and the breakdown of charges on page 2 contnued to be mportant to the
partcpants who worked wth the GFE n Round 2.
One partcpant commented on the trade-off table:
[The trade-off table] gives me a good example of the different interest rates—what the
monthly payments are and the settlement costs are. It helps you make a decision based
on how much cash you have up front to lay down and what payments you can afford.
(Participant 4082)
Another Partcpant mentoned the summary table and breakdown of charges on page 2:
Loan terms, payment information. I like the summary table and the page 2 tables because
they show you where your money is going and why. (Participant 5052)

What do participants consider the most useful information on the MPO?
In testng the MPO, partcpants agan responded most to types of nformaton that gave them
facts about the money they would have to pay or optons about the amount that they would
have to pay; however, ther assessment of what was most useful n the form dd not change as
much as t dd n testng the GFE.

Round 2 Testng

30%

Round 2 Testing
Partcpants’ responses dd not change much n ther assessment of what the most useful
nformaton was between Rounds 1 and 2. In both rounds, partcpants chose the summary table
on page 1 and the trade-off table as the nformaton they thought was the most useful. The only
change n the two rounds of testng s that more partcpants thought the summary table was the
most mportant n Round 1, whle more partcpants thought the trade-off table was most useful
n Round 2 (Fgure 11).
Figure 11. Participants’ Perception of the Most Useful Information on the MPO—Round 2
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In Round 2, far more partcpants responded postvely to the trade-off table and to the dea that
the form presented them wth optons. Many partcpants seemed very happy at the measure
of control ths table gave them over how ther nterest rate, settlement charges, and payments
would appear. It may be that understandng ther optons more clearly n Round 2, after the
revson, led more partcpants to choose the trade-off table as the most useful nformaton on
the form.
Some participants commented on the trade-off table specifically:
The most useful information is the comparison between different interest rates and costs.
(Participant 6052)
Summary of loan terms; I also like the settlement charges listed on page 2—that they make
that clear—also, the trade-offs table because it gives me options. (Participant 4142)

What do participants like the most about the GFE and the MPO?
Staff asked partcpants what they lked most about the forms, f anythng. They were free to
respond n many ways, so the results cover a range of possble responses. Staff grouped the
responses n categores. Many of the responses were unque to a gven ndvdual and do not
appear n reports based on ths research.

Round 2 Testng

30%

Round 2 Testing
What do participants like the most about the GFE?
When commenting on what they liked most, participants identified the same qualities in both
Round 1 and Round 2 of testng (agan, the two top-rankng qualtes both dealt wth clarty—of
wrtng, of desgn, and of charges). Some of these results were the same as descrbed n the
prevous secton about the most useful nformaton.
Partcpants n both rounds of testng reacted strongly to the form’s smple language, clear
layout, and clear delneaton of charges. They consstently chose those qualtes as what
they liked most about the GFE. That participants identified these qualities or sections most often
as what they lked n both rounds of testng smply reterates ther unversal mportance and
appeal (Fgure 12).
Figure 12. What Participants Liked Most about the GFE—Round 2
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Although the top two qualtes partcpants lked n Round 2 were the same as Round 1,
partcpants n Round 2 appear more evenly dstrbuted around dfferent qualtes about the form
that they lked. Partcpants only agreed on the top two categores.
Partcpants commented on what they lked about the wrtng of the GFE:
It’s easy to read; lays everything out well. (Participant 4071)
A person with a lower education could understand it. (Participant 6071)
Partcpants also commented on what they lked about the layout of the GFE:
It’s simple; you don’t need a college education to understand it, it lays information out simply.
(Participant 5052)
Partcpants also commented on the delneaton of charges n the GFE:
Breaks everything down and lays it out. (Participant 5142)
I like the way it’s broken down. (Participant 6101)

Round 2 Testing
What do participants like the most about the MPO?
Participants identified some of the same qualities or sections as they did on the GFE as ones
they lked on the MPO, whle addng some new ones. In respondng to the MPO, partcpants
contnued to react postvely to the wrtng, breakdown of charges, and layout of the form.
In addton, they commented on the summary table n Round 1, and the tradeoff table and
acceptance secton n Round 2.
In Round 2, the greatest number of participants also identified aspects about the clear writing
and layout of the form as what they liked most. In Round 2, participants identified three qualities
as those they lked the most about the MPO (Fgure 13). KCG revsed the secton on “Acceptng
ths MPO” between Rounds 1 and 2 n order to make t clearer for partcpants. Ths revson
seems to have improved the section dramatically. In the first round, many participants were very
ntmdated by ths secton; n the second round, a number of partcpants mentoned t as one of
the best parts of the MPO.
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Figure 13. What Participants Liked Most about the MPO—Round 2
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Partcpants commented on what they lked about the wrtng and layout of the MPO:
The simplicity of it all—it’s easy to read and the words it uses are really simple.
(Participant 5082)
Simplicity—there‘s not a lot of law jargon. You’ve got room to write things in.
(Participant 4022)
You can flip through the pages easily—I like the single sided pages. It’s easy to read, there’s
a good flow. (Participant 5041)
Partcpants commented on “Acceptng ths MPO”:
[I like the section on] Accepting this Mortgage package—it answers those questions that you
might have. (Participant 6011)

Round 2 Testing
What do participants like the least about the GFE and MPO?
Staff also asked partcpants what they lked least. Many dd not menton anythng. For those
that dd, there were changes between the two rounds.

What do participants like the least about the GFE?
Between Rounds 1 and 2 of testng, partcpants were less confused about the GFE and were
able to focus on partcular aspects of the form. When partcpants were no longer dstracted by
problem terms and unanswered questons, they were able to focus on the mechancs of workng
wth the physcal form tself. Questons of content and of comprehensve clarty seemed resolved
between Rounds 1 and 2, leavng more room for comment on navgatonal technques.

Figure 14. What Participants Liked the Least about the GFE
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What do participants like the least about the MPO?
As wth the GFE, partcpants’ responses to the MPO n Round 2 vared much more than ther
responses to the GMPA n Round 1.
In Round 2, some of the ssues from Round 1 dsappeared. The rewrtng of the acceptance
secton had a large mpact on partcpants’ perceptons. In addton, the explanaton of what was
ncluded n the mortgage package allevated some of the ssues partcpants had n Round 1.
Partcpants contnued to comment that they needed more explanaton and that the font used n
the form was too small (Fgure 15).
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In Round 2, the only thng that a number of partcpants mentoned that they dslked about the
form was the references to other sectons. Partcpants’ dslkes vared more n Round 2 than n
Round 1. When asked what they dd not lke about the form, more partcpants sad “nothng.”
Of those who dd menton there was somethng they dslked, only a few actually had smlar
comments (Fgure 14).

Round 2 Testing
Figure 15. What Participants Liked the Least about the MPO
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Staff asked partcpants how comfortable or uncomfortable they were wth the form after
completng many of the other questons. Staff tred to get partcpants to choose one
characterzaton or the other, but f they remaned undecded, staff recorded ther response
as neutral.

How comfortable or uncomfortable are participants with the GFE?
For the GFE there was lttle change n the results between Round 1 and 2. Whle the percentage
of partcpants reportng that they were comfortable wth the GFE went down between Rounds
1 and 2, the percent of those who were uncomfortable also went down. More partcpants were
not wllng to make a choce. The dfferences are small n any case and may be due to random
fluctuations given the sample size (Figure 16).
Figure 16. Participants’ Comfort Level with the GFE—Round 2
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How comfortable or uncomfortable are participants with the
GFE and the MPO?

Round 2 Testing
How comfortable or uncomfortable are participants with the MPO?
For the MPO, the percentage of partcpants who were comfortable wth the forms ncreased
between Rounds 1 and 2, whle the percentage of partcpants who were uncomfortable fell
consderably between the two rounds (Fgure 17).
Figure 17. Participants’ Comfort Level with the MPO—Round 2
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KCG made many changes n the GMPA/MPO between rounds, and these changes clearly
affected the participant reaction. During the first round, participants unfavorably compared
the GMPA to the GFE. For the second round, a hgher percentage of partcpants were
uncomfortable wth the GFE rather than the MPO. The changes on the MPO, made between
Rounds 1 and 2, clarified specific questions participants had about the package, such as how to
accept t, and what servces are ncluded n t. These changes seem to have reduced the number
of partcpants who were “uncomfortable” wth the form.

Do the forms provide the “right information” for participants?
Staff asked a general queston about whether partcpants felt that the form provded the “rght
nformaton” for them. As wth many of the other measures, there was consderable mprovement
between the rounds for both forms.

Does the GFE provide the right information?
The percentage of partcpants who thought the form provded the rght nformaton for them
was hgh n Round 1—70 percent (Fgure 18). Ths percentage was even hgher for Round 2—86
percent thought that the GFE had the rght nformaton for them.
Ths change—partcpants thnkng the form had the rght nformaton rsng and the number
of those who thought t dd not have the rght nformaton fallng—s the result of navgaton
changes, rather than content changes, n the form. KCG dd not drastcally alter the content of
the GFE between the two rounds but dd change the presentaton of nformaton and the form’s
navigational elements to help participants find the information they wanted.
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Figure 18. Percent of Participants Who Think the GFE Has the Right Information
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Lke the GFE, partcpants’ perceptons of the nformaton that the MPO provded mproved
consderably between Round 1 and Round 2. The percent of partcpants who thought the
nformaton was rght ncreased; the number of those who thought t was not, decreased. KCG
changed the content of the GMPA/MPO more between Round 1 and Round 2 than the GFE, so
ths mprovement represents both content and navgatonal changes (Fgure 19).
Figure 19. Percent of Participants Who Think the MPO Has the Right Information
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Round 2 Testing
Are the GFE and the MPO written at the “right level”
for participants?
Staff asked partcpants whether they thought that the wrtng of the forms was at the rght level
for them. If they sad t was not at the rght level, staff noted whether they thought t was too
basic or too difficult. None of the participants felt the forms were too basic.

Is the GFE written at the “right level”?
In both rounds, a hgh percentage of the partcpants felt that the documents were wrtten at
the rght level for them (Fgure 20). Between Rounds 1 and 2, the percentage of partcpants
who thought the wrtng of the form was at the rght level for them ncreased slghtly, and the
percentage who thought the form was too difficult for them also increased. The differences are
not very large, however, gven the sample sze.
Figure 20. Participants’ Ratings of the Level of Writing in the GFE
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Is the MPO written at the “right level”?
The results for the MPO were smlar to the GFE. In both rounds, hgh percentages of the
partcpants felt the forms were wrtten at the rght level for them (Fgure 21). The percentage
of partcpants who thought the form’s wrtng was at the rght level ncreased slghtly between
Rounds 1 and 2, and the percentage of those who thought the writing was too difficult stayed at
exactly the same level.

Round 2 Testing
Figure 21. Participants’ Ratings of the Level of Writing on the GMPA/MPO
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After the second round of testng, KCG revewed HUD’s Round 2 testng goals to see f the
second round of testng met HUD’s goals.

✔

Facilitating shopping for mortgages
― Almost all homebuyers sad they would shop.
― Almost all homebuyers can find the lowest estimate among two GFEs and one MPO.

✘

Distinguishing items homebuyers can shop for
― In Round 2, 67 percent of partcpants were able to dentfy the dfference between
tems 3 and 5 on the GFE (.e., consumers can shop for those n tem 5). Ths
represented an increase of five percent between Rounds 1 and 2.

✔

Making basic costs clear
― 100 percent were able to dentfy the correct nterest rate (an mprovement of 7
percentage ponts between Rounds 1 and 2).
― 100 percent were able to dentfy the correct monthly payment (an mprovement of 5
percentage ponts between Rounds 1 and 2).
― 97 percent were able to dentfy the estmate of the total settlement charges n the
GFE (an mprovement of 6 percentage ponts between Rounds 1 and 2).
― 93 percent were able to dentfy the estmate of the total settlement charges n the
MPO (an mprovement of 3 percentage pont between Rounds 1 and 2).

Round 2 Testng

Recap of HUD’s Goals
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✔

Showing yield spread premium (YSP) and discounts to borrowers
― Partcpants n Round 2 had fewer problems wth the YSP secton. Staff observed a
10 percent ncrease n comprehenson wth respect to the YSP, and fewer partcpants
had problems understandng the table.
― Participants in Round 2 also had fewer problems defining “adjusted origination
charge.” Staff observed a 24 percent increase in participants’ ability to define
“adjusted orgnaton charge” correctly.

✔

Making tolerances to HUD-1 clear
― 70 percent of partcpants were able to dentfy all tolerances correctly.
― 76 percent of partcpants were able to dentfy that the guaranteed mortgage
package prce could rse more than 10 percent between the estmated and actual
settlement costs.
― 86 percent of partcpants were able to dentfy that daly nterest charges could rse
more than 10 percent between the estmated and actual settlement costs.

― 83 percent of partcpants were able to dentfy that optonal owner’s ttle nsurance
could rse more than 10 percent between the estmated and actual settlement costs.
― 86 percent of partcpants were able to dentfy that reserves or escrow could not
change more than 10 percent between the estmated and actual settlement costs.

✔

Conveying prepayment penalties and balloon payments
― 97 percent of participants correctly identified whether the loan had a pre-payment
penalty; ths represented an mprovement of 6 percentage ponts between Rounds 1
and 2.
― 90 percent of participants correctly identified whether the loan had a balloon payment;
ths was 3 percentage ponts lower than n Round 1.

✘

Providing a Crosswalk for the estimates from the GFE and MPO to the HUD-1
― Partcpants had mxed success n dentfyng charges that could not change, charges
that could change but not more than 10 percent, and charges that could change more
than 10 percent.
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― 83 percent of partcpants were able to dentfy that homeowner’s nsurance charges
could rse more than 10 percent between the estmated and actual settlement costs.

Round 2 Testing
Recommendations for Improving the Forms
After Round 2 of testng, KCG made the followng recommendatons for mprovng the forms for
the thrd round of testng.

Recommendations for GFE Revision
About Your GFE
▼ Add

contact nformaton for the broker or lender.

▼ Add

wordng tellng the potental buyer to call wth questons.

Summary of Your Loan Terms for This Estimate
▼ Consider

moving text to bottom of the first table.

Understand Which Charges Can Change at Settlement
more explanaton of tems that can appear n more than one column.

▼ Emphasze

the part of the explanaton that shows what s dfferent about the tems

that repeat.

Last Page of the GFE
▼ Reorder

the sectons on that page:

1. Understandng some of the charges.
2. Understandng whch charges can change.
3. Understandng the trade-offs.

Recommendations for MPO Revision
About Your MPO
▼ Add

contact nformaton for the broker or lender.

▼ Add

wordng tellng the potental buyer to call wth questons.

Understanding Your Settlement Charges
▼ Add

some addtonal wordng about the package not changng from ths estmate.

▼ Consder

changng the vsual appearance to make the lack of ndvdual prcng clearer for
the package.

Round 2 Testng

▼ Include
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Recommendations for the Crosswalk
▼ Report

the tolerance table from the GFE.

▼ Make

clearer to the homebuyer that they
should start wth the GFE numbers and
then use that nformaton to help them
find the charges on the HUD-1.

▼ Add

further explanaton about the
charges that can appear n more than
one secton.

▼ Consder

whether some changes could
be made n the HUD-1 to facltate
the Crosswalk.

▼ Have

subtotals for each of the three
sectons and vsually emphasze
the totals.

▼ Develop

a method to help homebuyers
dstngush between lender and thrdparty servces.

How the Forms Changed
Generally the changes made n the forms worked qute well for the second round of testng.
Almost all of the ndcators that staff measured mproved. Nevertheless, KCG made addtonal
changes n the GFE to mprove clarty.
Problem

Change Made to the GFE

Many participants continued to want more
information on who to call with their questions.

We added a line to the introductory section where a
contact number could be added.

One of the terms that continued to be confusing
to participants was “third party.”

We eliminated this reference wherever it appeared.

Although the tolerance information worked
much better during the second round of testing,
participants were confused by the charges that
repeated across columns.

We added a further qualifying sentence about
the charges that repeated and improved the
graphical appearance.

Two of the tables on the third page of the
GFE refer to charges on the second page.
Participants question why this information is not
on the
second page.

We moved these two tables up on the third page so
that it would be clearer that this information would
not fit on the second page and that it was being
included as soon as possible after the second page.

A sample of forms tested n Round 3 appears n Appendx C.

Round 2 Testng

GFE
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MPO
Durng the second round of testng, the MPO receved much more favorable results and ratngs
than the GMPA had received. For the final revisions, KCG made one of the changes also made
for the GFE: that s, addng a lne to the ntroductory secton n order to add a contact number. In
addton, KCG made a few other changes, whch were unque to the MPO:
Change Made to the GFE

Some participants continued to want to have the
same detailed charges on the MPO as they had on
the GFE. Although they were much more satisfied
with the MPO compared with the GMPA, they still
thought that the charges should be listed.

We changed the graphical design of the second
page of the form to indicate more clearly that there
are no charges shown for each category.

Participants generally understood the last
section of the form that described what to do
when accepting the package. However, some
participants were still somewhat confused about
what they were supposed to do next.

We changed the order of the paragraphs to be
more logical. We added steps to take to accept
the package.
57
Round 2 Testng

Problem

Round 2 Testing
Crosswalk
Staff tested the Crosswalk from the GFE to the HUD-1 for the first time in Round 2. The
Crosswalk from the MPO to the HUD-1 dd not undergo testng.
Change Made to the GFE

Participants made most of their errors with the
charges that could appear in different parts of the
Crosswalk depending upon whether they chose
the provider of the service. Participants tended
to enter the same information many times, which
ended with an incorrect sum.

We developed an initial table for participants to
complete before working on the Crosswalk. The
table tells them where to enter the information
depending upon the provider of the service. We
emphasized that a charge can only be entered
once in the Crosswalk.

Participants did not seem to see that the three
tables added to a total for both the GFE and
the HUD-1.

We added visual clues to help the participants see
the totals more clearly. We used the same device
that had been successful on the GFE.

Participants could not distinguish between items
that the lender provides and those provided by
third parties. These need to be placed in different
sections of the Crosswalk because it potentially
affects the tolerances.

This problem cannot be fixed easily without
changing the HUD-1.

Participants did not use the information from the
GFE to guide their search for numbers on the
HUD-1. For example, if they know an appraisal
was done, they can search for an appraisal on the
HUD-1 and enter it in the same row.

We added a section on “helpful hints” that
instructs them to use the GFE to find charges on
the HUD-1.

Some participants did not know where to look for
charges on the HUD-1.

We added wording directing them to the second
page of the HUD-1.

Some participants did not understand where to
find a number when we included an entire series
(800–899).

In the section on ‘helpful hints,” we added an
explanation of the series.
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Problem

Added line for
contact
information

Added additional
information and
improved layout
of tolerances

Tables relocated
to page 3 so they
would be clearer

Improved graphic
layout of page

Round 2 Testing
Questions for Round 3 Testing
Questions identified for Round 3 of testing included the following:
▼ Would

consumers go to several dfferent
mortgage lenders before choosng one?

▼ Do

consumers understand that they
can shop?

▼ Are

consumers able to choose the best
loan offer?

▼ Can

consumers dentfy those tems for
whch they can shop?

▼ Are

the basc costs on the GFE and
MPO clear?

▼ Do

consumers able to dentfy tolerances
between the GFE/MPO forms and
the HUD-1?

▼ Do

consumers understand nformaton on
penalty payments and balloon payments?

▼ Can

consumers correctly fill in information
from the GFE or MPO on the Crosswalk?

▼ Can

consumers correctly fill in information
from the HUD-1 on the Crosswalk?

▼ Can

consumers dentfy dscrepances n
cost if the forms are filled in correctly?
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consumers understand the yeld
spread premum nformaton?

▼ Are

Round 3 Testing

Round 3 Testing
Introduction
For the thrd round of testng, KCG, through a subcontract to Aspen Systems, made changes
to the forms based on partcpants’ responses to the forms durng the second round of testng
as well as n response to comments that HUD had receved from varous nterest groups who
would be affected by the forms. The Good Fath Estmate (GFE) and the Mortgage Package Offer
(MPO) had significant modifications for the third round. The Crosswalk between the GFE and
the HUD-1 and the Crosswalk between the MPO and the HUD-1 also were changed n order to
facltate better consumer understandng.

HUD’s Goals
HUD’s Goals for Round 3 remaned the same as n Round 2 of testng:
▼ Facltatng

shoppng for mortgages

▼ Dstngushng

tems homebuyers can

▼ Makng

basc costs clear (nterest
rate, monthly payment, and
settlement charges)

tolerances to HUD-1 clear

▼ Conveyng

prepayment penaltes and
balloon payments

▼ Provdng

a Crosswalk for the estmates
from the GFE and MPO to the HUD-1

▼ Showng

yeld spread premum (YSP) and
dscounts to borrowers

Methodology
The testng team used a comprehensve testng protocol that addressed the key ssues and
questons about the forms. Intervews wth each partcpant lasted for 90 mnutes wth a 10
mnute break. The ntervews had two parts: one unstructured, and one structured.
In the unstructured porton of the ntervew, staff asked partcpants to thnk aloud as they
looked at each form for the first time. This unstructured and unprompted portion of the interview
allowed us to capture partcpants’ ntal reactons—ncludng areas that they responded well
to, areas they dd not understand, and areas they questoned. Staff captured ths valuable
nformaton before questonng partcpants about dfferent elements of the forms, ensurng that
the ntervewer dd not lead partcpants to dscuss nformaton they would not have notced on
ther own.
In the structured porton of the ntervew, staff asked targeted questons to determne how well
partcpants understood certan areas of the forms and to determne how to mprove the forms.
The testng team based the questons used n the structured ntervew on the key research
questions that staff identified as HUD goals.
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shop for

▼ Makng

Round 3 Testing
Testing Conditions
Staff ntervewed all partcpants for 90 mnutes. Not all partcpants receved the same materals.
Staff tested half of the partcpants prmarly on ther ablty to work wth the GFE and MPO and
tested the other half regardng ther ablty to use the Crosswalks. In cases when partcpants dd
receve the same materals, staff vared the order n whch the partcpant receved the forms,
reasonng that whchever form they saw second mght seem clearer to them because they
became more familiar with the issues after looking at the first form.
These two consderatons resulted n four condtons for the partcpants (Table 16). The number
of partcpants tested n each condton was 15.
Table 16. Conditions of Testing for Round 3
Number of
Participants Tested

Materials

Condition 1

2 GFEs first, MPO second

15

Condition 2

MPO first, 2 GFEs second

15

Condition 3

2 GFEs first, followed by the Crosswalk to the HUD-1

15

Condition 4

2 MPOs first, followed by the Crosswalk to the HUD-1

15

The task descrptons of what the partcpants saw and dd durng the testng appear below n
Tables 17, 18, 19, and 20.
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Condition

Round 3 Testing
Table 17. Schedule of Testing for Condition 1 in Round 3
Section

Time Allotted (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 GFE
completed as an example.

Task 2

20

We ask the participant questions about the sample GFE.
We give the participant another GFE to compare.

Break

10

Task 3

15

The participant receives and reacts to a sample MPO
completed as an example.

Task 4

15

We ask the participant questions about the sample MPO
and ask the participant to compare the GFEs and the MPO.

Table 18. Schedule of Testing for Condition 2 in Round 3
Section

Time Allotted (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 MPO
completed as an example.

Task 2

15

We ask the participant questions about the sample MPO.

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 compare. We ask
the participant to compare the GFEs and the MPO.

Total time 90 minutes

Round 3 Testng

Total time 90 minutes
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Table 19. Schedule of Testing for Condition 3 in Round 3
Section

Time Allotted (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 GFE.
We give the participant another GFE to compare.

Task 2

10

We give the participant the Crosswalk to the HUD-1 and
an example HUD-1 that matches the GFE. The participant
looks at these while thinking aloud.

Break

10

Task 3

35

5

We ask the participant questions about how the GFE
compares with the HUD-1.

Total time 90 minutes

Table 20. Schedule of Testing for Condition 4 in Round 3
Section

Time Allotted (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 MPO.
We give the participant another MPO to compare.

Task 2

10

We give the participant the Crosswalk to the HUD-l and an
example HUD-l that matches the MPO. The participant looks
at these while thinking aloud.

Break

10

Task 3

35

The participant attempts to fill in the Crosswalk from the
MPO. After 15 minutes, we give the participant a correctly
completed Crosswalk and ask them to fill in the information
from the HUD-l while thinking aloud.

Task 4

5

We ask the participant questions about how the MPO
compares with the HUD-1.

Total time 90 minutes
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Task 4

The participant attempts to fill in the Crosswalk from the
GFE. After 15 minutes, we give the participant a correctly
completed Crosswalk and ask them to fill in the information
from the HUD-1 while thinking aloud.

Round 3 Testing
Demographic and Test Site Information
The GFE, MPO, and Crosswalks are forms that are used by those applyng for a mortgage to buy
or refinance a home. Therefore, the target population for this study included two main groups
of potential borrowers: first-time homebuyers and repeat homebuyers or persons who might
refinance their homes. Staff tested the forms on members of these two groups, defined
as follows:
▼ Frst-tme

homebuyers—persons who
have not bought or refinanced a home in
the prevous two years and are actvely
seekng to buy a home as ndcated by at
least one of the followng:

▼ Experenced

homebuyers—persons who
have bought or refinanced a home in the
prevous two years

― Have gone to open houses.
― Have contacted a real estate agent.
― Have pre-qualified for a mortgage loan.

71

Table 21. Sites for the Testing—Round 3
Cities

Number of Participants Tested

Los Angeles, CA

15

Wilmington, DE

15

Minneapolis, MN

15

Tulsa, OK

15
Total

60

Recruiting the Participants
KCG recruted 60 partcpants across four stes. Each of the facltes was requred to use a
screener n recrutment efforts. Staff based the screener on the demographcs that HUD requred
for the sample.

Round 3 Testng

Staff tested the forms at four geographcally dspersed locatons that represent dverse settngs
and populatons (Table 21).

Round 3 Testing
Eligibility Requirements
The testng team had several crtera for recrutng partcpants for the sample. Frst, staff wanted
one-thrd of the sample to be new homebuyers. Second, staff wanted to test the forms wth
groups that might potentially have more difficulty with the forms due to less experience or other
reasons. Ths ncludes the followng:
▼ The

elderly—defined as 65 years or older

▼ Afrcan

Amercans

▼ Hispanic
▼ Sngle
▼ Low

Americans—defined by self-identification

females

education—defined as not having graduated from high school

Recruitment by Site
At each locaton, KCG recruted 15 partcpants that met the requrements shown n Table 22.
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Table 22. Recruiting Criteria for the Sample

Criteria

Number needed

Can read and write English

All 15

Have not participated in a study with a particular
facility in the last six months

At least 10 of the 15

Consider themselves African American

At east 3, but not more than 5 at 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

Are first-time homebuyers who plan to buy a home
within six months

5 of the 15

Have purchased or refinanced a home in the past
two years

10 of the 15

Demographics
Table 23 shows the results of the recrutng efforts at each ste. Overall, staff acheved adequate
representaton from each of the groups that HUD wanted to nclude; however, staff would have
preferred more partcpants wth lower educatonal levels. The sample had good representaton
of dfferent racal and ethnc groups.
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Individual Potential Homebuyers

Round 3 Testing
Table 23. Demographic Characteristics of the Sample—Round 3
Demographic Characteristic

Number In Sample

Percent

0
14
19
12
7
8

0
24
32
20
12
13

Race and Ethnicity
Hispanic
Black or African American
Asian

12
15
3

20
25
5

Education—highest grade completed
Less than high school
High school graduate
Some college
College graduate
Graduate school

1
11
19
15
13

2
18
32
25
22

Household Income Per Year
Less than $20,000
$20,000 to $39,999
$40,000 to $59,999
$60,000 to $79,999
$80,000 to $99,999
$100,000 and over
No response

4
14
16
15
4
5
2

7
24
27
25
7
8
3

Marital Status and Gender
Single male
Single female
Married male
Married female

4
18
15
23

7
30
25
30

Age5
21 years or less
22 to 34 years
35 to 44 years
45 to 54 years
55 to 64 years
65 years and over

5

Some participants did not respond to all demographic questions.
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KCG planned to have two-thrds of the sample be experenced homebuyers who had bought
or refinanced a home in the previous two years, but three-fourths of the sample were in this
category—as s shown n Table 24. One of the stes msnterpreted the nstructons, thnkng that
a person could fulfill the requirement of wanting to buy in the next six months even though they
had bought or refinanced in the past two years. Of those who planned to buy in the next six
months, all but one had gone to open houses and had contacted a real estate agent.
Table 24. Home-Buying Experience of the Sample
Percent

Bought or refinanced in the past 2 years

30

76

Plan to Buy in Next 6 Months

14

24

Of those who plan to buy:
Have gone to open houses
Have contacted a real estate agent
Have pre-qualified for a mortgage loan

13
13
6

93
93
43

Did not meet criteria

1

--

60

100

N

Study Questions
Study questions for Round 3 of testing included the following:
▼ Would

consumers go to several dfferent
mortgage lenders before choosng one
before seeng the forms?

▼ Are

▼ Do

▼ Do

▼ Are

▼ Can

▼ Can

▼ Can

▼ Are

▼ Can

consumers understand that they
can shop?
consumers able to choose the best
loan offer?
consumers dentfy those tems for
whch they can shop?
the basc costs on the GFE and
MPO clear?

▼ Do

consumers understand the yeld
spread premum (YSP) nformaton?

consumers able to dentfy tolerances
between the GFE/MPO forms and
the HUD-1?
consumers understand nformaton on
penalty payments and balloon payments?
consumers correctly fill in information
from the GFE or MPO on the Crosswalk?
consumers correctly fill in information
from the HUD-1 on the Crosswalk?
consumers dentfy dscrepances n
cost if the forms are filled in correctly?
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Home-buying
Experience

Home-buying Experience

Round 3 Testing
Summary of Findings
This section presents the results of issues from Round 3 testing, organized first by the form
tested and then wthn each form, the results appear by secton wthn the forms.

Good Faith Estimate (GFE)
About Your GFE
Partcpants understood the “About Your GFE” secton of the GFE. Partcpants n condtons 1
and 3 read or skmmed the “About Your GFE” secton. Most of the partcpants had no problems
wth the secton and understood the overall purpose as well as the detal of ths secton.

Summary of Your Loan Terms for This Estimate

Staff asked partcpants f they thought the nterest rate would vary over the term of the loan to
assess if participants understood that the GFE example was for a fixed-price loan, and what that
meant. Table 25 llustrates that most partcpants n condtonal 1 and 2 (77 percent) were able to
understand that the offer was for a fixed-price loan, which would not vary over the term of the
loan. This finding has been consistent across the three rounds of testing.
Table 25. Fixed vs. Adjustable Rate Mortgage(Conditions 1 and 2)
Percent
Question

Round 1

Round 2

Round 3

Correct (no)

73

79

77

Incorrect (yes)

9

3

13

Don’t know

4

4

3

Other

13

14

7

100 (45)

100 (29)

100 (30)

Will this interest rate vary over the
term of the loan?

N

A new tem ncluded n the summary table was the rate lock perod. Staff asked partcpants
how much tme they have between the tme they lock n the nterest rate and when they must go
to settlement. The correct answer was 60 days, and Table 26 shows that most partcpants (83
percent) answered correctly.
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All 30 partcpants n condtonal 1 through 3 read or scanned the “Summary of Your Loan Terms
for Ths Estmate” secton. A few partcpants had some problems wth some of the terms used
n ths secton, ncludng the terms “balloon payment,” “prepayment penalty,” and “rate lock
period.” Seven percent of the participants who viewed the GFE noted difficulty with the term
“balloon payment,” while 4 percent expressed difficulty with the term “prepayment penalty.”
Another 4 percent had difficulty with the term “rate lock period.”

Round 3 Testing
Table 26. Rate Lock Period
Question

Percent

How much time do you have between the time you lock in your Interest
rate and when you must go to settlement?
Correct (60 days)

83

Incorrect

10

Don’t know

7
N

100 (30)

Understanding Your Estimated Settlement Charges

Eleven percent of partcpants were confused by secton 4, “requred servces that you can
shop for.” Staff asked partcpants to tell us the dfference between tems n secton 2, “requred
servces that we select” and secton 4, “requred servces that you select.” Nearly one-thrd (31
percent) of all partcpants who encountered problems understandng sectons 2 and 4 were
unsure of the dfference between the two categores.
Addtonally, 16 percent of partcpants were confused by secton 7, “daly nterest charges.”
Participants appeared to have a difficult time grasping the concept of daily interest charges for a
mortgage loan.
Staff asked partcpants f they were to close on a dfferent date, f the total amount lsted for the
nterest charges would change. Partcpants n ths subsample tended to understand that the
amount would change but had trouble determnng f the amount would ncrease or decrease.
Table 27 shows that about 70 percent (Condtons 1 and 2) were able to answer correctly that the
nterest charges would change. Ths was an ncrease n performance from Round 2. Partcpants
had a more difficult time answering the next question about whether the amount would rise or
fall. A correct answer was that t would rse. Only 41 percent of partcpants answered correctly.
Ths percentage was very smlar to Round 2.
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In general, few of the 30 participants (Conditions 1 and 2) had difficulty with the second page
of the form, which lists the settlement charges. The items that caused more difficulty were “2.
requred servces that we select,” “4. requred servces that you select,” and “7. daly nterest
charges.” Section 2, “required services that we select,” confused almost one-fifth (18 percent)
of the partcpants (wth many of the partcpants confused by the example rather than the
category). Forty-three percent of partcpants who encountered problems wth ths secton were
unfamlar wth the term “survey.”
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Table 27. Per Diem Interest Charges on the GFE
Percent
Question
If you close on a different date,
would the total amount listed
change?
Correct (yes)
Incorrect (no)
Don’t know
Other
N

N

Round 2

Round 3

74
12
9
5

60
27
13
--

70
17
13
--

100 (43)

100 (30)

100 (30)

24
47
16
13

40
55
5
--

41
41
15
4

100 (38)

100 (20)

100 (27)

Charges That Can Change
Partcpants generally understood the “Charges That Can Change” secton of the GFE. Most of
the partcpants (66 percent) who looked at the “Charges That Can Change” secton appeared
to have no problems understandng ths secton. Twenty percent (9) of partcpants dd not
understand ths secton very well; of these partcpants, two were confused over whch charges
can change and whch cannot. Fve partcpants (11 percent) skpped ths secton.

Discount Points and Yield Spread Premium
The testng team asked subsample partcpants to paraphrase, n ther own words, the ntended
message n the dscount ponts and YSP sectons. We allowed partcpants to read ths secton
durng the thnk-aloud porton of the testng and then agan durng drect questonng. The
percentage of partcpants (Condtons 1 and 2) who fully understood YSP, at 3 percent,
was extremely low (Table 28). In general, participants found it very difficult to understand
these two sectons. They dd not understand how these two sectons relate to the other
settlement charges.
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Would it go up or down (with
earlier closing date)?
Correct (up)
Incorrect (down)
Don’t know
Other

Round 1

Round 3 Testing
Table 28. Discount Points and Yield Spread Premium Comprehension
Percent
Results of Paraphrasing

YSP

Discount Points

Understood the basic meaning

3

30

Has some understanding

23

23

Had no idea about the meaning

73

47

100 (30)

100 (30)

N

Understanding the Trade-off

Staff asked partcpants f they pad more money n cash at settlement, would the monthly
payment go up or down. A correct answer was that the payment would go down. Eghty-sx
percent of partcpants were able to answer ths queston correctly; ths was down slghtly
from Round 2.
Table 29. Understanding the Trade-off Table
Question

Percent

If you pay more money in cash at settlement, would your monthly payment
go up or down?
Correct (go down)

86

Incorrect (go up)

14

Incorrect (stay the same)

—

Don’t know

—

Other

—
N

100 (n = 29)
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Most partcpants understood the secton on “Understandng the Trade-off Between the Charges
for Your Loan and the Interest Rate,” although some partcpants had trouble wth the concept
presented. Of the partcpants that vewed the GFE, 32 partcpants (Condtons 1 and 2) had no
problems wth the “Understandng the Trade-off Between the Charges for Your Loan and
Interest Rate” secton, and three partcpants skpped ths secton altogether. Sx partcpants
had major problems wth ths secton. Several thought ths secton was showng them other
loans that were avalable to them; others were unfamlar wth the term “settlement charges”;
and some were unable to understand the nverse relatonshp between closng cost and monthly
nterest charges.

Round 3 Testing
Overall Comments on the GFE
Near the end of each testng sesson for condtons 1 and 2, partcpants were asked drect
questons about ther overall feelngs about the form, ther lkes and dslkes, and were gven a
chance to make suggestons about the GFE.

Overall Feelings
Most participants felt comfortable with the GFE form. Staff asked partcpants how
comfortable or uncomfortable they felt wth the GFE form. In Round 3 testng, 74 percent
sad they felt “comfortable”; whle 26 percent sad they felt “uncomfortable.” The percentage
ndcatng they felt comfortable was up from Round 2 testng.
Most participants thought the GFE provided the right information for them. When staff
asked partcpants f they thought the GFE form provded the rght nformaton for them, and the
majorty of partcpants (89 percent) sad the form provded the rght nformaton; only 12 percent
sad ether they dd not thnk the form provded the rght nformaton or they dd not know.

Likes and Dislikes
▼ Participants

found the trade-off table
(on page 3) and the page 2 breakdown
of charges to be the most useful
features. Staff also asked partcpants
what they found to be the most useful
nformaton n the GFE. Just over a quarter
(28 percent) sad the trade-off table on
page 3, whle a quarter (25 percent) sad
the breakdown of charges on page 2,
and 13 percent sad the summary table
on page 1.

▼ Participants

liked the clear lay out of
the form the most. When staff asked

partcpants to name what they lked
most about the GFE, 31 percent sad the
layout was clear, whle 17 percent sad the
breakdown of charges on page 2.
▼ Participants

did not like the section on
“yield spread premium.” Comparatvely,
staff also asked partcpants what they
dslked the most about the form. About
a fifth (21 percent) indicated they disliked
the secton on “yeld spread premum,”
whle 9 percent sad the “dscount ponts”
secton, and 6 percent sad the “charges
that can change” secton.

Suggestions
Participants suggested clarifying the “yield spread premium.” In Round 3 testng, 16
percent of the partcpants suggested clarfyng the term “yeld spread premum,” and 9 percent
suggested clarfyng “dscount ponts.”
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Most participants thought the writing of the GFE was at the correct level for them. Staff
asked partcpants f they felt the wrtng of the GFE was at the rght level for them, and most
partcpants (88 percent) sad they felt the wrtng of the GFE was at the rght level, whle 13
percent said it was too difficult.
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Mortgage Package Offer (MPO)
About Your MPO
▼ Thrty

partcpants worked wth the MPO (Condtons 2 and 4). Most of the partcpants that
read or skmmed ths secton had no problems wth t. Some partcpants (4) ndcated that
they lked that ths secton made t clear that better offers mght be avalable through other
banks. One partcpant msread the text and beleved that t meant that the MPO guaranteed
the lowest-cost loan.

Summary of Your Loan Terms for This Estimate
▼ Ths

secton s the same as on the GFE. Generally, partcpants understood ths secton
well, as s dscussed under the GFE results. Some partcpants had trouble wth some of
the terms used, partcularly the terms “balloon payment,” “prepayment penalty,” and “rate
lock perod.”

▼ Some

Table 30. Charge or Credit for Your Points Included In Settlement Charges on the MPO
Question

Percent

A charge is listed as “Charge or Credit for Your Points.” Is this
charge included in your total charges at settlement?
Correct (yes)

63

Incorrect (no)

20

Don’t know

13

Other

3
N

100 (30)

Understanding Your Settlement Charges
▼ Most

partcpants (28) had no major problems wth the “Understandng Your Settlement
Charges” secton, but some partcpants had trouble wth the concept related to the “Charge
or Credt for Your Ponts” secton because of the negatve sgn. Some partcpants (9)
commented that they wanted the charges temzed or preferred the breakdowns on the GFE.

▼ Some

partcpants (8) had trouble wth concepts related to the “Charge or Credt for Your
Points” section. Of these, six said the negative $2,250 figure confused them, while five of the
eight indicated they were unclear as to whether this figure represented a charge or credit.
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partcpants (Condtons 1 and 2) had trouble understandng that the “charge or credt
for your ponts” would be ncluded n ther total settlement charges. Only 63 percent were
able to answer correctly the queston relatng to ths part durng the testng (Table 30).

Round 3 Testing
Charges That Can Change
▼ Most

partcpants (27) understood ths secton, although 10 of these partcpants skmmed
the secton very quckly. About eght partcpants skpped ths secton altogether. Of those
who read or skmmed the secton, 7 partcpants had major problems. Two people found the
guaranteed mortgage package concept confusng. One felt the secton was “ambguous”
and was not comfortable wth the explanatons provded.

Services That May Be in the Package
▼ Almost

all partcpants (40) had no problems wth ths secton or had only mnor questons
(for example, “Why wouldn’t everyone want a pest nspecton?”). A few partcpants (3)
skpped ths secton altogether. Of those who dd have a problem wth the secton, three
partcpants sad they dd not understand why the secton sad servces “may be” ncluded n
the package. Partcpants nssted that servces were ether ncluded or they were not.

Understanding the Trade-off
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secton s the same as on the GFE, and the same results apply. Most partcpants
understood ths secton.

Accepting This Mortgage Package Offer
▼ Many

partcpants (18) found ths secton
to be the most confusng secton of
the MPO and had a number of dfferent
problems wth t, ncludng confuson over
the fee, the deadlnes, the calculaton
box, and the negatve sgn n the “charge
or credt for your ponts” secton.
Only 22 partcpants dd not have any
problems wth ths secton. Some (6)
partcpants skpped ths or read very
lttle of ths secton. Four partcpants
dd not understand what the fee was for,
and wondered whether t was n addton
to other charges, or whether they would
lose t f they dd not accept the offer.
Two partcpants dd not understand the
significance of the 5-day deadline or
thought they only had five days to accept
the offer. Four partcpants dd not use
the calculaton box to help them calculate
settlement charges for payment of ponts.
Three partcpants sad the mnus sgn n
the “charge or credt for your ponts”

confused them and were thus unsure how
to nterpret t.
▼ Staff

asked partcpants f they thought
they could accept the terms of the
MPO wthout lockng n the nterest rate
(Table 31). Only half (50 percent) of the
partcpants were able to answer ths
correctly, which was down significantly
from Round 2. It s possble that some
partcpants msnterpreted ths queston,
thnkng t was an opnon queston rather
than a factual queston based on the
nformaton n the secton.

▼ In

addton, staff also asked partcpants
how long they have to thnk over the
terms of the MPO. Agan, partcpants
dd not answer correctly very often (only
13 percent answered correctly), and ths
was down significantly from Round 2. The
dates should be clearer so homebuyers
can pck out ths nformaton easly. The
dates were clearer on earler versons of
the MPO.

Round 3 Testng

▼ Ths

Round 3 Testing
Table 31. Accepting the Offer on the MPO
Percent
Question
Can you accept the terms of
this MPO without locking in the
Interest rate?
Correct (yes)
Incorrect (no)
Don’t know
N
How long do you have to think
over the terms of this MPO?
Correct
Incorrect
Don’t know or other
N

Round 1

Round 2

Round 3

75
18
8

80
17
3

50
40
10

100 (40)

100 (30)

100 (30)

67
15
18

66
10
24

13
43
43

100 (39)

100 (29)

100 (30)

Table 32. Locking in the Offer on the MPO
Question

Percent

If you do not lock in your Interest rate now, by when must you
lock in the rate?
Correct (5 days before settlement)

70

Incorrect

10

Don’t know

7

Other

13
100 (30)

Staff ncluded a new box at the end of the acceptance secton for partcpants to calculate what
the charge or credt for ther ponts would be f the nterest rate changed. When staff asked
partcpants a queston about what the ponts would be f a homebuyer were charged one and a
half ponts on the loan, most could not answer correctly (Table 33).

Round 3 Testng

When staff asked partcpants n ths subsample untl when they have to lock n the nterest rate,
most were able to answer correctly (Table 32).
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Table 33. Calculating the Charge or Credit for Points on the MPO
Question

Percent

What would your new charge or credit for your points be if you
were now charged one and a half (1.5) points?
Correct ($1500)6

20

Incorrect

13

Don’t know

43

Other

23
100 (30)

N

Table 34. Accepting the Offer and Approving the Application on the MPO
Question

Percent

What happens when you accept this MPO? Does It mean that your
mortgage application is automatically approved?
Correct (No, they need to verify)

80

Incorrect (Yes)

10

Don’t know

7

Other

3
N

____________
6 Of

the 6 participants that got the right answer, only one used the box on the page.

100 (30)
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An mportant goal for HUD s for homebuyers to understand that recevng an MPO does not
mean that they receved approval for ther mortgage applcaton. Staff asked a queston durng
the ntervew about whether the mortgage applcaton would receve approval just because a
person accepted the MPO. Table 34 llustrates that 80 percent of partcpants understood that
the MPO would require information verification.

Round 3 Testing
Overall Comments on the MPO
Near the end of each testng sesson, partcpants were asked drect questons about ther
overall feelngs about the form, ther lkes and dslkes, and were gven a chance to make
suggestons about the MPO.

Overall Feelings
▼ Many

▼ Most

participants said they thought
the MPO provides the right information
for them. Staff asked partcpants f
they thought the MPO provdes the rght
nformaton for them, and the majorty of
partcpants (79 percent) sad they thought

the form provided the right nformaton,
whle 22 percent sad ether they dd
not thnk the form provded the rght
nformaton or that they dd not know
or gave another answer. The postve
response to the form provdng the
rght nformaton was down slghtly
from Round 2.
▼ Most

participants felt the writing of
the MPO was at the right level for
them. Staff asked partcpants f they felt
the wrtng of the MPO was at the rght
level for them, and most partcpants (88
percent) sad they felt the wrtng of the
MPO was at the rght level, whle only 13
percent said it was too difficult. Results
were very smlar between Round 2 and
Round 3 of testng.

Likes and Dislikes
▼ Participants

said they found the “Understanding Your Settlement Charges” section
(on page 2) and the loan summary information (on page 1) to be the most useful
information on the form. Staff also asked partcpants what they found to be the most
useful nformaton n the MPO. A thrd of the partcpants sad the “Understandng Your
Settlement Charges” secton (on page 2), whle a thrd sad the loan summary (on page 1),
and 18 percent sad the secton on acceptng ths mortgage package offer (on page 3).

▼ Most

participants liked the breakdown of charges on page 2 the best. When staff
asked partcpants to name what they lked most about the MPO, 38 percent mentoned
the breakdown of charges on page 2, while 26 percent said the summary table on page 1.
Another 26 percent ndcated they lked the trade-off table the most, and 15 percent sad
what they lked most was that the form was “easy to understand,” and “self-explanatory.”

▼ Most

participants did not mention something that they particularly disliked about
the form. When staff asked partcpants what they dslked the most about the MPO, they
mentoned only a few thngs. About 12 percent ndcated they dslked not knowng what s
ncluded n the package, whle 9 percent mentoned understandng the tradeoff secton, and
6 percent sad the servces ncluded n the package secton.
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participants said they were
comfortable with the MPO, but
the percentage of people feeling
comfortable decreased from Round 2.
Staff asked partcpants how comfortable
or uncomfortable they felt wth the MPO.
In Round 3 testng, 64 percent sad
they were “comfortable,” whch was a
decrease from Round 2. About 35
percent sad they were “uncomfortable,”
or sad they dd not know or provded a
dfferent answer.

Round 3 Testing
Suggestions
▼A

few participants suggested clarifying certain sections of the form. In Round 3 testng,
9 percent of the partcpants suggested clarfyng the “ponts secton”; 3 percent sad
clarfyng the “tradeoff secton”; and 3 percent sad the form needed a more detaled
breakdown of charges.

GFE Crosswalk
In general, the GFE Crosswalk confused many partcpants, and as such, they were not able to
complete t correctly.

Section 1
▼ Partcpants

found the nformaton presentaton overwhelmng. Two partcpants had
problems wth the presentaton of the nformaton n Secton 1, whch covered “What s the
purpose of ths worksheet” and “How should you use the worksheet.” These partcpants
commented that the Crosswalk had “too much” nformaton and “looked lke a tax form.”

▼ Participants

were confused about the purpose of the first table. Table 1 was included due
to the problems that partcpants had n the prevous testng wth tryng to determne where
charges should be ncluded on the subsequent tables. However, the table dd not seem to
help wth the problem. Fve partcpants were confused about the fundamental purpose of
the first table. They were unable to determine what figures to enter, did not understand
that they had a choce of servce provders, or otherwse dd not understand the purpose
of the table.

▼ Two

participants understood the purpose of the table, but could not find what figures
to nclude.

Helpful Hints
▼ Partcpants

were confused about the “Helpful Hnts” secton of the form. Some partcpants
dd not read the helpful hnts and then made the mstakes that the hnts were tryng to help
them avod. For the partcpants who were generally confused about the Crosswalk, the
“Helpful Hnts” secton dd not help partcpants understand tems where they experenced
confuson. One partcpant was confused by the seres number referred to from the HUD-1
and even guessed that they mght be dollar amounts.

Round 3 Testng

Table 1
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Table 2
▼ Partcpants

were confused about Table
2. Fve partcpants were fundamentally
confused about how to use Table 2.
They could not remember key ponts
from the GFE; they dd not understand
that they could choose someone other
than the lender for servces; they dd not
understand how to read the charge for a
servce; or they were otherwse confused.

▼ Three

participants had trouble finding
charges on the HUD-1. They had
partcular trouble wth tems n the 800–
899 seres and tem 1199.

▼ One

partcpant had trouble wth the term
“Subtotal” and was not sure whether to
calculate a subtotal or enter one from
the GFE.

Table 3
▼ Partcpants

▼ One

partcpant clamed that ths table really helped “break thngs down.”

Table 4
▼ Partcpants

had a number of dfferent
ssues wth Table 4. Two partcpants
commented on the language n ths table:
one thought the wrtng was at too hgh
a level and another commented that t
sounded “lke tax forms.”

▼ Two

partcpants could not understand
what figures to enter into this table.

▼ One

partcpant dd not understand the
dfference between Table 3 and Table 4.
One partcpant was overwhelmed and
confused. One partcpant commented
that ths table was very clear and noted
that the language matched that of
the GFE.
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had trouble understandng what nformaton to put n the boxes on Table 3.
Four partcpants understood the purpose of the table but had some trouble understandng
what figures should go in each box. Three participants were fundamentally confused and
ether dd not understand why charges mght change or began to feel overwhelmed by
the nformaton.

Round 3 Testing
Recap of HUD’s Goals
After the thrd round of testng, KCG revewed HUD’s Round 3 testng goals to see f the thrd
round of testng met HUD’s goals:

✔

Facilitating shopping for mortgages
― When testng staff asked partcpants
whether they would shop around
before they saw ether the GFE or the
MPO, half sad that they would, and
half sad that they would not.

✘

― The results for the two-way comparson
of MPOs were not as strong as for the
GFE (snce no data exsted for the MPO
from earler rounds aganst whch to
compare). For the MPO, 80 percent
pcked the best deal.
― When asked to make the three-way
comparson between the two GFEs and
an MPO, the results for round 3 were
even better than for prevous rounds.
All but one of the partcpants on
Conditions 1 and 2 identified the
best deal.

Distinguishing items homebuyers can shop for
― Only 50 percent of partcpants understood that the dfference between the
categores was that they could shop for some tems or use the lender or broker’s
provders. To be ncluded as havng a correct answer for ths queston, the partcpant
had to generate the correct answer wth no help from testng staff. Most of those
who gave incorrect answers were focused on the specific charges within the
categores rather than the categores themselves.

✔

Making basic costs clear
― Partcpants could dentfy the basc costs n the thrd round. Over 90 percent of the
partcpants were able to dentfy every cost that staff asked them about.
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― When staff asked the same queston
after partcpants had looked at
the GFE or MPO, 80 percent of the
partcpants sad they would shop
around. All but one of those who sad
ntally that they would shop around
stll sad they would shop around.
However, there was a significant
change n atttude for partcpants
who ntally sad they would not
shop around: 66 percent changed
ther mnds after readng the GFE or
MPO, statng they would shop around
after statng ntally they would not.
Ths result ndcates that lookng at
the GFE or MPO influences the
atttude of the partcpants toward
shoppng around.

― Begnnng wth the two-way
comparsons for the GFE, partcpants
n Round 3 contnued to be able to
tell whch offer was the better deal. In
fact, 100 percent of the partcpants
identified the correct GFE when given
the choce of two. A smaller percentage
would choose ths deal, but as
prevously mentoned, there could be a
varety of reasons why they mght want
to choose a partcular offer.

Round 3 Testing
✘

Showing yield spread premium (YSP) and discounts to borrowers
― The percentage of partcpants who fully understood what YSP meant, at 3 percent,
was extremely low.
― Partcpants dd slghtly better understandng the meanng of “dscount ponts,” yet
only 30 percent had a full understandng or had only mnor questons.
― When asked what “our servce charge meant,” a majorty of partcpants, 70 percent,
were able to answer correctly. Nearly one-thrd of partcpants dd not know what the
servce charge was.

✘

Making tolerances to HUD-1 clear

― When questoned about whch
charges should reman the same at
settlement as they are on the GFE,
only 2 participants (7 percent) clarified
that the servce charge wll reman the
same only after the nterest rate
s locked.
― Forty percent answered the “servce
charge,” but dd not clarfy that a
person would have to lock n.

✔

― Partcpants had the most trouble
dentfyng all seven of the charges that
can change at settlement (37 percent),
but most partcpants were able to
dentfy at least some of the charges
that can change.
― In Round 3 of testng, only some of
the partcpants were able to answer
questons correctly about the MPO
tolerances. Performance decreased
significantly from Round 2. Fifty percent
of the partcpants correctly ndcated
that the MPO could not ncrease at
settlement. Only 17 percent noted that
the “charge or credt for your ponts”
could not ncrease after lockng n the
nterest rate, whle one partcpant sad
the “charge or credt for ponts” but dd
not menton lockng n the nterest rate.

Conveying prepayment penalties and balloon payments
― The GFE and MPO were both overwhelmngly successful n conveyng nformaton
about prepayment penaltes and balloon payments. In Round 3 of testng, most
partcpants were able to answer questons correctly about whether the loan had a
prepayment penalty (87 percent) and whether the loan had a balloon payment (93
percent). Only 14 percent sad they dd not know or answered ncorrectly when asked
f the loan has a prepayment penalty. Only sx percent answered ncorrectly or gave a
dfferent answer when asked f the loan had a balloon payment.
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― In Round 3, slghtly more than half of
the partcpants were able to answer
questons correctly about each of
the tolerances for most of the
charges on the GFE. Ths was a
significant decrease in performance
from Round 2.

Round 3 Testing
✘

Providing a Crosswalk from the estimates from the GFE and MPO to
the HUD-1 settlement
Can homebuyers correctly fill in the information from the GFE on
the Crosswalk?
― Partcpants showed wde varaton
n ther success wth dfferent parts
of the form. Table 1 was partcularly
confusng for partcpants. Onethrd of partcpants were confused
about the fundamental purpose of
the table.

― The Helpful Hnts secton proved
to be unhelpful for most of the
partcpants and dd not help to
clarfy ther confuson.
― Partcpants also had a lot of trouble
filling out the rest of the tables
on the GFE Crosswalk, ncludng
Tables 2, 3, and 4 predomnately
because they had a fundamental
problem readng and understandng
the directions on page 1, the first
table, and the helpful hnts. The
first table should have alerted
partcpants on where to place

― Partcpants dd relatvely better n
completng the nformaton n Table
2 compared wth the rest of the
Crosswalk, but the results were not as
good as for Round 2.
― For table 2 n the Crosswalk, a hgh
percentage of participants filled in the
tems correctly, but some partcpants
were less successful. The tems
that required participants to fill in
Table 1 correctly n order to enter
the nformaton n Table 2 tended to
be a problem for the partcpants.
If participants did not fill in Table 1
correctly, they mssed t n table 2.
Ths was true for the “ttle servces
and lender’s ttle nsurance” and the
“requred servces you can shop for.”
― The results for Table 4 of the Crosswalk
were smlar. Items that requred an
understandng of Table 1 had a lower
percentage of participants filling in
Table 4 correctly.
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― Partcpants were supposed to
enter two tems n Table 1 that
would then gude them to where to
put the tems n Tables 2, 3 and 4.
Few partcpants dd ths correctly.
Only 47 percent of the partcpants
put the title insurance figure in the
correct place, and only 20 percent
put the survey figure in the right
place. A thrd of the partcpants
also put rrelevant tems n Table 1.

certain figures based on who arranged
for the servce. Because most
partcpants dd not understand Table
1, partcpants showed a wde varaton
in being able to fill out the rest of the
tables correctly.

Round 3 Testing
Can homebuyers correctly fill in the information from the HUD-1 on the Crosswalk?
― Fllng n Table 2 was successful
for some tems. Eghty percent of
partcpants correctly completed one
tem—the loan orgnaton fee. The
other fees dd not have such hgh
percentages, although the percentages
for the lenders fees were hgher for
Round 3 than for Round 2.

― Participants had difficulty with the
same tems prevously mentoned
from the GFE: those that had to
be n dfferent places dependng
upon who provded the servce.
They also had another difficulty.
Some sectons of the HUD-1 lst
varous servces that should be n
dfferent sectons of the Crosswalk
dependng upon the type of charge.
Partcpants could not tell where
charges should go based on the
label n the HUD-1.

― For the second table n the Crosswalk,
few participants filled in very many of
the tems correctly. Many of the tems
are difficult to find on the HUD-1, and
partcpants searched for them wthout
success. Overall, the Round 3 results
were somewhat better than the Round 2
results but were stll not satsfactory.
― The last table n the Crosswalk also had
some tems that mproved somewhat
n Round 3 over the results n Round
2. A larger percentage of partcpants
were able to find the title charges and
the survey. For some of the other tems,
such as the nterest, hazard nsurance
and owner’s coverage, the results were
not as good for Round 3 as for Round 2.

Can homebuyers find a discrepancy in the cost if they filled in the forms correctly?
― Most partcpants found the dscrepances, but the accuracy was down from Round 2
on all dscrepances. Testng staff asked partcpants f any of the tems had ncreased
more than allowed. Only 40 percent of partcpants were able to answer correctly
ndcatng that they were not really usng or understandng the Crosswalk n the
ntended way—as a tool to help them.
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― The next task for the partcpants
was to enter the nformaton
from the sample HUD-1 on the
Crosswalk. As wth the GFE,
many tems were not very easy
for partcpants to complete
correctly because they had not
understood Table 1.

Round 3 Testing
Recommendations for Improving the Forms
Ths secton summarzes the recommendatons for future revsons for each of the forms
tested n Round 3. The recommendatons for the GFE and MPO are broken down by secton
of the form.

GFE Recommendations
About Your GFE
▼ Leave

in the paragraph about shopping in the “About Your GFE” section.

Summary of Your Loan Terms for This Estimate
▼ Use

the term “service charge” rather than “loan origination fee” in the “Summary of Your
Loan Terms for this Estimate.”

Charges That Can Change
the presentation of items that cannot change at settlement in the “Charges that
Can Change” section. Aspects of the format used in Round 2 could be used since they
worked well.

Discount Points and Yield Spread Premium
▼ Improve

the explanation on “discount points” and “yield spread premium.”

MPO Recommendations
About Your MPO
▼ Leave

in the paragraph about shopping for the best loan in the “About Your MPO” section.

Understanding Your Settlement Charges
▼ Make

sure that a negative charge or credit for homebuyer’s points can be shown clearly in
the “Understanding Your Settlement Charges” section.

Charges That Can Change
▼ Use

the format tested in Round 2 for the “Charges that Can Change” section.

Round 3 Testng

▼ Improve
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Accepting This Mortgage Package Agreement
▼ Emphasize

the fact that homebuyers can accept the offer without locking in the interest rate
in the “Accepting This Mortgage Package Agreement” section.

▼ Make

the time homebuyers have to consider the offer more prominent in the “Accepting This
Mortgage Package Agreement” section.

▼ Eliminate

the points calculation box for a new interest rate within the “Accepting This
Mortgage Package Agreement” section.

GFE Crosswalk Recommendations
▼ Reconceptualize

the GFE Crosswalk, and add more explanation about how to use it

and fill it out.
▼ Find

a different method for presenting the charges that can appear in more than one section.

▼ Move

the “Helpful Hints” up or find a different format for presenting them, such as presenting
the helpful hints along with the directions for how to use the worksheet.

▼ Clarify

the use of negative numbers, perhaps by including another hint.

▼ Change

the boxes and subtotals to prevent consumers from having to enter numbers twice.

Round 3 Testng

MPO Crosswalk Recommendations
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How the Forms Changed
After Round 3 of testng, HUD removed the MPO and the Crosswalk forms from the next two
rounds of testng. Changes to the GFE ncluded the followng:
▼ Separating

the contact information and
educational information into two separate
sections at the top of page 1

▼ Returning

summary lines to page 2
(after the “charges for loan origination”
and “charges for all other settlement
costs” sections)

▼ Removing

the “discount points” and “yield
spread premium” information from page 3

▼ Moving

the information about tolerances
from page 2 to page 3

▼ Adding

information at the bottom of page
3 on how to proceed with the GFE

Changes to the MPO ncluded:
▼ Adding

a block for originator and
borrower contact information on page 1
a new block for general
educational information (About Your
MPO) on page 1

▼ Chunking

the information on page 2 into
types of charge and adding summary
lines for each new chunk of information

▼ Simplifying

the Charges that Can Change
section at the bottom of page 2

a new section at the bottom of
page 2 showing the services included in
the MPO

▼ Removing

the Discount Points section
from the top of page 3

▼ Removing

the YSP section from page 3

▼ Moving

the trade-off table to the top
of page 3

▼ Adding

a new section to the bottom of
page 3 explaining the steps involved in
accepting the MPO

A sample of forms tested n Round 4 appears n Appendx D. The revsed MPO, whch HUD dd
not test n Round 4 testng, appears after the GFE forms HUD tested n Round 4.
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▼ Creating

▼ Including

New block
created for
contact
information

Contact
information
removed from
educational
information

Returned
YSP disclosures to
top of page 2

Returned
summary
line to page
design

Returned
summary
line to page
design

Tolerances
information moved
to top of page 3

Section added so
consumers know how
to go forward

Mortgage Package
Offer (MPO)
Added block
for contact
information

About Your
MPO
Created new
block for
the general
educational
information

Name of Originator ________________
________________
___________________
______
_____________
__________
________

Borrower ______________________________________

Phone _________________________________________

SSN ________
_____________
__
___________
________________
__________
______________________________
_____
________________
___________
_______________
______________
_________

Address _______________________________________

Property Address __________________
_______________________
_____
______________
___________
_____________
__

________________________________________________
______
________________
___________
________________
________________
________________
________________
_______________
______________
_________

_______________________________________________
__
___
__
___
___
___
___
___
___
___
___
___
___
___
___
___
___
___
___
___
___
___
___
___
___
___
___
___
___
___
___
___
___
___
___
___
___
___
___
___
___
___
___
___
___
____

What is an MPO? This MPO is an offer for a mortgage loan from us that includes:
g
g

g

A guaranteed price for a package that includes most of the settlement services needed to get the loan.
An interest rate and points that are guaranteed if you accept th is offer and lock in by ____/____/____.
Otherwise, they will float until you lock.
An agreement that binds us to provide you the loan described in this document if you are approved for
this loan.

This MPO is based on your statements that your gross month ly income is $
, the value
of the property is $
and on a credit analysis that we conduct. We will verify your monthly
income, the property value, your credit rating, and other information that you’ve provided to us.
How should you use this MPO to shop for the best loan? We cannot guarantee that we are getting you
the best possible loan costs or interest rates that are available. You should compare this MPO with those
that you get from others. By comparing loan offers, you can shop for the best loan.
This terms and conditions of this MPO are va lid for 10 business days from this date _____/_____/_____.
Keep this MPO to compare with your actual costs at settlement.

Summary
of Your Loan
Terms for This
Estimate

Your Loan Details
Your loan amount will be:
Your loan is

$
c A Fixed Rate Loan

Your interest rate

%

c An Adjustable Rate Loan
% initially, then it will adjust. The interest rate
adjustment will be based on the
index and can change up to
percentage points
Your first adjustment will occur in
or years)

Your loan term

years

(months

years
$

Your monthly payment for
principal, interest, and any
mortgage insurance

$

Your rate lock period

days. After you lock in your interest rate, you must go to settlement
within this number of days to be guaranteed this interest rate.

The maximum your monthly payment for principal,
interest, and any mortgage insurance could be is
$

Does your loan have
a prepayment penalty?

c Yes, your maximum prepayment penalty is $
c No

Does your loan have
a balloon payment?

c Yes, you have a balloon payment of $
c No

due in

years.

The interest rate and monthly payment shown above can change until you lock in your interest rate.

Your Settlement Costs
Charge for Your Guaranteed Mortgage Package (item 1 on page 2)
Charge or Credit for the Specific Interest Rate Chosen (item 2 on page 2)
Estimated Charges for Settlement Services Outside the Package (items 3-6 on page 2)

Total Estimated Settlement Charges

$
1

Mortgage Package
Offer (MPO)

Understanding
Your Settlement
Charges

Charge for Your Guaranteed Mortgage Package
1. Your guaranteed mortgage package
Your
Y
Yo
ur guaranteed mortgage package is one fixed price for
f most of the serv
services
r ices
rv
that you will need to get your loan. This price cannot change before settlement.
This package includes the charges for the follow
ffollowing
ing services, if needed:
Service
Servic
r e charge
rvic
This charge is for the services we provide when we process this loan for
f you.
Other required settlement services
This charge is for
f certain services we require to complete your settlement, for
example, an appraisal, credit report, or survey. We
W will choose the providers of
these services.
Title serv
services
er ices and lender’s
erv
’ title insurance
’s
This charge includes the services of a settlement agent, for
f example, and title
insurance to protect the lender, if required.
Taxes
T
Ta
xes and fees
This charge includes state and local taxes and fees.

$
Charge or Credit for the Specific Interest Rate Chosen (Points)
2. Charge or credit for the specific interest rate chosen

— For a higher interest rate loan—the payment by the lender on your
behalf that reduces the up-front charge you pay
— For a lower interest rate loan—the additional up-front charge you
pay the lender (discount points)

$
Estimated Charges for Settlement Services Outside the Package
3. Reserves or escrow

This charge is held in an escrow account to pay recurring charges on your
property, such as property taxes or insurance.
4. Daily interest charges

This charge is for the daily interest on your loan from the day of your
settlement until the first day of the next month or the first day of your
normal mortgage payment cycle. For this loan, this amount is $
per day for
days (if your closing date is ____/____/____).
5. Homeowner’s insurance

This charge is for the insurance you must buy for the property to protect
from a loss such as fire.
6. Optional owner’s title insurance

This charge is for insurance you can choose to buy to protect yourself from
title defects.

$

$

Total Estimated Settlement Charges

Charges That
Can Change

All of the charges listed above can change at settlement except for the Charge for
f You
Yourr Guaranteed
Y
Mortgage Package. The Charge or Credit for the Specific Interest Rate Chosen can change until you lock
in your interest rate.

Services That
Will Be in This
Package

As part of this mortgage package, we will obtain certain services as indicated below.

Added new
section showing
series included in
MPO

Yess
Y
Ye

Property Appraisal
Credit Report
Pest Inspection
Survey

c

No
c

c

c

c

c

c

c

Yess
Y
Ye

Closing Services
Title Search
Title Examination
Lender’s Title Insurance

c

No
c

c

c

c

c

c

c
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Mortgage Package
Offer (MPO)

Understanding
the Trade-off
Between the
Charges for Your
Loan and Your
Interest Rate

A loan with a
lower interest rate

The loan in this MPO
Your loan amount

$

Your interest rate

Reorganized page
3

A loan with lower
settlement costs

$
%

$
%

%

How much your monthly
payment will be

$
f

$
f

$
f

How much more or less in
monthly payments from this MPO

No Change
f

You will pay $
less every month

You will pay $
more every month

How much more or less you will
pay at settlement with this
interest rate
f

No Change
f
f
f
f

Your lower interest
rate will raise your
settlement costs by
$

Your higher interest
rate will lower your
settlement costs by
$

How much your total estimated
settlement charges will be

$

$

$

f

We have offered you a particular interest rate and estimated settlement costs in this MPO. But, it is
important that you see how this loan compares to others that you could choose.
g
g

If you want to choose a loan with a lower interest rate, then you will have higher settlement costs.
If you want to choose a loan with lower settlement costs, then you will have a higher interest rate.

The table above shows how the loan that we’ve offered you in this MPO compares to these different
options. The loan in this MPO is in the first column. In the middle column is a loan with a lower interest
rate. In the last column is a loan with lower settlement costs.
If you want one of these options, you can ask for a new MPO.
If this loan offer is for an adjustable rate mortgage, the comparisons in the table are for the initial interest
rate before any adjustments are made.

Accepting This
Mortgage
Package Offer

What should you do if you want to accept this offer?
1. You will need to pay a fee of $
which will be applied towards your settlement charges.
2. You will need to decide to lock in an interest rate now or later. Check the option you would like:
c
c

I want to accept the offer by signing below and locking in the interest rate now.
I want to accept the offer by signing below and will wait to lock in the interest rate.
days before settlement.
I realize I must lock in the interest rate at least

What happens once you accept this offer? We will verify your monthly income, the property value, your
credit rating, and other information that you’ve provided to us. We may ask you for more information.
Then we will complete the evaluation of your mortgage application. If you are approved, we will provide
the mortgage loan and settlement services exactly as we’ve outlined in this offer.
What if you are not sure you want to accept this offer? This offer of $
Mortgage Package Charges),
(Interest Rate), and $
the Specific Interest Rate Chosen) is valid until _____/______/_____ (date).

(Guaranteed
(Charge or Credit for

From _____/______/_____ until _____/______/_____ , the package price is still guaranteed, but the interest
rate and points offered will float. The interest rate and points will stop floating when you lock them. You
can find current interest rates and points options by going to:
If you do not accept by _____/______/_____, this offer will expire.

Our Signature

Date

Your S ignature

Date
3

Round 3 Testing
Questions for Round 4 Testing
Study questons used for Round 4 of testng ncluded the followng:
▼ Whch

of two offers wll cost less, or wll they cost the same amount?

▼ If

shoppng for a mortgage loan and these two offers were the only ones avalable, would the
partcpant prefer one of the offers or are both equally attractve?

▼ Why

dd partcpants answer the way they dd?

100
Round 3 Testng

Round 4 Testing

Round 4 Testing
Introduction
During the first three rounds of testing, work focused mainly on building and revising the forms
to produce a set of forms that would be nvolved n consumer testng. HUD and KCG, through a
subcontract wth Aspen Systems, performed ths work—drven by the need to smplfy both the
language and the layout of the GFE and MPO. Data from consumer testng drove future revsons
to the forms.

Because of the FTC study, HUD drected another round of consumer testng on the GFE (Round
4). In late 2003, HUD drected KCG, through a sub-contract to Aspen Systems, to mrror aspects
of the FTC study (such as studyng the GFE both wth and wthout the YSP dsclosure); however,
HUD wanted to keep the YSP n context by testng the entre GFE, rather than just extracted
YSP dsclosures.
In HUD’s study, both new and experenced homebuyers were part of the partcpant pool
wth demographcs representatve of the U.S. populaton to ensure that the study covered a
dverse range of ncomes, ethnctes, educatonal backgrounds, and age groups. In addton to
demographc consderatons, KCG made a conscence effort to recrut partcpants from low
educaton and low-ncome groups who have had past experence shoppng for a mortgage loan.
Staff then used data collected n Round 4 testng to make mprovements to the GFE form. The
revsed GFE was the bass for another round of consumer testng (Round 5), n whch Aspen/
KCG collected data to see how well the forms worked because of the consumer-drven changes
to the GFE.
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In 2003, the Federal Trade Commsson (FTC) performed ts own round of consumer testng
based on the GFE. The FTC’s objectve was to study whether the yeld spread premum (YSP)
dsclosure could unfarly bas consumers aganst mortgage brokers. Thus, FTC extracted
sections of the proposed and new GFE, specifically the YSP disclosure, and tested only those
sectons that the FTC beleved mght create an unfar bas aganst mortgage brokers. Because
of the lack of context n the FTC study, however, ther data suggested that consumers usng the
extract only would (a) become confused when the YSP was dsclosed and (b) become based
aganst brokers as a result of the dsclosures made n the YSP. However, the FTC dd not test
the whole GFE; t used only an extract, and as such, consumers had no context aganst whch
to compare and contrast the YSP information. As a result, the FTC reported a significant bias
aganst brokers, based solely on the extract. Whether ths bas apples to the GFE as a whole
would depend on testng results for the entre GFE rather than an extract.

Round 4 Testing
HUD’S Goals
HUD’s goals for Round 4 were to
▼ emulate

certan aspects of a yeld spread premum (YSP) study conducted by the Federal
Trade Commsson (FTC), and

▼ use

qualtatve and quanttatve research to see how mprovements to the GFE helped
consumers choose lower-cost loans.

The major overall objectve was to collect data to see how well the revsed forms worked both n
structured one-on-one testng and n small group sessons. To ths end, n Round 4, three study
questons helped to determne how well the forms worked:
▼ Whch

of two offers wll cost less, or wll they cost the same amount?

▼ If

shoppng for a mortgage loan and these two offers were the only ones avalable, would the
partcpant prefer one of the offers or are both equally attractve?

▼ Why

dd partcpants answer the way they dd?

In Round 4, KCG tested 600 diverse participants across five sites: Atlanta, Georgia; Boston,
Massachusetts; Denver, Colorado; Seattle, Washngton; and Tulsa, Oklahoma.
For ths round of testng, staff tested four form varatons:
1. Dfferent cost loan wthout YSP
2. Dfferent cost loan wth YSP
3. Same cost loan wthout YSP
4. Same cost loan wth YSP
Each set of forms contaned a broker and a lender loan, and each partcpant saw two sets of
loan offers. To lmt bas, staff used 16 dfferent rotatons for presentng the loan offers.

Analytical Approach
Database
Answer sheet responses were entered nto a Mcrosoft Access© database. After enterng all of
the data nto the database, staff purged outlers by conductng a qualty assurance check on the
ntegrty of the data. Aspen staff entered answer sheet responses nto a MS Access© database.
After Aspen staff entered all of the data nto the database, they revewed the data by conductng
a qualty assurance check. The Aspen/KCG team then generated reports and analyzed the
quanttatve data by exportng the data from MS Access© nto SPSS©. The Aspen/KCG team
then used SPSS© to calculate response frequences for all questons, wth the excepton of the
qualtatve open-ended questons.

Round 4 Testng

Methodology
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Qualitative and Quantitative Analysis
After purging outliers from the data, staff exported the data from Microsoft Access© into SPSS©,
where response frequencies were calculated for all of the questions, with the exception of the
open-ended questions.
Usng a grounded theory approach, Aspen/KCG team revewed all of the responses for each
comparson made and then created a unque codng system for that partcular comparson.
After responses for each comparson were coded, the results were compled usng the corrected
Mcrosoft Access© database. KCG then reviewed these final results, created matrices to organize
those results, and determned what the data meant n terms of the other results as well as how
to revse the GFE.

Study Methodology

Both Aspen Systems and KCG staff filled key positions within the testing team. At each testing
ste, an Aspen team member served as test moderator whle a KCG team member observed the
testng sessons. At the end of each day of testng, Aspen/KCG staff sent partcpant answer
sheets to Aspen Systems for data entry.
In Round 4, Aspen/KCG gave all 600 partcpants full-length GFEs. The control group—285
partcpants—receved GFEs that omtted YSP dsclosure, whle the expermental group—315
partcpants—receved GFEs wth the YSP dsclosed. Staff gave each partcpant two pars of
loans: one n whch the broker loan was $300 less than the lender and one n whch the broker
and lender loan offers were the same cost. Staff asked each partcpant three questons for each
set of GFEs:
1. Whch offer was cheaper, or do they cost the same?
2. Whch would you choose?
3. Why dd you make that choce?
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For Round 4, HUD asked KCG to parallel aspects of the FTC study, ncludng the questons
asked, the dfference between the amounts of each offer, and the length of the test stuaton.
However, because HUD thought that the context of the entre form mght provde a more
accurate measure of partcpants’ understandng of the GFE, the study desgn used a full-length
GFE rather than the extract from the FTC study. For each ste, staff selected 120 partcpants
who mrrored the demographcs of the U.S. Census.

Round 4 Testing
Demographics
In Round 4 of the testng, staff recruted partcpants who mrrored the U.S. census. As a part
of the screenng protocol, professonal testng stes recruted partcpants based on the
followng crtera:
▼ Gender
▼ Age
▼ Education
▼ Income
▼ Marital

Status

▼ Race/ethnicity

Addtonally, KCG screened partcpants based on ther experences n
▼ obtaining

a mortgage (whether purchasing or refinancing a home), and

▼ shopping

for a new mortgage loan.

Once selected, and after completng the testng, staff pad partcpants an ncentve of $50.00. If
more partcpants arrved than were needed or f cancellatons occurred, the testng ste tred to
place or recrut partcpants who would represent the requred demographcs.
Table 35 provdes demographcs for Round 4 testng.

Round 4 Testng

At each of the professonal testng stes, staff provded recruters wth the same screenng
protocol, whch they would read when contactng potental study partcpants. In the course
of the call, screeners would ask prospectve partcpants a seres of questons that allowed
screeners to determne f the ndvdual called was elgble to partcpate n the study. If a recruter
contacted a partcpant who dd not meet the crtera, the recruter termnated the call. Staff gave
each ste the same crtera for the number of partcpants needed n each demographc category.
Ths procedure ensured the study nvolved partcpants from a wde range of backgrounds, ages,
and ethnc groups (among other crtera) but who also had ether obtaned or shopped for a
mortgage loan.
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Table 35. Participant Demographic Information—Round 4
Percent

Gender
Female
Male

347
252

58
42

Age
21 or younger
22 to 34
35 to 44
45 to 54
55 to 64
65 or older

1
150
166
167
92
23

.2
25
27.7
27.8
15.4
3.9

Education
Less than high school
High school or GED
Some college or a 2-year college program
College graduate
Graduate School

6
99
182
214
98

1
16.5
30.3
35.7
16.3

Income
Less than $20,000
$20,000 to $39,999
$40,000 to $59,999
$60,000 to $79,999
$80,000 to $99,999
$100,000 or more

11
79
153
149
91
101

1.8
13.2
25.5
24.8
15.2
16.8

Marital Status
Married
Single/Divorced

415
177

69.2
29.5

Race/Ethnicity (participants could select more
than one category)
Hispanic/Latino
American Indian/Alaskan Native
Asian
Black or African American
Native Hawaiian or other Pacific Islander
White
Other

25
19
9
61
3
512
—

4.2
3.2
1.5
10.2
.5
85.3
—

Study Questions
Study questons used for Round 4 of testng ncluded the followng:
▼ Which

of two offers will cost less, or will they cost the same amount?

▼ If

shopping for a mortgage loan and these two offers were the only ones available, would the
participant prefer one of the offers or are both equally attractive?

▼ Why

did participants answer the way they did?
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Summary of Findings
The FTC conducted a study of the YSP dsclosure n 2003 usng extracted elements of HUD’s
GFE as publshed n the 2002 RESPA proposed rule. In ther study, FTC observed that the
YSP dsclosure unfarly based consumers aganst brokers, whch prompted HUD to undertake
addtonal testng on the GFE. Thus, for Round 4 of testng, HUD asked KCG to parallel aspects
of the FTC study, ncludng the questons asked, the dfference between the amounts of each
offer, and the length of the test stuaton. However, because HUD thought the context of the
entre form mght provde a more accurate measure of partcpants’ understandng of the GFE,
the study desgn used a full-length GFE rather than the extracted elements from the FTC study.
For each ste, staff selected 120 partcpants for demographc dversty. The results of ths testng
showed both consstency and dvergence wth the FTC results.

Different Cost Loan Comparisons

Table 36. Different Cost Loan Results
Without YSP (Percent)

With YSP (Percent)

FTC

HUD

FTC

HUD

Which loan is cheaper?
Broker (correct)
Lender (incorrect)
Same (incorrect)
Don’t know
No answer

90.3
3.9
5.8
0
—

91.6
.7
5.6
0
2.1

71.8
16.5
9.7
1.9
—

83.2
7.9
6.3
0
2.6

Which would you choose?
Broker
Lender
Either
Neither
Don’t know
No answer
Other

85.2
2.9
3.9
2.9
4.9
—
—

88.1
.4
6.3
0
3.5
1.7
—

69.9
15.5
4.9
1.9
7.8
—
—

72.1
11.1
11.4
0
3.5
1.9
—

With the YSP disclosure removed, 92 percent correctly identified the broker loan as cheaper, and
one percent incorrectly identified the lender as cheaper. These results are quite similar to FTC’s
results of 90 percent and four percent. When asked to choose a loan, 88 percent of partcpants
chose the broker offer, whle one percent chose the lender loan. These results compare to 85
percent and three percent respectvely n the FTC testng.
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With the YSP disclosed, 83 percent of the participants correctly identified the broker loan
as cheaper, and 8 percent incorrectly identified the lender as cheaper. These results are an
mprovement over the FTC results of 72 percent and 17 percent. In ths GFE scenaro, 72
percent of the partcpants sad they would choose the broker offer and 11 percent sad they
would choose the lender. Smlarly, n the FTC study, 70 percent of the partcpants chose the
broker offer, and 16 percent chose the lender offer (Table 36).

Round 4 Testing
Same Cost Loan Comparisons
When given same cost loan offers with the YSP, 81 percent correctly identified both loans as
costing the same; 15 percent incorrectly identified the lender as cheaper; and three percent
incorrectly identified the broker as cheaper. In contrast, in the FTC study, only 53 percent
correctly identified the offers as costing the same; 30 percent incorrectly identified the lender as
cheaper; and 11 percent incorrectly identified the broker as cheaper. In this GFE scenario, 50
percent of partcpants would have chosen ether offer; 39 percent chose the lender offer; and
only five percent chose the broker’s. In contrast, in the FTC study, only 25 percent chose either
offer; 46 percent chose the lender offer; and 17 percent chose the broker’s offer.
With the YSP excluded from the GFE, 95 percent correctly identified that the loans cost the
same, whch s consstent wth FTC’s data (also 95 percent). When asked whch loan partcpants
would choose, 90 percent of the partcpants n HUD’s study answered “ether loan” correctly,
whch stands n contrast to FTC’s 78 percent. In the FTC study, seven percent chose the broker
loan, seven percent chose the lender loan, and seven percent chose nether loan. In the HUD
study, only two percent chose the broker loan, and one percent chose the lender loan.

Of partcular concern was the dfference between partcpants who could dentfy the cheapest
loan offer but dd not choose t. Analyss of the partcpant responses to the open-ended
question of “why did you choose that offer” led to further modifications of the GFE to address
this concern and to a fifth round of testing. These responses fell into four themes. First, in many
comments, partcpants stated that they chose a partcular offer because they dd not want the
“hgher nterest rate” ndcated on page two of the GFE. They concluded from the language on
YSP dsclosure that the nterest rate was hgher than the rate cted on page one, “Loan Detals.”
Second, many comments reflected that participants felt that the broker YSP disclosure was not
straghtforward and perhaps manpulatve. Thrd, several partcpants chose a loan based on the
loan orgnaton fee as opposed to the overall adjusted charges. Fnally, many of those who had
no preference for the cheaper broker loan ndcated that $300 was not a bg enough dfference
to be a decdng factor.

Round 4 Testng

Qualitative Analysis
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Table 37. Same Cost Loan Results
Without YSP (Percent)

With YSP (Percent)

HUD

FTC

HUD

Which loan is cheaper?
Broker (incorrect)
Lender (incorrect)
Same (correct)
Don’t know
No answer
Other

1.9
2.9
95.1
0
—
—

.7
1.4
95.1
—
2.1
.7

10.7
30.1
53.4
5.8
—
—

2.9
14.6
80.6
0
1.9
—

Which would you choose?
Broker
Lender
Either
Neither
Don’t know
No answer
Other

6.8
6.8
77.7
6.8
1.9
—
—

2.1
1.4
89.5
0
4.6
2.1
.3

16.5
45.6
25.2
6.8
5.8
—
—

5.4
39.3
50.4
0
2.6
2.3
—

Recap of HUD’s Goals
HUD’s goals for Round 4 were to

✔

Emulate certain aspects of a yield spread premium study conducted by
the FTC and

✔

Use qualitative and quantitative research to see how improvements to the GFE
helped consumers choose lower-cost loans.
― When the broker offer was cheaper. Staff presented two sets of complete GFEs,
one wth the YSP dsclosed, and one wth t removed. When the form dsclosed YSP,
83 percent of the participants correctly identified the broker loan as cheaper, and 8
percent incorrectly identified the lender as cheaper. These results are an improvement
over the FTC results of 72 percent and 17 percent. In ths GFE scenaro, 72 percent
of the partcpants sad they would choose the broker loan offer, and 11 percent
sad they would choose the lender. Smlarly, n the FTC study, 70 percent of the
partcpants chose the broker offer, and 16 percent chose the lender offer.
When the form did not disclose the YSP disclosure, 92 percent correctly identified the
broker loan as cheaper, and one percent incorrectly identified the lender as cheaper.
These results are qute smlar to FTC’s results of 90 percent and 4 percent. When
asked to choose a loan, 88 percent of partcpants chose the broker offer, whle one
percent chose the lender loan. These results compare to 85 percent and 3 percent
respectvely n the FTC testng.
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― When offers cost the same. When gven same-cost loan offers wth YSP, 81 percent
correctly identified both loans as costing the same; 15 percent incorrectly identified
the lender as cheaper; and three percent incorrectly identified the broker as cheaper.
In contrast, only 53 percent in the FTC study correctly identified the offers as costing
the same; 30 percent incorrectly identified the lender as cheaper; and 11 percent
incorrectly identified the broker as cheaper. In this GFE scenario, 50 percent of
partcpants would have chosen ether offer; 39 percent chose the lender offer; and
only five percent chose the broker. In contrast, in the FTC study, only 25 percent
chose ether offer; 46 percent chose the lender offer; and 17 percent chose the
broker’s offer.

Recommendations for Improving the Forms
Ths secton summarzes the recommendatons for future revsons to the GFE. The
recommendatons for the GFE are broken down by secton of the form.

Yield Spread Premium (YSP) Information
▼ Add

a third option to the YSP information on page 2. Many consumers were confused by
the fact that on lender loans, where no YSP was reported, nether of the optons dealng wth
YSPs or dscount ponts was checked. The soluton to ths ssue was to add an addtonal
opton to the YSP nformaton, whch would be checked when no amount was reported n
the second checkbox.
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The drop between the number of participants who identified a loan as lower or loans
as costng the same and the number who would choose as expected (the lower loan
or either) suggested influences besides cost. Analysis of the qualitative responses to
“Why did you choose this loan?” identified several possible sources, and four primary
trends emerged. Frst, the language about the YSP referred to “the charge for a hgher
nterest loan.” Many partcpants commented that they wanted a lower nterest loan
and thus chose the bank offer wthout a credt. Second, many partcpants looked at
the orgnaton fee to determne whch loan offer was cheaper rather than focusng
on the adjusted orgnaton fee or the total settlement costs. Thrd, some partcpants
dslked the presence of YSP or dscount ponts, commentng on t as “trcky” or such.
Fourth, some partcpants commented that the $300 dfference n closng cost, less
than 5 percent of total closng cost, and only 0.3 percent of the loan amount, were
insufficient to force a choice.

Round 4 Testing
How the Forms Changed
Based on the data from Round 4 results, HUD nsttuted several changes to the GFE, ncludng
the followng:
▼ Changng

the language about YSP
to repeat the nterest rate and the
loan amount

▼ Addng

arrows n the margns of page 1 to
emphasze total and sub-total amounts

▼ Addng

a thrd opton to check when
credts and charges were ncluded n
the orgnaton fee and not broken
out separately

▼ Addng

a mortgage shoppng chart
(as a new page 4), whch would help
consumers compare multple loan offers

A sample of forms tested n Round 5 appears n Appendx E.
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Arrows added to
call attention to
summary lines

Arrows added to
call attention to
summary lines

Arrows added to call
attention to summary
lines

Mortgage Shopping
Chart added as
page 4 to help
consumers choose
the loan that is right
for them

Round 4 Testing
Questions for Round 5 Testing
In Round 5 of the GFE testng, the questons were smlar to those of Round 4 and ncluded an
addtonal qualtatve queston:
▼ Based

on the information in these two offers, which of these two offers will cost you less, or
will they cost you the same amount?

▼ Why

did you choose that answer?

▼ If

you were shopping for a mortgage loan and these two offers were the only ones available,
would you prefer one of these offers, or are both equally attractive to you?

▼ Please

tell us briefly why you chose the answer that you did to question 3.

▼ Which
▼ Was

of the four loan offers would cost less?

the Mortgage Shopping Chart helpful and why?
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To test whether ncreased context mproved or decreased consumer performance wth the
revsed GFE, HUD asked Aspen/KCG to gve half of the partcpants (those gven the GFE wth a
3-opton YSP) a four-loan comparson as well. For ths four-way comparson, HUD ncluded a
blank worksheet—the Mortgage Shoppng Chart—to ad partcpants n comparng the loans.
Staff asked partcpants they drected to use the chart the followng questons:

Round 5 Testing

Round 5 Testing
Introduction
Before begnnng work on Round 5 of testng, KCG, through a subcontract wth Aspen Systems,
used data collected durng Round 4 to make mprovements to the GFE. Round 5 closely
mrrored Round 4 n objectve, methodology, and demographcs. The key purpose of Round 5,
however, was to collect data to see how well the forms worked because of consumer-drven
changes to the GFE.

HUD’s Goals
For Round 5, HUD’s goals ncluded the followng:
▼ Test

a 3-opton yeld spread premum
(YSP) versus a 2-opton YSP GFE

▼ Assess

▼ Verfy

▼ Test

language changes to the orgnaton
charges secton of the GFE

the addton of arrows to
the desgn

In Round 5 of the GFE testng, the questons were smlar to those of Round 4 and ncluded an
addtonal qualtatve queston:
▼ Based

on the nformaton n these two
offers, whch of these two offers wll
cost you less, or wll they cost you the
same amount?

▼ Why

dd you choose that answer?

avalable, would you prefer one of
these offers, or are both equally
attractve to you?
▼ Please

tell us briefly why you chose the
answer that you dd to queston 3.

▼ If

you were shoppng for a mortgage loan
and these two offers were the only ones

To test whether ncreased context mproved or decreased consumer performance wth the
revsed GFE, HUD asked Aspen/KCG to gve half of the partcpants (those gven the GFE wth
a 3-opton YSP) a four-loan comparson as well. For ths four-way comparson, HUD ncluded a
blank worksheet—the Mortgage Shoppng Chart—to ad partcpants n comparng the loans.
The worksheet contaned spaces for the orgnator’s name, loan amount, nterest rate, term,
monthly payment, adjusted orgnaton charge, charges for all other settlement servces, and
total estmated settlement charges. On page one of the GFE, a sentence drectng partcpants
to use the comparson chart to compare offers was nserted. Addtonally, staff gave half of the
partcpants explct verbal drectons to use the worksheet. Because of ths addtonal condton
studyng the effect of the Mortgage Shoppng Chart on consumers’ decsons, staff asked half
of the sample who receved the Mortgage Shoppng Chart (150 partcpants) one or two further
questons, such as:
▼ Which
▼ If

of the four loan offers would cost less?

the Mortgage Shopping Chart was helpful, and why.
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the Mortgage Shoppng Chart as an
addtonal condton to the 3-opton
YSP GFE

Round 5 Testing
The objectve n studyng the Mortgage Shoppng Chart was two-fold. One queston concerned
whether consumers would naturally use such a comparson chart when they receved more than
two loan offers at once. The second question was to determine how well people identified the
cost of loan offers when staff prompted them to use the comparson form.
Staff dd not prompt the remanng 150 partcpants of the sub-sample to use the Mortgage
Shoppng Chart.

Methodology
In Round 5, KCG tested 600 diverse participants in five sites. The sites for the testing were
Atlanta, Georga; Boston, Massachusetts; Denver, Colorado; Seattle, Washngton; and
Tulsa, Oklahoma.

To test the Mortgage Shoppng Chart, staff splt the 3-opton YSP sub-sample nto a further
sub-sample of two groups of about 150 partcpants, half of whom receved nstructons to use
the Mortgage Shoppng Chart. The remanng sub-sample dd not receve nstructons to use the
Mortgage Shoppng Chart.
The testng team then set up eght varatons to test the forms (L represents a lender offer and B
represents a broker offer):
1. Same cost loan with 2-option YSP (L$6,500 vs. B$6,500)
2. Different cost loan with 2-option YSP (L$6,600 vs. B$6,100)
3. Different cost loan with 2-option YSP (L$6,400 vs. B$6,900)
4. Same cost loan with 3-option YSP (L$6,500 vs. B$6,500)
5. Different cost loan with 3-option YSP (L$6,600 vs. B$6,100)
6. Different cost loan with 3-option YSP (L$6,400 vs. B$6,900)
7. Four-form comparison (B$6,500 vs. L$6,600 vs. B$6,100 vs. L$6,500)
8. Four-form comparison (B$6,500 vs. L$6,600 vs. B$6,900 vs. L$6,500)
Each set of loan offers contaned a broker and a lender loan offer, and each of the 600
partcpants saw three sets of loan offers. To lmt bas, staff used 12 dfferent rotatons for
presentng the dfferent loan offers. At the end of the GFE study, 300 of the 600 partcpants saw
an addtonal packet of four loan offers for a sde-by-sde comparson. A further condton of
ths sample was the study of the Mortgage Shoppng Chart. Of the 300 who saw the four-form
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In Round 5, Aspen/KCG tested two dfferent GFEs: one wth a 2-opton YSP secton and one
wth a 3-opton YSP secton, whch ncluded the Mortgage Shoppng Chart. To test the GFE,
staff splt the sample nto two sub-samples of 285. Three hundred partcpants receved the GFE
wth a 2-opton YSP, whle 315 partcpants receved the GFE wth a 3-opton YSP secton.

Round 5 Testing
comparson, staff gave 150 partcpants drectons to use the comparson chart. Staff dd not
drect the remanng partcpants to use the comparson chart.
Unlike Round 4, Round 5 loan-originator names did not contain the words “bank,” “financial,” or
any other prejudcal term. In Round 5 of the testng, the only way for a partcpant to
dentfy whether the orgnator was a lender or a broker was by examnng YSP secton.

Analytic Approach
Database
Aspen staff entered answer sheet responses nto a MS Access© database. After Aspen staff
entered all of the data nto the database, they revewed the data by conductng a qualty
assurance check. The Aspen/KCG team then generated reports and analyzed the quanttatve
data by exportng the data from MS Access© nto SPSS©. The Aspen/KCG team then used
SPSS© to calculate response frequences for all questons, wth the excepton of the qualtatve
open-ended questons.

Qualtatve analyss s extremely mportant n any research desgn because t allows researchers
further nsghts nto the study’s results. For example, Round 4 testng showed that the vast
majority of participants chose loans according to cost. However, some participants identified the
cheapest loan but chose another, more expensve loan. Through qualtatve analyss n Round
4 testng, KCG researchers learned that many partcpants felt that $300 was not enough of a
difference in closing costs to influence their decisions. Some participants believed issues like
convenence and personal experence wth a broker or lendng nsttuton would overshadow
the $300 dfference n closng costs. Ths led Aspen/KCG and HUD to change the dfference n
closng costs between loans to $500 for Round 5 testng (except n the four-form comparsons).
This change had a significant impact on resolving this discrepancy and helped clarify the
consumers’ decson-makng process.
Usng a grounded theory approach, Aspen/KCG revewed all of the responses for each
comparson made and then created a unque codng system for that partcular comparson.
After responses for each comparson were coded, the results were compled usng the cleaned
Mcrosoft Access© database. KCG then reviewed these final results, created matrices to organize
those results, and determned what those data meant n terms of the other results as well as how
to revse the GFE.

Round 5 Testng

Qualitative and Quantitative Analysis
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Study Methodology
Because of the testng and analyss, revsons to the GFE ncluded the followng:
▼ Aspen/KCG

modified the language in box 2 on page two of the GFE referring to the “higher
interest rate” and “lower interest rate” to reduce the possibility of borrowers misinterpreting
that the interest rate had changed from what appeared on the first page.

▼ Aspen/KCG

added a third option to YSP/discount points section (on page 2) so lenders
could indicate that their credits or charges were already included in “Our Service Charge.”
This addition attempted to mitigate the sense of some participants that credits and charges
were not straightforward.

▼ Aspen/KCG

added arrows on pages 1 and 2 to focus the borrower’s attention on the
subtotals and the total estimated charges rather than individual components. In addition,
Aspen/KCG increased the point size in the Total Estimated Settlement Charges on the
bottom of page one to draw attention to the bottom-line.

For Round 5, staff dvded 600 partcpants nto two groups, both of whch receved the revsed
GFE. The first group—315 participants—received the revised GFE with changed language and
wth the addton of a thrd opton so lenders could ndcate that YSP and dscount ponts had
been ncluded n “Our Servce Charge.” The second group—285 partcpants—receved the
dentcal revsed GFE, wth the thrd opton box removed. All partcpants receved three pars of
loans, one wth the broker offer beng lower by $500, one wth the lender offer beng lower by
$500, and one n whch both offers were the same.
Both Aspen Systems and KCG staff filled key positions within the testing team. At each testing
ste, an Aspen team member served as test moderator whle a KCG team member observed the
testng sessons. At the end of each day of testng, Aspen/KCG staff sent partcpant answer
sheets to Aspen Systems for data entry.
To test whether ncreased context mproved or decreased consumer performance wth the
revsed GFE, HUD asked Aspen/KCG to gve half of the partcpants (those gven the GFE wth
a 3-opton YSP) a four-loan comparson as well. For ths four-way comparson, HUD ncluded a
blank worksheet—the Mortgage Shoppng Chart—to ad partcpants n comparng the loans.
The worksheet contaned spaces for the orgnator’s name, loan amount, nterest rate, term,
monthly payment, adjusted orgnaton charge, charges for all other settlement servces, and
total estmated settlement charges. On page 1 of the GFE, a sentence drectng partcpants
to use the comparson chart to compare offers was nserted. Addtonally, staff gave half of the
partcpants explct verbal drectons to use the worksheet.

121
Round 5 Testng

For purposes of testng, staff made three other changes to the GFEs. Frst, staff changed the
dfference n the total cost to $500 to ncrease the lkelhood that the cost dfference would be a
decdng factor. Second, staff added another par of loan optons n whch the lender offer was
$500 less than the broker offer. Staff ntended ths addton to dentfy any bas for or aganst
the broker and lender optons. Fnally, staff added a set of four loans to verfy whether the
comparson across more than two offers ncreased or decreased partcpant performance. Staff
dd not test any verson of the GFE wthout YSP and dscount-ponts language.

Round 5 Testing
Of the partcpants who receved the 3-opton GFE and the four-loan comparson, half were
given a set in which a broker loan offer of $6,100 cost less. The other three GFEs reflected a
lender loan offer of $6,400 and lender and broker loan offers n whch both cost $6,500. Staff
gave the other half a set n whch lender and broker loan offers cost the same and were the least
expensve at $6,500. In ths same set, partcpants receved a broker loan offer of $6,900 and a
lender loan offer of $6,600. In addton, only 150 partcpants receved explct verbal nstructons
to use the worksheet n ther comparson, whle half receved no nstructons.

Demographics
In Round 5 of testng, staff recruted the test populaton to mrror the U.S. census. As a part
of the screenng protocol, professonal testng stes recruted partcpants based on the
followng crtera:
▼ Gender
▼ Age
▼ Educaton

▼ Martal

Status

▼ Race/ethncty

Addtonally, staff screened partcpants based on ther experences n
▼ obtaining

a mortgage (whether purchasing or refinancing a home), and

▼ shoppng

for a new mortgage loan.

At each of the professonal testng stes, Aspen/KCG provded recruters wth the same screenng
protocol, whch they would read when contactng potental partcpants. In the course of the
call, screeners would ask prospectve partcpants a seres of questons that allowed screeners
to determne f the ndvdual was elgble to partcpate n the study. If recruters contacted a
partcpant who dd not meet those crtera, the recruter termnated the call. Staff gave each
ste the same crtera for the number of partcpants requred n each demographc category.
Ths procedure ensured the study nvolved partcpants from a wde range of backgrounds, ages,
and ethnc groups (among other crtera) but who also had ether obtaned or shopped for a
mortgage loan.
Once partcpants were selected (and after ther partcpaton), they were pad an ncentve of
$50.00. If more partcpants arrved than were needed or f cancellatons occurred, the testng
ste tred to place or recrut partcpants who would represent the needed demographcs.
Table 38 provdes demographcs for Round 5. Table 39 provdes a sde-by-sde comparson of
demographcs for both Rounds 4 and 5.
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▼ Income
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Table 38. Participant Demographic Information—Round 5
Percent

Gender
Female
Male

321
281

53.3
46.7

Age
21 or younger
22 to 34
35 to 44
45 to 54
55 to 64
65 or older

2
155
167
170
81
28

.3
25.7
27.7
28.2
13.4
4.7

Education
Less than high school
High school or GED
Some college or a 2-year college program
College graduate
Graduate School

11
112
192
206
81

1.8
18.6
31.9
34.2
13.5

Income
(six participants did not answer this question)
Less than $20,000
$20,000 to $39,999
$40,000 to $59,999
$60,000 to $79,999
$80,000 to $99,999
$100,000 or more

15
86
151
140
90
115

2.5
14.3
25.0
23.2
14.9
19.1

409

67.8

38
17
10
64
3
500
25

6.3
2.8
1.7
10.6
.5
82.9
4.1

Marital Status
Married
Single/Divorced
Race/Ethnicity
(participants could select more than one category)
Hispanic/Latino
American Indian/Alaskan Native
Asian
Black or African American
Native Hawaiian or other Pacific Islander
White
Other

191

31.7
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Number
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Table 39. Participant Demographic Information—Side-by-Side Comparison
Round 5 (Percent)

58
42

53.3
46.7

Age
21 or younger
22 to 34
35 to 44
45 to 54
55 to 64
65 or older

.2
25
27.7
27.8
15.4
3.9

.3
25.7
27.7
28.2
13.4
4.7

Education
Less than high school
High school or GED
Some college or a 2-year college program
College graduate
Graduate School

1
16.5
30.3
35.7
16.3

1.8
18.6
31.9
34.2
13.5

Income
(six participants did not answer this question)
Less than $20,000
$20,000 to $39,999
$40,000 to $59,999
$60,000 to $79,999
$80,000 to $99,999
$100,000 or more

1.8
13.2
25.5
24.8
15.2
16.8

2.5
14.3
25.0
23.2
14.9
19.1

Marital Status
Married
Single/Divorced

69.2
29.5

67.8
31.7

Race/Ethnicity
(participants could select more than one category)
Hispanic/Latino
American Indian/Alaskan Native
Asian
Black or African American
Native Hawaiian or other Pacific Islander
White
Other

4.2
3.2
1.5
10.2
.5
85.3
—

6.3
2.8
1.7
10.6
.5
82.9
4.1

Gender
Female
Male
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Study Questions
In Round 5 of the GFE testng, the questons were dentcal to those of Round 4 wth the
excepton of an addtonal qualtatve queston:
▼ Based

on the information in these two offers, which of these two offers will cost you less, or
will they cost you the same amount?

▼ Why

did you choose that answer?

▼ If

you were shopping for a mortgage loan and these two offers were the only ones available,
would you prefer one of these offers, or are both equally attractive to you?

▼ Please

tell us briefly why you chose the answer that you did to question 3.

▼ Which
▼ Was

of the four loan offers would cost less?

the Mortgage Shopping Chart helpful, and why?

The object n studyng the Mortgage Shoppng Chart was two-fold. One queston was f people
would naturally use such a comparson chart when they receved more than two loan offers at
once. The second question was to determine how well people identified the cost of loan offers
when staff prompted them to use the comparson form.
Staff dd not prompt the remanng 150 partcpants of the sub-sample to use the Mortgage
Shoppng Chart.
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To test whether ncreased context mproved or decreased consumer performance wth the
revsed GFE, HUD asked Aspen/KCG to gve half of the partcpants (those gven the GFE wth
a 3-opton YSP) a four-loan comparson as well. For ths four-way comparson, HUD ncluded a
blank worksheet—the Mortgage Shoppng Chart—to ad partcpants n comparng the loans.
The worksheet contaned spaces for the orgnator’s name, loan amount, nterest rate, term,
monthly payment, adjusted orgnaton charge, charges for all other settlement servces, and
total estmated settlement charges. On page one of the GFE, a sentence drectng partcpants
to use the comparson chart to compare offers was nserted. Addtonally, staff gave half of the
partcpants explct verbal drectons to use the worksheet. Because of ths addtonal condton
studyng the effect of the Mortgage Shoppng Chart on consumers’ decsons, staff asked half
of the sample who receved the Mortgage Shoppng Chart (150 partcpants) one or two further
questons, such as:

Round 5 Testing
Summary of Findings
The qualtatve analyss of results to the open-ended questons n Round 4 resulted n several
revsons to the GFE:
1. Staff modified the language in box 2 on page two of the GFE referring to the
“higher interest rate” and “lower interest rate” to reduce the possibility of borrowers
misinterpreting that the interest rate had changed from what appeared on the first page.
2. A third option was added to YSP/discount points section on page two so a lender could
indicate that their credits or charges were already included in “Our Service Charge.” This
addition would mitigate the sense of some participants that credits and charges were not
straightforward.
3. Staff added arrows on pages 1 and 2 to focus the borrower’s attention on the subtotals
and the total estimated charges rather than individual components. In addition, staff
increased the point size in the Total Estimated Settlement Charges on the bottom of page
one to draw attention to the bottom-line.

The results of ths round of testng showed marked mprovement n partcpants’ performance on
the revsed GFE, especally n the 4-way comparson.

Different Cost Loan Comparisons (Broker Less)
In the GFE in which the broker was cheaper, 92 percent of the participants correctly identified
the broker as the cheaper loan offer. Ths result represents an mprovement over the 72 percent
reported by the FTC study and the 83 percent reported n Round 4 results. Only three percent
of the participants incorrectly identified the lender as the cheaper loan offer, but again this
was an mprovement over the 17 percent reported by the FTC and eght percent n Round 4.
When asked to choose a loan, 87 percent of the partcpants chose the cheaper broker loan as
compared to 70 percent of the partcpants n the FTC study and 72 percent of the partcpants
n Round 4. The success rates for the 2-opton form are almost as good, just a percentage pont
or two below the 3-opton form.
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For purposes of testng, staff made three other changes to the GFEs. Frst, staff changed the
dfference n the total cost to $500 to ncrease the lkelhood that the dfference would be a
decdng factor. Second, staff added another par of loan optons n whch the lender offer was
$500 less than the broker offer. Staff ntended for ths addton to dentfy any bas for or aganst
the broker and lender optons. Fnally, staff added a set of four loans to verfy whether the
comparson across more than two offers ncreased or decreased partcpant performance. Staff
dd not test any verson of the GFE wthout YSP and dscount-ponts language.
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Table 40. Round 5 Different Cost Loan Comparisons (Broker Less)
2-option YSP
Which offer costs less?

3-option YSP

Number

Percent

Number

Percent

B$6,100 (correct)

262

90.7

274

91.6

Both loans are the same (incorrect)

10

3.5

13

4.3

L$6,600 (incorrect)

13

4.5

8

2.7

Other

4

1.4

4

1.4

2-option YSP
Number

Percent

Number

Percent

249

86.3

261

87.3

Both offers are equally attractive

8

2.8

20

6.7
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L$6,600

13

4.5

11

3.7

I don’t know

15

5.2

4

1.3

Other

3

1.0

2

.7

NR

1

.3

1

.3

Round 5 Testng

Which loan would you prefer?

3-option YSP

B$6,100

Different Cost Loan Comparisons (Lender Less)
In the GFE in which the lender was cheaper, 92 percent of the participants correctly identified
the lender as the cheaper loan offer. A mere one percent incorrectly identified the broker as
cheaper. When asked to choose a loan, 89 percent of the partcpants chose the lender loan, and
less than one percent (0.3) chose the broker. Agan, the 2-opton form results are smlar to the
3-opton results.
The purpose of testng the case n whch the lender was cheaper than the broker was to test
for bas by seeng f the GFEs performed equally well when ether the lender or broker was the
cheaper loan. A comparson of the results (92 percent vs. 92 percent, 3 percent vs. 1 percent, 87
percent vs. 89 percent, and 3 percent vs. 0.3 percent) provdes no support for the charge of ant
broker bas when the loans have dfferent borrower costs.
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Table 41. Round 5 Different Cost Loan Comparisons (Lender Less)
2-option YSP
Which offer costs less?

3-option YSP

Number

Percent

Number

Percent

B$6,100 (correct)

256

88.9

275

92.3

Both loans are the same (incorrect)

22

7.6

18

6.0

L$6,600 (incorrect)

6

2.1

3

1.0

Other

2

.7

1

.3

NR

2

.7

1

.3

2-option YSP
Number

Percent

Number

Percent

L$6,400

248

86.1

264

88.6

128

Both offers are equally attractive

18

6.3

24

8.1

B$6,900

6

2.1

1

.3

I don’t know

16

5.6

9

3.0

Round 5 Testng

Which loan would you prefer?

3-option YSP

Same Cost Loan Comparisons
In the GFE n whch the broker and lender loan offers were of equal cost, 90 percent of the
partcpants were able to dentfy that fact correctly. Ths result compares very favorably wth
the 53 percent reported by FTC and the 81 percent from Round 4. Partcpants n Round 5
misidentified the lender as cheaper seven percent of the time, a large improvement over 30
percent in the FTC results and 15 percent in Round 4. Participants misidentified the broker as
cheaper one percent of the tme as compared to 11 percent n the FTC study and three percent
in Round 4. This finding suggests that changes to the YSP information improved consumer
performance.7 Seventy percent of the tme, partcpants sad they would choose ether loan, a
dramatc ncrease over the 25 percent n the FTC study and the 50 percent n Round 4. Twentyone percent would choose the lender as compared to 46 percent n the FTC study and 40
percent n Round 4. Four percent of partcpants chose the broker compared to 17 percent n
the FTC study and five percent in Round 4. The 2-option form results in Round 5 show the same
basc szeable trend n success rates and reducton n bas.

____________
7

In our test design, the amounts of the YSP always exceeded the price differential between the loans, both when the
prices are different as well as when they are the same. This approach was intentional in order to elicit the “YSP mistake”
of adding the disclosed YSP to total estimated charges. Consumers who interpreted the YSP information in this way
were likely to conclude that brokered loans were always more expensive than non-YSP lender loans.
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Table 42. Round 5 Same Cost Loan Comparisons
2-option YSP
Which offer costs less?

3-option YSP

Number

Percent

Number

Percent

Both loans are the same (correct)

250

85.3

272

90.0

L$6,500 (incorrect)

25

8.5

21

7.0

B$6,500 (incorrect)

10

3.4

3

1.0

Other

6

2.0

0

0.0

NR

2

.7

6

2.0

2-option YSP

3-option YSP

Number

Percent

Number

Percent

Both offers are equally attractive

180

61.4

212

70.2

L$6,500

70

23.9

64

21.2

B$6,500

20

6.8

11

3.6

I don’t know

17

5.8

13

4.3

Other

6

2.0

2

.7

Four-Form Comparisons
To test whether ncreased context mproved or decreased consumer performance wth the
revsed GFE, HUD asked Aspen/KCG to gve the partcpants a four-loan comparson as well.
For ths four-way comparson, HUD ncluded a blank worksheet to ad partcpants n comparng
the loans. The worksheet contaned spaces for the orgnator’s name, loan amount, nterest rate,
term, monthly payment, adjusted orgnaton charge, charges for all other settlement servces,
and total estmated settlement charges. On page one of the GFE, staff nserted a sentence
drectng partcpants to use the table to compare offers. Addtonally, half of the partcpants
receved explct verbal drectons to use the worksheet.
The 300 partcpants who had receved the 3-opton GFE were ncluded n ths four-way
comparson. Half of them were gven a set n whch a broker loan offer of $6,100 was the
cheapest. The other three GFEs reflected a lender loan offer of $6,400, and a lender and a broker
loan offer both costng $6,500. The other half were gven a set n whch a lender and a broker
loan offer cost the same and were the cheapest at $6,500. In ths same set, partcpants receved
a broker loan offer of $6,900 and a lender loan offer of $6,600. In addton, only 150 partcpants
receved explct verbal nstructons to use the worksheet n ther comparson, whle half receved
no nstructons.
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Partcpant performance on the four-way comparson was mpressve. In the comparson n
whch the broker loan offer of $6,100 was the cheapest, 92 percent of partcpants whom staff
dd not remnd to use the comparson worksheet correctly reported the $6,100 broker loan as the
cheapest. Three percent incorrectly identified the $6,400 lender loan as the cheaper loan. These
results are the same as for the pared comparson dscussed earler where the broker was $500
less. Interestngly, very few of the partcpants whom staff verbally dd not receve a remnder to
use the comparson worksheet used t.
When nstructed to use the comparson sheet, many partcpants dd, 97 percent correctly
identified the $6,100 broker loan as the cheapest, and none wrongly picked the $6,400 lender
loan. The overall success rate for dentfyng the correct loan as the cheapest for both those
gettng and those not gettng the verbal nstructons to use the comparson worksheet was 95
percent, wth only one percent msdentfyng the lender as cheaper.8
Table 43. Four-form Comparison, Participants Did Not Receive Instructions to Use the Mortgage
Shopping Chart
Number

Percent

B$6,100 (correct)

68

91.9

L$6,500 (incorrect)

1

1.4

L$6,400 (incorrect)

2

2.7

B$6,500 (incorrect)

0

0.0

NR

3

4.1

Table 44. Four-form Comparison, Participants Received Instructions to Use the Mortgage
Shopping Chart
Which offer costs less?

Number

Percent

B$6,100 (correct)

75

97.4

L$6,500 (incorrect)

0

0.0

L$6,400 (incorrect)

0

0.0

B$6,500 (incorrect)

0

0.0

NR

2

2.6

____________
8

A success rate of 95 percent may be as high as one could expect in this kind of testing. This is the same success rate
of the FTC, when they gave borrowers two equally costly loans, one from a broker and one from a lender, without the
YSP disclosed. In other words, where borrowers received two identical forms with identical loan data on them, only 95
percent figured out the offers were the same.
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Which offer costs less?
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In the case where both loans cost the same and staff gave no verbal nstructons to use the
comparson sheet, 41 percent pcked the broker loan as cheaper and 49 percent pcked the
lender loan. Wth verbal nstructons to use the worksheet, 57 percent pcked the broker at
$6,500 and 35 percent pcked the lender at $6,500. The combned average was 49 percent for
the lender and 41 percent for the broker.9
Table 45. Four-form Comparison, Participants Did Not Receive Instructions to Use the Mortgage
Shopping Chart
Which offer costs less?

Percent

B$6,500 (correct)

31

40.8

L$6,500 (correct)

37

48.7

B$6,900 (incorrect)

1

1.3

L$6,600 (incorrect)

4

5.3

Other

1

1.3

NR

2

2.6

Table 46. Four-form Comparison, Participants Received Instructions to Use the Mortgage
Shopping Chart
Which offer costs lests?

Number

Percent

B$6,500 (correct)

44

57.2

L$6,500 (correct)

27

35.0

B$6,900 (incorrect)

2

2.6

L$6,600 (incorrect)

2

2.6

Other

0

0

NR

2

2.6

____________
9

In this portion of testing, staff did not explicitly ask participants which loan they would prefer. Rather, staff asked only
which loan offer cost less. This was intentional because HUD did not want to point participants to the fact that two
loans might cost the same. By forcing only one choice for the cheaper loan when there were two at the lowest price, the
study design implicitly asked which loan a participant would prefer.
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Recap of HUD’s Goals
For Round 5, HUD’s goals were to the followng:

✔

Test a 3-option yield spread premium versus a 2-option yield spread premium GFE
― The 3-opton GFE and the 2-opton GFE performed smlarly wth the 3-opton form
consstently gettng slghtly better results. Although some partcpants contnued to
comment negatvely about “ponts” or credts, the number of comments decreased
and a few partcpants commented on lkng the breakout of YSP and dscount ponts.

✔

Verify language changes to the origination charges section of the GFE
― The 3-opton GFE consstently performed better than the 2-opton GFE and reduced
suspcon about the credt/charge of the YSP dsclosure.

✔

Assess the addition of arrows to the design

✔

Test the Mortgage Shopping Chart as an additional condition to the 3-option yield
spread premium GFE.
― Four-form Comparison Results. Partcpant performance on the four-form
comparson was mpressve. In the comparson, n whch the broker loan offer of
$6,100 was the cheapest, 92 percent of partcpants who staff remnded to use the
comparson worksheet correctly reported the $6,100 broker loan as the cheapest.
Three percent incorrectly identified the $6,400 lender loan as the cheaper loan.
These results are the same as for the pared comparson dscussed earler where the
broker was $500 less. Interestngly, very few of the partcpants who dd not receve
a remnder to use the comparson worksheet used t.10 When nstructed to use the
comparison sheet, 97 percent correctly identified the $6,100 broker loan as the
cheapest, and none wrongly pcked the $6,400 lender loan. The overall success rate
for correctly dentfyng the correct loan as the cheapest for both those gettng and
those not gettng the verbal nstructons to use the comparson worksheet was 95
percent, wth only one percent msdentfyng the lender as cheaper.
In the case where both loans cost the same, staff told partcpants to choose a loan.
When staff gave no verbal nstructons to use the comparson sheet, 41 percent
pcked the broker loan as cheaper and 49 percent pcked the lender loan. Wth
verbal nstructons to use the worksheet, 57 percent pcked the broker at $6,500
and 35 percent pcked the lender at $6,500. The results n both cases suggest that
partcpants were more dscrmnatng among varous factors when more than two
loan offers were n front of them and that n same cost stuatons, they chose between
broker and lender n farly even numbers.

____________
10

This lack of use may be attributed in part to the constraints of being in a timed testing situation.
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― The summary-lne arrows were successful n focusng partcpants’ attenton on the
subtotals and total estmated charges, allowng them to clearly see and understand
the bottom-lne costs.

Round 5 Testing
Recommendations for Improving the Forms
Ths secton summarzes the recommendatons for future revsons to the GFE. The
recommendatons for the GFE are broken down by secton of the forms.
▼ Retain

the revised language. Staff revsed the GFE language n Round 5 to reduce the
possblty of borrowers msnterpretng that the nterest rate had changed from what
appeared on the first page. Also, a third option was added to YSP/discount points section
on page 2 so a lender could ndcate that ther credts or charges were already ncluded
n “Our Servce Charge.” Ths addton would mtgate the sense of some partcpants that
credts and charges were not straghtforward. By retanng the revsed language, the GFE wll
contnue to ad consumers n understandng the nterest rate and YSP/dscount ponts and
allow them to determne whch offer s less expensve.

▼ Add

▼ Retain

the 3-option yield spread premium. The 3-opton GFE consstently receved slghtly
better results than the 2-opton GFE. In the 3-opton GFE, n whch the broker was cheaper,
92 percent of the participants correctly identified the broker as the cheaper loan offer. In
Round 4, 83 percent correctly identified the broker as the cheaper loan offer. In the 3-option
GFE where the lender was cheaper, 92 percent of the participants correctly identified the
lender as the cheaper loan offer. Nnety percent of the partcpants were able to dentfy
correctly that both offers cost the same n the 3-opton GFE where the broker and lender
loan offers were equal. Eghty-one percent correctly answered that both offers were the
same n Round 4. Both the 3-opton and 2-opton GFE performed well; however, the hgher
results and better comprehenson of the 3-opton GFE suggest that HUD should retan the
3-opton GFE. Staff also added addtonal language to the YSP dsclosure, whch nformed
consumers that lenders mght receve an addtonal payment f they sell consumer loans
after settlement.

▼ Revise

the taxes and fees disclosure to enhance clarity. Staff revsed tem 6 on page 2 of
the GFE to make government recordng and transfer charges clearer.

▼ Retain

the summary-line arrows. Staff added the arrows to focus the partcpants’
attenton on the subtotals and the total estmated charges rather than the ndvdual
components of the GFE. The summary-lne arrows were successful n focusng partcpants’
attenton on the subtotals and total estmated charges, allowng them to clearly see and
understand the bottom-lne costs.
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additional loan-term disclosures. Staff provded addtonal loan-term dsclosures,
partcularly wth respect to loan balance and monthly amount owed, to help consumers
make better-nformed decsons. Furthermore, KCG updated the Mortgage Shoppng Chart
to reflect the additional disclosures so consumers would be able to compare multiple offers
accurately wth the most comprehensve nformaton avalable.

Round 5 Testing
▼ Retain

the Mortgage Shopping Chart as a permanent part of the GFE and MPO (as a
new page four). The Mortgage Shoppng Chart allowed partcpants to conduct a four-loan
comparson The Mortgage Shoppng Chart was successful n helpng partcpants compare
four loans on one worksheet. The overall reacton of partcpants was that the chart was very
helpful n adng ther comparsons of several loans and allowng them to see whch loan was
cheapest overall.

▼ Sponsor

a Consumer Campaign. Consumers reman unclear about the ntent and purpose
of YSP. Provdng consumers standalone drectons for the GFE and MPO and makng
those avalable va the Internet and mal wll help to educate consumers on the ntent and
purpose of YSP and allow them to better understand and use the GFE and MPO.

How the Forms Changed
Between the end of the project n June 2004 and the begnnng of the next phase of testng,
HUD made only mnor edts to the GFE, ncludng the followng:
more educatonal and nstructonal
nformaton to the “About Your GFE”
secton on page 1

▼ Addng

addtonal loan terms dsclosures
on page 1, ncludng loan balance
and monthly amount loan as well as
correspondng changes to the mortgage
shoppng chart

▼ Movng

the nterest rate avalable date
up front to ensure consumers see
mportant dates related to GFE and
nterest rate valdty

▼ Smplfyng

the “Summary of Your Loan
Terms for Ths Estmate” table on page 1,
specifically improving the layout to
ensure that consumers do not have to
jump around within the table to find
mportant nformaton

▼ Retanng

the 3-opton YSP GFE and
addng ant-lender language to the YSP
dsclosure box

▼ Improvng

the tolerances secton (page 3)
to decrease consumer confuson

▼ Retanng

the Mortgage Shoppng Chart
as a permanent part of the GFE

A sample of forms tested n Round 6 appears n Appendx F.

Round 5 Testng

▼ Addng

134

Round 6 Testing

Round 6 Testing
Introduction
Before begnnng work on Round 6 of testng, Klemann Communcaton Group (KCG) and HUD
made mprovements to the GFE based on data collected n Round 5 of testng. Round 6 testng
nvolved two GFE forms. Ths report refers to these two versons of the GFE as the “Revsed
GFE” and “Alternate GFE.” The Revised GFE refers specifically to the GFE developed and tested
n Rounds 1 though 5 of testng, whle the Alternate GFE refers to a two-page GFE developed
nternally by HUD n 2007, before Round 6 testng began.
The key purpose of Round 6 was to gauge partcpant comprehenson of both the GFEs and
to begn ntal testng of the Settlement Scrpt and HUD-1 settlement form (also developed
nternally by HUD n 2007). Round 6 conssted of two separate tests: Test 1 for the GFE and Test
2 for the Settlement Scrpts.

Therefore, the man goals of Test 1 n Round 6 were to study
▼ the

performance of the two versions of the GFE,

▼ participant
▼ whether

comprehension of the two versions of the GFE, and

participants were able to compare information across GFEs.

Test 2 focused on testing the performance and resulting benefits of HUD’s recently developed
Settlement Scrpt. A completed Settlement Scrpt contans two man components:
▼ A summary

of a homebuyer’s loan details at closing presented in read-aloud script form and

▼ A crosswalk

comparison chart that compares homebuyers’ estimated settlement costs,
based on their GFE, to their actual settlement costs at closing, as shown on their HUD-1.

HUD’s ntent s for settlement agents to read Settlement Scrpts at closng to provde a clear and
candd way for the agent and borrower to revew closng detals. Thus, the man goals of Test 2
n Round 6 were to determne whether the Settlement Scrpt does, n fact, help consumers
▼ identify

loan details and settlement costs,

▼ facilitate
▼ help

the comparison of estimated and actual costs, and

consumers identify discrepancies.

Usng a small sample of partcpants, KCG conducted a settlement “smulaton,” wth the testng
moderator actng as the settlement agent and the testng partcpant actng as the borrower. The
purpose of ths smulaton was to help gauge the general effectveness and usablty of the scrpt.
Because the scrpt was stll n the early stages of development, HUD wanted to use testng to
valdate and nform further development of the scrpt.
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Test 1 followed tradtonal usablty testng methodologes to test the two versons of the GFE
and focused on the presentaton of the Revsed and Alternate GFE forms as well as the total
estmated settlement costs.

Round 6 Testing
The appendx ncludes sample forms used n Test 1 and Test 2 of Round 6. These
forms ncluded:
Test 1
▼ Revised

Test 2
GFE

▼ Alternate

GFE

▼ Revised

GFE

▼ HUD-1
▼ Settlement

Script

During testing, these forms were filled in with test data.

Test 1—Revised GFE and Alternate GFE
For Test 1 of the Revsed GFE and Alternate GFE, HUD’s goals were to
▼ Confirm

that participants can identify the
basc nformaton n the GFE.
f partcpants can make
nferences from nformaton wthn
the GFE.

▼ Identfy

f partcpants spontaneously use
the shoppng chart.

▼ Identfy

f partcpants can understand
when a tolerance has been set and
when ther choces can lmt the
tolerance requrement.

how well partcpants can
compare across GFEs.

▼ Identfy

f partcpants can accurately
dentfy the least and most expensve
settlement costs when they see
three GFEs.

▼ Determne

f a broker bas exsts when
partcpants choose the least expensve
settlement costs.

Methodology for Test 1
For ths test, KCG created two separate Moderator Gudes, one for partcpants revewng the
Revsed GFE and one for partcpants revewng the Alternate GFE. The Moderator Gudes
were essentally the same, but contaned mnor dfferences (because of the wordng and layout
dfferences between the Revsed and Alternate GFE forms). Staff structured both Moderator
Gudes nto three man tasks and ncluded an ntroducton, break, and concluson.
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▼ Determne

▼ Determne

Round 6 Testing
Table 47. Structure—Round 6, Test 1
Section

Time Allotted (minutes) Task

Introduction

5

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

30

The participant practices the task of reading and thinking
aloud. The participant receives and reacts to a sample GFE
completed as an example.

Task 2

20

We ask the participant open-ended and closed-ended
questions about the first GFE.

Break

10

Task 3

25

The participant receives the remaining two GFEs to review
and compares the total estimated settlement costs on all
three GFEs.

Total time 90 minutes

▼5

partcpants revewed a Revsed GFE wth lower broker charges for Tasks 1 and 2;

▼5

partcpants revewed a Revsed GFE wth lower lender charges for Tasks 1 and 2;

▼5

partcpants revewed an Alternate GFE wth lower broker charges for Tasks 1 and 2; and

▼5

partcpants revewed an Alternate GFE wth lower lender charges for Tasks 1 and 2.

For Task 3, the moderator gave partcpants two addtonal GFEs, each of whch was dfferent
from the orgnal GFE they were gven.
See tables 48 and 49 for overall condton rotaton across the three test stes (n Atlanta, Georga;
Boston, Massachusetts; and Denver, Colorado).

Round 6 Testng

For Test 1, staff dvded 60 partcpants nto three groups of 20. Wthn these three groups, 10
partcpants revewed the Revsed GFE and 10 partcpants revewed the Alternate GFE. Wthn
these groups,
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Table 48. Testing Conditions Rotation—Revised
Package A (Revised GFE with Lower Broker Charges)
Task 1 & 2:
Think Aloud

Task 3: Comparison

Condition 1

Broker same

Condition 2
Condition 3

GA

MA

CO

Lender same & broker lower

2

1

2

Lender same

Broker lower & broker same

2

2

1

Broker lower

Broker same & lender same

1

2

2

GA

MA

CO

Package B (Revised GFE with Lower Lender Charges)
Task 3: Comparison

Condition 4

Broker same

Lender same & lender lower

2

2

1

Condition 5

Lender same

Lender lower & broker same

1

2

2

Condition 6

Lender lower

Broker same & lender same

2

1

2

GA

MA

CO

Table 49. Testing Conditions Rotation—Alternate
Package C (Alternate GFE with Lower Broker Charges)
Task 1 & 2:
Think Aloud

Task 3: Comparison

Condition 7

Broker same

Lender same & broker lower

2

2

1

Condition 8

Lender same

Broker lower & broker same

1

2

2

Condition 9

Broker lower

Broker same & lender same

2

1

2

GA

MA

CO

Package D (Alternate GFE with Lower Lender Charges)
Task 1 & 2:
Think Aloud

Task 3: Comparison

Condition 10

Broker same

Lender same & lender lower

2

1

2

Condition 11

Lender same

Lender lower & broker same

2

2

1

Condition 12

Lender lower

Broker same & lender same

1

2

2
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Task 1 & 2:
Think Aloud

Round 6 Testing
Demographic and Test Site Information for Test 1
In Round 6, Test 1, staff tested 60 partcpants n three stes: Atlanta, Georga; Boston,
Massachusetts; and Denver, Colorado. (In Round 6, Test 2, staff tested 20 partcpants n two
stes: Cncnatt, Oho and Phonex, Arzona.)
Fgure 22 llustrates the geographc dversty of HUD testng, wth grey states representng
Rounds 1 through 5 and orange states representng Round 6 testng.
Figure 22. Round 6 Test Sites
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In Round 6 testng, staff recruted the test populaton to mrror the U.S. Census. As a part of the
screenng protocol, professonal testng stes recruted partcpants based on the
followng crtera:
▼ Gender
▼ Age
▼ Educaton
▼ Income
▼ Martal

Status

▼ Race/ethncty

Round 6 Testing
Addtonally, staff screened partcpants based on ther experences n
▼ obtaining

a mortgage (whether purchasing or refinancing a home) and

▼ shoppng

for a new mortgage loan.

At each of the professonal testng stes, KCG provded recruters wth the same screenng
protocol, whch they would read when contactng potental partcpants. In the course of the
call, screeners would ask prospectve partcpants a seres of questons that allowed screeners
to determne f the ndvdual was elgble to partcpate n the study. If recruters contacted a
partcpant who dd not meet those crtera, the recruter termnated the call. Staff gave each ste
the same crtera for the number of partcpants requred n each demographc category. Ths
procedure ensured the study nvolved partcpants from a wde range of backgrounds, ages, and
ethnc groups (among other crtera), who also had ether obtaned or shopped for
a mortgage.

Tables 50 and 51 provde demographcs for Test 1.
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For Test 1, once partcpants were selected (and after ther partcpaton), they were pad an
ncentve of $75 (Atlanta and Denver) or $100 (Boston). If more partcpants arrved than were
needed or f cancellatons occurred, the testng ste tred to place those extra partcpants or
recrut partcpants who would represent the needed demographcs.

Round 6 Testing
Table 50. Participant Demographic Information—Test 1
Demographic Characteristics

Percent

13
16
14
11
6

22
27
23
18
10

4
44
12
2

7
73
20
3

Identified as Hispanic or Latino origin

4

7

Education—Highest Grade Completed
Less than High School
High School or GED
Some college or associate’s degree
College graduate
Graduate School

0
9
23
15
13

0
15
38
25
21

Household Income Per Year
Less than $50,000
$50,001 to $75,000
$75,001 to $100,000
$100,001 or more

16
23
12
9

27
38
20
15

Marital Status and Gender
Single Male
Single Female
Married Male
Married Female

14
16
11
19

23
27
18
19

60

100 (60)

Age
20 to 34
35 to 44
45 to 54
55 to 64
65 or older
Race and Ethnicity*
Asian
White
Black or African American
Other (Native Hawaiian/Pacific Islander
American, Indian/Alaskan Native, etc)
* Participants were allowed to identify
multiple ethnicities.

Total Respondents

In addton to the demographc requrements noted above, HUD requested to have two-thrds
of the sample include experienced homebuyers who had bought or refinanced a home in the
prevous two years.
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Number in Sample

Round 6 Testing
Table 51: Homebuying Experience—Test 1
Homebuying Experience

Number in Sample

Percent

Bought or refinanced in past 2 years
Yes
No

41
19

68
32

Plan to buy or refinance in next year
Yes
No
No Response

23
36
1

38
60
2

Of those who plan to buy:*
Have gone to open houses
Have contacted a real estate agent
Have pre-qualified for a mortgage loan

21
14
7

35
23
12

* Participants were allowed to select as many
options as applied to their situation

N

60

Round 6 Testng

Study Questions for Test 1
Study questons for Test 1 ncluded the followng:
▼ Can

▼ How

▼ Can

▼ Can

partcpants dentfy the basc
nformaton n the GFE?
partcpants make nferences from
nformaton wthn the GFE?

▼ Do

consumers spontaneously use the
shoppng chart?

▼ Can

partcpants understand
when a tolerance s enforced and
when ther choces can lmt the
tolerance requrement?
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well are partcpants able to compare
nformaton across GFEs?
partcpants accurately dentfy the
least and most expensve settlement
costs when they see three GFEs?

▼ Does

a broker bas exst when consumers
choose the least expensve
settlement costs?

Round 6 Testing
Test 2—Revised GFE, HUD-1, and Settlement Script
For Test 2 of the Revised GFE, HUD-1, and Settlement Script, HUD’s goals were to
▼ Confirm

that participants can find
discrepancies between the GFE and
the HUD-1.

▼ Confirm

if participants can determine
whether discrepancies are within tolerance
limits.

▼ Investigate

whether the Settlement Script
helps participants to identify loan details.

▼ Investigate

whether the Settlement
Script functions as a “crosswalk” to help
participants compare GFE costs to actual
HUD-1 costs.

▼ Investigate

participant response if
identified discrepancy is outside
tolerance limits.

Methodology for Test 2
▼ Participants’

general understanding of the GFE, HUD-1, and the Settlement Script

▼ Participants’

ability to identify information on different forms

▼ Participants’

ability to compare information across forms

▼ Participants’

general thoughts and reactions to the forms

Staff also asked some questions from Test 1 to gauge participant understanding of the Revised
GFE.
In Test 2, KCG tested:
▼2

different GFEs: one with a 30-year-fixed mortgage and one with a Payment Option
Adjustable Rate Mortgage (ARM)

▼2

different HUD-1’s: one with a corresponding 30-year-fixed mortgage and one with a
corresponding Payment Option ARM

▼2

different Settlement Summaries: one comparing the information between the 30-year-fixed
GFE and HUD-1 and one comparing the Payment Option ARM GFE against the HUD-1

Round 6 Testing

In Round 6, Test 2, questions focused on the following general topic areas:
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Table 52. Structure—Test 2
Section

Time Allotted (minutes) Task
5

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

20

We give the participant a few minutes to look over each
document and ask a few general questions about each.

Task 2

5

(for Script participants only) The moderator conducts
“simulation” by reading through script with the participant.

Break

5

Task 3

20

The participant answers a series of questions regarding the
estimated and actual loan details and settlement costs and
the variance between the two. These questions require the
participant to compare across forms.

Task 4

15

The participant answers a series of questions regarding
his or her general impressions of the documents and any
suggestions he or she might have.

Total time 90 minutes

In Test 2, staff tested 20 partcpants across two stes: Cncnnat, Oho and Phoenx, Arzona.
Staff divided these 20 participants into two groups of 10. Within these two groups, five
participants worked with a GFE and HUD-1 that dealt with a 30-year-fixed mortgage, and five
worked wth a GFE and HUD-1 that dealt wth a Payment Opton ARM. Of these two groups
of 10, the first worked with only a GFE and HUD-1 form, while the second worked with a GFE,
HUD-1, and Settlement Scrpt.
The testng team set up four varatons to test the forms:
▼ 30-year-fixed

GFE and HUD-1 with no Settlement Script (condition 1)

▼ 30-year-fixed

GFE and HUD-1 with Settlement Script (condition 3)

▼ Payment

Opton ARM GFE and HUD-1 wth no Settlement Scrpt (condton 2)

▼ Payment

Opton ARM and HUD-1 wth Settlement Scrpt (condton 4)

As shown n Table 53, forms were always presented n the followng order: GFE (estmated
costs), HUD-1 (actual costs), and Settlement Scrpt (f applcable).
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Introduction

Round 6 Testing
Table 53. Testing Conditions—Test 2
Package A—30 Year Fixed
Participant Number

Participant Number

Condition 1 (No Script)

AZ01
AZ02
AZ03

OH11
OH12

Condition 2 (With Script)

AZ04
AZ05

OH13
OH14
OH15

Condition 3 (No Script)

AZ06
AZ07
AZ08

OH16
OH17

Condition 4 (With Script)

AZ09
AZ10

OH18
OH19
OH20

Package B—Payment Option ARM

In addton to smple lne-tem comparsons, several tolerance volatons were ncluded on
the forms as notable discrepancies that would allow specific points of comparison across
partcpant performance. All partcpants receved GFE and HUD-1 forms that contaned a 25
percent actual cost ncrease over the estmated costs on those charges that had a 10 percent
ncrease tolerance lmt. Ths ncrease was shown explctly on the scrpt but requred a mult
step calculaton to determne wthout the scrpt. HUD-1 forms also ncluded an ncrease n a
charge categorzed as not beng able to ncrease at settlement.

Round 6 Testng

To conduct the smulaton porton of ths test, staff gave all partcpants (1) a GFE and (2) a
HUD-1. Testng staff gave partcpants a chance to revew each document and then answered
general questons to help get them famlar wth the form. Next, staff gave half the partcpants
a Settlement Scrpt wth loan detals and settlement costs that corresponded to ther GFE and
HUD-1. The moderator for each sesson then read the entrety of the scrpt aloud wth
the partcpant. Testng staff then asked both groups of partcpants a seres of questons
involving identification and comparison of their estimated and actual loan details and settlement
costs as well as cost dscrepances to help determne f the scrpt aded them n these tasks.
Wherever possble, these comparson questons were dentcal for both the scrpt and
non-scrpt partcpants.
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In testng, staff recruted the test populaton to mrror the U.S. Census. As a part of
the screenng protocol, professonal testng stes recruted partcpants based on the
followng crtera:
▼ Gender
▼ Age
▼ Educaton
▼ Income
▼ Martal

Status

▼ Race/ethncty

Addtonally, staff screened partcpants based on ther experences n
▼ obtaining

a mortgage (whether purchasing or refinancing a home) and

▼ shoppng

for a new mortgage loan.
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For Test 2, once partcpants were selected (and after ther partcpaton), they were pad an
ncentve of $50 (Cncnnat) or $60 (Phoenx). Tables 54 and 55 provde demographcs for Test 2.
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At each of the professonal testng stes, KCG provded recruters wth the same screenng
protocol, whch they would read when contactng potental partcpants. In the course of the
call, screeners would ask prospectve partcpants a seres of questons that allowed screeners
to determne f the ndvdual was elgble to partcpate n the study. If recruters contacted a
partcpant who dd not meet those crtera, the recruter termnated the call. Staff gave each
ste the same crtera for the number of partcpants requred n each demographc category.
Ths procedure ensured the study nvolved partcpants from a wde range of backgrounds,
ages, and ethnc groups (among other crtera), who also had ether obtaned or shopped
for a mortgage.

Round 6 Testing
Table 54: Participant Demographics Information—Test 2
Demographic Characteristics

Percent

5
4
7
2
2

25
20
35
10
10

0
14
4
0

0
70
20
0

Identified as Hispanic or Latino origin

2

10

Education—Highest Grade Completed
Less than High School
High School or GED
Some college or associate’s degree
College graduate
Graduate School

1
2
9
5
3

5
10
45
25
15

Household Income Per Year
Less than $50,000
$50,001 to $75,000
$75,001 to $100,000
$100,001 or more

5
6
2
6

26
32
11
32

Marital Status and Gender
Single Male
Single Female
Married Male
Married Female

2
5
7
6

10
25
35
30

20

100 (20)

Age
20 to 34
35 to 44
45 to 54
55 to 64
65 or older
Race and Ethnicity*
Asian
White
Black or African American
Other (Native Hawaiian/Pacific Islander
American, Indian/Alaskan Native, etc)
* Participants were allowed to identify
multiple ethnicities.

Total Respondents

In addton to the demographc requrements noted above, HUD requested to have two-thrds
of the sample include experienced homebuyers who had bought or refinanced a home in the
prevous two years.
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Number in Sample

Round 6 Testing
Table 55: Homebuying Experience of the Sample
Homebuying Experience

Number in Sample

Percent

Bought or refinanced in past 2 years
Yes
No

14
6

70
30

Plan to buy or refinance in next year
Yes
No
No response

10
10
0

50
50
0

Of those who plan to buy:*
Have gone to open houses
Have contacted a real estate agent
Have pre-qualified for a mortgage loan

9
4
5

45
20
25

* Participants were allowed to select as many
options as applied to their situation

N

20
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Study Questions for Test 2
Study questions for Test 2 included the following:
participants find discrepancies
between the GFE and the HUD-1?

▼ Can

▼ Does

▼ Can

▼ Does

partcpants determne whether
dscrepances are wthn tolerance lmts?

▼ What

are partcpant responses upon
dentfyng that a dscrepancy s outsde
tolerance lmts?
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the Settlement Scrpt help
partcpants dentfy loan detals?
the Settlement Scrpt functon as a
“crosswalk” to help partcpants compare
GFE costs to actual HUD-1 costs?

Round 6 Testing
Analytical Approach
Ths secton presents the combned analytcal approach for both tests n Round 6.

Qualitative Analysis
Because of the smaller sample sze n Round 6, KCG dd not perform any major statstcal
analyses on the results of the answer sheets or other data, but rather, used the results to look
for qualtatve trends. However, ths report does provde some smaller scale percentages to help
valdate trends from the qualtatve data.

Databases

KCG then reviewed the data from the three databases and determined findings and
recommendatons from the data n relatonshp to earler results as well as how well the GFE,
HUD-1, and Settlement Scrpt performed and possble areas for mprovement.
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KCG created three Mcrosoft Access© databases to collect and analyze data. The first database
was created durng testng, and observers entered each partcpant’s mmedate responses
to closed-ended questons nto a Mcrosoft Access© database. Testng staff crosschecked
partcpant answers to ensure accuracy. KCG then created comparson graphs from the data
mported nto ths database. The results collected on the answer sheet showed how partcpants
answered, but not why. Therefore, KCG created a second Mcrosoft Access© database of
open-ended partcpant responses—organzed by queston number—taken from transcrpts
of testng sessons. Ths database allowed staff to look wthn each queston for trends as to
why partcpants answered a certan way. Usng a grounded analytc approach, researchers
then revewed the transcrpts as a whole and created a unque codng system for any emergng
trends. After staff coded each transcrpt, results were compled n a thrd Mcrosoft Access©
database, and from ths, researchers generated reports used n data analyss.

Round 6 Testing
Summary of Findings
Overall, the majority of findings from Round 6 were consistent with the findings from Rounds
1–5. However, snce the housng market and mortgage ndustry have changed snce Round 5
testng, new concepts and themes emerged durng Round 6 testng. For example, consumers
▼ were

influenced by the media coverage of
the mortgage ndustry,
more on nterest rates and
loan terms,

▼ had

▼ knew

someone who has been affected by
the current mortgage clmate, and

▼ focused
▼ focused

hgh emoton,

▼ were

less on settlement charges,

more aware of—and cautous
about—ARMs.

Test 1—Revised GFE and Alternate GFE
What Worked

▼ 100

percent correctly identified and described the initial amount of the mortgage offer and
length of tme they have to pay off the mortgage loan.

▼ 98

percent correctly identified initial interest rate.

The design and language in the GFE worked. Partcpants commented postvely about desgn
and language throughout test sessons. A few partcpants thought that somethng was mssng
from the Alternate GFE. However, many participants specifically liked the Revised GFE’s length
(4 pages), the layout of pages 1 and 2, the smplcty of the language, and the consumer-frendly
language:
Form length
… you don’t have to go through 8 or 10 pages of documentation in order to get those
important features out…I don’t have to spend three hours and have an attorney go through
it. (CO60)
This is shorter, it’s not real long and it’s easier to look at… (CO45)
Layout of pages 1 and 2
I do like page one, I mean its just clear and concise and everything is black and
white… (CO41)
I like this way it’s laid out because it’s all very crisp and I feel like it’s well-organized… (MA29)
Yeah page two…it lays it out really nicely. (CO42)
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Design, layout, and language worked. Overall, KCG found that the GFE s workng.
Partcpants understood the detals (that t ncluded a loan summary and estmates of settlement
charges), characterstcs of the document (that the numbers are estmates), and ts purpose (to
help consumers to shop).

Round 6 Testing
Simplicity of language
…it is very simple to read…I like how it’s presented. It is just very straightforward… (GA13)
It’s in people’s English instead of lawyer English. (CO48)
This is just very, very different and…certainly easier to read. (MA21)
Consumer-friendly language
This seems a lot more consumer-oriented than I’m used to reading. (MA21)
It’s self-explanatory and that’s basic information. It’s user-friendly. (MA30)
…It would be helpful to somebody who hasn’t done it before. It’s kind of refreshing
to me.. (MA21)

…this is easier because everything is the same, in the same place... (GA01)
They’re very similar so they were easy to skim... (GA03)
…it seems like there’s [often] a desire to make sure that nothing is standardized…
you guys have been very good at making the forms look and appear to be the
same… (CO60)
Trade-off bullets worked. Partcpants understood the trade-off bullets and used the table
durng the comparsons secton of the test:
…you can pick from those three different options as to which one you’re going to be going
with and I can get that just from that table right here which is really kind of cool. (MA26)
Makes perfect sense. This table shows how the loan we’ve offered you compares…it’s a
comparison... (GA08)

What Needs Work
Potential problem of lender bias exists. Of the 15 partcpants that looked at one GFE wth
the lender charge lower and one wth the broker charge hgher, 80 percent understood that the
lender s lower and the broker s hgher; and 73 percent chose the one wth the lower lender
charge. In Round 5 testng, 92 percent understood that the lender s lower and 88 percent chose
the one wth the lower lender charge. Because of the small sample sze n Round 6, ths result
has no statistical significance; however, the variation from Round 5 results should be kept in
mnd.
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Participants were able to compare. Durng the comparsons secton, 90 percent of partcpants
were able to dentfy correctly the hghest and lowest settlement charges. The remanng 10
percent were able to dentfy the hghest or the lowest, but not both. Partcpants remarked that
standardzaton of the GFE helps them to compare GFEs:

Round 6 Testing
One reason why ths change occurred n Round 6 s the ntroducton of the lender dsclosure
sentence (on page 2). Many partcpants were unclear about the mplcatons of ths lender
sentence:
It sounds like I have to come up with more money. I don’t know if that comes out of my end or
the next company that buys the loan. (MA25)
Does that mean that I have to give them an additional payment if they sell the loan? (GA13)
Am I suppose to receive the additional payment or am I suppose to pay additional
payment? (CO58)
Dates were unclear. Many participants in Round 6, Test 1 had difficulty with dates. Seventy
percent of partcpants were able to say accurately how long the nterest rate s avalable. The
remanng 30 percent ether gave a wrong date or were unsure.
The days are confusing December the 3rd to the 17th I don’t understand that. (GA16)

Tolerances were unclear. Many partcpants had trouble wth the tolerances. Partcpants were
not clear on the categores, mssed the tolerances, and thought the tolerance apples to each
tem (nstead of the sum of the tems):
I doubt [the tolerances] can change very much if it can change. (MA23)
…I don’t get [the tolerances] from reading this at all…It’s not explicitly spelled out that
way... (MA34)
Next steps were unclear. Many partcpants asked for more explct nstructons about the next
steps. They were unclear on how to lock the GFE’s rate.
I think there needs to be a clearer set out way…this is what you have to do to lock in this
rate…That may become obvious after you get this but it would be helpful to have it on this
form… (GA10)
…what [does] it actually take to [lock the interest rate], is it a phone call, is it an email, do I
have to fill something out, fax something..? (MA22)
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Is this 60 days, 90 days, and five years? I don’t know what that means. It says your rate lock
period is 60 days. That is not clear to me. (CO46)

Round 6 Testing
Some terms raised questions. Whle the majorty of partcpants remarked that the language
was clear n the GFE, partcpants were unsure of the meanngs of Government Recordng and
Transfer Charges and Yeld Spread Premum:
Government Recording and Transfer Charges
Is there such a thing…government recording and transfer charges for this
transaction? (GA14)
I’ve never heard of government recording and transfer…well there’s transfer fees but…I think
that’s maybe a certain percentage of the value of the home or something like that... (GA05)
Yield Spread Premium
…I don’t know what [YSP] means…That must be a very technical term for a simplified set of
words that I don’t know…that I can’t relate. (CO60)
Yield spread premium…I really don’t understand what it is. (GA13)

I think this is a chart for me to use to shop and compare. So they want you to fill in…That’s
pretty cool…I like that. (MA24)
I like the chart because it’s clean, it’s concise, I know exactly what I’m reading…The chart is
easy to read. (CO45)

Test 2—Revised GFE, HUD-1, and Settlement Script
What Worked
Participants used the Settlement Script. KCG found that of those partcpants who receved
the Scrpt n addton to the GFE and HUD-1, most used t to compare and to answer questons
about both loan detals and settlement costs. Some used the Scrpt n conjuncton wth the other
documents they receved, whle many used the Scrpt as ther prmary source of nformaton.
Design, layout, and language worked. Partcpants reacted postvely to the language used
for the read-aloud porton of the Scrpt, and generally thought the loan detals were clear and
easy to understand. The comparson chart format also generated postve feedback. Partcpants
thought t facltated comparsons and generally lked the concept of havng ther estmated and
actual costs sde-by-sde. Overall, partcpants reacted postvely to the Scrpt’s “read-aloud”
format, appearng to be more attentve and engaged wth the process when followng along wth
the moderator than when asked to compare the forms on ther own.

Round 6 Testng

Shopping chart needs minor edits. Many partcpants commented postvely about the
shopping chart, but some were not clear who would fill it out. One participant thought that six
columns were too many for the chart.
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I mean in this thing it actually kind of makes sense the way they explained it especially on
page. Its very easy to understand. (AZ05)
The way things are outlined and charted is helpful and you can follow things easily from point
to point. (OH15)
Settlement Script highlighted discrepancies between GFE and HUD-1. The Settlement Scrpt
helped partcpants dentfy tolerances. Scrpt partcpants were more lkely to notce tolerance
categores and more lkely to queston charge ncreases related to tolerance categores. In
addton, a number of Scrpt partcpants were able to detect the 25 percent ncrease tolerance
volaton durng ther ntal revew of the documents, whle non-Scrpt partcpants were unable to
do so.
Charges cannot increase, I was surprised to see increases because I thought they
couldn’t... (OH14)
The title services went up more than 10 percent...[The script] says it cannot increase more
than 10 percent. Who would be paying these extra costs? (AZ04)

...there are at least a couple things...above what they’re allowed to be. (OH11)
...[charges are] listed as something that shouldn’t increase more than 10 percent, so
somewhere a transaction...has been calculated incorrectly. (OH15)

What Needs Work
Participants have trouble navigating more than two documents. Partcpants appeared to
have difficulty manipulating more than two documents at a time. This fact inhibited performance
when a thrd document, n ths case the Settlement Scrpt, was ntroduced.
Settlement Script language and design need tweaks. Partcpants suggested a few
mprovements to the Scrpt. They noted a number of terms for whch they requred
clarification. Participants also wanted to see the empty boxes on the forms filled in with
some knd of placeholder that ndcated that nothng was mssng.
...there are a lot of words on the Summary that are not clarified...I could read them but I
wouldn’t understand what they actually meant. (AZ10)
How come they didn’t show...the amount of increase there?...I mean that category says dollar
increase; shouldn’t it show in there? (AZ09)

Round 6 Testng

When staff ponted out charge dscrepances to partcpants, a majorty of the partcpants sad
they would, at the very least, queston these charges at settlement, and at the most, attempt
to halt settlement. Overall, results show the Settlement Scrpt helped to hghlght dscrepances
for partcpants.
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Recap of HUD’s Goals for Testing
For Round 6, Test 1, HUD’s goals were to

✔

ConfirmthatparticipantscanidentifythebasicinformationintheGFE
― All partcpants were able to dentfy the basc nformaton on the GFE.

✔

Determine if participants can make inferences from information within the GFE
― The majorty of partcpants were able to make nferences from the nformaton
wthn the GFE.

✘

Identify if consumers spontaneously use the shopping chart
― The majorty of partcpants remarked postvely about the shoppng chart. However,
only a few partcpants used the shoppng chart durng the test sesson.

✘

― Many participants had difficulty understanding when a tolerance is set and when their
choces can lmt the tolerance requrement.

✔

Determine how well participants can compare across GFEs
― Almost all partcpants were able to compare across the three GFEs. The
standardzaton of the GFE format aded partcpants n the comparson task.

✔

Identify if consumers can accurately identify the least and most expensive
settlement costs when they see three GFEs
― Almost all consumers were able to gauge the least and most expensve settlement
costs accurately.

✔

 onfirmthatabrokerbiasdoesnotexistwhenparticipantschoosetheleast
C
expensive settlement costs
― The GFE lmts broker bas. One hundred percent of the partcpants who compared a
GFE wth a lower broker charge aganst a GFE wth a hgher lender charge understood
that the broker charge was lower than the lender charge. When asked to choose
between the two offers, 100 percent chose the GFE wth the broker offer.
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Identify if participants can understand when a tolerance is set and when their
choices can limit the tolerance requirement

Round 6 Testing
For Round 6, Test 2, HUD’s goals were to

✔

ConfirmthatparticipantscanfinddiscrepanciesbetweentheGFEandtheHUD-1
― The large majorty of partcpants were able to dentfy a dscrepancy between the
estmated and actual amount of a charge, and what ths dscrepancy was.

✔

 onfirmifparticipantscandeterminewhetherdiscrepanciesarewithintolerance
C
limits
― The majorty of partcpants were able to dentfy whether a charge was allowed to
ncrease at settlement, based on the tolerance categores, and agan ths performance
seemed equal between Scrpt and non-Scrpt partcpants. However, as dscussed
above in the summary of the findings, only Script participants were able to identify the
actual 25 percent ncrease for those charges wth a 10 percent tolerance.

✔

Investigateparticipantresponseifidentifieddiscrepancyisoutsidetolerancelimits

✘

Investigate whether the Settlement Script helps participants to identify
loan details
― Partcpants were able to dentfy ther estmated loan detals both wth and wthout
the ad of the Scrpt. The majorty also seemed capable of dentfyng ther actual loan
detals when they were gven the Scrpt wth ther GFE or HUD-1. However, partcpant
performance n dentfyng estmated loan detal decreased slghtly when the Scrpt
was introduced, possibly due to the difficulty of navigating too much paperwork as is
discussed in the findings.

✔

Investigate whether the Settlement Script functions as a “crosswalk” to help
consumers estimate GFE costs to actual HUD-1 costs
― Participant performance in this small sample did not significantly differ between
Scrpt and non-Scrpt groups. The postve comments generated from the Scrpt’s
“crosswalk” format ndcated that ths format was well receved and perhaps even
beneficial to consumers.

157
Round 6 Testng

― Just over half of the partcpants sad they would respond to the dscrepancy n some
way. At the least, they would queston the charges, and, at the most, they would
not contnue wth closng f they notced charge ncreases lke those apparent n the
smulaton. Whether ths acton would occur n a real-world stuaton s unknown, but
the scrpt seemed to facltate consumer questons.

Round 6 Testing
Recommendations for Improving the Forms
Test 1
GFE
▼ Use

the Revised GFE, not the Alternate
GFE. Because form length and YSP
language seemed to cause problems
during testing, continue to use the
Revised GFE.
HUD logo. Add the HUD logo to
the GFE.

▼ Add

▼ Add

more space for email contact.

information more clearly. Label
pages 3 and 4 as “Instructions and
Important Information.”

▼ Label

tolerance issue. Change the
format of the tolerance section into a
three-column table-format.

▼ Address

next steps issue. Add
explicit language for “How to apply” to
give more information on next steps.

▼ Address

Test 2
Settlement Script
language and design for clarity and consistency. Clarify language and terms as
much as possible, make the design consistent, and fill in blank boxes in table columns.

▼ Edit

▼ Refine

instructions for the Script to help consumer and closing agent know which
forms to look at in what order. This refinement will help minimize navigation errors across
documents.
a script and chart for each—Loan Details and Settlement Charges. Including
both these components in each section of the Script allows for the maximum benefits
from both.

▼ Include

HUD-1
▼ Consider

redesigning the HUD-1 to more closely match the look and organization of
the GFE. This redesign will allow for easier cross-comparison between the two documents.

▼ Build

on the look and functionality of the Settlement Script when considering
a HUD-1 redesign.
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date issues. To address the
date issues, pull all the dates into one
section on page one.

▼ Address

an Instruction Sheet. The
instruction sheet is formed by pages
3 and 4. These pages incorporate
information from pages 1
and 3 and information that HUD thought
would be useful to consumers.

▼ Create

The GFE Today
The followng pages llustrate the GFE as t appears after undergong sx rounds of qualtatve
and quanttatve testng. Changes made to the GFE ncluded:
▼ Creating

a fresher, more contemporary look for the GFE. Desgn staff added color to
help consumers see more readly how the GFE groups loan offer nformaton. Other desgn
mprovements ncluded addng the HUD logo to the header of page 1 and to the footers of
pages 2 through 4.

▼

Addinginstructionalinformationtothefirstpage.Staff created a new Instructons
secton on page 1 of the GFE.

▼ Addingasectioncontainingimportantdatestothefirstpage.

In order to help
consumers locate mportant dates more easly, staff added a new secton to page one that
put all the mportant dates n one place.

▼ Providing

a better layout for important information and instructions. On pages 3 and 4,
staff reorganzed content and added new sectons that would help consumers make betternformed decsons. Some of the changes to pages 3 and 4 ncluded

― creatng addtonal nstructon on shoppng for a loan offer,

― creatng a more understandable layout for comparng trade-offs, and
― giving important information on the consumer’s financial responsibilities as a homeowner,
ncludng estmates on such tems as: (1) annual property taxes, (2) annual homeowner’s
insurance, (3) annual flood insurance, (4) homeowner’s association/condominium fees,
and (5) other annual fees and charges.
▼ Providing

better-organized information and instruction for the consumer in

― applyng for the loan,
― gettng more nformaton,
― usng the Mortgage Shoppng Chart, and
― knowng what happens f the lender sells the loan n the future.

Round 6 Testng

― mprovng the layout of the charges that can and cannot change
at settlement (tolerances),
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• Added Originator email
• Removed File or Loan Number
• Added more space

• Added Instructions
• Moved some information to pg.
3, Shopping for a loan offer
• Moved date information to new
section on pg. 1, Important dates

Good Faith Estimate (GFE)

Name of Originator

Borrower

Originator
Address

Property
Address

Originator Phone Number
Originator email

Date of GFE

Instructions

This GFE gives you an estimate of your settlement charges and loan terms if you are approved for this loan.
See page 3 for more detailed instructions.

Important dates

1. The interest rate for this GFE is available until
. After that date, the interest rate, some of your
Loan Origination Charges, and the monthly payment shown below can change until you lock your interest rate.
2. This estimate for all other settlement charges is available until
3. If you proceed with this loan, you must go to settlement in
days before settlement.

Summary of your
loan terms
• Combined three
actionable dates to
emphasize their importance
• Moved Item 1 from About
your GFE
• Moved Item 2 from About
your GFE
• Moved Item 3 from pg.
3, Proceeding with this
application

• Added a row about
escrow payments to help
homebuyers know all costs

Summary of your
settlement charges

days. You must lock the interest rate at least

Your Loan Details
Your initial loan balance is

$

Your loan term is

years

Your initial interest rate is

%

Your initial monthly amount owed for principal,
interest, and any mortgage insurance is

$

per month
days

Your rate lock period is
After you lock in your interest rate, you must
go to settlement within this number of days to
guarantee this interest rate.
Can your interest rate rise?

c

No

c

Yes, it can rise to a maximum of

Can your loan balance rise?

c

No

c

Yes, it can rise to a maximum of $

Can your monthly amount owed for principal,
interest, and any mortgage insurance rise?

c

No

c

Yes, it can rise to a maximum of $

Does your loan have a prepayment penalty?

c

No

c

Yes, your maximum prepayment penalty is
$

Does your loan have a balloon payment?

c

No

c

Yes, you have a balloon payment of
$
due in
years.

Does your loan include a monthly escrow
payment for property taxes and, possibly,
other obligations?

c

No

c

Yes

A
B

Your Adjusted Origination Charges (Table A, page 2)

$

Your Charges for All Other Settlement Services (Table B, page 2)

$

A+B
• Added letters referencing
sections on pg. 2 (Your
Adjusted Origination
Charges and Your Charges
for All Other Settlement
Services)

.

Total Estimated Settlement Charges

• Improved references
to pg. 2 table

%

$

Good Faith Estimate (GFE)

1

Understanding
your estimated
settlement charges

Your Loan Details
1. Our service charge
These charges are for the services we provide when we get and process this loan
for you.
2. Your credit or charge for the specific interest rate chosen (points)

• Moved language about
lenders receiving payments
for selling loans after
settlement to pg. 4, If your
loan is sold in the future

c

The credit or charge for the interest rate you have chosen is included in “Our
service charge.” (See item 1 above.)

c

You receive a credit of $
This credit reduces your upfront charges.

c

You pay a charge of $
for this interest rate of
%.
This payment (discount points) increases your upfront charges. (See the table
on page 3 to see how you can change this charge or credit by choosing a
different interest rate.)

A

for this interest rate of

%.

Your Adjusted Origination Charges

$

Your Charges for All Other Settlement Services
3. Required services that we select
These charges are for services we require to complete your settlement. We will
choose the providers of these services.
Service

Charge

4. Title services and lender’s title insurance
This charge includes the services of a title agent, for example, and title
insurance to protect the lender, if required.
5. Required services that you can shop for
These charges are for other services that are required to complete your
settlement. We can refer you to providers of these services or you can shop for
them yourself. Our estimates for providing these services are below.
Service

• Rewrote description

Charge

6. Government recording and transfer charges
This includes state and local charges on mortgages and home sales.
7. Reserves or escrow
This charge is held in an escrow account to pay recurring charges on your
property, such as property taxes or insurance.
8. Daily interest charges
This charge is for the daily interest on your loan from the day of your settlement
until the first day of the next month or the first day of your normal mortgage
payment cycle. For this loan, this amount is $
per day for
days
(if your closing date is
).
9. Homeowner’s insurance
This charge is for the insurance you must buy for the property to protect from
a loss, such as fire.
10. Optional owner’s title insurance
This charge is for additional insurance you can choose to buy to protect
yourself from title defects.

B

Your Charges for All Other Settlement Services

A+B

Total Estimated Settlement Charges

$

$

Good Faith Estimate (GFE) 2

• Moved from pg. 1
About your GFE

• Reorganized charges
that can change at
settlement

Important Information and Instructions
Shopping for a
loan offer

Only you can shop for the best loan for you. Compare this GFE with other loan offers, so you can find the
best loan. Use the table on page 4 to compare all the offers you receive.

Understanding
which charges
can change at
settlement

The GFE estimates your settlement charges. At your settlement, you will receive a HUD-1. Compare the
charges on the HUD-1 with the charges on this GFE. Charges can change if you select your own provider and
do not use the companies your lender suggests.

• Rewrote ﬁrst paragraph
to emphasize the
relationship of the GFE to
the HUD-1 and their costs

• Moved tolerance
information into a table
format to emphasize
three types of charges

Looking at trade-offs

• Moved section
description before table
to introduce the table

The list below shows you how much the estimated charges on this GFE can change at your closing.
These charges

cannot increase
at settlement:

• Our service charge
• Your charge or credit for the
specific interest rate chosen
(after you lock in your interest
rate)
• Government recording and
transfer charges

The total of these charges
can increase up to 10%
at settlement:
• Required services that we select
• Title services and lender’s title
insurance (if we select them or
you use providers identified by
us)
• Required services that you can
shop for (if you use providers
identified by us)
• Optional owner’s title insurance
(if you use providers identified
by us)

These charges

can change

at settlement:

• Required services that you can
shop for (if you do not use
providers identified by us)
• Title services and lender’s title
insurance (if you do not use
providers identified by us)
• Reserves or escrow
• Daily interest rate charges
• Homeowner’s insurance
• Optional owner’s title insurance
(if you do not use providers
identified by us)

In this GFE, we offered you a particular interest rate and estimated settlement charges. But, you could
choose other loans to get a lower interest rate or lower settlement charges.
g

If you want to choose a loan with a lower interest rate, then you will have higher settlement charges.

g

If you want to choose a loan with lower settlement charges, then you will have a higher interest rate.

The table below shows how the loan for this GFE compares to two other options. If you decide you want to
make one of these trade-offs, you must ask us for a new GFE.

Your loan amount

The loan in this GFE

A loan with a lower
interest rate

A loan with lower
settlement charges

$

$

$

%

Your interest rate

%

%

How much your monthly payment will be

$

$

$

How much more or less in monthly
payments from this GFE

No Change

You will pay $
less every month

You will pay $
more every month

How much more or less you will pay at
settlement with this interest rate

No Change

Your lower interest
rate will raise your
settlement charges by
$

Your higher interest
rate will lower your
settlement charges by
$

How much your total estimated
settlement charges will be

$

$

$

If this loan offer is for an adjustable rate loan, the comparisons in the table are for the initial interest rate
before any adjustments are made.

Good Faith Estimate (GFE) 3

• Added a section to help homebuyers
understand and identify other annual
charges that affect their ability to
afford a home

Your financial
responsibilities as
a homeowner

In addition to your monthly amount owed for principal, interest, and mortgage insurance, you may need to pay
other required annual charges to keep your property. We must provide an estimate for annual property taxes
along with homeowner’s, flood, and other required property protection insurance, but we are not required
to provide estimates for the other charges. You may have to identify the other charges and ask for additional
estimates from others.
Different sources might use different techniques to estimate these charges, but the actual charges will be the
same in the end. Therefore, do not use these estimates to compare settlement charges from different loan
originators.
Annual property taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ___
Annual homeowner’s insurance . . . . . . . . . . . . . . . . . . . . . . . . . .___________
Annual flood insurance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .___________
Annual homeowners association/condominium fees. . . . . . . .___________
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

• Moved from pg. 3 of Revised GFE

Total Other Annual Charges . . . . . . . . . . . . . . . . . . . . . . . .

Applying for
this loan

If you decide you would like to apply for this loan, contact us at
You must pay a fee of $
. This fee will be subtracted from your settlement charges.

Getting more
information

The type of loan you choose can affect your current and future monthly payments. You can ask us for more
information about loan types. You can also look at several government publications: HUD’s Special Information
Booklet on settlement charges, your Truth-in-Lending Disclosures, and consumer information publications of
the Federal Reserve Board.

Using the
shopping chart

Use this chart to compare Good Faith Estimates (GFEs) from different loan originators. Fill in the information by
using a different column for each GFE you receive.

• Added a section to refer
homebuyers to government
publications about home buying.

.

By comparing loan offers, you can shop for the best loan.

Loan 1

Loan 2

Loan 3

Loan 4

Loan Originator Name
Initial Loan Balance
Loan Term
Initial Interest Rate
Initial Monthly Amount Owed
Rate Lock Period
Can Interest Rate Rise?
Can Loan Balance Rise?
Can Monthly Amount Owed Rise?
Prepayment Penalty?

• Reduced the number of
columns from 6 to 4

If your loan is sold
in the future

• Moved lender sentence from
pg. 2, Your credit or charge for a
speciﬁc interest rate chosen and
added more information.

Balloon Payment?

Total Estimated
Settlement Charges

Lenders can receive additional fees by selling your loan at some future date after settlement. Once you have
obtained your loan at settlement, however, your loan terms, adjusted origination charges, and total settlement
charges cannot change. After settlement, any fees lenders receive in the future cannot change the loan you
received or the charges you paid at settlement.
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Mortgage Package
Offer (MPO)

About Your
MPO

Name of Originator _____________________________

Borrower ______________________________________

Phone _________________________________________

SSN ___________________________________________

Address _______________________________________

Property Address _______________________________

_______________________________________________

_______________________________________________

What is an MPO? This MPO is an offer for a mortgage loan from us that includes:
• 
• 

• 


A guaranteed price for a package that includes most of the settlement services needed to get the loan.
An interest rate and points that are guaranteed if you accept th is offer and lock in by ____/____/____.
Otherwise, they will float until you lock.
An agreement that binds us to provide you the loan described in this document if you are approved for 
this loan.

This MPO is based on your statements that your gross monthly income is $________________, the value
of the property is $________________ and on a credit analysis that we conduct. We will verify your monthly
income, the property value, your credit rating, and other information that you’ve provided to us.
How should you use this MPO to shop for the best loan? We cannot guarantee that we are getting you
the best possible loan costs or interest rates that are available. You should compare this MPO with those
that you get from others. By comparing loan offers, you can shop for the best loan.
This terms and conditions of this MPO are va lid for 10 business days from this date _____/_____/_____.
Keep this MPO to compare with your actual costs at settlement.

Summary
of Your Loan
Terms for This
Estimate

Your Loan Details
Your loan amount will be:

$

Your loan is

 A Fixed Rate Loan

Your interest rate

__%

 An Adjustable Rate Loan
% initially, then it will adjust. The interest rate
adjustment will be based on the
index and can change up to ___ percentage points
Your first adjustment will occur in
or years)

Your loan term

years

(months

___________years
$

Your monthly payment for
principal, interest, and any
mortgage insurance

$ ________

Your rate lock period

days. After you lock in your interest rate, you must go to settlement
within this number of days to be guaranteed this interest rate.

__

The maximum your monthly payment for principal,
interest, and any mortgage insurance could be is
$

Does your loan have
a prepayment penalty?

 Yes, your maximum prepayment penalty is $
 No

Does your loan have
a balloon payment?

 Yes, you have a balloon payment of $________ ___
 No

due in

years.

The interest rate and monthly payment shown above can change until you lock in your interest rate.

Your Settlement Costs
Charge for Your Guaranteed Mortgage Package (item 1 on page 2)
Charge or Credit for the Specific Interest Rate Chosen (item 2 on page 2)
Estimated Charges for Settlement Services Outside the Package (items 3-6 on page 2)

Total Estimated Settlement Charges
Guaranteed Mortgage package Agreement #2

OMB Control No. xxxx

$

__
1

Mortgage Package
Offer (MPO)

Understanding
Your Settlement
Charges

Charge for Your Guaranteed Mortgage Package
1. Your guaranteed mortgage package
Your guaranteed mortgage package is one fixed price for most of the services
that you will need to get your l oan. This price cannot change before settlement.
This package i nc ludes the charges for the followi ng services, if needed:
Service charge
Th is charge is for the services we provide when we process this loan for you.
Other required settlement services
This charge is for certain services we require to compl ete your settlement, for
example, an appraisal, credit report, or survey. We will choose the providers of
these services.
Title services and lender’s title insurance
This charge includes the services of a settl ement agent, for example, and title
insurance to protect the lender, if required.
Taxes and fees
This charge incl udes state and loca l taxes and fees.

Charge for Your Guaranteed Mortgage Package

$

_

$

_

Estimated Charges for Settlement Services Outside the Package

$

_

Total Estimated Settlement Charges

$

_

Charge or Credit for the Specific Interest Rate Chosen (Points)
2. Charge or credit for the specific interest rate chosen

— For a higher interest rate loan—the payment by the lender on your
behalf that reduces the up-front charge you pay
— For a lower interest rate loan—the additional up-front charge you
pay the lender (discount points)
Charge or Credit for the Specific Interest Rate Chosen

Estimated Charges for Settlement Services Outside the Package
3. Reserves or escrow

This charge is he ld in an escrow account to pay recurring charges on your
property, such as property taxes or insurance.
4. Daily interest charges

Th is charge is for the daily interest on your loan from the day of your
settlement until the first day of the next month or the first day of your
normal mortgage payment cycle. For this loan, this amount is $___ __ _
per day for _ _days (if your closing date is ____/____/____).
5. Homeowner’s insurance

Th is charge is for the insurance you must buy for the property to protect
from a loss such as fire.
6. Optional owner’s title insurance

This charge is for insurance you can choose to buy to protect yourself from
title defects.

Charges That
Can Change

All of the charges listed above can change at settlement except for the Charge for Your Guaranteed
Mortgage Package. The Charge or Credit for the Specific Interest Rate Chosen can change until you lock
in your interest rate.

Services That
Will Be in This
Package

As part of this mortgage package, we will obtain certain services as indicated below.
Yes

Property Appraisal
Credit Report
Pest Inspection
Survey



No




• 









Guaranteed Mortgage package Agreement #2

Yes

Closing Services
Title Search
Title Examination
Lender’s Title Insurance
OMB Control No. xxxx



No




• 
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Mortgage Package
Offer (MPO)

Understanding
the Trade-off
Between the
Charges for Your
Loan and Your
Interest Rate

A loan with a
lower interest rate

The loan in this MPO
Your loan amount

$

Your interest rate

$
%

A loan with lower
settlement costs

$
%

%

How much your monthly
payment will be

$
f

$
f

$
f

How much more or less in
monthly payments from this MPO

No Change
f

You will pay $
less every month

You will pay $
more every month

How much more or less you will
pay at settlement with this
interest rate
f

No Change
f
f
f
f

Your lower interest
rate will raise your
settlement costs by
$

Your higher interest
rate will lower your
settlement costs by
$

How much your total estimated
settlement charges will be

$

$

$

f

We have offered you a particular interest rate and estimated settlement costs in this MPO. But, it is
important that you see how this loan compares to others that you could choose.
• 
• 

If you want to choose a loan with a lower interest rate, then you will have higher settlement costs.
If you want to choose a loan with lower settlement costs, then you will have a higher interest rate.

The table above shows how the loan that we’ve offered you in this MPO compares to these different
options. The loan in this MPO is in the first column. In the middle column is a loan with a lower interest
rate. In the last column is a loan with lower settlement costs.
If you want one of these options, you can ask for a new MPO.
If this loan offer is for an adjustable rate mortgage, the comparisons in the table are for the initial interest
rate before any adjustments are made.

Accepting This
Mortgage
Package Offer

What should you do if you want to accept this offer?
1. You will need to pay a fee of $___________ which will be applied towards your settlement charges.
2. You will need to decide to lock in an interest rate now or later. Check the option you would like:
• 
• 

I want to accept the offer by signing below and locking in the interest rate now.
I want to accept the offer by signing below and will wait to lock in the interest rate.
I realize I must lock in the interest rate at least __ _ days before settlement.

What happens once you accept this offer? We will verify your monthly income, the property value, your
credit rating, and other information that you’ve provided to us. We may ask you for more information.
Then we will complete the evaluation of your mortgage application. If you are approved, we will provide
the mortgage loan and settlement services exactly as we’ve outlined in this offer.
What if you are not sure you want to accept this offer? This offer of $ __________
_ (Guaranteed
Mortgage Package Charges),
(Interest Rate), and $
(Charge or Credit for
the Specific Interest Rate Chosen) is valid until _____/______/_____ (date).
From _____/______/_____ until _____/______/_____ , the package price is still guaranteed, but the interest
rate and points offered will float. The interest rate and points will stop floating when you lock them. You
can find current interest rates and points options by going to:
If you do not accept by _____/______/_____, this offer will expire.

Our Signature

Date

Your S ignature

Date
3
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Good Faith Estimate
of Settlement Costs (GFE)
Ocean Financial
Name of Originator _____________________________

Terry Treeless
Borrower ______________________________________

300 Water Drive
Originator Address______________________________

100 Land Drive
Property Address________________________________

Anywhere,
USA 12345
_______________________________________________

Anywhere, USA 12345
_______________________________________________

888-333-3434
555-66-8888
File or Loan Number ____________________________
Originator Phone Number________________________

About
Your GFE

What is a GFE? This GFE gives you an estimate of your settlement costs and loan terms if you are
approved for this loan.
How should you use this GFE to shop for the best loan? You are the only one who can shop for the best
loan for you. You should compare this GFE with other loan offers. By comparing loan offers, you can shop
for the best loan. Use the table on page 4 to compare all the offers you receive.

12 03 07 After that date, the interest rate, some of your
The interest rate for this GFE is available until ____/____/____.
Loan Originator Charges, and the monthly payment shown below can change until you lock your interest
12 17 07
rate. This estimate of your charges for all other settlement services is available until ____/____/____.
Keep this GFE to compare with your actual costs at settlement.

Your Loan Details
$ 100,000.00

Your initial loan amount is

30 years

Your loan term is

6 %

Your initial interest rate is
$ 599.55

Your initial monthly amount owed for principal,
interest, and any mortgage insurance is

per month

60 days

Your rate lock period is
After you lock in your interest rate, you must go to
settlement within this number of days to guarantee
this interest rate.
Can your interest rate rise?

•  No
X

•  Yes, it can rise to a maximum of

Can your loan balance rise?

• 
X No

•  Yes, it can rise to a maximum of $

• 
X No

•  Yes, it can rise to a maximum of $

•  No

•  Yes, your maximum prepayment penalty is $ 2,000.00
X

•  No
X

•  Yes, you have a balloon payment of $

Can your monthly amount owed
for principal, interest, and any
mortgage insurance rise?
Does your loan have a
prepayment penalty?
Does your loan have a balloon
payment?

%

due in

years.

The interest rate and monthly payment shown above can change until you lock your interest rate.

Your Settlement Costs
Your Adjusted Origination Charges (see items 1 and 2 on page 2)

2,300.00

Your Charges for All Other Settlement Services (see items 3 through 10 on page 2)

3,700.00

Total Estimated Settlement Charges
Guaranteed Faith Estimate #1

OMB Control No. xxxx

$

__

6,000.00

1

�

Summary
of Your Loan
Terms for This
Estimate

Good Faith Estimate
of Settlement Costs (GFE)

Your Charges for Loan Origination
1. Our service charge
These charges are for the services we provide when we get and process
this loan for you.

4,500.00

2. Your credit or charge for the specific interest rate chosen (points)

•  The credit or charge for the interest rate you have chosen is included in

“Our service charge.” (See item 1 above.) Lenders may also receive an
additional payment if they sell your loan after settlement.
•  You receive a credit of $ 2,200.00
for this interest rate of 6 %.
X
This credit reduces your upfront charges.
•  You pay a charge of $
for this interest rate of
%.
This payment (discount points) increases your upfront charges.
(See the table on page 3 to see how you can change this credit or charge
by choosing a different interest rate.)

A

Your Adjusted Origination Charges

-2,200.00

$

_

2,300.00

Your Charges for All Other Settlement Services

�

3. Required services that we select
These charges are for services we require to complete your settlement.
We will choose the providers of these services.
Service

Cost

Appraisal

300.00

Credit Report

25.00

Tax Service

75.00

400.00

4. Title services and lender’s title insurance
This charge includes the services of a title agent, for example, and title
insurance to protect the lender, if required.

900.00

5. Required services that you can shop for
These charges are for other services that are required to complete your
settlement. We can refer you to providers of these services or you can shop
for them yourself. Our estimates for providing these services are below.
Service

Cost

Survey

200.00
200.00

6. Government recording and transfer charges
This charge includes state and local transfer taxes and fees.

600.00

7. Reserves or escrow
This charge is held in an escrow account to pay recurring charges on your
property, such as property taxes or insurance.

719.35

8. Daily interest charges
This charge is for the daily interest on your loan from the day of your
settlement until the first day of the next month or the first day of your
normal mortgage payment cycle. For this loan, this amount is $___
16.13__ _
per day for _ 5_days (if your closing date is ____/____/____).
01 27 08

80.65

9. Homeowner’s insurance
This charge is for the insurance you must buy to protect the property from
a loss, such as fire.

500.00

10. Optional owner’s title insurance
This charge is for additional insurance you can choose to buy to protect
yourself from title defects.

B

Good Faith Estimate #1

300.00

Your Charges for All Other Settlement Services

$

_

3,700.00

A + B = Total Estimated Settlement Charges

$

_

6,000.00

OMB Control No. xxxx

2

�
�

Understanding
Your Estimated
Settlement
Charges

Good Faith Estimate
of Settlement Costs (GFE)

Understanding
Which Charges
Can Change at
Settlement

The charges listed on page 2 are all part of the total estimated amount that you will have to pay at
settlement. Below we list which charges can change at settlement. Some of the charges can appear in
more than one section, depending on who chooses the provider of the service.

These charges cannot increase at settlement:
• 
• 
• 

Our service charge
Your charge or credit for the specific interest rate chosen (after you lock in your interest rate)
Government recording and transfer charges

The sum of these charges cannot increase more than 10% at settlement:
• 
• 
• 
• 

Required services that we select
Title services and lender’s title insurance (if we select them or you use providers identified by us)
Required services that you can shop for (if you use providers identified by us)
Optional owner’s title insurance (if you use a provider identified by us)

These charges can change at settlement:
• 
• 
• 
• 
• 
• 

Understanding
the Tradeoff
Between the
Charges for Your
Loan and Your
Interest Rate

Title services and lender’s title insurance (if you do not use a provider identified by us)
Required services that you can shop for (if you do not use a provider identified by us)
Reserves or escrow
Daily interest rate charges
Homeowner’s insurance
Optional owner’s title insurance (if you do not use a provider identified by us)

A loan with a
lower interest rate

The loan in this GFE
Your loan amount

$ 100,000.00

$ 100,000.00

6.0 %

Your interest rate

A loan with lower
settlement costs

$ 100,000.00

6.25 %

5.75 %

How much your monthly
payment will be

$ 599.55
f

$ 583.57
f

$
f

How much more or less in
monthly payments from this GFE

No Change
f

You will pay $ 15.98
less every month

You will pay $ 16.17
more every month

How much more or less you will
pay at settlement with this
interest rate
f

No Change
f
f
f
f

Your lower interest
rate will raise your
settlement costs by
$ 1,000.00

Your higher interest
rate will lower your
settlement costs by
$ 1,000.00

How much your total estimated
settlement charges will be

$

$ 7,000.00

$

6,000.00

f

615.00

5,000.00

We have offered you a particular interest rate and estimated settlement costs in this GFE. But, it is impor
tant that you see how this loan compares to others that you could choose.
• 
• 

If you want to choose a loan with a lower interest rate, then you will have higher settlement costs.
If you want to choose a loan with lower settlement costs, then you will have a higher interest rate.

The table above shows how the loan that we’ve offered you in this GFE compares to these different
options. The loan in this GFE is in the first column. In the middle column is a loan with a lower interest
rate. In the last column is a loan with lower settlement costs.
If you would like one of these options, you can ask for a new GFE.
If this loan offer is for an adjustable rate mortgage, the comparisons in the table are for the initial interest
rate and monthly payment before any adjustments are made.

Proceeding with
This Application

If you would like to proceed with this mortgage application, you must pay a fee of $ 350.00
will be applied toward your settlement costs.

which

12 03 07 . After that, they float until you
The interest rate and points on this GFE are available until ____/____/____
lock. You must lock in the interest rate at least 5 days before settlement.

Good Faith Estimate #1

OMB Control No. xxxx

3

Mortgage
Shopping Chart

Use this chart to compare Good Faith Estimates (GFEs). Fill out the information by using a
different column for each GFE.
By comparing offers for similar loan products, you can shop for the best loan.

Loan 1

Loan 2

Loan 3

Loan 4

Loan 5

Loan 6

Loan #1

Loan #2

Loan #3

Loan #4

Loan #5

Loan #6

Loan Originator Name
Loan Details

$

$

Initial Loan Amount
Loan Term

Years

Years

Years

Years

Years

%

%

%

%

%

%

$

$

$

$

$
days

days

Rate Lock Period

$

Years

Initial Interest Rate
Initial Monthly Amount Owed

$

$

$

$
days

days

days

days

Can Interest Rate Rise?

No

Yes

No

Yes

No

Yes

No

Yes

No

Yes

No

Yes

Can Loan Balance Rise?

No

Yes

No

Yes

No

Yes

No

Yes

No

Yes

No

Yes

Can Monthly Amount Owed Rise?

No

Yes

No

Yes

No

Yes

No

Yes

No

Yes

No

Yes

Prepayment Penalty?

No

Yes

No

Yes

No

Yes

No

Yes

No

Yes

No

Yes

Balloon Payment?

No

Yes

No

Yes

No

Yes

No

Yes

No

Yes

No

Yes

Total Estimated
Settlement Charges

�

Guaranteed Faith Estimate #1

OMB Control No. xxxx
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Good Faith Estimate
of Settlement Costs (GFE)

How to Use
This GFE

River Financial
Name of Originator _____________________________

Terry Treeless
Borrower ______________________________________

300 Water Drive
Originator Address______________________________

100 Land Drive
Property Address________________________________

Anywhere, USA 12345
_______________________________________________

Anywhere, USA 12345
_______________________________________________

888-333-3434
Originator Phone Number________________________

555-66-8888
File or Loan Number ____________________________

This is a Good Faith Estimate of mortgage loan settlement charges and loan terms if you are approved
for this mortgage loan from us. This estimate is based on information you provided to us. If you decide
to use us for this mortgage loan, we may require additional information to determine if you qualify for
this loan.
You are the only one who can shop for the best loan for you. You should compare this GFE with other
loan offers. At closing, you should compare your GFE with the HUD1 Settlement Statement.

12 03 07 After that date, the interest rate, some of
The interest rate for this GFE is available until ____/____/____.
your Loan Originator Charges, and the monthly payment shown below can change until you lock your
interest rate. This estimate of your charges for all other settlement services is available until
12 17 07
____/____/____.
Comparisons among loans of different types can be complicated. The type of loan you choose can
significantly affect your current and future monthly payments. For more information about loan types, ask
your loan originator, and see HUD’s Special Information Booklet on settlement costs, your Truthin
Lending Disclosures, and consumer information publications of the Federal Reserve Board.
Your Loan Amount:

$100,000.00

Your loan term: 30 years

Conventional Conforming

Type of Loan:

6
� Fixed at _______%
X
• 

Your interest rate is:

Fixed at _______%

initially, then it will adjust

0.00

Monthly mortgage insurance, if any:

$

Your initial monthly amount owed for principal and interest:
Your actual monthly payment may also include taxes and insurance.

$ 599.55

Can your monthly amount owed for principal and interest increase?
If yes, this amount owed may first change in _____________ months, and
your maximum amount owed could be $_________________.
Can your loan balance rise? If yes, it can rise to a maximum of $___________.
Does your loan have a prepayment penalty?
2,000.00
If yes, your maximum prepayment penalty is $_________________.
Does your loan have a balloon payment?
If yes, you have a balloon payment of $_________________ due in
_____________ years.

�

Yes

�
X

No

�

Yes

�
X

No

�
X

Yes

�

No

�

Yes

� No
X

60
After you lock your interest rate, you must go to settlement within _____________
days or the lock on
your interest rate will expire and your interest rate may change.

Your Settlement Costs
Total Adjusted Origination Charges (see Section A on page 2)

2,300.00

Total for Third Party Charges and Other Charges (see Sections B and C on page 2)

3,700.00

Total Estimated Settlement Charges
(same as line 1400 on page 2)

$

__

6,000.00

�

Summary
of Terms for
This Estimate

Good Faith Estimate
of Settlement Costs (GFE)

Mortgage Loan
Settlement
Charges to
Be Paid

Compare these costs to Section L (Lines 800–1400) on the
HUD1 Settlement Statement.

Section A. Loan Originator Charges
Note: Total Loan Origination Charges listed in A1 below should not vary at
closing. Because any Discount Points and Yield Spread Premium amounts are
based on your interest rate, they will vary until you lock your rate. “Discount
Points” (A2) are paid by you to reduce the interest rate on your loan and are
added to the Loan Originator’s Charges to calculate your upfront charges. The
“Yield Spread Premium” (A3) is based on the interest rate for your loan, and is
paid directly to the mortgage broker by the lender, and reduces your upfront
charges at settlement. Lenders may also receive an additional payment if they
sell your loan after settlement.
• 
• 

800.

If you want to choose a loan with a lower interest rate, then you will
have higher settlement costs.
If you want to choose a loan with lower settlement costs, then you
will have a higher interest rate.
Adjusted Loan Origination Calculation
A1 Total Loan Origination Charges for loan processing

4,500.00

A2 Discount Points paid to reduce your interest rate
A3 Yield Spread Premium paid to reduce your upfront charges
at settlement
Total for Section A. Adjusted Loan Origination Charges:

-2,200.00
2,300.00

�

Section B. Third Party Charges
Note: At closing, the Total Third Party Charges listed in Section B should not
vary by more than 10% if you used the service providers required by or
recommended by the loan originator.
900.

Credit Report, Appraisal, and Inspection Charges for credit reports,
appraisals, pest inspections, lender inspections, and other charges
required by the lender

950.

Mortgage Insurance Charges to be paid in advance

1000.

1050.

600.00

Title Charges for Lender’s Title Insurance, title related services and
closing services (Note: If you are refinancing, you may be entitled to
a reduced title insurance premium.)

900.00

Optional Owner’s Title Insurance for this transaction

300.00

Total for Section B. Third Party Charges:

1,800.00

�

Section C. Other Charges
Note: Charges listed in Section C may vary at closing, except for charges listed
on line 1200.
1100.

Flood Insurance Charges to be paid in advance

1150.

Homeowner’s Insurance Charges to be paid in advance

500.00

1200.

Government Recording and Transfer Charges for this transaction
(These charges may not vary at closing.)

600.00

1250.

Daily Interest Charges for this transaction

1300.

Escrow Charges/Reserves to establish an escrow account for taxes,
insurance premiums, and other charges

80.65

Total for Section C. Other Charges:
1400.

Total Estimated Settlement Charges (Sections A, B, and C)

719.35
1,900.00

6,000.00

For more information, go to: www.hud.gov/RESPA
Good Faith Estimate #1

OMB Control No. xxxx
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�
�
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2D
L. Settlement Charges
700. Total Sales/Broker’s Commission based on price
$ 125,000.00
@
6 % = 7,500.00
Division of Commission (line 700) as follows:
701. $ 3,750.00
to Bay Real Estate
702. $ 3,750.00
to Lake Real Estate
703. Commission paid at Settlement
704.
800. Items Payable In Connection With Loan
801. Our service charge (from GFE #1)
$ 4,500.00
802. Your charge or credit for the specific interest rate chosen (from GFE #2)
$ –2,200.00
$ 2,300.00
803. Your Adjusted Origination Charges (from GFE A)
(from GFE #3)
804. Appraisal fee to
(from GFE #3)
805. Credit report to
806. Tax service (from GFE #3)
807. Flood certification (from GFE #3)
808.
809.
810.
811.
900. Items Required By Lender To Be Paid In Advance
901. Daily interest charges (from GFE #8)
from 1/21/08
to 1/31/08
@ $ 20.55/day
902. Mortgage insurance premium (from GFE #3 or #5) for
months to
$
903. Homeowner's insurance (from GFE #9)
for
years to
904.
years to
905.
1000. Reserves Deposited With Lender
1001. Reserves or escrow (from GFE #7)
1002. Homeowner’s insurance
months @ $
per month
$
1003. Mortgage insurance
months @ $
per month
$
1004. City property taxes
months @ $
per month
$
1005. County property taxes
months @ $
per month
$
1006. Annual assessments
months @ $
per month
$
1007.
months @ $
per month
$
1008.
months @ $
per month
$
-$
1009. Aggregate Adjustment
1100. Title Charges
1101. Title services and lender’s title insurance (from GFE #4)
1102.
1103.
1104.
1105.
1106.
1107.
1108.
$
1109. Lender’s title insurance premium
400.00
1110. Optional owner’s title insurance (from GFE #10)
1111. Lender’s title policy limits
$ 100,000.00
1112. Owner’s title policy limits
$ 125,000.00
$
1113. Agent’s portion of the total title insurance premium
490.00
$
1114. Underwriter’s portion of the total title insurance premium
210.00
1115.
1200. Government Recording and Transfer Charges
1201. Government Recording and Transfer Charges (from GFE #6)
1202. Recording fees:
Deed $ 50.00
; Mortgage $ 50.00 ; Releases $
1203. City/county tax/stamps:
Deed $ 250.00
; Mortgage $
1204. State tax/stamps:
Deed $
; Mortgage $ 300.00
$
1205. Conservation fee
1206.
1300. Additional Settlement Charges
1301. Survey (from GFE #5)
to Straightline Surveys
1302. Pest inspection (from GFE #5) to Critter Ridder
1303.
1304.
1305.
1400. Total Settlement Charges (enter on lines 103, Section J and 502, Section K)

Paid From
Borrower’s
Funds at
Settlement

7,500.00

2,300.00
400.00
25.00
75.00

102.75
500.00

697.25

1,200.00

300.00

650.00

200.00
50.00

6,500.00

The Undersigned Acknowledges Receipt of this Disclosure Statement and Agrees to the Correctness Thereof.

Buyer or Agent

Paid From
Seller’s
Funds at
Settlement

Seller or Agent

7,500.00

Settlement Script
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These Are Your Loan Details
The following is a summary of many important details involving the mortgage loan for 123 Main
Street, Anywhere, USA 12345. Let’s compare these important details with the Good Faith
Estimate (GFE), loan documents, and other disclosures.

Loan Amount

Loan Term

Loan Type

$100,000.00

30 year

Conventional
Adjustable Payment
Option Mortgage

Adjustable Interest Rate with Initial Discounted Interest Rate
Your initial interest rate is 1.5%. This is a discounted interest rate and will adjust to 6.5% in 33
days on March 1, 2008.
Your loan has an adjustable interest rate which means that the interest rate can rise over the life
of the loan.
Your second change date will be April 1, 2009 and may change every 12 months thereafter.
Your interest rate can increase or decrease by 2.75% on every change date, but is guaranteed to
never be lower than 4.5% or higher than 10.5% over the life of the loan.

Payment
Your initial loan payment for principal and interest is $345.12 and can rise.
Your initial loan payment for principal and interest and mortgage insurance is $345.12 and can
rise to a maximum of $1,180.23.
(see page 1 of the GFE)
You do not have an escrow account. Any and all items such as property taxes and homeowner’s
insurance must be paid directly by you.
Your total initial loan payment is $345.12.

Payment Option Mortgage
This type of loan allows you to choose from three payment options; the traditional principal and
interest payment, the interest-only payment, and the minimum interest payment. This is what
your initial payment choice will look like:

1

Principal & Interest Payment at 6.5%:
(reduces loan balance)
Interest-Only Payment at 6.5%:
(will not reduce loan balance)
Minimum Interest Payment at 4.5%:
(will INCREASE loan balance)

$742.97
$110.90 principal, $632.07 interest
$632.07
$0 principal,

$632.07 interest

$506.69,
$0 principal,

$506.69 interest

AND $125.38 added to loan balance
If you choose to pay the minimum payment amount, your loan balance will increase. This
increase instead of a decrease in your loan balance is called negative amortization. If the loan
balance increases, your monthly mortgage payment may also increase to cover the difference.
If your loan balance rises above 125%, as indicated in your Note, your lender has the right to
recalculate your loan. If your loan is recalculated, it is likely that your loan payment will go
up a lot.

Late Payment
Your loan payment is due on the 1st of every month and is considered late after the 15th of
every month. If your lender receives your mortgage payment after the 15th, your lender will
charge a late fee of 5% of the overdue payment of principal and interest.

Loan Balance
Your loan balance can rise to a maximum of $125,000.

Prepayment Penalty
You have a pre-payment penalty.
A prepayment penalty is an amount that you will be required to pay if you pay your loan off early
such as through a refinance, or make significant additional payments to principal prior to June 1,
2010. Based on your initial loan amount, your prepayment penalty may be as high as $3,100.00.

Balloon Payment
You do not have a balloon payment.

Closing Costs
Next we will review all of the HUD-1/1A charges and credits associated with your loan and
compare them to the GFE you received when you applied for this loan.

2

GFE & HUD-1/1A Changes Comparison Chart
Good Faith
Estimate

HUD-1/1A

$ Increase

Changes Cannot Increase
Our service charge (HUD Line #801)

$2,000.00

$2,300.00

+ 300

$0.00

$0.00

+0

$2,000.00

$2,300.00

+ 300

$600.00

$650.00

+ 50

$300.00

$400.00

Credit Report (HUD Line #805)

$25.00

$25.00

Tax Service (HUD Line #806)

$75.00

$75.00

Title services and lender’s title insurance (HUD Line #1101)

$900.00

$1200.00

Optional owner’s title insurance (HUD Line #1110)

$300.00

$300.00

$1,600.00

$2,000.00

Your credit or charge for the specific interest rate chosen (HUD Line #802)
Your Adjusted Origination Charges (HUD Line #803)
Government recording and transfer charges (HUD Line #1201)

Charges Cannot Increase More Than 10%
Appraisal (HUD Line #804)

_______________________________________________ (HUD Line #____)
Total
Percent increase between GFE and HUD-1/1A Charges

25%

Charges That Can Change
Reserves or escrow (HUD Line #1001)

$0.00

$0.00

$20.55

$20.55

Homeowner’s insurance (HUD Line #903)

$497.45

$497.45

Survey (HUD Line #1301)

$165.00

$200.00

$35.00

$50.00

Daily interest charges (HUD Line #901)

$4.11 per day

Pest Inspection (HUD Line #1302)
_______________________________________________ (HUD Line #____)

3

+ 400

Acknowledgement
The undersigned hereby state that the Closing Script was read and the following information
was provided and explained:
1. The comparison between the charges listed on the HUD-1/1A settlement form and the
estimate of charges on the GFE;
2. Whether or not the tolerances have been met within the applicable categories between
the GFE and the HUD-1/1A; and
3. Any inconsistencies between the loan documents (including the mortgage note) and the
summary of the loan terms on the GFE, and between the HUD-1/1A settlement charges
and the charges stated on the GFE.

________________ (Representative)

Cube Settlements___(Company)

________________ (Borrower)

___________________(Borrower)

___01/26/2008_____ (Date)
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Good Faith Estimate (GFE)

Name of Originator

Borrower

Originator
Address

Property
Address

Originator Phone Number
Originator email

Date of GFE

Instructions

This GFE gives you an estimate of your settlement charges and loan terms if you are approved for this loan.
See page 3 for more detailed instructions.

Important dates

1. The interest rate for this GFE is available until
. After that date, the interest rate, some of your
Loan Origination Charges, and the monthly payment shown below can change until you lock your interest rate.
2. This estimate for all other settlement charges is available until
3. If you proceed with this loan, you must go to settlement in
days before settlement.

Summary of your
loan terms

.
days. You must lock the interest rate at least

Your Loan Details
Your initial loan balance is

$

Your loan term is

years

Your initial interest rate is

%

Your initial monthly amount owed for principal,
interest, and any mortgage insurance is

$

per month
days

Your rate lock period is
After you lock in your interest rate, you must
go to settlement within this number of days to
guarantee this interest rate.

Summary of your
settlement charges

Can your interest rate rise?

c

No

c

Yes, it can rise to a maximum of

Can your loan balance rise?

c

No

c

Yes, it can rise to a maximum of $

Can your monthly amount owed for principal,
interest, and any mortgage insurance rise?

c

No

c

Yes, it can rise to a maximum of $

Does your loan have a prepayment penalty?

c

No

c

Yes, your maximum prepayment penalty is
$

Does your loan have a balloon payment?

c

No

c

Yes, you have a balloon payment of
$
due in
years.

Does your loan include a monthly escrow
payment for property taxes and, possibly,
other obligations?

c

No

c

Yes

A
B

Your Adjusted Origination Charges (Table A, page 2)

$

Your Charges for All Other Settlement Services (Table B, page 2)

$

A+B

Total Estimated Settlement Charges

%

$

Good Faith Estimate (GFE)

1

Understanding
your estimated
settlement charges

Your Loan Details
1. Our service charge
These charges are for the services we provide when we get and process this loan
for you.
2. Your credit or charge for the specific interest rate chosen (points)
c

The credit or charge for the interest rate you have chosen is included in “Our
service charge.” (See item 1 above.)

c

You receive a credit of $
This credit reduces your upfront charges.

c

You pay a charge of $
for this interest rate of
%.
This payment (discount points) increases your upfront charges. (See the table
on page 3 to see how you can change this charge or credit by choosing a
different interest rate.)

A

for this interest rate of

%.

Your Adjusted Origination Charges

$

Your Charges for All Other Settlement Services
3. Required services that we select
These charges are for services we require to complete your settlement. We will
choose the providers of these services.
Service

Charge

4. Title services and lender’s title insurance
This charge includes the services of a title agent, for example, and title
insurance to protect the lender, if required.
5. Required services that you can shop for
These charges are for other services that are required to complete your
settlement. We can refer you to providers of these services or you can shop for
them yourself. Our estimates for providing these services are below.
Service

Charge

6. Government recording and transfer charges
This includes state and local charges on mortgages and home sales.
7. Reserves or escrow
This charge is held in an escrow account to pay recurring charges on your
property, such as property taxes or insurance.
8. Daily interest charges
This charge is for the daily interest on your loan from the day of your settlement
until the first day of the next month or the first day of your normal mortgage
payment cycle. For this loan, this amount is $
per day for
days
(if your closing date is
).
9. Homeowner’s insurance
This charge is for the insurance you must buy for the property to protect from
a loss, such as fire.
10. Optional owner’s title insurance
This charge is for additional insurance you can choose to buy to protect
yourself from title defects.

B

Your Charges for All Other Settlement Services

A+B

Total Estimated Settlement Charges

$

$

Good Faith Estimate (GFE) 2

Important Information and Instructions
Shopping for a
loan offer

Only you can shop for the best loan for you. Compare this GFE with other loan offers, so you can find the
best loan. Use the table on page 4 to compare all the offers you receive.

Understanding
which charges
can change at
settlement

The GFE estimates your settlement charges. At your settlement, you will receive a HUD-1. Compare the
charges on the HUD-1 with the charges on this GFE. Charges can change if you select your own provider and
do not use the companies your lender suggests.
The list below shows you how much the estimated charges on this GFE can change at your closing.
These charges

cannot increase
at settlement:

• Our service charge
• Your charge or credit for the
specific interest rate chosen
(after you lock in your interest
rate)
• Government recording and
transfer charges

The total of these charges
can increase up to 10%
at settlement:
• Required services that we select
• Title services and lender’s title
insurance (if we select them or
you use providers identified by
us)
• Required services that you can
shop for (if you use providers
identified by us)
• Optional owner’s title insurance
(if you use providers identified
by us)

Looking at trade-offs

These charges

can change

at settlement:

• Required services that you can
shop for (if you do not use
providers identified by us)
• Title services and lender’s title
insurance (if you do not use
providers identified by us)
• Reserves or escrow
• Daily interest rate charges
• Homeowner’s insurance
• Optional owner’s title insurance
(if you do not use providers
identified by us)

In this GFE, we offered you a particular interest rate and estimated settlement charges. But, you could
choose other loans to get a lower interest rate or lower settlement charges.
g

If you want to choose a loan with a lower interest rate, then you will have higher settlement charges.

g

If you want to choose a loan with lower settlement charges, then you will have a higher interest rate.

The table below shows how the loan for this GFE compares to two other options. If you decide you want to
make one of these trade-offs, you must ask us for a new GFE.

Your loan amount

The loan in this GFE

A loan with a lower
interest rate

A loan with lower
settlement charges

$

$

$

%

Your interest rate

%

%

How much your monthly payment will be

$

$

$

How much more or less in monthly
payments from this GFE

No Change

You will pay $
less every month

You will pay $
more every month

How much more or less you will pay at
settlement with this interest rate

No Change

Your lower interest
rate will raise your
settlement charges by
$

Your higher interest
rate will lower your
settlement charges by
$

How much your total estimated
settlement charges will be

$

$

$

If this loan offer is for an adjustable rate loan, the comparisons in the table are for the initial interest rate
before any adjustments are made.

Good Faith Estimate (GFE) 3

Your financial
responsibilities as
a homeowner

In addition to your monthly amount owed for principal, interest, and mortgage insurance, you may need to pay
other required annual charges to keep your property. We must provide an estimate for annual property taxes
along with homeowner’s, flood, and other required property protection insurance, but we are not required
to provide estimates for the other charges. You may have to identify the other charges and ask for additional
estimates from others.
Different sources might use different techniques to estimate these charges, but the actual charges will be the
same in the end. Therefore, do not use these estimates to compare settlement charges from different loan
originators.
Annual property taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ___
Annual homeowner’s insurance . . . . . . . . . . . . . . . . . . . . . . . . . .___________
Annual flood insurance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .___________
Annual homeowners association/condominium fees. . . . . . . .___________
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Total Other Annual Charges . . . . . . . . . . . . . . . . . . . . . . . .

Applying for
this loan

If you decide you would like to apply for this loan, contact us at
You must pay a fee of $
. This fee will be subtracted from your settlement charges.

Getting more
information

The type of loan you choose can affect your current and future monthly payments. You can ask us for more
information about loan types. You can also look at several government publications: HUD’s Special Information
Booklet on settlement charges, your Truth-in-Lending Disclosures, and consumer information publications of
the Federal Reserve Board.

Using the
shopping chart

Use this chart to compare Good Faith Estimates (GFEs) from different loan originators. Fill in the information by
using a different column for each GFE you receive.

.

By comparing loan offers, you can shop for the best loan.

Loan 1

Loan 2

Loan 3

Loan 4

Loan Originator Name
Initial Loan Balance
Loan Term
Initial Interest Rate
Initial Monthly Amount Owed
Rate Lock Period
Can Interest Rate Rise?
Can Loan Balance Rise?
Can Monthly Amount Owed Rise?
Prepayment Penalty?
Balloon Payment?

Total Estimated
Settlement Charges

If your loan is sold
in the future

Lenders can receive additional fees by selling your loan at some future date after settlement. Once you have
obtained your loan at settlement, however, your loan terms, adjusted origination charges, and total settlement
charges cannot change. After settlement, any fees lenders receive in the future cannot change the loan you
received or the charges you paid at settlement.

Good Faith Estimate (GFE) 4

