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REGULATION Z -  TRUTH IN LENDING 

New Proposed Regulation

TO ALL MEMBER BANKS,
OTHER CREDITORS AND

OTHERS CONCERNED IN THE
ELEVENTH FEDERAL RESERVE DISTRICT:

The Board of Governors of the Federal Reserve System issued a draft revision 
of its Regulation Z, which implements the Truth in Lending Act, and asked for comment 
on the proposed streamlined and simplified regulations through July 31, 1980.

The Board proposed the revisions to carry out the objectives of the Truth in 
Lending Simplification and Reform Act, which became law on March 31, 1980. The 
revised Regulation Z will become effec tive  when adopted in final form not later than 
April 1, 1981. The Act is to become fully e ffec tiv e  on April 1, 1982.

The proposed revision would make nearly a dozen major simplifying, clarifying 
and streamlining changes in Regulation Z in conformity with the Act. In addition, the 
Board issued model disclosure forms and language aimed at giving creditors a ready
made means of complying with the requirements of the Truth in Lending Act and 
Regulation Z and thereby assure borrowers of a higher level of compliance.

The Board's proposals also include a number of changes in the regulation that 
the Board regards as desirable simplifications and clarifications, but that are not 
expressly mandated or permitted by the new Act. The Board requested especially that 
it receive comment on the merits of including these proposed changes in the revision of 
Regulation Z and whether, if  they are used, they should be modified. These proposals 
include a number of new definitions intended to facilitate compliance by creditors and 
to increase knowledge by borrowers of their rights.

In making its proposals to simplify and clarify the regulatory requirements 
under the Truth in Lending Act, the Board said:

The proposed revision of Regulation Z reflects  not only the Truth in 
Lending Simplification and Reform Act, but also the work of the Board's staff  
and the sta ff of the Federal Reserve Bank of Atlanta in rewriting the 
regulation as part of the Board's Regulatory Improvement Project to re
examine and re-evaluate all Federal Reserve regulations. It is the beginning 
of the final phase of an effort that began three years ago with the Board's 
submission to the Congress of a proposal for revising and simplifying the 
Truth in Lending Act.

Banks and others are encouraged to use the following incoming WATS numbers in contacting this Bank:
1-800-442-7140 (intrastate) and 1-800-527-9200 (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)



Although the revised statute and regulation simplify current re
quirements, the law remains relatively complex. Consumer credit and 
personal property leases are offered in a wide diversity of forms, on a 
revolving or closed-end basis; payable on demand or in equal or graduated 
installments; secured or unsecured; and with or without credit and property 
insurance, which may be voluntary or required. It may be requested in 
person, by mail, or by telephone and may be refinanced, assumed, or deferred. 
The same variety occurs with leases. A regulatory scheme that tries to 
accommodate such diverse arrangements must itself be diverse and, hence, to 
an extent, complicated. The proposed restructuring of this regulation is an 
attem pt to make that complexity more manageable.

Understanding of, and compliance with, disclosure requirements should 
be enhanced, however, by the inclusion of model forms and language. The 
models translate the details of the regulation into a straightforward, easy-to-  
understand format for the consumer. At the same time the suggested forms 
or language, properly used, would protect the creditor or lessor from civil 
liability.

The Board noted, further:

That the proposed revision o f  Regulation Z would (1) reduce required
disclosures from 24 to 12, and (2) provide consumers with more practical credit shopping 
assistance by allowing them to make advertising-like disclosures of the creditor's 
representative credit terms, which must be available to the public at large.

These proposed changes are both intended to enhance the consumer's ability 
to comprehend and benefit from the disclosure requirements of the Act and the
regulation.

A summary of the proposals and the two principal proposed model forms are
printed on the following pages. The full text of the revision (which encompasses 60
pages) appears in the Federal Register dated May 5, 1980 (Volume 45, Number 88) on 
pages 29702-29762. For those who do not have access to the Federal Register, a copy 
of the text may be obtained from the Board of Governors or the Federal Reserve Bank 
of Dallas.

Questions regarding Regulation Z should be directed to the Consumer Affairs 
Section of our Bank Supervision and Regulations Department, ext. 6171.

Sincerely yours,

Robert H. Boykin

First Vice President



TRUTH IN LENDING

Revision of Regulation Z

SUMMARY: The Board seeks public comment on a completely revised version of
Regulation Z. The proposed revision of the regulation is based upon the 
Truth in Lending Simplification and Reform Act, which is Title VI of the 
Depository Institutions Deregulation and Monetary Control Act (Public Law 
96-221). The act was signed into law on March 31, 1980, and will become 

fully effective on April 1, 1982, with an implementing regulation required 
to be in place by April 1, 1981.

DATE; Comments must be received on or before July 31, 1980.

ADDRESS: Comments may be mailed to the Secretary, Board of Governors of the

Federal Reserve System, Washington, D.C. 20551 or delivered to Room B-2223, 
20th and Constitution Avenue, N.W. , Washington, D.C. 20551, between 8:45 a.m. 
and 5:15 p.m. Comments may also be inspected at Room B-1122 between 8:45

a.m. and 5:15 p.m. The comments should refer to docket number R-0288.

FOR FURTHER INFORMATION CONTACT: In general, Robert C. Plows, Assistant

Director (202/452-3667); for Subpart B, Maureen P. English, Section Chief 
(202/452-3867); for Subparts A, C, and E, Margaret A. Stewart (202/452-2412) 
or Ellen Maland (202/452-3867), Senior Attorneys; and for Subpart D, Lynne B. 
Barr, Senior Attorney, (202/452-2412), Division of Consumer and Community 
Affairs, Board of Governors of the Federal Reserve System, Washington, D.C. 
20551.

Major Changes

The proposals would make eleven major changes in the regulation.
The proposals would:

* Restructure the regulation's format to group together related 
provisions in separate subparts. Although that results in some duplication 
and therefore lengthening of the regulation, it means that the substantive 
rules for closed-end (for example, installment and mortgage) credit, open-end 
(for example, revolving) credit, and personal property leases are presented 
separately, eliminating the need to search through the regulation for the 

applicable provisions.

* Incorporate into the regulation the substance of many Board 
and staff interpretations and clarify several troublesome questions raised 
by court decisions.

* Include model disclosure forms and language to enhance under
standing and compliance and to provide a safe harbor from civil liability 

for those who make proper use of the models.

0 Exempt agricultural credit from disclosure requirements.



-2-

* Encourage early disclosure through the use of streamlined 
closed-end credit disclosures reflecting representative transactions. In the 

Board's view, that is the most innovative provision in the proposed amended 
regulation. It is designed to provide consumers with a realistic opportunity 
for credit shopping. If implemented, it has the potential to become the 
single most effective mechanism for achieving the statutory goal of fostering 
the informed use of credit.

* Eliminate 12 of the 24 closed-end credit disclosures currently 
required for certain transactions, while permitting consumers to request an 
explanation of how the credit proceeds were disbursed if they desire.

* Require for the first time that closed-end credit and consumer 
lease disclosures be placed together and segregated from other contract pro

visions and any other federal or state disclosures.

° Eliminate many of the current format requirements for open- 
end credit disclosures, thereby giving creditors more flexibility in designing 
their forms to convey necessary information more effectively.

0 Conform the open-end credit disclosures to the requirements 
of Regulation E (Electronic Fund Transfers) wherever necessary and possible.

° Exempt from the right of rescission advances made under an 
open-end credit account that is secured by the consumer's home.

* Although, like the new statute, the Board's proposals do not 
materially change open-end credit disclosures, they clarify a number of 
points about those disclosures and ease several requirements regarding 
billing statements and error notices.

Regulatory Options

The proposals incorporate several requirements that are not expressly 
mandated by statute. The Board specifically invites comments on the merits 
of including those requirements and on how they might be modified to further 
the purposes of the amended Truth in Lending Act. Examples of such provisions 
are:

° The proposals would define certain refinancings and assumptions 
of existing closed-end credit obligations as new transactions requiring new 
disclosures. It also requires advance notice of changes affecting open-end 
credit plans. In both instances, it generally follows the current regulation.

* The proposals would require an explanation of any variable 
rate feature in a consumer credit obligation.

* For an obligation payable on demand, the proposals would require 
disclosure of the demand feature and further requires that other relevant 
disclosures be based upon a one-year assumed maturity, unless the creditor 

and consumer agree upon a repayment schedule.
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° The proposals would mandate that a deposit or investment required 
by a creditor as a condition for granting credit be taken into account in 
calculating the annual percentage rate for the transaction, unless the deposit 
or investment will earn interest or dividends during the period that credit 
is outstanding.

* The proposals would define:

—  Consummation of a transaction, in part, as the payment by a
consumer of any nonrefundable fee, other than a good-faith application fee.

—  A creditor's business days to include Saturdays.

—  A billing cycle to be no longer than a quarter of a year.

—  A consumer to include a guarantor or similar party.

In addition to these and other requirements not expressly mandated
by the statute, the proposals also offer several options not expressly per
mitted by the act. The Board specifically invites comment on the appropriate
ness of the following options:

° The most significant option for creditors contained in the pro
posal is the so-called alternate shopping disclosures— advertisement-like 
disclosures that generally may be made in lieu of the regular, transactional 
disclosures. The Board is particularly eager to receive comment on that idea.

Other proposed options would:

° Permit a number of payment irregularities to be disregarded 
in making disclosures.

* Require the disclosure of only the initial insurance premium
as the relevant cost disclosure to exclude credit life, accident, health, and 
property insurance from the finance charge.

* Permit fewer disclosures to be made for interim student loans.

Attached are several model forms and clauses that reflect some of 
the proposed revisions to the regulation for closed-end credit. Although use 
of these models would not be mandatory, creditors properly using them would 
be considered to be in compliance with the requirements of the regulation. 
Comment on these forms and clauses is particularly welcome.



MODEL FORM FOR TRANSACTIONAL DISCLOSURES

(Name of Creditor) 

(Address)

FINANCE CHARGE (the dollar amount the credit will cost you) ^

ANNUAL PERCENTAGE RATE (the cost of your credit as a yearly rate) ___ Z

Amount Financed (the amount of credit provided to you or on your behalf) ^___

You have the right to receive a written itemization of the Amount Financed 
at this time. Please initial the appropriate space.

____ Yes, I want a written itemization.

____ No, I do not want a written itemization.

Total of Payments (the amount you will pay when you make all payments as 
scheduled) $

The total of payments will be paid in _______ [monthly] payments of $_______
starting on _________ and due on the day of each [month] .

* Total Sale Price (the total cost of your purchase on credit, including
your downpayment of $___ ) $

Insurance
Credit life and disability insurance is not required to obtain credit, and it 
will not be provided unless you sign and agree to pay the additional cost.
The cost for such insurance is :

Credit Life [for years] $

Credit Disability [for ____ years] $

(signature)
Property insurance may be provided by anyone you choose. [If you get the insurance from 
us, the cost will be $______ .]

Late Charge You will be charged [$_______] [____ % of the payment] if a payment is
not received within ___days of its due date.

Security We are taking a security interest in [the goods being purchased.]
I______________________________.1

(other property)

I want credit life insurance

I want credit disability insurance



Prepayment If you pay off early, [you are [not] entitled to a refund of some of 
the finance charge.] [you will pay a penalty.]

See your contract documents for additional information about nonpayment, default, our 
right to accelerate your debt, and prepayment rebates and penalties.

** A subsequent purchaser or assignee may [not] assume this obligation on its original terms. 

[I have received a copy of this statement.]

[_____________________________________] [ _______________ ]
(name) (date)

*This disclosure is required only for credit sales. Otherwise, disclosures for sales 
and loans are identical.

**This disclosure is required only for residential mortgage transactions.



SAMPLE FORM FOR ALTERNATE SHOPPING DISCLOSURES

XYZ AUTO 

New Car Financing

15% ANNUAL PERCENTAGE RATE (the cost of your credit expressed as a yearly rate)

Loan Term Monthly Payment Total of FINANCE CHARGE (the dollar
(in months) Amount Financed* Amount Payments** amount the credit will cost you)

$5000 $ 173.33 $ 6239.76 $ 1239.76
6000 207.99 7487.71 1487.71
7000 242.66 8735.66 1735.66

48 5000 139.15 6679.38 1679.38
6000 166.98 8015.26 2015.26
7000 194.82 9351.13 2351.13

*The amount financed is the amount of credit provided to you or on your behalf, figured by taking the cash price 
of the car, subtracting the downpayment (including any trade-in) and any finance charge you must pay at the time 
of purchase, and adding other items you wish to finance, such as insurance.

You have the right to receive a written itemization of the amount financed before your purchase is completed, if 
you request it in writing.

**The total of payments is the amount you will pay when you make all payments as scheduled. The total of pay
ments plus your downpayment and trade-in equals the total sale price of your car bought on credit.

Your new car will serve as security for repayment.

If any payment is more than 10 days late, you will have to pay a late charge of $5.

If you pay off early, you will be entitled to a refund of some of the finance charge.

For more information on the effects of early payment, default, nonpayment and our right to accelerate your debt, 
see the installment sales agreement.




