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T h e  o b je c t iv e s  of th e  F D IC 's  e x a m in a tio n  and  s u p e r v is o r y  e f fo r ts  

h a v e  b e e n  and  a r e  to  p ro m o te  sa fe  and  sound  b an k in g  c o n d itio n s  an d  to  

in s u r e  th a t  b an k in g  p r a c t i c e s  a r e  in  c o m p lia n c e  w ith  a p p lic a b le  la w s . 

D e te rm in in g  c o m p lia n c e  w ith  T ru th  in  L e n d in g  is  an  in te g r a l  p a r t  of th is  

to ta l  s u p e r v is o r y  fu n c tio n .

FD IC  f ie ld  e x a m in e r s  h a v e  b e e n  c h ec k in g  b an k s  w ith in  o u r  e n fo rc e 

m e n t ju r i s d ic t io n  fo r  c o m p lia n c e  w ith  th e  T ru th  in  L e n d in g  A c t and i t s  im p le 

m e n tin g  R e g u la tio n  Z s in c e  Ju ly  1, 1969, w hen  th e  law  b e c a m e  e f fe c t iv e .

D u rin g  th e  f i r s t  few  y e a r s  of e n fo rc e m e n t of th a t  law , d is c o v e re d  v io la tio n s  

w e re  r e p o r te d  by m e a n s  of a  s e p a r a te  l e t t e r - r e p o r t  to  th e  b a n k 's  b o a rd  of 

d i r e c t o r s .  On S e p te m b e r  9, 1974, f ie ld  e x a m in e r s  b e g a n  u s in g  a T ru th  in  

L e n d in g  C o m p lia n c e  R e p o r t  fo r m  to  id e n tify  ty p e s  of v io la t io n s  and  to  d e s c r ib e  

a b a n k 's  n o n c o m p lia n c e  w ith  T ru th  in  L e n d in g . A tta c h e d  is  a  copy  of th e  fo r m . 

T he  fo r m  s e ts  ou t s e v e r a l  k ey  q u e s tio n s  w ith  r e s p e c t  to  c o m p lia n c e  w ith  R e g u 

la t io n  Z and  a n s w e r s  a r e  b a s e d  upon  th e  r e s u l t s  of a s e le c te d  s a m p lin g , upon  

s ta te m e n ts  m a d e  by  b a n k 's  m a n a g e m e n t r e g a rd in g  p r o c e d u r e s  and  p o l ic ie s ,  

and  upon  o b s e r v a t io n s  by  th e  e x a m in e r .  In  th e  c a s e  of n e g a tiv e  a n s w e r s ,  

d e ta i ls  a r e  p ro v id e d  and  m a n a g e m e n t 's  p ro m is e d  r e m e d ia l  a c tio n  n o te d .

C h ec k s  fo r  c o m p lia n c e  w ith  T ru th  in  L e n d in g  a r e  p e r fo rm e d  d u rin g  th e  

c o u r s e  of r e g u la r  c o m m e r c ia l  e x a m in a tio n s  e x c e p t in  th e  s ta te s  of G e o rg ia , 

Iow a, and  W a sh in g to n . In  th o s e  s ta te s  s e p a r a te  c o m p lia n c e  e x a m in a tio n s  a r e  

co n d u c te d  in  s e le c te d  b a n k s  w h ich  th e  FD IC  a s  p a r t  of an  e x p e r im e n ta l  p r o g r a m
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to  t e s t  th e  f e a s ib i l i ty  of re ly in g  on e x a m in a tio n  r e p o r t s  p r e p a r e d  by s ta te  

e x a m in e r s ,  i s  n o t r e g u la r ly  e x am in in g  fo r  s a fe ty  and  so u n d n e s s , A r e 

v iew  fo r  T r u th  in  L e n d in g  c o m p lia n c e  in v o lv e s  a  s a m p lin g  of th e  d is c lo s u re s  

m a d e  in  c o n n e c tio n  w ith  v a r io u s  ty p e s  of c o n s u m e r  c r e d i t  t r a n s a c t io n s ,  both 

open  end and  c lo s e d  end , th e  p r a c t ic e s  u s e d  by  th e  ban k  in  a c c o rd in g  custom ers 

th e i r  r ig h ts  of r e s c i s s io n ,  th e  b a n k 's  a d v e r t is in g  fo r  c o n s u m e r  c r e d i t ,  and its 

p r a c t i c e s  in  is s u in g  c r e d i t  c a r d s  and o r a l ly  d is c lo s in g  a n n u a l r a t e s .  T his r e 

v iew  fo r  T ru th  in  L e n d in g  c o m p lia n c e  h a s  b e e n  r e c e n t ly  ex p an d ed  to  include 

th e  F a i r  C r e d i t  B illin g  a m e n d m e n ts  to  R e g u la tio n  Z .

C h eck in g  fo r  c o m p lia n c e  now  in v o lv e s  a  ju d g m e n ta l  sa m p lin g  of the 

p e r t in e n t  t r a n s a c t io n s  o r  r e c o r d s .  In  d e te rm in in g  th e  s iz e  and  sco p e  of the 

s a m p le , th e  e x a m in e r  c o n s id e r s  th e  c o m p o s itio n , v o lu m e , and  s o n rc e  of the 

c o n s u m e r  c r e d i t  p o r tfo l io s  h e ld  by  th e  in d iv id u a l ban k  u n d e r  ex am in a tio n .

If th e  sa m p le  r e v e a ls  n u m e ro u s  o r  s e r io u s  v io la t io n s , th e  s a m p le  s iz e  is  

in c r e a s e d  an d  a  m o r e  th o ro u g h  re v ie w  is  c o n d u c te d .

T he  FD IC  h a s  b e en  te s t in g  th e  f e a s ib i l i ty  of u s in g  s t a t i s t i c a l  sam pling 

te c h n iq u e s  in  d e te rm in in g  a  b a n k 's  c o m p lia n c e  w ith  T ru th  in  L e n d in g . This 

p r o g r a m , w h ich  h a s  b e en  th o ro u g h ly  p i lo t  t e s t e d ,  is  b e in g  p u t in to  u s e  in  two 

R eg io n s  im m e d ia te ly  in  o r d e r  th a t  w e w ill  be a b le  to  d e te r m in e  how  i t  can  be 

im p ro v e d  o p e ra t io n a l ly . On th e  b a s is  of c u r r e n t  f in d in g s  w e b e lie v e  an  e f

fe c tiv e  s t a t i s t i c a l  s a m p lin g  p ro c e d u re  can  be in c o rp o ra te d  in to  th e  com pliance 

e x a m in a tio n  p r o c e s s  n a tio n w id e .
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B a se d  on th e  fin d in g s  of th e  c o m p lia n c e  e x a m in a tio n , th e  e x a m in e r  

m e e ts  w ith  b an k  m a n a g e m e n t to  d is c u s s  any  v io la tio n s  o r  d e f ic ie n c ie s  and 

se e k s  c h a n g e s  in  th e  b a n k ’s p r o c e d u r e s  to  av o id  fu tu re  v io la tio n s  of th e  ty p e  

d is c o v e re d .  T h e  c o m p le te d  T r u th  in  L en d in g  - F a i r  C re d i t  B illin g  C o m 

p lia n c e  R e p o r t  is  s u b m itte d  to  th e  R eg io n a l O ffice  fo r  re v ie w  and fo llo w -u p  

a c tio n . In  o r d e r  to  o b ta in  c o m p lia n c e  w ith  T ru th  in  L en d in g , R eg io n a l O ffice  

fo llo w -u p  a c t iv i ty  c a n  in c lu d e  a d d itio n a l c o r re s p o n d e n c e  w ith  th e  ban k , c o n 

f e r e n c e s  w ith  b an k  m a n a g e m e n t, o r  a r e - e x a m in a t io n  of th e  b an k . If i t  

a p p e a r s  th a t  c o m p lia n c e  c an n o t be  v o lu n ta r i ly  o b ta in e d , a fo r m a l  p ro c e e d in g

is  in s t i tu te d  u n d e r  S e c tio n  8 of th e  F D I A c t.

T he p r e s e n t  p r o c e d u r e s  u t i l iz e d  by  th e  FD IC to  o b ta in  c o m p lia n c e  

w ith  T r u th  in  L en d in g  do n o t in c lu d e  n o tif ic a tio n  to  th e  b an k  c u s to m e r s  of any  

d e f ic ie n c ie s  o r  v io la tio n s  d is c o v e re d  in  t h e i r  c r e d i t  t r a n s a c t io n s  w ith  th e  

b a n k - - a  m a t t e r  th a t  i s  now  be in g  re v ie w e d .

V io la tio n s  of T ru th  in  L en d in g  a r e  a ls o  b ro u g h t to  o u r  a tte n tio n  

th ro u g h  th e  c o m p la in t o r  in q u iry  p r o c e s s .  A g a in , a s  w ith  v io la tio n s  d i s 

c o v e re d  th ro u g h  th e  e x a m in a tio n  p r o c e s s  th e  b an k  i s  r e q u i r e d  to  ta k e  w h a t

e v e r  a c tio n  is  n e c e s s a r y  to  av o id  fu tu re  in f r a c t io n s .  In  a d d itio n  - and  a s  

o p p o sed  to  o u r  p r e s e n t  p r a c t ic e  w h e re  v io la tio n s  a r e  d is c o v e re d  d u rin g  th e  

e x a m in a tio n  p r o c e s s  - th e  fa c tu a l  and  le g a l  i s s u e s  in v o lv ed  in  th e  c o m p la in t 

and th e  a v a i la b i l i ty  of an y  p r iv a te  c iv i l  r e m e d ie s  a r e  p o in te d  ou t to  th e  c o n 

s u m e r .
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T h e  FD IC  is  in  th e  p r o c e s s  of re v ie w in g  i t s  e n t i r e  c o n s u m e r  p r o 

te c t io n  r o le .  T h is  re v ie w  is  fo c u s in g  in  p a r t i c u la r  on th e  n a tu re  of o u r 

e n fo rc e m e n t r e s p o n s ib i l i t ie s  u n d e r  th e  v a r io u s  r e c e n t ly - e n a c te d  c o n su m e r  

p r o te c t io n  la w s , any  p o s s ib le  c o n f lic ts  of i n t e r e s t  w ith  t r a d i t io n a l  sa fe ty  

and  so u n d n e ss  r e s p o n s ib i l i t ie s  th a t  m a y  be  in v o lv e d , and  th e  ty p e s  of 

r e m e d ia l  e n fo rc e m e n t a c tio n s  a u th o r iz e d  and  c o n te m p la te d  by th e s e  la w s .

A s tu d y  g ro u p  c o m p o se d  of s e n io r  s ta f f  m e m b e r s  f ro m  th e  v a r io u s  d iv is io n s  

and  o ff ic e s  w ith in  th e  FD IC is  co n d u c tin g  th is  re v ie w . T h e ir  p o lic y  re c o m 

m e n d a tio n s  to  th e  B o a rd  of th e  FD IC  w ill  d e a l s p e c if ic a l ly  w ith  th e  is s u e s  

of p u b lic  d is c lo s u r e  th ro u g h  th e  m e d ia  of in d iv id u a l b an k  n o n c o m p lia n ce  with 

T ru th  in  L e n d in g  r e g u la t io n s ,  n o tif ic a tio n  to  b o r r o w e r s  th a t  th e i r  lo a n  tra n s 

a c tio n s  h a v e  in v o lv ed  v io la tio n s  of T ru th  in  L en d in g  and  w h a t r o le ,  i f  any, 

th e  C o rp o ra t io n  sh o u ld  p la y  in  re c t ify in g  v io la tio n s  and  in d em n ify in g  b o r 

r o w e r s .

T he FD IC  h a s  ta k e n  a n u m b e r  of p o s i t iv e  s te p s  to  m e e t  i t s  co n su m er 

p ro te c t io n  r e s p o n s ib i l i t i e s .  F i r s t  and  f o r e m o s t ,  of c o u r s e ,  i s  th e  s u b 

s ta n t ia l  t im e  an d  e f fo r ts  o u r e x a m in e rs  sp en d  c h ec k in g  in d iv id u a l banks for 

c o m p lia n c e . In  th e  p a s t  y e a r  and o n e -h a lf  o u r  e x a m in e rs  d e v o ted  o v e r  48,000 

m a n - h o u r s  to  ex am in in g  fo r  T r u th  in  L en d in g  c o m p lia n c e .

O u r e x a m in e rs  h a v e  re c e iv e d  c o n s id e ra b le  in s t r u c t io n  in  c o n su m er 

p ro te c t io n  r e q u ir e m e n ts  and  e n fo rc e m e n t and  o u r  t r a in in g  p r o g r a m  in  th is  

a r e a  is  b e in g  ex p an d ed  s u b s ta n t ia l ly .  T he  S choo l fo r  S e n io r  A s s is ta n t
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E x a m in e rs  w ill  p ro v id e  35 h o u rs  of t r a in in g  in  f e d e r a l  c o n s u m e r  p ro te c t io n  

law s, in c lu d in g  th e  p r e p a r a t io n  of th e  FD IC  C o m p lia n c e  R e p o r t .  O ne s e s s io n  

w ill be  h e ld  in  N o v e m b e r 1976. A p p ro x im a te ly  n in e  s e s s io n s  w ill  be h e ld  in  

1977.

In  A p r i l  of 1975, w e e s ta b l is h e d  an  O ffice  of B ank  C u s to m e r  A ffa ir s  

to re c e iv e  and a c t  on c o n s u m e r  c o m p la in ts  and  r e p r e s e n t  th e  c o n s u m e r 's  

in te r e s t  and  v iew p o in t on m a t t e r s  co m in g  b e fo re  o u r  B o a rd  of D i r e c to r s .

Since i t s  e s ta b l is h m e n t ,  th is  o ff ic e  h a s  p r o c e s s e d  o v e r  300 c o m p la in ts  and 

is in th e  p r o c e s s  of add in g  a d d itio n a l s ta f f  to  b e t te r  e n ab le  i t  to  d is c h a rg e  

its r e s p o n s ib i l i t ie s .

O v e r  th e  p a s t  s e v e r a l  y e a r s ,  w e h a v e  s ta ffe d  m a n y  of o u r  R eg io n a l 

O ffices w ith  R eg io n a l C o u n se l who a r e  a b le  to  i n t e r p r e t  th e  f r e q u e n tly  c o m 

plex p ro v is io n s  of c o n s u m e r  p ro te c t io n  la w s  and  a d v is e  and  a s s i s t  o u r  

Regional O ffice  s ta f fs  and  th e i r  r e s p e c t iv e  e x a m in e rs  in  d is c h a rg in g  th e i r  

com pliance  e x a m in a tio n  and  fo llo w -u p  e n fo rc e m e n t r e s p o n s ib i l i t i e s .  In 

addition, o u r  R eg io n a l C o u n se ls  h a v e  b een  of a s s i s ta n c e  to  n u m e ro u s  bank  

c u s to m e rs .

W ith  r e s p e c t  to  th e  c o m p a ra t iv e  r e s u l t s  of o u r  c o m p lia n c e  e x a m in a tio n s  

in C o n n ec ticu t v e r s u s  th e  r e s u l t s  o b ta in e d  by th e  s ta te  e x a m in e r s ,  we b e lie v e  

the S ta te  of C o n n e c tic u t and  th e  FD IC  h a v e  ta k e n  a so m ew h a t d if f e r e n t  a p p ro a c h  

in en fo rc in g  C o n n e c tic u t 's  T ru th  in  L e n d in g  law .
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FD IC  e x a m in e r s  ta k e  a  r e p r e s e n ta t iv e  s a m p le  of th e  v a r io u s  consum er 

c r e d i t  t r a n s a c t io n s  in  o r d e r  to  d e te r m in e  c o m p lia n c e  w ith  T ru th  in  Lending.

If v io la tio n s  a r e  d is c o v e re d  th e  sa m p le  s iz e  i s  in c re a s e d *  In  r e p o r t in g  v io 

la t io n s ,  o u r  e x a m in e rs  do n o t l i s t  a l l  th e  v io la tio n s  w h ich  th e y  m a y  find  in 

a b an k  n o r  do th e y  in d ic a te  any  m o n e ta ry  a d ju s tm e n t a s  a r e s u l t  of th e s e  

v io la t io n s .  In s te a d , o u r  e x a m in e rs  l i s t  r e p r e s e n ta t iv e  e x a m p le s  of th e  

v a r io u s  ty p e s  of v io la tio n s  d is c o v e re d .

In  o r d e r  to  f a c i l i ta te  fo llo w -u p  p r o c e d u r e s  by  th e  R eg io n a l O ffices, 

o u r  e x a m in e rs  h a v e  b e en  in s t r u c te d  to  p ro v id e  an  e s t im a te  of th e  n u m b e r 

of c o n s u m e r  e x te n s io n s  of c r e d i t  in  v io la tio n  a s  a p e rc e n ta g e  of th e  to ta l 

c o n s u m e r  c r e d i t  h e ld  by th e  b an k , o r ,  in  l ie u  of th is  p e rc e n ta g e ,  to  p r o 

v id e  an  a s s e s s m e n t  of th e  d e g re e  of n o n c o m p lia n c e  by th e  ban k  in  th e  a re a  

of T ru th  in  L e n d in g . T ru th  in  L en d in g  v io la tio n s  d is c o v e re d  by  o u r  e x am i

n e r s  a r e  fo llo w e d -u p  by th e  R eg io n a l O ffice s  to  in s u r e  th a t  th e  ban k s involved 

a r e  ta k in g  th e  n e c e s s a r y  s te p s  to  av o id  fu tu re  T ru th  in  L en d in g  v io la tio n s . 

T h is  s u p e r v is o r y  a p p ro a c h  h a s  b e e n  s u c c e s s fu l  in  o b ta in in g  r e q u ir e d  c o r 

r e c t io n s  in  a lm o s t  a l l  c a s e s .  W hen th e s e  e f fo r ts  a r e  found to  be inadequate , 

th e  FD IC c an  r e q u i r e  c o r r e c t io n  th ro u g h  i t s  S e c tio n  8 p ro c e e d in g s .

I t  is  o u r  u n d e rs ta n d in g  th a t  th e  C o n n e c tic u t B ank ing  D e p a r tm e n t has 

a  s e p a r a te  d e p a r tm e n t  of e x a m in e rs  who a r e  t r a in e d  a s  s p e c ia l i s t s  in  co m 

p lia n c e  m a t t e r s  and  who h av e  no r e s p o n s ib i l i t ie s  fo r  e x am in in g  fo r  sa fe ty  and 

so u n d n e ss  of th e  in s t i tu t io n s  th e y  e x a m in e . T he  FD IC  co n d u c te d  s e p a ra te
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c o m p lia n c e  e x a m in a tio n s  in  s e le c te d  s ta t e s  on an  e x p e r im e n ta l  b a s is  in  

1974 u s in g  th e  new  C o m p lia n c e  R e p o r t  fo rm . M o re  v io la tio n s  w e re  d i s 

c lo s e d . L a te r  w hen  th e  new  fo rm  w as u s e d  in  a l l  s t a t e s ,  in  c o n ju n c tio n  

w ith  o u r  c o m m e rc ia l  e x a m in a tio n s , a s im i la r  in c r e a s e  in  d is c o v e re d  

v io la tio n s  w as  n o te d . I t  w as  co n c lu d ed  th a t  th e  im p ro v e d  r e s u l t s  w e re  

due to  th e  new  fo r m  and th e  s p e c ia l  e m p h a s is  i t  gave  to  th is  a r e a  of o u r 

e x a m in a tio n  r e s p o n s ib i l i t ie s .  T he in c re a s in g  v o lu m e  and  c o m p le x ity  of 

c o n s u m e r  p ro te c t io n  law  m a y  in d e ed  r e q u i r e  s p e c ia l iz a t io n  and  th is  is  

u n d e r  c o n s id e ra t io n .

In e x am in in g  fo r  T ru th  in  L en d in g  c o m p lia n c e , i t  is  a p p a re n tly  

the  p r a c t ic e  of th e  C o n n e c tic u t s ta te  e x a m in e rs  to  l i s t  s e p a r a te ly  a l l  th e  

v io la tio n s  th e y  find  r e g a r d le s s  of th e  n u m b e r  of tin ae s  a  p a r t i c u la r  v io 

la tio n  is  re p e a te d  in  d if f e r e n t  lo a n  t r a n s a c t io n s .  We b e lie v e  th is  a p p ro a c h  

of l i s t in g  a l l  v io la tio n s  d is c o v e re d  a c c o u n ts  fo r  a  s ig n if ic a n t p a r t  of th e  

d is p a r i ty  in  r e p o r te d  fin d in g s  of T ru th  in  L e n d in g  v io la tio n s  by th e  FDIC 

and th e  S ta te  of C o n n e c tic u t.

I t  a p p e a r s  too  th a t  so m e  of th e  v io la tio n s  d is c o v e re d  and l i s te d  by 

th e  C o n n e c tic u t e x a m in e rs  r e p r e s e n t  d e f ic ie n c ie s  of a  v e ry  te c h n ic a l  n a tu re  

su ch  a s  a d o l la r  d if f e r e n c e  in  th e  f in a n c e  c h a rg e  d is c lo s e d  w h ich  d o es  n o t 

s ig n if ic a n tly  a f fe c t  th e  an n u a l p e rc e n ta g e  r a t e .  W hile  th is  r e p r e s e n ts  a 

v e ry  th o ro u g h  m e th o d  of e x a m in a tio n  fo r  T ru th  in  L en d in g  c o m p lia n c e , 

we b e lie v e  o u r e x a m in e rs  h av e  p la c e d  m o r e  e m p h a s is  on d e te rm in in g

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



- 8 -

w h e th e r  a  ban k  is  c o m p ly in g  w ith  th e  b a s ic  r e q u ir e m e n ts  of th e  T ru th  in  

L e n d in g  r e g u la t io n s .

T he  S ta te  of C o n n e c tic u t is  one of th e  fiv e  s ta te s  w h ich  h a s  re c e iv e d  

a n  e x e m p tio n  by  the F e d e r a l  R e s e rv e  B o a rd  of G o v e rn o rs  f ro m  c e r ta in  

r e q u ir e m e n ts  of th e  f e d e r a l  T ru th  in  L en d in g  A c t b e c a u s e  th e  r e q u ire m e n ts  

of th e  s ta te  law  a r e  e q u a l to  o r  e x c e e d  th e  f e d e r a l  law  and th e  p ro v is io n  fo r 

e n fo rc e m e n t is  a d e q u a te . In  th e  e x em p ted  s ta t e s ,  th e  s ta te s  a r e  th e  p r im a ry  

s u p e r v is o r s  of th e  s ta te  T ru th  in  L en d in g  la w s . N e v e r th e le s s ,  b e c a u s e  of 

th e  im p o r ta n c e  of T ru th  in  L e n d in g  to  c o n s u m e rs ,  and  th e  i n t e r e s t  of th e  

FD IC  in  b a n k s  co m p ly in g  w ith  a l l  la w s , th e  C o rp o ra t io n  h a s  co n tin u ed  to  

e x am in e  fo r  T ru th  in  L en d in g  v io la tio n s  and  a s s i s t  th e s e  s ta te s  in  th is  im 

p o r ta n t  fu n c tio n . T h is  h a s  b e e n  a c o o p e ra t iv e  e f fo r t  on o u r p a r t  w ith o u t any 

in te n tio n  to  c o m p e te  o r  u s u r p  th e  s t a t e 's  r e s p o n s ib i l i t i e s .

We b e lie v e  th e  r e s u l t s  of th e s e  h e a r in g s  w ill  p ro v id e  u s  w ith  valuab le  

in fo rm a tio n  and g u id an ce  th a t  w ill  a s s i s t  u s  in  o u r  r e a p p r a i s a l  of th is  im p o r

ta n t  a s p e c t  of o u r  o v e ra l l  s u p e rv is io n  of T ru th  in  L e n d in g .
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