
Process ImProvement - By tony GarrItano

Warren Isn’t Right
The first initiative of the Consumer Finance Protection Bureau is called 
“Know Before You Owe.” It’s a good idea, but it has its flaws, too.

The Consumer Finance Protection Bureau was formed under Dodd-Frank to protect the 
consumer from predatory practices. I was watching “Your Money” on CNN only to see 
Elizabeth Warren talking about the bureau’s first initiative. As you may know, it is called 

“Know Before You Owe.” The idea is that there will be a simple, two-page disclosure that magi-
cally makes it easier for the borrower to understand their mortgage.

The bureau describes this initiative this way:
“Right now, anyone who applies for a mortgage gets two disclosures that contain basic infor-

mation about the mortgage: the Truth in Lending form and the Good Faith Estimate.
The feedback process we’re starting today is one of the first steps in combining the Truth in 

Lending form and the Good Faith Estimate into a single, simpler disclosure form. While you’re 
looking at one of the forms, think about these questions:

<< Would this form help consumers understand the true costs and risks of a mortgage?
<< Could lenders and brokers clearly and easily explain the form to their customers?
<< What would you like to see improved on the form? Is there some way to make things a 

little bit clearer?
At the heart of our work is the idea that the consumer financial product and services market 

should work for you. We think we should learn from you what you want to see. One of the best 
ways to do that is also the simplest: we’re asking.

This is the first step in a process that will last 
months. There will be more opportunities to weigh 
in as we move forward.”

Is this good or bad? Creating a shorter, stream-
lined disclosure is certainly welcome. It’s unfor-
tunate that it is taking the government to do this, 
I think the industry should have done this on its 
own, but what do I know? The problem that I have 
with this is that I don’t think it’s possible to better 

educate people about their mortgage so they truly know before they owe. Why do I say that? 
The information in this streamlined disclosure is not new. This information was always there 
for the borrower to read before they signed off on their mortgage. So, really this is just about 
consolidating the information and making it easier to consume.

After listening to Ms. Warren I discussed this with my wife. Unfortunately for my wife she 
has to be my sounding board on these matters. In this case though, she was very heated. My 
wife is a doctor, so she is very familiar with streamlined disclosures. Needless to say, she is not 
impressed with these documents.

HIPAA requires that the medical disclosure be written in plain language, include an expira-
tion date, and notify the patient of the right to revoke authorization at any time. The patient must 
sign and date the disclosure or provide a personal representative to complete the disclosure. In 
addition to this document patients have to sign a consent form before going into a surgery. The 

Lenders have to do more to learn about 
who they are lending to and they have to 
learn more about the property getting 
financed.
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consent form is under a page long.
My wife was not on board with the new mortgage disclo-

sure because she says the streamlined medical disclosures 
don’t work. No matter how short or easy to read a disclosure 
is, people still say they don’t understand their options. So, 
streamlined disclosures are good in that they will take use-
less paper out of the process, but I question if a streamlined 
disclosure will really result in a more informed borrower.

So, what is the answer? Instead of “Know Before You 
Owe” it should be “Learn Before You Lend.” I don’t be-
lieve that the borrower can be trusted to make the best 
decision in all cases. Why? Because they want the house 
even if they can’t qualify for it. So, lenders have to make 
better decisions.

Part of the problem with the mortgage industry is that 
lenders only look to originate a loan that will sell to an in-
vestor instead of really doing all they can to learn about 
the borrower and the property so they are sure that they are 
originating a loan that will perform over time. Sure things 
like illness, divorce, death will happen and can’t be pre-
dicted, but there are other things that lenders can learn about 
the borrower and the property that they don’t care to ask for 
because all they are looking to do is create a loan that an 
investor will buy.

What do I mean? Doug Duncan, chief economist at Fan-
nie Mae, recently pointed out some flaws with the standard 
appraisal. Generally an appraisal accounts for three local 
comps. If the three most recent sales came in at $250,000 
then this house must be worth $250,000. Doug thought 
maybe we should go further to look at the credit scores of 
the three owners of the houses used as comps. Why is that 
important? If a few of those borrowers have a sharply de-
clining credit score that might be an indication that they are 
in distress, which might put that property into foreclosure, 
thus reducing the value of all the houses in that market.

My point is that lenders have to do more to learn about 
who they are lending to and they have to learn more about 
the property getting financed. I’m not convinced that a 
streamlined disclosure is the answer. Unfortunately I think 
lenders have to step things up and really become lending 
detectives. It’s a sad statement to make, but I don’t think 
there’s any way around it.

To lenders I say: Learn Before You Lend. ❖
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This Is Not The Answer:


