
The industry is tasked with improving disclosures to consumers 
to ensure they have all information needed to make informed 

decisions. The key is to prevent further complicating the process. 
Let’s examine the decision to combine the information represented  

on the mortgage disclosures. Under the Dodd-Frank Act, the newly 
established Consumer Financial Protection Bureau (CFPB) is in charge  

of this task and has dubbed it the ‘Know Before You Owe’ project. 
During the first phase of the project, the bureau made an attempt at simplifying 

home loan disclosures by combining the Good Faith Estimate (GFE) and Truth in Lending 
Act (TILA) statement into one mortgage disclosure form. Lenders are required to provide 

Initiatives underway at the Consumer 
Financial Protection Bureau seek to 
simplify mortgage documentation to  

restore trust, but will it work?
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borrowers these forms, which include 
loan estimates, within three days after 
application. 

After receiving input from 24,000 
members of the public, mortgage industry 
and market experts in the first phase of 
the project, in early November the CFPB 
released two prototypes of Phase 2 the 
new closing form, which combines the 
HUD-1 Settlement Statement and the 
TILA disclosure forms. The bureau will 
continue to solicit feedback from the 
public until December 21 on the new 
prototypes, which are called Ironwood 
and Hornbeam. CFPB also plans to 
consolidate other new and current federal 
mortgage disclosure requirements, hoping 
to eliminate 50 percent of the paperwork 
involved in the process. 

As a refresher, let’s put these forms in 
perspective. The HUD-1 is required under 
Section 4 of RESPA and 24 CFR part 3500 
(Regulation X) of the HUD’s regulations. 
It is a statement of the actual charges and 
adjustments paid by the borrower and 
seller related to a mortgage settlement. 

Section 4 requires that a HUD-1 be 
prepared and provided to the borrower at 
or before closing. The TILA disclosures 
are required under the statute and under 
12 CFR 226, the Federal Reserve Board’s 
Regulation Z.

Before 2009-2010 RESPA reform, 
the GFE form consisted of one page and 
included itemized principle, interest, 
taxes and insurance (PITI) and cash to 
close. The one page form was considered 
very straightforward and required the 
borrower to sign and acknowledge receipt 
of it. The revised form was increased to 
three-pages and designed to simplify the 
information presented to consumers by 
adding the block format and removing 
the signature line. At the time, the vision 
from HUD officials was that the borrower 

would compare this standard three-page 
form from multiple lenders to make an 
informed decision. The decision to omit 
the signature line from the document was 
to remove a sense of obligation from the 
borrower to the lender for receipt of the 
GFE. Some originators have indicated 
this has translated into consumers not 
feeling obligated to read the information 
on the form since they did not have to 
sign it. Another precipitant behind the 
modifications of 2009-2010, which also 
were designed to help the consumer, was 
to not require them to provide as much 
financial information before making a 
decision about a lender. The reasoning 
was that after providing financial 
documentation once, consumers would 
not want to repeat the process; therefore, 
they would remain with the lender and be 
less likely to shop for better pricing. 

To accompany the Phase 2 feedback 
received from the public, CFPB is 
conducting qualitative testing with the 
prototypes in cities across the country. 
The process includes conversations with 

consumers, lenders, brokers and other 
mortgage industry professionals. The 
CFPB expects to perform four rounds of 
testing and revisions finishing in February 
2012, and then plans to issue draft forms 
for additional public comment as part 
of the notice and comment rulemaking 
procedure in July 2012. 

In a November statement release from 
Raj Date, special advisor to the secretary 
of the treasury on the CFPB, he said, 
“The second phase of our ‘Know Before 
You Owe’ mortgage project is aimed 
at simplifying the federal disclosure 
consumers have to tackle at the closing 
table. Our goal is to help make the costs 
and risks clear at all stages of the mortgage 
process – from shopping for a mortgage 
to signing on the dotted line.” 

The process has proven more 
complicated than anticipated by the 
industry and the bureau alike. While on 
the surface combining the forms seems 
like a sound idea to provide consumers a 
more clear picture of possible fees, there 
are still several areas of concern. 

First, let’s examine some of the issues 
the newly proposed form does address. 

Consumer Signature. The revised 
GFE/TILA prototypes from Phase 1 of 
the project still omit a signature line for 
the consumer. As mentioned earlier, the 
current version of the 2010 GFE does 
not have a signature line and industry 
feedback indicated many consumers are 
less attuned to the page. The combined 
HUD-1/TILA does have a signature line 
to confirm that the borrower received the 
document. A signature line is not included 
on the current HUD-1.

Summary of Loan. This information 
is on the first page of the proposed five or 
six page settlement disclosure document. 
Having a summary of the loan front and 
center gives consumers a clear view of 
the terms of the loan, projected payments 
and closing costs. The subsequent pages 
offer more detail around those specific 
areas. 

There are still some areas of these 
revised forms that concern lenders and 
service providers. These are a few areas 
that will continue to receive some attention 
from the board. 

Important dates. Unlike the previous 
GFE disclosure form, the revised, 
combined GFE/TILA form only offers 
how long the estimate is valid. The form 
does not include a section that informs 
the consumer of when the rate and fees 
expire nor does it include information 
on the number of days after a consumer 
locks the interest rate before they must 
go to settlement to receive that rate. If 
it is a floating loan, the form does not 
indicate how many days before settlement 
they must lock the interest rate. This 
information is imperative to prevent 
misunderstandings regarding the validity 
of the form as well as any possible legal 
complications. 
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We must consider how reasonable it is to 
expect providers to keep up with the form changes 
and modify their systems.
“ “



Timing of issuance. RESPA and TILA 
currently have different timing for the 
issuances of the individual forms. By 
combining these forms, the CFPB will 
need to determine when and how the 
new form should be sent to potential 
borrowers. Typically the HUD-1 must 
be available the day before closing and 
the TILA form is supposed to be issued 
three days prior to closing. As a note, the 
CFPB received comments on this area of 
concern from the industry; however, the 
bureau did not incorporate any proposed 
resolutions. 

Buyer vs. lender selected section. 
With the new RESPA changes in 2010 
came the concept of buyer vs. lender 
selected real estate service providers. 
Consumers were encouraged to shop and 
compare third-party charges for services 
from title agents, closing attorneys and 
pest inspectors for example. 

The HUD-1 includes the real estate 
service providers who ultimately perform 
the services. If these providers were not 
on the lender’s initial Service Provider 
List provided at time of GFE disclosure, 
then the providers were considered 
borrower selected and placed in the 
category “Charges That Can Change” on 
page 3 of the current HUD-1. Currently, 
in this category the lender is not held 
to the 10 percent tolerance. The buyer 
vs. lender selected section has been 
completely removed from page 4 of the 
proposed “Hornbeam” and “Ironwood” 
forms (see below). 

This puts more risk on lenders, who 
now appear to be held accountable for 
third-party providers fees despite the 
fact they may not normally work with 
the provider nor be familiar with their 
fee schedules.

Service provider list. Another 
important feature not addressed on the 
Phase 1 combined GFE/TILA form is 
a detailed list of service providers from 
which consumers can select. A list 
should be included that gives consumers 
the opportunity to shop for and select 
service providers for the loan origination 
process. It remains to be seen if the service 

provider list will still be mandated.
Tolerance violations. With the remov-

al of the “Charges That Can Change” 
category, it appears lenders will be held 
to tolerance violations related to fees 
whether it was borrower selected or real-
tor directed.  Market reality is showing 
that many investors purchasing mort-
gage loans have required all title and 
settlement be held to the 10 percent tol-
erance regardless if it was borrower se-
lected. As a result, lenders will have to 
rely on technology to get accurate fees 
especially as it relates to purchase trans-
actions with realtor directed providers. It 
remains unclear if this will include the 

current Block 6 items as it relates to pest 
and other inspection reports. Transfer tax 
charges appear to remain at a zero toler-
ance and recording fees remain held to 
10 percent tolerance.

The CFPB is still seeking input from 
the public regarding their proposed 
changes to the forms. To borrow from 
the real estate industry on conveying the 
importance of location when it comes to 
selecting a home, when it comes to di-
recting what will be in the final disclo-
sure forms crafted by the CFPB and how 
they are presented to consumers, I en-
courage you all to: comment, comment, 
comment. ❖
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