
FEDERAL RESERVE BANK OF DALLAS

DALLAS. TE X A S  7 5 2 2 2

C ircu lar No. 79-58 
March 26, 1979

PROPOSED SUSPENSION OF AMENDMENT TO REGULATION Z

Open End C red it Plans Secured by a Consumer's Residence—
Section 226.9

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

ELEVENTH FEDERAL RESERVE DISTRICT:

On February 12, 1979, the Board of Governors of the Federal Reserve 
System proposed a suspension of an amendment to Regulation Z. This amendment 
grants an exemption from the rig h t of rescission disclosure requirements on cer
tain open end credit plans where the cred it is secured by the borrow er's principal 
residence. Under the exemption, if a bank credit card transaction w ill be secured 
by the customer's residence, a rig h t of rescission need be given only when the open 
end plan is opened, when the credit lim it is increased, when terms are changed, 
or when a security interest in a home is added to an existing cred it arrangem ent, 
as well as being given once each year.

If  the amendment is suspended, creditors would be required to g ive a 
rig h t of rescission each time a credit charge is made.

The proposed suspension is to allow fu rth er public comment on these 
issues. Printed on the following pages is a copy of an extract from the Federal 
Register  announcing a comment deadline of A p ril 16, 1979, together with Board- 
suggested areas of comment. Comments should be submitted in w riting  to the 
Secretary, Board of Governors of the Federal Reserve System, Washington, D .C . 
20551, and should refer to Docket No. R-0202.

Any questions concerning Regulation Z should be directed to the 
Consumer Affairs Section of our Bank Supervision and Regulations Department,
Ext. 6171.

Sincerely yours,

Robert H. Boykin

F irst V ice President

Banks and others are encouraged to use the following incoming W ATS numbers in contacting this Bank:
1-800-492-4403 (intrastate) and 1-800-527-4970 (interstate). For calls placed locally, please use 651 plus
the extension referred to above.

This publication was digitized and made available by the Federal Reserve Bank of Dallas' Historical Library (FedHistory@dal.frb.org)
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Extract from  
Federal Register  
VO L. 44, NO. 33 

Thu rsday , February 15, 
pp. 9761 -  9763

1979

[6210-01-M]
FEDERAL RESERVE SYSTEM

[12 CFR Part 226]

CReg. Z; Docket No. R-0202]

TRUTH IN LENDING

Right of Roicission

A G E N C Y : Board of Governors of the 
Federal Reserve System.
A C T IO N : Proposed suspension of rule 
and interpretation.

S U M M A R Y : The Board is proposing 
to suspend its recent amendment and 
interpretation of regulation Z  which 
allow creditors an alternative to pro
viding the right of rescission and 
notice of that right for each transac
tion under certain open end accounts 
secured by consumers’ residences. The  
Board is soliciting Comment on wheth
er it should suspend or repeal the 
amendment and interpretation, on 
whether the amendment should be 
modified to provide additional protec
tions to consumers, and on whether 
creditors that intend to offer open end 
credit plans under the amendment 
should be required to notify the Board  
of that intention and provide the 
Board with a copy of the initial Truth  
in Lending disclosures to be made in 
connection with the plans. The Board  
is also requesting information about 
plans currently being offered pursuant 
to the amendment. This action is 
being taken because it appears that 
when the amendment was initially 
proposed for comment, interested par
ties may not have been aware of the 
proposal and, therefore, may not have 
submitted relevant data, views, com
ments, or arguments regarding possi
ble risks and benefits to consumers 
which might result from the amend
ment.

D A TE : Comments must be received on 
or before April 16, 1979.
A D D R E SS : Secretary, Board o f G ov
ernors of the Federal Reserve System, 
Washington, D.C. 20551.
F O R  F U R T H E R  IN F O R M A T IO N  
C O N T A C T :

G lenn E. Loney, Section Chief, Divi
sion of Consumer Affairs, Board of 
Governors o f the Federal Reserve 
System, Washington, D.C. 20551, 
(202) 452-3867.

S U P P L E M E N T A R Y  IN F O R M A T IO N :  
Effective August 3, 1978, (43 F R  
34111) the Board amended Regulation  
Z  by creating an alternative to provid
ing the right o f rescission and notice 
o f that right for each individual trans
action under certain open end ac
counts secured by consumers’ resi
dences. Under the terms o f that 
amendment, § 226.9(g)(6) of Regula
tion Z, if a creditor provides customers 
of such accounts with a disclosure of 
their rights at the time their accounts 
are opened, prior to any increase in 
their lines o f credit, prior to a  change 
in the terms o f their accounts, and at 
the time a security interest in a cus
tomer’s residence is added to an exist
ing account, as well as an annual re
minder that their homes stand as se
curity for their accounts, the creditor 
need not provide the right of rescis
sion and notice o f that right for indi
vidual transactions on the accounts. 
At the same time, the Board issued In 
terpretation § 226.904 which provides 
sample disclosures which creditors 
may use to meet certain o f the amend
ment’s requirements. The interpreta
tion was amended, effective October 
31, 1978, (43 F R  50672). For conve
nient reference, the amendment and 
interpretation are reproduced below:

S 226.9 Right to Rescind Certain Transac
tions.

* * * * *

(g) Exceptions to general rule. • • *
(6) Individual transactions under an open 

end credit account; Provided:
(1) That the creditor and the.seller are not 

the same or related persons.1*
(li) That the creditor provides the disclo

sure required by § 226.9(b) at the time the 
disclosures required under § 226.7(a) are re
quired to be made, or, if the security inter-

'* For purposes of J 226.9(g)(6) a person Is 
related to a creditor If that person would be 
deemed related to the creditor under foot
note 9b to § 226.7(k).
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est is not retained or acquired at the time 
the $ 226.7(a) disclosures are required to be 
made, at the time the security interest is re
tained or acquired.

(iii) That the creditor does not change the 
terms of a customer's account within the 
meaning of $ 226.7(f) or increase the cus
tomer’s line of credit without affording the 
customer the opportunity to refuse the 
change In terms or the increase. If the cus
tomer refuses the change in terms, the 
creditor need not extend any further credit 
on the account; however, the customer shall 
have the right to repay any existing obliga
tion on the account under the then existing 
terms of the account. At the time a disclo
sure of a change in terms under }  226.7(f) is 
required to be made or prior to an increase 
in the customer's line of credit, the creditor 
shall provide the customer with two copies 
of a disclosure setting forth, as applicable: 
The fact that the creditor intends to change 
the terms or increase the line of credit Of 
the customer's account; the fact that the ac
count is secured by the customer’s real 
property; and the fact that the customer 
may refuse the change in terms and repay 
any existing obligation under the then ex
isting terms of the account, or refuse the in
crease in the line of credit, by giving the 
creditor written notice within three business 
days of the date of the disclosure.

(iv) That at least once each calendar year 
the creditor furnishes to the customer a dis
closure of the fact that the customer’s ac
count is secured by the customer’s real 
property and that failure to pay any out
standing balance in accordance with the 
terms of the account could result in the loss 
of the customer's real property.

(v) That each disclosure provided pursu
ant hereto is made on one side of a state
ment separate from any other documents, 
that the disclosure sets forth the name of 
the creditor and. in .the case of the disclo
sures required by subparagraph (iii) hereof, 
the creditor’s address, the date on which 
the disclosure is furnished to the customer, 
the date by which the customer should give 
notice of refusal of the increase in the line 
of credit or the change in terms of the ac
count. and the fact that one copy of the dis
closure can be used for that purpose.

§ 226.904 Right o f rescission for certain 
open end credit accounts.

Section 226.9(g)(6) provides an exception 
to the right of rescission for individual 
transactions on an open end credit account 
provided, among other things, that the dis
closures required by that section are made 
at the times specified. The question arises 
ai> to what disclosures will satisfy the re
quirements of i i  226.9(g)(6Klii) and (iv).

The disclosures set forth below. If accu
rate and when properly completed, will sat
isfy the requirements, as to form and con
tent, of the indicated sections of the regula
tion. No specific type size or style is re
quired. If the real property on which the se
curity interest may arise does not include a 
dwelling, the creditor may substitute such 
words as “the property you are purchasing" 
for “your home” or “lot” for “home” where 
these words appear in the disclosures.

Section 226.9(g)(6)(iii) (Increase in 
line of credit).

NOTICE TO CUSTOMER REQUIRED BY FEDERAL 
LAW

(Name of creditor)----------------HAS AP
PROVED AN INCREASE IN THE 
AMOUNT OP CREDIT AVAILABLE TO 
YOU ON YOUR OPEN END ACCOUNT 
SECURED BY YOUR HOME. ANY ADDI
TIONAL CREDIT YOU USE WILL ALSO 
BE SECURED BY YOUR HOME. YOU  
HAVE A RIGHT TO REFUSE TO ACCEPT 
THIS INCREASE. YOU MAY EXERCISE 
THIS RIGHT WITHIN THREE BUSINESS 
DAYS FROM (date disclosure delivered to
customer)----------------BY NOTIFYING US
AT (Address of creditor's place of business)
----------------BY MAIL OR TELEGRAM
SENT NOT LATER THAN MIDNIGHT OF 
(date)----------------
YOU MAY ALSO USE ANY OTHER 
FORM OF WRITTEN NOTICE TO 
REFUSE THE INCREASE IF IT IS DELIV
ERED TO THE ABOVE ADDRESS NOT 
LATER THAN THAT TIME. THIS 
NOTICE MAY BE USED FOR THAT PUR
POSE BY DATING AND SIGNING  
BELOW.

I HEREBY REFUSE THE INCREASE IN  
THE CREDIT AVAILABLE ON MY AC
COUNT.

-------------------------- (date).

(customer's signature)
Section 226.9(g)(6)(iii) (Change in terms)

NOTICE TO CUSTOMER REQUIRED BY  
FEDERAL LAW

(Name of creditor)----------------INTENDS
TO CHANGE THE TERMS OF YOUR  
OPEN END CREDIT ACCOUNT WHICH
IS SECURED BY YOUR HOME. YOU  
HAVE A RIGHT TO REFUSE TO ACCEPT 
THIS CHANGE IN TERMS. IF YOU  
REFUSE THIS CHANGE IN TERMS. YOU  
HAVE THE RIGHT TO CONTINUE TO 
REPAY YOUR EXISTING OBLIGATION  
UNDER THE PRESENT TERMS OF THE  
ACCOUNT. HOWEVER, WE WOULD  
THEN HAVE THE RIGHT TO REFUSE 
TO EXTEND ANY FURTHER CREDIT, 
EXCEPT PURSUANT TO THESE NEW  
TERMS. YOU MAY EXERCISE YOUR  
RIGHT TO REFUSE THE CHANGE IN  
TERMS WITHIN THREE BUSINESS 
DAYS O F ----------------(date disclosure deliv
ered to customer)--------------- BY NOTIFY
ING US AT (Address of creditor’s place of 
business)----------------BY MAIL OR TELE
GRAM SENT NOT LATER THAN MID
NIGHT OF (date) ----------------. YOU MAY
ALSO USE ANY OTHER FORM OF 
WRITTEN NOTICE TO REFUSE THE 
CHANGE IN TERMS IF IT IS DELIV
ERED TO THE ABOVE ADDRESS NOT  
LATER THAN THAT TIME. THIS 
NOTICE MAY BE USED FOR THAT PUR
POSE BY DATING AND SIGNING  
BELOW.

I HEREBY REFUST THE CHANGE IN  
THE TERMS OF M Y ACCOUNT.

(date)

(customer's signature) 
Section 226.9<g)(6Kiv) (Annual disclosure)

NOTICE TO CUSTOMER REQUIRED BY  
FEDERAL LAW

THIS IS TO REMIND YOU  THAT  
YOUR OPEN END CREDIT ACCOUNT  
W IT H ----------------(Name of creditor) IS SE

CURED BY A LIEN, MORTGAGE, OR 
OTHER SECURITY INTEREST ON 
YOUR HOME. THIS MEANS THAT  
YOUR FAILURE TO PAY ANY OUT
STANDING BALANCE IN ACCORDANCE 
WITH THE TERMS OF THE ACCOUNT 
COULD RESULT IN THE LOSS OF YOUR  
HOME.

It appears that when the amend
ment was first proposed for public 
comment in December 1977, interested 
parties may not have been aware of 
the proposal and, consequently, may 
not have submitted to the Board rele
vant data, views, comments, or argu
ments regarding possible risks and 
benefits to consumers which may 
result from the amendment. There
fore, the Board believes that it may be 
advisable to suspend the amendment 
and interpretation for additional study 
and public comment.

In addition to comment on the ques
tion of whether or not to suspend the 
amendment, the Board also desires to 
receive comments on the amendment 
and interpretation themselves. The 
Board is interested in comment on 
whether the amendment and interpre
tation should be repealed or whether 
there are additional protections or 
limitations which could be included in 
the amendment and/or interpretation 
which would reduce any perceived risk 
to consumers presented by open end 
plans secured by consumers' homes: 
Examples of possible protections or 
limitations are maximum or minimum 
credit limits which could be offered in 
connection with such plans, limita
tions on the purposes for which the 
plans could be used, and maximum or 
minimum limits on the amount of in
dividual extensions of credit under the 
plans. The Board is also interested in 
receiving comment from creditors and 
customers of open end plans presently 
being offered under the amendment 
regarding such things as the terms of 
the plans, the purposes for which they 
are being used, and the degree of cus
tomer satisfaction or dissatisfaction 
with the plans.

The Board also desires to receive 
comment on a proposal to impose, as a 
condition to offering open end credit 
plans pursuant to the amendment, a 
requirement that creditors notify the 
Board of their intention to offer such 
plans and furnish the Board with a 
copy of the initial Truth in Lending 
disclosures required to be made pursu
ant to {226.7(a) of Regulation Z in 
connection with the plans. By impos
ing such a requirement, the Board 
would ascertain the number and iden
tity of creditors offering such plans as 
well as the underlying terms of the 
plans. After obtaining this informa
tion, the Board would periodically 
make inquiries of the creditors to de
termine whether the plans were af
fecting consumers adversely by, for ex
ample, resulting in increases in delin-
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quency, default, or foreclosure. The  
Board would also make relevant in
quiries to determine benefits of the 
plans when compared to closed end 
credit transactions secured by consum
ers’ residences.

Therefore, pursuant to the authori
ty granted in IS U.S.C. 1604 (1976), 
the Board:

(1 ) Proposes to suspend § 226.9(g)(6) 
and Interpretation § 226.904 of Regu
lation Z, 12 C F R  Part 226, for further 
study and public comment;

(2 ) Solicits comment on the pro
posed suspension and on whether 
§ 226.9(g)(6) and §226.904 should be 
modified or repealed;

(3 ) Requests Information regarding  
plans currently being offered pursuant 
to § 226.9(g)(6) and § 226.904;

(4 ) Proposes to add a new subsection 
(v i) to § 226.9(g)(6) of Regulation Z, 12 
C F R  Part 226, as follows:

§ 226.9 Right to rescind certain transactions.
• * « * •

(g ) Exceptions to general rule.* * *
(6 ) Individual transactions under an 

open end credit account: Provided: 
*  *  •

(vi) T hat prior to opening such an 
account or within 90 days of the effec
tive date of this subparagraph (vi), 
whichever is later, the creditor notifies 
the Secretary, Board of Governors of 
the Federal Reserve System, W ashing
ton, D.C. 20551, in writing of the credi
tor’s intention to offer such accounts, 
and provides the Secretary with a 
copy of the disclosures required to be 
made pursuant to § 226.7(a) in connec
tion with such accounts.

To aid in the consideration of these 
matters by the Board, interested per
sons are invited to submit relevant 
data, views, comments, or arguments. 
Any such material should be submit
ted in writting to the Secretary, Board  
of Governors of the Federal Reserve 
System, Washington, D.C. 20551, to be 
received no later than April 16, 1979, 
and should include the docket number 
R-0202. The material submitted will 
be made available for public inspection 
and copying, except as provided in 
§ 261.6(a) of the Board ’s Rules Regard
ing Availability of Information (12 
C F R  261.6(a)).

By order o f the Board of Governors, 
February 7,1979.

G r i f f i t h  L . G a r w o o d ,  
Deputy Secretary o f the Board.

[FR  Doc. 79-4956 Filed 2-14-79; 8:45 am]




