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REGULATION Z— T R U T H -IN -L E N D IN G  

Proposed Amendment on Disclosures of Dealer Participation

TO ALL BANKS, OTHER CREDITORS,
AND OTHERS CONCERNED IN THE

ELEVENTH FEDERAL RESERVE D ISTR IC T:

T h e  Board of Governors of the Federal Reserve System has proposed  
amending its Regulation Z to re q u ire  d isclosure of a dealer partic ipation in a 
consumer c red it  contract.

Comments on the proposed amendment should be d irected  to the Secre
ta ry ,  Board of Governors of the Federal Reserve System, W ashington, D .C .  20551 , 
to be received not la ter than F e b ru ary  4, 1977. A ll material should include the  
docket num ber R -0053.

Copies of the Board's press release and text of the proposed amendment 
are  p r in ted  on the following pages.

S incerely  y o u rs ,

Robert H . Boykin

F irs t  V ice President

This publication was digitized and made available by the Federal Reserve Bank of Dallas' Historical Library (FedHistory@dal.frb.org)
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For inanediate release December 30, 1976

The Board of Governors of the Federal Reserve System today 

Issued for comment a proposal to amend Its Truth In Lending regulation to 

require disclosure of a dealer participation in a consumer credit contract.

Comment should be received by the Board by February 4.

Last August the Board proposed an interpretation of the 

Regulation stating that the amount of a dealer participation need not 

be separately itemized in Truth in Lending disclosures presented to a 

customer. The dealer participation, if any, is already a part of the

finance charge and annual percentage rate.

In a participation, the seller of a product such as an automobile 

shares a portion of the finance charge with the creditor who finances 

the purchase.

Comments received on the interpretation indicated to the Board 

that some consumer benefit might be derived from disclosure of the existence 

of a dealer participation. The proposed amendment does not require a 

separate itemization of the amount of a dealer participation. It would

require that the disclosure statement given a customer notify the customer

that the seller of the product may receive a portion of the finance charge 

involved in the transaction.

Final action on the proposed interpretation will be taken when 

the Board considers final action on the proposed amendment.

A  copy of the Board's order in this matter is attached.
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FEDERAL RESERVE SYSTEM
[1 2  CFR Part 2 2 6 ]

[Beg. Z; D ocket No. R -0053)

TRUTH IN LENDING

Proposed Amendment on Disclosure of 
Dealer Participation

The Board of Governors of the Fed
eral Reserve System has published for 
comment a  proposed interpretation of 
Regulation Z relating to the separate 
disclosure of the  portion of the finance 
charge which is allocated to sellers of 
consumer goods by a second creditor of 
a consumer credit transaction. Com
ments on th a t proposal have led the 
Board to believe th a t separate itemiza
tion of the portion of the finance charge 
payable to the dealer is probably not a 
necessary disclosure for consumers. 
However, disclosure of the fact th a t the 
seller will receive a portion of the  fi
nance charge may be meaningful to con
sumers wishing to shop for credit or 
bargain for a better price and possibly 
should be made a requirement under 
Regulation Z. To solicit comments cm 
this issue, the Board hereby publishes a  
proposed amendment to Regulation Z to 
require disclosure of the fact th a t a sell
e r may share in  the finance charge im
posed on consumer credit transactions.

On August 23, 1076, proposed Inter
pretation 1 226.821 was published for 
comment in  the Fedeeal R e g i s t e r  (41 
HR 85536). The interpretation relates to 
the requirements of f 226.8(c) (8)‘(1> of 
Regulation Z with respect to identifica

tion of allocations by creditors to sellers 
of a  portion of the finance charge on 
credit used to finance the purchase of 
consumer goods. The am ount of seller 
participation typically represents a  por
tion of the  Interest component of a  fi
nance charge which is paid by a  creditor 
to the seller for arranging or referring a 
direct loan from the second creditor. For 
convenient reference, the proposed in
terpretation is republished below*
§ 2 2 6 .8 2 1  D isc losu re  o f  d e a le r  p a r tic ip a 

tio n .
(a ) S ec tio n  226.8(c) (8) (1) re q u ire s  th e  

I te m iz a tio n  o f each  co m p o n e n t o f a  fin an ce  
ch a rg e  co n s is tin g  o f m ore  th a n  o n e  ty p e  o f 
ch arg e . S ec tio n  226.4(a) (3) l is ts  am o n g  th e  
ty p es o f ch arg es to  b e  In c lu d ed  In  th e  fi
n a n c e  ch a rg e  a  “fin d e r's  fee  o r s im ila r  
ch a rg e .” I n  c e r ta in  c re d it tra n sa c tio n s , su c h  
a s  th e  sa le  o f a u to m o b ile s  a n d  o th e r  co n 
su m e r goods, w h ere  th e  fin a n c e  ch a rg e  Is d e 
te rm in e d  by  a p p lic a tio n  o f a  p e rc e n ta g e  r a te  
o r r a te s  to  th e  a m o u n t fin an ced , a  p o r tio n  o f 
t h a t  ch arg e  m ay  be a llo c a te d  to  th e  d ea le r 
by  th e  f in a n c ia l In s t i tu t io n  as a  d e a le r p a r 
t ic ip a tio n . T h e  q u e s tio n  a rise s  w h e th e r  su c h  
a llo c a tio n s  m u s t  b e  Item ized  a s  a  se p a ra te  
co m p o n en t o f th e  to ta l  fin a n c e  ch a rg e  In  th e  
n a tu re  o f a  fin d e r's  fee.

<b) T h e  re q u ire m e n t fo r I te m iz a tio n  o f a 
fin an ce  ch a rg e  w h ich  In c lu d es a  fin d e r 's  fee 
o r o th e r  e lem en ts  In  a d d itio n  to  a n  in te re s t 
c o m p o n e n t is  In te n d e d  to  a s su re  t h a t  th e  
to ta l  fin an ce  ch a rg e  d isc lo sed  to  th e  c u s to 
m e r p ro p e rly  re flec ts  a ll co m p o n e n ts  w h ich  
m u s t be In c lu d ed  In  t h a t  a m o u n t. A ny com 
p o n e n t o f th e  fin a n c e  ch a rg e  w h ich  Is co m 
p u te d  by  th e  a p p lic a tio n  o f  a  p e rc e n ta g e  
r a te  o r ra te s  to  th e  a m o u n t fin an ced  c o n s ti
tu te s  a  s in g le  ch a rg e  o f th e  ty p e  d escrib ed  
in  S 226.4(a) (1 ) . As su c h . I t  m u s t be in 
c lu d e d  In  th e  fin a n c e  ch a rg e  c a lc u la tio n  a n d  
d isc lo su re . A p o r tio n  o f su c h  s in g le  com po 
n e n t  o f th e  fin an ce  ch arg e  w h ich  is  d is tr ib 
u te d  to  a  d e a le r  Is n o t co n sid ered  a  " f in d 
e r 's  fee  o r s im ila r  c h a rg e ” a n d  n eed  n o t be 
se p a ra te ly  Id en tified  o r d isc lo sed . T h e  c o n 
c e p t o f a  ‘‘f in d e r’s fee ,” a s  t h a t  te rm  Is u se d  
In  i 226 .4(a) (3 ) , is  In te n d e d  to  cover c e r ta in  
ch a rg es In  th e  n a tu r e  o f b ro k e ra g e  fees 
w h ic h  a re  Im posed  In  a d d itio n  to  t h a t  p o r
t io n  o f th e  fin an ce  ch a rg e  a t t r ib u ta b le  to  th e  
a p p lic a tio n  o f a  p e rc e n ta g e  r a te  o r ra te s  to  
th e  a m o u n t fin an ced . A ny su c h  se p a ra te  fee  
m u s t, o f cou rse , be se p a ra te ly  item ized .

( In te rp re ts  a n d  ap p lies 12 C FR  P a r t  226.8)

The Board has received more than  250 
comments on this proposal. Comments 
from several Federal agencies and con
sumer representatives have indicated to 
the Board th a t certain consumer benefits 
might be derived from disclosure of the 
existence of a seller participation. These 
comments contend th a t consumer aware
ness of this element might encourage fu r
ther comparison of credit term s and 
greater competition among credit 
sources. Because these comments suggest 
th a t the primary goals of the T ruth in 
Lending Act m ight be better served by 
disclosure of this factor, the Board has 
determined th a t an  amendment to  Reg
ulation Z, requiring such disclosure In 
the future, should be considered.

The amendment which the Board now 
proposes does not require separate item

ization of the amount of a  dealer p ar
ticipation. The Board believes th a t such 
an  additional requirement would be un
duly burdensome and would not sig
nificantly enhance consumers’ awareness 
of the credit terms. Instead, the amend
m ent would require th a t the disclosure 
statem ent simply notify the consumer 
th a t the seller or some other party to the 
transaction may receive a portion of the 
finance charge from the transaction. In  
the Board’s view, disclosure of the fact 
of a seller participation could alert con
sumers to the possible benefits of further 
comparison shopping without unduly 
complicating the mathem atical disclo
sures now required, and may be of as
sistance to consumers' in evaluating the 
price offered by the seller.

For the reasons stated above, the 
Board proposes to amend Regulation Z 
to require disclosure of the fact th a t a 
seller arranging consumer credit may 
receive a portion of the finance charge 
imposed on the transaction from a credi
tor of th a t transaction. The Board in 
vites w ritten comments on the proposal, 
to be received not later th an  February 4, 
1977. Comments should be addressed to 
the Secretary, Board of Governors of the 
Federal Reserve System, Washington, 
D.C. 20551, and should Include a refer
ence to Docket No. R-0053.

The Board will take final action on 
the proposed Interpretation § 226.8211 in 
connection with its final determination 
on this proposed amendment.

Pursuant to the authority granted in 
15 IXS.C. 1604 (1970), the Board pro
poses to amend Regulation Z, 12 CFR 
P art 226 by adding a new § 226.8(c) (9) to 
read as follows:
§ 2 2 6 .8  C red it O th e r  T h a n  O p en  E n d —  

Specific  D isclosures.
» • • * •

(c) Credit sales. * * *
(9) A statem ent th a t the seller or other 

party to the transaction arranging credit 
may receive from another creditor in the 
transaction a  portion of the finance 
charge imposed on th a t transaction.

• • * • •
By order of the Board of Governors, 

December 30,1976.
T h e o d o r e  E . A l l is o n , 
Secretary o f the Board.

[F R  Doc.77—451 F iled  1 -5 -77 :8 :45  am ]




