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REGULATION Z -  TRUTH IN LENDING 

Final Revision of 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 final 
revised version of its Regulation Z, in accordance with the Truth in Lending 
Simplification and Reform Act. The new Regulation Z implements the Truth in 
Lending and Fair Credit Billing Acts. The provisions of the previous regulation 
dealing with the Consumer Leasing Act have been removed and issued as a new 
Regulation M.

The new Regulation Z is effective April 1, 1981; however, the Board 
gave creditors the option of continuing to comply with the existing regulation 
until March 31, 1982, a t which time compliance with the revised regulation is 
mandatory.

To make compliance easier, the Board provided a series of standard 
disclosure forms in the new regulation. The forms, in particular, attem pt to use 
simple, easily understandable language; and proper use of the forms will assure 
compliance with the regulation.

The revised regulation: (1) exempts a number of types of transactions 
covered by the existing regulation, (2) deletes a good deal of detail such as 
specifications for type-size and location of disclosures, (3) gives creditors more 
flexibility in making disclosures, and (4) reduces the burden of compliance for 
creditors.

In the near future, the Board will publish a commentary on the 
regulation to provide guidance on its use. The commentary will deal with the 
material covered by many of the existing staff interpretations. The existing 
interpretations will be rescinded effective April 1, 1982.

Five states are currently exempt from the original sta tu te and 
regulation. These exemptions will be automatically revoked on April 1, 1982, 
when the revised regulation replaces the old. The five exempt states will have 
one year to amend their state sta tu tes and regulations, apply for new 
exemptions, and receive determinations from the Board.

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)
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Regulation M implements the consumer leasing provisions of the 
Truth in Lending Act, as amended by Congress in March 1980. That portion of 
the Act and original Regulation Z is being issued as a separate regulation to 
make it easier to use. Regulation M contains almost identical leasing provisions 
as the original Regulation Z and will not require lessors to change their current 
method of operation.

Enclosed is the text of the revised Regulation Z, the appendices and 
model forms, the Federal Register material preceding the regulation, and a 
Federal Reserve Board press release dated March 26, 1981, summarizing the 
revised regulation. Also enclosed is the text of new Regulation M. The Federal 
Reserve Bank of Dallas will be issuing copies of the revised regulation in 
pamphlet form.

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

Sincerely yours,

William H. Wallace

First Vice President

Enclosures



FEDERAL RESERVE press release

For immediate release March 26, 1981

The Federal Reserve Board today issued a restructured, 

shortened and simplified version of its Regulation Z, to implement the 

Truth in Lending Simplification and Reform Act.—^

New Regulation Z covers the Truth in Lending and Fair Credit

2/
Billing acts.—  As part of its simplification of Regulation Z the Board

removed from the regulation sections formerly scattered through it dealing

2/
with the Consumer Leasing Act—  and issued them as a separate Regulation M.

At the same time, the Board suggested, in letters to the chairmen of the 

House and Senate banking committees,that the Consumer Leasing Act be 

simplified. Pending congressional action, the Board suspended efforts it 

had begun to simplify its consumer leasing rules.

In issuing its new Regulation Z the Board emphasized that it expects 

the simplified rules for disclosure of the full cost of borrowing to help 

both consumers and creditors. The Board said:

The revised act and regulation reflect a growing 
concern in Congress and elsewhere that Truth in 

Lending has not completely fulfilled its 
oriqinal purposes. In the last decade, surveys 
indicate that Truth in Lending has heightened 
consumers' awareness and understanding of the 
cost and terms of consumer credit transactions.
However, during the same period, it has become 

increasingly evident that the act, as then 
implemented, imposed highly complex and 
technical requirements on creditors, produced 

disclosures that sometimes obscured the 
imoortant information to consumers, and

— / Title VI of the Depository Institutions Deregulation and Monetary Control 

Act of 1980.
—  Contained in Title I of the Consumer Credit Protection Act of 1968.
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generated costly and burdensome litigation 

over technical interpretations of the 
regulation.

The revised regulation addresses these 

concerns in its emphasis on disclosure of 
essential credit information in a straight

forward manner, and on reduction in the 
number of technical disclosure burdens placed 

on creditors. The regulation's focus on 
simplified disclosure of material terms should 
benefit consumers by providing a more useful 
basis for credit decisions, and creditors by 
reducing the difficulty of compliance.

As required by the Truth in Lending Simplification Act, new 

Regulation Z is effective April 1, 1981. The Board gave creditors the 

option of continuing to comply with the existing regulation until March 31, 

1982. This provides time for both creditors and borrowers to become 

familiar with the new regulation, for changes to the use of new disclosure

forms and for reprogramming of computers and retraining of personnel.

To make compliance with the new rules easier —  and in this way to 

assist the public by encouraging compliance —  the Board provided, in the 

new regulation, a series of standard disclosure forms. Proper use of these 

forms will assure compliance. The new forms were developed with particular 

attention to the use of plain nontechnical language.

The Board began work on simplification of Regulation Z in 1977.

The Simplification Act was enacted following Board suggestions that the 

basic statute be changed to make possible substantial simplification of 

the implementing regulation. The final simplified rules issued by the Board 

reflect provisions of the new law and consideration of some 1,000 comments 

received on draft regulations twice proposed for public comment during 

1980. In its final form, the Board's new Regulation Z is some 40 percent 

shorter than the current regulation, it is restructured to make it



easier to use, its language has been revised in the interests of 

simplicity and readability, and under the Board's Regulatory Improvement 

Project —  a review of all Federal Reserve regulations —  it has been 

examined line by line to eliminate nonessential provisions and to improve 

and modernize the regulation in other respects.

The Board will publish in the near future a commentary on the 

regulation to provide guidance on its use and to incorporate certain detailed 

material now in the existing regulation. The commentary will deal with the

substance of scxne 1,500 staff interpretations issued over the past decade.

These interpretations will be rescinded effective April 1, 1982.

The Board said it had these principal objectives in revising and 

simplifying Regulation Z:

— To reduce substantially the burden of compliance.

— To assist small creditors, such as those many consumers
rely on, by streamlining regulatory requirements and by 

providing additional guidance in the interpretive commentary 
that will accompany the new regulation.

— To assist the majority of consumers by focusing the regulation 

on material disclosures and the dominant objectives of the law.

--To make the revised and simplified regulation a model of 
rational regulation under consumer credit protection laws.

The revised regulation:

— Exempts a number of types of transactions covered by the existing

regulation, including:

Many informal credit arrangements by doctors, hospitals 
and small merchants; level payment plans by fuel dealers; 
retail layaway plans; many refinancings of debts, and 

work-out agreements for delinquent debts.

— Deletes a good deal of detail, such as:

Much required specified terminology, and specifications 
for type size and location of disclosures.

- 3 -
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— Increase flexibility in a number of ways, including:

Allowing disclosure of interim and permanent construction 

financing as a single transaction or as two transactions; 
allowing a single disclosure when a transaction combines 
both credit sale and loan features; permitting advances 

made under a loan agreement to be disclosed separately 

or as a single transaction.

— Directly reduces the burden of compliance for creditors (which

is reflected in costs to the consumer) in such ways as:

Permitting compliance with relevant requirements of other 

agencies (such as compliance with HUD's disclosure 

requirements for the amount financed under the Real Estate 
Settlement Procedures Act) to satisfy certain Truth in 
Lending requirements, and by simplifying compliance with the 
requirement for a cooling off period when credit is advanced 

involving the use of a residence as collateral.

Following are the principal changes in the new regulation, together

with related current rules and reasons for the changes:

Current Rule Change Reason

1) The re gu l a t io n  a p p l i e s  
t o  "cred itors" who in the  
"ordinary course  o f  bus iness  
r e g u la r l y  extend or arrange  
f or  the  e x te ns io n  o f  consumer 
c r e d i t . "

"Creditor" de f ined  as person 
who extends  c r e d i t  more than 
25 t imes a yea r  (or more than 
5 t imes  in the  case  o f  t r a n s 
a c t i o n s  secured by a d w e l l 
i n g ) .

To avoid the  imprec is ion  
o f  "ordinary course  o f  
bus iness"  and "regular ly  
extends" and the  need 
fo r  fu r th er  regu la tory  
m a t e r i a l .

2) Loans made by t r u s t s ,  
or arranged by banks from 
t r u s t s ,  are covered i f  made 
"regu lar ly  in the ordinary  
course  o f  bu s i n e s s . "

The 2 5 - tr a n s a c t i o n  t e s t  
for  determining whether  
c r e d i t o r s  are covered  
would be appl i ed  t o  i n d i 
vidual  t r u s t s ,  thereby  
exc lud ing many t r u s t  
l oans .

Trust l oans  are us ua l ly  
made on p r e f e r e n t i a l  
t erms ,  u s u a l ly  to  t r u s t  
b e n e f i c i a r i e s ,  and due 
to  t h e i r  infrequency i t  
i s  a s u b s t a n t i a l  r eg u l a 
tory  burden t o  maintain  
procedures ,  t r a i n i n g  and 
forms for  i s o l a t e d  t r u s t  
department lo a n s .  The 
proposal  would reduce  
burden but s t i l l  cover  
l arge  t r u s t  plans  such as  
employee b e n e f i t  t r u s t s .
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Current Rule

3) Unusual t r a n s a c t i o n s  
which may have a s p e c t s  o f  
c r e d i t ,  but which do not  
l end themse lves  to  d i s 
c l o s u r e s  wi thout  complex 
r u l e s ,  are c o v e r e d - - f o r  
example,  layaway p l a ns ,  
l e t t e r s  o f  c r e d i t ,  and 
u t i l i t y  "budget p l ans ."

Exclude t h e s e  t r a n s a c t i  
from coverage .

Change Reason

To remove a source o f  
unnecessary regu la tory  
d e t a i l  and burden in 
s i t u a t i o n s  where d i s 
c l o s u r e s  are not par t i  
c u l a r l y  meaningful .

4) Loans to  f inan ce  rental  
property are covered i f  the  
property  i s  a "personal"  
investment  as opposed to  a 
"business  or commercial" 
a c t i v i t y .

A c lean t e s t  i s  s u b s t i t u t e d  
for  the current  d i s t i n c t i o n  
between "personal" as opposed 
t o  "business" investment .  
Loans to  f in an ce  rental  pro
perty  which i s  not owner-  
occupied (or expected to  be 
owner-occupied with in  1 ye ar )  
are excluded .  Loans for  
renta l  property c on ta in in g  3 
or more u n i t s  are excluded  
even i f  one un i t  i s  occupied  
by the  owner.

Current rule  i s  ambiguous,  
caus ing  un ce r ta in ty  and 
n e c e s s i t a t i n g  i n t e r p r e 
t a t i v e  opin ions  about  
what i s  "personal" and 

what i s  "bus iness ."

5) Credi t  f o r  which no 
f inance  charge i s  imposed 
i s  covered i f  i t  i s  payable  
by agreement in more than 
four i n s t a l l m e n t s .  This  
has been deemed to  inc lude  
informal arrangements .

Coverage l im i t e d  to  wr i t t en  
agreements u n l e s s  a f inance  
charge i s  in vo l ve d .  All  
agreements i n v o l v i ng  a 
f ina nc e  charge cont inue  to  
be covered.

To exclude informal  
arrangements not in v o lv i n g  
a f inan ce  charge ,  such 
as t hos e  f r e q u e n t l y  made 
by h o s p i t a l s ,  d o c t o r s ,  
d e n t i s t s ,  small t r a d e s 
people and o thers  as an 
accommodation t o  t h e i r  
cus tomers .

6) "Consummation," the  time  
by which d i s c l o s u r e s  must be 
made, has been i n te r p r e te d  as  
occurring  when the  customer i s  
under "economic coercion" to  
go forward with the  t r a n sa c t io n  
— for  example,  by having paid  
a non-re fundable  f e e .

"Consummation" de f ined  
as a t ime when a contrac tual  
r e l a t i o n s h i p  i s  created  
under s t a t e  law between 
the  p a r t i e s .

The "economic coerc ion"  
l i n e  o f  a n a l y s i s  causes  
un c e r ta in ty  and n e c e s s i t a t e s  
i n t e r p r e t a t i v e  op i n i on s .

7) D i s c lo s u r e s  must be made 
on the  b a s i s  o f  the  "under
standing" between the  p a r t i e s ,  
even i f  at  variance  from the  
l ega l  o b l i g a t i o n .

D i s c lo s u r e s  based on the  
l e g a l l y  en forceab l e  
o b i i g a t i o n .

To avoid u n c e r t a i n t i e s  
produced by d i s c l o s u r e  
based upon informal terms  
o f  repayment.
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Current Rule Change Reason

8) Cre d i tor s  must r e d i s c l o s e  
b efore  consummation i f  e a r ly  
d i s c l o s u r e s  become in accu rate .

9) New d i s c l o s u r e s  required  
when any consumer c r e d i t  
t r a n s a c t io n  i s  assumed by 
another customer.

Credi tors  t h a t  make ea r ly  
d i s c l o s u r e s  must r e d i s c l o s e  
only i f  APR v a r ie s  by more 
than s p e c i f i e d  percentage .

New d i s c l o s u r e s  required  
only in assumption o f  
r e s i d e n t i a l  mortgage  
t r a n s a c t i o n .

To provide i n c e n t i v e  for  
e a r l y  d i s c l o s u r e s  in order  
t o  f a c i l i t a t e  c r e d i t  shopping,  
while  as s ur i ng  consumer of  
n o t i c e  about s i g n i f i c a n t  
change in c o s t  o f  c r e d i t .

To l i m i t  r e d i s c l o s u r e  
r e s p o n s i b i l i t i e s  to  
those  assumptions in 
which consumer i s  most 
l i k e l y  t o  compare c r e d i t  
sourc es .

10) Most changes in terms 
on outs tand ing  o b l i g a t i o n s  
are cons idered ' 'ref inancings"  
re qui r in g  a l 1 new d i s 
c l o s u r e s .

11) Required t ermino logy  
i s  s p e c i f i e d  in open-end 
d i s c l o s u r e s  in a ddi t io n  to  
the  "annual percentage  rate" 
and "finance  charge" - -  for  
example,  the  "previous  
balance,"  "new ba lance ,"  
"payments," and "periodic  
r a t e . "

12) The minimum payment 
i s  a required d i s c l o s u r e  
in the  i n i t i a l  open-end 
c r e d i t  d i s c l o s u r e s .

"Refinancing" redefined  
to  inc lud e  only those  
agreements th at  s a t i s f y  
an old debt  and replace  
i t  with a new o b l i g a t i o n .

El iminate  t erminology  
requirements  o ther  than 
"annual percentage rate"  
and "f inance  charge."

El iminate  t h i s  r eq u i re 
ment .

Removes source o f  regu
l a t o r y  complexi ty  in 
i d e n t i f y i n g  which changes  
in terms c o n s t i t u t e  r e 
f in an c in g .  Also fo cuses  
d i s c l o s u r e  on what i s  
l i k e l y  t o  be a c r e d i t  
shopping po i n t .

Terminology requirements  
are a source o f  regu la to ry  
d e t a i l  and t ec hn ic a l  v i o 
l a t i o n  and are not mandated 
by s t a t u t e .  Uniform open-  
end terminology i s  probably  
now ingrained in the  i n 
dus try anyway.

Not required by the  
s t a t u t e ,  and w i l l  be 
d i s c l o s e d  in most cas es  
anyway.

13) Minimum f in an ce  charges  
must be d i s c l o s e d  on p e r io d ic  
statements  as a reminder to  
consumers o f  the  charges  
t h a t  may be imposed,  even 
i f  the  charges are not 
imposed during the  b i l l i n g  
c y c l e .

Minimum and o ther  f l a t  
charges  must be d i s 
c losed  only i f  they were,  
in f a c t ,  imposed during 
the b i l 1ing c y c l e .

Per iod ic  s tatement  over 
loaded with information;  
no s t a t u t o r y  requirement  
to  remind consumers o f  a 
minimum or o ther  types  o f  
f l a t  charges.
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Current Rule Change Reasons

14) Debit  cards a c c e s s i n g  a 
d e p o s i t  account  wi th over 
dra f t  c r e d i t  p r i v i l e g e s  are  
s u b j e c t  t o  " cr ed i t  card" 
p r o v i s i o n  making i s s u e r  
r e s p o n s ib l e  fo r  merchandise  
c la ims  a g a i n s t  the  merchant.

Such cards are exempt 
from t h i s  r u l e .

Applying t h i s  prov i s ion  
t o  d e b i t  cards presents  
opera t iona l  problems and 
probably exceeds  c on gr ess 
ional  i n t e n t .

15) To impose $50 l i a b i l i t y  
f o r  unauthorized use o f  a 
c r e d i t  ca rd ,  card i s s u e r  
must have d i s c l o s e d  po te nt ia l  
l i a b i l i t y ,  e i t h e r  on card or 
with in  2 y e a r s  pr io r  t o  un
author ized  use .  D i s c lo su re  
must in c lu d e  l i a b i l i t y  l i m i t ,  
f a c t  t h a t  n o t i c e  o f  l o s s  or 
t h e f t  may be oral  or w r i t t e n ,  
and address  fo r  r e c e i v in g  
n o t i c e .

D i s c lo s u r e  can be g iven at  
any t ime pr ior  to  unautho
r i zed  u s e ,  and need not  
s t a t e  an address  as long  
as some means o f  r e c e i v i n g  
n o t i c e  ( fo r  example,  t e l e 
phone number) i s  g iven .

S t a tu te  does not require  
anything more.

16) In i r r e g u l a r  t r a n s 
a c t i o n s ,  a l though c e r t a i n  
APR t o l e r a n c e s  are permi t ted ,  
t h e s e  are l i m i t e d  t o  several  
s l i g h t  i r r e g u l a r i t i e s  and 
have no a p p l i c a t i o n  to  the  
majori ty  o f  complex t r a n s 
a c t i o n s .

Provide a t o l e r a n c e  o f  1 / 4  
o f  1% fo r  any t r a n s a c t io n s  
in v o lv i n g  m u l t i p le  advances  
or i r r e g u l a r  payments.

To reduce regu la tory  
complexi ty  and c a l c u l a t i o n  
di f f i c u l t i e s .

17) No t o l e r a n c e  for  f inan ce  
charge d i s c l o s u r e .

A de n u n iin is t o l e r a nc e  i s  
provicfed: 55 i f  amount
f inanced i s  $1 ,000  or l e s s ;  
$10 i f  more than $1 ,000 .

To provide t o l e r a n c e  fo r  
minor m is t a k e s ,  as per 
mit ted by the  a c t ,  whi l e  
p r o t e c t in g  consumers a g a i n s t  
s i g n i f i c a n t  unders tatements .

18) Credi tor  must d i s c l o s e  
c e r t a i n  sums as "required  
d e p o s i t  balances" and take  
them in to  account in c a l 
c u l a t i n g  APR.

Creditor need only disclose 
th a t  a required d e p o s i t  has 
not been fac tor ed  in to  APR 
c a l c u l a t i o n .

El iminates  need fo r  compl i 
cated APR computat ion,  whi l e  
s t i l l  a ppr i s ing  consumers o f  
e f f e c t  o f  de po s i t  on c os t  
o f  c r e d i t .

19) Cred i tors  must provide  
example o f  e f f e c t  o f  v a r ia b le  
rate  f ea t ur e  in real  e s t a t e  
t r a n s a c t i o n s ,  based on 1/4 o f  
one percent  immediate i n c r e a s e .

Cred i tors  must g ive  example 
(des igned  by the  c r e d i t o r )  
of  v a r ia b le  rate  f e a t ur e  in 
any c lo se d- en d  t r a n s a c t i o n .

To help consumers b e t t e r  
understand po t e n t i a l  e f f e c t  
of  v a r ia b le  ra te  f e a t ur e  on 
payment schedule .  Repre
s e n t a t i v e  example des igned  
by c r e d i t o r  w i l l  make com
p l ia n ce  e a s i e r .
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Current Rule

20) I t em izat ion  o f  amount 
f inanced must be provided  
in a l l  t r a n s a c t i o n s .  (Under 
the s i m p l i f i c a t i o n  amend
ments to  the  s t a t u t e  i tem
i z a t i o n  need only be 
provided i f t h e  customer  
requ es t s  i t . )

21)  "Points" paid by the  
s e l l e r  in a real  e s t a t e  
t r a n s a c t i o n  must be included  
in the  f in an ce  charge i f  
paid ,  i n d i r e c t l y ,  by the  
purchaser through an 
in c r e a s e  in purchase.

22) Total c o s t  o f  insurance  
must be d i s c l o s e d  in c l o s e d -  
end c r e d i t  ( r a t h e r  than 
un i t  c o s t —e . g .  $1 per 
$1 ,000 o f  "amount f inanced")  
t o  exc lude  i t  from the  
f inance  charge.

23) Certain minor d i s 
c l o s u r e s  are required with  
s p e c i f i e d  1a n g u a g e - -e . g .  
"pickup payment," "bal loon  
payment," " tr a d e- in ."

24) Where t h e re  are advances  
under a c lo se d- en d  c r e d i t  
1 i n e ,  the  dates  o f  the  
advances must be e st imated  
and a s i n g l e  d i s c l o s u r e  made.

25)  A s i n g l e  i n te gr at ed  
d i s c l o s u r e  i s  required  
fo r  c o n s tr u c t io n  loans  
in v o lv i n g  advances during  
c o n s t r u c t i o n  and a s e t  
amort i za t ion schedule a f t e r  
c o n s t r u c t i o n  i s  completed.

Change

In t r a n s a c t i o n s  s ubj ec t  to  
the  Real Es tate  Se t t l ement  
Procedures Act ( v i r t u a l l y  
a l l  home purchase t r a n s 
a c t i o n s )  the RESPA c l o s i n g  
c o s t  d i s c l o s u r e s  would be 
deemed to  s a t i s f y  the  Truth 
in Lending i t e m iz a t io n  
requirements .

Exclude s e l 1e r 1s po i n t s  
from the f inan ce  charge in 
a l l  c a s e s .  Point s  paid by 
the  buyer o f  the  house would 
cont inue  t o  be d i s c l o s e d  as 
part  o f  the  f inan ce  charge.

Allow un i t  c o s t  d i s c l o s u r e  
in a l i m i t e d  number o f  c l o s e d -  
end t r a n s a c t i o n s  ( e . g .  th ose  
made by mail or phone) .

De le t io n  o f  requirements .

The c r e d i t o r  may e i t h e r  
t r e a t  t h e  arrangement as 
a s i n g l e  t r a n s a c t i o n ,  or 
a l t e r n a t i v e l y ,  make d i s 
c l o s u r e s  for  each draw 
under the  1 ine .

At the  c r e d i t o r ' s  o p t io n ,  
the  t r a n s a c t i o n  may be 
div ided  in to  two segments  
f o r  di -sd-osure—one for  
the co n s tr u c t io n  phase and 
one fo r  the  amo rt i za t ion .

Reason

El iminates  redundant d i s 
c l o s u r e s  and reduces  
f e d e r a l l y  required paper
work.

To avoid d i f f i c u l t y  in 
determining whether pur
chase p r i c e s  have been 
s p e c i f i c a l l y  increased  
to  cover s e l l e r ' s  p o i n t s .  
Al s o ,  t o  s i m p l i f y  d i s 
ci  o s ur e s .

Current ru le  can be 
burdensome in some c a s e s .

To omit d e t a i l  with no 
s u b s t a n t i v e  l o s s  to  con
sumers.

To recogn ize  th at  i n d i v i d 
ual c i r cum stances ,  bes t  
known t o  the  c r e d i t o r ,  may 
make one d i s c l o s u r e  method 
or the  other more meaning
ful  and e a s i e r  t o  compute.

To remove need f o r  compl i 
ca ted  c a l c u l a t i o n s  required  
to  i n t e g r a t e  c on s tr uc t io n  
advances with amort i za t ion  
sc he du le ,  where separate  
d i s c l o s u r e s  may a l s o  be 
useful  t o  consumers.
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26) Extended d i s c l o s u r e  of  
s e c u r i t y  i n t e r e s t s  and other  
terms r e l e v a nt  t o  p o s t -c o n 
summation ev e nt s  l i k e  d e f a u l t  
and prepayment.

27) The thr ee -d ay  r ig h t  o f  
r e s c i s s i o n  where a home i s  
used as s e c u r i t y  (which 
requires  t h a t  no funds be 
disbursed during the  period)  
may be waived only i f  the  
de lay  "wi l l  j eo pa rd ize  
w e l f a r e ,  h e a l t h ,  or s a f e t y  
or endanger property."

28) S p e c i f i c  r u l e s  apply  
f or  t reatment  o f  "cash 
rebates" from the c r e d i t o r  
or the  manufacturer.

29) In c r e d i t  a d v e r t i s i n g  
an example o f  a s p e c i f i c  
payment schedule  must be 
shown.

30) D i s c lo s u r e  must be 
given in c e r t a i n  type  s i z e ,  
in c e r t a i n  l o c a t i o n s ,  and 
not on more than one page 
in open-end c r e d i t .

31) Credi tors  may make 
i n c o n s i s t e n t  s t a t e -  
required d i s c l o s u r e s ,  
provided they are so 
l a b e l l e d .

Change

El iminat ion o f  d i s c l o s u r e  
d e t a i l s  such as whether  
s e c u r i t y  i n t e r e s t  a p p l i e s  
to  "af ter -acquired"  
property.

Waiver may be made simply  
i f  consumer determines  
the re  i s  a "bona f i d e  
personal  f in a n c i a l  emer
gency" ( the  s ta t u t o r y  
l anguage) .

At the  c r e d i t o r ' s  o p t io n ,  
cash re bates  need not be 
incorporated in to  d i s 
c l o s u r e s .

Credi tors  are given more 
f l e x i b i l i t y  in showing 
terms o f  repayment in 
ads.

These requirements are  
d e l e t e d .

Credi tor  may not g i ve  a 
s t a t e  d i s c l o s u r e  i f  Board 
determines  i t  d i r e c t l y  
c o n t r a d i c t s  f ederal  d i s 
ci o su r e s .

Reason

To remove unnecessary t e c h 
n ica l  material  that  does  
not a id  c r e d i t - s h o p p in g ,  
comp l ica tes  d i s c l o s u r e s  and 
causes  unproductive l i t i g a -  
g a t io n .

To a l low customers to  
obtain t h e i r  money promptly 
( fo r  example,  from a second 
mortgage) .  Prot ec t ion  from 
overreaching i s  s t i l l  pro
vided s in c e  the  use o f  pre 
pr in ted  forms t o  request  a 
waiver i s  p r oh ib i t e d .

To avoid n e c e s s i t y  for  
complex r u l es  covering  
great  v a r i e t y  o f  cash 
rebate  s i t u a t i o n s .

To a l low c r e d i t o r  to  
determine most appropr iate  
way t o  d e s c r i b e  i t s  own 
plan.

To reduce regu la tory  
d e t a i l  which i n h i b i t e d  
c r e d i t o r  f l e x i b i l i t y  
and r a i s e d  numerous 
i n t e r p r e t i v e  i s s u e s .

Avoids broad preemption 
(which Congress apparent ly  
r e j e c t e d )  o f  s t a t e  d i s c l o 
sure laws ,  and permits  
c r e d i t o r s  t o  cont inue  t o  
use in te g r a t ed  d i s c l o s u r e /  
c ont rac t  forms.
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FEDERAL RESERVE SYSTEM 

[12 CFR Part 226]

[Reg.  Z; Docket No. R-0288]  

TRUTH IN LENDING 

Revi sed Regulat ion Z

AGENCY: Board o f  Governors o f  the  Federal  Reserve System.

ACTION: Final  r u l e .

SUMMARY: The Board i s  adopt ing  a complete  r e v i s i o n  o f  i t s  Regulat ion Z (Truth
in Lending) .  The r e v i s i o n  implements the  Truth in Lending S i m p l i f i c a t i o n  and 
Reform Act ( T i t l e  VI o f  t h e  Depos i to ry  I n s t i t u t i o n s  Deregu la t ion  and Monetary 
Control  Act o f  1980,  Pub. L. 96 -221)  and s u b s t a n t i a l l y  a l t e r s  t he  requirements  
and the  s t r u c t u r e  o f  t he  cu rrent  r e g u l a t i o n .  Within t h e  l a s t  y e a r ,  t he  Board 
has t w i c e  publ i shed  proposed r e v i s i o n s  o f  the  r e g u l a t i o n  (45 FR 29702,  May 5,
1980,  and 45 FR 80648,  December 5 ,  1980) and r e ce i v e d  more than 1000 comments 
on t h o s e  p r o p o s a l s .

The new r e g u l a t i o n  becomes e f f e c t i v e  on Apri l  1 ,  1981,  but c r e d i t o r s  
have t he  o p t io n  o f  c o n t in u in g  t o  comply wi th  current  Regula t ion  Z u n t i l  March 31 
1982.  Beginning April  1 ,  1982,  c r e d i t o r s  s u b j e c t  t o  Regula t ion  Z must comply 
with t h e  r e v i s e d  r e g u l a t i o n .

The Board has c o n s o l i d a t e d  t h e  consumer l e a s i n g  p r o v i s i o n s  conta ined  
in cu rr en t  Regulat ion Z and i s  p u b l i s h in g  them as a s e p ar at e  r e g u la t i o n  (Regu
l a t i o n  M, 12 CFR 213) publ i shed  e l s e w h er e  in t h i s  i s s u e .

EFFECTIVE DATE: Apri l  1 ,  1981,  but  compliance o pt io n a l  u n t i l  Apri l  1 ,  1982.

FOR FURTHER INFORMATION: Contact  t h e  f o l l o w i n g  a t t o r n e y s  in the  D i v i s i o n  o f
Consumer and Community A f f a i r s ,  Board o f  Governors o f  the  Federal  Reserve  
System,  Washington,  D.C. 20551,  a t  (202)  452 -2412 ,  (202)  452-3667 ,  or  
(202)  452-3867:

Subpart A

Subpart B and 
Appendices

Gerald Hurst  
Beth Morgan 
Denise  Rechter

Ruth Amberg 
J e s s e  F i l k i n s  
Lynn Goldfaden  
Gerald Hurst  
Barbara Ranagan 
John Wood

Subpart C and 
Appendices

Subpart D and 
Appendices

Beth Morgan 
Denise  Rechter  
Rugenia S i l v e r  
Susan Werthan 
Claudia Yarus 
Steve  Z e i s e l

Lynn Goldfaden  
Susan Werthan
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SUPPLEMENTARY INFORMATION: (1)  Genera l . In March 1980,  Congress adopted the
Truth in Lending S i m p l i f i c a t i o n  and Reform Act ( T i t l e  VI o f  the  Depos i tory  
I n s t i t u t i o n s  Der egu la t ion  and Monetary Control Act o f  1980,  Pub. L. 9 6 - 2 2 1 ) .  
Although the  ac t  has been r e v i s e d  severa l  t imes  s i n c e  i t s  adopt ion in 1968,  
t h e  S i m p l i f i c a t i o n  Act marked the  f i r s t  co ncer ted  e f f o r t  by Congress ,  p a r t l y  
on the  b a s i s  o f  recommendations from the  Federal  Reserve Board,  t o  reduce  
f e d e r a l  Truth in Lending requirements .  Among i t s  major p r o v i s i o n s  are  (1)  a 
s i g n i f i c a n t  reduct ion  in consumer c r e d i t  d i s c l o s u r e s ,  p a r t i c u l a r l y  in c lo s e d - e n d  
t r a n s a c t i o n s ,  (2)  reimbursement requirements  f o r  c e r t a i n  c o s t  un d er s t a t e m en ts ,  
(3 )  a de c r ea s e  in c i v i l  l i a b i l i t y  f o r  v i o l a t i o n s ,  and (4)  r e v i s i o n s  in the  
a c t ' s  a p p l i c a t i o n  t o  real  e s t a t e  t r a n s a c t i o n s .

Fo l lowing the  enactment o f  the  r e v i s e d  s t a t u t e ,  t h e  Board t w i ce  
pu bl i s hed  proposed r e v i s i o n s  o f  Regula t ion  Z. The f i r s t  proposal  was publ i shed  
on May 5,  1980 (45 FR 29702)  and in corporated  changes mandated by the  r e v i s e d  
a c t ,  as  we l l  as  a number o f  s u b s t a n t i v e  and s t r u c t u r a l  changes from t h e  current  
r e g u l a t i o n .  Af ter  a n a l y s i s  o f  more than 500 comments on t h a t  p r o p o s a l ,  t h e  
Board publ i shed  a second r e v i s e d  r e g u l a t i o n  f o r  comment on December 5 ,  1980 
(45 FR 80 64 8 ) ,  which proposed f u r t h e r  s u b s t a n t i v e  changes .  The Board r ece iv ed  
approx imately  530 comments on t h e  second pr op os a l .  (Copies  o f  t h e s e  comments 
are a v a i l a b l e  through the  O f f i c e  o f  the  S e c r e t a r y ,  Board o f  Governors o f  the  
Federal  Reserve System,  Washington,  D.C.)

The r e v i s e d  a c t  and r e g u l a t i o n  r e f l e c t  a growing concern in Congress  
and e l sew her e  t h a t  Truth in Lending has not co m p le t e l y  f u l f i l l e d  i t s  o r i g i n a l  
purposes .  In t h e  l a s t  deca de ,  sur veys  i n d i c a t e  t h a t  Truth in Lending has 
he i ght ene d  consumers'  awareness  and understanding o f  t h e  c o s t  and terms o f  
consumer c r e d i t  t r a n s a c t i o n s .  During the  same p e r io d ,  however,  i t  has become 
i n c r e a s i n g l y  e v id e n t  t h a t  t h e  ac t  has imposed h i g h l y  complex and t e c h n ic a l  
requirements  on c r e d i t o r s ,  produced d i s c l o s u r e s  t h a t  sometimes obscured the  
important  in format ion t o  consumers ,  and generated  c o s t l y  and burdensome l i t i 
g a t io n  over  t e c h n i c a l  i n t e r p r e t a t i o n s  o f  t h e  r e g u l a t i o n .

The r e v i s e d  r e g u l a t i o n  a dd re ss es  t h e s e  concerns  in i t s  emphasis  on 
d i s c l o s u r e  o f  e s s e n t i a l  c r e d i t  in fo rm at i on  in a s t r a i g h t fo r w a r d  manner, and on 
r ed uc t io n  in t h e  number o f  t e c h n i c a l  d i s c l o s u r e  burdens placed on c r e d i t o r s .
The r e g u l a t i o n ' s  focus  on s i m p l i f i e d  d i s c l o s u r e  o f  mater ia l  terms should b e n e f i t  
consumers by prov id ing  a more us e fu l  b a s i s  f o r  c r e d i t  d e c i s i o n s ,  and c r e d i t o r s  
by reducing the  d i f f i c u l t y  o f  compl iance .

An o f f i c i a l  commentary t o  t he  r e g u l a t i o n ,  t o  be publ i shed  in t h e  near  
f u t u r e ,  w i l l  i n c or p or at e  t h os e  Board and s t a f f  i n t e r p r e t a t i o n s  p r e v i o u s l y  
i s s u e d  on cur rent  Regula t ion Z t h a t  remain a p p l i c a b l e  t o  the  new r e g u l a t i o n .
The commentary, which w i l l  be i s s u e d  in the  form o f  an o f f i c i a l  s t a f f  i n t e r p r e 
t a t i o n ,  w i l l  provide  a d d i t i o n a l  guidance regarding a p p l i c a t i o n  o f  the  r e g u l a t i o n  
and w i l l  i n c or p or at e  some o f  t h e  d e t a i l e d  m ater ia l  from the  current  r e g u l a t i o n .

One major change in the  r e v i s e d  r e g u l a t i o n ,  not  r e f l e c t e d  in the  
e a r l i e r  p r o p o s a l s ,  i s  t h e  d e l e t i o n  o f  the  requirements  r e l a t i n g  t o  consumer 
l e a s e s .  The Consumer Leas ing Act was adopted by Congress in 1976 as an amend
ment t o  t h e  Truth in Lending Ac t ,  and the  Board's  r e g u l a t i o n s  t o  implement the  
l e a s i n g  p r o v i s i o n s  have u n t i l  now been in corporated  i n t o  Regula t ion  Z. Because  
th ey  are  unr e la te d  t o  t h e  b a s i c  c r e d i t  o r i e n t a t i o n  o f  t h e  r e g u l a t i o n  and are
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r e l e v a n t  t o  co mparat ive ly  few i n s t i t u t i o n s ,  the  l e a s i n g  p r o v i s i o n s  have 
been placed in a s ep a ra te  Reg ula t ion  M. The new r e g u l a t i o n ,  which makes no 
s u b s t a n t i v e  change in t he  l e a s i n g  requirements  o f  t h e  current  r e g u l a t i o n ,  i s  
a l s o  be ing  adopted a t  t h i s  t ime  and appears e l sew her e  in t h i s  p u b l i c a t i o n .  
Regula t ion M i n c o r p o r a t e s  t he  l e a s i n g  forms t h a t  now appear in Board I n t e r p r e 
t a t i o n  §§ 2 2 6 . 1 5 0 1 ,  2 2 6 . 15 02 ,  and 2 2 6 . 150 3 .

As in t he  e a r l i e r  p r o p o s a l s ,  t h e  r e g u l a t i o n  i s  d i v i d ed  i n t o  s u b p a r t s ,  
with  Subpart B a dd re ss in g  open-end c r e d i t  and Subpart C c o n t a in i n g  r u l e s  for  
c l o s e d - e n d  c r e d i t .  Subparts A and D r e f l e c t  general  p r o v i s i o n s  o f  t h e  regu
l a t i o n  t h a t  r e l a t e  t o  both open-end and c lo s e d - e n d  c r e d i t .  The appendices  
f o l l o w i n g  Subpart D are  form al ly  a part  o f  t he  r e g u l a t i o n  and cont a in  a v a r i e t y  
o f  t e c h n i c a l  m a t e r i a l ,  s p e c i a l i z e d  r u l e s  and proce dur es ,  as we l l  as the  model 
forms and c l a u s e s  f o r  compliance with  t he  r e g u l a t i o n .  Supplement I t o  cur rent  
Regula t ion Z, which s e t s  f o r t h  e q u a t io n s  and i n s t r u c t i o n s  fo r  c a l c u l a t i n g  the  
annual pe rc en tag e  r a t e ,  has been r e de s i gn at e d  as Appendix J ,  but  i s  o th erw ise  
s u b s t a n t i a l l y  unchanged.

The new a c t  becomes e f f e c t i v e  on Apri l  1,  1982,  but r e q u i re s  the  
Board t o  adopt f i n a l  r u l e s  implementing the  a c t  by Apri l  1 ,  1981.  In order  
t o  prov ide  an adequate t r a n s i t i o n  per iod  during which c r e d i t o r s  may begin  
a d j u s t i n g  t h e i r  forms and procedures  t o  the  new r u l e s ,  c r e d i t o r s  have t h e  
op t io n  f o r  the  i n t e r v e n i n g  y ea r  o f  complying wi th e i t h e r  the  current  regu
l a t i o n  or t h e  r e v i s e d  r e g u l a t i o n .  By Apri l  1,  1982,  c r e d i t o r s  must be in  
compliance wi th  t h e  r e v i s e d  r e g u l a t i o n .  Cr ed i tors  may begin complying with  
t h e  r e v i s e d  r e g u l a t i o n  as  soon as  the y  are  a b l e ,  but th e y  are  not required t o  
do so u n t i l  Apri l  1 ,  1982.  A c r e d i t o r  may wish t o  conver t  i t s  e n t i r e  o pe r at io n  
t o  t he  new requirements  a t  one t ime  or i t  may p r e f e r  t o  phase in t h e  new r e q u i r e 
ments over  t i m e ,  f o r  example ,  by c o n v e r t i n g  t o  the  new r u l e s  by c a t eg or y  o f  
t r a n s a c t i o n ,  by branches or o f f i c e s ,  or even by t r a n s a c t i o n .  Any o f  t h e s e  
approaches i s  a c c e p t a b l e .  In a d d i t i o n ,  a c r e d i t o r  may choose  t o  f o l l o w  the  
r e v i s e d  r e g u l a t i o n ' s  r u l e s  on c r e d i t  a d v e r t i s i n g  and the  r ig h t  o f  r e s c i s s i o n  
even though i t  has not y e t  conve r te d  i t s  o t he r  o p e r a t i o n s  t o  the  new r e g u l a t i o n .

In a d d i t i o n  t o  t h e  new p r o v i s i o n s  on how t o  make d i s c l o s u r e s ,  the  
r e v i s e d  r e g u l a t i o n  c o n t a i n s  a number o f  new r u l e s  regard ing  cove rag e .  A c r e d i t o r  
may use  t h e  new coverage  r u l e s  t o  make t h e  de ter min at ion  as t o  whether a p a r t i c 
u l a r  t r a n s a c t i o n  or t h e  c r e d i t o r  i t s e l f  i s  covered by Regula t ion Z. For example,  
layaway p lans  are  not s u b j e c t  t o  t he  new r e g u l a t i o n ,  nor are oral  agreements  
payable  in more than four  i n s t a l l m e n t s  i f  t h e r e  i s  no f i n a n ce  charge .  These  
p r o v i s i o n s  may be r e l i e d  on even i f  a person i s  us i ng  t he  cur rent  r e g u la t i o n  
f o r  i t s  o t he r  o p e r a t i o n s .  S i m i l a r l y ,  a person may use t he  25 t r a n s a c t i o n s  
per y e a r  r u l e  o f  t h e  c r e d i t o r  d e f i n i t i o n  t o  de c id e  whether or not i t  i s  
s u b j e c t  t o  the  r e g u l a t i o n .

C r e d i to r s  may n o t ,  however,  "mix and match" requirements  from t h e  
c urr ent  and t h e  r e v i s e d  r e g u l a t i o n s  in making t h e  d i s c l o s u r e s  fo r  a s i n g l e  t r a n s 
a c t i o n .  For example,  a l l  o f  t h e  d i s c l o s u r e s  f o r  a c lo s e d - e n d  c r e d i t  t r a n s a c t i o n  
must be made in accordance wi th  t h e  c ur ren t  r e g u l a t i o n  or a l l  o f  them must be 
made in accordance wi th  t h e  r e v i s e d  r e g u l a t i o n .  S i m i l a r l y ,  an open-end c r e d i t o r  
must comply e i t h e r  wi th a l l  t h e  cu r r en t  r u l e s  or with  a l l  t he  r e v i s e d  r u l e s
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for  any in d i v id u a l  account .  (Of c o u r s e ,  p e r i o d i c  s ta te men ts  nay be nade under 
the  new requirements  even though the  i n i t i a l  d i s c l o s u r e s  were nade under tne  
o l d . )  A c r e d i t o r  may a v a i l  i t s e l f  o f  the  new t o l e r a n c e s  only i f  i t  complie s  
with  the  r e v i s e d  r e g u l a t i o n .

The Hoard and s t a f f  i n t e r p r e t a t i o n s  t h a t  have been i s s u e d  under the  
current  r e g u l a t i o n  w i l l  c o nt inu e  to  be e f f e c t i v e  u n t i l  Apri l  1,  1982,  for  t h os e  
c r e d i t o r s  complying wi th the  current  r e g u l a t i o n .  Those i n t e r p r e t a t i o n s  and 
l e t t e r s  w i l l  he revoked as o f  th at  d a t e .

The Roard hopes t h e s e  r u l e s  w i l l  provide  for  a s im pl e ,  order ly  t r a n 
s i t i o n  from old t o  new r u l e s  with a minimum of  d i s r u p t i o n  and inc on ve n i e nc e .

Five  s t a t e s  have been granted exemptions  from current  Regula t ion Z. 
Those e x e m p t i o n s - - t o  Co n ne ct i cu t ,  Maine,  M a s s a c h u s e t t s , Oklahoma, and V/yominq-- 
do not e x p i re  u n t i l  April  1,  1982.

(2)  Sec t i o n - h y - s e c t i on analy s i s .  Set  f o r t h  below i s  a s e c t i o n - b y -  
s e c t i o n  a n a l y s i s  o f  the  rev ised” r e g u l a t i o n ,  fo l lo we d  by the  t e x t  o f  the  regu 
l a t i o n .  In the d i s c u s s i o n  o f  the  p r o v i s i o n s ,  the  r e g u la t i o n  as i t  e x i s t e d  
p r i or  to  t h i s  Roard a c t i o n  i s  r e fe r r e d  t o  as the  "current" r e g u l a t i o n :  the  
r e g u l a t i o n  as modi f i ed  by t h i s  a c t i o n  i s  r e fe r r e d  t o  as the  "revised" r e g u l a t i o n .

S e c t i o n  226.  1 — Author i t v ,  purpose ,  c ov era ge ,  o r g a n i z a t i o n ,  enforcement  _and 
l i a b f l T t y .

This  s e c t i o n  r e s t a t e s  the  a u t h o r i t y  and purpose p r o v i s i o n s  now 
cont a in ed  in § 2 2 6 . 1 ( a )  o f  the  current  r e g u l a t i o n ,  and d e s c r i b e s  the coverage  
o f  the  r e g u l a t i o n .  It a l s o  e x p l a i n s  the  r e o r g a n iz a t io n  o f  the  r e g u la t i o n  in to  
four  major s u b p a r t s ,  and d i r e c t s  a t t e n t i o n  t o  the  s h i f t i n g  o f  c e r t a i n  mater ia l  
from the  re gu la to r y  t e x t  i n t o  appendices  and a commentary t o  be produced in 
t h e  near f u t u r e .

The l e a s i n g  p r o v i s i o n s  have been removed from Regula t ion  Z and are  
being i s s u e d  as a s e p a r a te  r e g u l a t i o n ,  Regula t ion  M. The Board b e l i e v e s  th at  
s i n c e  consumer l e a s i n q  i s  engaged in by such a small  proport ion o f  the  people  
covered by Regula t ion  Z, i t  makes more s ens e  t o  provide  the requirements  sepa 
r a t e l y .  The s e p a r a t i o n  o f  l e a s i n q  from c r e d i t  i s  aimed at  making both r e gu la 
t i o n s  e a s i e r  t o  u s e .

This s e c t i o n  r e f l e c t s  some minor e d i t o r i a l  changes from the  December 
pr op os a l .  A f o o t n o t e  has been added t o  c l a r i f y  t h a t  c r e d i t  i s  "reqularl .y" 
o f f e r e d  only i f  i t  meets the  s p e c i f i c  s tandards  s e t  out  in the  d e f i n i t i o n  of  
c r e d i t o r .  In paraqraph ( c ) ( 1 ) ( i i i )  the  word "payable" r e p la c e s  the  word "repay
ab le"  t o  more c l e a r l y  apply to  s a l e s  as wel l  as l o a n s .  The l i s t  o f  enforcement  
a g e n c i e s  has been added t o  the  enumeration o f  the  c o n t e n t s  o f  the  appendices  
in  paragraph ( d ) ( 6 ) .  However, the  d e t a i l e d  d e s c r i p t i o n  o f  the  appendices  has 
been d e l e t e d  so t h a t  i f  appendices  are added l a t e r ,  such a d d i t i o n s  w i l l  not  
r e q u i r e  amendments to t h i s  s e c t i o n .

The fo r e i g n  a p p l i c a t i o n  o f  Regula t ion  Z was a concern t o  some com-
men ters ,  p a r t i c u l a r l y  viith regard t o  c r e d i t  c ar ds .  The commentary w i l l  c l a r i f y
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t h e  Hoa r d ' s  p o s i t i o n  t h a t  i f  an a c c o u n t  i s  l o c a t e d  i n  t h e  U.S.  and c r e d i t  i s  
e x t e n d e d  t o  a M.S.  r e s i d e n t ,  t he  t r a n s a c t i o n  i s  s u b j e c t  t o  R e g u l a t i o n  Z.
Thi s  w i l l  he t h e  c a s e  whe t he r  or  no t  t h e  t r a n s a c t i o n  t a k e s  p l a c e  in t h e  U.S.  
and whe t he r  o r  not  t h e  e x t e n d e r  o f  c r e d i t  i s  c h a r t e r e d  in t h e  Un i t ed  S t a t e s  or  
a f o r e i n n  c o u n t r y .

P a r a q r a n h  (p)  o f  t he  r e v i s e d  r e g u l a t i o n  r e f e r s  t o  t h e  v a r i o u s  c i v i l  
and c r i m i n a l  l i a b i l i t y  p r o v i s i o n s  of  t h e  a c t .  I t  does  no t  d e s c r i b e  t h e  c o n t e n t  
o f  t h o s e  p r o v i s i o n s  as  does  5 2 2 6 . 1 ( c )  o f  t h e  c u r r e n t  r e q u l a t i o n ;  i t  i s  meant  
mer e l y  as  an easy  c r o s s - r e f e r e n c e  t o  t h e  a p p l i c a b l e  p r o v i s i o n s  o f  t h e  a c t .
The r e f e r e n c e  has been expanded from th a t  in the  December proposal  to  in c lu d e

S e c t i o n  22 6 .2  - -  Def i n i t i o n s  and r u l es  o f  c o n s t r u c t i o n .

Se c t io n  2 2 6 .2  i s  orqanized in two paragraphs:  § 2 2 6 . 2 ( a ) ,  which
c o n t a i n s  in a l p h a b e t i c a l  order the  d e f i n i t i o n s  that  apply t o  the  r e q u l a t i o n ,  
and 5 2 2 6 . 2 ( b ) ,  which c o n t a i n s  the  r u l e s  o f  c o n s t r u c t i o n .  The l e a s i n g  p r o v i s i o n s  
have been removed from t h e  r e v i s e d  r e q u l a t i o n  and in corporated  i n t o  a se parate  
r e q u l a t i o n ,  new Requlat ion M; t h e r e f o r e ,  a l l  r e f e r e n c e s  to  l e a s e s  have been 
d e l e t e d  frori t h i s  s e c t i o n .  Se c t i on  226 .2  i n c o r p o r a t e s  v i r t u a l l y  a l l  o f  the  
de f in ed  terms used in cu rrent  Requlat ion Z and a l l  o f  the  t e r n s  de f in ed  in the  
December pr o p o s a l ,  with the  e x c e p t i o n  o f  "personal  property" which has been 
e l i m in a t e d  because i t s  d e f i n i t i o n  r e l a t e s  pr i m ar i ly  t o  l e a s e s .

(a ) D e f in i t i o n s .

A c t . This d e f i n i t i o n  c i t e s  the  o r i g i n a l  and the  amended s t a t u t e s  and 
corresponds  t o  § 2 2 6 . 2 ( b )  o f  the  current  r e g u l a t i o n .  This t ern  was a ru le  o f  
c o n s t r u c t i o n  in the  December pro pos a l .

Adv e r t i s e m e n t . This d e f i n i t i o n  d e s c r i b e s  the  ad ve r t i se me nt s  t h a t  are  
s u b j e c t  to"T§ 2 2 6 .1 6  or 2 2 6 .2 4 .  It i s  based on § 2 2 6 . 2 ( d )  o f  the  current  
r e q u l a t i o n .

The d e f i n i t i o n  has been s l i g h t l y  r e v i s e d  from t h a t  in the  December
pr o p o s a l .  The phrase " i s  des igned  t o  promote" has been replaced by the  word
"promotes," a more d i r e c t  way o f  e x p r e s s i n g  the  idea in tended .

Two a d d i t i o n a l  t h in g s  should be noted about a d v e r t i s e m e n t s .  F i r s t ,  
t h e  d e f i n i t i o n  c o n t in u e s  to  ex c lude  d i r e c t  personal  c o n t a c t ,  such as fo l lo w- up  
l e t t e r s  and c o s t  e s t i m a t e s  f o r  i n d i v id u a l  consumers.  Second, a l l  pe r s on s ,  not  
only  c r e d i t o r s ,  must comply with the  a d v e r t i s i n g  requirements  o f  §§ 226 .16  and 
22 6 .2 4 .

Arranger o f  c r e d i t . This d e f i n i t i o n  i s  based on amended § 10 3 ( f )  of
the  a c t ,  which i n c lu d e s  in the  d e f i n i t i o n  o f  "cred i tor"  persons  in the  b u s i n e s s
o f  arrang ing  c r e d i t  under c e r t a i n  l i m i t e d  c i r c u m s ta n c e s .  The scope o f  the  
d e f i n i t i o n  i s  narrower than § 2 2 6 . 2 ( h )  o f  t h e  current  r e g u l a t i o n ,  because i t  
i n c l u d e s  only p r o f e s s i o n a l  arrangers  a c t i n g  on b e h a l f  o f  primary l en der s  who 
do not themse lves  f i t  t h e  d e f i n i t i o n  o f  " c r e d i t o r . "  To f a l l  w i t h in  t h i s  d e f i n i 
t i o n ,  a person must arrange fo r  e x t e n s i o n s  o f  consumer c r e d i t  ( t h a t  i s ,  c r e d i t  
s u b j e c t  t o  a f in a n c e  charge or payable by w r i t t e n  agreement in more than four
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i n s t a l l m e n t s )  by n o n - c r e d i t o r s  more than the  s p e c i f i e d  number o f  t imes  a y e a r .  
Footnote  2 s e t s  f o r t h  t h e  numerical  s ta n d ar d s ,  which are  t h e  same as t h os e  
used in t he  d e f i n i t i o n  o f  " c r e d i t o r , "  d i s c u s s e d  below.  The f i r s t  part  o f  t h e  
d e f i n i t i o n  has been r e dr a f t e d  t o  c l a r i f y  t h a t  t he  numerical  s tandard a p p l i e s  
only  t o  the  i n s t a n c e s  in which c r e d i t  arranged i s  in f a c t  extended and not  t o  
i n s t a n c e s  in which c r e d i t  i s  o f f e r e d  but not ac cepted .

B i l l i n g  c y c l e  or c y c l e , which corresponds  t o  § 2 2 6 . 2 ( i ) o f  t he  
c ur ren t  r e g u l a t i o n ,  i s  unchanged from the  December prop os a l .  The d e f i n i t i o n  
i n c o r p o r a t e s  a l o ngs tan di ng  s t a f f  p o s i t i o n  t h a t  t h e s e  c y c l e s  must be no lo nger  
than a q u a r t e r  o f  a y e a r .

The r e v i s e d  r e g u l a t i o n  d i f f e r s  from the  cur rent  r e g u la t i o n  in t h a t  i t  
a l s o  re qu ir e s  p e r i o d i c  s ta tement  c y c l e s  t o  be e q u a l ,  whereas t he  current  regu
l a t i o n  only s e t s  f o r t h  t h e  ru le  fo r  when such c y c l e s  may be cons id ere d  equal  fo r  
computat ion and d i s c l o s u r e  purposes .  The requirement  t h a t  c y c l e s  be o f  equal  
i n t e r v a l s  i s  intended  both t o  f a c i l i t a t e  a c c ur at e  d i s c l o s u r e s  and t o  ensure the  
f u r n i s h i n g  o f  s ta t e m e nt s  on a reg u la r  b a s i s .

The r e v i s e d  r e g u l a t i o n  r e t a i n s  t he  p r o v i s i o n  a l lo w in g  a c r e d i t o r  to  
c o n s i d e r  as equal  the  i n t e r v a l s  a t  which s ta te me nt s  are  s e n t ,  u n l e s s  a p a r t i c u l a r  
s ta te m e nt  date  v a r i e s  by more than four  days from t he  re gu la r  date  used by t he  
c r e d i t o r .  In a d d i t i o n ,  t he  r e v i s e d  d e f i n i t i o n  a l lo w s  g r e a te r  f l e x i b i l i t y  than  
t h e  cu rrent  one by p e r m i t t i n g  a c r e d i t o r  t h a t  uses  reg u la r  s ta tement  days  
(such as the  t h i r d  Thursday o f  every month) t o  measure i t s  four -day var ia nce  
from t h a t  day,  ra ther  than from t he  date  on which i t  f a l l s .

The Board not es  t h a t  the  r e v i s e d  d e f i n i t i o n  r e f e r s  t o  both " b i l l i n g  
c y c l e "  and "c y c le ,"  in l i g h t  o f  the  f a c t  t h a t  many c r e d i t o r s  do not b i l l  in the  
t r a d i t i o n a l  s e n s e ,  but r a th er  send s ta te me nt s  o f  the  account  t o  consumers.  No 
s u b s t a n t i v e  change i s  intended  by t h i s  a d d i t i o n .

Board. This d e f i n i t i o n  i s  v i r t u a l l y  i d e n t i c a l  t o  § 103(b)  o f  the  a c t  
and § 2 2 6 . 2 (k)  o f  t h e  current  r e g u l a t i o n .  I t  i s  de f in e d  here  t o  avoid n e e d l e s s  
r e p e t i t i o n  e l se wh ere  in t he  r e g u l a t i o n .

Bu s iness  da y . This d e f i n i t i o n  i s  based on t he  combinat ion o f  f o o t n o t e
14 t o  § 2 2 6 . 9  o f  the  cu rr en t  r e g u la t i o n  and the  d e f i n i t i o n  o f  "business  day" in  
t h e  December p ro po sa l .

Thi s  d e f i n i t i o n  prov ides  a general  r u l e  a p p l i c a b l e  t o  most s e c t i o n s  o f  
t he  r e g u l a t i o n  and a s p e c i a l  r u l e  a p p l i c a b l e  only t o  the  p r o v i s i o n s  on the  r i g h t  
o f  r e s c i s s i o n .  The genera l  r u l e ,  based on a c r e d i t o r ' s  normal o pe r at in g  s c h e d u l e ,  
i s  i d e n t i c a l  t o  t h e  December p r o po s a l .  It  i s  s u b s t a n t i a l l y  s i m i l a r  t o  i t s  c ou n t e r 
par t  in Reg ula t ion  E, which implements the  E l e c t r o n i c  Fund Tra ns f er  Act .  The 
r u l e  f o r  t r a n s a c t i o n s  s u b j e c t  t o  the  r ig h t  o f  r e s c i s s i o n  i s  v i r t u a l l y  i d e n t i c a l  
t o  f o o t n o t e  14 t o  § 226 .9  o f  the  cu rrent  r e g u l a t i o n .  The Board b e l i e v e s ,  
based on t he  comments,  t h a t  t r a n s a c t i o n s  s u b j e c t  to  t h e  r i g h t  o f  r e s c i s s i o n  
need a more d e f i n i t e  and uniform b us in e ss  day d e f i n i t i o n  and t h a t  a sep ar ate  
d e f i n i t i o n  fo r  t h os e  c a s e s  i s  j u s t i f i e d .  Thus, i t  has adopted t h i s  t w o - t i e r e d  
d e f i n i t i o n .
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Card i s s u e r . The d e f i n i t i o n  o f  card i s s u e r  i s  unchanged from t h e  
December proposal  and § 2 2 6 . 2 ( 1 )  o f  the  cur rent  r e g u l a t i o n .

Cardholder . This d e f i n i t i o n  d i f f e r s  in s t r u c t u r e ,  but not in s c o p e ,  
from § 2 2 6 . 2(m) o f  the  current  r e g u l a t i o n .  The cur rent  r e g u la t i o n  provides  
t h a t  a "cardholder" means any person t o  whom a c r e d i t  card i s  i s s u e d  f o r  any 
purpose .  Because o f  l i m i t a t i o n s  s e t  f o r t h  e l sew her e  in the  ac t  and r e g u l a t i o n ,  
however,  general  coverage  i s  in f a c t  r e s t r i c t e d  t o  natural  persons  who are  
i s s u e d  the  cards  for  consumer c r e d i t  purposes .  Other persons  t o  whom cards  
are i s s u e d  and cards  i s s u e d  f o r  non-consumer c r e d i t  purposes  are  covered only  
by t h e  p r o v i s i o n s  regarding c r e d i t  card i s s u a n c e  and l i a b i l i t y .  The r e v i s e d  
d e f i n i t i o n  r e f l e c t s  t h i s  d i s t i n c t i o n ,  as did t h e  December p r o p o s a l ,  and makes 
c l e a r  t h a t  a natural  person guarantee ing  a b u s i n e s s  c r e d i t  card i s  not a card
ho l der  e xc ept  fo r  t he  l i m i t e d  purposes  o f  § 2 2 6 .1 2 ( a )  and ( b ) .

The r e v i s e d  r e g u la t i o n  d i f f e r s  from the  December proposal  by d e l e t i n g  
l anguage t y i n g  coverage  as a cardho lder  t o  whether t h e  card was i s s u e d  at  the  
r eq ue s t  o f  t h a t  person.  Guidance on c r e d i t  card i s s u a n ce  appears in § 226 . 12 ( a )  
and the  accompanying m a t e r i a l .

Cash p r i c e . This  d e f i n i t i o n  i s  based on § 2 2 6 . 2(n)  o f  the  current  
r e g u l a t i o n .  The s ta tement  t h a t  charges  imposed e q u a l l y  in cash and c r e d i t  
t r a n s a c t i o n s  are included has been d e l e t e d  from t he  d e f i n i t i o n  s i n c e  i t  
e s s e n t i a l l y  re pe at s  the  se nse  o f  t h e  f i r s t  s e n t e n c e .  This i tem i s  no l ong er  a 
required  d i s c l o s u r e ,  as i t  i s  in t he  current  r e g u l a t i o n .

The d e f i n i t i o n  has been r e v i s e d  from t h e  December p r op os a l .  The 
l anguage  "at the  c r e d i t o r ' s  opt ion" has been added t o  the  second se ntence  
t o  s t r e s s  t h e  p e r m i s s iv e  nature o f  the  ru le  regard ing what can be included  
in the  cash p r i c e .  The word "opt ional" has been d e l e t e d  from the  phrase  
"opt ional  a c c e s s o r i e s "  as unn ecessary;  and no change in meaning i s  i n t end ed .

The Board has r ece iv ed  numerous q u e s t i o n s  regarding t h e  proper t r e a t 
ment o f  r e b a t e s ,  both manufacturer ' s  and s e l l e r ' s ,  in  c r e d i t  s a l e  t r a n s a c t i o n s .
The Board b e l i e v e s  th at  a uniform ru le  regard ing  t h e i r  t rea tment  fo r  Truth in 
Lending purposes  i s  n e i t h e r  d e s i r a b l e  nor f e a s i b l e .  This re pr es e nt s  a change  
from the  s t a f f ' s  p o s i t i o n  under t h e  current  r e g u l a t i o n  t h a t  re bat es  had t o  be 
d i s c l o s e d  in a p a r t i c u l a r  manner. This means t h a t  re bat es  need not be r e f l e c t e d  
in  the  Truth in Lending d i s c l o s u r e s ,  and i f  they are r e f l e c t e d ,  the  c r e d i t o r  may 
t r e a t  them in any manner.

Closed-end c r e d i t . This d e f i n i t i o n  has no counterpart  in the  current  
r e g u l a t i o n .  However, i t  has long been u n o f f i c i a l l y  used t o  d e s c r i b e  the  typ e  o f  
c r e d i t  r e fe r r ed  t o  in the  ac t  as "other than open-end." The d e f i n i t i o n  i s  i d e n t i 
cal  t o  t he  one in t h e  December pr o p o s a l .  Subpart C co n t a in s  the  s u b s t a n t i v e  
r u l e s  t h a t  apply t o  c lo s e d - e n d  c r e d i t  t r a n s a c t i o n s .

Consumer. This d e f i n i t i o n  i s  based p a r t l y  on the  s t a t u t o r y  d e f i n i t i o n  
in § 103(h)  and p a r t ly  on t he  d e f i n i t i o n  o f  "customer" in § 2 2 6 . 2 ( u ) o f  the  
c urren t  r e g u l a t i o n .
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The d e f i n i t i o n  has been s i g n i f i c a n t l y  r e v i s e d  from the  December propo sa l .  
It  prov ides  a genera l  ru le  f o r  most s e c t i o n s  o f  the  r e g u l a t i o n  and a s p e c i a l  ru le  
a p p l i c a b l e  only t o  the  p r o v i s i o n s  on t he  r i g h t  o f  r e s c i s s i o n .  The general  ru le  
s i g n i f i c a n t l y  reduces  the  scope o f  the  d e f i n i t i o n  from t h a t  in t he  cur rent  regu
l a t i o n  and December proposal ;  i t  i n c lu d e s  only cardho lders  and natural  persons  to  
whom consumer c r e d i t  i s  o f f e r e d  or ex tended .  This means t h a t  persons  such as 
e n d o r s e r s ,  guarantors  or s u r e t i e s  are  no lo nger  "consumers" f o r  purposes  o f  the  
general  r u l e .

The s p e c i a l  ru le  fo r  r e s c i s s i o n ,  however,  broadens t h e  d e f i n i t i o n  to  
i n c lu d e  any natural  person (such as a gua rantor ,  s u r e t y ,  or a person who i s  not  
l i a b l e  on t h e  c r e d i t  o b l i g a t i o n )  when t h a t  pe r s on ' s  home i s  s u b j e c t  t o  t h e  r i sk  
o f  l o s s .  That person has the  r ig h t  t o  r e c e i v e  the  mater ia l  d i s c l o s u r e s  and the  
n o t i c e  o f  the  r ig h t  t o  r e sc i n d  and may r e sc i n d  t h e  t r a n s a c t i o n .

There i s  one e x c e p t i o n  t o  the  r u l e  t h a t  a consumer must be e i t h e r  a 
natural  person or  a ca rdho l der .  Credi t  extended t o  land t r u s t s ,  as des cr i bed  
in t h e  mater ia l  accompanying § 2 2 6 . 3  o f  t h i s  r e g u l a t i o n ,  i s  cons id ere d  consumer 
c r e d i t  extended t o  a consumer f o r  Truth in Lending purposes .

Consumer c r e d i t . This d e f i n i t i o n  i s  based on § 2 2 6 . 2(p)  o f  t he  current  
r e g u l a t i o n ,  and i s  i d e n t i c a l  t o  t he  December proposa l .

Consummation. This d e f i n i t i o n  i s  based on § 226 .2 (kk)  o f  the  cur rent  
r e g u l a t i o n ,  which d e f i n e s  consummation in terms o f  the  c r e a t i o n  o f  a co nt rac tu a l  
r e l a t i o n s h i p ,  and i s  t he  same as t h a t  in t h e  December pr opo sa l .  As b e f o r e ,  s t a t e  
law de termines  when t h e  c on t ra c t ua l  o b l i g a t i o n  a r i s e s ,  but the  r e v i s e d  d e f i n i t i o n  
f o c u s e s  on when t he  consumer becomes o b l i g a t e d .

This  d e f i n i t i o n  i s  a s i g n i f i c a n t  departure from l ong s ta nd ing  s t a f f  
i n t e r p r e t a t i o n s  o f  the  current  r e g u l a t i o n  t h a t  had added the  concept  o f  "economic  
c oe rc i on "  t o  the  t e s t  o f  when consummation o c c u r s .  Under the  r e v i s e d  d e f i n i t i o n ,  
consummation occurs  only when the  consumer becomes c o n t r a c t u a l l y  o b l i g a t e d  on 
t h e  c r e d i t  t r a n s a c t i o n .  The t ime at  which a consumer becomes c o n t r a c t u a l l y  
o b l i g a t e d  on a purchase does not de termine  when consummation occurs  f o r  Truth 
in  Lending pur pos es ,  as long as t h e r e  i s  no c r e d i t  o b l i g a t i o n .  For example,  
when a consumer pays a nonrefundable  d e p o s i t  t o  purchase an aut omobi l e ,  a s a l e s  
c o n t r a c t  may have a r i s e n .  However, consummation f o r  Truth in Lending purposes  
does not occur u n l e s s  t he  consumer a l s o  c o n t r a c t s  f o r  f in a n c i n g  a t  t h a t  t im e .

C r e d i t . This d e f i n i t i o n  i s  based on § 103(e)  o f  t he  ac t  and § 2 2 6 . 2(q)  
o f  the  current  r e g u l a t i o n .  It  i s  i d e n t i c a l  t o  the  one in t h e  December propo sa l .
The re gu la to r y  d e f i n i t i o n  may be d i f f i c u l t  t o  apply in p a r t i c u l a r  f a c t  s i t u a t i o n s ,  
and t h e  Board t h e r e f o r e  o f f e r s  t he  f o l l o w i n g  gu i dance ,  which w i l l  a l s o  be 
in co rp or at ed  i n t o  t h e  commentary.

In the  Board's v iew,  layaway p lans  are  not  e x t e n s i o n s  o f  c r e d i t ,  u n l e s s  
th e  consumer i s  c o n t r a c t u a l l y  o b l i g a t e d  t o  c on t in u e  making payments.  Whether 
t h e  consumer i s  so o b l i g a t e d  i s  a mat ter  t o  be determined under s t a t e  law.  The 
f a c t  t h a t  t h e  consumer i s  not e n t i t l e d  t o  a refund o f  any amounts paid towards  
t h e  cash p r i c e  o f  the  merchandise  does not  br ing  layaways wi th in  t h e  r e g u l a t i o n .  
This p o s i t i o n  on e n t i t l e m e n t  t o  a refund i s  contrary t o  current  Board 
I n t e r p r e t a t i o n  § 2 2 6 .2 0 1 .
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Certain t r a n s a c t i o n s  do not i n v o l v e  the  voluntary  in c ur r i ng  o f  debt ;  
o t h e r s  do not in v o lv e  the  r ig ht  t o  d e f e r  a d e bt .  Tax l i e n s ,  tax  as ses sm ents  
and court  judgments ( in c l u d i n g  r e a f f i r m a t i o n s  o f  a debt  d i scharged  in bankruptcy,  
i f  approved by a court)  f a l l  i n t o  t h i s  ca teg or y  and are  t h e r e f o r e  not  covered  
by the  r e g u l a t i o n .  However, t h i r d - p a r t y  f i n a n c i n g  o f  such o b l i g a t i o n s  ( f o r  
example ,  o b t a in in g  a bank loan t o  pay o f f  a tax  l i e n )  would c o n s t i t u t e  c r e d i t  
f o r  Truth in Lending purposes .

I f  t he  consumer's  payments g e n e r a l l y  p a r a l l e l  the  va lue  re ce iv e d  
from t h e  o t he r  p a r t y ,  w i th  no co n t in u in g  o b l i g a t i o n  t o  make payments,  the  Board 
does  not view t h i s  as an e x t e n s i o n  o f  c r e d i t .  For example ,  c e r t a i n  insurance  
premium plans  i n v o lv e  payment in i n s t a l l m e n t s ;  each i n s t a l l m e n t  r e p r e s e n t s  pay
ment f o r  insurance  f o r  a c e r t a i n  f u tu re  per iod  o f  t im e .  I f  the  consumer f a i l s  
t o  make a payment,  coverage  i s  not provided f o r  t h a t  p e r io d .  There i s  in t h i s  
c a s e  no o b l i g a t i o n  f o r  the  consumer t o  c on t in ue  making payments.  S i m i l a r l y ,  
in a home improvement t r a n s a c t i o n  i n v o l v i n g  progr ess  payments,  t h e  consumer 
s imply  pays t he  value  o f  work completed as the  work p r o g r e s s e s ,  wi th no c o n t ra c 
t ua l  o b l i g a t i o n  t o  c o n t in u e  payments.  Thus,  t h e s e  t y p e s  o f  t r a n s a c t i o n s  are  not  
covered  by the  r e g u l a t i o n .

Ce rta in  t ype s  o f  l oans  are  not viewed as e x t e n s i o n s  o f  c r e d i t .  For 
example ,  where the  consumer borrows money a g a i n s t  the  accrued cash value  o f  an 
insur anc e  p o l i c y ,  c r e d i t  has not been ex tended because the  consumer i s ,  in  
e f f e c t ,  only us in g  t h e  consumer' s  own money.

I ssuance o f  l e t t e r s  o f  c r e d i t  and e x e c u t i o n  o f  opt ion  c o n t r a c t s  are  
not e x t e n s i o n s  o f  c r e d i t ,  a l though t h e r e  may be an e x t e n s i o n  o f  c r e d i t  when the  
l e t t e r  o f  c r e d i t  i s  presented  f o r  payment or the  op t io n  i s  e x e r c i s e d ,  i f  t he re  
i s  a d e f e r r a l  o f  the  payment o f  a debt  a t  t h a t  t ime .

In the  December proposal  the  Board su gg es ted  t h a t  pawn shop t r a n s a c t i o n s  
not be viewed as c r e d i t  e x t e n s i o n s .  The Board now b e l i e v e s  t h a t  t h e s e  t ype s  
o f  t r a n s a c t i o n s  are c r e d i t  e x t e n s i o n s  f o r  Truth in Lending purposes .  This  
approach i s  c o n s i s t e n t  wi th s t a f f  i n t e r p r e t a t i o n s  o f  t h e  cur rent  r e g u l a t i o n .

Credi t  c a r d . This  d e f i n i t i o n  corresponds  t o  § 2 2 6 . 2 ( r )  o f  t h e  current  
r e g u l a t i o n  wi th only minor e d i t o r i a l  changes .  The r e v i s e d  r e g u l a t i o n  d i f f e r s  
from the  December proposal  s i n c e  i t  re turns  t o  the  current  r e g u l a t i o n ' s  l an 
guage t h a t  a c r e d i t  card i s  a " s in g le "  c r e d i t  d e v i c e .  This was done s imply as  
a c l a r i f i c a t i o n  and no s u b s t a n t i v e  change i s  in tended .

Cred i t  s a l e . This d e f i n i t i o n  i s  based on § 103(g)  o f  t h e  ac t  and 
§ 2 2 6 . 2 ( t ) o f  t h e  current  r e g u l a t i o n .  It  i s  s i m i l a r  t o  t h a t  in the  December 
p r o p o s a l ,  ex cept  t h a t  " t o ta l  value" r e p l a c e s  "aggregate  value" in paragraph
(1)  and pare nth eses  have been added t o  paragraph (2)  t o  improve r e a d a b i l i t y .

C r e d i t o r . This d e f i n i t i o n  i s  based on amended § 1 0 3 ( f )  o f  t h e  a c t ,  
and i s  r e v i s e d  from § 2 2 6 . 2 ( s ) ,  i t s  c o un te rpa rt  in t h e  current  r e g u l a t i o n .

The d e f i n i t i o n  r e t a i n s  in paragraph (1)  t he  "r eg u la r l y  extends"  
s tandard found in the  current  r e g u l a t i o n .  However, new f o o t n o t e  3 d e f i n e s  
"regu lar ly"  by r e f e r e n c e  t o  the  f requency wi th  which c r e d i t  i s  ex tended .  The



§ 226.2 -  10 -

numerical  t e s t s  are  s i m i l a r  t o  t h o s e  in t h e  December p r op os a l ,  but they have  
been r e v i s e d  t o  in c lu d e  persons  who meet the  numerical  t e s t  in the  current  year  
even i f  they did not meet i t  in t he  preced ing  y e a r .

For example,  i f  a b u s i n e s s  be g ins  in 1981 and ex tends  unsecured con
sumer c r e d i t  20 t i m e s ,  i t  i s  not a c r e d i t o r  f o r  purposes  o f  t h e  r e g u l a t i o n  in
1981.  However, i f  i t  ex tends  consumer c r e d i t  75 t im es  in 1982,  i t  becomes a 
c r e d i t o r  f o r  Truth in  Lending purposes  a f t e r  t h e  25th e x t e n s i o n  o f  c r e d i t .  On 
t h e  o t he r  hand, i f  a person ex tends  consumer c r e d i t  26 t im e s  in 1981,  then i t  
i s  a c r e d i t o r  f o r  Truth in Lending purposes  f o r  a l l  e x t e n s i o n s  o f  consumer c r e 
d i t  in 1982.  The Board b e l i e v e s  t h e s e  numerical  t e s t s  w i l l  be most use fu l  in 
c a s e s  when a person does not extend c r e d i t  as part  o f  i t s  primary b u s i n e s s  and 
t h e r e f o r e  i s  ge nui ne ly  unsure whether i t  i s  a "cred i tor" f o r  Truth in Lending  
purposes .

The d e f i n i t i o n  has a l s o  been r e v i s e d  t o  r e q u i r e ,  i f  t h e r e  i s  no 
f i n a n c e  ch a rg e ,  t h a t  t h e r e  be a w r i t t e n  agreement t o  pay in more than fou r  
i n s t a l l m e n t s ,  in order f o r  a person o f f e r i n g  c r e d i t  t o  be cons id ere d  a c r e d i t o r .  
This i s  narrower than in t h e  current  r e g u l a t i o n ,  which covers  both oral  and 
w r i t t e n  agreements.  Whenever a f i n a n c e  charge i s  imposed,  o f  c o u r s e ,  the  
t r a n s a c t i o n  would come w i t h in  the  r e g u l a t i o n ' s  coverage  whether or not t h e r e  
i s  a w r i t t e n  agreement.  This i s  c o n s i s t e n t  wi th  t h e  approach taken in the  
cu rr en t  r e g u l a t i o n .

The requirement in paragraph ( l ) ( i i )  t h a t ,  f o r  a person t o  be a c r e 
d i t o r ,  t he  o b l i g a t i o n  must be i n i t i a l l y  payable  on i t s  f a c e  to  t h a t  person ,  i s  
new; i t  implements amended § 1 0 3 ( f )  o f  the  a c t .

Paragraph (2)  implements amended § 10 3 ( f )  o f  t he  ac t  and i s  i d e n t i c a l  
t o  i t s  counte rp art  in the  December pr opo sa l .

Paragraph (3)  o f  the  d e f i n i t i o n ,  which ex tends  t h e  coverage  o f  c e r t a i n  
p r o v i s i o n s  o f  t h e  r e g u l a t i o n  t o  persons  who honor c r e d i t  c a r d s ,  i s  s u b s t a n t i v e l y  
unchanged from t he  cu rrent  r e g u l a t i o n .

Paragraphs (4)  and (5)  o f  the  d e f i n i t i o n  impose c e r t a i n  c r e d i t o r  
r e s p o n s i b i l i t i e s  on card i s s u e r s .  Although t h e  p r o v i s i o n  has been reorganized  
from t h e  cu rrent  r e g u l a t i o n ,  the  Board in te n d s  no s u b s t a n t i v e  d i f f e r e n c e  in  
coverage between t he  c ur ren t  and t h e  r e v i s e d  r e g u l a t i o n s .

Paragraph (4)  prov ide s  t h a t  card i s s u e r s  are  c r e d i t o r s  f o r  purposes  
o f  Subpart B i f  they ex tend open-end c r e d i t  or consumer c r e d i t  not  i n v o l v i n g  
e i t h e r  a f in a n c e  charge or a w r i t t e n  agreement t o  pay in more than four i n s t a l l 
ments .  As a l l  d i s c l o s u r e s  are t o  be made only  as a p p l i c a b l e ,  a card i s s u e r  
t h a t  ex tends  consumer c r e d i t  wi thout  a f i n a n c e  charge would,  o f  c o u r s e ,  omit  
f in a n c e  charge d i s c l o s u r e s .  Other general  p r o v i s i o n s  o f  t h e  r e g u l a t i o n  regarding  
such areas  as s c o p e ,  d e f i n i t i o n s ,  Spanish language d i s c l o s u r e s ,  record r e t e n t i o n ,  
and use o f  model forms a l s o  apply .

Paragraph (5)  a p p l i e s  t o  a card i s s u e r  ex ten d i ng  consumer c r e d i t  t h a t  
does  not meet t h e  t e s t  f o r  open-end c r e d i t .  This paragraph corresponds  t o  
§ 2 2 6 . 8 (q)  o f  t h e  current  r e g u l a t i o n ,  which imposes c e r t a i n  open-end d i s c l o s u r e s  
and e r r o r  r e s o l u t i o n  r e s p o n s i b i l i t i e s  on c r e d i t  card i s s u e r s ,  even though they  
are  a l s o  f u l l y  s u b j e c t  t o  the  c lo s e d - e n d  c r e d i t  requirements .  The p a r e n t h e t i c a l
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i s  in tended  t o  make c l e a r  t h a t  such a card i s s u e r  need not make both open-  and 
c l o s e d - e n d  f i n a n ce  charge d i s c l o s u r e s ,  and i s  s u b j e c t  t o  the  c l o s e d - e n d ,  rather  
than t h e  open-end,  r e s c i s s i o n  p r o v i s i o n .

Downpayment. This d e f i n i t i o n  i s  a new one t h a t  has no s t a t u t o r y  
c o u n t e r p a r t .  The d e f i n i t i o n  has been r e v i s e d  from the  December proposal  by 
d e l e t i n g  t he  r e fe r e n c e  t o  the  amount f inanced  and payment sc h e d u l e .  This change  
was made merely t o  s t r e a m l i n e  t h e  d e f i n i t i o n .

The second p o r t io n  o f  the  d e f i n i t i o n  d e a l s  with d e f err ed  p o r t io n s  o f  
the  downpayment, o f t e n  r e fe r r ed  t o  as "pick-up payments." I t  permi ts  pick-up  
payments t o  be t r e a t e d  as part  o f  t h e  downpayment and excluded from the  amount 
f i n a n c e d ,  as  does Board I n t e r p r e t a t i o n  § 226 .504  o f  t h e  cur rent  r e g u l a t i o n .  The 
r e v i s e d  r e g u l a t i o n ,  however,  does  not  requ ire  c r e d i t o r s  t o  r e f l e c t  the  de ferred  
amount in the  payment sc h e d u l e .

Thus,  the  c r e d i t o r  has s e v e r a l  o p t io n s  a v a i l a b l e  concern ing  the  t r e a t 
ment o f  pick-up payments.  For example,  when the  pick-up payment i s  t r e a t e d  as 
part  o f  the  downpayment: (1)  i t  i s  not included  in the  amount f inan ced ;  and
(2)  i t  may but need not be r e f l e c t e d  in the  payment sc he du le .  On t h e  o t her  
hand,  when the  pick-up payment does not meet the  d e f i n i t i o n  ( f o r  example,  i f  
i t  i s  payable a f t e r  t he  second scheduled  payment) or when t h e  c r e d i t o r  chooses  
not t o  t r e a t  i t  as part  o f  t h e  downpayment: (1)  i t  must be inc luded in the
amount f i n a n ce d ;  and (2)  i t  must be r e f l e c t e d  in the  payment sc he du le .  However 
the  pick-up payment i s  t r e a t e d ,  t h e  t o t a l  o f  payments must equal t he  sum of  
t he  payments d i s c l o s e d .

Dwel1i n g . This d e f i n i t i o n  implements new § 103( v ) o f  t h e  a c t .  The 
d e f i n i t i o n  i s  broader than i t s  c ou nt erp art  in § 2 2 6 . 2 (v )  o f  the  cur ren t  r e g u la 
t i o n  in t h a t  i t  i n c l u d e s  mobi l e  homes and c o o p e r a t i v e s ,  as we l l  as o t her  r e s i 
d e n t i a l  u n i t s .  The d e f i n i t i o n  c o n t in u e s  t o  ex c lu de  from i t s  scope s t r u c t u r e s  
t h a t  are  not used as r e s i d e n c e s .

Open-end c r e d i t . This d e f i n i t i o n ,  which corresponds t o  § 2 2 6 . 2 (x )  of  
the  c urr ent  r e g u l a t i o n ,  implements t he  amended § 1 0 3 ( i )  o f  t h e  a c t .  The pro
v i s i o n  d i f f e r s  s i g n i f i c a n t l y  from t h e  current  r e g u l a t i o n ,  as  d i s c u s s e d  below.  
Although t h e  d e f i n i t i o n  i s  s u b s t a n t i v e l y  unchanged from the  December pr op os a l ,  
major e d i t o r i a l  changes have been made.

The current  r e g u l a t i o n ,  and the  December pr o p o s a l ,  provide  in part  
t h a t  open-end c r e d i t  i s  c r e d i t  ex tended on an account  pursuant  t o  a p lan .  A 
number o f  commenters,  p a r t i c u l a r l y  c r e d i t  un io ns ,  asked f o r  f u r th e r  guidance  
on whether a program o f f e r i n g  a number o f  d i f f e r e n t  c r e d i t  f e a t u r e s  could be 
c on s id er e d  one open-end c r e d i t  ac c ou nt .  Under many o f  t h e s e  programs,  each  
consumer i s  deemed t o  have a s i n g l e  "account" wi th t h e  i n s t i t u t i o n  t h a t  cou ld  
be a c c e s s e d  re pe at e d l y  v i a  a number o f  sub-ac cou nts  e s t a b l i s h e d  f o r  t h e  d i f f e r e n t  
program f e a t u r e s  and r a te  s t r u c t u r e s .  Some i n d i v id u a l  f e a t u r e s  o f  the  program 
could  be used r e p e a te d l y  ( f o r  example ,  an o v e r d r a f t )  whereas o t he rs  might be used 
i n f r e q u e n t l y  (such as t h e  par t  o f  the  c r e d i t  l i n e  a v a i l a b l e  f o r  c r e d i t  s ecured  
by an au t om ob i l e ) .  I f  t h e  program as a whole has p r es cr i be d  terms and o th erw ise  
meets  the  open e n d - c r e d i t  d e f i n i t i o n ,  the  Board b e l i e v e s  t h a t  such a program 
could be co ns id ered  a s i n g l e  m u l t i - f e a t u r e d  ac count .  To help a l l e v i a t e
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c o n f u s io n  caused by t h e  use  o f  the  term "account ," the  r e v i s e d  r e g u la t i o n  has  
d e l e t e d  t h e  r e f e r e n c e  t o  "account" found in both the  current  r e g u l a t i o n  and 
th e  December pr o p o s a l ,  and i n s t e a d  uses  the  s t a t u t o r y  language t h a t  r e f e r s  to  
open-end c r e d i t  "plans ."

Paragraph (1)  o f  t he  d e f i n i t i o n  prov ides  t h a t  the  c r e d i t o r  must  
r ea sonably  contemplate  repeated  t r a n s a c t i o n s  on the  plan.  This i s  unchanged 
from t h e  December proposal  and r e f l e c t s  an amendment t o  § 1 0 3 ( i ) o f  the  a c t .
This  par t  o f  the  open-end c r e d i t  d e f i n i t i o n  r e p la c e s  t h e  current  re gu la to r y  
requirement  t h a t  the  terms o f  t he  plan provide  f o r  c r e d i t  t r a n s a c t i o n s  "from 
t ime  t o  t im e ."  The c ur ren t  r e g u l a t o r y  requirement  t h a t  the  c r e d i t o r  reasonably  
con tem pla te  m u l t i p l e  t r a n s a c t i o n s  was in te n d ed ,  accord ing  t o  t h e  Senate  Report  
on S.  108,  t o  curb t he  use o f  sp ur io us  open-end c r e d i t  p l an s .  In p a r t i c u l a r ,  
t he  committee ex pressed  t h e  b e l i e f  t h a t  consumers should r e c e i v e  e s s e n t i a l  c o s t  
d i s c l o s u r e s ,  such as  t he  t o t a l  f i n a n c e  charge and t h e  t o t a l  o f  payments,  when 
a c r e d i t o r  makes what i s  l i k e l y  t o  be a one - t ime  c r e d i t  e x t e n s i o n .  A number 
o f  commenters asked f o r  g u i d e l i n e s  on determin ing when a c r e d i t o r  may be s a i d  
t o  co ntemplate  such repeated c r e d i t  e x t e n s i o n s .  The Board b e l i e v e s  t h a t  t h i s  
i s  a q u e s t io n  o f  f a c t  t o  be decided  in the  c o n t e x t  o f  t h e  c r e d i t o r ' s  ty pe  o f  
b u s i n e s s ,  and t h e  c r e d i t o r ' s  r e l a t i o n s h i p  with a consumer.  For example,  as  
d i s c u s s e d  in t h e  n o t i c e  accompanying t he  December pr o p o s a l ,  i t  would be more 
reaso na ble  f o r  a t h r i f t  i n s t i t u t i o n  chartered  f o r  t he  b e n e f i t  o f  i t s  members 
t o  contemplate  repeated  t r a n s a c t i o n s  wi th a member, than fo r  an aluminum s i d i n g  
d e a l e r  t o  make the  same assumption about i t s  cus tomers .  S i m i l a r l y ,  i t  would 
be more rea son abl e  f o r  a bank t o  contemplate  repeated t r a n s a c t i o n s  when i t  
makes a purchase  money loan f o r  an automobi l e  t o  be used by t h e  consumer to  
f u r t h e r  s ecu re  an open-end l i n e  than i t  would be fo r  an automobi l e  d e a l e r  t o  
s e l l  a car  under open-end p lan .

The cu rrent  r e g u l a t i o n  r e q u i r e s  t h a t  t h e  consumer have the  p r i v i l e g e  
o f  paying t h e  balance  in f u l l  or in i n s t a l l m e n t s .  The r e v i s e d  r e g u la t i o n  
d e l e t e s  t h i s  t e s t .  The Board b e l i e v e s  t h a t  a plan in which purchases  are  
contemplated from t ime  t o  t i m e ,  wi th f i n a n c e  charges  imposed on t h e  ou ts ta n d in g  
unpaid b a l a n c e ,  would q u a l i f y  as open-end c r e d i t ,  even though f u l l  payment i s  
required  a t  t h e  end o f  each month. The December proposal  conta ined  a modif i ed  
v e r s i o n  o f  t h e  current  p r o v i s i o n ,  s e t t i n g  f o r t h  t h e  t e s t  t h a t  the  consumer  
must be g iven  t h e  p r i v i l e g e  o f  paying t h e  ba lance  in f u l l  a t  any t ime wi thout  
p e n a l t y .  The Board s o l i c i t e d  comment on t h e  need f o r  t h i s  t e s t ,  in  l i g h t  o f  
t h e  f a c t  t h a t  t h e  d e f i n i t i o n  r e q u i r e s  c a l c u l a t i o n  o f  t he  f in an ce  charge on the  
b a s i s  o f  t h e  out s ta nd in g  unpaid b a l a n c e ,  thus  a l rea dy  d i s t i n g u i s h i n g  open-end  
plans  from p lans  i n v o l v i n g  precomputed f i n a n ce  c ha r g e s .  While a few commenters  
b e l i e v e d  t h a t  t h e  language provided a use fu l  d i s t i n c t i o n  from c lo s e d - e n d  c r e d i t ,  

’ t h e  m a jo r i ty  o f  commenters on t h i s  s e c t i o n  f e l t  t h a t  t he  pr o v i s i o n  should be 
d e l e t e d .

Paragraph (2 )  o f  t h e  r e v i s e d  r e g u l a t i o n ,  regard ing  the  computation  
o f  f i n a n c e  c h a r g e s ,  i s  unchanged from t h e  cu r r en t  r e g u la t i o n  and the  December 
p r o p o s a l .

Paragraph (3 )  o f  the  r e v i s e d  r e g u l a t i o n ,  which was paragraph ( 4 )  o f  
th e  December pr o p o s a l ,  has no c o un te rp a rt  in t h e  cu rr ent  r e g u la t i o n  but does  
not s u b s t a n t i v e l y  a l t e r  the  open-end c r e d i t  d e f i n i t i o n  from the  current  d e f i n i 
t i o n .  This  f a c t o r  i s  in tended t o  a s s i s t  c r e d i t o r s  in d i s t i n g u i s h i n g  open-end
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c r e d i t  from a s e r i e s  o f  advances made pursuant  t o  a loan commitment.  Under 
such a commitment,  fo r  example,  a c r e d i t o r  might agree  t o  l end a t o t a l  o f  
$10 ,000  in a s e r i e s  o f  advances as needed by the  consumer.  When a consumer 
has borrowed t he  f u l l  $ 1 0 , 0 0 0 ,  no more money i s  advanced under t h a t  p a r t i c u l a r  
agreement even i f  t h e r e  has been a repayment o f  a por t ion  o f  t h e  debt .  Such a 
commitment would be c o ns id er e d  c lo s e d - e n d  c r e d i t .  This  paragraph has been e d i 
t o r i a l l y  r e v i s e d  from t h e  December proposal  in response  t o  commenters1 conc ern s .  
The language prov id ing  t h a t  the  amount o f  c r e d i t  i s  "r ep l en i she d  t o  t h e  e x t e n t  
t h a t  t h e  consumer repays on the  ou t s ta n d in g  balance" has been rep laced  by "i s  
g e n e r a l l y  made a v a i l a b l e  t o  the  consumer t o  the  e x t e n t  t h a t  t he  consumer repays  
t h e  o u ts ta nd in g  ba l anc e . "  By t h i s  language the  Board in te nd s  t o  make c l e a r  
t h a t  t he  c r e d i t o r  may make a l lowance  f o r  re du c t io ns  in t he  c r e d i t  l i n e  or  
r e f u s e  t o  extend c r e d i t  in a p a r t i c u l a r  c a s e  due to  changes in t h e  economy, t h e  
c r e d i t o r ' s  f i n a n c i a l  c o n d i t i o n ,  or a change in t h e  borrower's  c r e d i t w o r t h i n e s s .  
While t h e  consumer should have a re asonable  e x p e c t a t i o n  o f  o b t a in in g  c r e d i t  as 
l ong as the  account  remains current  and w i t h i n  any p r e s e t  c r e d i t  l i m i t s ,  an 
e x t e n s i o n  need not  be an a b s o l u t e  r i g h t  in order  f o r  the  plan t o  be c on s id ere d  
open-end c r e d i t .

The Board a l s o  no te s  t h a t  t h e  r e v i s e d  r e g u l a t i o n  d i f f e r s  from the  
cur rent  r e g u la t i o n  in d e l e t i n g  t h e  per se  e x c l u s i o n  from open-end c r e d i t  o f  
n e g o t i a t e d  advances under an open-end real  e s t a t e  mortgage or a l e t t e r  o f  c r e d i t .

P e r i o d i c  r a t e . The d e f i n i t i o n  o f  p e r i o d i c  r a te  in t h e  r e v i s e d  r e g u la 
t i o n  combines two d e f i n i t i o n s  from the  cur rent  r e g u l a t i o n :  § 2 2 6 . 2 ( z )  ("period")
and § 2 2 6 . 2 ( a a ) ( " p e r i o d i c  r a t e " ) .  The d e f i n i t i o n  d i f f e r s  from § 22 6 .2 ( a a )  o f  
t h e  current  r e g u l a t i o n ,  as wel l  as from the  December pr o p o s a l ,  in d e l e t i n g  the  
requirement  t h a t  t he  r a t e  be expr ess ed  as a percentage  o f  the  f in a n ce  charge  
imposed a g a i n s t  t he  balance  f o r  a p a r t i c u l a r  pe r iod .  The Board b e l i e v e s  t h a t  
a c r e d i t o r  may e x p r e s s  t h e  r a te  e i t h e r  as a percentage  or as a decimal e q u i va 
l e n t .  Of c o u r s e ,  t he  annual percentage  r a te  de r iv ed  from the  p e r i o d i c  ra te  must 
always be ex pressed  as a p e rc en tag e .

As i s  the  c a s e  under § 2 2 6 .2 ( a a )  o f  t he  current  r e g u l a t i o n ,  a c r e d i t o r  
may use  any s u b d i v i s i o n  o f  a y ea r  in d i s c l o s i n g  and apply ing  i t s  r a t e ,  as long  
as i t  does  so wi th in  t h e  degree  o f  accuracy required in t h e  r e g u l a t i o n .  Some 
c r e d i t o r s  use 1 /360th  o f  a y e a r  as a per iod f o r  which a ra te  i s  a p p l i e d ,  f o r  
example they may d i s c l o s e  t h i s  r a te  as a "dai ly" p e r i o d i c  r a t e ,  w i t hout  f u r th e r  
e x p l a n a t i o n ,  as long as i t  i s  in f a c t  only a p p l i e d  360 days per y e a r .  In 
c o n t r a s t ,  i f  a c r e d i t o r  d i s c l o s e s  a ra te  based on l / 3 6 0 t h  o f  a ye a r  but a p p l i e s  
i t  f o r  365 days ,  t he  c r e d i t o r  would have t o  note  t h a t  f a c t  and, o f  c o u r s e ,  
d i s c l o s e  the  t r u e  annual percentage  r a t e .

Per so n . This d e f i n i t i o n  combines the  d e f i n i t i o n s  o f  "organiza t ion"  
and "person" found in  § 103(c )  and (d) o f  the  a c t  and § 2 2 6 . 2(y)  and (bb) o f  
t h e  cu rrent  r e g u l a t i o n .  The d e f i n i t i o n  i s  i d e n t i c a l  t o  t h e  one in the  December 
pr o p o s a l .  The l i s t  o f  t y p e s  o f  o r g a n i z a t i o n s  i s  only i l l u s t r a t i v e  and i s  not  
in tended  t o  be a l l - i n c l u s i v e .

Prepaid f in a n ce  c h a r g e . This d e f i n i t i o n  i s  based on § 2 2 6 . 8 ( e ) ( 1 )  
o f  t h e  current  r e g u l a t i o n .  I t  i s  l i k e  t h e  d e f i n i t i o n  in t h e  December p r o p o s a l ,  
e x c e p t  t h a t  i t  uses  "proceeds" i n s t e a d  o f  "pr in c ip a l "  t o  p a r a l l e l  more c l o s e l y  

t he  language o f  amended § 1 2 8 ( a ) ( 2 )  o f  t h e  a c t .
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The term does not in c lu d e  precomputed f in a n c e  charges  such as add-on 
and d i s c o u n t  i n t e r e s t .  The ru le  t h a t  t h e s e  are not prepaid f i n a n ce  charges  
r e p l a c e s  the  p e r m i s s iv e  ru le  in Board I n t e r p r e t a t i o n  § 226 .819  o f  t h e  current  
r e g u l a t i o n .

Regular p r i c e .  The d e f i n i t i o n  o f  re gu la r  p r i c e ,  found in § 2 2 6 . 2 ( t t ) 
o f  t h e  cu rrent  r e g u l a t i o n ,  has been d e l e t e d .  The d e f i n i t i o n  i s  unnecessary  as  
part  o f  the  r e v i s e d  r e g u l a t i o n  s i n c e  the  d e t a i l e d  p r o v i s i o n s  concern ing  c e r t a i n  
cash d i s c o u n t s  found in § 2 2 6 . 4 ( i ) o f  the  current  r e g u l a t i o n  have been d e l e t e d .  
I n s t e a d ,  § 2 2 6 . 4 ( c ) ( 8 )  o f  the  r e v i s e d  r e g u l a t i o n  merely r e f e r s  t o  § 167(b)  o f  
th e  a c t  fo r  d e t a i l s  about which cash d i s c o u n t s  may be excluded from the  f in an ce  
ch ar ge .  Any d i s c u s s i o n  o f  the  "regular  pr ice"  o f  a property  or  s e r v i c e  would be 
i nc luded  in t h e  commentary t o  § 2 2 6 . 4 ( c ) ( 8 ) .

Required d e p o s i t  b a l a n c e . Although t h i s  s e c t i o n  does not d e f i n e  
t h i s  term,  required d e p o s i t s  must be d i s c l o s e d  in c lo s e d - e n d  c r e d i t  t r a n s a c t i o n s  
under § 2 2 6 . 1 8 ( r ) .  See f u r t h e r  d i s c u s s i o n  below.

R e s i d e n t i a l  mortgage t r a n s a c t i o n . This d e f i n i t i o n  i s  based on new 
§ 103(w) o f  the  ac t  and has no coun te rpa rt  in the  current  r e g u l a t i o n .  The 
d e f i n i t i o n  i s  the  same as t h a t  in t h e  December proposal  ex cept  t h a t  the  word 
" pr in c ip a l "  has been added t o  modify "the consumer's  d w e l l in g ."  This change  
l i m i t s  t h e  scope o f  t h e  d e f i n i t i o n  by e x c lu d in g  va ca t io n  or temporary d w e l l i n g s ,  
a l i m i t a t i o n  t h e  Board b e l i e v e s  i s  c o n s i s t e n t  wi th the  Congress'  i n t e n t  in 
t r e a t i n g  r e s i d e n t i a l  mortgages d i f f e r e n t l y  from ot her  t r a n s a c t i o n s .  Thus,  
va r io u s  o f  t he  r e g u l a t i o n ' s  s p e c i a l  r u l e s  - -  such as t h e  d i s c l o s u r e  o f  t h e  c r e 
d i t o r ' s  assumption p o l i c y  in § 2 2 6 . 1 8 (q) and the  e a r l y  d i s c l o s u r e  requirements  
in  § 226 .19  - -  apply only  t o  t r a n s a c t i o n s  i n v o l v i n g  the  a c q u i s i t i o n  o f  the  con
sumer' s  p r i n c ip a l  d w e l l i n g .

S e c ur i ty  i n t e r e s t . This  d e f i n i t i o n  i s  based on § 22 6 .2 ( g g )  o f  t he  
current  r e g u l a t i o n ,  but i s  much narrower.  The r e v i s e d  d e f i n i t i o n  l i s t s  a number 
o f  i n t e r e s t s  t h a t  have been co ns id er e d  s e c u r i t y  i n t e r e s t s  under the  cur rent  
r e g u l a t i o n  but no lon ger  w i l l  be ,  such as i n t e r e s t s  in a f t e r - a c q u i r e d  pr ope r ty .  
I t  a l s o  e l i m i n a t e s  d i s c l o s u r e  o f  i n t e r e s t s  t h a t  a r i s e  s o l e l y  by op er at io n  o f  
law,  a l though such i n t e r e s t s  may s t i l l  t r i g g e r  the  r i g h t  o f  r e s c i s s i o n .

One change from t he  d e f i n i t i o n  in t he  December proposal  i s  t h e  addi 
t i o n  o f  the  word " s o le l y "  t o  the  phrase "by o pe r at io n  o f  law" in the  l a s t  two
s e n t e n c e s .  The e f f e c t  o f  t h i s  change i s  t o  c l a r i f y  t h a t  i f  an i n t e r e s t  (such
as a r ig h t  o f  s e t o f f )  a r i s e s  both by c o n t r a c t  and by op er at io n  o f  law,  i t  i s  a 
s e c u r i t y  i n t e r e s t  to  be d i s c l o s e d .

F i n a l l y ,  i t  should be noted t h a t  t h e r e  i s  a d i f f e r e n c e  between an 
i n c i d e n t a l  i n t e r e s t  and an i n t e r e s t  t h a t  i s  t he  e s s e n c e  o f  the  t r a n s a c t i o n .
For example,  when an automobi l e  i s  f i n a n c e d ,  t h e  insurance  proceeds  are i n c i 
denta l  t o  t he  primary s e c u r i t y  i n t e r e s t ,  t h e  aut omobi l e .  The c r e d i t o r ' s  i n t e r 
e s t  in such insurance  would not be a s e c u r i t y  i n t e r e s t  under the  r e g u l a t i o n .
On t h e  o t he r  hand, when t h e  c r e d i t  t r a n s a c t i o n  i s  t he  f in a n c i n g  o f  an insurance  
p o l i c y ,  the  c r e d i t o r ' s  i n t e r e s t  in t h a t  p o l i c y  i s  j u s t  l i k e  a purchase money 
s e c u r i t y  i n t e r e s t  and would be d i s c l o s e d  as a s e c u r i t y  i n t e r e s t .
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S t a t e . This d e f i n i t i o n  i s  i d e n t i c a l  t o  § 103(r )  o f  t h e  ac t  and 
§ 2 2 6 . 2 ( hh) o f  t he  current  r e g u l a t i o n .

(b) Rules o f  c o n s t r u c t i o n .

S e c t i o n  22 6 . 2 ( b )  c o n t a in s  r u l e s  o f  c o n s t r u c t i o n  t h a t  are  intended  
t o  a s s i s t  in understanding  the  r e g u la t o r y  language and t o  permit  abbrev ia ted  
r e f e r e n c e s  in t h e  t e x t  o f  the  r e g u l a t i o n .  They are  based on § 22 6 .2  o f  the  
cu r r en t  r e g u l a t i o n ,  wi th  t he  a d d i t i o n  o f  r u l e s  about s i n g u l a r  and plural  forms,  
t he  s t a t u s  o f  f o o t n o t e s ,  and r e f e r e n c e  t o  s t a t e  law f o r  words not d e f i n e d .
The r e f e r e n c e  t o  the  s t a t u s  o f  c a t c h l i n e s  and c a p t i o n s  has been e l i m in a t e d  
as un n ece ss ary .  References  t o  l e a s i n g  have been d e l e t e d  and the  ex p l an at io n  
o f  "act" has been made a d e f i n i t i o n  in paragraph ( a ) .

S e c t i o n  22 6 .3  - -  Exempt t r a n s a c t i o n s .

This  s e c t i o n  prov id es  f o r  t he  exemption o f  s ever a l  t y p e s  o f  t r a n s 
a c t i o n s  from t h e  r e g u l a t i o n .  There has been l i t t l e  change from the  December 
proposal  o t he r  than minor e d i t o r i a l  changes .

The new p r o v i s i o n  i s  b a s i c a l l y  t he  same as t h a t  in the  current  r eg u l a 
t i o n .  I t  r e f l e c t s  the  t o t a l  exemption o f  a g r i c u l t u r a l  c r e d i t .  An a g r i c u l t u r a l  
purpose i s  de f in e d  the  same way as in the  cur rent  r e g u l a t i o n ,  but i t  a l s o  
i n c l u d e s  the  a c q u i s i t i o n  o f  real  property  ( i n c l u d i n g  real  property  wi th a 
d w e l l i n g ) ,  personal  p r o p e r ty ,  and s e r v i c e s ,  i f  the  a c q u i s i t i o n  i s  used pr imar i ly  
in  any o f  t h e  s p e c i f i e d  a c t i v i t i e s .

The b us in e ss  c r e d i t  exemption has been q u a l i f i e d  to  c l a r i f y  t h a t  
s ev era l  c r e d i t  card p r o v i s i o n s  do apply  t o  b u s i n e s s  c r e d i t .  Although b u s i n e s s  
and commercial  purposes  are  not de f in e d  in the  r e g u l a t i o n ,  more s p e c i f i c  g u i 
dance in t he  area o f  renta l  proper ty  w i l l  be provided in the  commentary. The 
approach taken in current  Board I n t e r p r e t a t i o n  § 2 2 6 .3 0 2 ,  which d e f i n e s  c e r t a i n  
c r e d i t  f o r  m u l t i p l e - u n i t  d w e l l i n g s  as  b u s i n e s s  c r e d i t ,  w i l l  be adopted and 
expanded.  I f  t he  proper ty  ( r e g a r d l e s s  o f  the  number o f  u n i t s )  i s  not  owner-  
oc cupied  and i s  not  e xp ec ted  t o  be owner-occupied w i t h i n  a y e a r ,  t h e  c r e d i t  
w i l l  be deemed t o  be f o r  b u s i n e s s  purposes .  Where the  property  c o n t a i n s  t hr ee  
or more u n i t s ,  t h e  c r e d i t  w i l l  a l s o  be deemed t o  be f o r  b u s i n e s s  or commercial
p ur po s e s ,  even i f  one or more o f  t he  u n i t s  i s  or  w i l l  be owner-occupied.  The
Board hopes t h a t  t h i s  more p r e c i s e  t e s t  w i l l  s i m p l i f y  t h e  de t erminat ion  o f  
whether t r a n s a c t i o n s  are  s u b j e c t  t o  the  r e g u l a t i o n ' s  requirements .

An e d i t o r i a l  change was made t o  § 2 2 6 . 3 ( a ) ( 2 )  o f  the  December pro
p o s a l .  The word "orga niza t ion s"  has been replaced  by t h e  phrase "person o ther  
than a natural  person." This  change was made t o  avoid  t h e  use o f  a term t h a t
i s  not d e f in e d  in the  r e g u l a t i o n .  Note t h a t  the  d e f i n i t i o n  o f  "person" in c lu d e s
o r g a n i z a t i o n s .  There was a l s o  a minor change t o  § 22 6 .3 ( b )  o f  t h e  December 
pr o p o s a l .  The word "a" b e f or e  t h e  word "dwel l ing" has been rep laced  wi th the  
word "the" t o  r e f l e c t  t h e  s t a t u t o r y  language and t o  c l a r i f y  t h a t  only  one 
d w e l l i n g  can be a consumer' s  p r i n c i p a l  d w e l l i n g .

The a d d i t io n  o f  t h e  p a r e n t h e t i c a l ,  " ( in c l u d i n g  e x t e n s i o n s  o f  such 
f a c i l i t i e s ) "  expands the  coverage  o f  the  pu b l i c  u t i l i t y  exemption in r e v i s e d  
§ 2 2 6 . 3 ( c ) .  The r e s u l t  i s  a departure  both from t h e  c urr ent  r e g u la t i o n  and the
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December p r op os a l .  It  a dd re ss es  t h e  case  where u t i l i t y  s e r v i c e  i s  t o  be extended  
i n t o  a new area not a l ready  s e rv e d ,  and the  customers  who reques t  the  e x t e n s i o n  
are required t o  pay f o r  some or a l l  o f  the  t r a n sm i ss i o n  equipment needed.  Such 
equipment may in c lu d e  p i pe s  and w i r e s ,  c o n d u i t s  and p o l e s ,  meter ing  equipment  
and tr a n s f o r m e r s .  The Board b e l i e v e s  t h a t  such e x t e n s i o n s  o f  pu b l i c  u t i l i t y  
s e r v i c e s  should be exempt because they are analogous  t o  t he  exempt s e r v i c e s .
This s e c t i o n  makes i t  c l e a r ,  however,  t h a t  an e x t e n s i o n  o f  c r e d i t  by a pu b l i c  
u t i l i t y  f o r  t h e  purchase o f  a p p l i a n c e s  such as t e l e p h o n e s  or home improvements  
i s  not  exempt.  These e x t e n s i o n s  o f  c r e d i t  are  c l o s e r  t o  the  t y p i c a l  c r e d i t  
t r a n s a c t i o n  covered by Regula t ion  Z.

The exemption f o r  s e c u r i t i e s  t r a n s a c t i o n s  in the  cur rent  r e g u la t i o n  
has been expanded t o  a l s o  apply t o  commodit ies  t r a n s a c t i o n s  wi th a br o k e r -d e a l e r  
r e g i s t e r e d  wi th t h e  Commodity Futures  Trading Commission.

The r e g u l a t i o n  prov ide s  a new exemption fo r  home fue l  budget p lans  
in  which t h e  fue l  d e a l e r  e s t i m a t e s  the  t o t a l  c o s t  f o r  the  s e a so n ,  b i l l s  the  
consumer fo r  an average monthly payment,  and makes an adjustment  in t h e  f i n a l  
payment f o r  any d i f f e r e n c e  between the  e s t i m at e d  and t h e  actual  c o s t  o f  the  
f u e l .  Fuel i s  d e l i v e r e d  as needed,  no f in a n ce  charge i s  a s s e s s e d ,  and the  
customer may withdraw from t h e  plan a t  any t i m e .  These plans  are  not s u b j e c t  
t o  t h e  r e v i s e d  r e g u l a t i o n ,  even i f  they  i n v o l v e  a charge t o  cover  b i l l i n g  c o s t s .

The Board r e c e i v e d  comment r e q u e s t i n g  an exemption f o r  h o s p i t a l  c r e d i t .  
Although such an exemption has not  been adopted,  the  Board notes  t h a t  i f  h o s p i t a l s  
do not  impose a f i n a n ce  ch a r g e ,  they are s u b j e c t  t o  the  r e v i s e d  r e g u l a t i o n  only  
i f  they have w r i t t e n  agreements  s p e c i f i c a l l y  co ntemplat ing  t h a t  t h e  b i l l  w i l l  
be payable in more than four  i n s t a l l m e n t s .  This  means t h a t  i f  the  h o s p i t a l  makes
informal  oral  agreements ,  i t  i s  not s u b j e c t  t o  t h e  r e g u l a t i o n .

A q u e s t i o n  was a l s o  r a i s e d  in t he  comments as t o  whether c r e d i t  extended  
t o  a land t r u s t  i s  o r g a n i z a t i o n a l  c r e d i t  and t h e r e f o r e  exempt from the  r e g u la t i o n  
under r e v i s e d  § 2 2 6 . 3 ( a ) ( 2 ) .  In some j u r i s d i c t i o n s ,  a bank f i n a n c i n g  a r e s i d e n 
t i a l  real  e s t a t e  t r a n s a c t i o n  f o r  a customer (a natural  person)  use s  a land t r u s t
mechanism. T i t l e  t o  t h e  property  i s  conveyed i n t o  the  land t r u s t  f o r  which the  
bank i t s e l f  i s  t r u s t e e .  The und er ly ing  i n s t a l l m e n t  note  i s  executed  by t h e  bank 
in i t s  c a p a c i t y  as t r u s t e e  and payment i s  s ecured  by a t r u s t  deed,  r e f l e c t i n g  
t i t l e  in the  bank as t r u s t e e .  In some i n s t a n c e s ,  the  bank customer e x e c u t e s  a 
persona l  .guarantee o f  the  in d e b t e d n e s s .  The note  i n d i c a t e s  t h a t  i t  i s  payable  
only  out  o f  the  property  s p e c i f i c a l l y  d e s c r i b e d  in t h e  t r u s t  deed and t h a t  t h e  
t r u s t e e  has no personal  l i a b i l i t y  on the  n o t e .  The Board b e l i e v e s  t h a t  such 
t r a n s a c t i o n s  should be s u b j e c t  to  the  r e g u l a t i o n ' s  d i s c l o s u r e  requirements  
s i n c e  in subs tance  ( i f  not  in form) consumer c r e d i t  i s  being extended .

In t h e  December p r o p o s a l ,  the  Board s o l i c i t e d  comment on t h e  n e c e s s i t y  
o f  an exemption f o r  t r u s t s  t h a t  extend c r e d i t .  Af ter  c ar e f u l  c o n s i d e r a t i o n ,  
t h e  Board has dec ided  t h a t  a l though an o u t r i g h t  exemption i s  not  ap p r o p r i a te ,  
each t r u s t  should be t r e a t e d  as a s e p a r a te  e n t i t y  f o r  purposes  o f  de termining  
whether i t  i s  a " c r e d i t o r . "  In o t he r  words,  i f  an i n d i v i du a l  t r u s t  ex tends  
c r e d i t  f r e q u e n t l y  enough t o  meet the  numerical  s tandard s e t  out in the  d e f i n i 
t i o n  o f  " c r e d i t o r , "  then a l l  the  required  d i s c l o s u r e s  must be made. Furthermore,  
t h e  t r u s t e e  w i l l  be c on s id ere d  t o  be t h e  same person as the  t r u s t  and t h e r e f o r e  
t h e  t r u s t e e  does  not  meet t h e  d e f i n i t i o n  o f  "arranger."



1

17 - § 226 .4

S e c t i o n  22 6 .4  - -  Finance charge

Se c t i o n  2 26 .4  prov id es  r u l e s  f o r  de termining the  f i n a n ce  charge in 
open-end and c lo s e d - e n d  c r e d i t  t r a n s a c t i o n s .  A few s u b s t a n t i v e  changes have  
been made and the  format i s  q u i t e  d i f f e r e n t  from § 226 .4  o f  the  current  r e gu la 
t i o n .  The format was changed in order to  make the  t rea tment  o f  var ious  i tems  
c l e a r e r  and e a s i e r  to  understand.  For example,  in the  current  r e g u l a t i o n ,  the  
procedures  f o r  e x c lu d in g  insurance  premiums from the  f i n a n ce  charge were in c luded  
with the  examples o f  charges  t h a t  would normally c o n s t i t u t e  part  o f  the  f in an ce  
charge .  In the  r e v i s e d  r e g u l a t i o n ,  the  procedures  are  s e t  f o r t h  in t h e i r  own 
paragraph,  paragraph ( d ) .  There have a l s o  been severa l  s u b s t a n t i v e  changes  
from t h e  December pr opo sa l .

(a) D e f i n i t i o n .

S e c t i o n  2 2 6 . 4 ( a )  corresponds t o  t he  f i r s t  paragraph o f  § 2 2 6 .4 ( a )  of  
t h e  c ur ren t  r e g u l a t i o n .  It r e f l e c t s  the  amendment t o  § 106 o f  the  ac t  t h a t  
s t a t e s  e x p l i c i t l y  t h a t  charges  imposed uni formly in cash and c r e d i t  t r a n s a c t i o n s ,  
such as s a l e s  t a x e s  or l i c e n s e  or r e g i s t r a t i o n  f e e s ,  are not wi t h i n  the  scope  
o f  t he  f in a n c e  charge d e f i n i t i o n .

The f in a n ce  charge t o l e r a n c e  proposed in the  December proposal  has 
been d e l e t e d  from t h i s  s e c t i o n .  A s p e c i f i c  d o l l a r  t o l e r a n c e  for  the  f in a n c e  
charge  (wi th the  amount depending on the  s i z e  o f  the  t r a n s a c t i o n )  has been pro
v ided f o r  c lo s e d - e n d  t r a n s a c t i o n s ,  and i s  cont a in ed  in a f o o t n o t e  t o  § 226 .1 8 ( d)  
o f  t he  r e v i s e d  r e g u l a t i o n .

S e c t i o n  2 2 6 . 8 (o )  o f  the  current  r e g u l a t i o n  t r e a t s  as a f i n a n ce  charge  
a d i s c o u n t  o f f e r e d  f o r  prompt payment o f  a c r e d i t  s a l e .  This i s  not  the  c as e  
in the  r e v i s e d  r e g u l a t i o n .  A c r e d i t o r  should now compare cash and c r e d i t  t r a n s 
a c t i o n s  t o  determine whether a d i sco u nt  i s  a f in a n ce  charge .

(b) Examples o f  f in a n c e  c ha r g e s .

The i n tr o du ct o r y  s e nt en ce  t o  § 2 2 6 . 4 ( b )  has been changed from t h e  
December p ro po sa l .  The change was made t o  draw a t t e n t i o n  t o  t he  f a c t  t h a t  the  
examples o f  i tems  t h a t  would be co ns id ere d  f in a n c e  charges  in paragraph ( b ) ,  
may n e v e r t h e l e s s  be ex c lu d a bl e  from the f in a n c e  charge under paragraphs ( c ) ,
( d ) ,  or ( e ) .

Se c t io n  2 2 6 . 4 ( b )  r e f l e c t s  one s u b s t a n t i v e  change from the  December 
p r o p o s a l ,  the  d e l e t i o n  o f  a p p l i c a t i o n  f e e s .  A p p l i c a t i o n  f e e s  are now addressed  
in  § 2 2 6 . 4 ( c ) ( 1 ) ,  which s t a t e s  t h a t  they are not f in a n c e  c ha r ge s ,  provided  
they are charged t o  a l l  a p p l i c a n t s ,  whether or not c r e d i t  i s  a c t u a l l y  ex tended .

S e c t i o n  2 2 6 . 4 ( b )  corresponds  t o  the  l i s t  o f  examples o f  f in a n ce  
charges  in § 2 2 6 . 4 ( a ) ( 1 )  through (8)  o f  t h e  current  r e g u l a t i o n .  Assumption 
f e e s  imposed upon the  consumer assuming a loan a t  t h e  t ime  o f  the  assumption  
have been added t o  t he  l i s t .

Paragraph ( b ) ( 9 )  o f  the  r e v i s e d  r e g u l a t i o n  does not have a c o r r e s 
ponding p r o v i s i o n  in the  current  r e g u l a t i o n .  This paragraph prov ides  t h a t  any
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d i s c o u n t  g iven t o  induce payment by a means o t h e r  than by use o f  c r e d i t  i s  a 
f i n a n c e  charge .  One e x c e p t i o n  to  t h i s  general  ru le  i s  found in § 2 2 6 . 4 ( c ) ( 8 )  
o f  t h e  r e v i s e d  r e g u l a t i o n ,  a dd r e s s in g  c e r t a i n  d i s c o u n t s .

( c )  Charges excluded from the  f in an ce  c ha r ge .

Se c t io n  2 2 6 . 4 ( c )  corresponds  t o  § 2 2 6 . 4 ( c ) ,  ( d ) ,  and (e )  o f  the  
c u r r e n t  r e g u l a t i o n ,  wi th some s u b s t a n t i v e  changes.

Paragraph ( c ) ( 1 ) ,  e x c lu d in g  a p p l i c a t i o n  f e e s  from the  f in an ce  char ge ,  
i s  new. A p pl i c a t i o n  f e e s  were inc luded  in the  f i n a n ce  charge in the  December 
p r o p o s a l ,  but t h e  r e v i s e d  r e g u l a t i o n  e xc lu d es  them i f  the  a p p l i c a t i o n  f e e s  are  
charged t o  a l l  a p p l i c a n t s ,  whether or not c r e d i t  i s  a c t u a l l y  extended .

Paragraph ( c ) ( 2 )  corresponds  t o  § 2 2 6 . 4 ( c )  o f  t h e  current  r e g u l a t i o n ,  
but adds one i tem t o  t h e  l i s t .  The r e v i s e d  r e g u la t i o n  s p e c i f i c a l l y  e xc lu d es  
charges  f o r  e xc eed in g  a c r e d i t  l i m i t  from the  f in a n c e  charge .  Although the  
r e g u l a t i o n  does not  s p e l l  out  what i s  "a charge f o r  ac tual  u n a n t i c ip at e d  l a t e  
payment," t h e  commentary t o  the  r e v i s e d  r e g u la t i o n  w i l l  provide  guidance on t h i s  
p o i n t .  I t  should be no te d ,  however,  t h a t  the  approach taken in current  Board 
I n t e r p r e t a t i o n  § 226.401 w i l l  not  be co ns id ered  d i s p o s i t i v e  o f  t h e  q u e s t i o n .
All  o f  t he  c ircumstances  surrounding the  charge ( f o r  example,  t h e  terms o f  the  
plan i n v o lv e d  and the  a c t i o n  taken by the  c r e d i t o r  wi th  r e sp e c t  t o  accounts  
t h a t  are  d e l in q u e n t )  must be c o n s i d e r e d .  This means t h a t  a f a i l u r e  t o  t erm inate  
c r e d i t  p r i v i l e g e s  w h i l e  imposing a l a t e  payment charge w i l l  not  a u t o m a t i c a l l y  
cause  the  l a t e  payment charge t o  be a f i n a n ce  charge .

Paragraph ( c ) ( 3 )  corresponds  t o  § 22 6 . 4 ( d)  o f  the  current  r e g u l a t i o n ,  
with  on ly  a few minor e d i t o r i a l  changes .  The term "bank" was changed t o  " f ina n 
c i a l  i n s t i t u t i o n "  and t h e  term "checks" was changed t o  "item" t o  r e f l e c t  the  
a b i l i t y  o f  o t he r  f i n a n c i a l  i n s t i t u t i o n s ,  such as s av in gs  and loan a s s o c i a t i o n s ,  
t o  pay i t ems  t h a t  are s i m i l a r  t o  c h e c k s ,  such as n e g o t i a b l e  orders  o f  w i thdrawal ,  
and c r e a t e  an o v e r d r a f t  on an ac count .  The phrase "which overdraw or i n c r e a s e  
an ov erdra f t"  in t he  c ur ren t  r e g u l a t i o n  has been shor tened t o  "that  overdraws."
No s u b s t a n t i v e  change i s  in tend ed;  the  p r o v i s i o n  c o n t in u e s  t o  cover  charges  for  
paying t he  i tem t h a t  i n i t i a l l y  overdraws an account  and fo r  paying subsequent  
i tems  w h i l e  t h e  account i s  overdrawn.

Although t h i s  p r o v i s i o n  r e f l e c t s  the  p o s i t i o n  in the  current  r e g u l a 
t i o n  as t o  when such a charge c o n s t i t u t e s  a f in a n c e  ch ar ge ,  i t  r e p r es e n t s  a 
change from t h e  December pr o p o s a l .  The r e fe r e n c e  t o  an item t h a t  " i nadver tent ly"  
overdraws an account  has been d e l e t e d .  The qu es t io n  o f  inadve r te nce  i s  no 
l o n g e r  r e l e v a n t  s i n c e  the  r e v i s e d  r e g u l a t i o n  e x c lu d es  ove r dr af t  charges  from 
t h e  f i n a n c e  charge u n l e s s  t h e r e  i s  an agreement in w r i t i n g  t o  pay i tems  and 
impose a charge .  Although the  r e f e r e n c e  t o  agreements in w r i t i n g  i s  a change  
from t h e  December pr o p o s a l ,  i t  i s  t h e  p o s i t i o n  taken in t h e  current  r e g u l a t i o n .

Paragraph ( c ) ( 4 )  e x c lu d e s  p a r t i c i p a t i o n  f e e s  from the f i n a n ce  charge ,  
which i s  t h e  r e s u l t  under cu rr en t  Board I n t e r p r e t a t i o n  § 226 .407 .

Paragraph ( c ) ( 5 ) ,  e x c l u d i n g  s e l l e r ' s  p o i n t s  from the  f in an ce  char ge ,  
has no cou nt erp art  in t h e  cu rr en t  r e g u l a t i o n .  I t  r e f l e c t s  a new p o s i t i o n  by 
t h e  Board wi th r e s p e c t  t o  s e l l e r ' s  p o i n t s  and i s  a departure  from current  Board
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I n t e r p r e t a t i o n  § 22 6 . 4 0 6 .  Although s e l l e r ' s  p o i n t s  may have an i n d i r e c t  e f f e c t  
on t h e  c o s t  o f  c r e d i t  t o  the  borrower ( i f  they are passed on i n d i r e c t l y  in the  
form o f  a h igher  s a l e s  p r i c e ) ,  a uniform r u l e  regarding t h e s e  charges  i s  d e s i r 
a b l e .  As a r e s u l t ,  the  Board has concluded t h a t  s e l l e r ' s  p o i n t s  should be 
exc luded  from t h e  f in a n c e  charge in a l l  c a s e s .

Paragraph ( c ) ( 6 )  has been added t o  inc or p or at e  the  subs tance  o f  
proposed Board I n t e r p r e t a t i o n  § 2 26 . 408  t o  t h e  current  r e g u l a t i o n .  Certain  
f e d e r a l  and s t a t e  laws mandate a percentage  d i f f e r e n t i a l  between the  i n t e r e s t  
r a t e s  on a t ime  d e p o s i t  and a loan secured by such d e p o s i t s .  This may r e s u l t  
in  t he  consumer f o r f e i t i n g  some o f  the  i n t e r e s t  t h a t  o th erw ise  would be earned,  
on t h e  d e p o s i t .  This paragraph prov i des  t h a t  t h e  l o s t  i n t e r e s t  need not be 
in c lu d ed  in t h e  f in a n c e  charge in such t r a n s a c t i o n s .  The p r ov i s i on  i s  l i m i t e d  
t o  t h o s e  s i t u a t i o n s  where the  i n t e r e s t  reduct ion  i s  required by law.  The 
p r o v i s i o n  cont a in ed  in t h e  December proposal  was not so l i m i t e d .

Paragraph ( c ) ( 7 )  r e f l e c t s  § 2 2 6 . 4 ( e )  o f  t h e  current  r e g u l a t i o n .  The 
i n t r o d u c t i o n  expands the  s t a t u t o r y  language regard ing the  t ype s  o f  t r a n s a c t i o n s  
t o  which the  e x c e p t i o n s  a p p l y ,  by the  a d d i t i o n  o f  the  phrase "or a r e s i d e n t i a l  
mortgage t r a n s a c t i o n . "  This would i n c lu d e  c e r t a i n  mobi l e  home t r a n s a c t i o n s  
and s i m i l a r  c r e d i t  e x t e n s i o n s  which are  f u n c t i o n a l l y  t h e  same as  real  e s t a t e  
t r a n s a c t i o n s ,  even i f  s t a t e  law c h a r a c t e r i z e s  the  property  as p e r s o n a l t y .  In 
th e  Board's v i ew ,  t h i s  expans ion c a r r i e s  out  t he  c on gr e ss io na l  i n t e n t  t o  t r e a t  
mobi le  home t r a n s a c t i o n s  and s i m i l a r  t yp e s  o f  c r e d i t  e x t e n s i o n s  in the  same 
manner as t r a d i t i o n a l  r e a l t y  t r a n s a c t i o n s .  Paragraph ( c ) ( 7 )  adds reconveyance  
document preparat ion  f e e s  t o  the  l i s t  co nt a in ed  in paragraph ( e ) ( 2 )  o f  the  
c urr ent  r e g u l a t i o n  and c l a r i f i e s  t h a t  the  escrow account  e xc ep t i on  only a p p l i e s  
t o  i tems t h a t  would not o t he rw is e  be f in a n c e  c ha rg es .

Paragraph ( c ) ( 8 )  corresponds  t o  § 2 2 6 . 4 ( i ) o f  t h e  current  r e g u la t i o n  
and § 2 2 6 . 4 ( f )  o f  the  December pr o po s a l .  It  e xc lu d es  from the  f in an ce  charge  
c e r t a i n  d i s c o u n t s  o f f e r e d  t o  induce payment by c a s h ,  check ,  or o t her  means,  as 
provided  in § 167(b)  o f  the  a c t .  S ince  t h i s  p r o v i s i o n  prov ides  f o r  an e x c l u s i o n  
from the  f in a n c e  charge s i m i l a r  t o  t h e  o t h e rs  l i s t e d  in paragraph ( c ) ,  i t  has 
been incorp ora ted  here ra ther  than in i t s  own paragraph.

The p r o v i s i o n  merely r e f e r s  t o  § 167(b)  o f  the  a c t  and r e p la c e s  t he  
m a ter ia l  found in § 2 2 6 . 4 ( i )  o f  t h e  cu rrent  r e g u l a t i o n  and § 2 2 6 . 4 ( f )  o f  the  
December p r o po s a l .  On February 24,  1981,  t h e  House passed H.R. 31,  a b i l l  t h a t  
would amend § 167(b)  o f  the  ac t  and,  as a r e s u l t ,  requ ire  changes in any 
Regula t ion  Z p r o v i s i o n  implementing the  s t a t u t o r y  requirements  fo r  e xc lu d in g  
c e r t a i n  d i s c o u n t s  from t he  f in a n c e  charge .  On March 12,  1981,  t he  Senate passed  
a b i l l  s i m i l a r  t o  H.R. 31.  Since f i n a l  a c t i o n  by t h e  Congress appears imminent,  
t h e  p r o v i s i o n  in the  r e v i s e d  r e g u l a t i o n  r e f e r s  t o  § 167(b)  o f  the  ac t  fo r  
d e t a i l s  concern ing  what d i s c o u n t s  are in f a c t  e x c lu d a b le  from the  f in a n ce  
cha rg e .  The commentary w i l l  con ta in  f u r t h e r  exp la nat or y  m a te r ia l .

(d) Insurance .

This  paragraph s e t s  f o r t h  t he  procedures  f o r  exc lud ing  c r e d i t  l i f e  
and property  insurance premiums from t h e  f i n a n c e  charge .  It  i s  based on



* s

§ 226 .4 -  20

§ 2 2 6 . 4 ( a ) ( 5 )  and (6)  o f  t h e  current  r e g u l a t i o n ,  but t he  procedures  are changed 
in s e v er a l  r e s p e c t s .  Note t h a t  t h e  r u l e s  regarding the  l o c a t i o n  o f  the  d i s c l o 
sures  c a l l e d  f o r  by t h i s  paragraph in c lo s e d - e n d  c r e d i t  t r a n s a c t i o n s  are  found 
in § 226 .17 o f  t he  r e v i s e d  r e g u l a t i o n .

Paragraph ( d ) ( 1 )  d e a l s  wi th  c r e d i t  l i f e ,  a c c i d e n t ,  he a l th  and l o s s -  
of - income  insurance  ( c r e d i t  in surance )  and i t  r e l a x e s  severa l  o f  the  requirements  
found in § 2 2 6 . 4 ( a ) ( 5 )  o f  the  current  r e g u l a t i o n .  For example,  i t  permi ts  d i s 
c l o s u r e  o f  the  amount o f  the  insurance premium on a u n i t - c o s t  b a s i s  in c e r t a i n  
c l o s e d - e n d  c r e d i t  t r a n s a c t i o n s ,  in a d d i t io n  t o  open-end c r e d i t  t r a n s a c t i o n s  where 
i t  has long been used.

The December proposal  would have permi t ted  the  use  o f  u n i t - c o s t  
d i s c l o s u r e  in a l l  t y p e s  o f  t r a n s a c t i o n s .  However, because o f  t he  concern  
e x p r e ss e d  by commenters (both c r e d i t o r s  and consumers) and the  lack o f  ev id enc e  
t h a t  such a p r o v i s i o n  i s  needed in most c l o s e d - e n d  c r e d i t  t r a n s a c t i o n s ,  the  
r e v i s e d  r e g u l a t i o n  r e s t r i c t s  the  use o f  u n i t - c o s t  d i s c l o s u r e s .  The use o f  u n i t -  
c o s t  d i s c l o s u r e s  i s  now l i m i t e d  t o  open-end c r e d i t  t r a n s a c t i o n s ,  c lo s e d - e n d  
c r e d i t  t r a n s a c t i o n s  by mail  or t e l e p h o n e ,  and c e r t a i n  c lo s e d - e n d  c r e d i t  t r a n s 
a c t i o n s  wi th  a p a r t i c u l a r  typ e  o f  insurance  p lan .  This l a s t  ca tegory  i n c l u d e s  
a c r e d i t  e x t e n s i o n  th a t  e x c e e d s ,  in whole or in p a r t ,  the  t o t a l  indebtedness  
s u b j e c t  t o  coverage under an insurance  p lan .  For example,  a consumer who c ur 
r e n t l y  has an i nd eb ted ne ss  o f  $ 8 , 0 0 0 ,  s u b j e c t  t o  a plan o f  insurance  coverage  
with  a $ 10 ,0 00  maximum, may reques t  t h a t  a new $4 ,0 00  loan be covered by the  
same c r e d i t  l i f e  insurance  p lan .  S ince  the  $ 4 ,0 0 0  loan e x c e e d s ,  in p a r t ,  the  
maximum amount o f  indeb ted ne ss  t h a t  can be covered by the  p la n ,  t he  c r e d i t o r  
in  such a ca se  could properly g i v e  t h e  insurance  c o s t  d i s c l o s u r e s  f o r  t he  
$ 4 , 0 0 0  loan on a u n i t - c o s t  b a s i s .

Another change from the  current  r e g u l a t i o n  concerns  t h e  s ig n a tu r e  
requirements .  Any consumer,  whether or not an insured pa r t y ,  may s ign  the  s t a t e 
ment i n d i c a t i n g  a d e s i r e  f o r  the  i n s ur a nc e .  The words "or i n i t i a l s "  have been 
added t o  make c l e a r  t h a t  e i t h e r  a s i g n a t u r e  or i n i t i a l s  w i l l  s a t i s f y  the  
requi  rement.

F i n a l l y ,  the  requirement in the  c ur ren t  r e g u l a t i o n  t h a t  the  insurance  
a u t h o r i z a t i o n  be dated has been d e l e t e d .

Paragraph ( d ) ( 2 )  r e f l e c t s  the  procedures  f o r  exc lud ing  property  
insurance  premiums from the  f in a n c e  charge and i s  e s s e n t i a l l y  the  same as  
§ 2 2 6 . 4 ( a ) ( 6 )  o f  the  current  r e g u l a t i o n .  The language in the  f i r s t  s e nt en ce  
o f  paragraph ( d ) ( 2 )  d i f f e r s  from t h a t  found in t h e  December p r o p o s a l ,  which 
r e f e r r e d  t o  "the property  se cu r in g  the  o b l i g a t i o n " ;  i t  r e f l e c t s  the  language  
in t he  cu rrent  r e g u l a t i o n  and in § 106(c)  o f  the  a c t .  Paragraph ( d ) ( 2 ) ( i )  
re phrases  the  cu rrent  r e g u l a t i o n ' s  requirement  t h a t  the  customer have a c h o i c e  
as t o  the  i n s u r e r ,  but no s u b s t a n t i v e  change i s  i n t end ed .  The requirement  th at  
proper ty  insurance d i s c l o s u r e s  be in a " c l e a r ,  co n s p i cu o u s ,  and s p e c i f i c  s t a t e 
ment" has been d e l e t e d  s i n c e  a l l  d i s c l o s u r e s  are  s u b j e c t  t o  t h e  requirement  o f  
be ing  c l e a r  and c o ns p i cu ous .  As in the  December pr o p o s a l ,  f o o t n o t e  6 i n c or p or 
a t e s  t he  subs t anc e  o f  c ur r en t  Board I n t e r p r e t a t i o n  § 2 2 6 .4 0 4 ,  which permi ts  
vendor ' s  s i n g l e  i n t e r e s t  insurance  t o  be exc luded  from the  f in a n c e  charge in 
t h e  same manner as normal property  insurance  i f  the  in s u r e r  waives  a l l  r i g h t  
o f  su brogat ion  a g a i n s t  the  consumer.
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( e )  Cer tain s e c u r i t y  i n t e r e s t  char ge s .

S e c t i o n  2 2 6 . 4 ( e )  r e f l e c t s  § 2 2 6 .4 ( b )  o f  the  current  r e g u l a t i o n ,  with  
only minor changes .  The cap t ion  has been changed in an e f f o r t  t o  more a c c u r a t e l y  
r e f l e c t  the  coverage  o f  t h i s  paragraph,  which a dd re ss es  only c o s t s  a s s o c i a t e d  
with s e c u r i t y  i n t e r e s t s .  The phrase "taxes  and" has been added t o  paragraph
( e ) ( 1 )  t o  c l a r i f y  t h a t  t he  t ype s  o f  charges  d es cr i be d  in t h a t  paragraph may 
in c lu d e  t a x e s  as we l l  as f e e s .  The charges  d e s c r i be d  in paragraph ( e ) ( 1 )  may 
be aggregated  f o r  d i s c l o s u r e  pur poses ,  ra th er  than i t em ized  according t o  the  
s p e c i f i c  f e e s  and t a x e s  imposed.  For purposes  o f  c lo s e d - e n d  c r e d i t  d i s c l o s u r e s ,
§ 226 .17 permi t s  c r e d i t o r s  t o  i t e m i z e  t h e s e  charges  e i t h e r  s e p a r a t e l y  or  wi th  
the  s e g re g a t e d  d i s c l o s u r e s .

Se c t i o n  2 2 6 . 4 ( b ) ( 3 )  and (4)  o f  t h e  current  r e g u la t i o n  has been d e l e t e d  
in t h e  r e v i s e d  r e g u l a t i o n  t o  r e f l e c t  the  amendments t o  § 106(a)  and (d) o f  
t h e  a c t .  These charges  w i l l  now be judged by the  general  ru le  o f  § 2 2 6 .4 ( a )  
t o  determine whether they are  f in a n c e  c ha r ge s .

( f ) Pro h i b i t ed  o f f s e t s .

This  paragraph i s  s u b s t a n t i v e l y  the  same as § 2 2 6 . 4 ( f )  o f  the  current  
r e g u l a t i o n  and § 2 2 6 . 4 ( g )  o f  the  December p ro po sa l .

SUBPART B - -  OPEN-END CREDIT

S e c t i o n s  2 2 6 .5  through 2 2 6 .1 6  deal  wi th  the  d i s c l o s u r e  and procedure  
requirements  f o r  open-end c r e d i t  p l a n s .

Se c t i o n  2 26 .5  - -  General d i s c l o s u r e  re qu ir e m e nt s .

This s e c t i o n  s e t s  for t h  a l l  o f  t h e  general  r u l e s  fo r  open-end c r e d i t  
d i s c l o s u r e s .  It  corresponds  t o  § 226 .5  o f  t h e  December prop os a l ,  and to  por
t i o n s  o f  §§ 2 2 6 . 6  and 2 2 6 .7  o f  the  current  r e g u l a t i o n .

Se c t i o n  2 2 6 . 5 ( a )  d e a l s  wi th the  form o f  d i s c l o s u r e s .  Paragraph
( a ) ( 1 )  re qu ir e s  t h a t  open-end c r e d i t  d i s c l o s u r e s  be made c l e a r l y  and c o n s p i c u 
o u s l y .  The December proposal  required t h a t  a l l  d i s c l o s u r e s  be in w r i t i n g .  The 
r e v i s e d  r e g u l a t i o n  prov id es  one e x c e p t i o n :  t h e  d i s c l o s u r e  required by § 2 2 6 .9 ( d )
o f  c e r t a i n  f in a n ce  charges  imposed at  the  t ime  a t r a n s a c t i o n  takes  p lace  may 
be made o r a l l y  or in w r i t i n g .  The December proposal  a l s o  required t h a t  a l l  
d i s c l o s u r e s  be g iven in a form the  consumer could keep.  The r e v i s e d  r e gu la 
t i o n  c o n t in u e s  t h i s  genera l  requirement ,  but prov ides  t h a t  in format ion about  
§ 22 6 .10  payment requirements  and t h e  a l t e r n a t i v e  summary b i l l i n g  r i g h t s  s t a t e 
ment permi t ted  by § 2 2 6 . 9 ( a )  need not be in a form t h a t  t h e  consumer can keep.
The c r e d i t o r  may, f o r  example,  p l ac e  t h i s  informat ion on the  payment stub  
po rt io n  o f  the  p e r i o d i c  s t a t e m e nt .  The Board b e l i e v e s  t h a t  t h i s  w i l l  e as e  the  
space  l i m i t a t i o n  problem on p e r i o d i c  s ta t e m e n t s .

The current  r e g u l a t i o n  r e q u i re s  (as did t h e  December pro po sa l )  t h a t  
t he  terms " f inance  charge" and "annual per centage  rate" be d i s c l o s e d  more 
c o n s p i c u o u s ly  in c e r t a i n  c i r cumstances  than o t he r  "required t erm in o l og y . "  In 
December t he  Board s o l i c i t e d  comment on whether i t  should d e l e t e  the  r e gu l a t or y
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requirement  t h a t  c e r t a i n  t er m in o lo gy  be used on p e r i o d i c  s t a t e m e n t s .  In 
response  t o  comments and in l i g h t  o f  t h e  f a c t  t h a t  the  s t a t u t e  does  not require  
t h e  use  o f  s p e c i f i c  t e r m in o lo g y ,  t h e  r e v i s e d  r e g u l a t i o n  no l ong er  re qu ir e s  the  
use o f  s p e c i f i c  t er mino logy  ( s e e  § 2 2 6 . 7 ) .  This d e l e t i o n  does not  extend t o  
t h e  requ ired  t erm s ,  " f inance  charge" and "annual percentage  r a t e . "  In l i g h t  
o f  t h i s  change,  § 2 2 6 . 5 ( a ) ( 2 )  r e q u i re s  t h a t  t h e  terms " f inance  charge" and 
"annual percentage  rate" be d i s c l o s e d  more c o n s p i c u o u s ly  than o t he r  "required  
di s c l o s u r e s . "

S e c t i o n  2 2 6 . 5 ( a )  a l s o  d i f f e r s  from the  cu rrent  r e g u la t i o n  by i n c r e a s i n g  
th e  f l e x i b i l i t y  wi th  which a c r e d i t o r  may d e s ig n  i n i t i a l  d i s c l o s u r e  s ta tements  
and p e r i o d i c  s t a t e m e n t s .  Se c t io n  2 2 6 . 6 ( a )  o f  t h e  cur rent  r e g u l a t i o n  r e q u i re s  
t h a t  d i s c l o s u r e s  o f  numerical  amounts and per cen tag es  be s t a t e d  in f i g u r e s  and 
be in s p e c i f i e d  typ e  s i z e s  or be l e g i b l y  handwri t t en .  I t  fu r th e r  provides  
t h a t  d i s c l o s u r e s  be made " c l e a r l y ,  c o n s p i c u o u s l y ,  and in meaningful  s equence."
The r e v i s e d  r e g u l a t i o n  r e t a i n s  t h e  s tandard t h a t  d i s c l o s u r e s  be made c l e a r l y
and c o n s p i c u o u s l y ,  but d e l e t e s  the  sequence and type  s i z e  requirements  as being
unnecessary  in l i g h t  o f  t h e  general  r u l e .

The r e v i s e d  r e g u l a t i o n  a l s o  d e l e t e s  t h e  s e p ar at e  r u l e s  s e t  f o r t h  in  
c u r r en t  § 2 2 6 . 6 ( c )  c o v e r i ng  t h e  use  o f  a d d i t io n a l  in format ion on the  i n i t i a l  
d i s c l o s u r e  or p e r i o d i c  s t a t e m e n t s .  The Board b e l i e v e s  t h a t  a d d i t io n a l  informa
t i o n  may be in c luded  on t h e  s t a t e m e n t s ,  and i t s  use w i l l  be ade quate ly  r eg u la te d  
by t he  general  requirement t h a t  a l l  open-end Truth in Lending d i s c l o s u r e s  be 
made c l e a r l y  and c o n s p i c u o u s ly .

The current  § 2 2 6 . 7 ( a )  r e q u i r e s  t h a t  the  i n i t i a l  d i s c l o s u r e s  be made 
in a " s i n g l e  w r i t t e n  s ta te me nt ."  The r e v i s e d  r e g u l a t i o n  d e l e t e s  t h i s  language .  
The p o s i t i o n  t h a t  both the  i n i t i a l  d i s c l o s u r e s  and the  p e r i o d i c  s ta te me nt s  may
be more than one page,  as  long as t h e  pages c o n s t i t u t e  an i n t e g r a t e d  document,
w i l l  be in co rp ora te d  in t h e  commentary.

S e c t i o n  2 2 6 . 5 ( b )  d e a l s  wi th  the  t im in g  o f  d i s c l o s u r e s .  Paragraph
( b ) ( 1 )  s e t s  f o r t h  the  t i m in g  requirement  f o r  t he  i n i t i a l  d i s c l o s u r e  s ta tement  
and i s  s u b s t a n t i v e l y  unchanged from the  December proposal  and the  current  
r e g u l a t i o n .

S e c t i o n  2 2 6 . 5 ( b ) ( 2 )  s e t s  f o r t h  the  t iming requirement  for  p e r i o d i c  
s t a t e m e n t s .  The p r o v i s i o n  i d e n t i f y i n g  when a p e r i o d i c  s tatement  need not  be 
s e n t ' d i f f e r s  from the  December proposal  in two r e s p e c t s .  F i r s t ,  t h e  r e v i s e d  
r e g u l a t i o n  r e i n s t a t e s  t h e  c ur ren t  r e g u la t o r y  s tandard t h a t  a s ta tement  need 
not  be se nt  f o r  an account  f o r  which de l inquency  c o l l e c t i o n  proceed ings  have  
been i n s t i t u t e d .  Second,  in response  t o  commenters who were concerned th at  
sending s ta t em en ts  under c e r t a i n  c i rcum sta nc es  would v i o l a t e  f edera l  law ( f o r  
example ,  a f t e r  a consumer has f i l e d  f o r  bankruptcy) ,  t h e  r e v i s e d  r e g u l a t i o n  
pr o v id e s  t h a t  a s tatement  need not  be furn i shed  i f  do ing  so would v i o l a t e  
f e d er a l  law.

S e c t i o n  2 2 6 . 5 ( b ) ( 2 ) ( i i ) r e q u i re s  the  c r e d i t o r  t o  mail or  d e l i v e r  a 
p e r i o d i c  s ta tement  a t  l e a s t  14 days b e f ore  the  end o f  any f r e e - r i d e  period  
d i s c l o s e d  under § 2 2 6 . 7 ( j ) .  This p r o v i s i o n ,  a long  wi th  f o o t n o t e  10 which s e t s
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f o r t h  e x c e p t i o n s  t o  t h e  t ime l i m i t a t i o n ,  remains unchanged from t h e  December 
proposal  and t h e  cu rrent  § 2 2 6 . 7 ( c ) ( 2 ) .

S e c t i o n  2 2 6 . 5 ( c ) ,  regarding the  b a s i s  o f  d i s c l o s u r e s  and the  use of  
e s t i m a t e s ,  c o n t a i n s  only a minor e d i t o r i a l  r e v i s i o n  from t he  December pr opo sa l .  
The r e v i s e d  r e g u l a t i o n  re qu ir e s  t h a t  d i s c l o s u r e s  be based on t he  "legal  o b l i g a 
t ion "  between the  p a r t i e s ,  whereas the  December proposal  used the  phrase " l e g a l l y  
e n f o r c e a b l e  o b l i g a t i o n " ;  no s u b s t a n t i v e  change was in tended .  This r u l e  d i f f e r s  
from the  current  re g u l a to r y  i n t e r p r e t a t i o n  t h a t  d i s c l o s u r e s  should r e f l e c t  the  
terms t h e  p a r t i e s  agreed upon, even i f  the  terms d i f f e r e d  from t h e  l e g a l  o b l i g a 
t i o n .  Under the  r e v i s e d  r e g u l a t i o n ,  f o r  example ,  when an employer o f f e r s  a 
p r e f e r e n t i a l  employee r a t e ,  the  d i s c l o s u r e  should be based on t h e  ra te  t h a t  i s  
l e g a l l y  e n f o r c e a b l e .  Thus,  the  d i s c l o s u r e  would not n e c e s s a r i l y  r e f l e c t  the  
s p e c i a l  d i s co u nt e d  r a t e .  The c r e d i t o r  i s  not p r o h i b i t e d ,  however,  from a l s o  
d i s c l o s i n g  any o th er  terms agreed upon by the  p a r t i e s ,  such as the  p r e f e r e n t i a l  
r a te  c o n c e ss i o n  made f o r  an employee.

As t o  the  use o f  e s t i m a t e s ,  § 2 2 6 . 5 ( c )  o f  t h e  r e v i s e d  r e g u la t i o n  pro
v i d e s  t h a t ,  when information e s s e n t i a l  f o r  an ac cu ra te  d i s c l o s u r e  i s  unknown t o  
th e  c r e d i t o r ,  d i s c l o s u r e s  s h a l l  be made based on the  be s t  informat ion reasonably  
a v a i l a b l e  t o  the  c r e d i t o r ,  and the  c r e d i t o r  must s t a t e  t h a t  the  d i s c l o s u r e  i s  
an e s t i m a t e .  This p r o v i s i o n  i s  more l i b e r a l  than the  current  § 2 2 6 . 6 ( f ) ,  which 
a l lo w s  the  use o f  e s t i m a t e s  only i f  d i s c l o s u r e s  were g iven at  the  l a t e s t  p o s s i b l e  
t i m e .  The i n t e n t  o f  t h i s  change i s  t o  encourage e a r l y  d i s c l o s u r e .

Se c t i o n  2 2 6 . 5 ( d )  a dd re ss es  d i s c l o s u r e  requirements  f o r  both m u l t i p l e  
c r e d i t o r  and m u l t i p l e  consumer s i t u a t i o n s .  It  re qu ir e s  t h a t ,  in a m u l t i p le  
c r e d i t o r  s i t u a t i o n ,  t h e  consumer be g iven  a complete s e t  o f  d i s c l o s u r e s ,  ra ther  
than p a r t i a l  d i s c l o s u r e s  from one or  more o f  the  c r e d i t o r s .  A c r e d i t o r  may, 
o f  c o u r s e ,  a l s o  fu r n i s h  t h e  consumer wi th a d d i t i o n a l  c o p i e s  o f  the  required  
d i s c l o s u r e s .  Unl ike  the  December p r o p o s a l ,  the  r e v i s e d  r e g u la t i o n  f u r th e r  pro
v i d e s  t h a t  c r e d i t o r s  s h a l l  agree among the mse lve s  as t o  which c r e d i t o r  w i l l  make 
t h e  complete s e t  o f  d i s c l o s u r e s .

In the  case  o f  m u l t i p l e  consumers ,  the  r e v i s e d  r e g u la t i o n  ( l i k e  the  
cu r r en t  § 2 2 6 . 6 ( e )  and t h e  December p r o po s a l )  would req uire  d i s c l o s u r e s  t o  only  
one pr i mar i ly  l i a b l e  consumer.  The r e v i s e d  r e g u l a t i o n  e x p l i c i t l y  s t a t e s ,  how
e v e r ,  t h a t  when the  r i g h t  o f  r e s c i s s i o n  under § 22 6 .1 5  i s  a p p l i c a b l e ,  t h e  i n i t i a l  
d i s c l o s u r e  s tatement  (§ 2 2 6 .6 )  and t h e  n o t i c e  o f  r i g h t  t o  resc ind  (§ 2 2 6 . 1 5 ( b ) )  
must be g iven  t o  each person having t h e  r i g h t  t o  r e s c i n d .

S e c t i o n  2 2 6 . 5 ( e )  o f  the  r e v i s e d  r e g u l a t i o n  governs the  e f f e c t  o f  
subsequent  e v e n t s ,  and i s  unchanged from t h e  December propo sa l .  The p r o v i s i o n  
i s  b a s i c a l l y  t h e  same as the  current  § 2 2 6 . 6 ( g ) .  The r e v i s e d  r e g u l a t i o n  prov ides  
t h a t ,  a l though an inaccuracy  r e s u l t i n g  from an event  subsequent  t o  d e l i v e r y  o f  
the  d i s c l o s u r e s  i s  not a v i o l a t i o n  o f  the  r e g u l a t i o n ,  c e r t a i n  changes may 
requ ire  d i s c l o s u r e s  under § 2 2 6 . 9 ( c )  (Change in t e r m s ) .
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S e c t i o n  2 2 6 .6  corresponds  t o  the  same s e c t i o n  in the  December proposal  
and t o  § 2 2 6 . 7 ( a )  o f  t h e  cu rrent  r e g u l a t i o n .  It  implements § 127(a)  o f  t h e  a c t ,  
which l i s t s  the  d i s c l o s u r e s  required upon opening an open-end c r e d i t  account .

Form and t im in g  requirements  in the  in tr od u ct or y  paragraph o f  t h e  
c ur r en t  r e g u l a t i o n  are  in § 226 .5  o f  the  r e v i s e d  r e g u l a t i o n  (General d i s c l o s u r e  
r e qu ire m en ts ) .  The requirement  t o  use  t erminology  c o n s i s t e n t  wi th  t h a t  t o  be 
used on the  p e r i o d i c  s ta te ment  remains in t he  in tr od u ct or y  paragraph t o  the  
r e v i s e d  § 2 2 6 . 6 .  As does  § 2 2 6 . 7 ( a ) ( 1 )  through ( a ) ( 4 )  o f  the  cur rent  r e g u l a 
t i o n ,  r e v i s e d  § 2 2 6 .6 ( a )  d e a l s  w i th the  f in a n c e  charge d i s c l o s u r e .  While the  
s t r u c t u r e  and language o f  § 2 2 6 . 6 ( a )  d i f f e r s  from t h a t  o f  t h e  current  r e g u l a 
t i o n ' s  § 2 2 6 . 7 ( a ) ( l ) - ( a ) ( 4 ) ,  few s u b s t a n t i v e  d i f f e r e n c e s  e x i s t .  Language in 
§ 2 2 6 . 6 ( a ) ( 1 )  implements new s t a t u t o r y  language re q u i r i n g  t h a t  a c r e d i t o r  
i n d i c a t e  whether or not  a t ime per iod e x i s t s  w i t h i n  which any c r e d i t  extended  
may be repaid wi thout  i n c ur r i ng  a f i n a n ce  charge .  The l a s t  s e n te n c e  o f  
§ 2 2 6 . 6 ( a ) ( 1 )  o f  the  December proposal  has been d e l e t e d  as redundant.

Se c t io n  2 2 6 . 6 ( a ) ( 2 )  corresponds t o  § 2 2 6 . 7 ( a ) ( 4 )  o f  t h e  cur rent  r e g u l a 
t i o n  and req uires  t h a t ,  where one or  more p e r i o d i c  r a t e s  may be used t o  compute 
th e  f in a n ce  charge ,  each such r a te  must be d i s c l o s e d  t o g e t h e r  wi th t h e  range 
o f  ba lances  t o  which i t  i s  a p p l i c a b l e  and t he  corresponding  annual percentage  
r a t e .  The language in both the  cu rrent  r e g u l a t i o n  and t h e  December proposal  
r e f e r r i n g  t o  t h e  method o f  de termining t he  corresponding  annual percentage  rate  
has been d e l e t e d  s i n c e  t h e  method i s  s e t  out  in r e v i s e d  § 2 2 6 .1 4 .

Language from the  December proposal  has been r e ta i n e d  t o  i n d i c a t e  
t h a t ,  where d i f f e r e n t  p e r i o d i c  r a t e s  apply t o  d i f f e r e n t  t ype s  o f  t r a n s a c t i o n s ,  
t h o s e  p e r i o d i c  r a te s  and the  annual percentage  r a te s  t h a t  correspond t o  them 
must be d i s c l o s e d  ( see  d i s c u s s i o n  in § 2 2 6 . 7 ( d ) ) .

The mater ia l  in f o o t n o t e  6a o f  the  cur rent  r e g u l a t i o n  has been d iv ided  
i n t o  two f o o t n o t e s  ( f o o t n o t e s  11 and 13) in the  r e v i s e d  r e g u l a t i o n ;  t h i s  i s  an
e d i t o r i a l  change,  wi th  no change in substance  in tended .

Se c t i on  2 2 6 . 6 ( a ) ( 3 )  o f  t h e  r e v i s e d  r e g u l a t i o n  corresponds  t o
§ 2 2 6 . 7 ( a ) ( 2 )  o f  the  c urr ent  r e g u l a t i o n ;  i t  d e a l s  wi th d i s c l o s u r e  o f  t h e  method
used t o  determine t h e  ba l ance  on which the  f in a n c e  charge may be computed.  The 
r e v i s e d  r e g u l a t i o n  makes c l e a r  t h a t  the  method o f  computing t he  balance must be 
e x p l a i n e d ,  and not merely i d e n t i f i e d  by a shorthand phrase such as "previous  
balance  method." Model c l a u s e s  t h a t  d e s c r i b e  var iou s  balance computation  
methods are  co nta ined  in t h e  appendix.

Footnote  12 s p e c i f i e s  the  d i s c l o s u r e s  required f o r  v a r i a b l e  r a t e  pro
grams. I t  r e p l a c e s  cur rent  Board I n t e r p r e t a t i o n  § 22 6 .7 0 7 .  I t  r e q u i r e s  t h a t  
t h e  c r e d i t o r  d i s c l o s e  on the  i n i t i a l  d i s c l o s u r e  s ta te ment  the  c i rcumstances  
under which a r a te  may i n c r e a s e ,  t h e  l i m i t s  on t h e  i n c r e a s e ,  and t h e  e f f e c t  
t h a t  such an i n c r e a s e  may have ( f o r  example ,  an i n c r e a s e  in the  p e r i o d i c  ra te  
w i l l  occur  when t h e  prime r a te  i n c r e a s e s  and w i l l  be one percent  over  prime 
but w i l l  never  exceed a p e r i o d i c  r a te  o f  24%; however,  should t h e  p e r i o d i c  ra te  
reach 20%, the  c r e d i t o r  w i l l  re qu ir e  a d d i t io n a l  c o l l a t e r a l . )
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By d i s c l o s i n g  on tne  i n i t i a l  d i s c l o s u r e  s ta tement  the  r u l e s  about  
when the  p e r i o d i c  ra te  w i l l  i n c r e a s e ,  the  c r e d i t o r  i s  r e l i e v e d  from provid ing  
a change in terms n o t i c e  under § 2 2 6 . 9 ( c )  in t h i s  regard.

The Board in te nd s  t o  i nc orp ora te  Board I n t e r p r e t a t i o n  § 226 .706  in  
t h e  commentary; i t  prov ides  t h a t  a c r e d i t o r  need not d e s c r i b e  the  manner in  
which payments and o th er  c r e d i t s  are a l l o c a t e d .  I n t e r p r e t a t i o n  § 226 .706  i n 
t ends  t o  r e l i e v e  t h e  c r e d i t o r  o f  the  r e s p o n s i b i l i t y  t o  d i s c l o s e ,  fo r  example:  
(1)  t h a t  payments are a p p l i ed  f i r s t  t o  f i n a n ce  c ha r ge s ,  then t o  purcha se s ,  and 
then t o  cash advances ,  or (2)  t h a t  payments may be ap p l i ed  t o  l a t e  c ha r ge s ,  
overdue b a l a n c e s ,  and f in a n c e  charges  b e f ore  being a p p l i e d  t o  the  pr in c ip a l  
ba la nce .

S e c t i o n s  2 2 6 . 7 ( a ) ( 5 )  and 226.11 o f  the  current  r e g u la t i o n  deal with  
the  Comparative Index o f  Credi t  Cost .  Those s e c t i o n s  are not r e f l e c t e d  in the  
r e v i s e d  r e g u l a t i o n .  Their  d e l e t i o n  r e s u l t s  from a s t a t u t o r y  amendment.

Se c t i o n  2 2 6 . 6 ( b )  corresponds t o  § 2 2 6 . 7 ( a ) ( 6 )  o f  the  current  r e g u l a 
t i o n  and d e a l s  wi th  t he  d i s c l o s u r e  o f  c h a r g e s ,  o t her  than f in an ce  c ha r g e s ,  th at  
may be imposed as part  o f  t h e  open-end c r e d i t  p lan .  The r e v i s e d  r e g u la t i o n  
implements s t a t u t o r y  language changes and r e f l e c t s  e d i t o r i a l  changes from the  
December p ro po sa l .

As t he  Board s t a t e d  in t h e  December pr op os a l ,  membership or p a r t i c i 
pa t ion  f e e s  in open-end c r e d i t  plans  are cons id ere d  o t he r  ch ar ge s ,  as are l a t e  
payment c ha r g e s ,  f e e s  f o r  prov id ing  documentary e v i d e n c e  reques ted under pro
posed § 2 2 6 . 1 3 ,  and o v e r - t h e - c r e d i t - 1 i m i t  c ha r g e s .  In c o n t r a s t ,  f e e s  charged  
f o r  documentary e v id en ce  o f  t r a n s a c t i o n s  f o r  income tax  purposes ,  f o r  example,  
would not be c on s id ere d  o t h e r  c ha r g e s .

As po in ted  out  in the  December proposal  and un l i k e  current  s t a f f  
p o s i t i o n ,  vo luntary  c r e d i t  l i f e  insurance  i s  not  c on s id ere d  an o t her  charge .
The Board c o n t in u e s  t o  b e l i e v e  t h a t  d i s c l o s i n g  the  c o s t  o f  vo luntary  c r e d i t  
l i f e  insurance  on t h e  i n i t i a l  d i s c l o s u r e  s ta t ement  as an o ther  charge i s  
unnecessary  s i n c e  c o s t  d i s c l o s u r e  i s  a l ready  required by § 22 6 .4 .  Required 
c r e d i t  l i f e  or  d i s a b i l i t y  would,  o f  c o u r s e ,  be d i s c l o s e d  as a f in an ce  charge  
on the  i n i t i a l  d i s c l o s u r e  s ta t e m e nt .

S e c t i o n  2 2 6 . 6 ( c ) ,  which r e q u i re s  d i s c l o s u r e  o f  the  f a c t  t h a t  a 
c r e d i t o r  has or w i l l  ac qu ire  a s e c u r i t y  i n t e r e s t  under t h e  p l a n ,  corresponds  
t o  § 2 2 6 . 7 ( a ) ( 7 )  o f  t he  current  r e g u l a t i o n .  The s e c t i o n  i s  i d e n t i c a l  t o  the  
December pr o po s a l .  It implements ,  however,  a major s t a t u t o r y  amendment t o  
§ 1 2 7 ( a ) .  The current  r e g u l a t i o n  r equ ire s  d i s c l o s u r e  o f  t h e  c o n d i t i o n s  under 
which the  c r e d i t o r  may r e t a i n  or  ac quire  a s e c u r i t y  i n t e r e s t ,  and a d e s c r i p t i o n  
or i d e n t i f i c a t i o n  o f  the  type o f  t h e  i n t e r e s t .  The r e v i s e d  s t a t u t e  and r e gu la 
t i o n  s i m p l i f y  t h i s  d i s c l o s u r e  by merely r e q u i r i n g  t h e  c r e d i t o r  t o  d i s c l o s e  the  
f a c t  t h a t  t h e  c r e d i t o r  has or w i l l  ac qu ire  a s e c u r i t y  i n t e r e s t  e i t h e r  in the  
property purchased as par t  o f  t h e  plan or in o t he r  property  i d e n t i f i e d  by 
i t em or t y p e .

In the  December p r o p o s a l ,  the  Board s t a t e d  t h a t  c r e d i t o r s  requiring*  
s e c u r i t y  only when the  ba lance in an account  exceeded a p r e -d e s i g n a t e d  amount
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need only d i s c l o s e  t o  t h e  consumer on the  i n i t i a l  d i s c l o s u r e  s ta tement  informa
t i o n  about the  s e c u r i t y  i n t e r e s t  a v a i l a b l e  t o  the  c r e d i t o r  at  the  t ime t h a t  
th e  d i s c l o s u r e s  were be ing  made. The proposal  provided t h a t ,  a t  a l a t e r  d a t e ,  
when the  s e c u r i t y  i n t e r e s t  was a c t u a l l y  ta ke n ,  the  c r e d i t o r  would d i s c l o s e  to  
th e  consumer a d e s c r i p t i o n  o f  the  property  in which the  s e c u r i t y  i n t e r e s t  was 
taken with more s p e c i f i c i t y .

Commenters o b j e c t e d  t o  t he  l a t t e r  requirement ,  p o i n t in g  out t h a t  the  
s e c u r i t y  i n t e r e s t  d i s c l o s u r e s  f o r  c lo s e d - e n d  c r e d i t  did not req u ire  the  s p e c i f i 
c i t y  required in open-end d i s c l o s u r e s .  The Board ag rees  t h a t  i t  i s  not necessary  
f o r  a c r e d i t o r  to  provide  the  a d d i t i o n a l  d i s c l o s u r e s  when the  s e c u r i t y  i n t e r e s t  
i s  a c t u a l l y  taken i f  the  scope o f  the  s e c u r i t y  i n t e r e s t  taken i s  the  same a s ,  
or i s  more s p e c i f i c  t h a n ,  t h a t  d i s c l o s e d  t o  t h e  consumer on t h e  i n i t i a l  d i s c l o 
sure  s ta t e m e n t .  However, the  Board c o n t in u e s  t o  b e l i e v e  th at  i f  the  s e c u r i t y  
i n t e r e s t  a c t u a l l y  taken in the  property  i s  o f  g r e a te r  scope than t h a t  d i s c l o s e d  
on t h e  i n i t i a l  d i s c l o s u r e  s t a t e m e n t ,  a c ha ng e- in - t erm s  n o t i c e  i s  required .

For example ,  i f  t he  i n i t i a l  d i s c l o s u r e s  provided f o r  a s e c u r i t y  
i n t e r e s t  in "household goods" and a s e c u r i t y  i n t e r e s t  was l a t e r  taken in c e r t a i n  
household goods ,  no c ha ng e- in - t erm s  n o t i c e  would be n e c e s s a r y .  I f ,  on the  o t he r  
hand, t h e  i n i t i a l  s e c u r i t y  i n t e r e s t  was d i s c l o s e d  as cov er i ng  c e r t a i n  household  
goods and,  at  t h e  t ime  t h e  p r e - d e s i g n a t e d  ba lance  was ex ceeded ,  t h e  actual  
s e c u r i t y  i n t e r e s t  was taken in a l l  household goods ,  i t  would be necessary  fo r  
t h e  c r e d i t o r  t o  prov ide  a c ha nge - in - t erm s  n o t i c e .  The Board would po in t  out  
t h a t  in the  l a t t e r  i n s t a n c e ,  i f  the  c r e d i t o r  e x e c u t e s  a new s e c u r i t y  agreement  
(a copy o f  which i s  g iven  t o  the  consumer) ,  t h a t  s e c u r i t y  agreement w i l l  s u f f i c e  
as  a c ha ng e- in - t erm s  n o t i c e .

As in the  December p r o p o s a l ,  and in the  absence o f  a corresponding  
s t a t u t o r y  p r o v i s i o n ,  t h e  minimum p e r i o d i c  payment requirement in § 2 2 6 . 7 ( a ) ( 8 )  
o f  the  cur rent  r e g u l a t i o n  i s  not inc luded  in t h e  r e v i s e d  r e g u l a t i o n .  The Board 
i s  o f  t h e  op i n ion  t h a t  a c r e d i t o r  would r o u t i n e l y  prov ide  such information t o  
t h e  consumer,  and i s  unaware o f  any p o t e n t i a l  abuse r e q ui r i ng  r e g u l a t i o n .  How
e v e r ,  a p r o v i s i o n  r e q ui r i ng  n o t i c e  t o  t h e  consumer regard ing an i n c r e a s e  in the  
minimum p e r i o d i c  payment has been in corporated  in § 2 2 6 . 9 ( c ) .

Proposed § 2 2 6 . 6 ( d )  corresponds  t o  § 2 2 6 . 7 ( a ) ( 9 )  o f  t he  current  regu
l a t i o n ;  i t  d e a l s  wi th the  b i l l i n g  r i g h t s  s ta tement  requirement  and i s  unchanged 
from t he  December pr op o s a l .  Unlike the  c urr ent  r e g u l a t i o n ,  a model b i l l i n g  
e r r o r  r i g h t s  s ta tement  i s  inc luded in the  appendix ra ther  than in the  body o f  
t he  r e g u l a t i o n .  The r e v i s e d  r e g u l a t i o n  i n c l u d e s  a p r o v i s i o n  t h a t  the  n o t i c e  
provided by the  c r e d i t o r  be s u b s t a n t i a l l y  s i m i l a r  t o  t h e  model s ta t em ent .
Unlike under t h e  c ur ren t  r e g u l a t i o n ,  the  phrase " s u b s t a n t i a l l y  s im i la r"  i s  
intended  t o  provide  the  c r e d i t o r  wi th  g r e a t e r  f l e x i b i l i t y  in p e r s o n a l i z i n g  the  
n o t i c e  and complying wi th "plain Engl ish" s t a t e  laws .  (See t h e  appendix f o r  a 
d i s c u s s i o n  o f  t h e  " s u b s t a n t i a l l y  s im i la r "  s ta n da r d . )

Commenters reques ted  t h a t  the  r e g u l a t i o n  provide  t h a t  the  model 
b i l l i n g  e r r o r  r i g h t s  n o t i c e  be deemed t o  comply with  "plain Engl ish" s t a t e  laws .  
The Board b e l i e v e s  t h a t  i t  would be i n ap p r op r i a t e  t o  make such a de ter m in at i on .
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S e c t i o n  226 .7  - -  P e r io d ic  s t a t e m e n t s .

S e c t i o n  22 6 .7  corresponds  t o  the  same s e c t i o n  in the  December proposal
and t o  § 2 2 6 . 7 ( b )  o f  t h e  current  r e g u l a t i o n ;  i t  r equ ire s  t h a t  c r e d i t o r s  provide
consumers wi th p e r i o d i c  s ta te me nt s  at  the  end o f  each b i l l i n g  c y c l e  and i d e n t i 
f i e s  t h e  in format ion  t h a t  must be d i s c l o s e d  on them. The general  p e r i o d i c  
d i s c l o s u r e  requirements  r e l a t i n g  t o  t i m i n g ,  format ,  and a p p l i c a b i l i t y  t h a t  
appear in cu r r en t  § 2 2 6 . 7 ( b )  appear in § 2 2 6 .5  o f  t he  r e v i s e d  r e g u l a t i o n .  The 
d e f i n i t i o n  o f  " b i l l i n g  cy c le "  in r e v i s e d  § 226 .2  e s t a b l i s h e s  the  requirement  
t h a t  the  i n t e r v a l  between b i l l i n g  c y c l e s  be no lo nger  than a q u a r t e r  o f  a y e a r .

The r e v i s e d  r e g u l a t i o n  does not co nt a i n  t h e  requirements  in § 2 2 6 . 7 ( c )
o f  t h e  cu rr en t  r e g u l a t i o n  regard ing the  l o c a t i o n  o f  d i s c l o s u r e s  on the  p e r i o d i c  
s ta t e m e n t .  The Board b e l i e v e s  t h a t  adequate consumer p r o t e c t i o n  i s  a f forded  
by the  requirement in § 2 2 6 . 5  t h a t  Truth in Lending d i s c l o s u r e s  be made c l e a r l y  
and c o n s p i c u o u s ly .

Required t e r m in o lo g y ,  wi th  t he  e x c e p t i o n  o f  t h e  terms " f inance  charge" 
and "annual percentage  r a t e , "  has a l s o  been d e l e t e d  from t h i s  s e c t i o n .  A 
number o f  commenters favored e l i m i n a t i o n  o f  required t ermino logy  because o f  the  
p o t e n t i a l  f o r  no n s u b s t a n t iv e  t e c h n i c a l  v i o l a t i o n  o f  the  r e g u l a t i o n .

S e c t i o n  2 2 6 . 7 ( a )  corresponds  t o  § 2 2 6 . 7 ( b ) ( 1 ) ( i ) o f  t h e  current  
r e g u l a t i o n .  It r e q u i re s  d i s c l o s u r e  o f  t h e  o u ts ta nd in g  account  balance a t  t h e  
beg inn ing  o f  t h e  b i l l i n g  c y c l e .  The requirement  t h a t  a c r e d i t  ba lance  be iden
t i f i e d  as such has been d e l e t e d  from the  r e g u l a t i o n  as unnecessary;  where a 
c r e d i t  ba lance e x i s t s ,  t he  requirement  t h a t  i t  be d i s c l o s e d  c l e a r l y  and c o n s p i 
cuous ly  w i l l  in su re  i t s  proper i d e n t i f i c a t i o n .  As has always been t h e  c a s e ,  
c r e d i t o r s  may use a symbol or a b b r e v i a t i o n  t o  i d e n t i f y  a c r e d i t  ba lance  as long  
as i t  i s  e x p l a in e d  on or wi th t h e  p e r i o d i c  s t a t e m e nt .

The l a s t  s e n te n c e  o f  t he  paragraph t h a t  appeared in the  December pro
posal  has been d e l e t e d  from the  r e g u l a t i o n .  It in corporated  the  pr e s en t  s t a f f  
p o s i t i o n  t h a t  permi ts  d i s c l o s u r e  o f  a s e p ar at e  prev ious  balance f o r  each type  
o f  t r a n s a c t i o n .  It w i l l ,  i n s t e a d ,  be in corporated  in t h e  commentary. The 
Board w i l l  a l s o  i nc o rp o ra t e  in t he  commentary t h e  s t a f f  p o s i t i o n  t h a t  c r e d i t o r s  
d i s c l o s i n g  a se pa r a te  prev ious  ba lance  fo r  each type  o f  t r a n s a c t i o n  on an 
account  need not  d i s c l o s e  a t o t a l  prev ious  ba la nce .

Se c t io n  2 2 6 . 7 ( b )  corresponds  t o  § 226 . 7 ( b ) ( 1 ) ( i i )  o f  the  cur ren t  regu
l a t i o n ;  i t  i s  t h e  same as  t h e  cu rr ent  r e g u l a t i o n  e xc ept  f o r  minor e d i t o r i a l  
changes .  It  r e q u i re s  t h a t  each c r e d i t  t r a n s a c t i o n  be i d e n t i f i e d  on t h e  p e r i 
od i c  s ta tement  in accordance wi th the  s p e c i f i c  i d e n t i f i c a t i o n  requirements  o f  
§ 2 2 6 . 8 .

S e c t i o n  2 2 6 . 7 ( c )  r eq u i res  d i s c l o s u r e  o f  any c r e d i t  t o  the  account  during  
the  b i l l i n g  c y c l e .  This d i s c l o s u r e  must in c lu d e  the  amount o f  the  c r e d i t  and i t s  
d a t e  o f  c r e d i t i n g .  It  corresponds  t o  § 2 2 6 . 7 ( b ) ( l ) ( i i i )  o f  t he  cur rent  r e g u l a t i o n .  
As in t h e  December p r o p o s a l ,  t he  r e v i s e d  r e g u l a t i o n  no longer  r e q u i re s  s p e c i f i c  
i d e n t i f i c a t i o n  o f  the  typ e  o f  c r e d i t .  C r e d i to r s  may a l s o  use symbols or abbre
v i a t i o n s  as long as  they are e x p l a i ne d  on or wi th t h e  p e r i o d i c  s t a t e m e nt .  The
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Board would po int  o u t ,  however,  t h a t ,  where a c r e d i t o r  uses  t h e  p e r i o d i c  s t a t e 
ment t o  n o t i f y  the  consumer o f  a b i l l i n g  e r ro r  c o r r e c t i o n ,  a s p e c i f i c  i d e n t i f i 
c a t i o n  o f  t h a t  c r e d i t  must be prov ided .

S e c t i o n  2 2 6 . 7 ( d )  corresponds t o  § 2 2 6 . 7 ( b ) ( l ) ( v )  o f  the  current  
r e g u l a t i o n  and d e a l s  wi th  d i s c l o s u r e  o f  any p e r i o d i c  ra te  t h a t  may be used t o  
compute the  f i n a n c e  charge and the  annual per centage  ra te  t h a t  corresponds  
t o  i t .  The Board b e l i e v e s  t h a t  t h e  language o f  the  paragraph can be read t o  
r e q u i r e  t h a t  t he  p e r i o d i c  r a t e ( s )  used t o  compute the  f in a n c e  charge must be 
d i s c l o s e d  whether or  not ap p l i ed  during t h e  b i l l i n g  c y c l e ,  and t h e r e f o r e  has  
d e l e t e d  the  p a r e n t h e t i c a l  phrase t h a t  appears in t h e  current  r e g u l a t i o n .  The 
Board would po in t  out  t h a t ,  where an open-end plan o f f e r s  a v a r i e t y  o f  f e a t u r e s ,  
th e  c r e d i t o r  must d i s c l o s e  the  p e r i o d i c  r a t e ( s )  and corresponding annual per 
centag e  r a t e ( s )  f o r  only t h o s e  t y p e s  o f  t r a n s a c t i o n s  t h a t  the  consumer has the  
p r i v i l e g e  o f  u t i l i z i n g  wi thout  f u r th e r  a p p l i c a t i o n .  For example,  where the  
consumer r e q u e s t s  and r e c e i v e s  a l i n e  o f  c r e d i t  t h a t  may be r o u t i n e l y  a c c e s s e d  
by a c r e d i t  card or check o v e r d r a f t ,  the  p e r i o d i c  r a t e ( s )  and corresponding  
annual per centage  r a t e ( s )  must be d i s c l o s e d  f o r  t h o s e  f e a t u r e s  on each p e r i o d i c  
s ta t eme nt  whether or not t he  consumer uses  e i t h e r  f e a t u r e  during the  b i l l i n g  
c y c l e .  I f  t h e  same plan a l s o  o f f e r s  i n d i v i du a l  advances for  unsecured c r e d i t  
or c r e d i t  s ecured  by l a r g e - t i c k e t  i t e m s ,  t he  p e r i o d i c  r a t e s  and corresponding  
annual percentage  r a t e s  f o r  t h o s e  f e a t u r e s  need not  be d i s c l o s e d  i f  the  consumer  
does  not have the  pr es en t  a b i l i t y  t o  a c c e s s  t he  c r e d i t  l i n e  r o u t i n e l y  wi thout  
s p e c i a l  a p p l i c a t i o n .

Footnote  15 o f  the  r e v i s e d  r e g u l a t i o n  d e a l s  wi th the  d i s c l o s u r e  th at  
must appear on the  p e r i o d i c  s ta tement  when a v a r i a b l e  r a te  program i s  in v o lv e d .  
The f o o t n o t e  r e q u i re s  t h a t  t h e  c r e d i t o r  r e f l e c t  on the  p e r i o d i c  s ta t e m e n t ,  
where a v a r i a b l e  ra te  program i s  i n v o l v e d ,  t h a t  t h e  p e r i o d i c  r a te  may vary.

The a l t e r n a t i v e  t ermino logy t h a t  appears in the  current  r e g u la t i o n  
f o r  t he  d i s c l o s u r e  o f  t he  corresponding  annual per centage  ra te  has been d e l e t e d  
from t h e  r e g u l a t i o n .  For the  purposes  o f  t h i s  paragraph,  c r e d i t o r s  may cont inue  
t o  modify the  term "annual percentage  rate" by us ing t h e  terms corresp ond ing ,  
nominal ,  or corresponding  nominal .  Where one d i s c l o s u r e  i s  g iven f o r  both 
r e v i s e d  § 2 2 6 . 7 ( d )  and ( g ) ,  however,  only the  term "annual percentage  rate"  
may be used.

Language from the  December proposal  has been r e ta in e d  t o  i n d i c a t e  
t h a t ,  where d i f f e r e n t  p e r i o d i c  r a t e s  apply t o  d i f f e r e n t  t yp e s  o f  t r a n s a c t i o n s ,  
t h o s e  p e r i o d i c  r a te s  and t h e  annual pe rcentage  r a te s  t h a t  correspond to  them 
must be d i s c l o s e d ,  t o g e t h e r  wi th the  t y p e s  o f  t r a n s a c t i o n s  t o  which they apply .  
Where d i f f e r e n t  r a t e s  are  i n v o l v e d ,  a p e r i o d i c  s ta te ment  t h a t  does not r e f l e c t  
what t h e  d i f f e r e n t  r a t e s  apply t o  ( t h a t  i s ,  ranges o f  ba lances  and/or  t y p e s  o f  
t r a n s a c t i o n s )  would render the  p e r i o d i c  ra te  d i s c l o s u r e  mean ing le s s .

The language r e f e r r i n g  t o  the  method o f  de termining t h e  corresponding  
annual per centage  r a t e  has a l s o  been d e l e t e d  from the  current  § 2 2 6 . 7 ( b ) ( 1 ) ( v ) 
s i n c e  t h e  method i s  s e t  out  in r e v i s e d  § 2 2 6 .1 4 .

S e c t i o n  2 2 6 . 7 ( e )  o f  the  December proposal  i s  not  r e f l e c t e d  in the  
r e v i s e d  r e g u l a t i o n .  That paragraph required d i s c l o s u r e  o f  t he  amount or method
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o f  computing t h e  amount o f  any typ e  o f  f in a n c e  charge o t her  than the  p e r i o d i c  
r a te  t h a t  may be imposed during the  b i l l i n g  c y c l e .  Several  commenters s t a t e d  
t h a t ,  in t he  absence o f  a corresponding s t a t u t o r y  p r o v i s i o n ,  the  requirement  
u n n e c e s s a r i l y  d u p l i c a t e d  information co nt a in ed  in the  i n i t i a l  d i s c l o s u r e s ;  
t h a t  i t  might co nfuse  consumers when the  charge was n o t ,  in f a c t ,  imposed 
dur ing t h e  b i l l i n g  c y c l e ;  and t h a t  i t  would d e t r a c t  a t t e n t i o n  from other  impor
t a n t  d i s c l o s u r e s .  Because consumers are informed o f  the  e x i s t e n c e  o f  t h e s e  
charges  on the  i n i t i a l  d i s c l o s u r e  s t a t e m e n t ,  and o f  t h e i r  im po s i t io n  on the  
p e r i o d i c  s ta t e m e n t ,  the  Board b e l i e v e s  t h a t  adequate consumer p r o t e c t i o n  i s  
af fo r d e d  wi thout  t h i s  a d d i t io n a l  d i s c l o s u r e  requirement .

S e c t i o n  2 2 6 . 7 ( e )  o f  the  r e v i s e d  r e g u l a t i o n  corresponds t o  § 2 2 6 . 7 ( f )  
o f  the  December proposal  and § 2 2 6 . 7 ( b ) ( l ) ( v i i i )  o f  the  current  r e g u l a t i o n ;  i t  
r e q u i r e s  d i s c l o s u r e  o f  the  amount o f  the  ba lance  t o  which a p e r i o d i c  r a te  i s  
a p p l i e d  and an ex p l a n a t i o n  o f  how the  ba lance  was determined.

The r e v i s e d  paragraph re turns  t o  language s i m i l a r  t o  t h e  cur rent  regu
l a t i o n ,  d e l e t i n g  language in the  December proposal  t h a t  required d i s c l o s u r e  of  
the  amount o f  each balance t o  which a d i f f e r e n t  p e r i o d i c  ra te  i s  a p p l i e d .  The
r u l e  s t a t e d  in the  December proposal  proved too  broad in t h a t  i t  i n a d v e r t e n t ly
required the  s ep ar at e  breakout o f  ba lances  where t h e  d i s c l o s u r e s  o f  s e pa r at e  
b al anc es  would in f a c t  be unnecessary .  For example ,  where the  consumer has a 
balance  o f  $1000 on purchase t r a n s a c t i o n s ,  and amounts up t o  $500 are s u b j e c t  
t o  a p e r i o d i c  ra te  o f  1 1/2% o f  per month and amounts over $500 are  s u b j e c t  to
a 1% p e r i o d i c  r a te  per month,  t h e r e  would be no need t o  d i s c l o s e  t h o s e  ba lances
s e p a r a t e l y .  The Board b e l i e v e s ,  however,  t h a t  t h e r e  are  c e r t a i n  c i rcumstances  
in which more than one ba lance must be d i s c l o s e d  in order fo r  t h e  balance d i s c l o 
sure t o  be meaningfu l .  For example,  where a p e r i o d i c  ra te  o f  1 1/2% per month 
i s  ap p l i ed  t o  purchases  and 1% per month t o  cash advances ,  the  Board b e l i e v e s  
t h a t  both ba lances  s u b j e c t  to  the  p e r i o d i c  r a t e s  must be d i s c l o s e d .  The Board 
in te nd s  t o  inc or p or at e  s p e c i f i c  examples in the  commentary, a long wi th t he  pre 
s e n t  s t a f f  p o s i t i o n  t h a t  permi ts  d i s c l o s u r e  o f  s e par ate  ba lances  fo r  d i f f e r e n t  
t yp e s  o f  t r a n s a c t i o n s ,  a t  the  c r e d i t o r ' s  o p t i o n .

The r e v i s e d  paragraph r e t a i n s  t h e  p o s i t i o n  s e t  f o r t h  in the  December 
proposal  t h a t  only t h o s e  ba lances  t o  which a p e r io d ic  ra te  was ap pl i e d  need be 
d i s c l o s e d .  The Board b e l i e v e s  t h a t  t o  requ ire  the  s p e c i f i c  and s e p ar at e  i d e n t i 
f i c a t i o n  o f  each ba lance in vo lved  in computing in d i v id u a l  t r a n s a c t i o n  charges  
or  a c t i v i t y  charges  would s i g n i f i c a n t l y  c om p l ic a te  the  p e r io d ic  s ta te me nt .

S e c t i o n  2 2 6 . 7 ( e )  o f  the  r e v i s e d  r e g u l a t i o n  co n t in u es  t o  requ ire  
d i s c l o s u r e  o f  the  balance computat ion method. Four model d i s c l o s u r e s  are  
cont a in ed  in Appendix G.

Board I n t e r p r e t a t i o n  § 2 2 6 .7 0 3 ,  which d e a l s  wi th  the  d i s c l o s u r e  o f  
the  ba lance  when one or more d a i l y  p e r i o d i c  r a t e s  are  imposed,  w i l l  be i n c o r 
porated in the  commentary.

S e c t i o n  2 2 6 . 7 ( f )  corresponds t o  § 2 2 6 . 7 ( g )  o f  the  December proposal  
and § 2 2 6 . 7 ( b ) ( 1 ) ( i v )  o f  t he  current  r e g u l a t i o n ;  i t  r e q u i re s  d i s c l o s u r e  o f  t he  
amount o f  any f in a n c e  charge de b i t e d  or added t o  the  account  during the  b i l l i n g
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c y c l e .  The l a s t  s e n te n c e  o f  the  paragraph in c o r p o r a t e s  current  Board I n t e r p r e 
t a t i o n  § 2 2 6 . 7 0 1 ,  which prov ides  t h a t ,  where t h e re  i s  more than one p e r i o d i c  
r a t e ,  the  f in a n c e  charge a t t r i b u t a b l e  t o  each ra te  need not be s e p a r a t e l y  
i t e m iz e d  and i d e n t i f i e d .

The Board i s  aware t h a t  some c r e d i t o r s  do not d e b i t  or add f in an ce  
charges  t o  an account  during a b i l l i n g  c y c l e ,  but i n s t e a d  a l l o c a t e  from each  
payment the  amount o f  the  f i n a n ce  charge t h a t  has accrued s i n c e  the  l a s t  pay
ment.  The Board in te nd s  t o  inc o rp o ra te  in t h e  commentary the  pres ent  s t a f f  
p o s i t i o n  t h a t  t h o s e  c r e d i t o r s  need not  d i s c l o s e  f in a n c e  charges  t h a t  may have 
accrued between t h e  date  o f  t he  l a s t  payment and the  c l o s i n g  d a t e .  The Board 
a l s o  in te nd s  t o  expand t h e  a p p l i c a b i l i t y  o f  t h i s  p o s i t i o n  t o  the  d i s c l o s u r e s  
required  by r e v i s e d  §§ 2 2 6 . 7 ( a )  (Prev ious  ba la nce )  and 2 2 6 . 7 ( i )  (New b a l a n c e ) .

Se c t io n  2 2 6 . 7 ( g )  o f  the  r e v i s e d  r e g u l a t i o n  corresponds  t o  § 22 6 .7 (h )  
o f  t h e  December proposal  and § 2 2 6 . 7 ( b ) ( 1 ) ( v i ) o f  the  current  r e g u l a t i o n .  It  
r e q u i r e s  d i s c l o s u r e  o f  the  annual pe rcentage  ra te  ( c a l c u l a t e d  in accordance  
with r e v i s e d  § 2 2 6 .1 4 )  whenever a f in a n c e  charge i s  imposed during the  b i l l i n g  
c y c l e .  Language in the  December proposal  provided t h a t ,  where an annual per 
centag e  r a te  could not be determined because  t h e re  was no out s ta nd in g  ba lance  
in t h e  ac co unt ,  no annual percentage  ra te  need be d i s c l o s e d .  That se nte nce  
has been d e l e t e d  as unn ecessary;  no s u b s t a n t i v e  change i s  in ten d ed ,  however.
The Board b e l i e v e s  t h a t  the  r e fe r e n c e  in § 226 .14  t o  t h e  c i r cumstances  under 
which an annual percentage  r a te  cannot  be determined i s  s u f f i c i e n t  t o  r e l i e v e  
c r e d i t o r s  o f  t h e  duty t o  d i s c l o s e  i t  under t h i s  paragraph.

Se c t i o n  2 2 6 . 7 ( h )  has no corresponding  s e c t i o n  in t h e  current  r e g u l a 
t i o n ;  r a t h e r ,  i t  implements a present  s t a f f  p o s i t i o n  t h a t  charges  o ther  than  
f in a n c e  charges  imposed during the  b i l l i n g  c y c l e  must be r e f l e c t e d  on t h e  
p e r i o d i c  s t a t e m e nt .  The r e v i s e d  r e g u l a t i o n  does not requ ire  a se parate  d i s c l o 
sure o f  t he  t o t a l  o f  o th er  char ge s .

As in the  December p r o po s a l ,  the  requirements  o f  current  
§ 2 2 6 . 7 ( b ) ( 1 ) ( i x )  have been d iv id ed  i n t o  two paragraphs f o r  c l a r i t y .  Se c t io n  
2 2 6 . 7 ( i )  corresponds  t o  § 2 2 6 . 7 ( j ) o f  the  December proposal  and req uires  
d i s c l o s u r e  o f  the  c l o s i n g  date  o f  the  b i l l i n g  c y c l e  and the  out s ta nd ing  account  
bal ance  on t h a t  d a t e .  The language o f  the  c urr ent  r e g u l a t i o n  requi r ing  appro
p r i a t e  i d e n t i f i c a t i o n  o f  a c r e d i t  balance  has been dropped f o r  t h e  same reasons  
g i ven  f o r  d e l e t i o n  o f  s i m i l a r  language regarding t h e  ba lance  at  the  beginning  
o f  t h e  b i l l i n g  c y c l e .  The l a s t  s e n te n c e  o f  t h e  paragraph t h a t  appeared in the  
December proposal  has been dropped; i t  i n d i c a t e d  t h a t  a c r e d i t o r  could d i s c l o s e  
an ou ts ta n d in g  ba lance f o r  each type  o f  t r a n s a c t i o n  on an account .  The Board 
w i l l  i n c o rp o ra t e  t h a t  p o s i t i o n  in the  commentary. As i s  c u r r e n t l y  the  c a s e ,  a 
c r e d i t o r  may, a t  i t s  o p t i o n ,  d i s c l o s e  an out s ta nd in g  balance fo r  each type  o f  
t r a n s a c t i o n  in l i e u  o f  a t o t a l  o u t s ta nd in g  ba lanc e .

The second part  o f  cur ren t  § 2 2 6 . 7 ( b ) ( 1 ) ( i x )  i s  found in § 2 2 6 . 7 ( j ) 
o f  the  r e v i s e d  r e g u la t i o n  and corresponds  t o  § 2 2 6 . 7 ( k) o f  the  December proposa l .  
It  d e a l s  w i th  t h e  d i s c l o s u r e  o f  any f r e e - r i d e  per iod permi t ted  on the  account ;  
i t  i s  s u b s t a n t i a l l y  t h e  same as the  current  r e g u l a t i o n .
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Se c t i o n  2 2 6 . 7(k)  corresponds t o  § 2 2 6 . 7 ( b ) ( 1 ) (x)  o f  t he  current  regu
l a t i o n  and § 2 2 6 . 7 ( 1 )  o f  the  December p r op os a l .  It  re qu ir e s  d i s c l o s u r e  o f  the  
address  t o  be used f o r  n o t i c e  o f  a b i l l i n g  e r r o r .  In l i g h t  o f  t he  f a c t  t h a t  
required  t ermino logy  has been e l i m i n a t e d ,  wi th  t h e  e x c e p t i o n s  noted above ,  the  
"Send i n q u i r i e s  to :"  language requirement has been d e l e t e d .  The Board b e l i e v e s  
t h a t  the  general  requirement in § 226 .5  t h a t  Truth- in -Lending  d i s c l o s u r e s  be 
made " c le a r l y  and consp icuous ly"  w i l l  i n s u r e  adequate consumer p r o t e c t i o n .

Several  commenters asked the  Board i f  a t e l e p h o n e  number could be 
d i s c l o s e d  wi th  t h e  b i l l i n g  error  address  wi t hout  g i v i n g  a precaut ionary i n s t r u c 
t i o n  t h a t  t e l e p h o n i n g  w i l l  not  p r es erv e  t he  consumer's  b i l l i n g  e r ro r  r i g h t s .  
While t h e  Board r e c o g n iz e s  t h a t  nothing  in t h e  ac t  p r o h i b i t s  g i v i n g  the  t e l e 
phone number as a d d i t io n a l  i n fo r m a t i o n ,  t he  Board b e l i e v e s  t h a t ,  depending on 
the  o v e r a l l  format o f  t he  d i s c l o s u r e  s ta t e m e n t ,  d i s c l o s u r e  o f  a t e l e ph on e  
number wi thout  a precaut ionary  i n s t r u c t i o n  could be m is l e ad in g .

S e c t i o n  2 26 .8  — I d e n t i f i c a t i o n  o f  T r a n s a c t i o n s .

This s e c t i o n  o f  the  r e v i s e d  r e g u l a t i o n  corresponds t o  § 226 .8  o f  the  
December proposal  and t o  § 2 2 6 . 7 ( k) o f  the  cu rrent  r e g u l a t i o n ;  i t  d e a l s  with  
t he  requirement t h a t  the  c r e d i t o r  i d e n t i f y  on the  p e r i o d i c  s ta tement  c r e d i t  
t r a n s a c t i o n s  made in an open-end p lan .  This s e c t i o n  implements § 1 2 7 ( b ) ( 2 )  o f  
t h e  a c t .  While the  r e v i s e d  r e g u la t i o n  r e f l e c t s  a few e d i t o r i a l  changes ,  i t  i s  
s u b s t a n t i v e l y  unchanged from t h e  December pr op os a l .

Comparing the  r e v i s e d  r e g u l a t i o n  wi th the  current  r e g u l a t i o n  r e v e a l s  
l i t t l e  s u b s t a n t i v e  change.  The r e v i s e d  r e g u l a t i o n  r e f l e c t s ,  however,  a s i g n i 
f i c a n t  r e o r g a n iz a t io n  which should f a c i l i t a t e  i t s  u s e .  Moreover,  much o f  the  
exp la nat or y  d e t a i l  co nt a in ed  in t h e  current  r e g u l a t i o n  has been d e l e t e d  fo r  
more ap propr ia te  i n c l u s i o n  in the  commentary.

Footnote  16 (which d e a l s  wi th  a c r e d i t o r ' s  f a i l u r e  t o  d i s c l o s e  required  
i d e n t i f y i n g  information and which a p p l i e s  t o  a l l  c r e d i t o r s )  and f o o t n o t e  18 
(which d e t a i l s  a s p e c i a l  p r o v i s i o n  f o r  small  c r e d i t o r s )  implement p r o v i s i o n s  
in the  amended a c t  regard ing  the  l i a b i l i t y  i m p l i c a t i o n s  f o r  f a i l u r e  t o  provide  
required  i d e n t i f y i n g  in format ion in c e r t a i n  c i r c u m s ta n c e s .  Footnote  16 a l s o  
r e p l a c e s  § 2 2 6 . 7 ( k ) (4) and (5)  o f  t h e  current  r e g u l a t i o n ,  which co nt a i n  s p e c i f i c  
p r o v i s i o n s  a l lo w in g  the  c r e d i t o r  t o  s u b s t i t u t e  or omit  un a v a i l a b le  informat ion  
in c e r t a i n  i n s t a n c e s .  Under the  r e v i s e d  r e g u l a t i o n  t h e . c r e d i t o r  need no longer  
show t h a t  information i s  a c t u a l l y  u n a v a i l a b le  - -  on l y  t h a t  the  c r e d i t o r  has 
maintained reasonable  procedures  t o  procure i t .  S e c t i o n  2 2 6 . 7 ( k ) ( 6 ) ( i ) o f  
t h e  cur rent  r e g u l a t i o n ,  which a l lo w s  a c r e d i t o r  t o  r e ly  on information sup pl i ed  
by a n o n - r e la t e d  s e l l e r ,  has a l s o  been d e l e t e d  as unnecessary  due to  t h e  p r o t e c 
t i o n  a f for de d  by f o o t n o t e  16.

Some commenters asked f o r  guidance on how t o  c o r r e c t  t he  account  fo r  
purposes  o f  f o o t n o t e s  16,  17,  and 18 t o  t h i s  s e c t i o n .  There i s  no se pa r at e  
r u l e  f o r  c o r r e c t i o n  under § 22 6 . 8 ;  § 2 2 6 . 1 3 ( e )  a p p l i e s .  For example ,  under 
§ 2 2 6 . 1 3 ( e )  when t h e  consumer i s  c o r r e c t  (and the  consumer i s  c on s id er e d  t o  be 
c o r r e c t  under t h e s e  f o o t n o t e s ) ,  t he  c r e d i t o r  may not impose any f in a n c e  or  
o t h e r  charges  on t he  t r a n s a c t i o n  in q u e s t i o n .
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As i s  t h e  ca se  in the  c ur ren t  r e g u l a t i o n ,  the  r u l e s  f o r  i d e n t i f y i n g
t r a n s a c t i o n s  on p e r i o d i c  s ta te me nt s  vary depending upon t h r ee  f a c t o r s :
(1)  whether  t he  t r a n s a c t i o n  i n v o l v e s  a purchase or a cash advance;  (2)  whether  
a copy o f  t h e  c r e d i t  document r e f l e c t i n g  the  t r a n s a c t i o n  accompanies t h e  s t a t e 
ment; and (3)  i f  purchases  are i n v o l v e d ,  whether t he  c r e d i t o r  and s e l l e r  are  
t h e  same or r e l a t e d  per son s .

Several  commenters asked t h e  Board t o  c l a r i f y  whether a c r e d i t o r  
should i d e n t i f y  a t r a n s a c t i o n  as s a l e  or no nsa le  c r e d i t  when a consumer uses  
a d e b i t  card wi th an o v e r d r a f t  f e a t u r e  t o  purchase goods and,  in doing s o ,  
a c t i v a t e s  t h e  o v e r d r a f t .  The Board b e l i e v e s  t h a t  t h e  c r e d i t  por t ion  o f  such 
t r a n s a c t i o n s  could be viewed as a cash advance,  and may t h e r e f o r e  be d i s c l o s e d  
as  no nsa le  c r e d i t  a t  the  c r e d i t o r ' s  opt ion  even though a purchase i s  i n v o lv e d .

The current  r e g u l a t i o n  s t a t e s  t h a t  a f a c s i m i l e  d r a f t  ( f o r  example,  a 
d r a f t  in which t h e  required in format ion  i s  typed i n ,  as opposed t o  a d u p l i c a t e
copy)  i s  not co ns id ered  an "actual  copy o f  t h e  document ev id en c i ng  t h e  t r a n s 
ac t io n"  f o r  purposes  o f  t h i s  s e c t i o n .  This p o s i t i o n  about the  use  o f  f a c s i m i l e  
d r a f t s  has been d e l e t e d  from the  r e v i s e d  r e g u l a t i o n ,  but w i l l  be incorporated  
in  t he  commentary.

S e c t i o n  2 2 6 . 8 ( a ) ( 2 )  o f  t he  r e v i s e d  r e g u l a t i o n ,  which s e t s  f or th  the  
requirements  f o r  d e s c r i p t i v e  b i l l i n g  o f  purchases  when the  c r e d i t o r  and s e l l e r  
are t h e  same or r e l a t e d  p e r s o n s ,  corresponds  t o  § 2 2 6 . 7 ( k ) ( 2 ) ( i )  o f  the  current  
r e g u l a t i o n .  Footnote  9 (b)  o f  t h e  c urr ent  r e g u l a t i o n  prov ides  guidance as to  
whether a c r e d i t o r  and s e l l e r  are t he  same or r e l a t e d  persons  f o r  purposes  o f  
t h i s  s e c t i o n .  This ma ter ia l  has been d e l e t e d  from § 2 2 6 . 8 ( a ) ( 2 )  o f  t he  r e v i s i o n ,  
but w i l l  be in corporated  in t he  commentary. The commentary w i l l  a l s o  r e f l e c t  
t h a t  c r e d i t o r s  may use  e i t h e r  t he  "related"  or  "non-re la ted" r u l e s  in d e s c r i b i n g  
t r a n s a c t i o n s  wi th t h i r d  par ty  s e l l e r s  r e s u l t i n g  from promotional  mater ia l  mailed  
by t h e  c r e d i t o r .  The commentary w i l l  f u r t h e r  prov ide  t h a t  a s e l l e r  and c r e d i t o r  
are not  r e l a t e d  merely because th e y  have a co rporate  c o n n e c t i o n ,  i f  t h a t  connec
t i o n  i s  not  obvious  from the  names used by t he  s e l l e r  and t h e  c r e d i t o r .

Footnote  9 ( c )  o f  the  c urr ent  r e g u la t i o n  prov ides  guidance on d i s c l o 
s in g  the  t r a n s a c t i o n  dat e  f o r  a t r a n s a c t i o n  not  b i l l e d  in f u l l  on any s i n g l e  
s ta t eme nt  but f o r  which precomputed i n s t a l l m e n t s  are  b i l l e d  p e r i o d i c a l l y .  This 
mater ia l  w i l l  appear in t he  commentary ra ther  than in t h e  r e v i s e d  r e g u l a t i o n .
The Board t ak e s  the  p o s i t i o n  t h a t  t h e  c r e d i t o r  may d i s c l o s e  on the  f i r s t  p e r io d ic  
s ta tement  r e f l e c t i n g  the  t r a n s a c t i o n  e i t h e r  the  f u l l  amount o f  t h e  t r a n s a c t i o n
t o g e t h e r  wi th t h e  date  t h e  t r a n s a c t i o n  a c t u a l l y  took p l a c e ;  or  the  amount o f
t h e  f i r s t  i n s t a l l m e n t  and t h e  dat e  o f  t h e  t r a n s a c t i o n  or t h e  date  t he  f i r s t  
i n s t a l l m e n t  was de b i ted  t o  t h e  ac c ou nt .  In e i t h e r  e v e n t ,  subsequent  p e r i o d i c  
s ta t e m e nt s  should r e f l e c t  each i n s t a l l m e n t  due ,  t o g e t h e r  wi th  any o t her  i d e n t i 
f y i n g  in format ion required by t h i s  s e c t i o n .  On subsequent  s t a t e m e n t s ,  the  
d e b i t i n g  dat e  may be used as  t h e  da te  o f  t h e  t r a n s a c t i o n .

S e c t i o n  2 2 6 . 8 ( a ) ( 2 )  o f  t h e  r e v i s e d  r e g u l a t i o n  r equ ire s  a b r i e f  i d e n t i 
f i c a t i o n  o f  proper ty  or s e r v i c e s  purchased ,  as  does t h e  cur rent  r e g u l a t i o n .
While the  r e v i s e d  r e g u l a t i o n  does not  co nt a i n  the  mater ia l  in current  f o o t 
not e  9 (d)  about  the  use  o f  department names or symbols i n s te a d  o f  d e s i g n a t i o n s
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such as "merchandise" and " m is c e l la ne ou s ,"  t h i s  mater ia l  w i l l  be included  in  
t h e  commentary. The commentary w i l l  a l s o  inc or p or at e  current  s t a f f  p o s i t i o n  
t h a t  d e s i g n a t i o n s  such as  "promotional  i tems" are i n s u f f i c i e n t  property i d e n t i 
f i c a t i o n s .

As noted above ,  f o o t n o t e  18 o f  the  r e v i s e d  r e g u la t i o n  r e f l e c t s  the  
s t a t u t o r y  amendment t o  § 1 2 7 ( b ) ( 2 )  a l lo w in g  two-p ar ty  c r e d i t o r s  with fewer than  
15 ,000  open-end c r e d i t  accounts  t o  d e l e t e  the  b r i e f  i d e n t i f i c a t i o n  and pr ov i de ,  
in c e r t a i n  i n s t a n c e s ,  on l y  the  amount and dat e  o f  each c r e d i t  e x t e n s i o n  and 
t h e  s e l l e r ' s  name and l o c a t i o n .  In response t o  comments,  t h e  Board wishes  to  
make c l e a r  t h a t ,  in  de termin ing  whether a c r e d i t o r  may take advantage o f  t h i s  
p r o v i s i o n ,  t h e  c r e d i t o r  counts  on l y  i t s  own a c c o u n t s ,  and not t h o s e  merely  
s e r v i c e d  by t h e  same data pr o c e ss o r  or o t he r  shared s e r v i c e  prov id er .

S e c t i o n  2 2 6 . 8 ( a ) ( 3 )  d e a l s  wi th d e s c r i p t i v e  b i l l i n g  when the  c r e d i t o r  
and s e l l e r  are not the  same or  r e l a t e d  pe rs on s .  The current  r e g u la t i o n  s p e c i 
f i c a l l y  permi t s  the  c r e d i t o r  t o  use  understandable  and g e n e r a l l y  accepted  abbre
v i a t i o n s  o f  t h e  s e l l e r ' s  a ddr es s .  This  mater ia l  has been d e l e t e d  from the  
r e v i s e d  r e g u l a t i o n ,  but w i l l  appear in the  commentary. Footnote 19 o f  the  
r e v i s i o n ,  which corresponds  t o  c u r r en t  § 2 2 6 . 7 ( k ) ( 5 ) ( i i ) ,  a l low s  the  c r e d i t o r  
t o  omit  the  address  or prov ide  some s u i t a b l e  d e s i g n a t i o n  t o  a s s i s t  the  consumer 
in i d e n t i f y i n g  the  t r a n s a c t i o n  when the  t r a n s a c t i o n  took p l ac e  at  a no n- f ix e d  
l o c a t i o n  or  in the  consumer's  home, or  was a mail or t e l e ph on e  order .  No sub
s t a n t i v e  change i s  in te n d ed ,  a l though e d i t o r i a l  changes  have been made. The 
r e v i s e d  r e g u l a t i o n  d e l e t e s  some e x p l an ato ry  mater ia l  t h a t  w i l l ,  however,  be 
in co rp ora te d  in the  commentary.

The current  r e g u l a t i o n  a l s o  s p e c i f i c a l l y  permi t s  the  s e l l e r ' s  name 
t o  be d i s c l o s e d  on t h e  p e r i o d i c  s ta t eme nt  e i t h e r  as  i t  appeared on the  c r e d i t  
document or as a more complete  s p e l l i n g  o f  a name t h a t  was a l p h a b e t i c a l l y  abbre
v i a t e d  on t he  c r e d i t  document.  The r e v i s e d  r e g u l a t i o n  d e l e t e s  t h i s  m a t e r i a l ,  
but w i l l  i n c o rp o ra t e  i t  in the  commentary. In a d d i t i o n ,  the  Board b e l i e v e s  
t h a t  a c r e d i t o r  may use an a c c e p t a b l e  a b b r e v i a t i o n  o f  the  s e l l e r ' s  name on the  
p e r i o d i c  s ta tement  even i f  the  name appears in a more complete  s p e l l i n g  on the  
s a l e s  r e c e i p t .

S e c t i o n  2 2 6 . 8 ( b )  o f  t h e  r e v i s e d  r e g u l a t i o n  s e t s  fo r t h  the  requirements  
for  t h e  i d e n t i f i c a t i o n  o f  non sa le  c r e d i t  t r a n s a c t i o n s .  Paragraphs ( b ) ( 1 )  and
(2)  o f  the  December proposal  have been combined f o r  e d i t o r i a l  reasons ;  no sub
s t a n t i v e  change i s  in ten d ed .  The s e c t i o n  d i f f e r s  from the  December proposal  
and t h e  c ur ren t  r e g u l a t i o n  by d e l e t i n g  the  examples o f  appr opr ia te  i d e n t i f i c a 
t i o n s  o f  no ns a le  t r a n s a c t i o n s .  These examples — cash advance,  l o a n ,  and 
o v e r d r a f t  loan - -  w i l l  be included  in the  commentary ra th er  than in the  r e gu la 
t i o n .  A f o o t n o t e  has been added t o  permit  t h e  c r e d i t o r  the  same a l t e r n a t i v e  
means o f  i d e n t i f i c a t i o n  on the  p e r i o d i c  s ta tement  as  i s  a v a i l a b l e  for  s a l e  
c r e d i t  t r a n s a c t i o n s .  The f o o t n o t e  permi t s  the  use o f  a number or  symbol t h a t  
a l s o  appears on t h e  c r e d i t  document furn i shed  t o  the  consumer at  t h e  t ime o f  
t he  t r a n s a c t i o n  i f  t h a t  number reaso na bly  i d e n t i f i e s  t h e  t r a n s a c t i o n  wi th the  
c r e d i t o r .  I f  the  c r e d i t o r  uses  t he  number or symbol,  however,  and the  consumer 
submits  a n o t i c e  o f  a b i l l i n g  e r r o r  regard ing  t he  t r a n s a c t i o n ,  t h e  c r e d i t o r  
must comply wi th the  b i l l i n g  e r ro r  r e s o l u t i o n  procedures .
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Revised § 2 2 6 . 8 ( b )  c o n t a in s  one o t her  change from t h e  cur rent  
r e g u l a t i o n .  The r e v i s i o n  permi ts  the  use o f  t he  d e b i t i n g  date  in a l l  non sa le  
c r e d i t  t r a n s a c t i o n s .  In t he  cu rrent  r e g u l a t i o n ,  t h i s  a l t e r n a t i v e  i s  a v a i l a b l e  
onl y  t o  c r e d i t o r s  wi th  ov e r d r a f t  checking plans  (and t o  a l i m i t e d  e x t e n t  fo r  
ot her  nonsa le  c r e d i t  p l a n s ) ,  u n l e s s  an ac tua l  copy o f  t h e  c r e d i t  document 
c o n t a i n i n g  t h e  amount and date  i s  provided t o  the  consumer.

S e c t i o n  226 .9  - -  Subsequent  d i s c l o s u r e  re qui rem ent s .

S e c t i o n  2 2 6 .9  corresponds  t o  the  same s e c t i o n  o f  the  December proposal  
and t o  s e ver a l  p r o v i s i o n s  in § 2 2 6 .7  o f  t h e  cur rent  r e g u l a t i o n .  Se c t i o n  2 2 6 . 9 ( a )  
implements t h e  s t a t u t o r y  requirement t h a t  the  c r e d i t o r  provide  t he  b i l l i n g  
r i g h t s  s tatement  a nn u a l l y .  That paragraph a l s o  prov ides  the  c r e d i t o r  wi th an 
a l t e r n a t i v e  means o f  complying wi th the  annual requirement .  The remaining para
graphs provide  c r e d i t o r s  wi th guidance on s a t i s f y i n g  the  a c t  where they add new 
f e a t u r e s  or d e v i c e s  t o  an e x i s t i n g  open-end c r e d i t  plan;  where they make a 
s i g n i f i c a n t  term change;  and where they impose a f in a n c e  charge a t  the  t ime  o f  
t h e  c r e d i t  e x t e n s i o n .

(a)  Furni shing  s ta tement  o f  b i l l i n g  r i g h t s .

S e c t i o n  2 2 6 . 9 ( a )  o f  t he  r e v i s e d  r e g u l a t i o n  corresponds  t o  § 2 2 6 .7 ( d )  
o f  t h e  current  r e g u l a t i o n .  This s e c t i o n  implements a p r o v i s i o n  in the  amended 
a c t  t h a t  t h e  long-form b i l l i n g  r i g h t s  s ta tement  be provided annual ly  ra ther  
than se mi -annua l ly  as t h e  o r i g i n a l  a c t  and r e g u l a t i o n  mandated. The s t a t u t e  and 
t h e  December proposal  prov ide  t h a t  t h e  n o t i c e  be fu rn i she d  during one b i l l i n g  
c y c l e  per ca lend ar  ye a r  t o  a l l  consumers e n t i t l e d  t o  a p e r i o d i c  s ta tement  fo r  
t h a t  c y c l e .  Comment r a i s e d  t h e  q u e s t i o n  o f  whether t he  n o t i c e  requirement  could  
a l s o  be s a t i s f i e d  by prov id in g  t h e  b i l l i n g  r i g h t s  s ta tement  t o  each consumer at  
some t ime  during t h e  y e a r ,  such as when a renewal card i s  s e nt  or an annual  
membership f e e  i s  imposed.  Under such a procedure ,  a l l  consumers would r e c e i v e  
t h e  b i l l i n g  r i g h t s  s ta te ment  annua l ly  (not  merely t h o s e  consumers e n t i t l e d  t o  a 
p e r i o d i c  s ta te ment  f o r  a p a r t i c u l a r  c y c l e ) ,  w h i l e  a l lo w in g  the  c r e d i t o r  t o  u t i l i z e  
more than one b i l l i n g  c y c l e  in which t o  complete  sending t he  n o t i c e s .  The Board 
b e l i e v e s  t h a t  t h i s  p r a c t i c e  i s  e n t i r e l y  compat ib le  wi th Congress ional  i n t e n t ;  
t h e r e f o r e ,  t h e  r e v i s e d  r e g u l a t i o n  permi t s  t h i s  a l t e r n a t i v e .

S e c t io n  2 2 6 . 9 ( a ) ( 2 )  o f  t h e  r e v i s e d  r e g u l a t i o n ,  which g i v e s  the  c r e d i 
t o r  t he  op t io n  o f  s ending a summary o f  the  consumer' s  b i l l i n g  r i g h t s  wi th each 
p e r i o d i c  s ta t e m e n t ,  i n s t e a d  o f  t h e  longer  annual s ta t e m e n t ,  i s  s u b s t a n t i v e l y  
unchanged from t h e  December pr o p o s a l .  In t h e  Federal  R e g i s te r  mater ia l  accom
panying the  December p r o p o s a l ,  the  Board i n d i c a t e d  i t s  i n t e n t  t o  re ve r s e  a 
s t a f f  p o s i t i o n  t h a t  has permi t ted  t h e  summary s tatement  t o  be on a po r t io n  o f  the  
p e r i o d i c  s ta tement  t h a t  t h e  consumer would return t o  t h e  c r e d i t o r  ( f o r  example,  
on t he  back o f  a payment s t u b ) .  S ince  many commenters b e l i e v e d  t h a t  t h i s  
r e s t r i c t i o n  might pre c lude  them from us ing t h e  summary s tatement  a l t e r n a t i v e  
because  o f  space l i m i t a t i o n s ,  the  Board i s  i n c o r p o r a t i n g  the  s t a f f  p o s i t i o n  in  
t h e  r e v i s e d  r e g u l a t i o n  ( s e e  § 2 2 6 . 5 ) .
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(b)  Supplemental  c r e d i t  d e v i c e s  and a d d i t io n a l  f e a t u r e s .

S e c t i o n  2 2 6 . 9 ( b )  o f  the  r e v i s e d  r e g u l a t i o n  d e a l s  wi th d i s c l o s u r e s  for  
supplemental  c r e d i t  d e v i c e s  and a d d i t i o n a l  f e a t u r e s .  With r e s p e c t  t o  d i s c l o s u r e s  
f o r  supplemental  c r e d i t  d e v i c e s ,  i t  corresponds  t o  § 2 2 6 . 7 ( j ) o f  the  current  
r e g u l a t i o n .

The December proposal  required new f in a n c e  charge d i s c l o s u r e s  under 
§ 2 2 6 . 6 ( a )  whenever c r e d i t  d e v i c e s  or f e a t u r e s  were added t h a t  were s u b j e c t  
t o  f in a n c e  charge terms d i f f e r e n t  from t h o s e  p r e v io u s l y  d i s c l o s e d .  Under both 
the  c ur r en t  r e g u l a t i o n  and t h e  December p r o p o s a l ,  even i f  the  c r e d i t  d e v i c e s  
or f e a t u r e s  were o f f e r e d  on the  same term s ,  the  f in a n c e  charge d i s c l o s u r e s  
were required  i f  the  d e v i c e s  or f e a t u r e s  were added more than 30 days a f t e r  
t h e  i n i t i a l  d i s c l o s u r e s  were g i v e n .  While t h e  r e v i s e d  r e g u la t i o n  does not  
re qui re  t h a t  t h e  f in a n ce  charge d i s c l o s u r e s  be provided when a consumer i s  
merely g iven another means o f  a c c e s s i n g  t h e  account  on the  same terms as were 
p r e v i o u s l y  d i s c l o s e d ,  t h e  Board b e l i e v e s  t h a t ,  i f  t h e  new means o f  a c c e s s  i s  
provided more than 30 days a f t e r  t h e  consumer r e c e i v e s  d i s c l o s u r e s ,  the  consumer 
should be t o l d  t h a t  the  d e v i c e  i s  a c r e d i t  d e v i c e ,  and re fe r r ed  t o  t he  i n i t i a l  
d i s c l o s u r e  s ta tement  p r e v i o u s l y  fu r n i s h e d .  No required language or p a r t i c u l a r  
phras ing  i s  contemplated f o r  t h i s  d i s c l o s u r e .  Rather,  the  requirement i s  
in tended merely t o  draw the  consumer's  a t t e n t i o n  t o  t h e  f a c t  t h a t  the  d e v i c e  
i s  not  a replacement  f o r  cash .  For example,  in m ai l in g  checks  t h a t  d i r e c t l y  
a c c e s s  the  c r e d i t  l i n e ,  the  c r e d i t o r  might use  a d i s c l o s u r e  such as "Use t h i s  
as you would y o ur  XYZ card t o  obta in  a cash advance from our bank. See your  
c o n t r a c t  f o r  f u r t h e r  d e t a i l s . "  The c r e d i t o r  may, o f  c o u r s e ,  make the  f in an ce  
charge d i s c l o s u r e s  requ ired  by § 2 2 6 . 6 ( a )  as an a l t e r n a t i v e  means o f  s a t i s f y i n g  
th e  requirement .

Severa l  commenters noted t h a t  the  o r i g i n a l  i s s u an ce  o f  a c r e d i t  card 
may take  more than 30 days t o  be d e l i v e r e d  a f t e r  i n i t i a l  d i s c l o s u r e s  are g iven
because  o f  p r i n t i n g  or o t h e r  pr o c e ss i n g  d e l a y s .  To accommodate t h i s  concern ,
§ 2 2 6 . 9 ( b ) ( 1 )  e x c e p t s  t h e  o r i g i n a l  i s s u a n c e  o f  c r e d i t  cards  from t h e  d i s c l o s u r e  
requirement  even when t h e  cards  are  d e l i v e r e d  more than 30 days a f t e r  the  
i n i t i a l  d i s c l o s u r e s .

Se c t io n  2 2 6 . 9 ( b )  d i f f e r s  from § 2 2 6 . 7 ( j ) o f  t h e  current  r e g u la t i o n  
in s e ver a l  r e s p e c t s .  The current  r e g u l a t i o n  re qu ir e s  a complete s e t  o f  f in a n c e  
c h a r g e , d i s c l o s u r e s  to  be made wi th  supplemental  c r e d i t  d e v i c e s  d e l i v e r e d  more 
than 30 days a f t e r  d e l i v e r y  o f  the  i n i t i a l  d i s c l o s u r e s ,  even i f  the  terms were 
th e  same. S e c t i o n  2 2 6 . 7 ( j )  a l s o  r e q u i re s  t h a t  the  d i s c l o s u r e s  accompany the  
d e v i c e ,  and t h a t  they be on a s i n g l e  w r i t t e n  s ta tement  wi thout  any promotional  
m a t e r i a l .  The r e v i s e d  § 2 2 6 .9 ( b)  i s  more f l e x i b l e  in t h a t  (1)  d i s c l o s u r e s  
need be made t o  the  consumer be fore  t h e  consumer use s  the  f e a t u r e  or  d e v i c e
f o r  the  f i r s t  t ime;  (2)  t h e  r e s t r i c t i o n  on accompanying mater ia l  has been
removed; and,  (3)  as wi th  o ther  open-end c r e d i t  d i s c l o s u r e s ,  the  c r e d i t o r  
b a s i c a l l y  has t h e  f l e x i b i l i t y  t o  make the  d i s c l o s u r e s  in any manner t h a t  i s  
c l e a r ,  c o n s p i c u o u s ,  and in a w r i t t e n  form t h a t  the  consumer may keep.

S e c t i o n  2 2 6 . 9 ( b ) ( 3 )  o f  t h e  December p r o p o s a l ,  regarding the  t iming  
of  the  d i s c l o s u r e  re quirements ,  has been d e l e t e d  f o r  e d i t o r i a l  re as on s .  This  
in format ion  i s  now in c luded  in paragraphs ( b ) ( 1 )  and ( b ) ( 2 ) ;  no s u b s t a n t i v e  
change i s  in ten de d .
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S e c t i o n  2 2 6 . 9 ( c ) ,  which corresponds  t o  § 2 2 6 . 7 ( f )  o f  the  current  
r e g u l a t i o n ,  o u t l i n e s  t h e  requirements  f o r  n o t i f y i n g  consumers in t h e  event  a 
c r e d i t o r  makes a change in the  terms o f  a consumer's  account .  The r e v i s e d  
r e g u l a t i o n  i s  unchanged from t h e  December p r o p o s a l ,  but d i f f e r s  s i g n i f i c a n t l y  
from the  current  r e g u l a t i o n .

The current  r e g u l a t i o n  r e q u i re s  t h a t  n o t i c e  o f  an i n c r e a s e  in a 
p e r i o d i c  r a te  or any minimum, f i x e d ,  s e r v i c e ,  t r a n s a c t i o n ,  or s i m i l a r  charge  
be sent  t o  a l l  consumers a t  l e a s t  15 days p r i o r  t o  the  beg inning date  o f  the  
b i l l i n g  c y c l e  in which the  i n c r e a s e  i s  imposed.  Se c t io n  2 2 6 . 9 ( c )  o f  t h e  r e v i s e d  
r e g u l a t i o n  r e f l e c t s  a change in the  t iming  o f  the  d e l i v e r y  o f  t he  n o t i c e  from 
15 days p r i o r  t o  the  b i l l i n g  c y c l e  in which t h e  change w i l l  be e f f e c t i v e  t o
15 days p r i o r  t o  t he  e f f e c t i v e  date  o f  the  change.  This m o d i f i c a t i o n  would 
permit  m id - c y c le  changes when t h e r e  i s  c l e a r l y  no r e t r o a c t i v e  impact ,  such as  
t h e  im po s i t i on  o f  a t r a n s a c t i o n  f e e .  A change in the  balance computation  
method,  in c o n t r a s t ,  would need t o  be d i s c l o s e d  p r i o r  t o  t he  b i l l i n g  c y c l e  
in which the  change was t o  be implemented.

Board I n t e r p r e t a t i o n  § 226.705  o f  the  current  r e g u l a t i o n  prov ides  
t h a t  c e r t a i n  changes in ba lance computat ion methods would not require  a term 
change n o t i c e  because the  new method cou ld r e s u l t  in lowered f in an ce  c ha r ge s .  
Since  such a de ter min at ion  o f t e n  depends upon a p a r t i c u l a r  consumer's  use  o f  
t h e  ac count ,  the  a p p l i c a b i l i t y  o f  such an i n t e r p r e t a t i o n  i s  cons idered  q u e s t i o n 
a b l e .  Consequently ,  the  r e v i s e d  r e g u l a t i o n  would c o n s i d e r  any change in the  
balance  computation method t o  req u i re  a change in terms n o t i c e .

The r e v i s e d  r e g u l a t i o n  a l s o  s u b s t a n t i a l l y  reduces  the  t ype s  o f  term 
changes  f o r  which n o t i c e  need be g i v e n .  The r e v i s e d  r e g u la t i o n  co n t in u es  to  
re qu ir e  advance n o t i c e  t o  a l l  consumers whenever t h e  change i n v o l v e s  an i n c r e a s e  
in the  p e r i o d i c  r a t e ,  or any minimum, f i x e d ,  s e r v i c e ,  t r a n s a c t i o n ,  a c t i v i t y ,  
membership,  or s i m i l a r  c ha r g e s .  The r e v i s e d  r e g u l a t i o n  a l s o  co n t in u es  t h e  c u r 
rent  re g u l a to r y  requirement  (but  d i f f e r s  from the  December proposa l )  in pro
v i d in g  t h a t  c r e d i t o r s  g i v e  advance n o t i c e  o f  an i n c r e a s e  in any minimum payment  
required  on t he  acc oun t .  No n o t i c e  need be g i v e n ,  however,  when t he  change  
i n v o l v e s  l a t e  payment,  documentat ion,  or ov e r - t h e -1  imi t  ch ar ge s ;  or when t h e  
change r e s u l t s  from the  consumer's  d e f a u l t  or de l inquency  ( u n l e s s  t he  p e r i o d i c  
ra te  or any o th er  f in a n c e  charge i s  i n c r e a s e d ) ;  or when the  change r e s u l t s  
from an agreement i n v o l v i n g  a court  proc eed ing .  The r e v i s e d  r e g u la t i o n  a l s o  
prov id es  t h a t  no advance n o t i c e  i s  n ec ess ar y  -  a l though a n o t i c e  i s  s t i l l  
required  -  when the  change has been agreed t o  by the  consumer ( f o r  example,  
a consensua l  c o l l a t e r a l  s u b s t i t u t i o n )  or when the  change i s  an i n c r e a s e  in a 
pe’r i o d i c  r a te  or o t he r  f in a n c e  charge as a r e s u l t  o f  t he  consumer's  d e f a u l t  or  
de l in q ue nc y .

The Board wi sh es  t o  emphasize t h a t  t h i s  s e c t i o n  i s  meant t o  apply t o  
changes made by the  c r e d i t o r  (with or wi thout  t h e  consumer' s  agreement)  r a t h er  
than t h os e  a r i s i n g  merely by ope ra t io n  o f  law.  For example ,  i f  the  c r e d i t o r  
has taken and d i s c l o s e d  a s e c u r i t y  i n t e r e s t  in t h e  consumer' s  v e h i c l e ,  and,  
upon the  consumer's  s a l e  o f  t he  v e h i c l e ,  t he  c r e d i t o r ' s  i n t e r e s t  a u t o m a t i c a l l y  
ex tends  to  t he  p r o c e ed s ,  no change in terms n o t i c e  i s  required under t h i s  
s e c t i o n .

(c) Change in terms.
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(d)  Finance charge imposed a t  the  t ime  o f  t r a n s a c t i o n .

S e c t i o n  2 2 6 . 9 ( d ) ,  which corresponds  t o  § 2 2 6 . 7 ( e )  o f  the  c urr ent  regu
l a t i o n ,  d e a l s  wi th d i s c l o s u r e  requirements  when a f i n a n ce  charge i s  imposed by 
a c r e d i t o r  o t he r  than the  card i s s u e r  a t  the  t ime o f  honoring a consumer's  
c r e d i t  card .  The Board b e l i e v e s  t h a t  adequate  consumer p r o t e c t i o n  i s  a f fo rde d  
by t h e  c r e d i t o r ' s  d i s c l o s i n g  the  amount o f  t he  f in a n c e  char ge ,  e i t h e r  o r a l l y  
or in w r i t i n g ,  at  the  t ime  the  card i s  honored.  Consequent ly ,  u n l i k e  the  
December proposal  and t h e  current  r e g u l a t i o n ,  t he  r e v i s e d  r e g u la t i o n  no longer  
r e q u i re s  w r i t t e n  d i s c l o s u r e  o f  t he  amount f inan ced  and annual percentage  r a t e ,  
f i g u r e d  in accordance wi th  the  c lo s e d - e n d  c r e d i t  p r o v i s i o n s .

S e c t i o n  226 .10  - -  Prompt c r e d i t i n g  o f  payments.

S e c t i o n  2 2 6 . 1 0 ,  which corresponds  t o  § 2 2 6 . 7 ( g )  o f  the  current  regu
l a t i o n ,  s e t s  f o r t h  the  r u l e s  fo r  a c r e d i t o r  t o  f o l l o w  in c r e d i t i n g  payments 
t o  a consumer's  ac count .  I t  implements § 164 o f  t he  a c t .  This s e c t i o n  o f  
th e  r e v i s e d  r e g u l a t i o n  has been s u b s t a n t i a l l y  r e w r i t t e n  in order  t o  reduce  
comp lex i ty  by e s t a b l i s h i n g  p r e c i s e ,  e a s y - t o - a p p l y  r u l e s .  The r e v i s e d  r e gu la 
t i o n  a l s o  d e l e t e s  the  ex p l anatory  d e t a i l  cont a in ed  in the  current  r e g u l a t i o n ;  
much o f  t h i s  mater ia l  w i l l  be in corporated  in the  commentary. The format o f  
t h i s  s e c t i o n  i s  t h e  same as t h a t  cont a in ed  in t h e  December pr op os a l ;  however,  
a major change has been made from the  proposed t iming  requirement .

(a) General r u l e .

S e c t i o n  2 2 6 . 1 0 ( a )  o f  t h e  r e v i s e d  r e g u l a t i o n ,  which re qu ir e s  t h a t  a 
payment be c r e d i t e d  as o f  the  dat e  o f  r e c e i p t  except  when a de lay does not  
r e s u l t  in t he  i m p o s i t i o n  o f  a f i n a n c e  or o t her  charge ,  corresponds  t o  the  i n t r o 
ductory paragraph o f  § 2 2 6 . 7 ( g )  and t o  § 2 2 6 . 7 ( g ) ( 4 )  o f  the  current  r e g u l a t i o n .  
Although the  language o f  the  r e v i s e d  § 2 2 6 .1 0 ( a )  d i f f e r s  from t h a t  o f  the  
current  r e g u l a t i o n ,  no s u b s t a n t i v e  change i s  intended  in the  a p p l i c a t i o n  o f  
t h e  general  c r e d i t i n g  r u l e .  The "date o f  r e c e i p t "  f o r  purposes  o f  t h i s  s e c t i o n  
i s  the  date  t h a t  payment i s  made a t  any l o c a t i o n  where the  c r e d i t o r  conducts  
b u s i n e s s ,  or a t  a l o c a t i o n  s p e c i f i e d  under paragraph ( b ) ,  as long as the  payment 
i s  r e c e i v e d  b e f ore  the  c r e d i t o r ' s  c l o s e  o f  b u s i n e s s  or a reasonable  c u t - o f f  
t ime  s p e c i f i e d  in accordance wi th  paragraph ( b ) .  This  paragraph d i f f e r s  from 
t h e  December proposal  in  in c o rp o ra t i n g  proposed f o o t n o t e  16 i n t o  the  body o f  
t h e  r e g u l a t i o n  and adding language to  make c l e a r  t h a t  a c r e d i t o r ,  s p e c i f y i n g  
requirements  pursuant t o  paragraph ( b ) ,  need not c r e d i t  non-conforming payments  
as  o f  t h e  date  o f  r e c e i p t .

(b)  S p e c i f i c  requirement f o r  payments .

Sec t io n  2 2 6 . 1 0 ( b )  o f  t h e  r e v i s e d  r e g u l a t i o n ,  which corresponds t o  
§ 2 2 6 . 7 ( g ) ( 2 )  and (3)  o f  the  current  r e g u l a t i o n ,  permi t s  a c r e d i t o r  t o  s p e c i f y  
requirements  (such as form, manner, and l o c a t i o n )  f o r  the  consumer t o  f o l l o w  in 
making payments.  The current  r e g u l a t i o n  prov i des  t h a t ,  i f  a c r e d i t o r  s p e c i f i e s  
a l o c a t i o n  requirement,  but n o n e t h e l e s s  a c c e p t s  payment a t  another  l o c a t i o n ,  the  
c r e d i t o r  i s  not under an o b l i g a t i o n  t o  c r e d i t  the  payment on the  date  o f  r e c e i p t  
but must s t i l l  c r e d i t  i t  promptly,  wi th an o u t s i d e  l i m i t  o f  f i v e  ca lend ar  days.
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The r e v i s e d  r e g u l a t i o n  d i f f e r s  from the  current  r e g u l a t i o n  in t h r e e  
r e s p e c t s .  F i r s t ,  a c r e d i t o r  may a v a i l  i t s e l f  o f  t h e  e x t r a  t ime when i t  a c c ep ts  
a payment t h a t  does  not  conform t o  the  s p e c i f i e d  requirements  in some o t her  
manner,  not  j u s t  when i t  i s  s e n t  t o  the  wrong l o c a t i o n .  Second,  t he  s e p ar at e  
promptness s tandard has been d e l e t e d  to  avoid u n c e r t a i n t y  in apply i ng  t he  ru le ;  
under t h e  r e v i s e d  r e g u l a t i o n ,  a c r e d i t o r  s imply has f i v e  c a le nd ar  days in which 
t o  c r e d i t  a non-conforming payment.  Third,  t h e  word "reasonable" t h a t  preceded  
requirements  in t he  c ur r en t  r e g u l a t i o n  and t h e  December proposal  has been d e l e t e d .  
This  d e l e t i o n  i s  not intended  t o  r e s u l t  in a s u b s t a n t i v e  change.  The r e q u i r e 
ments s p e c i f i e d  by t h e  c r e d i t o r  must c on t in u e  t o  be t h o s e  wi th which t he  m ajo r i ty  
o f  consumers can comply in order not  t o  f r u s t r a t e  the  s t a t u t o r y  requirement  in 
§ 164 o f  t h e  a c t  t h a t  t h e  " r e g u l a t i o n s  s h a l l  prevent  a f in a n c e  charge be ing  
imposed on any o b l i g o r  i f  t he  c r e d i t o r  has r e ce i v e d  the  o b l i g o r ' s  payment in 
r e a d i l y  i d e n t i f i a b l e  form in t h e  amount,  manner,  l o c a t i o n ,  and t ime  i n d i c a t e d  
by t he  c r e d i t o r  . . . ."

S e c t i o n  2 2 6 .1 0 ( b )  o f  the  r e v i s e d  r e g u l a t i o n  a l s o  d i f f e r s  in another  
way from t h e  December p r o po s a l .  The December proposal  required  merely t h a t  
nonconforming payments be c r e d i t e d  "promptly." A number o f  commenters reques ted  
t h e  r e in s t a t e m e n t  o f  a s p e c i f i c  t ime  l i m i t  t o  avoid unnecessary  proof  problems  
regard ing  whether a c r e d i t o r  ac ted promptly in a p a r t i c u l a r  s i t u t a t i o n .

Se c t io n  2 2 6 .1 0 (b )  o f  t h e  r e v i s e d  r e g u l a t i o n  c o n t in u e s  the  cur rent  
r e g u l a t o r y  p r o v i s i o n  t h a t  any payment requirements  be s t a t e d  on or  with the  
p e r i o d i c  s t a t e m e nt .  As i s  t h e  c a s e  under t h e  cur rent  r e g u l a t i o n ,  t h e s e  
requirements  need not be l o c a t e d  on a par t  o f  t h e  s ta tement  t h a t  the  consumer 
may r e t a i n .  In t h e  r e v i s e d  r e g u l a t i o n  t h i s  p r o v i s i o n  i s  s t a t e d  in § 2 2 6 . 5 ( a ) ,  
which s e t s  f o r t h  a l l  o f  the  form requirements  f o r  d i s c l o s u r e s  made under 
Subpart B.

The r e v i s e d  r e g u l a t i o n  a l s o  d i f f e r s  from § 2 2 6 . 7 ( g ) ( 2 )  o f  t he  current  
r e g u l a t i o n  in d e l e t i n g ,  as  in a p p r o p r i a te  r e g u la t o r y  m a t e r i a l ,  t h e  d e t a i l  about  
t im e ,  manner, and l o c a t i o n  f o r  r e c e i p t  o f  payments when no such requirements  
are s p e c i f i e d  by t h e  c r e d i t o r .  This  guidance w i l l  be in corporated  in the  
commentary.

( c )  Adjustment o f  a c c o u n t .

S e c t i o n  2 2 6 . 1 0 ( c )  i s  s u b s t a n t i a l l y  t h e  same as  § 2 2 6 . 7 ( g ) ( 1 )  o f  the  
c u r r en t  r e g u l a t i o n .  This paragraph prov ides  f o r  t h e  adjustment  o f  an account  
when a c r e d i t o r  f a i l s  t o  pos t  a consumer 's  payment as  required by t h i s  s e c t i o n  
in t ime t o  avo id  t h e  i m p o s i t i o n  o f  f i n a n c e ,  l a t e  payment,  or o t her  charges  
t h a t  would not  have been a s s e s s e d  had the  c r e d i t o r  complied wi th paragraph (a)  
or ( b ) , as  a p p l i c a b l e .

The r e v i s e d  r e g u l a t i o n  d i f f e r s  from t h e  December proposal  by adding  
l anguage t o  c l a r i f y  t h a t  paragraph (c )  a p p l i e s  t o  c r e d i t o r s  proceed ing  under 
both paragraphs (a)  and (b) o f  t h i s  s e c t i o n .
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S e c t i o n  226.11 -  Treatment o f  c r e d i t  b a l a n c e s .

S e c t i o n  226.11 o f  the  r e v i s e d  r e g u l a t i o n ,  which e s t a b l i s h e s  r e q u i r e 
ments f o r  t h e  t rea tment  o f  c r e d i t  b a l a n c e s ,  corresponds t o  § 22 6 .7 ( h )  o f  t h e  
current  r e g u l a t i o n .  This s e c t i o n  implements the  amended § 165 o f  the  a c t ,  and 
d i f f e r s  s i g n i f i c a n t l y  from t he  c ur r en t  r e g u l a t i o n .

The current  r e g u l a t i o n  prov ides  t h a t  a c r e d i t o r ' s  d u t i e s  a r i s e  under 
t h i s  s e c t i o n  when a consumer t r a n sm i t s  a payment(s)  t h a t  exceed s  t he  d i s c l o s e d  
new ba l ance  by more than $1.  The r e v i s e d  r e g u l a t i o n ,  in accordance wi th the  
amended s t a t u t e ,  provides  t h a t  a c r e d i t o r ' s  d u t i e s  a r i s e  when t he  c r e d i t o r  
r e c e i v e s  any c r e d i t  t o  t h e  consumer' s  account  t h a t  exceeds  the  balance by more 
than $1.  "Thus, when t he  balance  i s  c r e a t e d  by a return or a r e b a t e ,  t he  p r o v i 
s i o n s  o f  § 226.11 apply .

When a c r e d i t  ba lance i s  c r e a t e d ,  t he  cur rent  r e g u l a t i o n  prov ides  
t h e  c r e d i t o r  wi th  two b a s i c  o p t i o n s :  t o  c r e d i t  t h e  consumer' s  account  with
th e  amount o f  t h e  ba lance due and refund the  remainder promptly (but  wi t h i n  
f i v e  b u s i n e s s  days)  or t o  c r e d i t  t he  account  wi th the  t o t a l  payment and,  i f  
th e  consumer so r e q u e s t s ,  refund the  c r e d i t  balance promptly (but wi th in  f i v e  
b u s i n e s s  d a y s ) .  Se c t io n  2 2 6 . 1 1 ( a )  o f  t he  r e v i s e d  r e g u l a t i o n  r e t a i n s  t h e s e  
o p t io n s  wi th two s u b s t a n t i v e  changes .  F i r s t ,  t he  r e v i s e d  r e g u la t i o n  re qu ir e s  
t h e  c r e d i t o r  t o  ac t  w i t h i n  seven b u s i n e s s  da y s ,  thus  r e p la c i n g  the  promptness  
s tandard wi th  a p r e c i s e  r u l e  and expanding the  o u t s i d e  t ime l i m i t  by two b u s i 
ne ss  days t o  accommodate any t ime  ne c e ss a r y  for  i n v e s t i g a t i o n s  o f  non-payment  
type  c r e d i t s .  Second,  t h e  r e v i s e d  r e g u l a t i o n  makes c l e a r  t h a t  what the  c r e d i t o r  
need refund i s  any remaining c r e d i t  ba lance  in the  account  a t  the  t ime refund 
must be made. This d i f f e r s  from t h e  current  r e g u l a t i o n  and the  December propo
sal  by p e r m i t t i n g  the  c r e d i t o r  t o  take  account  o f  a consumer's  i n te r v e n i n g  
d e b i t s  in de termin ing  t h e  amount o f  the  required re fund.  This change i s  
in tended t o  accommodate o p e r a t i o n a l  concerns  r a i s e d  by commenters in response  
to  t h e  December pro pos a l .

S e c t i o n  2 2 6 . 1 1 ( b )  o f  the  r e v i s e d  r e g u l a t i o n  implements the  new 
requirement  in t h e  amended a c t  t h a t  the  c r e d i t o r  make a good f a i t h  e f f o r t  t o  
refund c r e d i t  ba lanc es  t h a t  remain in an account  f o r  more than s i x  months.
This s e c t i o n  d i f f e r s  from the  December proposal  in t h a t  i t  a l low s  a c r e d i t o r  
t o  refund a c r e d i t  balance  t o  a consumer by c r e d i t i n g  the  amount t o  a d e p o s i t  
account  maintained wi th  t h e  c r e d i t o r .

The Board notes  t h a t  § 2 2 6 . 7 ( h ) ( 3 )  o f  t h e  current  r e g u la t i o n  has been 
d e l e t e d  from t h e  r e v i s e d  r e g u l a t i o n  as i n ap p r op r i a t e  re gu la to r y  m a t e r i a l .
That paragraph provides  t h a t  a c r e d i t o r  may refund a c r e d i t  balance even in the  
absence  o f  a consumer' s  r e q u e s t .  The Board no te s  t h a t  nothing in t h e  r e g u la t i o n  
r e s t r i c t s  a c r e d i t o r  from refunding the  e x c e s s  p r i o r  t o  t h e  t ime t h a t  i t  i s  
required  t o  do so under t h i s  s e c t i o n .

S e c t i o n  22 6 .12  - -  Spe c i a l  c r e d i t  card p r o v i s i o n s .

As in t h e  December p r o p o s a l ,  § 226 .12  c o n t a in s  s p e c ia l  r u l e s  a p p l i 
c a b l e  t o  c r e d i t  cards  and c r e d i t  card a c c ou nt s .  I t  corresponds  t o  § 226 .13  of  
the  cu r r en t  r e g u l a t i o n .
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(a)  I s suance o f  c r e d i t  c a r d s .

This  p r o v i s i o n  c o n t a in s  the  r u l e s  governing the  d i s t r i b u t i o n  and
renewal o f  c r e d i t  ca rd s .  I t  d i f f e r s  from t he  December proposal  in t h a t  f o o t 
n ot e s  17 and 18 o f  t h a t  proposal  have been d e l e t e d ,  and paragraph ( a ) ( 1 )  and 
f o o t n o t e  19 o f  t h e  proposal  have been r e v i s e d .  In paragraph ( a ) ( 1 ) ,  t he  words  
"for t h e  card" have been s u b s t i t u t e d  f o r  "by a cardho lder ."  In f o o t n o t e  19 
o f  t h e  proposal  ( f o o t n o t e  21 o f  t he  r e v i s e d  r e g u l a t i o n ) ,  the  phrase "or an 
a u t h o r iz e d  user" has been d e l e t e d  in two p l a c e s .

The e f f e c t  o f  t h e s e  changes  i s  t o  return t h e  t e x t  o f  paragraph (a)
t o  a form very c l o s e  t o  t h a t  in t h e  current  r e g u l a t i o n  ( excep t  f o r  the  ad di 
t i o n  o f  the  f o o t n o t e  d e f i n i n g  "accepted c r e d i t  card," and the  d e l e t i o n  o f  some 
m ater ia l  which now w i l l  be co nt a in ed  in t h e  commentary).  However, no change  
in su bs ta nc e  from t h e  December proposal  i s  in tended .  As was s t a t e d  in f o o t n o t e  
18 o f  t h e  December pr o p o s a l ,  paragraph (a)  permi ts  c r e d i t  cards  t o  be se nt  to  
t h e  person making the  r e q u e s t ,  as we l l  as t o  any o ther  person f o r  whom a card  
i s  r e q u e s te d .  No l i a b i l i t y  f o r  unauthor ized use may be imposed on a person who 
has not  reques ted  a ca r d ,  but noth ing  in t h i s  p r o v i s i o n  prevents  the  i mp os i t i on  
on t h a t  person o f  l i a b i l i t y  on t h e  account  g e n e r a l l y .  Whether or not such 
l i a b i l i t y  may be imposed i s  a matter  o f  s t a t e  law.  F i n a l l y ,  t h e  i s s u e r  may 
send more than one c r e d i t  card t o  a person i f  so r e qu e s te d ,  and may imprint  
any name(s)  reques ted  on any c a r d ( s ) .

As was s t a t e d  in f o o t n o t e  17 in the  December pr o p o s a l ,  paragraph (a)  
does not  p r o h i b i t  the  i s s u a n c e  o f  an u n s o l i c i t e d  d e v i c e  th at  may become a 
c r e d i t  card provided t h a t  (1)  the  d e v i c e  has some s u b s t a n t i v e  purpose o t he r  
than o b t a in in g  c r e d i t ,  (2 )  i t  i s  not  capable  o f  be ing  used as a c r e d i t  card  
when i s s u e d ,  and (3)  c r e d i t  c a p a b i l i t y  w i l l  be added on ly  upon the  r e c i p i e n t ' s  
r e q u e s t .  All  o f  t h i s  m ater ia l  has been d e l e t e d  from t h e  December proposal  but  
w i l l  be covered in the  commentary.

(b)  L i a b i l i t y  o f  cardho lder  fo r  unauthor ized u s e .

Paragraph (b) s e t s  f o r t h  l i m i t a t i o n s  on t h e  amount o f  l i a b i l i t y  t h a t  
may be imposed on a cardho lder  f o r  unauthorized use o f  a c r e d i t  card o r  a c r e d i t  
card ac c o un t ,  and s p e c i f i e s  the  c o n d i t i o n s  fo r  imposing l i a b i l i t y .  Footnote  20 
o f  t h e  December pr o p o s a l ,  which r e fe r r e d  t o  the  bu r den -o f -p ro of  r u l e s  in  
§ 133(b)  o f  t h e  a c t ,  has been d e l e t e d  as  i n a pp r o pr ia te  r e g u la t o r y  m a t e r i a l .

Paragraph ( b ) ( 1 )  l i m i t s  l i a b i l i t y  f o r  unauthorized use t o  $50 or  the  
amount o f  unauthorized t r a n s a c t i o n s  b e f ore  n o t i f i c a t i o n  t o  the  i s s u e r ,  whichever  
i s  l e s s ;  t h i s  i s  unchanged from t h e  December propo sa l .

Paragraph ( b ) ( 2 )  l i s t s  t he  c o n d i t i o n s  f o r  imposing l i a b i l i t y .  As 
proposed in December, paragraph ( b ) ( 2 ) ( i i i )  required t h a t ,  in order t o  impose  
l i a b i l i t y  f o r  unauthorized u s e ,  t he  i s s u e r  must have d i s c l o s e d  t o  the  cardho lder  
a t e l e p h o n e  number and address  t o  be used f o r  n o t i f y i n g  the  i s s u e r  o f  l o s s  or  
t h e f t  o f  a c r e d i t  card or p o s s i b l e  unauthor ized use .  The d i s c l o s u r e  would have  
had t o  appear on or wi th the  p e r i o d i c  s ta tement  immediately  preced ing  the  
unauthor ized use .  Proposed paragraph ( b ) ( 2 ) ( i i i ) was intended t o  implement  
§ 1 3 3 ( a ) ( 1 ) ( D )  o f  t he  a c t  as amended by t he  S i m p l i f i c a t i o n  Act .
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The Board b e l i e v e s  t h a t  § 1 3 3 ( a ) ( 1 ) ( D )  does  not req u i re  t h e  d i s c l o s u r e  
t o  appear on or wi th  a p e r i o d i c  s tatement  ( r a t h e r ,  t he  r e f e r e n c e s  t o  a p e r i o d i c  
s ta te ment  serve  as examples)  and does not req u ire  d i s c l o s u r e  o f  any s p e c i f i c  
means o f  n o t i f i c a t i o n .  T he re fo re ,  proposed paragraph ( b ) ( 2 ) ( i i i )  has been 
d e l e t e d ,  and § 1 3 3 ( a ) ( 1 ) ( D )  i s  now implemented by paragraph ( b ) ( 2 ) ( i i ) .  (Para
graph ( b ) ( 2 ) ( i i )  a l s o  c o nt in u es  t o  implement § 1 3 3 ( a ) ( 1 ) ( C )  o f  the  a c t ,  as did  
paragraph ( b ) ( 2 ) ( i i )  o f  t h e  December p r o p o s a l . )  I t  re qu ir e s  t h a t ,  in order t o  
impose l i a b i l i t y ,  an i s s u e r  must have provided adequate n o t i c e  o f  the  cardholder  
maximum l i a b i l i t y  and o f  a means by which t he  card i s s u e r  may be n o t i f i e d  o f  
l o s s  or t h e f t .  Paragraph ( b ) ( 2 ) ( i i )  no lo nger  r e q u i r e s ,  as i t  did in the  
December p r o p o s a l ,  t h a t  t h i s  d i s c l o s u r e  appear on t he  c r e d i t  card or wi t h i n  
two y e a r s  preced ing  t h e  unauthor ized use;  i t  a l s o  does not r e q u i r e ,  as did  
t h e  December pr o p o s a l ,  t h a t  the  d i s c l o s u r e  co nt a i n  an address  t o  be used fo r  
n o t i f i c a t i o n .  Thus,  t h e  d i s c l o s u r e  can be g iven at  any t ime preced ing  the  
unauthor ized use ( f o r  example,  on or wi th t h e  i n i t i a l  d i s c l o s u r e s ) ,  and may 
s t a t e  any means by which the  card i s s u e r  may be n o t i f i e d  ( f o r  example ,  a t e l e 
phone number, an ad d r e s s ,  or b o t h ) .  Of c o u r s e ,  the  d i s c l o s u r e  must a l s o  conta in  
t h e  o t he r  i tems  s p e c i f i e d ,  such as the  d o l l a r  l i m i t a t i o n  on l i a b i l i t y .

The remainder o f  paragraph ( b ) ( 2 )  i s  unchanged from t h e  December pro
p o s a l ,  e xc ep t  f o r  the  r e d e s i g n a t i o n  o f  proposed paragraph ( b ) ( 2 ) ( i v )  as para
graph ( b ) (2)  ( i i i ) .

Paragraph ( b ) ( 3 )  s p e c i f i e s  what c o n s t i t u t e s  n o t i f i c a t i o n  t o  a card
i s s u e r  o f  l o s s  or t h e f t  o f  a card or o f  p o s s i b l e  unauthor ized u s e .  I t  d i f f e r s
from t h e  December proposal  in t h a t  t he  phrase "required in the  ordinary course  
o f  bus i ness"  i s  s u b s t i t u t e d  fo r  the  word "nec ess ar y ,"  and the  word "the" has 
been added b e f or e  t h e  phrase "per t ine nt  in for m at i on . "  The s u b s t i t u t e d  language  
i s  t h e  same as t h a t  in t h e  cur rent  r e g u l a t i o n  and in t h e  a c t .

Paragraphs ( b ) ( 4 )  and (5)  r e l a t e  t o  the  e f f e c t  o f  s t a t e  law or  an 
agreement regard ing  l i a b i l i t y ,  and t o  b u s i n e s s  use  o f  c r e d i t  c a r d s ,  r e s p e c t i v e l y  
They are  unchanged from the  December proposal  and s u b s t a n t i v e l y  unchanged from 
t h e  c urr ent  r e g u l a t i o n .

The p r i n c ip a l  d i f f e r e n c e s  between the  cur rent  r e g u l a t i o n  and the  
r e v i s e d  r e g u l a t i o n  regard ing  l i a b i l i t y  f o r  unauthor ized use can be summarized 
as f o l l o w s .  F i r s t ,  one o f  the  c o n d i t i o n s  o f  imposing l i a b i l i t y  in the  current  
r e g u l a t i o n ,  t he  p r o v i s i o n  t o  t h e  cardho lder  o f  a p o s t a g e - p a i d ,  preaddressed  
card or enve lop e  f o r  n o t i f i c a t i o n  o f  l o s s  or t h e f t ,  has been d e l e t e d  ( c o r r e s 
ponding t o  an amendment t o  the  a c t ) .  Second,  another  c o n d i t i o n  o f  l i a b i l i t y ,  
t h e  p r o v i s i o n  o f  a d i s c l o s u r e  o f  maximum l i a b i l i t y  and o f  means o f  n o t i f i c a t i o n ,  
has been s u b s t a n t i a l l y  r e v i s e d ,  as d es cr i be d  above ,  t o  s i m p l i f y  i t  and add 
f l e x i b i l i t y .  A t h i r d  c o n d i t i o n  o f  l i a b i l i t y ,  the  p r o v i s i o n  o f  means o f  i d e n t i 
f i c a t i o n ,  has been re lax ed  in t h a t  now t h e  i s s u e r  may provide  a means t o  i de n 
t i f y  e i t h e r  t he  cardho lder  or t h e  aut hor ize d  user  ( r a t h e r  than only t h e  l a t t e r ) .  
F i n a l l y ,  t h e  s tandard f o r  n o t i f i c a t i o n  t o  a card i s s u e r  o f  l o s s ,  t h e f t ,  or 
p o s s i b l e  unauthor ized use d i f f e r s  from t h a t  in the  current  r e g u la t i o n  in th at  
anyone may provide  the  n o t i f i c a t i o n ,  ra ther  than only t h e  cardho lder  as under 
t h e  c urr ent  r e g u l a t i o n .  In a d d i t io n  t o  t h e s e  s u b s t a n t i v e  chan ge s ,  some po r t io ns  
o f  t h e  l i a b i l i t y  p r o v i s i o n s  have been co n s id er a b l y  shor tened and rephrased  
f o r  s i m p l i c i t y ,  and c e r t a i n  o b s o l e t e  mater ia l  has been d e l e t e d .
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( c )  Right  o f  cardholder  t o  a s s e r t  c la ims  or d e f e n s e s  a g a i n s t  card 
i s s u e r .

Paragraph (c )  d e a l s  wi th t h e  c a r d h o l d e r ' s  r i g h t  t o  a s s e r t  a g a i n s t  the  
card i s s u e r  any c la i m or d e f e n s e  concerning  property  or s e r v i c e s  purchased wi th  
a c r e d i t  card,  i f  the  merchant has been u n w i l l i n g  t o  r e s o l v e  the  d i s p u t e .

Paragraphs ( c ) ( 1 ) ,  ( 2 ) ,  and (3)  o f  t h e  December proposal  s e t  f o r t h  
t h e  b a s i c  r ig h t  t o  a s s e r t  c la im s  or d e f e n s e s ,  c e r t a i n  geographic  and d o l l a r  
amount l i m i t a t i o n s  on t h a t  r i g h t ,  e x c e p t i o n s  t o  t h os e  l i m i t a t i o n s ,  and a formula  
f o r  determin ing the  maximum amount o f  c la im s  or d e f e n s e s  a s s e r t a b l e .  In sub
s t a n c e ,  t h e s e  p r o v i s i o n s  are unchanged.  However, f o r  g r e a t e r  c l a r i t y ,  they  
have been renumbered paragraphs ( c ) ( 1 )  and ( 3 ) ,  and c e r t a i n  mater ia l  has been 
placed in f o o t n o t e s .

Paragraph ( c ) ( 4 )  o f  the  December proposal  l i s t e d  c e r t a i n  types  o f  
t r a n s a c t i o n s  t h a t  were excluded from the  r i g h t  t o  a s s e r t  c la im s  or d e f e n s e s .
This  paragraph has been d e l e t e d ,  but i t s  c o n t e n t s  have been r e v i s e d  and now 
appear as a f o o t n o t e  t o  t h e  heading o f  paragraph ( c ) .  The f o o t n o t e  exempts  
from the  requirements  o f  t he  paragraph check guarantee  cards  and d e b i t  cards  
when used in con ne c t i on  wi th  o v e r dr a f t  c r e d i t  p l a n s ,  and check guarantee  cards  
when used in conn ec t ion  wi th cash advance checks ( s p e c i a l  checks  t h a t  draw on 
a c r e d i t  account  ra th er  than an a s s e t  a c c o u n t ) .

The December proposal  exempted check guarantee  cards  only when t he re  
was no agreement between t h e  card i s s u e r  and the  merchant r e l a t i n g  t o  honoring  
t h e  card or the  a s s o c i a t e d  c h e c k s ,  and the  proposal  did not exempt d e b i t  cards .  
The Board decided t o  broaden the  exemption in t h e  way des cr i bed  above because  
o f  s e r i o u s  ope ra t io na l  problems c i t e d  by commenters as a r i s i n g  from apply ing  
t h e  c la im s  and d e f e n s e s  p r o v i s i o n s  t o  check guarantee  and d e b i t  card t r a n s 
a c t i o n s .

The d e b i t  card exemption a p p l i e s  whether the  card a c c e s s e s  an a s s e t  
account  v ia  p o i n t - o f - s a l e  t e r m i n a l s ,  automated t e l l e r  machines ,  or in any o t her  
way,  and whether t h e  card q u a l i f i e s  as an "access  device" under Regula t ion  E 
or i s  only a paper-based d e b i t  card .  On the  o t her  hand, when a s i n g l e  card  
s e r v e s  both as an ordinary  c r e d i t  card and as a check guarantee  or d e b i t  card,  
i t  w i l l  be s u b j e c t  t o  t h e  p r o v i s i o n s  o f  § 2 2 6 . 1 2 ( c )  when used as an ordinary  
c r e d i t  card,  but exempt when used as a check guarantee  or d e b i t  card.

Another change in t h e  exemption p r o v i s i o n  i s  t h a t  the  exemption f o r  
use  o f  a c r e d i t  card t o  obta in  a cash advance un re la ted  t o  any s p e c i f i c  c r e d i t  
s a l e  i tem has been d e l e t e d .  The Board b e l i e v e s  the  exemption i s  unnec es sa ry ,  
irt t h a t  such a t r a n s a c t i o n  would not  in v o lv e  "property or s e r v i c e s  purchased  
with t h e  c r e d i t  card ,"  and t h e r e f o r e  such a t r a n s a c t i o n  would not be inc lu ded  
under t he  general  r u l e  o f  paragraph ( c ) ( 1 ) .

Paragraph ( c ) ( 5 )  o f  the  December p r o p o s a l ,  p r o h i b i t i n g  adverse  c r e d i t  
re por t s  where a c la im or d e f e n s e  i s  a s s e r t e d ,  has been renumbered paragraph
( c ) ( 2 )  and has been r e v i s e d .  F i r s t ,  a c l a u s e  t h a t  appeared in the  December 
proposal  has been d e l e t e d ;  i t  c o n d i t i o n e d  t he  i s s u e r ' s  o b l i g a t i o n  not t o  make
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an adverse  report  on t h e  i s s u e r ' s  knowing (or  having reason t o  know) t h a t  the  
c la im  or de f en se  had been a s s e r t e d .  This language does  not appear in t h e  cur 
rent  r e g u l a t i o n .  Se c t io n  130(c)  o f  the  ac t  prov ides  t h a t  a c r e d i t o r  may not  
be held l i a b l e  f o r  any v i o l a t i o n  i f  the  c r e d i t o r  shows by a preponderance o f  
the  ev id en ce  t h a t  the  v i o l a t i o n  was not i n t e n t i o n a l  and r e s u l t e d  from a bona 
f i d e  e r ro r  not wi th s ta nd in g  the  maintenance o f  procedures  reasonably adapted to  
avo id  any such e r r o r .  Thus,  e s s e n t i a l l y  the  same p r o t e c t i o n  t h a t  would have  
been provided by the  d e l e t e d  language i s  provided by t h e  a c t .

Another change in r e v i s e d  paragraph ( c ) ( 2 )  i s  the  d e l e t i o n  o f  a s e n 
t e n c e  re qu ir in g  c o r r e c t i o n  o f  adverse  c r e d i t  r e p o r t s  in c a s e s  where the  i s s u e r  
has a l ready  made an adverse  r e p o r t ,  and then l e a r n s  t h a t  a c la im  or d e f e n s e  
has been a s s e r t e d .  This language a l s o  does not  appear in t he  current  r e g u l a 
t i o n ;  the  change p a r a l l e l s  a corresponding  d e l e t i o n  o f  language concerning  
c o r r e c t i o n  o f  adverse  c r e d i t  re po r t s  in § 2 2 6 . 13 .  A number o f  commenters s t a t e d  
t h a t  the  requirement t o  c o r r e c t  adverse  re po r t s  would cause  s e r i o u s  op er at io na l  
problems ,  s i n c e  t he re  i s  no t ime l i m i t  on t h e  r i g h t  t o  a s s e r t  c la ims  or d e f en se s

As a r e s u l t  o f  t h e s e  ch anges ,  the  p r o v i s i o n s  concern ing  t h e  r i g h t  to  
a s s e r t  c la ims  or  d e f e n s e s  s u b s t a n t i a l l y  p a r a l l e l  t h e i r  c ou nt erp art s  in t he  cur
rent  r e g u l a t i o n .  The p r o v i s i o n s  on exc luded t r a n s a c t i o n s  d i f f e r ,  however.  The 
l anguage in the  current  r e g u l a t i o n  e xc lu d in g  c e r t a i n  cash advances has been 
d e l e t e d ;  as noted above ,  the  Board b e l i e v e s  t h a t  t h e s e  t r a n s a c t i o n s  would not  
be covered by the  general  ru le  o f  paragraph ( c ) ( 1 )  in any e v e n t .  A l s o ,  as  
d i s c u s s e d  above ,  new e x c l u s i o n s  have been added by f o o t n o t e  24 to  t h i s  paragraph 
The r e v i s e d  r e g u la t i o n  a l s o  d i f f e r s  from t h e  current  in t h a t  c e r t a i n  p or t io n s
o f  t h i s  p r o v i s i o n  have been co n s id er a b l y  s i m p l i f i e d  and shor tened;  no change
in subs tance  i s  in tended .

(d)  O f f s e t s  by card i s s u e r  p r o h i b i t e d .

This por t ion  o f  § 2 26 .1 2  p r o h i b i t s  card i s s u e r s  from o f f s e t t i n g  a
c a r d h o l d e r ' s  c r e d i t  card indeb ted nes s  a g a i n s t  the  c ar d h o l d e r ' s  d e p o s i t  account  
he ld  wi th  t he  card i s s u e r .  Paragraph ( d ) ( 1 )  s e t s  f o r t h  the  b a s i c  p r o h i b i t i o n ,  
and i s  unchanged from t h e  December pr opo sa l .

Paragraph ( d ) ( 2 )  l i s t s  a number o f  a c t i o n s  o f  a card i s s u e r  t h a t  do 
not  c o n s t i t u t e  v i o l a t i o n s  o f  the  p r o h i b i t i o n  on o f f s e t s .  One type  o f  permis 
s i b l e  a c t i o n  i s  o b t a i n i n g  or e n f o r c i n g  a consensua l  s e c u r i t y  i n t e r e s t  in funds  
o f  the  cardho lder  on d e p o s i t  with the  i s s u e r .  The December ve r s i o n  o f  t h i s  
p r o v i s i o n  required  t h a t  such a s e c u r i t y  i n t e r e s t  be l i m i t e d  t o  an agreed-upon  
amount; as  f i n a l l y  r e v i s e d ,  the  p r o v i s i o n  does not co nt a i n  such a l i m i t a t i o n .

The Board b e l i e v e s  t h a t  § 169 o f  t h e  ac t  was not intended to  apply t o  
t h e  g ra nt in g  o f  s e c u r i t y  i n t e r e s t s  in cardho lde rs '  d e p o s i t  ac c ou nt s .  In addi 
t i o n ,  re qu ir in g  t h a t  s e c u r i t y  i n t e r e s t s  obta ined  by d e p o s i to r y  i n s t i t u t i o n s  be 
l i m i t e d  t o  a s p e c i f i e d  amount,  w h i l e  s e c u r i t y  i n t e r e s t s  obta ined  by o th er  types  
o f  c r e d i t o r s  need not be so  l i m i t e d ,  would p l ac e  d e p o s i to r y  i n s t i t u t i o n s  in a 
worse p o s i t i o n  than o t h e r  c r e d i t o r s .  F i n a l l y ,  c ircumvent ion o f  t he  o f f s e t  pro
h i b i t i o n  should be prevented because (1) on ly  consensual  s e c u r i t y  i n t e r e s t s  are
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p e r m i t te d ,  and thus  the  card ho l der  must a f f i r m a t i v e l y  agree  t o  grant  t he  s e c u r i t y  
i n t e r e s t ;  (2)  t h e  s e c u r i t y  i n t e r e s t  can be enforced on ly  through procedures  by 
which o t h e r  c r e d i t o r s  cou ld  e n f o r c e  t h e i r  s e c u r i t y  i n t e r e s t s  in t he  same funds;  
and (3)  any s e c u r i t y  i n t e r e s t  granted t o  secure  c r e d i t  card in debt edness  w i l l  
be d i s c l o s e d  in t h e  card i s s u e r ' s  i n i t i a l  d i s c l o s u r e s  t o  t h e  card ho l der .  These  
requirements  should e l i m i n a t e  the  p o s s i b i l i t y  o f  u n f a i r  s u r p r i s e  t o  the  consumer,  
and o f  u n f a i r  advantage f o r  d e p o s i t o r y  i n s t i t u t i o n s  over  o t he r  c r e d i t o r s  th at  
Congress sought  t o  avoid in e n a c t i n g  § 169.

In t h e  December p r o p o s a l ,  the  Board s o l i c i t e d  comment on whether  
Re gul a t ion  Z should co nt a in  p r o v i s i o n s  r e s t r i c t i n g  t he  p l a c in g  o f  holds  on 
ca r d h o l d e rs '  d e p o s i t  a c c o un t s .  No such p r o v i s i o n  has been added t o  t h e  r e g u la 
t i o n .  However, t h e  Board b e l i e v e s  t h a t  p l a c in g  a hold on funds in a ca r d h o l d e r ' s  
d e p o s i t  account  in con ne c t i on  wi th  i nd eb ted nes s  a r i s i n g  under a c r e d i t  card plan 
would,  because the  e f f e c t  i s  the  same as t h a t  o f  an o f f s e t ,  contravene  t h e  ru le  
p r o h i b i t i n g  o f f s e t s .

Paragraph ( d ) ( 3 )  s t a t e s  t h a t  the  o f f s e t  p r o h i b i t i o n  does not p r o h i b i t  
plans  f o r  automatic  p e r i o d i c  d e b i t s  a g a i n s t  t h e  c a r d h o l d e r ' s  d e p o s i t  account  
t o  repay the  c a r d h o l d e r ' s  c r e d i t  card debt .  These p lans  must be aut hor ize d  in 
w r i t i n g  by t he  card ho l de r .  This p r o v i s i o n  i s  s u b s t a n t i v e l y  unchanged from the  
December pr o po s a l .  Comment on the  December proposal  r a i s e d  the  qu e s t io n  o f  
whether i t  would be p e r m i s s i b l e  f o r  t h e  i s s u e r  t o  d e b i t  t h e  c a r d h o l d e r ' s  de po s i t  
account  t o  repay c r e d i t  card i n d e b t e d n e s s ,  no t  on an automat ic  p e r i o d i c  b a s i s ,  
but s imply upon the  s p e c i f i c  r eq ue s t  o f  t h e  ca rd ho ld er .  For example,  t he  card 
ho lder  might check a box on the  c r e d i t  card b i l l  s t u b ,  r e q u e s t i n g  t he  i s s u e r  to  
d e b i t  the  c a r d h o l d e r ' s  account  t o  pay t h e  b i l l .  The Board views t h i s  procedure  
as p e r m i s s i b l e ,  because the  r e s u l t i n g  d e b i t  would not c o n s t i t u t e  an o f f s e t .

Paragraph (d) as f i n a l l y  r e v i s e d  does not d i f f e r  in subs tance  from 
t h e  c urr ent  r e g u l a t i o n ,  e xc ep t  t h a t  (1 )  var ious  e x i s t i n g  s t a f f  i n t e r p r e t a t i o n s  
have been incorp ora te d  i n t o  the  t e x t  o f  t h e  r e g u l a t i o n ;  (2)  in a d d i t i o n  t o  
adding the  s t a f f  p o s i t i o n  on consensual  s e c u r i t y  i n t e r e s t s  t o  the  t e x t ,  t h a t  
p o s i t i o n  has been changed in t h a t  such a s e c u r i t y  i n t e r e s t  need no l ong er  be 
l i m i t e d  t o  an agreed-upon amount; and (3)  c e r t a i n  o b s o l e t e  p r o v i s i o n s  ( r e l a t i n g  
t o  automat ic  d e b i t  p la ns )  have been d e l e t e d .

( e )  Prompt n o t i f i c a t i o n  o f  re turns  and c r e d i t i n g  o f  r e fu n d s .

Paragraph ( e )  s e t s  c e r t a i n  requirements  a p p l i c a b l e  t o  merchants and 
card i s s u e r s  where the  merchant a g re es  t o  ac cept  a return o f  p r op e r ty ,  or  
f o r g i v e  a debt  f o r  s e r v i c e s ,  and a c c o r d i n g l y  t o  put through a c r e d i t  t o  t he  
consumer 's  c r e d i t  card ac co unt .  Paragraph ( e ) ( 1 )  re qu ir e s  any such merchant  
(o th e r  than a merchant t h a t  i s  a l s o  t h e  card i s s u e r )  t o  t ran sm i t  a c r e d i t  
s ta t em en t  t o  t h e  card i s s u e r  w i t h i n  seven b u s i n e s s  days a f t e r  a c c e p t i n g  the  
re turn or  f o r g i v i n g  the  debt .  I t  i s  unchanged from t h e  ve r s i on  appear ing  in 
the  December pro pos a l .  Comment on t h e  December proposal  i n d i c a t e d  concern th at  
merchants  may be unable t o  meet the  t ime  l i m i t  in c e r t a i n  c i rcum stan ce s  ( f o r  
example ,  when refund r e q u e s t s  are  i n i t i a t e d  a t  f o r e i g n  l o c a t i o n s ) .  The Board 
n o t e s  t h a t  t h e  seven b u s i n e s s  days begin t o  run only  when the  merchant a c t u a l l y  
a g r e es  t o  accept  the  return or f o r g i v e  the  d e b t ,  not  a t  t he  t ime  t he  refund  
requ es t  i s  i n i t i a t e d .
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Paragraph ( e ) ( 2 )  re qu ir e s  a card i s s u e r  r e c e i v i n g  such a c r e d i t  s t a t e 
ment t o  c r e d i t  the  consumer's  account  wi th a refund wi t h i n  t h r ee  b u s i n e s s  days  
a f t e r  r e c e i v i n g  the  s ta t e m e n t .  It  i s  i d e n t i c a l  t o  i t s  counterpart  in t h e  
December propo sa l .  Paragraph ( e ) ( 3 )  p r o h i b i t s  merchants from d i s c r i m i n a t i n g  in 
t h e i r  refund p o l i c y  a g a i n s t  c r e d i t  card customers  as opposed t o  cash cus tomers .
I t  i s  a l s o  unchanged from the  December pr opo sa l .

Paragraph (e )  as r e v i s e d  i s  s u b s t a n t i v e l y  t he  same as t h e  corresponding  
p r o v i s i o n  in t he  current  r e g u l a t i o n ,  e xc ep t  fo r  the  d e l e t i o n  o f  a promptness  
s tan dard ,  which in t h e  current  r e g u l a t i o n  a p p l i e s  in a dd i t io n  t o  the  sev en-  
b u s i n e s s - d a y  and t h r e e - b u s i n e s s - d a y  s ta nd ar ds .

( f )  D i sc oun ts ;  t i e - i n  arrangements .

Paragraph ( f ) ( 1 )  prov ides  t h a t  card i s s u e r s  may not p r o h i b i t  merchants  
from o f f e r i n g  d i s c o u n t s  f o r  payment in cash i n s t e a d  o f  by c r e d i t  card .  This  
paragraph i s  unchanged from the  December pr op os a l .  It  d i f f e r s  from the  current  
r e g u l a t i o n  in t h a t  i t  i s  phrased in terms o f  o f f e r i n g  a d i sco un t  t o  "a consumer,"  
r a th e r  than t o  "al l  cus tomers,"  in order  t o  make c l e a r  t h a t  p r o h i b i t i n g  d i s c o u n ts  
f o r  p a r t i c u l a r  customers  would be as i m pe rm iss ib le  as p r o h i b i t i n g  d i s c o u n t s  fo r  
a l l  customers  o f  a merchant.

Paragraph ( f ) ( 2 )  prov ide s  t h a t  card i s s u e r s  may not requ ire  merchants  
t o  maintain a c c o u n t s ,  or  obta in  any o t he r  s e r v i c e  not e s s e n t i a l  t o  the  oper at i on  
o f  a c r e d i t  card p l a n ,  as a c o n d i t i o n  o f  p a r t i c i p a t i n g  in the  p lan .  This  para
graph i s  a l s o  unchanged from t h e  December pr o p o s a l .  I t  d i f f e r s  from t h e  current  
r e g u l a t i o n  in t h a t  an e x i s t i n g  s t a f f  p o s i t i o n  has been incorporated  in t h e  regu
l a t o r y  t e x t ,  t o  the  e f f e c t  t h a t  maintenance o f  an account  for  c l e a r i n g  purposes  
may be required i f  i t  i s  determined t o  be e s s e n t i a l  t o  t h e  c r e d i t  card plan and 
i f  no s e r v i c e  charges  or minimum ba lance requirements  are imposed.  Commenters 
urged t h a t  i s s u e r s  be permi t ted  t o  mandate the  use o f  c l e a r i n g  accounts  wi th  
s e r v i c e s  charges  or minimum ba lance requirements ;  however,  the  Board b e l i e v e s  
t h a t  wi thout  t h e  r e s t r i c t i o n s  on t h e s e  f e a t u r e s  o f  c l e a r i n g  a c c o u n t s ,  t h e  
s t a t u t o r y  p r o v i s i o n s  would be rendered m ea n in g l e s s .

(g)  Re l a t i on  t o  E l e c t r o n i c  Fund Trans fer  Act and Regula t ion E.

Paragraph (g)  o f  t h e  December proposal  would have pr o h i b i t e d  merchants  
from imposing surcharges  f o r  us ing  a c r e d i t  card ra ther  than cash or a check.
It  corresponds  t o  § 2 2 6 . 4 ( i ) ( 4 )  o f  t h e  c ur ren t  r e g u l a t i o n .  The p r o v i s i o n  
has been d e l e t e d  because  the  s t a t u t o r y  p r o h i b i t i o n  on surcharges  exp ire d  on 
February 27 ,  1981.

Paragraph (g)  o f  the  r e v i s e d  r e g u l a t i o n  corresponds t o  paragraph (h)  
o f  t h e  December pr opo sa l .  (The p r o v i s i o n  has no counterpart  in the  current  
r e g u l a t i o n . )  The paragraph prov ide s  guidance f o r  cards  or t r a n s a c t i o n s  t h a t  
i n v o l v e  both c r e d i t  and EFT a s p e c t s  ( fo r  example ,  a d e b i t  card t h a t  a c c e s s e s  
a check ing  account  wi th  o v e r d r a f t  c r e d i t  p r i v i l e g e s ) .  I t  i s  intended t o  a id  
in de termining whether Regula t ion  Z or Regula t ion  E r u l e s  apply regarding  
i s s u a n c e  and l i a b i l i t y  f o r  unauthor ized u s e .  As t o  o t he r  § 226 .12  m a t t e r s ,  
i t  makes c l e a r  t h a t  Regula t ion  Z r u l e s  apply even though a t r a n s a c t i o n  has EFT 
a s p e c t s .
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The paragraph d i f f e r s  from the  December proposal  in t h a t  i t  pr imar i ly  
r e f e r s  t h e  reader t o  Regulat ion E, where the  r e l e v a n t  r u l e s  are s p e l l e d  out  
in d e t a i l ,  ra ther  than r ep ea t in g  t h e s e  d e t a i l e d  r u l e s  in f u l l  here .  No change  
in subs tance  i s  in tended .

Se c t i o n  2 26 .1 3  -  B i l l i n g  Error R e s o l u t i o n .

S e c t i o n  2 2 6 .1 3  a dd re ss es  e r ro r  r e s o l u t i o n  procedures and corresponds  
t o  §§ 2 2 6 . 2 ( j ) ,  2 2 6 . 2 ( c c ) ,  and 2 2 6 . 1 4  o f  t he  cur rent  r e g u l a t i o n ,  and t o  § 226 .13  
o f  t he  December pro pos a l .

This  s e c t i o n ,  l i k e  the  December pr o p o s a l ,  r e f l e c t s  a complete  r e s t r u c 
t u r i n g  o f  t h e  cu rrent  re g u l a to r y  p r o v i s i o n s .  The new s t r u c t u r e  should s i m p l i f y  
t h e  t ask  o f  understanding  and complying wi th t h e  extremely  complex s t a t u t o r y  
p r o v i s i o n s  in  §§ 161 and 162 o f  t he  a c t .  For example,  under t h e  r e v i s e d  regu
l a t i o n ,  the  c r e d i t o r ' s  r e s p o n s i b i l i t i e s  are arranged in c hr on o l og ic a l  s equence.

In a d d i t i o n ,  s i g n i f i c a n t  s u b s t a n t i v e  changes have been made from the  
cu r r en t  r e g u l a t i o n  t o  f a c i l i t a t e  c r e d i t o r  compliance  wi th  t h i s  s e c t i o n .  For 
example,  c e r t a i n  l o c a t i o n  requirements  have been d e l e t e d ,  and t h e  r u l e s  pending  
r e s o l u t i o n  have been s tr e a m l in e d .

A f o o t n o t e  t o  t h i s  s e c t i o n  p r o h i b i t s  a c r e d i t o r  from a c c e l e r a t i n g  a 
consumer' s  debt  or r e s t r i c t i n g  or c l o s i n g  t he  account  because the  consumer has 
e x e r c i s e d  b i l l i n g  e rro r  r i g h t s ,  and a l e r t s  c r e d i t o r s  t o  the  s t a t u t o r y  f o r f e i t u r e  
pena l ty  f o r  f a i l u r e  t o  comply wi th any o f  t h e  requirements  o f  § 2 2 6 . 13 .  This  
f o o t n o t e  r e f l e c t s  p r o t e c t i o n s  a f for de d  by § 701 o f  t he  Equal Credi t  Opportunity  
Act ,  § 161(d)  o f  t h e  Truth in Lending Act and § 2 26 .1 4 ( b)  o f  t h e  current  r e g u la 
t i o n .  Although the  f o o t n o t e  does not  r e f e r  t o  the  l i a b i l i t y  p r o v i s i o n s  o f  § 130 
o f  t h e  a c t ,  t h a t  s e c t i o n ,  o f  c o u r s e ,  a p p l i e s  t o  v i o l a t i o n s  o f  § 22 6 .1 3  as i t  
does  t o  t h o s e  o f  o th er  s e c t i o n s .

(a) D e f i n i t i o n  o f  b i l l i n g  e r r o r .

S e c t i o n  2 2 6 . 1 3 ( a ) ,  which s e t s  f o r t h  the  d e f i n i t i o n  o f  a b i l l i n g  
e r r o r ,  corresponds  t o  § 2 2 6 . 2 ( j ) o f  the  cu rrent  r e g u l a t i o n .  The language o f  
t h e  b i l l i n g  e r ro r  d e f i n i t i o n  has been s i m p l i f i e d  in the  r e v i s e d  r e g u l a t i o n ,  and 
§ 2 2 6 . 2 ( j ) ( 1 )  o f  t h e  cu rrent  r e g u l a t i o n  has been d i v id e d  i n t o  two paragraphs ,
§ 2 2 6 . 1 3 ( a ) ( 1 )  and ( 2 ) ,  f o r  c l a r i t y .  No s u b s t a n t i v e  change i s  intended in the  
d e f i n i t i o n  o f  b i l l i n g  e r r o r ,  however,  with t he  e x c e p t i o n  o f  the  error  de f in e d  
in § 2 2 6 . 1 3 ( a ) ( 7 ) .  That paragraph,  which implements amended § 161(b) o f  t h e  
a c t ,  prov ides  t h a t  t h e  c r e d i t o r ' s  f a i l u r e  t o  t ran sm i t  a p e r i o d i c  s ta tement  to  
t h e  consumer's  current  address  i s  a b i l l i n g  e r r o r ,  u n l e s s  the  c r e d i t o r  r ece iv ed  
n o t i c e  o f  the  address  change fewer than 20 days b e f ore  t he  end o f  t h e  b i l l i n g  
c y c l e  re qu ir in g  t he  p e r i o d i c  s ta t e m e n t .  In c o n t r a s t  t o  the  current  r e g u l a t i o n ,  
th e  r e v i s i o n  s p e c i f i e s  t h a t  n o t i c e  o f  an address  change must be in w r i t i n g ,  
and i t  expands the  c r e d i t o r ' s  l ead t ime from 10 t o  20 da ys .  The r e v i s e d  regu
l a t i o n  d i f f e r s  from t h e  December proposal  by p e r m i t t i n g  the  c r e d i t o r  t o  count  
t he  20 days from the  t ime  i t  r e c e i v e s  the  n o t i c e ,  r a th er  than from when the  
consumer mai l ed i t .
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(b) B i l l i n g  e r r o r  n o t i c e .

S e c t i o n  2 2 6 .1 3 (b )  o f  t he  r e v i s e d  r e g u la t i o n  corresponds t o  the  cur 
rent  § 2 2 6 . 2 ( c c )  ("Proper w r i t t e n  n o t i f i c a t i o n  o f  a b i l l i n g  e r r o r " ) .  Most o f  
t he  changes  t h a t  have been made in paragraph (b) are  e d i t o r i a l .  For i n s t a n c e ,  
t h e  phrase " b i l l i n g  er ror  not i ce "  i s  used i n s t e a d  o f  "proper w r i t t e n  n o t i f i c a 
t i o n  o f  a b i l l i n g  e r r o r . "  The two f o o t n o t e s  t o  t h i s  p r o v i s i o n  r e f l e c t  mater ia l  
in t he  body o f  t he  c ur ren t  r e g u l a t i o n .  The f i r s t  f o o t n o t e ,  which corresponds  
t o  § 2 2 6 . 1 4 ( a )  o f  the  current  r e g u l a t i o n  and implements language in § 161(a)  
o f  t h e  a c t ,  r e l i e v e s  t h e  c r e d i t o r  from co n t in u in g  e r r o r  r e s o l u t i o n  r e s p o n s i 
b i l i t i e s  when the  consumer conc lud es  t h a t  no e r r o r  occurred.  While e d i t o r i a l  
changes  have been made in t he  f o o t n o t e ,  no s u b s t a n t i v e  change i s  in ten ded .  
Footnote  29,  which corresponds  t o  t e x t u a l  mater ia l  in § 2 2 6 . 2 ( c c )  o f  t he  current  
r e g u l a t i o n  and t o  § 161(a)  o f  t he  a c t ,  permi ts  c r e d i t o r s  t o  req u ire  t h a t  the  
b i l l i n g  e r r o r  n o t i c e  not  be made on the  payment s tub.

The r e g u la t o r y  t e x t  o f  t h i s  paragraph and t h e  accompanying f o o t n o t e s  
ar e  i d e n t i c a l  t o  the  corresponding  p r o v i s i o n s  in the  December proposal  and 
implement pa r t s  o f  § 161(a)  o f  t h e  a c t .  The t iming  requirements  were m is s t a t e d  
in t h e  December Federal  R e g i s t e r  e x p l an ato ry  m a t e r i a l .  The 60-day per iod  
during which a consumer may a s s e r t  a b i l l i n g  er ror  n o t i c e  begins  when the  
c r e d i t o r  t r a n s m i t s  t h e  p e r i o d i c  s ta t e m e n t ,  not  when the  consumer r e c e i v e s  i t .

( c )  Time fo r  r e s o l u t i o n ;  general  pro cedures .

S e c t i o n  2 2 6 . 1 3 ( c )  corresponds  t o  § 2 2 6 . 1 4 ( a ) ( 1 )  and (2)  o f  the  
c urr ent  r e g u l a t i o n  and i s  s u b s t a n t i v e l y  unchanged,  a l though minor e d i t o r i a l  
r e v i s i o n s  have been made. This p r o v i s i o n  implements par t s  o f  § 161(a)  o f  t h e  
a c t .  S e c t i o n  2 2 6 . 1 3 ( c ) ( 3 )  o f  t h e  December proposal  has been d e l e t e d  from the  
r e v i s e d  r e g u l a t i o n  but w i l l  be cont a in ed  in t h e  commentary. That p r o v i s i o n  
s t a t e d  t h a t  a c r e d i t o r  cou ld  make a f i n a l  c o r r e c t i o n  o f  an a l l e g e d  b i l l i n g  
e r r o r  wi thout  i n v e s t i g a t i o n ,  prov ided the  c r e d i t o r  complied wi th a l l  o ther  
a p p l i c a b l e  requirements  o f  t h e  s e c t i o n .

(d)  Rules  pending r e s o l u t i o n .

S e c t i o n  2 2 6 . 1 3 ( d )  c o n s o l i d a t e s  a l l  t h e  r i g h t s  and d u t i e s  o f  t h e  con
sumer and t h e  c r e d i t o r  pending f i n a l  r e s o l u t i o n  o f  t h e  d i s p u t e .  I t  corresponds  
t o  p r o v i s i o n s  in § 2 2 6 . 1 4 ( a )  through (e )  o f  t he  cur rent  r e g u la t i o n  and p or t io n s  
o f  §§ 161 and 162 o f  t h e  a c t .  This s e c t i o n  has been reorganized from the  
December p r o p o s a l .

S e c t i o n  2 2 6 . 1 3 ( d ) ( 1 ) ,  which d e a l s  wi th a consumer's  r i g h t  t o  wi thhold  
d i s p u t e d  amounts,  corresponds  t o  p a r t s  o f  § 2 2 6 . 1 4 ( a ) ,  ( b ) ,  and (c )  o f  t h e  c ur 
rent  r e g u l a t i o n .  A number o f  commenters asked f o r  c l a r i f i c a t i o n  o f  t he  meaning 
o f  "di sputed  amount" when t he  a l l e g a t i o n  concerns  some part  o f  t he  d e s c r i p t i o n  
o th er  than a d o l l a r  amount,  such as t h e  date  or  the  s e l l e r ' s  name. In such 
i n s t a n c e s ,  t h e  d i sp ut ed  amount would be t he  amount o f  t h e  t r a n s a c t i o n  or  charge  
t h a t  corresponds  t o  the  d i sp ut ed  date  or s e l l e r ' s  name.

Se c t ion  2 2 6 . 1 3 ( d ) ( 1 )  o f  t h e  r e v i s e d  r e g u l a t i o n  and t h e  r e l a t e d  f o o t 
no t e  a l s o  make c l e a r  what a c t i o n s  a c r e d i t o r  may tak e  regarding t h e  d i sp ut ed
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amount pending r e s o l u t i o n .  This part  o f  t he  p r o v i s i o n  implements § 1 6 1 ( a ) ( 3 )  
o f  t h e  ac t  by p r o h i b i t i n g  a c r e d i t o r  from t ak i ng  a c t i o n  t o  c o l l e c t  the  d i sp ut ed  
amount. The c urr ent  r e g u la t o r y  p r o v i s i o n ,  which a l s o  appeared in the  December 
proposal  wi th  some m o d i f i c a t i o n s ,  immunizes a c r e d i t o r  from l i a b i l i t y  fo r  
i n a d v e r t e n t l y  t ak i ng  c o l l e c t i o n  a c t i o n  wi t h i n  two days a f t e r  r e c e i v i n g  a b i l l i n g  
e r r o r  n o t i c e .  In accord wi th  the  s i m p l i f i c a t i o n  p r i n c i p l e s ,  t h i s  l a t t e r  p r o v i 
s ion  has been d e l e t e d  from the  r e v i s e d  r e g u l a t i o n .  The Board b e l i e v e s  t h a t  
§ 130 (c )  o f  the  a c t  adequ at e ly  a dd r e s s es  in a d v e r te n t  v i o l a t i o n s  o f  the  r e g u l a 
t i o n  t h a t  r e s u l t  from a bona f i d e  e r r o r ,  d e s p i t e  t he  maintenance o f  procedures  
r e aso n abl y  adapted t o  avo id any such e r r o r ,  and t h a t  a s e p ar at e  p r o v i s i o n  i s  
t h e r e f o r e  unnecessary .

Footnote  30 o f  the  r e v i s e d  r e g u la t i o n  corresponds t o  § 2 2 6 . 1 4 ( b ) ( 4 )  
and (d) o f  t h e  cur rent  r e g u l a t i o n  and § 2 2 6 . 1 3 ( d ) ( 2 )  o f  the  December proposal  
without  s u b s t a n t i v e  change.  The f o o t n o t e  prov ides  t h a t  a c r e d i t o r  i s  not pro
h i b i t e d  from sending a p e r i o d i c  s ta tement  t h a t  r e f l e c t s  a d i sp ut ed  amount and
r e l a t e d  f i n a n c e  or o t her  c ha r g e s ,  provided t h a t  the  c r e d i t o r  i n d i c a t e s  on or  
with t he  p e r i o d i c  s ta te ment  t h a t  payment o f  t h e  d i s pu t ed  amount i s  not required  
pending r e s o l u t i o n .  In order to  provide  c r e d i t o r s  wi th  in cre as ed  f l e x i b i l i t y  
in d e s i g n i n g  d i s c l o s u r e  forms ,  t h i s  paragraph d e l e t e s  t h e  requirement in the  
c ur r en t  r e g u l a t i o n  t h a t  the  d i s c l o s u r e  appear "on the  face" o f  the  p e r i o d i c  
s ta t e m e n t .  In a d d i t i o n ,  t o  f u r t h e r  reduce p r o c e s s i n g  c o s t s ,  t h e  r e v i s e d  r eg u l a 
t i o n  d i f f e r s  from the  cur rent  r e g u l a t i o n  and the  December proposal  by making
c l e a r  t h a t  a c r e d i t o r  may pr e p r in t  on a l l  o f  i t s  p e r i o d i c  s ta t em ent s  t h a t  pay
ment o f  any d i sputed  amount i s  not  required pending r e s o l u t i o n .  The f o o t n o t e  
a l s o  prov i des  t h a t  a c r e d i t o r  i s  not p r o h i b i t e d  from deduct ing  any d i sp ut ed  
amount and r e l a t e d  f i n a n c e  or  o t h e r  charges  from the  maximum amount o f  c r e d i t  
a v a i l a b l e  t o  the  consumer.

The r e v i s e d  r e g u l a t i o n  d e l e t e s  as i n ap pr op r ia te  r e g u la t o r y  material  
the  p r o v i s i o n  in the  December proposal  p r o h i b i t i n g  t h e  i m p o s i t i o n  o f  a d d i t io n a l  
f i n a n c e  or  o t he r  charges  on the  undisputed por t ion  o f  the  amount s o l e l y  because  
t h e  consumer wi th ho l ds  payment o f  the  d i s put ed  amount. The Board b e l i e v e s  t h a t  
t h i s  mater ia l  should be inc luded in the  commentary.

The second s e n te n c e  o f  § 2 2 6 . 1 3 ( d ) ( 1 )  o f  t h e  r e v i s e d  r e g u l a t i o n ,  which 
co rresponds  t o  § 2 2 6 . 1 3 ( d ) ( 5 )  o f  the  December p r o p o s a l ,  comp le t e ly  r e v i s e s  the  
requirements  in c urr ent  § 2 2 6 . 1 4 ( c )  but c o n t a i n s  on ly  e d i t o r i a l  changes from 
the  December prop os a l .  This p r o v i s i o n  s e t s  f o r t h  the  consumer's  r i g h t  t o  wi th 
hold payment,  when payment i s  made a u t o m a t i c a l l y  under a c r e d i t  card plan.  In 
such a p la n ,  a cardho lder  a u t h o r i z e s  a card i s s u e r  to  deduct  p e r i o d i c a l l y  an 
agreed-upon amount from t h e  c a r d h o l d e r ' s  account  in order  t o  pay t h e  c ar d h o l d e r ' s  
i n d e b t e d n e s s .  Under the  c ur r en t  r e g u l a t i o n ,  t h e  card i s s u e r  must prevent  or  
r e s t o r e  an automat ic  d e b i t  o f  a d i sp ut ed  amount i f  i t  r e c e i v e s  a b i l l i n g  error  
n o t i c e  wi t h in  16 days a f t e r  t r a n s m i t t i n g  t h e  f i r s t  p e r i o d i c  s ta tement  t h a t  
r e f l e c t s  t h e  e r r o r .  The new p r o v i s i o n  r e q u i re s  the  card i s s u e r  t o  prevent  an 
automat ic  d e b i t  o f  a d i s pu t ed  amount and r e l a t e d  f in a n c e  or o th er  charges  only  
i f  i t  r e c e i v e s  a b i l l i n g  e r ro r  n o t i c e  up t o  t h r e e  b u s i n e s s  days b e f ore  the  
s cheduled  payment d a t e .  The card i s s u e r  does  not  have t o  r e s t o r e  a d i sp ut ed  
amount i f  t h e  b i l l i n g  e r r o r  n o t i c e  a r r i v e s  a f t e r  t he  t h r e e - b u s i n e s s - d a y  c u t 
o f f .  I f ,  however,  any par t  o f  t h e  d i sputed  amount i s  s t i l l  o u t s ta nd in g  and 
u nr es o lv ed  a t  t h e  t ime o f  the  next  automat ic  d e b i t ,  t he  card i s s u e r  must prevent  
t he  automat ic  d e b i t .
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Se c t i o n  2 2 6 . 1 3 ( d ) ( 2 )  (Adverse c r e d i t  re po r t s  p r o h i b i t e d ) ,  which c o r 
responds  t o  § 2 2 6 . 1 4 ( e ) ( 1 )  o f  the  cu rrent  r e g u l a t i o n ,  implements § 162(a)  o f  
the  ac t  by p r o h i b i t i n g  a c r e d i t o r  from i s s u i n g  an adverse  c r e d i t  report  because  
t h e  consumer f a i l s  t o  pay the  d i sp ut ed  amount. The current  r e g u la t o r y  p r o v i s i o n ,  
which was cont inued in modi f i ed  form in the  December pr o p o s a l ,  immunizes a 
c r e d i t o r  from l i a b i l i t y  f o r  i n a d v e r t e n t l y  i s s u i n g  an adverse c r e d i t  report  
w i t h in  two days a f t e r  r e c e i v i n g  a b i l l i n g  e rro r  n o t i c e .  In a d d i t i o n ,  t h e  c u r 
rent  r e g u l a t i o n  and the  December proposal  d e l i n e a t e d  the  c r e d i t o r ' s  r e s p o n s i 
b i l i t i e s  i f  i t  r ece iv ed  a b i l l i n g  e rro r  n o t i c e  a f t e r  having i s s u e d  an adverse  
c r e d i t  report  regard ing the  d i sp ut ed  amount. The r e v i s e d  r e g u l a t i o n  re turns  
t o  the  s t a t u t o r y  p r o h i b i t i o n s ,  and d e l e t e s  t he  s ep ar at e  p r o v i s i o n s  d e a l i n g  
with the  grace per iod and c o r r e c t i v e  a c t i o n .  As noted in the  d i s c u s s i o n  o f  
§ 2 2 6 . 1 3 ( d ) ( 1 ) ,  the  Board b e l i e v e s  t h a t  t h e s e  p r o v i s i o n s  are unnecessary  in 
l i g h t  o f  § 130(c )  o f  the  a c t  which a dd re ss es  i n a d v e r te n t  v i o l a t i o n s .  Sec t io n  
2 2 6 . 1 3 ( d ) ( 2 )  a l s o  d i f f e r s  from t h e  December p r o p o s a l ,  and r e i n s t a t e s  t h e  current  
r e g u la t o r y  language,  by ex ten d in g  the  p r o h i b i t i o n s  o f  t h i s  paragraph t o  any 
agent  o f  t h e  c r e d i t o r .

The r e v i s e d  r e g u l a t i o n  a l s o  d e l e t e s  the  guidance in f o o t n o t e  19 o f  
t h e  c ur r en t  r e g u l a t i o n  and § 2 2 6 . 1 3 ( d ) ( 4 )  o f  t h e  December proposal  t h a t  the  
p r o h i b i t i o n  on adverse c r e d i t  r e p o r t s  does not  p r o h i b i t  a c r e d i t o r  from r epo rt i ng  
t h e  amount or account  as  be ing  in d i s p u t e .  The Board in te nd s  t o  i nc orp ora te  
t h i s  p o s i t i o n  in t he  commentary.

( e )  Procedures a f t e r  c r e d i t o r  de termines  t h a t  a b i l l i n g  er ror  occurred  
as a s s e r t e d .

S e c t i o n  2 2 6 . 1 3 ( e ) ,  which corresponds  t o  p o r t io n s  o f  § 2 2 6 . 1 4 ( a ) ( 2 ) ( i ) 
and ( b ) ( 2 )  in t h e  cu rrent  r e g u l a t i o n ,  o u t l i n e s  t h e  c r e d i t o r ' s  r e s p o n s i b i l i t i e s  
when i t  de termines  t h a t  a b i l l i n g  er ror  has occurred .  This pr o v i s i o n  s u b s t i 
t u t e s  t h e  ph ra se ,  "a b i l l i n g  e r ro r  occurred,"  f o r  t he  term "erroneous b i l l i n g "
used in § 2 2 6 . 1 4 ( a ) ( 2 )  and ( b ) ( 2 )  o f  t h e  current  r e g u l a t i o n .  The second part  
o f  paragraph ( e ) ( 2 )  o f  t h e  December p r o p o s a l ,  which permi t ted a c r e d i t o r  t o  
n o t i f y  a consumer o f  the  c o r r e c t i o n  on a p e r i o d i c  s tatement  t h a t  i s  mailed  
w i t h in  t h e  t ime f o r  r e s o l u t i o n ,  has been d e l e t e d  as i n ap pr op r ia te  re gu la to r y  
m a t e r i a l .  This p o s i t i o n ,  which corresponds  t o  f o o t n o t e  18 o f  the  cur rent  regu
l a t i o n ,  w i l l  be i nc orp ora te d  in t h e  commentary. The cur rent  r e g u l a t i o n  and the  
December proposal  con ta in  a s e p a r a t e  requirement  t h a t  a b i l l i n g  er ror  c o r r e c t i o n  
be i d e n t i f i e d  as such on a p e r i o d i c  s t a t e m e nt .  The r e v i s e d  re g u la t i o n  a l s o  
d e l e t e s  t h i s  p r o v i s i o n  as u nn ec e s s a ry ,  in l i g h t  o f  the  general  requirement  t h a t  
a c r e d i t o r  make c l e a r  d i s c l o s u r e s ,  and thus  the  amount would need t o  be s p e c i 
f i c a l l y  i d e n t i f i e d  when t he  c r e d i t o r  uses  the  p e r i o d i c  s ta tement  to  s a t i s f y  
i t s  n o t i c e  o f  c o r r e c t i o n s  requirement .  The Board i n te n d s  t o  inc or p or at e  t h i s  
guidance in the  commentary.

( f ) Procedures a f t e r  c r e d i t o r  de termines  d i f f e r e n t  b i l l i n g  e r r o r  or
no b i l l i n g  e r r o r  o cc ur red .

S e c t i o n  2 2 6 . 1 3 ( f ) ,  which corresponds t o  p o r t io n s  o f  § 2 2 6 . 1 4 ( a ) ( 2 ) ( i i ) 
and ( i i i )  in t he  cu rrent  r e g u l a t i o n ,  o u t l i n e s  t h e  c r e d i t o r ' s  r e s p o n s i b i l i t i e s  
when i t  d e t e r m in e s ,  a f t e r  making a reason able  i n v e s t i g a t i o n ,  t h a t  a b i l l i n g  
e r ro r  d i f f e r e n t  from t h e  e r r o r  a l l e g e d  by t h e  consumer has occurred or  t h a t  no
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b i l l i n g  e rro r  occurred .  Footnote 31 ,  which corresponds  t o  m ater ia l  cont a in ed  
in § 2 2 6 . 1 4 ( a ) ( 2 )  o f  t h e  current  r e g u l a t i o n ,  s e t s  f o r t h  the  standard f o r  reason
a b l e  i n v e s t i g a t i o n ;  i t  d i f f e r s  from the  December proposal  by r e i n s t a t i n g  the  
cu r r en t  r e g u la t o r y  language t h a t  a c r e d i t o r  may not deny a consumer's  a l l e g a t i o n  
t h a t  proper ty  was not d e l i v e r e d  u n l e s s  t h e  c r e d i t o r  de termines  t h a t  t he  property  
was a c t u a l l y  "mailed or sent" as agreed .

The p r o v i s i o n  in § 2 2 6 . 1 3 ( f ) ( 1 )  o f  the  December proposal  p er mi t t i ng  
t h e  c r e d i t o r  t o  send i t s  e x p l a n a t i o n  e i t h e r  s e p a r a t e l y  or wi th  a p e r i o d i c  
s ta t eme nt  has been d e l e t e d  from t h e  r e v i s e d  r e g u l a t i o n .  The Board in ten ds  t o  
i n c o rp o ra t e  t h i s  guidance in the  commentary.

(g)  C r e d i t o r ' s  r i g h t s  and d u t i e s  a f t e r  r e s o l u t i o n .

S e c t i o n  2 2 6 . 1 3 ( g )  corresponds  to  p r o v i s i o n s  in § 2 2 6 . 1 4 ( b ) ( 3 ) ,  ( e ) ( 1 ) ,  
and ( e ) ( 2 )  o f  the  cu rrent  r e g u l a t i o n .  This p r o v i s i o n  c o n s o l i d a t e s  a l l  o f  the  
c r e d i t o r ' s  r e s p o n s i b i l i t i e s  a f t e r  de termining whether a b i l l i n g  e rro r  occurred  
under paragraphs ( e )  and ( f ) .

S e c t i o n  2 2 6 . 1 3 ( g ) ( 1 ) ,  which corresponds  t o  § 2 2 6 . 1 4 ( b ) ( 3 ) ( i ) o f  the  
cu r r en t  r e g u l a t i o n ,  r e q u i r e s  a c r e d i t o r  t o  n o t i f y  t h e  consumer promptly i f  the  
consumer s t i l l  owes a l l  or  part  o f  a d i sp ut ed  amount, and t o  s p e c i f y  when pay
ment i s  due.  The cu rrent  r e g u l a t i o n  e x p r e s s l y  r e l i e v e s  the  c r e d i t o r  from 
m a i l in g  a se pa r a te  n o t i f i c a t i o n  o f  the  amount owed, i f  i t  was provided in the  
c r e d i t o r ' s  e x p l a na t i o n  t h a t  no b i l l i n g  e rro r  occurred.  Although t h e  Board 
c o n t in u e s  t o  tak e  the  p o s i t i o n  t h a t  the  requirements  o f  paragraphs ( f ) ( 1 )  and
( g ) ( 1 )  may be met in a s i n g l e  n o t i c e ,  t h i s  i n t e r p r e t a t i o n  w i l l  be incorporated  
in t he  commentary r a th er  than in t h e  r e v i s e d  r e g u l a t i o n .

Se c t io n  2 2 6 . 1 3 ( g ) ( 1 )  o f  t h e  r e v i s e d  r e g u l a t i o n  a l s o  d e l e t e s  as  
in a p p r o p r i a te  re g u l a to r y  m ater ia l  the  ex p l a n a t i o n  in the  December proposal  
t h a t  t h e  amount t h e  consumer s t i l l  owes may i n c lu d e  minimum p e r i o d i c  payments  
t h a t  accrued during t he  e r ro r  r e s o l u t i o n  p r o c e s s .  The Board a l s o  b e l i e v e s  th at  
the  amount may in c lu d e  r e l a t e d  f in a n c e  and o t he r  charges  t h a t  accrued pending  
r e s o l u t i o n .  The Board in te nd s  t o  i nc orp ora te  t h e s e  p o s i t i o n s  in the  commentary.

Se c t io n  2 2 6 . 1 3 ( g ) ( 2 )  o f  t h e  r e v i s e d  r e g u l a t i o n ,  which corresponds  
t o  § 2 2 6 . 1 4 ( b ) ( 3 ) ( i i ) o f  the  cu r r en t  r e g u l a t i o n ,  r e q u i r e s  a c r e d i t o r  t o  a l low  
a consumer the  same f r e e - r i d e  pe r io d  d i s c l o s e d  under §§ 2 2 6 . 6 ( a ) ( 1 )  and 2 2 6 . 7 ( j ) ,  
i f  any ,  t o  pay any part  o f  t he  d i s p u t ed  amount s t i l l  owed. The cur rent  r e g u la 
t i o n  r e q u i re s  t he  c r e d i t o r  t o  g i v e  t h e  consumer t h e  g r e a t e r  o f  the  customary  
f r e e - r i d e  per iod in which t o  pay,  o r  a t  l e a s t  t en da y s ,  i f  any l e s s e r  f r e e - r i d e  
i s  normal ly g i v e n .  The r e f e r e n c e  t o  a minimum per iod i s  d e l e t e d  in the  r e v i s e d  
r e g u l a t i o n  as  un n ec e ss a ry ,  as t h e  c r e d i t o r  i s  required  t o  mail or d e l i v e r  the  
p e r i o d i c  s ta t ement  a t  l e a s t  14 days p r i or  t o  the  c l o s i n g  date  o f  t he  f r e e - r i d e  
p e r io d .  Moreover,  the  r e v i s e d  r e g u l a t i o n  r e f e r s  t o  the  d i s c l o s e d  f r e e - r i d e  
per iod r a th er  than a customary f r e e - r i d e  p e r i o d ,  in keeping wi th the  p r i n c i p l e  
t h a t  p r e c i s e  r u l e s  should apply whenever p o s s i b l e .  P r o v i s i o n s  in § 2 2 6 . 1 3 ( g ) ( 2 )  
o f  t h e  December proposal  t h a t  were s i m i l a r  t o  t h e  c urr ent  r e g u la t i o n  have been 
changed f o r  t h e  reasons  d i s c u s s e d  above.
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The r e v i s e d  r e g u la t i o n  has no se pa r at e  counterpart  t o  § 226 .14
( b ) ( 3 ) ( i i i )  o f  the  current  r e g u l a t i o n ,  which prov i des  t h a t  a c r e d i t o r  need not  
g i v e  a f r e e - r i d e  period a f t e r  er ror  r e s o l u t i o n  i f  one normally i s  not g i v e n .
The Board b e l i e v e s  t h a t  t he  subs tance  o f  t h i s  p r o v i s i o n  i s  appropr ia te  commentary 
m a t e r i a l .

S e c t i o n  2 2 6 . 1 3 ( g ) ( 3 )  corresponds  t o  § 2 2 6 . 1 4 ( e ) ( 1 )  o f  the  current  
r e g u l a t i o n ,  wi th one c l a r i f y i n g  change.  The cur rent  r e g u la t i o n  permi ts  the  
c r e d i t o r  t o  report  an account  as d e l in q ue nt  i f  an d i sp ut ed  amount remains unpaid 
a f t e r  any customary f r e e - r i d e  per iod or t en da y s ,  whichever  i s  l o n g e r .  The 
r e v i s e d  r e g u l a t i o n  uses  any f r e e - r i d e  per iod d i s c l o s e d  as t h e  r e l e v a n t  t ime  
p e r io d ,  ra ther  than any "customary" f r e e - r i d e  pe r io d .  As d i s c u s s e d  in connec 
t i o n  wi th § 2 2 6 . 1 3 ( g ) ( 2 ) ,  t h i s  change i s  intended t o  fu r n i sh  a more p r e c i s e ,  
e a s y - t o - a p p l y  s tandard.  The paragraph i s  unchanged from the  December pr oposa l ;  
however,  commenters asked f o r  f u r t h e r  c l a r i f i c a t i o n  o f  t h e  t ime period during  
which a consumer may make a payment b e f ore  a c r e d i t o r  may i s s u e  an adverse  
c r e d i t  r e p o r t .  I f  the  c r e d i t o r  normally prov i des  a f r e e - r i d e  pe r io d ,  both here  
and under § 2 2 6 . 1 3 ( g ) ( 2 ) ,  t h e  c r e d i t o r  may use i t s  usual  t r i g g e r i n g  event  to  
t o l l  the  t ime  f o r  payment.  I f  no f r e e - r i d e  i s  normally g iven by the  c r e d i t o r  
t o  measure the  payment p e r io d ,  however,  the  Board b e l i e v e s  t h a t  the  consumer 
has t en days t o  pay from r e c e i p t  o f  the  n o t i c e  o f  t he  amount owed be f ore  the  
c r e d i t o r  may i s s u e  an adverse  c r e d i t  re po r t .

S e c t i o n  2 2 6 . 1 3 ( g ) ( 4 ) ,  which corresponds t o  § 2 2 6 . 1 4 ( e ) ( 2 )  o f  t h e  cur
rent  r e g u l a t i o n ,  imposes c e r t a i n  c r e d i t  re po r t in g  r e s p o n s i b i l i t i e s  on a c r e d i t o r  
t h a t  r e c e i v e s  f u r t h e r  w r i t t e n  n o t i c e  from a consumer d i s p u t in g  the  amount a f t e r  
r e s o l u t i o n .  This p r o v i s i o n  e l i m i n a t e s  the  cu rr en t  requirement t h a t  the  c r e d i t o r  
report  the  subsequent  r e s o l u t i o n  o f  a p r e v io u s l y  reported del inquency "in 
w r i t i n g . "  It  adopts  t h e  f l e x i b l e  approach in § 162(c)  o f  the  ac t  p er mi t t i ng  
o t h e r  re ason able  forms o f  n o t i c e .

(h) R e a s s e r t i o n s  o f  b i l l i n g  e r r o r .

S e c t i o n  2 2 6 . 1 3 ( h ) ,  which r e l i e v e s  the  c r e d i t o r  from f u r th e r  e rro r  
r e s o l u t i o n  r e s p o n s i b i l i t y  i f  a consumer r e a s s e r t s  s u b s t a n t i a l l y  the  same b i l l i n g  
e r r o r ,  corresponds  t o  language in § 161(a)  o f  the  ac t  and t o  the  l a s t  paragraph 
in § 2 2 6 . 1 4 ( a ) ( 2 ) ( i i i ) o f  the  current  r e g u l a t i o n  with one minor change.  The 
r e v i s e d  r e g u l a t i o n  c l a r i f i e s  t h a t  a c r e d i t o r  s t i l l  has p o s t - r e s o l u t i o n  c r e d i t  
re p o r t i n g  r e s p o n s i b i l i t i e s  i f  the  consumer sends a f u r t h e r  w r i t t e n  n o t i c e  th at  
t he  amount i s  s t i l l  in d i s p u t e ,  as provided in paragraph ( g ) ( 4 ) .  This p r o v i s i o n  
i s  unchanged from t h e  December p ro po sa l .

( i )  Re l a t ion  t o  E l e c t r o n i c  Fund Trans fer  Act and r e g u l a t i o n s .

S e c t i o n  2 2 6 . 1 3 ( i ) o f  the  r e v i s e d  r e g u l a t i o n  has no counte rpa rt  in  
t h e  cu rr en t  r e g u l a t i o n .  I t  i s  des igned  t o  f a c i l i t a t e  compliance when f i n a n c i a l  
i n s t i t u t i o n s  extend c r e d i t  i n c i d e n t  t o  e l e c t r o n i c  fund t r a n s f e r s  t h a t  are  s u b j e c t  
t o  the  Board's Regula t ion  E. The s e c t i o n  prov ide s  t h a t  a c r e d i t o r  must comply 
with the  e r ro r  r e s o l u t i o n  procedures  in Regula t ion E, and with Regula t ion  Z 
§ 2 2 6 . 1 3 ( d )  (Rules  pending r e s o l u t i o n )  and (g )  ( C r e d i t o r ' s  r i g h t s  and d u t i e s  
a f t e r  r e s o l u t i o n ) .  This p r o v i s i o n  i s  unchanged from t h e  December pr opo sa l .
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The Board no te s  t h a t  § 2 2 6 . 1 4 ( j )  o f  the  current  r e g u l a t i o n  and 
§ 2 2 6 . 1 3 ( i ) o f  the  December pr o po s a l ,  regard ing the  c r e d i t o r ' s  f o r f e i t u r e  
pen a l ty  fo r  f a i l u r e  t o  f o l l o w  the  e rro r  r e s o l u t i o n  procedures  p r op e r ly ,  have  
no cou nt erp art  in the  r e v i s e d  r e g u l a t i o n .  In d e l e t i n g  t h i s  p r o v i s i o n ,  the  
Board adopts  a lon g s ta nd in g  s t a f f  i n t e r p r e t a t i o n  t h a t  the  f o r f e i t u r e  p e n a l t y ,  
as  a s e l f - e x e c u t i n g  l i a b i l i t y  p r o v i s i o n ,  does  not l end i t s e l f  t o  re gu la tory  
i n t e r p r e t a t i o n .  As p r e v io u s l y  s t a t e d ,  f o o t n o t e  27 i s  de s ig n ed ,  in p a r t ,  t o  
a l e r t  c r e d i t o r s  t o  t h i s  pena l ty  p r o v i s i o n .

S e c t i o n  22 6 .14  - -  Determination o f  annual percentage  r a t e .

Revi sed § 2 26 .1 4  corresponds  t o  § 2 2 6 .5 ( a )  o f  the  current  r e g u l a t i o n .  
Se c t i o n  2 2 6 . 1 4 ( a )  d e f i n e s  the  annual percentage  r a t e  and e s t a b l i s h e s  t h e  d i s c l o 
sur e  t o l e r a n c e  f o r  open-end c r e d i t .  The t o l e r a n c e  i s  the  same as t h a t  under 
the  current  r e g u l a t i o n ,  t h a t  i s ,  1 / 8  o f  one percentage  po in t  above or  below 
t h e  annual percentage  r a te  determined in accordance wi th the  s e c t i o n .  A f o o t 
note  t o  t h i s  paragraph i n c o rp o ra t e s  t h e  mater ia l  t h a t  appeared in § 2 2 6 . 1 4 ( e )  
o f  the  December proposal  and a f f o r d s  c r e d i t o r s  s p e c i a l  p r o t e c t i o n  fo r  er ro r s  
t h a t  r e s u l t  from t h e  good f a i t h  use  o f  f a u l t y  c a l c u l a t i o n  t o o l s .  While the  
Board b e l i e v e s  t h a t  t h i s  p r o t e c t i o n  w i l l  no lo nger  be appropr ia te  or necessary  
in l i g h t  o f  the  expanded de f en se  f o r  such e r r o r s  under § 130 o f  the  a c t ,  the  
p r o v i s i o n  has been included  in response  t o  commenters t h a t  expressed  concern  
about the  a p p l i c a b i l i t y  o f  t h i s  de f en se  b e f o re  Apri l  1,  1982,  the  e f f e c t i v e  
da te  o f  the  amended a c t .

The r u l e  f o r  de termining  the  annual percentage  ra te  f o r  i n i t i a l  
d i s c l o s u r e s  required  under § 2 2 6 . 6 ( a ) ( 2 )  and f o r  a d v e r t i s i n g  purposes  under  
§ 2 2 6 . 1 6 ( b ) ( 2 )  i s  the  same; c o n s e q u e n t l y ,  t h e s e  two i n s t a n c e s  are addressed  
t o g e t h e r  in r e v i s e d  § 2 2 6 . 1 4 ( b ) .

Se c t i o n  2 2 6 . 1 4 ( c )  s t a t e s  the  r u l e s  a p p l i c a b l e  t o  the  de t erminat ion  o f  
t h e  annual pe rcentage  r a te  f o r  purposes  o f  t h e  p e r i o d i c  s t a t e m e nt .  The i n t r o 
ductory  language o f  the  paragraph s t a t e s  t h a t  t h e  annual percentage  r a te  for  
purposes  o f  § 2 2 6 . 7 ( d )  i s  computed by m u l t i p l y i n g  each p e r i o d i c  r a t e  by the  
number o f  per iod s  in a y e a r .  The remainder o f  the  s e c t i o n  s t a t e s  the  r e q u i r e 
ments f o r  de ter min at ion  o f  an annual percentage  r a te  where a f in a n ce  charge i s  
in  f a c t  imposed during the  b i l l i n g  c y c l e  and d i s c l o s u r e  o f  the  annual percentage  
ra te  i s  required  under § 2 2 6 . 7 ( g ) .

Se c t i o n  2 2 6 . 1 4 ( c ) ( 1 )  corresponds  t o  § 2 2 6 . 5 ( a ) ( 1 )  o f  the  current  
r e g u l a t i o n  and prov id es  t h a t  where t h e  f in a n c e  charge i s  s o l e l y  t he  product  o f
t h e  a p p l i c a t i o n  o f  one or more p e r i o d i c  r a t e s  t o  the  balance o f  the  ac count ,
t h e  c r e d i t o r  may de termine  the  annual percentage  r a te  by one o f  two methods.
The c r e d i t o r  may e i t h e r  m ul t i p ly  the  p e r i o d i c  r a t e ( s )  by the  number o f  per iods
in a y e a r  or i t  may use  the  "quot i ent  method." With the  ex c ep t io n  o f  some minor  
e d i t o r i a l  ch anges ,  t h i s  s e c t i o n  i s  the  same as in t he  current  r e g u l a t i o n .

S e c t i o n  2 2 6 . 5 ( a ) ( 2 )  o f  t h e  current  r e g u l a t i o n  d e a l s  wi th t h e  annual  
pe rc en tag e  r a te  c a l c u l a t i o n  when a c r e d i t o r  imposes p e r i o d i c  f i n a n ce  charges  in 
amounts based on s p e c i f i e d  ranges or bra ck et s  o f  b a l a n c e s .  The paragraph was
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d e l e t e d  from t h e  December proposal  and the  Board again s o l i c i t e d  comment as to  
whether any c r e d i t o r  r e l i e d  on t h i s  paragraph t o  c a l c u l a t e  an annual percentage  
r a t e .  In l i g h t  o f  the  f a c t  t h a t  the  Board r e ce i v e d  no i n d i c a t i o n  t h a t  any 
c r e d i t o r s  r e ly  on the  paragraph,  in response t o  e i t h e r  the  May or December 
p r o p o s a l s ,  t h e  p r o v i s i o n  has been d e l e t e d  from t h e  r e v i s e d  r e g u l a t i o n .

Current r e g u l a t i o n  § 2 2 6 . 5 ( a ) ( 3 ) ( i ) - ( i i i )  has been r e s t r u c tu r e d  for  
c l a r i t y  and now appears a t  § 2 2 6 . 1 4 ( c ) ( 2 ) - ( 4 ) .  Se c t io n  2 2 6 . 1 4 ( c ) ( 2 )  c o n t a i n s  
t h e  mater ia l  in current  § 2 2 6 . 5 ( a ) ( 3 ) ( i )  and,  as was the  c as e  in the  December 
p r o p o s a l ,  t h e  r e v i s e d  r e g u l a t i o n  r e c o g n iz e s  t h a t  an annual percentage  r a te  can
not  be determined where a f i n a n ce  charge i s  imposed during a b i l l i n g  c y c l e  with  
no o ut s ta n d in g  ba la nc e .  (See f o o t n o t e  3 2 . )  Paragraphs ( c ) ( 3 )  and (4) cont a in  
t h e  mater ia l  in current  § 2 2 6 . 5 ( a ) ( 3 ) ( i i ) and ( i i i ) ,  r e s p e c t i v e l y ,  and, wi th  
the  e x c e p t i o n  o f  minor e d i t o r i a l  r e v i s i o n s ,  remain t h e  same.

A f o o t n o t e  has been added t o  § 2 2 6 . 1 4 ( c ) ( 2 )  and (3) o f  the  r e v i s e d  
r e g u l a t i o n .  I t  d e a l s  w i th  c a l c u l a t i o n  o f  the  annual per centage  ra te  where a 
loan f e e ,  p o i n t s ,  or any s i m i l a r  charge i s  imposed upon the  opening o f  an 
account .  The r e g u l a t i o n  now prov id es  t h a t  the  amount o f  any such f in a n c e  
charge should not be added t o  t h e  t o t a l  f i n a n c e  charge in c a l c u l a t i n g  the  
annual percentage  r a t e .

In t h e  December d r a f t ,  t h e  Board s t a t e d  t h a t  i t  b e l i e v e d  t h a t  such 
f e e s  would be c o l l e c t e d  a t  the  t ime  o f  a p p l i c a t i o n  and t h a t  they would not e n t er  
i n t o  t he  annual percentage  ra te  c a l c u l a t i o n  on the  p e r i o d i c  s ta t e m e nt .  The 
f in a n ce  c h a r g e s ,  in t h a t  i n s t a n c e ,  would be d i s c l o s e d  only on the  i n i t i a l  d i s c l o 
sure s ta tement  under r e v i s e d  § 2 2 6 . 6 ( a ) ( 4 ) .  It  appear s ,  however,  t h a t  t h e r e  are  
i n s t a n c e s  in which such f i n a n ce  charges  are  imposed a t  the  t ime t h e  account  i s  
opened and are  e i t h e r  b i l l e d  on the  subsequent  p e r i o d i c  s ta tement  or wi thhe ld  
from the  proceeds  o f  t he  f i r s t  advance on the  account .  In e i t h e r  e v e n t ,  s i n c e  
t h e  charges  do not r e l a t e  t o  a s p e c i f i c  t r a n s a c t i o n  or a c t i v i t y  on the  ac count ,  
but r e l a t e  s o l e l y  t o  t he  opening o f  the  ac c o un t ,  such charges  should not be 
in c luded  in the  c a l c u l a t i o n  o f  the  annual per centage  r a t e .  The Board b e l i e v e s  
t h a t  t h e i r  i n c l u s i o n  would r e s u l t  in s i g n i f i c a n t  d i s t o r t i o n s  o f  t h e  annual  
pe rc en tag e  r a te  and d e l i v e r y  o f  a m e a n in g l e s s ,  p o s s i b l y  m i s l e a d i n g ,  d i s c l o s u r e  
t o  consumers.  Moreover,  § 1 0 7 ( a ) ( 2 )  o f  t he  a c t  does not appear t o  r eq u i re  t h e  
i n c l u s i o n  o f  such charges  in the  annual per centage  r a te  c a l c u l a t i o n  f o r  open-end  
p l a n s .  That s e c t i o n  r e q u i re s  t h a t  t h e  "f inance  charge f o r  the  per iod  t o  which 
i t  r e l a t e s "  be d i v id ed  by t h e  "amount upon which t he  f in a n c e  charge f o r  t h a t  
period i s  based." These t y p e s  o f  f in a n c e  charges  are  n e i t h e r  r e l a t e d  t o  t h e  
b i l l i n g  per iod nor are  they based upon a s p e c i f i c  amount f o r  t he  per iod .

S e c t i o n  2 2 6 . 1 4 ( d ) ,  l i k e  t h e  December p r o p o s a l ,  in c o r p o r a t e s  t h e  f i r s t  
two paragraphs o f  Board I n t e r p r e t a t i o n  § 22 6 .5 06 .  It  ad dr e ss es  t h e  s i t u a t i o n  
in which a c r e d i t o r  uses  the  q u o t i e n t  method t o  determine the  annual per centage  
r a t e  and a p p l i e s  a d a i l y  p e r i o d i c  ra te  or r a t e s  t o  de termine  some or a l l  o f  the  
f in a n c e  charge on the  ac count .  Under the  cur ren t  r e g u l a t i o n  and under r e v i s e d  
paragraphs ( c ) ( l ) ( i i )  and ( c ) ( 2 ) ,  the  c r e d i t o r  must m u l t i p ly  t he  q u o t i e n t  o f  
t h e  f in a n c e  charge d i v id e d  by t he  b a l a n c e ( s )  t o  which i t  i s  a p p l i c a b l e  by t h e  
number o f  " b i l l i n g  c y c le s "  in a y e a r .  Where a d a i l y  p e r i o d i c  r a te  i s  use d ,  the  
formula does not  apply .  This paragraph prov ides  c r e d i t o r s  wi th  an a l t e r n a t e
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method t o  de termine  t he  annual perc en tag e  r a te  under t h o s e  c i r c u m s ta n c e s .  
The remainder o f  cu rrent  Board I n t e r p r e t a t i o n  § 226 .506  i s  in a f o o t n o t e  t o  
Appendix F.

S e c t i o n  2 26 .1 5  - -  Right o f  r e s c i s s i o n .

S e c t i o n  22 6 .15  o f  the  r e v i s e d  r e g u l a t i o n  corresponds  t o  the  same 
s e c t i o n  o f  t h e  December proposal  and t o  § 2 2 6 . 9  o f  t h e  current  r e g u l a t i o n .  I t  
a p p l i e s  t o  a consumer's  r e s c i s s i o n  r i g h t s  on an open-end c r e d i t  plan t h a t  i s  
se cured  by t he  consumer's  p r i n c ip a l  d w e l l i n g .  Footnote  31 o f  t h e  December 
p r o p o s a l ,  which s e t  f o r t h  exempted t r a n s a c t i o n s ,  has been d e l e t e d  and rep laced  
with  a new paragraph,  § 2 2 6 . 1 5 ( f ) .

(a)  Consumer's r ig h t  t o  r e s c i n d .

Under t h e  amended s t a t u t e ,  a consumer's  r e s c i s s i o n  r i g h t  a r i s e s  with  
each t r a n s a c t i o n  (d e f i n e d  by § 125(a)  o f  t h e  ac t  a l s o  t o  i n c lu d e  opening an 
account  and i n c r e a s i n g  a c r e d i t  l i m i t )  t h a t  i s  s ecured by the  consumer's  p r i n 
c i p a l  r e s i d e n c e .  Sec t io n  125(e)  o f  t h e  amended ac t  p r o v i d e s ,  however,  t h a t  
f o r  a t h r e e - y e a r  t r i a l  period a c r e d i t o r  need not  provide  t h e  r i g h t  t o  re sc in d  
at  t he  t ime  o f  each in d i v id u a l  c r e d i t  e x t e n s i o n  made under a secured open-end  
c r e d i t  p l a n ,  i f  the  e x t e n s i o n s  are made in accordance wi th a p r e v io u s l y  e s t a 
b l i s h e d  c r e d i t  l i m i t  f o r  t h e  plan.  (A f te r  March 31,  1985,  however,  t he  consumer  
w i l l  have the  r i g h t  t o  r e sc i n d  each subsequent  e x t e n s i o n  made under an open-  
end c r e d i t  plan secured by t h e  consumer' s  p r i n c ip a l  d w e l l i n g . )  Consequent ly ,
§ 2 2 6 . 1 5 ( a ) ( 1 )  has been r e v i s e d  t o  implement more p r e c i s e l y  the  s t a t u t o r y  
scheme.

S e c t i o n  2 2 6 . 1 5 ( a ) ( 1 )  o f  t he  r e v i s e d  r e g u l a t i o n  implements another  
s t a t u t o r y  change in t h a t  i t  prov ides  t h e  r i g h t  t o  r e sc i n d  a t r a n s a c t i o n  secured  
by t he  consumer's  p r i n c ip a l  d w e l l i n g ,  even where t h a t  d w e l l in g  i s  c h a r a c t e r i z e d  
as personal  property  ra ther  than real  pr op e r ty .

The r e v i s e d  r e g u l a t i o n  narrows the  scope  o f  t h e  r e s c i s s i o n  r i g h t  from 
t h e  c ur r en t  r e g u l a t i o n  by no lo nger  apply i ng  t h e  r ig h t  t o  property  "expected  
t o  be used as the  consumer's  p r i n c ip a l  d w e l l i n g . "  The r i g h t  i s  l i m i t e d ,  i n s t e a d ,  
t o  proper ty  used as t h e  consumer' s  p r i n c i p a l  d w e l l in g  a t  t he  t ime  the  s e c u r i t y  
i n t e r e s t  i s  r e t a i n e d .

A number o f  commenters contended t h a t  t h e  language in t h e  December 
proposal  cou ld be read t o  provide  t he  r i g h t  t o  r e sc i n d  t o  a n o n - r e s i d e n t  co-owner  
o f  t he  prope r ty .  To c l a r i f y  t h i s  m at te r ,  t h e  d e f i n i t i o n  o f  "consumer" in t he  
r e v i s e d  r e g u l a t i o n  provides  t h a t ,  fo r  r e s c i s s i o n  pu rposes ,  a consumer i s  any 
natural  person who i s  both an owner and r e s i d e n t  o f  a d w e l l in g  which i s  or  
w i l l  be s u b j e c t  t o  a s e c u r i t y  i n t e r e s t  as par t  o f  the  c r e d i t  t r a n s a c t i o n .

S e c t i o n  2 2 6 . 1 5 ( a ) ( 2 )  o f  the  r e v i s e d  r e g u l a t i o n  i s  s u b s t a n t i v e l y  
unchanged from § 2 2 6 . 9 ( a )  o f  t h e  cur rent  r e g u l a t i o n  and § 2 2 6 . 1 5 ( a ) ( 2 )  o f  t he  
December proposa l .
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Sec t io n  2 2 6 . 1 5 ( a ) ( 3 )  prov ides  t h a t  the  consumer must be g iven t h r ee  
b u s i n e s s  days in which t o  r e sc i n d  the  t r a n s a c t i o n .  The Board r e co g n iz e s  the  
need fo r  a s p e c i a l  b u s i n e s s  day d e f i n i t i o n  f o r  r e s c i s s i o n  purposes  ( se e  d i s c u s 
s i o n  in § 2 2 6 . 2 ) .  Consequently ,  the  r e v i s e d  r e g u l a t i o n ,  un l i k e  the  December 
p r o p o s a l ,  provides  t h a t  f o r  purposes  o f  r e s c i s s i o n ,  the  term means Monday 
through Saturday ,  e x c lu d in g  c e r t a i n  s p e c i f i e d  f ed era l  h o l i d a y s .  This bu s i n e s s  
day d e f i n i t i o n  corresponds  t o  t h a t  in f o o t n o t e  14 o f  t h e  current  r e g u l a t i o n .

Regardless  o f  when the  required r e s c i s s i o n  n o t i c e  and mater ia l  d i s c l o  
sures  are d e l i v e r e d ,  § 2 2 6 . 1 5 ( a ) ( 3 )  prov ides  fo r  t erm in at i on  o f  t he  r e s c i s s i o n  
r i g h t  t h r ee  y e a r s  from the  occurrence  g i v i n g  r i s e  t o  the  r i g h t  o f  r e s c i s s i o n ,  
upon t r a n s f e r  o f  a l l  o f  t he  consumer' s  i n t e r e s t  in the  pr op e r ty ,  or upon s a l e  
o f  the  pr o pe r ty ,  whichever  occurs  f i r s t .  This  p r o v i s i o n  d i f f e r s  from both the  
December proposal  and t he  current  r e g u l a t i o n  in s p e c i f i c a l l y  in c lu d in g  s a l e  
o f  the  property  as an event  t h a t  t er m in at e s  t he  consumer's  r e s c i s s i o n  r i g h t .
A s a l e  o f  t h e  property would i n c lu d e  a t r a n s a c t i o n  in which a consumer s e l l s  
t h e  d w e l l in g  and t ake s  back l e g a l  t i t l e  through a purchase money note and 
mortgage.  Trans fer o f  a l l  o f  t h e  consumer' s  i n t e r e s t  in c lu d e s  such t r a n s f e r s  
as  beques t s  and g i f t s .  Ne i ther  a s a l e  o f  the  property  nor t r a n s f e r  o f  a l l  o f  
the  consumer' s  i n t e r e s t  need be v o l u n t a ry .  Accor d i ng l y ,  a f o r e c l o s u r e  s a l e  
would t erm in ate  an unexpired r ig h t  t o  r e s c i n d .

The f o o t n o t e  t o  § 2 2 6 . 1 5 ( a ) ( 3 )  l i s t s  t h e  mater ia l  d i s c l o s u r e s  f o r  
purposes  o f  t h i s  s e c t i o n .  All  o f  the  l i s t e d  mater ia l  d i s c l o s u r e s  must be 
g iven  whenever the  r i g h t  o f  r e s c i s s i o n  a r i s e s .  The d i s c l o s u r e s  must c on t a i n  
s u f f i c i e n t  in format ion t o  meet t h e  c on t en t  requirements  f o r  t h o s e  d i s c l o s u r e s  
s e t  f o r t h  in  § 2 2 6 . 6 .  For a v a r i a b l e  ra te  program, t h i s  would inc lud e  the  
required in format ion on t he  c i r cumstances  under which t h e  ra te  may i n c r e a s e ,  
l i m i t a t i o n s  on t he  i n c r e a s e ,  and t h e  e f f e c t  o f  an i n c r e a s e .  The Board contem
p l a t e s  t h a t  g i v i n g  the  i n i t i a l  d i s c l o s u r e  s ta tement  would s a t i s f y  the  r e q u i r e 
ment o f  prov id ing  the  mater ia l  d i s c l o s u r e s .

S e c t i o n  2 2 6 . 1 5 ( a ) ( 4 ) ,  which corresponds  t o  § 2 2 6 . 9 ( f ) ( 1 )  o f  the  cur 
rent  r e g u l a t i o n ,  provides  t h a t  a r e s c i s s i o n  by only  one consumer e n t i t l e d  to  
r e s c i n d  i s  e f f e c t i v e  as t o  a l l  consumers in vo l ve d  in t h e  t r a n s a c t i o n .

(b) N ot i ce  o f  r i g h t  t o  r e s c i n d .

S e c t i o n  2 2 6 . 1 5 ( b ) ,  which s e t s  f o r t h  t h e  t i m i n g ,  form, and co nt en t  
requirements  f o r  the  r e s c i s s i o n  n o t i c e ,  i s  unchanged from t he  December proposal  
The r e v i s e d  p r o v i s i o n  d i f f e r s  from § 22 6 .9 ( b )  o f  the  current  r e g u la t i o n  in not  
r e qu ir in g  the  use o f  s p e c i f i e d  language on t he  n o t i c e  or t h a t  the  n o t i c e  be 
in a p a r t i c u l a r  type  s i z e .  To a l lo w  f u r th e r  f l e x i b i l i t y ,  the  Board t a k e s  the  
p o s i t i o n  t h a t  t h e  n o t i c e  may be e i t h e r  s e p a r a te  from t he  mater ia l  d i s c l o s u r e s  
or  combined wi th  them, even when the  c r e d i t o r  uses  an i n i t i a l  d i s c l o s u r e  
s ta tement  t o  fu r n i s h  t h e  ma ter ia l  d i s c l o s u r e s .  This p o s i t i o n ,  which f l i f f e r s  
from t he  ru le  t h a t  governs c lo s e d - e n d  t r a n s a c t i o n s ,  i s  based in part  on the  
f a c t  t h a t  t h e  more l i b e r a l  format requirements  fo r  open-end c r e d i t  a l low a 
c r e d i t o r  t o  combine d i s c l o s u r e s  on a m ul t i -p a g e  document in a manner t h a t  would 
s t i l l  be c l e a r  and conspicuous  t o  the  consumer.  The n o t i c e s  in the  appendix  
are models f o r  c r e d i t o r s  t o  use in complying wi th  t h e  requirements  o f  t h i s  
paragraph.
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( c )  Delay o f  c r e d i t o r ' s  performance.

S e c t i o n  2 2 6 . 1 5 ( c )  o f  the  r e v i s e d  r e g u l a t i o n  i s  unchanged from the  
December proposal  and e s s e n t i a l l y  r e s t a t e s  § 2 2 6 . 9 ( c )  o f  the  current  r e g u l a t i o n .
In l i g h t  o f  the  o pe r a t i o na l  problems in v o lv e d  in n o t i f y i n g  a l l  merchants who 
might grant  c r e d i t  e x t e n s i o n s  once a consumer' s  account  i s  e s t a b l i s h e d ,  a sp e 
c i a l  p r o v i s i o n  ( in c lu de d  in both the  December proposal  and the  r e v i s e d  r e gu la 
t i o n )  r e l i e v e s  t h e  c r e d i t o r  from c i v i l  l i a b i l i t y  for  having v i o l a t e d  t h i s  
s e c t i o n  when a t h i r d  p a r t y ,  wi th no knowledge t h a t  t h e  c r e d i t  l i m i t  has been 
r a i s e d  or t h a t  an a d d i t io n a l  s e c u r i t y  i n t e r e s t  has been added,  prov ides  mate
r i a l s  or  s e r v i c e s  t o  t he  consumer wi th in  t he  r e s c i s s i o n  per iod .  This s i t u a t i o n  
might oc c ur ,  f o r  example,  when a consumer makes a c r e d i t  card purchase below 
t h e  merchant 's  f l o o r  l i m i t ,  so t h a t  t he  card i s s u e r  i s  not  co nt ac te d  f o r  autho
r i z a t i o n  and has no opp ortun i ty  t o  i n s t r u c t  the  merchant t o  de lay  the  t r a n s a c t i o n .  
The p r o t e c t i o n  a f for de d  by t h i s  p r o v i s i o n  i s  a v a i l a b l e  t o  the  c r e d i t o r  as long  
as i t  does  not in f a c t  tak e  a s e c u r i t y  i n t e r e s t  in t h e  consumer's  d w e l l in g  t o  
s e cu re  debts  on such m a t e r i a l s  or s e r v i c e s .

S in ce  a g r i c u l t u r a l  c r e d i t  i s  no lo nger  s u b j e c t  t o  Truth in Lending,
§ 2 2 6 . 1 5 ( c )  a l s o  d i f f e r s  from t h e  cu rrent  r e g u l a t i o n  in i t s  d e l e t i o n  o f  the  
a g r i c u l t u r a l  c r e d i t  exempt ion.

(d)  E f f e c t s  o f  r e s c i s s i o n .

This  s e c t i o n ,  which implements amended § 125(b)  o f  t he  a c t ,  s e t s  fo r t h  
the  e f f e c t s  o f  r e s c i s s i o n  and o u t l i n e s  t he  o b l i g a t i o n s  o f  both t h e  c r e d i t o r  and 
t h e  consumer once the  consumer has re sc inded  t he  t r a n s a c t i o n .  The s e c t i o n  
b a s i c a l l y  r e s t a t e s  t he  current  r e g u l a t i o n  (wi th the  ne c e ss ar y  s t a t u t o r y  amend
m e n ts ) ,  but i s  s u b s t a n t i a l l y  reorgan ized from the  December p ro po sa l .  The 
December proposal  addressed in s e p a r a te  s e c t i o n s  t he  d i f f e r i n g  e f f e c t s  o f  
r e s c i s s i o n  when an in d i v id u a l  c r e d i t  e x t e n s i o n  i s  r e s c i n d e d ,  in c o n t r a s t  t o  
when a consumer r e sc i n d s  upon the  occurrence o f  some o th e r  t r a n s a c t i o n  ( f o r  
example ,  an i n c r e a s e  in t h e  c r e d i t  l i m i t ) .  When a consumer r e s c i n d s  wi th in  
the  i n i t i a l  thr ee -d a y  r e s c i s s i o n  per iod  a f t e r  one o f  t he  l a t t e r  o c c u r r e n c e s ,  
t h e  c r e d i t o r  i s  required  t o  de lay  pro v id ing  t h e  consumer with goods and s e r v i c e s ,  
and t h e r e f o r e  t h e  property  exchange procedures  a p p l i c a b l e  t o  the  r e s c i s s i o n  o f  
i n d i v id u a l  c r e d i t  e x t e n s i o n s  are not r e l e v a n t .  However, when a consumer ex e r 
c i s e s  a r i g h t  o f  r e s c i s s i o n  t h a t  d id not  e x p i r e  wi t h in  t he  o r i g i n a l  per iod  ( fo r  
example ,  because mater ia l  d i s c l o s u r e s  were never g iven)  the  property exchange  
p r o v i s i o n s  might wel l  be a p p l i c a b l e  because  o f  i n t e r v e n i n g  c r e d i t  e x t e n s i o n s .
By r e s t r u c t u r i n g  the  paragraph,  the  Board in te n d s  no s u b s t a n t i v e  change from 
t h e  December proposal  in t h e  e f f e c t s  o f  r e s c i s s i o n  when no c r e d i t  e x t e n s i o n  i s  
i n v o lv e d .  In a d d i t io n  t o  c a n c e l l i n g  t h e  a p p l i c a b l e  po r t io n  o f  the  s e c u r i t y  
i n t e r e s t ,  the  c r e d i t  l i m i t  i n c r e a s e ,  or the  p la n ,  the  c r e d i t o r  would be o b l ig e d  
t o  return any amounts r e l a t e d  t o  t h e  event  t h a t  g i v e s  r i s e  t o  t he  r e s c i s s i o n  
r i g h t .  For example,  i f  a consumer r e s c i n d s  t h e  plan when i t  i s  opened,  t h e  
c r e d i t o r  would be o b l i g e d  t o  return any membership or a p p l i c a t i o n  f e e  paid;  a 
consumer who r e s c i n d s  an i n c r e a s e  in t h e  c r e d i t  l i m i t  would be refunded any 
f e e  imposed f o r  a new c r e d i t  r e p o r t .

When a consumer r e s c i n d s  a c r e d i t  e x t e n s i o n ,  t h e  consumer i s  not  
l i a b l e  f o r  any amount,  i n c l u d i n g  any f i n a n c e  ch a r g e ,  r e l a t e d  t o  t he  c r e d i t  
e x t e n s i o n .  The Board emphasizes  t h a t  the  term "any amount" does not  r e f e r
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t o  cash advances or t o  property  g iven  by the  c r e d i t o r  t o  the  consumer.  The 
term does  i n c lu d e  such amounts as a p p l i c a t i o n  and commitment f e e s  and sums 
t h a t  may have been expended by t he  c r e d i t o r  t o  purchase s e r v i c e s  from ot he r  
p a r t i e s ,  such as t i t l e  f e e s  and required appr a i s a l  or survey f e e s .  Moreover,  
because § 125(b)  o f  the  a c t  re qu ir e s  the  c r e d i t o r  t o  return money or proper ty  
g i ven  as e a r n e s t  money, downpayment, or o t h e r w i s e ,  t h e  c r e d i t o r  must a l s o  
return any money or  property  g iven by t he  consumer t o  t h i r d  p a r t i e s  in connec 
t i o n  wi th the  c r e d i t  t r a n s a c t i o n .  The Board emp has iz es ,  however,  t h a t  c r e d i t o r s  
are  not  r e s p o n s i b l e  f o r  re tu rn in g  money g iven  by t h e  consumer t o  t h i r d  p a r t i e s  
u n r e l a te d  t o  t h e  c r e d i t  t r a n s a c t i o n .

S e c t i o n  2 2 6 . 1 5 ( d ) ( 2 )  and (3)  s e t s  f o r t h  t h e  procedures  f o r  t h e  c a n c e l 
l a t i o n  o f  t h e  s e c u r i t y  i n t e r e s t  and t h e  exchange o f  property  between t h e  consumer 
and t he  c r e d i t o r .  S e c t i o n  2 2 6 . 1 5 ( d ) ( 2 )  o f  t h e  r e v i s e d  r e g u l a t i o n  a l s o  r e f l e c t s  
th e  s t a t u t o r y  amendment expanding from 10 t o  20 days the  t ime per iod  wi t h in  
which the  c r e d i t o r  must return a consumer's  money or property  and take the  
nec ess ar y  a c t i o n  t o  t erm in ate  t h e  s e c u r i t y  i n t e r e s t .  Further,  t o  r e f l e c t  t h e  
s t a f f ' s  l o ng s ta nd in g  i n t e r p r e t a t i o n  o f  t h i s  p r o v i s i o n ,  the  term ca lend ar  days  
i s  used t o  d e s c r i b e  the  t ime  p e r io d .

S e c t i o n  2 2 6 . 1 5 ( d ) ( 3 )  prov ides  t h a t  t h e  consumer may r e t a i n  p o s s e s s i o n  
o f  any money or property  r e ce i v e d  from the  c r e d i t o r  u n t i l  the  c r e d i t o r  has per 
formed under paragraph ( d ) ( 2 ) .  Once t h e  c r e d i t o r  has met i t s  o b l i g a t i o n s ,  the  
consumer must t en de r  t h e  money or  property  t o  t h e  c r e d i t o r .  (For example,  a 
consumer would t en der  t o  a card i s s u e r  t h e  amount o f  purchases  made wi th a bank 
c r e d i t  ca rd ,  or  the  ac tu a l  a p p l i a n c e s  t o  t h e  merchant in a two-party  s i t u a t i o n . )  
I f  t h e  t e n de r  o f  property  would be i m p r a c t i c a b l e ,  t h e  consumer may o f f e r  t o  pay 
i t s  re asonable  v a l u e .  Property may be t endered  at  t h e  l o c a t i o n  o f  t h e  property  
or a t  t h e  consumer's  r e s i d e n c e ,  but money must be t endered  a t  t h e  c r e d i t o r ' s  
p l ac e  o f  b u s i n e s s .  The l a t t e r  r u l e  has been s p e c i f i c a l l y  in corporated  i n t o  
t h e  r e g u l a t i o n .

This  paragraph a l s o  prov i des  t h a t  i f  a c r e d i t o r  does not tak e  p o s s e s 
s io n  o f  t he  money or property  w i t h i n  20 ca lend ar  days a f t e r  the  consumer's  
t e n d e r ,  t h e  consumer may keep i t  w i t hout  f u r t h e r  o b l i g a t i o n .  The 20-day l i m i t  
in t h i s  paragraph a l s o  r e f l e c t s  a s t a t u t o r y  change.  The period does not begin  
u n t i l  the  consumer t e n d e rs  the  pr ope r ty .

S e c t i o n  2 2 6 . 1 5 ( d ) ( 4 )  r e f l e c t s  amended § 125(b)  o f  the  a c t .  I t  provides  
t h a t  a court  may modify t h e  procedures  o u t l i n e d  in paragraphs ( d ) ( 2 )  and ( d ) ( 3 ) .

( e)  Consumer's waiver  o f  r i g h t  t o  r e s c i n d .

This p r o v i s i o n  i s  unchanged from t h e  December proposal  but i t  d i f f e r s  
s i g n i f i c a n t l y  from t h e  p r o v i s i o n s  o f  § 2 2 6 . 9 ( e )  o f  t h e  current  r e g u l a t i o n  about  
t h e  nature o f  t h e  emergency g i v i n g  r i s e  t o  a consumer' s  waiver  o f  the  r e s c i s s i o n  
r i g h t .  Under t he  r e v i s e d  r e g u l a t i o n ,  the  consumer need only determine t h a t  
the  e x t e n s i o n  o f  c r e d i t  i s  needed t o  meet a bona f i d e  personal  f i n a n c i a l  emer
genc y .  This  s tandard e s s e n t i a l l y  mirrors  t h a t  in § 125(d)  o f  the  a c t .  While  
t h e  requirements  are  e a s e d ,  t h i s  p r o v i s i o n  c o n t in u e s  t o  p r o h i b i t  t h e  use o f  
p r e p r in te d  forms f o r  purposes  o f  w a i v e r ,  in order  t o  prevent  any abuse o f  the  
wa iver  r u l e .
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The Board emphasizes  t h a t  wa iver  or m o d i f i c a t i o n  o f  the  r e s c i s s i o n  
r i g h t  should not  become a pro forma m a t t e r ,  but should occur only in rare  
c i r c u m s ta n c e s .  Although s ev era l  commenters urged t h a t  a waiver  a u t o m a t i c a l l y  
i n s u l a t e  a c r e d i t o r  from l i a b i l i t y  fo r  f a i l i n g  t o  provide  the  r e s c i s s i o n  
r i g h t ,  t h e  Board b e l i e v e s  t h a t  such p r o t e c t i o n  i s  unwarranted.  A c co rd i ng l y ,  
b e f o r e  a c c e p t i n g  a w a i v e r ,  c r e d i t o r s  must a s s ur e  the mse lve s  t h a t  the  reasons  
g iven f o r  the  wa iver  are  both s u b s t a n t i a l  and c r e d i b l e  and t h a t  the  waiver i s  
in  a l l  r e s p e c t s  bona f i d e .  This requirement ,  combined wi th t h e  p r o h i b i t i o n  on 
t h e  use  o f  pre pr i n t ed  forms,  w i l l  prevent  ab us i ve  p r a c t i c e s ,  w h i l e  a t  t h e  same 
t ime  p e r m i t t i n g  consumers t o  waive t h e  r e s c i s s i o n  r i g h t  in ap propr i a te  circum
s t a n c e s .  The Board a l s o  no te s  t h a t  under § 2 26 .2 8  o f  t he  r e v i s e d  r e g u la t i o n  
c r e d i t o r s  are  required t o  r e ta i n  e v i d en ce  o f  compliance  f o r  a per iod o f  two 
y e a r s .  This i n c l u d e s  r e s c i s s i o n  w a i v e r s .  This paragraph a l s o  r e t a i n s  the  
r u l e  in § 2 2 6 . 9 ( f ) ( 2 )  o f  the  cu rrent  r e g u l a t i o n ,  which r e q u i re s  t h a t  the  waiver  
be s ign ed  by a l l  consumers e n t i t l e d  t o  r e s c i n d .

( f ) Exempt t r a n s a c t i o n s .

This  paragraph o f  the  r e v i s e d  r e g u l a t i o n  s e t s  f o r t h  t he  ty pes  o f  t r a n s 
a c t i o n s  t h a t  are  exempt from the  r i g h t  o f  r e s c i s s i o n  in an open-end c r e d i t  plan.  
The paragraph corresponds  t o  f o o t n o t e  31 o f  t h e  December proposal  and § 2 2 6 . 9 ( g )  
o f  t h e  current  r e g u l a t i o n .

In implementing amended § 1 2 5 ( e ) ( 1 )  o f  t h e  a c t ,  § 2 2 6 . 1 5 ( f ) ( 1 )  d i f f e r s  
from t h e  December proposal  in t h a t  i t  exempts r e s i d e n t i a l  mortgage t r a n s a c t i o n s  
from t h e  r i g h t  o f  r e s c i s s i o n .  In t h e  accompanying mater ia l  t o  the  December 
p r o p o s a l ,  t h e  Board s ug g e s te d  t h a t  r e s i d e n t i a l  mortgage t r a n s a c t i o n s  would 
never be made on bona f i d e  open-end c r e d i t  p l a n s ,  and t h e r e f o r e  t he  exemption  
was not  n e c e s s a r y .  Several  commenters no te d ,  however,  t h a t  an advance on a 
bona f i d e  open-end c r e d i t  plan could be made f o r  a downpayment f o r  the  purchase  
o f  a d w e l l in g  wi th  o t h e r  advances contemplated on the  open-end p l an .  In such 
a c a s e ,  t he  advance f o r  t he  purchase o f  t h e  d w e l l in g  would be exempt from the  
r e s c i s s i o n  r i g h t .  Acco rd in g ly ,  t h e  exemption f o r  r e s i d e n t i a l  mortgage t r a n s 
a c t i o n s  has been included  in the  r e v i s e d  r e g u l a t i o n .

In a d d i t i o n ,  § 2 2 6 . 1 5 ( f ) ( 2 )  r e i n s t a t e s  t h e  s t a t u t o r y  and cur rent  regu
l a t o r y  p r o v i s i o n  t h a t  the  r i g h t  t o  re sc in d  does not apply t o  p lans  in which a 
s t a t e  agency i s  a c r e d i t o r .  This d i f f e r s  from t h e  December proposal  by d e l e t i n g  
t h e  proposed exemption f o r  plans  in which a f ed er a l  agency i s  a c r e d i t o r .

S e c t i o n  226 .16  - -  A d v e r t i s i n g .

This  s e c t i o n  d e a l s  wi th the  a d v e r t i s i n g  o f  open-end c r e d i t  p la ns ;  
i t  corresponds  t o  t h e  p r o v i s i o n s  o f  § 2 2 6 .1 0  o f  t h e  cur rent  r e g u l a t i o n  and 
§ 226 .16 o f  t h e  December propo sa l .

S e c t i o n  2 2 6 . 1 6 ( a ) ,  l i k e  § 2 2 6 .1 0 ( a )  o f  t he  current  r e g u l a t i o n ,  s e t s  
f o r t h  t h e  general  requirement  t h a t  c r e d i t o r s  may a d v e r t i s e  only t h o s e  terms  
t h a t  they a c t u a l l y  arrange or o f f e r .  In response  t o  r equ es t s  from commenters  
t h e  words "or w i l l  arrange or o f f e r "  have been added t o  c l a r i f y  t h a t  c r e d i t o r s  
may a d v e r t i s e  t h e  terms o f  upcoming programs wi thout  be ing  in v i o l a t i o n  o f  t h i s  
s e c t i o n .
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Se c t i o n  2 2 6 . 1 6 ( b )  corresponds  t o  t he  same s e c t i o n  in t h e  December 
proposal  and t o  § 2 2 6 . 1 0 ( c )  o f  the  cu rrent  r e g u l a t i o n .  It  s e t s  f or th  t h os e  
t erm s ,  s o - c a l l e d  " tr igger"  t erm s ,  which,  when appearing in an a d v e r t i s e m e n t ,  
re q u ir e  the  d i s c l o s u r e  o f  ad d i t io n a l  c r e d i t  terms a l s o  s e t  f o r t h  in t h i s  s e c t i o n .  
This s e c t i o n  a l s o  d e t a i l s  which d i s c l o s u r e s  must be made when an adver t i sement  
c o n t a i n s  a t r i g g e r  term.

As a r e s u l t  o f  s t a t u t o r y  changes t o  § 143 o f  the  a c t ,  t h e  " t r ig ge r in g"  
terms have been reduced t o  the  i n i t i a l  d i s c l o s u r e s  as s e t  f o r t h  in § 2 2 6 . 6 ,  and 
t h e  a d d i t i o n a l  d i s c l o s u r e s  required by the  use  o f  t h o s e  terms have been modif i ed  
t o  in c lu d e  only f i n a n c e  charges  and membership c ha rg es .

Sec t io n  2 2 6 . 1 6 ( c ) ,  g e n e r a l l y ,  corresponds  t o  and i s  s u b s t a n t i a l l y  the  
same a s  § 2 2 6 . 1 0 ( b )  o f  t h e  current  r e g u l a t i o n ,  s e t t i n g  f o r t h  the  requirements  
f o r  a d v e r t i s i n g  in c a t a l o g s  and m u l t i p l e - p a g e  a d v e r t i s e m e n t s .

Paragraph 2 2 6 . 1 6 ( c ) ( 2 ) ,  however,  has no counterpart  in t h e  cur rent  
r e g u l a t i o n .  The p r o v i s i o n ,  which i s  unchanged from t he  December pr op os a l ,  
i n c o r p o r a t e s  i n t o  the  r e v i s e d  r e g u l a t i o n  t h e  e s s e n c e  o f  current  Board I n t e r p r e 
t a t i o n  § 22 6 .1002 .  That i n t e r p r e t a t i o n  prov i des  t h a t  a c a t a l o g  or m u l t i p le - p a g e  
ad ver t i sement  complie s  wi th the  r e g u la t i o n  i f  the  t a b l e  or schedule  o f  terms  
i nc lu d ed  in the  adv er t i sement  i n c o rp o ra t e s  a l l  approp r ia te  d i s c l o s u r e s  f o r  a 
r e p r e s e n t a t i v e  s c a l e  o f  amounts up t o  a l e v e l  o f  the  more commonly s o ld  h i g h e r -  
p r i c e d  proper ty  or s e r v i c e s  o f f e r e d .

SUBPART C - -  CLOSED-END CREDIT

Subpart C in c o r p o r a t e s  a l l  p r o v i s i o n s  in Regula t ion  Z t h a t  r e l a t e  to  
c lo s e d - e n d  c r e d i t .  It i n c lu d e s  not  only the  general  r u l e s  f o r  c o n t e n t ,  t im in g  
and form o f  c lo s e d - e n d  d i s c l o s u r e s ,  but a l l  a d v e r t i s i n g ,  r e s c i s s i o n  and annual 
pe rcentage  r a te  p r o v i s i o n s  o f  t he  r e g u l a t i o n  as they apply t o  such t r a n s a c t i o n s .

S e c t i o n  22 6 .1 7  - -  General d i s c l o s u r e  r e qu ir e m e nt s .

Se c t io n  2 26 .1 7  c o n t a i n s  t he  general  requirements  r e l a t i n g  t o  t he  
t i m e ,  form and co nt en t  o f  c lo s e d - e n d  c r e d i t  d i s c l o s u r e s .  The s e c t i o n  i s  based 
on §§ 1-21, 122 ,  124 and 128 o f  the  a c t  and §§ 2 2 6 .6  and 2 2 6 .8  o f  the  cur rent  
r e g u l a t i o n .

(a)  Form o f  d i s c l o s u r e s .

This  paragraph p r e s c r i b e s  the  manner in which Truth in Lending d i s c l o 
s ure s  must be p r e s e n te d .  The r u l e s ,  based on §§ 122 and 128(b)  o f  t h e  a c t ,  are  
d es ign ed  t o  h i g h l i g h t  f o r  consumers the  e s s e n t i a l  c r e d i t  terms .

D i s c l o s u r e s  must be s e gr e ga t e d  from ot he r  m a t t e rs .  They may be p r e 
se n te d  in a se pa r at e  document or  incorp ora ted  in documents c o n t a in i n g  o t he r  
terms r e l a t e d  t o  t h e  t r a n s a c t i o n .  I f  the  d i s c l o s u r e s  are included  in documents
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c o n t a i n i n g  o th e r  terms (such as t h e  c o n t r a c t ) ,  they must be separated from the  
ot he r  i t em s .  This may be done,  f o r  example,  by p l a c in g  the  d i s c l o s u r e s  in a 
boxed s e c t i o n  o f  the  form or by se p a r a t i n g  them from the  c o n t r a c t  p r o v i s i o n s  
with  bold p r i n t  d i v i d i n g  l i n e s .  This  approach d i f f e r s  from the  cur rent  r eg u l a 
t i o n  which permi t ted  d i s c l o s u r e s  t o  be i n t e r s p e r s e d  wi th o th er  mater ia l  on the  
c o n t r a c t  documents.  The phrase " e i t h e r  on the  c r e d i t  c o n t r a c t  or on a separate  
document" has been d e l e t e d  from paragraph ( a ) ( 1 )  as unnecessary .  In a d d i t i o n ,  
the  d i s c l o s u r e s  need no l ong er  appear "beginning on the  f r on t  o f  the  document." 
The Board b e l i e v e s  t h a t  t h i s  requirement i s  unnecessary .  However, t h e  l o c a t i o n  
o f  the  required  d i s c l o s u r e s  remains s u b j e c t  t o  the  r e g u l a t i o n ' s  general  c l e a r  
and co nsp icuous  s tandard.

Paragraph ( a ) ( 1 )  and accompanying f o o t n o t e s  conta in  s p e c i a l  r u l e s  and 
e x c e p t i o n s  t o  t he  general  requirement  o f  s e g r e g a t i o n  o f  required d i s c l o s u r e s .
The l a s t  s e nt en ce  o f  the  paragraph re qu ir e s  t h a t  t h e  i t e m i z a t i o n  o f  t h e  amount 
f in an ce d  under § 2 2 6 . 1 8 ( c )  always appear sep ar ate  from the  s e gr e ga t e d  d i s c l o 
s u r e s .  Footnote 38 permi ts  fou r  d i s c l o s u r e s  required by § 22 6 .1 8  t o  appear  
apart  from t h e  s eg reg at ed  d i s c l o s u r e s .  These d i s c l o s u r e s  are  t he  c r e d i t o r ' s  
i d e n t i t y  under § 2 2 6 . 1 8 ( a ) ,  v a r i a b l e  r a te  in format ion under § 2 2 6 . 1 8 ( f ) ( 4 ) ,  
c r e d i t  l i f e  or property  insurance  premiums under § 2 2 6 . 1 8 ( n ) ,  and c e r t a i n  
charges  r e l a t e d  to  a s e c u r i t y  i n t e r e s t  which are  ex c lu d ab le  from the  f in an ce  
charge under § 2 2 6 . 1 8 ( o ) .  Any o f  t h e s e  d i s c l o s u r e s  may appear wi th t he  s e g r e 
ga ted  d i s c l o s u r e s ,  t o g e t h e r  or s e p a r a t e l y  on o t he r  documents ,  or  combined with  
t h e  i t e m i z a t i o n  o f  the  amount f inan ced  under § 2 2 6 . 1 8 ( c ) ( 1 ) .

Footnote  37 t o  paragraph ( a ) ( 1 )  s p e c i f i c a l l y  permi ts  the  i n c l u s i o n  o f  
f i v e  i t ems  o f  informat ion even though they  are not  " d i r e c t l y  re la te d"  t o  the  
s e g re g a t e d  d i s c l o s u r e s :  an acknowledgment o f  r e c e i p t ,  the  consumer's  name,
account  number, and a d d r e s s ,  and t h e  date  o f  t he  t r a n s a c t i o n .  These l a s t  two 
i tems  are  a d d i t i o n s  t o  t h o s e  in t h e  December p ro po sa l .

The term " d i r e c t l y  r e l a t e d , "  as used in t h i s  paragraph,  i s  cons trued  
very  narrowly in order  t o  implement the  c o n g r e ss i o n a l  i n t e n t  in re q u i r i n g  the  
s e g r e g a t i o n  o f  Truth in Lending d i s c l o s u r e s .  No a d d i t io n a l  in format ion may 
appear wi th t he  f edera l  d i s c l o s u r e s ,  e xc ep t  as s p e c i f i c a l l y  per mi t ted .

Paragraph ( a ) ( 2 )  s t a t e s  t h a t  t h e  words " f inance  charge" and "annual 
per c en ta g e  rate" must be pres en ted  more c o n s p i c u o u s ly  than the  o ther  required  
d i s c l o s u r e s .  This paragraph i s  based on § 122(a)  o f  t he  ac t  and § 2 2 6 . 6 ( a )  o f  
th e  c ur ren t  r e g u l a t i o n .  I t  i s  s u b s t a n t i a l l y  s i m i l a r  t o  i t s  c ou nt erp art  in the  
December pr o p o s a l ,  wi th  minor e d i t o r i a l  r e v i s i o n s .

S e c t i o n  2 2 6 . 6 ( a )  o f  t he  cu rrent  r e g u l a t i o n  r equ ire s  t h a t  numerical  
amounts be expr ess ed  as numerals and t h a t  t h o s e  numerals meet a minimum type  
s i z e  s tandard.  Those requirements  have been e l i m in a t e d  as unn ecessary .

(b) Time o f  d i s c l o s u r e s .

This  paragraph,  which implements § 128(b)  o f  the  a c t ,  s t a t e s  the  t iming  
r u l e s  f o r  c lo s e d - e n d  c r e d i t  d i s c l o s u r e s .  I t  c o n t in u e s  t o  r e f l e c t  the  o r i g i n a l  
r e g u la t o r y  requirement ,  found in § 2 2 6 . 8 ( a ) ,  t h a t  d i s c l o s u r e s  be provided before  
consummation o f  the  t r a n s a c t i o n .  However, as noted in the  d i s c u s s i o n  o f
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§ 2 2 6 . 2  above ,  t h e  d e f i n i t i o n  o f  consummation has been m od i f i ed .  Consummation 
i s  de f in e d  as  the  t ime at  which t h e  consumer becomes c o n t r a c t u a l l y  o b l i g a t e d  on 
a c r e d i t  t r a n s a c t i o n ,  as determined by a p p l i c a b l e  law.  This i s  contrary  t o  
s t a f f  i n t e r p r e t a t i o n s  o f  t h e  current  r e g u l a t i o n  which held t h a t  consummation 
could occur  upon t h e  payment o f  a nonrefundable  f e e ,  even in the  absence o f  a 
l e g a l l y  b inding o b l i g a t i o n .

( c )  Basi s  o f  d i s c l o s u r e s  and use o f  e s t i m a t e s .

This paragraph i s  des igned t o  provide  guidance t o  c r e d i t o r s  in making
d i s c l o s u r e s ,  p a r t i c u l a r l y  when t h e  ne cessary  in formation may not  be known wi th  
any c e r t a i n t y  a t  the  t ime  t h e  d i s c l o s u r e s  are made. This paragraph r e f l e c t s  a 
number o f  e d i t o r i a l  changes as we l l  as s u b s t a n t i v e  r e v i s i o n s .

Paragraph ( c ) ( 1 )  r eq u i res  t h a t  d i s c l o s u r e s  r e f l e c t  the  terms o f  t h e  
l e g a l  o b l i g a t i o n  between the  p a r t i e s .  This  approach d i f f e r s  from i n t e r p r e t a 
t i o n s  o f  the  cu rrent  r e g u l a t i o n ,  which looked t o  t he  actual  agreement between  
th e  p a r t i e s  as the  b a s i s  fo r  d i s c l o s u r e s  even i f  t h a t  agreement was contrary  
t o  t h e  l e g a l  o b l i g a t i o n .

One e d i t o r i a l  change has been made t o  t h i s  paragraph.  The phrase  
"legal  o b l i g a t i o n "  r e p la c e s  t h e  phrase  " l e g a l l y  e n f o r c e a b l e  o b l i g a t i o n "  in t h e  
December pr opo sa l .  This change was made t o  avoid  any i m p l i c a t i o n  t h a t  a c r e d i t o r  
may be s u b j e c t  t o  a Truth in Lending v i o l a t i o n  i f  a court  reviewed t he  c r e d i t  
t r a n s a c t i o n  and determined t h a t  an a l ready  agreed-upon c o n t r a c t  term was 
unenfo rc eab le  on t h e  b a s i s  o f  e q u i t y  or o t h e r  grounds.

Paragraph ( c ) ( 2 )  prov ides  t h a t  d i s c l o s u r e s  may be e s t i mat ed  i f  the
e x a c t  in format ion  i s  unknown at  t h e  t ime the  d i s c l o s u r e s  are made. This p r o v i 
s io n  i s  based on § 121(c)  o f  the  a c t  and § 2 2 6 . 6 ( f )  o f  the  current  r e g u l a t i o n .  
Under t h e  r e v i s e d  r e g u l a t i o n ,  as in the  pr es en t  r u l e ,  a c r e d i t o r  has no 
l i a b i l i t y  f o r  an in a c c u r a t e  d i s c l o s u r e  i f  the  nec e ssa r y  information i s  not  
reasonably a v a i l a b l e  by the  t ime o f  consummation.  However, even i f  a d i s c l o s u r e  
i s  v a l i d l y  marked as an e s t i m a t e  b e f o re  consummation,  the  c r e d i t o r  may s t i l l  be 
required t o  r e d i s c l o s e  i f  more a c c ur at e  in format ion  i s  a v a i l a b l e  by t h e  t ime  
o f  consummation,  as s e t  fo r t h  in § 2 2 6 . 1 7 ( f ) .  The e s t i m a t e s  must be made in 
good f a i t h ,  on the  b a s i s  o f  the  b e s t  in format ion  reasonably  a v a i l a b l e ,  and 
de s ig n a te d  as e s t i m a t e s  in the  s e g re g at e d  d i s c l o s u r e s .  No f u r th e r  ex p l a n a t i o n  
o f  t h e  b a s i s  f o r  the  d i s c l o s u r e s  may be inc luded  wi th t h o s e  d i s c l o s u r e s ,  
a l though an e x p l a n a t i o n  may appear as a d d i t i o n a l  informat ion apart  from the  
s e g re g a t e d  d i s c l o s u r e s .

Paragraph ( c ) ( 3 )  permi t s  c e r t a i n  f a c t o r s  t o  be d i sregarded  by c r e d i t o r s  
in making c a l c u l a t i o n s  and d i s c l o s u r e s  f o r  Truth in Lending purposes .  The four  
f a c t o r s  d e s ig n a te d  are very s i m i l a r  t o  §§ 2 2 6 . 6 ( j ) and 2 2 6 . 8 ( s ) o f  t he  pres ent  
r e g u l a t i o n ,  w i th  one r e v i s i o n .  Paragraph ( c ) ( 3 ) ( i i )  permi ts  c r e d i t o r s  t o  d i s 
regard t h e  f a c t  t h a t  payment s c h e d u l e s  may change as a r e s u l t  o f  the  c r e d i t o r ' s  
"bus iness  day," ra ther  than "Saturday,  Sunday or h o l id a y ."

Paragraph ( c ) ( 4 )  permi t s  c r e d i t o r s  t o  ig nore  c e r t a i n  payment sche dule  
v a r i a t i o n s  in making c a l c u l a t i o n s  and d i s c l o s u r e s  and i n c or p or at e s  in one p r o v i 
s io n  two s ep a ra te  but s i m i l a r  "minor i r r e g u l a r i t i e s "  r u l e s .  Both t h e  December
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proposal  and t h e  current  r e g u l a t i o n  co nt a i n  one s p e c i a l  ru le  regard ing schedule  
i r r e g u l a r i t i e s  f o r  annual percentage  ra te  c a l c u l a t i o n s  (§ 2 2 6 .2 2 ( e )  and 
§ 2 2 6 . 5 ( b ) ( 5 ) ,  r e s p e c t i v e l y )  and another ru le  f o r  i r r e g u l a r i t i e s  fo r  a l l  o t he r  
c a l c u l a t i o n s  (§ 2 2 6 . 1 7 ( c ) ( 4 )  and § 2 2 6 . 8 ( r ) ,  r e s p e c t i v e l y ) .  The annual pe r c en t 
age ra te  r u l e  has permi t ted c r e d i t o r s  t o  d i s re ga r d  t h e  e f f e c t s  o f  a f i r s t  
per iod  v a r i a t i o n  and any payment i r r e g u l a r i t y  caused by t h a t  per iod v a r i a t i o n .  
The non-annual percentage  ra te  r u l e  has a l s o  permi t ted  c r e d i t o r s  t o  d i sre ga rd  
f i r s t  per iod v a r i a t i o n s ,  but has l i m i t e d  the  r e s u l t i n g  payment i r r e g u l a r i t i e s  
t h a t  could be ignored t o  only the  f i n a l  payment.

To e l i m i n a t e  t he  unnecessary complexi ty  o f  two sep ar ate  but s i m i l a r  
r u l e s ,  new § 2 2 6 . 1 7 ( c ) ( 4 )  combines in one p r o v i s i o n  both o f  the  s p e c i a l  "minor 
i r r e g u l a r i t i e s "  r u l e s ,  adopt ing  the  s l i g h t l y  broader scope found in the  annual  
percentage  r a te  r u l e .  Under the  r e v i s e d  r e g u l a t i o n ,  c r e d i t o r s  may t r e a t  as  
r e g u la r  c e r t a i n  odd f i r s t  per iods  and any odd payments f lowing  from t h a t  odd 
f i r s t  p e r io d ,  in c a l c u l a t i n g  and d i s c l o s i n g  a l l  required t erms .  In the  current  
r e g u l a t i o n  and the  December p r o po s a l ,  a f o o t n o t e  t o  t h i s  p r o v i s i o n  ad dresses  
t he  manner in which the  term o f  t h e  t r a n s a c t i o n ,  the  f i r s t  per iod and the  
re g u l a r  period may be measured.  This  mater ia l  has been d e l e t e d  from the  
r e g u l a t i o n ,  and t h e  i s s u e  w i l l  be addressed in the  commentary. The Board 
a n t i c i p a t e s  the  t e x t  o f  the  f o o t n o t e  w i l l  be incorp ora ted  in the  commentary 
without  s u b s t a n t i v e  change.

Paragraph ( c ) ( 5 )  c o nt in u es  the  p o l i c y  in § 2 2 6 . 4 ( g )  o f  the  current  
r e g u l a t i o n  o f  r e q u i r i n g  t h a t  d i s c l o s u r e s  f o r  demand o b l i g a t i o n s  be c a l c u l a t e d  
on the  b a s i s  o f  a s p e c i f i e d  m a tu r i ty .  Like the  December pr o p o s a l ,  t h i s  para
graph prov ide s  f o r  an assumed matur i ty  o f  one y e a r ,  r a th er  than the  o n e - h a l f  
y e a r  s p e c i f i e d  in t he  current  r e g u l a t i o n .  Under § 2 2 6 . 1 8 ( i ) ,  t he  demand f ea t u r e  
must be d i s c l o s e d ,  as we l l  as t h e  assumed one-y ear  m a t u r i t y ,  where a p p l i c a b l e .

D i s c l o s u r e s  f o r  demand o b l i g a t i o n s  should be based on the  a l t e r n a t e  
matur i ty  d a t e ,  ra th er  than an assumed matur ity  o f  one y e a r ,  only in t h o s e  c a s e s  
in  which t he  a l t e r n a t e  matur i ty  date  i s  s t a t e d  in the  l e g a l  o b l i g a t i o n  between 
th e  p a r t i e s .  This i s  contrary t o  i n t e r p r e t a t i o n s  o f  t he  current  r e g u l a t i o n ,  
which r eq ui re  t h a t  the  d i s c l o s u r e s  be based on any informal  s i d e  agreement  
between t h e  p a r t i e s  t h a t  might d i f f e r  from t h e  l e g a l  o b l i g a t i o n .  Under t h e  
r e v i s e d  r e g u l a t i o n ,  when t h e  p a r t i e s  have only in fo r m al ly  agreed t o  a repayment  
s c h e d u l e ,  t h e  o b l i g a t i o n  i s  viewed pure ly  as  a demand o b l i g a t i o n  wi th  the  
d i s c l o s u r e s  based on an assumed matur i ty  dat e  o f  one y e a r .  However, when the  
repayment agreement c o n s t i t u t e s  a l e g a l  o b l i g a t i o n  between t he  p a r t i e s  (as  
determined by s t a t e  law) t h e  d i s c l o s u r e s  must be based on t h a t  agreement.

Several  types  o f  mortgages in c lu d e  f e a t u r e s  which,  in the  Board's  
v i ew ,  make them demand o b l i g a t i o n s .  Some o b l i g a t i o n s  may cont a in  a demand 
f e a t u r e  which may be e x e r c i s e d  a t  any po in t  during the  t erm,  w h i l e  o t h e rs  
may conver t  t o  demand o b l i g a t i o n s  a f t e r  a f i x e d  term. The l a t t e r  type  has 
been addressed in Board I n t e r p r e t a t i o n  § 22 6 .8 16  o f  t h e  current  Regula t ion  Z. 
Another example o f  a mortgage with a demand f e a t u r e  i s  one c o n t a in i n g  t h e  c a l l  
op t io n  required by the  Federal  National  Mortgage A s s o c i a t i o n  (FNMA). In s t a t e s  
p r o h i b i t i n g  d u e - o n - s a l e  c l a u s e s ,  FNMA r e q u i re s  mortgages purchased by i t  t o  
in c lu d e  a c a l l  op t io n  r i d e r  t h a t  may be e x e r c i s e d  a f t e r  seven y e a r s .  These  
mortgages are g e n e r a l l y  w r i t t e n  as long-term o b l i g a t i o n s ,  but co nt a i n  a demand
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f e a t u r e  which may only be e x e r c i s e d  wi th in  a t h i r t y - d a y  per iod a t  seven y e a r s .
The d i s c l o s u r e s  fo r  t h e s e  mortgages should be based upon the  l e g a l l y  e n f o r c e a b l e  
a l t e r n a t e  matur i ty  d a t e ,  u n l e s s  t h e r e  i s  none; in t h a t  c a s e ,  d i s c l o s u r e s  should  
be based on an assumed one-year  term. For i n s t a n c e ,  i f  a mortgage c o n t a in i n g  
t he  s e ve n -y e ar  FNMA c a l l  opt ion  were w r i t t e n  as a t h i r t y - y e a r  o b l i g a t i o n ,  t he  
d i s c l o s u r e s  would be based on the  t h i r t y - y e a r  term s i n c e  t h a t  i s  the  a l t e r n a t e  
matur i ty  d a t e .

The Board does not c o n s id e r  t y p i c a l  ba l loon payment mortgages ,  where 
payments are based on a long-term a m o rt i z a t io n  s c h e d u l e ,  but wi th f i n a l  payment 
due a f t e r  a s h o r t e r  term,  t o  be demand o b l i g a t i o n s .  In t h e s e  t r a n s a c t i o n s ,  no 
demand f e a t u r e  i s  a c t u a l l y  provided f o r  in the  c o n t r a c t .  For example,  a 
mortgage wi th a payment schedule  based on 30 y e a r s  and a term o f  f i v e  y e a r s  
would not  be t r e a t e d  as a mortgage wi th a demand f e a t u r e ,  in the  absence o f  
any co nt ra c t ua l  demand p r o v i s i o n .

Paragraph ( c ) ( 6 ) ( i ) ,  based on § 2 2 6 . 8 ( i ) o f  t h e  current  r e g u l a t i o n ,  
prov ides  r u l e s  r e l a t i n g  t o  t he  t rea tment  o f  m u l t i p l e  advances under a w r i t t e n  
agreement t o  extend c r e d i t  up t o  a c e r t a i n  amount. I t  permi t s  t h e  c r e d i t o r  
e i t h e r  t o  t r e a t  a l l  o f  t he  advances as a s i n g l e  t r a n s a c t i o n  or  t o  d i s c l o s e  
each advance as a s e p a r a te  t r a n s a c t i o n .  Under the  cur rent  r e g u l a t i o n ,  a l l  
advances must be d i s c l o s e d  as a s i n g l e  t r a n s a c t i o n .  Except f o r  minor e d i t o r i a l  
r e v i s i o n s ,  t h i s  paragraph i s  s u b s t a n t i a l l y  s i m i l a r  t o  § 2 2 6 . 1 7 ( c ) ( 6 ) ( i i )  o f  
t h e  December propo sa l .

Paragraph ( c ) ( 6 ) ( i i ) ,  p r e v i o u s l y  d e s ig n at e d  as paragraph ( c ) ( 6 ) ( i i i )  
in t h e  December p r o p o s a l ,  prov ides  a s i m i l a r l y  f l e x i b l e  ru le  f o r  t he  d i s c l o s u r e  
o f  c o n s t r u c t i o n  loans  t h a t  may be permanently f i n a n c e d .  These t r a n s a c t i o n s  
have two d i s t i n c t  p h a s e s ,  s i m i l a r  t o  two s e p a r a te  t r a n s a c t i o n s .  The c o n s t r u c 
t i o n  period u s u a l l y  i n v o l v e s  sever a l  di sbursements  o f  funds a t  t imes  and in 
amounts t h a t  are  unknown a t  the  beg inning o f  t h a t  p e r io d ,  and t h e  consumer  
g e n e r a l l y  pays only accrued i n t e r e s t  u n t i l  c o n s t r u c t i o n  i s  comple ted.  Unles s  
t h e  o b l i g a t i o n  i s  paid a t  t h a t  t i m e ,  t h e  loan then c on ve r t s  t o  permanent  
f i n a n c i n g  in which t h e  loan amount i s  amort i zed j u s t  as  in a s tandard mortgage  
t r a n s a c t i o n .  This s p e c i a l  ru le  permi t s  t h e  c r e d i t o r  t o  g i v e  e i t h e r  one combined 
d i s c l o s u r e  f o r  both the  c o n s t r u c t i o n  f i n a n c i n g  and t h e  permanent f i n a n c i n g ,  or 
a s ep a ra te  s e t  o f  d i s c l o s u r e s  f o r  t h e  two ph as e s .  I t  i s  a v a i l a b l e  whether the  
consumer was i n i t i a l l y  o b l i g a t e d  t o  a cc ep t  c o n s t r u c t i o n  f in a n c i n g  only o r  both 
c o n s t r u c t i o n  and permanent f i n a n c i n g .  I f  t h e  consumer i s  o b l i g a t e d  on both 
phases  and t h e  c r e d i t o r  chooses  t o  g i v e  two s e t s  o f  d i s c l o s u r e s ,  both s e t s  
must be g iven  t o  t h e  consumer i n i t i a l l y ,  because  both t r a n s a c t i o n s  would be 
consummated a t  t h a t  t ime .

Paragraphs ( c ) ( 6 ) ( i ) and ( i i )  are  not  mutual ly e x c l u s i v e .  For example,  
in a t r a n s a c t i o n  t h a t  f i n a n c e s  t h e  c o n s t r u c t i o n  o f  a dw e l l in g  which may be per
manently f inanced  by the  same c r e d i t o r ,  t he  c o n s t r u c t i o n  phase may c o n s i s t  o f  a 
s e r i e s  o f  advances under an agreement t o  extend c r e d i t  up t o  a c e r t a i n  amount.
In such c a s e s ,  t h e  c r e d i t o r  may d i s c l o s e  the  c o n s t r u c t i o n  phase as one o r  more 
than one t r a n s a c t i o n  and a l s o  d i s c l o s e  t h e  permanent f in a n c i n g  as  a s ep ar at e  
t r a n s a c t i o n .
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The su bs tance  o f  Board I n t e r p r e t a t i o n  § 226 .813  has been incorporated  
as Appendix D t o  the  r e v i s e d  r e g u l a t i o n .  I t s  use  i s  l i m i t e d  t o  m u l t i p l e  advance  
l oa n s  f o r  t he  c o n s t r u c t i o n  o f  a d w e l l i n g .

Paragraph ( c ) ( 6 ) ( i ) in t h e  December pr o p o s a l ,  which concerned s p l i t t i n  
and c o n s o l i d a t i n g  t r a n s a c t i o n s ,  has been d e l e t e d  in t he  r e v i s e d  r e g u l a t i o n .
In most i n s t a n c e s ,  t h e  de ter min at ion  o f  whether a s i n g l e  t r a n s a c t i o n  i s  in vo l ve d  
i s  not d i f f i c u l t  but t h e  Board r e c o g n iz e s  t h a t  guidance may be needed in unusual  
c ir c u m s ta n c e s .  For example ,  i t  may be un c l ea r  on what b a s i s  a c r e d i t o r  should  
d i s c l o s e  the  same-day purchase o f  a t e l e v i s i o n  and a s t e r e o ,  or  a loan t h a t  
i n c l u d e s  the  i n c i d e n t a l  s a l e  o f  i n s u r a n c e .  C r e d i to r s  must r e t a i n  c o n s id e r a b l e  
f l e x i b i l i t y  in s t r u c t u r i n g  t h e i r  t r a n s a c t i o n s  in order t o  meet t h e  needs o f  
t h e i r  c u s to m er s ,  as we l l  as t h e i r  own o pe r at io na l  requ irements .  S i m i l a r l y ,  the  
r e g u l a t i o n  should a l lo w  f l e x i b i l i t y  t o  c r e d i t o r s  in t a i l o r i n g  d i s c l o s u r e s  to  
t h o s e  t r a n s a c t i o n s .  Thus,  in the  f i r s t  example the  c r e d i t o r  could d i s c l o s e  
t h e  s a l e s  as e i t h e r  one or two c r e d i t  s a l e  t r a n s a c t i o n s .  In t h e  second example ,  
t h e  c r e d i t o r  may d i s c l o s e  the  loan and t h e  s a l e  o f  insurance  as one t r a n s a c t i o n  
( e i t h e r  loan or  c r e d i t  s a l e )  or d i s c l o s e  on t he  b a s i s  o f  two t r a n s a c t i o n s ,  one 
a loan and t h e  o t her  a c r e d i t  s a l e .

Comment was s o l i c i t e d  in the  December proposal  on t he  d i s c l o s u r e  o f  
"wrap-around" mortgages .  This type  o f  t r a n s a c t i o n  i n v o l v e s  a c r e d i t o r ' s  
"wrapping" the  o u ts ta nd in g  balance on an e x i s t i n g  loan and advancing ad d i t io n a l  
funds t o  a borrower.  The borrower makes a s i n g l e  payment to  t h e  new c r e d i t o r ,  
who makes the  payments on the  p r e - e x i s t i n g  loan t o  the  o r i g i n a l  c r e d i t o r .  The 
Board b e l i e v e s  t h a t  "wrap-around" loans  should be t r e a t e d  as new t r a n s a c t i o n s ,  
but wi th  t he  d i s c l o s u r e s  c a l c u l a t e d  as they would be f o r  a r e f i n a n c i n g .  This  
approach i s  based on O f f i c i a l  S t a f f  I n t e r p r e t a t i o n  FC-0146,  which t r e a t s  "wrap
around" loans  as the  e q u i v a l e n t  o f  r e f i n a n c i n g s .  To i l l u s t r a t e ,  the  amount 
f in an ced  would equal t h e  p r i n c i p a l  ba lance  remaining on the  o r i g i n a l  o b l i g a t i o n  
p l u s  the  amount o f  the  new advances .

(d)  M u l t i p l e  c r e d i t o r s ;  m u l t i p l e  consumers .

This  paragraph prov ides  s p e c i a l  r u l e s  f o r  t r a n s a c t i o n s  i n v o l v i n g  
more than one c r e d i t o r  or  consumer.  It  i s  based on § 121(a)  and (b)  o f  t h e  
a c t ,  as we l l  as § 2 2 6 .6 ( d )  and (e)  o f  the  c urr ent  r e g u l a t i o n .

The f i r s t  s e n te n c e  has been r e v i s e d  from i t s  counterpart  in t h e  
December proposal  t o  a l lo w  m u l t i p l e  c r e d i t o r s  t o  d e c id e  among th emse lves  which 
one i s  t o  prov ide  t h e  required  d i s c l o s u r e s .  The Board has l e f t  t h i s  d e c i s i o n  
t o  t he  c r e d i t o r s  because a uniform ru le  d e s i g n a t i n g  which c r e d i t o r  must provide  
d i s c l o s u r e s  cou ld  not  r e a d i l y  accommodate a v a r i e t y  o f  s i t u a t i o n s  and might  
have imposed a g r e a t e r  burden than nec ess ar y  on c r e d i t o r s .  In any c a s e ,  however 
the  consumer must r e c e i v e  a complete i n t e g r a t e d  s e t  o f  d i s c l o s u r e s ,  ra ther  than 
p a r t i a l  d i s c l o s u r e s  from each c r e d i t o r .

In view o f  t he  r e v i s e d  d e f i n i t i o n  o f  " c r e d i t o r ,"  t r a n s a c t i o n s  
i n v o l v i n g  m u l t i p l e  c r e d i t o r s  are  not  l i k e l y  t o  occur .  When t h e r e  are  m u l t i p l e  
c r e d i t o r s ,  however,  a l 1 d i s c l o s u r e s  f o r  t h e  t r a n s a c t i o n  must be g i v e n ,  even i f  
t h e  d i s c l o s i n g  c r e d i t o r  would not o t h e r w is e  have been o b l i g a t e d  t o  make a p a r t i 
c u l a r  d i s c l o s u r e .  For example,  when an automobi l e  d e a l e r  and a bank are both
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c r e d i t o r s  f in a n c i n g  the  s a l e  o f  a c a r ,  the  t o t a l  s a l e  p r i c e  under § 2 2 6 . 1 8 ( j ) 
must be d i s c l o s e d ,  even though the  c r e d i t o r s  have agreed t h a t  the  n o n - s e l l e r  
bank w i l l  make the  d i s c l o s u r e s .

( e)  E f f e c t  o f  subsequent  e v e n t s .

This paragraph,  which i s  s i m i l a r  t o  § 2 2 6 . 6 ( g )  o f  t he  cur rent  
r e g u l a t i o n ,  p r o t e c t s  c r e d i t o r s  a g a i n s t  l i a b i l i t y  f o r  in a c c u r a t e  d i s c l o s u r e s  
when a l a t e r  ev en t  occurs  t o  make t hos e  d i s c l o s u r e s  i n a c c u r a t e .  However, 
c r e d i t o r s  may s t i l l  be r e s p o n s i b l e  f o r  prov id in g  more ac cu ra te  in format ion t o  
consumers ,  as o u t l i n e d  in §§ 2 2 6 . 1 7 ( f ) ,  2 2 6 .1 9  and 2 2 6 .2 0 .

( f ) Early d i s c l o s u r e s .

This  paragraph,  which has no cou nt erp art  in the  current  r e g u l a t i o n ,  
prov ides  s p e c i a l  r e d i s c l o s u r e  r u l e s  when c r e d i t o r s  make e a r l y  d i s c l o s u r e s  t o  
consumers.  Under the  current  r e g u l a t i o n ,  i f  a c r e d i t o r  d i s c l o s e s  be fo re  the  
po in t  o f  consummation and a subsequent  event  makes the  d i s c l o s u r e s  i n ac cu ra t e  
in any way, a l l  new d i s c l o s u r e s  must be prov ided .  In the  Board's v i ew,  t h i s  
may d i sco u rag e  c r e d i t o r s  from prov id ing  informat ion at  an e a r l i e r  t i m e ,  when 
t h a t  in format ion  could be most us e fu l  t o  consumers in comparing c r e d i t  s o u r c es .

To address  t h i s  problem,  t h e  December proposal  would have r e l i e v e d  
c r e d i t o r s  o f  any r e d i s c l o s u r e  r e s p o n s i b i l i t y  when e a r l y  d i s c l o s u r e s  were g iv en .  
Because t h i s  approach does not a s s ur e  t h a t  consumers r e c e i v e  updated informa
t i o n  regard ing  s i g n i f i c a n t  changes in c r e d i t  c o s t s ,  the  new r e g u l a t i o n  req uires  
r e d i s c l o s u r e  under c e r t a i n  c i r cumstances  when the  c r e d i t o r  makes d i s c l o s u r e s  
b e f o r e  the  date  o f  consummation.  Applying the  s tandard s e t  f o r t h  fo r  c e r t a i n  
mortgage t r a n s a c t i o n s  in  § 128(b)  o f  the  a c t  and § 2 26 .1 9  o f  the  r e v i s e d  regu
l a t i o n ,  paragraph ( f )  r e q u i re s  c r e d i t o r s  t h a t  choose t o  d i s c l o s e  b e f ore  the  
dat e  o f  consummation t o  r e d i s c l o s e  b e f ore  consummation when the  annual p e r c e n t 
age  ra te  has changed from the  d i s c l o s e d  r a t e  by more than 1 / 8  o f  1 percen tag e  
p oi nt  in r e gu la r  t r a n s a c t i o n s  or more than 1 / 4  o f  1 per centage  po in t  in i r r e g u 
l a r  t r a n s a c t i o n s ,  as d e f in e d  in the  general  annual per centage  ra te  r u l e s  in  
§ 2 2 6 . 2 2 ( a ) .  At t h e i r  o p t i o n ,  c r e d i t o r s  may e i t h e r  fu r n i s h  a comple te  s e t  o f  
new d i s c l o s u r e s  or d i s c l o s e  only the  changed terms .

(g)  Mail or t e l e ph o ne  o r d e r s - - d e ! a y  in d i s c l o s u r e s .

This  paragraph provides  s p e c i a l  t iming  r u l e s  f o r  mail or t e l e p h o n e  
t r a n s a c t i o n s .  It  implements  § 128(c )  o f  t h e  a c t ,  and i s  based on § 2 2 6 . 8 ( g )  
and Board I n t e r p r e t a t i o n  § 226.802  o f  the  current  r e g u l a t i o n ,  wi th  t h e  ad d i t io n  
o f  t h e  t o t a l  s a l e  p r i c e  as a required d i s c l o s u r e .

This paragraph permi t s  a c r e d i t o r  t o  de lay making the  d i s c l o s u r e s  
u n t i l  t h e  due da te  o f  t he  f i r s t  payment i f  c e r t a i n  c o n d i t i o n s  are  met .  I f  the  
c o n d i t i o n s  are  not met ,  t he  general  t iming  r u l e s  ap p l y ,  and d i s c l o s u r e s  must 
be made b e f ore  consummation.  Paragraph ( f ) ( 2 )  o f  the  December p r o p o s a l ,  which 
r e f l e c t e d  t h i s  general  r u l e ,  has been d e l e t e d  as unnecessary .

The l i s t  o f  required in format ion  has been expanded from t h e  December 
proposal  t o  req u i re  t h e  same in format ion  on v a r i a b l e  r a t e s  as required by 
§ 2 2 6 . 1 8 ( f ) ( 1 ) - ( 3 ) .  The Board b e l i e v e s  t h a t  in format ion regard ing  v a r i a b l e
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r a t e s  i s  e s s e n t i a l  t o  informed c r e d i t  d e c i s i o n s ,  p a r t i c u l a r l y  in l i g h t  o f  t h e  
i n c r e a s i n g  pr ev a lence  o f  t h i s  term and i t s  impact on o t her  c r e d i t  in for ma t ion .
The paragraph a l s o  r e f l e c t s  s ev era l  minor e d i t o r i a l  r e v i s i o n s  from i t s  c o u n t e r 
part  in the  December pr o po s a l .

(h)  S e r i e s  o f  s a l e s - - d e 1 a y  in d i s c l o s u r e s .

This paragraph prov ide s  s p e c i a l  t im in g  r u l e s  f o r  c r e d i t  s a l e s  t h a t  
are  made in a s e r i e s  under an agreement p e r m i t t i ng  subsequent  s a l e s  t o  be 
added t o  an o u ts ta nd in g  ba la nc e .  I t  implements § 128(d)  o f  the  a c t ,  and i s  based  
on § 2 2 6 . 8 ( h )  and Board I n t e r p r e t a t i o n s  §§ 226 .804  and 226 .805  o f  the  current  
r e g u l a t i o n .  Several  e d i t o r i a l  changes have been made in the  paragraph,  but i t  
remains s u b s t a n t i a l l y  s i m i l a r  t o  i t s  co unt erpart  in t h e  December proposa l .

( i ) Inter im s tud en t  c r e d i t  e x t e n s i o n s .

This  paragraph r e s t a t e s ,  w i th one s u b s t a n t i v e  r e v i s i o n ,  t h e  sp e c ia l  
ru le  f o r  i n t e r i m  s tu de nt  c r e d i t  e x t e n s i o n s  found in f o o t n o t e  37 t o  § 22 6 .1 8  o f  
th e  December proposal  and in Board I n t e r p r e t a t i o n  § 226 .809  o f  t he  current  
r e g u l a t i o n .  I t  permi ts  c r e d i t o r s  in c e r t a i n  s tud ent  c r e d i t  e x t e n s i o n s  t o  omit  
d i s c l o s u r e  o f  t h e  f in a n c e  ch a rg e ,  payment s c h e d u l e ,  t o t a l  o f  payments and t o t a l  
s a l e  p r i c e .

The s u b s t a n t i v e  change r e l a t e s  t o  the  t y p e s  o f  s tudent  c r e d i t  e x t e n 
s i o n s  t h a t  may u t i l i z e  t h i s  s p e c i a l  r u l e .  Although t h e  c r e d i t  e x t e n s i o n  must 
s t i l l  be o f  an in ter im  nature and f o r  educ at ion a l  pur poses ,  i t  need no lo nger  
be guaranteed by any s t a t e ,  f ed era l  or p r i v a t e  agency.  In the  Board's v i ew,  
t h e  a bb re v i a te d  d i s c l o s u r e s  are  n e c e s s i t a t e d  by the  i n t er im  nature  o f  t h e  
e x t e n s i o n s ,  and the  f a c t  t h a t  they  are  guaranteed i s  not  r e l e v a n t  t o  the  
coverage  o f  the  r u l e .

"Interim c r e d i t  e x te ns io n"  i s  intended t o  cover  t r a n s a c t i o n s  wi thout  
a s e t  repayment sc he du le .  This phrase  i s  used in p l ac e  o f  "student  loan" s i n c e  
some t r a n s a c t i o n s  o f  t h i s  ty pe  are  a c t u a l l y  c r e d i t  s a l e s ,  a s ,  f o r  example,  
where a u n i v e r s i t y  i s  t h e  c r e d i t o r .

S e c t i o n  2 2 6 .1 8  - -  Content o f  d i s c l o s u r e s .

S e c t i o n  22 6 .18  s e t s  f o r t h  t h e  d i s c l o s u r e s  required in c lo s e d - e n d  
c r e d i t  t r a n s a c t i o n s  and corresponds  g e n e r a l l y  t o  current  § 2 2 6 . 8 ( b ) ,  ( c ) ,  and 
<d) .

The d i s c l o s u r e s  requ ired  by t h i s  s e c t i o n  need be made only  as  a p p l i 
c a b l e .  Multi pi e -purpose  s tandard forms,  des ign ed  fo r  use  wi th a v a r i e t y  o f  
t r a n s a c t i o n s ,  may be used so long  as  t h e  requ ired d i s c l o s u r e s  are  c l e a r  and 
co ns p i cu o us .  Where the  amounts o f  s evera l  numerical  d i s c l o s u r e s  are  t he  same,  
th e  "as a pp l i c a b le "  language would a l s o  permit  c r e d i t o r s  t o  combine the  t erms,  
so long as i t  i s  done in a c l e a r  and conspicuous  manner. For example,  i f  in  
a p a r t i c u l a r  t r a n s a c t i o n  t h e  amount f inanced  e qua l s  t h e  t o t a l  o f  payments,  
th e  c r e d i t o r  may d i s c l o s e  "amount f i n a n c e d / t o t a l  o f  payments," t o g e t h e r  wi th
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d e s c r i p t i v e  language ,  f o l l o w e d  by a s i n g l e  amount. However, i f  t h e  terms are  
separated  on t h e  d i s c l o s u r e  s ta t eme nt  and se pa r at e  space  i s  provided f o r  each 
amount,  both d i s c l o s u r e s  must be comple ted,  even though t he  same amount i s  
en t er e d  in each space .

Footnote  37 in the  December proposal  provided s p e c ia l  abbrev ia ted  
d i s c l o s u r e s  f o r  c e r t a i n  s tu de nt  c r e d i t  e x t e n s i o n s .  In r e v i s e d  form t h a t  f o o t 
note has been in corporated  in § 22 6 .17  as new paragraph ( i ) .

Five  o f  the  d i s c l o s u r e s  required by t h i s  s e c t i o n  must be f u r th e r  
e x p l a i n e d  t o  the  consumer in a manner s i m i l a r  t o  the  d e s c r i p t i v e  phrases  shown 
in t h e  r e g u l a t i o n .  While t h e  r e g u l a t i o n  does not req u ire  each term and i t s  
d e s c r i p t i v e  phrase t o  be p laced  t o g e t h e r  in any p a r t i c u l a r  manner, c r e d i t o r s  
may not  se pa r a te  them in such a way as  t o  obscure t h e i r  r e l a t i o n s h i p  t o  each 
o t h e r .

(a)  C r e d i t o r .

Thi s  paragraph corresponds  t o  § 2 2 6 . 8 ( a )  o f  t h e  current  r e g u la t i o n  
and r e q u i r e s  t h a t  the  c r e d i t o r  making the  d i s c l o s u r e s  be i d e n t i f i e d .  At the  
c r e d i t o r ' s  o p t i o n ,  the  c r e d i t o r ' s  address  or t e l e p h o n e  number may be i n c lu d ed ,  
a l though t h e  name o f  t he  c r e d i t o r  i s  s u f f i c i e n t .  As d i s c u s s e d  in § 2 2 6 . 1 7 ( a ) ,  
t h i s  d i s c l o s u r e  i s  one o f  four in § 22 6 .1 8  t h a t  may appear apart  from the  
s e g re g a t e d  d i s c l o s u r e s .

(b) Amount f i n a n c e d .

Paragraph (b) r e q u i r e s  d i s c l o s u r e  o f  t h e  "amount f in an ced ,"  us ing  
t h a t  t erm,  and a d e s c r i p t i v e  e x p l a n a t i o n .  In v a r i a b l e  ra te  t r a n s a c t i o n s ,  the  
in fo rm at i on  in the  d e s c r i p t o r  may be r e v i s e d  t o  r e f l e c t  the  v a r i a b l e  r a te  
f e a t u r e .

A number o f  comments on t h e  December proposal  expressed  concern  
regard ing  the  c a l c u l a t i o n  o f  the  amount f in a n c e d ,  as s e t  for t h  in paragraph ( b ) .  
Their concern focused  on t h e  f a c t  t h a t ,  as then d r a f t e d ,  paragraphs ( b ) ( 1 )  and 
( b ) ( 3 )  read t o g e t h e r  appeared t o  c a l l  f o r  two ded uc t io n s  o f  the  same f in a n c e  
charge t h a t  r e s u l t e d  in an e r r o n e o u s l y  low amount f i n an ce d .  Under § 2 2 6 . 1 8 ( b ) ,  
a l l  f in a n c e  charges  must be deducted from t he  amount o f  c r e d i t  in c a l c u l a t i o n  
o f  the  amount f in a n c e d .  I f  t h e  p r i n c i p a l  loan amount r e f l e c t s  f in a n c e  charges  
which meet t h e  d e f i n i t i o n  o f  a prepaid  f in a n c e  charge in § 2 2 6 . 2 ,  t h o s e  charges  
would be inc lud ed  in t h e  paragraph ( b ) ( 1 )  amount and deducted under para
graph ( b ) ( 3 ) .  However, i f  the  p r i n c i p a l  l oan amount in c lu d e s  f in a n c e  charges  
which do not  meet the  d e f i n i t i o n  o f  a prepaid f in a n c e  charge ( such as add-on 
or d i s c o u n t  i n t e r e s t  added t o  the  f a c e  amount o f  t h e  o b l i g a t i o n ) ,  the  amount 
r e f e r r e d  to  in paragraph ( b ) ( 1 )  must ex c lu de  t h o s e  f in a n c e  c ha rg es .

Because an ac c ur at e  paragraph ( b ) ( 1 )  amount i s  e s s e n t i a l  t o  c a l c u 
l a t i n g  an ac c ur at e  amount f in an ced  and because  the  presence  o f  an add-on or  
d i s c o u n t  f in a n c e  charge in a loan f r e q u e n t l y  c o m p l i c a t e s  t h i s  p r o c e s s ,  the  
f o l l o w i n g  examples i l l u s t r a t e  t h e  a p p l i c a t i o n  o f  paragraph (b) t o  t h e s e  t ype s  
o f  t r a n s a c t i o n s .  Each example assumes a loan re qu es t  o f  $1000 f o r  one y e a r ,  
s u b j e c t  t o  a 6% precomputed i n t e r e s t  r a t e ,  wi th a $10 loan f e e  c o l l e c t e d  at  
consummation.
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In t h e  f i r s t  example ,  t h e  c r e d i t o r  a s s e s s e s  add-on i n t e r e s t  o f  $60 
which i s  added t o  the  $1000 in loan proceeds  f o r  an o b l i g a t i o n  wi th  a fa ce  
amount o f  $1060.  In t h i s  example ,  the  pr i n c ip a l  for  purposes  o f  paragraph
( b ) ( 1 )  i s  $1000;  no amounts are added under paragraph ( b ) ( 2 ) ,  and t h e  $10 loan  
f e e  (a prepaid f i n a n ce  charge)  i s  deducted under paragraph ( b ) ( 3 ) .  The amount 
f inan ced  i s  $990.

The second and t h i r d  examples both assume t he  a p p l i c a t i o n  o f  a 
d i s c o u n t  f in a n c e  ch a r g e ,  on the  same terms as s e t  f o r t h  above.  The d i f f e r e n c e  
between t h e s e  l a t t e r  two examples - -  and a source  o f  co nf us io n  regard ing d i sco u nt  
t r a n s a c t i o n s  under Regulat ion Z — l i e s  in t he  amount o f  loan proceeds  provided  
t o  the  consumer.  In one i n s t a n c e ,  the  c r e d i t o r  d i s t r i b u t e s  $940 t o  the  consumer,  
who i s  l i a b l e  f o r  an o b l i g a t i o n  wi th a f a c e  amount o f  $1000.  In t h i s  example,  
th e  p r i n c ip a l  under paragraph ( b ) ( 1 )  i s  $940,  which r e s u l t s  in an amount 
f in an ced  o f  $930,  a f t e r  deduct ion o f  t h e  $10 prepaid f i n a n c e  charge under  
paragraph ( b ) ( 3 ) .  In t h e  o t he r  i n s t a n c e ,  t h e  c r e d i t o r  c o l l e c t s  t he  d i sco u nt  
f i n a n ce  charge by i n c r e a s i n g  the  fa ce  amount o f  the  o b l i g a t i o n  t o  $1060,  wi th  
the  consumer r e c e i v i n g  $1000.  The p r i nc ip a l  under paragraph ( b ) ( 1 )  i s  thus  
$1000 and t h e  amount f in an ced  $990,  a f t e r  deduct ing  the  $10 prepaid f in an ce  
charge under paragraph ( b ) ( 3 ) .

In paragraph ( b ) ( 1 ) ,  "pr inc ipa l  loan amount" e s s e n t i a l l y  corresponds
t o  the  term "amount o f  c r e d i t "  found in pres en t  § 2 2 6 . 8 ( d ) ( 1 ) .  In the  second
por t io n  o f  t h i s  paragraph,  r e l a t i n g  t o  c r e d i t  s a l e s ,  the  phrase "cash p r i c e  
( s u b t r a c t i n g  any downpayment)" corresponds  t o  t h e  "unpaid balance  o f  cash price"  
in pres en t  § 2 2 6 . 8 ( c ) ( 3 ) .  "Downpayment" i n c l u d e s  any pick-up payment t h a t  meets  
t h e  § 2 2 6 .2  d e f i n i t i o n  o f  downpayment. As e x p l a in e d  in t h a t  s e c t i o n ,  a c r e d i t o r
has the  opt ion  o f  t r e a t i n g  a d e f err ed  downpayment as part  o f  the  downpayment i f
t h a t  de fe r r e d  payment meets  the  c r i t e r i a  s e t  f o r t h  in t h e  d e f i n i t i o n .  Deferred  
downpayments t h a t  are  not  t r e a t e d  as part  o f  t he  downpayment ( e i t h e r  because  
they  do not  meet t he  d e f i n i t i o n  or t he  c r e d i t o r  s imply ch ooses  not  t o  t r e a t  
them as a downpayment) are  inc lu de d  in the  amount f i n an ce d .  Deferred downpay
ments t h a t  do meet t he  § 226 .2  d e f i n i t i o n  and are  t r e a t e d  as  such are  not  part
o f  t he  amount f inan ced  under § 2 2 6 . 1 8 ( b ) ( 1 ) .

Paragraph ( b ) ( 2 )  r e f e r s  p r im a r i ly  t o  t h o s e  charges  which would be
c h a r a c t e r i z e d  as "other charges" under § 2 2 6 . 8 ( c )  and (d) o f  the  current
r e g u l a t i o n .  These would normal ly in c lu d e  any f e e s  t h a t  are  not  part  o f  the  
f i n a n c e  cha rg e ,  t o  the  e x t e n t  t h a t  the  customer d e c i d e s  t o  f in an ce  them rather  
than paying them s e p a r a t e l y  a t  consummation o f  the  t r a n s a c t i o n .  This paragraph 
would not  encompass any amount a l re a d y  accounted f o r  under paragraph ( b ) ( 1 ) .
For purposes  o f  c a l c u l a t i o n ,  t h e  c r e d i t o r  may, a t  i t s  o p t i o n ,  in c lu d e  any such 
amounts ( o t h e r  than f i n a n ce  ch ar ge s )  as part  o f  the  b a s i c  c r e d i t  amount in 
paragraph ( b ) ( 1 ) ,  r a th er  than adding them s e p a r a t e l y  under paragraph ( b ) ( 2 ) .
These two paragraphs req uire  on l y  t h a t  such amounts not  be e i t h e r  counted t w i ce  
or ignored  in c a l c u l a t i n g  the  amount f i n a n ce d .

Paragraph ( b ) ( 3 )  r e q u i r e s  t h e  deduct ion o f  any prepaid f in a n c e  charges  
from t h e  amount f in a n ce d .  As d i s c u s s e d  in § 2 2 6 . 2 ,  prepaid f in a n ce  charges  are  
d e f in e d  t o  in c lu d e  amounts wi th he ld  from the  proceeds  and amounts paid s e p a r a t e l y  
by t h e  consumer.
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( c )  I t e m iz a t io n  o f  amount f i n a n c e d .

This  paragraph r eq ui res  a w r i t t e n  i t e m i z a t i o n  o f  the  amount f inanced  
at  the  cus tom er ' s  r e q u e s t .  Cre d i tors  may provide  a w r i t t e n  i t e m i z a t i o n  o f  t h e  
amount f inan ced  as a matter  o f  c o u r s e ,  wi thout  aw ai t in g  a reques t  from the  
customer.  I f  t h e  c r e d i t o r  chooses  not t o  provide  an i t e m i z a t i o n  as a mat ter  
o f  c o u r s e ,  the  d i s c l o s u r e s  must in c lu d e  a s ta tement  o f  t h e  cus tomer ' s  r i g h t  to  
r e c e i v e  t h a t  i t e m i z a t i o n .

The order o f  t he  i tems l i s t e d  in t h i s  paragraph has been changed and 
now p a r a l l e l s  t h e  model form t h a t  i s  cont a in ed  in Appendix H. The i t e m i z a t i o n  
must be separated  from t he  remainder o f  the  required d i s c l o s u r e s  and must be 
provided at  t he  same t ime  as the  o t he r  d i s c l o s u r e s .

This paragraph e s t a b l i s h e s  only a minimum standard f o r  t he  i t e m i z a 
t i o n  o f  the  amount f i n a n c e d .  At t h e  c r e d i t o r ' s  o p t i o n ,  more in format ion  may 
be inc luded in t h e  i t e m i z a t i o n ,  such as a d d i t io n a l  c a t e g o r i e s  or a mathematical  
p r og r e ss io n  t h a t  d e p i c t s  the  a r i t h m e t i c  r e l a t i o n s h i p  o f  the  i t em s .

In the  December p r o p o s a l , the  Board reques ted comment on whether  
t r a n s a c t i o n s  s u b j e c t  t o  t h e  Real E s t a t e  S e t t l em en t  Procedures Act (RESPA) 
should be exempt from paragraph ( c ) .  RESPA r e q u i re s  c r e d i t o r s  t o  provide  
good f a i t h  e s t i m a t e s  o f  c l o s i n g  c o s t s  s i m i l a r  t o  t h e  amount f inanced  i t e m i z a t i o n .  
The l e g i s l a t i v e  h i s t o r y  i n d i c a t e s  t h a t  c r e d i t o r s  s u b j e c t  t o  RESPA cou ld comply 
with t h a t  Truth in  Lending requirement by us ing  t h e  e s t i m a t e s  o f  c l o s i n g  c o s t s  
The comments a l s o  support  a complete  exempt ion.  T h er e f or e ,  f o o t n o t e  39 t o  
paragraph ( c )  exempts RESPA t r a n s a c t i o n s  e n t i r e l y  from t h e  requirements  o f  
t h a t  paragraph.

Paragraph ( c ) ( l ) ( i )  normally r e f l e c t s  the  amount o f  t h e  check g iven  
t o  the  consumer in t he  t r a n s a c t i o n .  Paragraph ( c ) ( 1 ) ( i i ) would t y p i c a l l y  
i n c l u d e  a c r e d i t  s a l e  ba lance wi th the  c r e d i t o r  or t he  payment o f  the  loan  
bal ance  on a p r i or  lo an .

Paragraph ( c ) ( 1 ) ( i i i )  c a l l s  f o r  d i s c l o s u r e  o f  amounts such as the  
f o l l o w i n g :  amounts paid t o  o t he r  c r e d i t o r s  o f  the- customer in b i l l  c o n s o l i d a t i o n
l o a n s ;  amounts paid t o  insurance  companies f o r  c r e d i t  l i f e  or property  in surance ;  
amounts paid t o  c r e d i t  bureaus ,  a p p r a i s e r s  or pu b l i c  o f f i c i a l s .  Amounts paid  
t o  o t he r  persons  g e n e r a l l y  must be i d e n t i f i e d  by name except  as noted in f o o t n o t e  
40 ,  which permi ts  a g e n e r i c  i d e n t i f i c a t i o n  f o r  c e r t a i n  t ype s  o f  c ha rg es .

(d) Finance c h a r g e .

This  paragraph,  which r e q u i r e s  d i s c l o s u r e  o f  t h e  t o t a l  f in a n c e  charge ,  
i s  s u b s t a n t i a l l y  r e v i s e d  from both t h e  current  r e g u l a t i o n  and t h e  December 
p r o p o s a l .

A new f o o t n o t e  t o  the  paragraph prov ides  a t o l e r a n c e  f o r  d i s c l o s u r e  
o f  t h e  f in a n c e  charge .  The d i s c l o s e d  f i n a n c e  charge w i l l  be co ns id ered  
a c c u r a t e  i f  i t  i s  not more than $5 above or  below t h e  e xac t  f in a n c e  charge in a 
t r a n s a c t i o n  i n v o l v i n g  an amount f in a n ce d  o f  $1000 or l e s s ,  or  not  more than $10 
above or below t h e  e xa c t  f in a n c e  charge where the  amount f inanced  exceeds  $1000.
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In t h e  December p r o p o s a l ,  the  Board s o l i c i t e d  comment on a general  f in a n c e  charge  
t o l e r a n c e  e q u i v a l e n t  t o  1 /8  o f  1 pe r c en t  o f  the  annual percentage  r a t e .  While 
th e  current  r e g u l a t i o n  i n c lu d e s  s ev era l  c a u s e - r e l a t e d  t o l e r a n c e s ,  such as the  
s o - c a l l e d  "minor i r r e g u l a r i t i e s "  p r o v i s i o n s ,  Regula t ion Z has never provided a 
per se margin o f  error  unr e la te d  t o  p a r t i c u l a r  c a u s e s .  The Board b e l i e v e s  t h a t  
a s l i g h t  t o l e r a n c e  f o r  de minimis e r r o r s  i s  a p p r o p r i a te ,  p a r t i c u l a r l y  in l i g h t  
o f  t h e  s p e c i f i c  c o n g r e ss i o n a l  a u t h o r i z a t i o n  f o r  non-annual percentage  r a t e  
t o l e r a n c e s ,  but not  one so la r g e  as t o  s i g n i f i c a n t l y  u nd ers ta te  the  t r u e  c o s t  
o f  c r e d i t  fo r  consumers.  The f o o t n o t e  t o  t h i s  paragraph t h e r e f o r e  prov ides  for  
a small  per se  t o l e r a n c e  f o r  minor d i s c r e p a n c i e s .  This t o l e r a n c e  i s  in  
a d d i t io n  t o  t he  e x i s t i n g  t o l e r a n c e s  fo r  minor i r r e g u l a r i t i e s  and o th er  s p e c i f i c  
c a u s e s ,  which have been in corporated  i n t o  the  r e v i s e d  r e g u l a t i o n .

Paragraph (d)  a l s o  r e f l e c t s  two o ther  r e v i s i o n s  from the  cur rent  
r e g u l a t i o n  t h a t  i nc orp ora te  s t a t u t o r y  changes .  F i r s t ,  the  r e g u l a t i o n  no longer  
c a l l s  fo r  i t e m i z a t i o n  o f  the  components o f  t h e  f i n a n ce  charge .  Second,  real  
e s t a t e  t r a n s a c t i o n s  are  no lo nger  exempt from d i s c l o s u r e  o f  t he  t o t a l  f in a n ce  
charge .

(e)  Annual percentage  r a t e .

Paragraph (e)  corresponds t o  § 2 2 6 . 8 ( b ) ( 2 )  o f  the  o r i g i n a l  r e g u l a t i o n .  
It  r e q u i re s  d i s c l o s u r e  o f  the  annual percentage  and a d e s c r i p t i v e  phrase b r i e f l y  
d e f i n i n g  t h a t  term. As in paragraph ( d ) ,  the  c r e d i t o r  may modify the  d e s c r i p t i v e  
phrase fo r  v a r i a b l e  r a te  t r a n s a c t i o n s .  The de minimis  ex c ep t io n  t o  t h i s  d i s c l o 
sure  found in current  § 2 2 6 . 8 ( b ) ( 2 )  has been r e ta i n e d  in accordance wi th the  
s t a t u t e ,  and i s  s e t  f o r t h  in a f o o t n o t e  t o  t h i s  paragraph.

( f ) Variable  r a t e .

In a s u b s t a n t i a l l y  r e v i s e d  form, paragraph ( f )  corresponds  t o  
§ 2 2 6 . 8 ( b ) ( 8 )  o f  the  cu rrent  r e g u l a t i o n  and re qu ir e s  a d d i t io n a l  d i s c l o s u r e s  
f o r  t r a n s a c t i o n s  in which t he  annual pe rcentage  r a t e  may i n c r e a s e .  I t  r e f l e c t s  
two s u b s t a n t i v e  changes from i t s  co unt erpart  in t h e  December proposal  and the  
c ur r en t  r e g u l a t i o n .

F i r s t ,  a new f o o t n o t e  t o  t h i s  s e c t i o n  exempts from the  requirements  
o f  § 2 2 6 . 1 8 ( f )  t r a n s a c t i o n s  in which t h e  c r e d i t o r  has complied wi th v a r i a b l e  
r a te  r e g u l a t i o n s  o f  o th e r  f ed era l  a g e n c i e s .  This exemption e l i m i n a t e s  redundant  
d i s c l o s u r e  o f  a v a r i a b l e  r a te  p r o v i s i o n  which i s  a l ready des cr i bed  f o r  consumers  
under o t he r  r e g u l a t i o n s .

Second,  paragraph ( f ) ( 4 )  has been changed t o  r e f l e c t  the  e x te n s i o n  
o f  t he  h y p o t h e t i c a l  i n c r e a s e  t o  a l l  v a r i a b l e  r a te  t r a n s a c t i o n s ,  ra ther  than 
only  real  e s t a t e  t r a n s a c t i o n s  wi th v a r i a b l e  r a te  f e a t u r e s .  Var iab le  r a te  t r a n s 
a c t i o n s  are becoming i n c r e a s i n g l y  common f o r  c r e d i t  e x t e n s i o n s  o u t s i d e  o f  the  
real  e s t a t e  loan c o n t e x t  and n o n - r e s i d e n t i a l  mortgage t r a n s a c t i o n s  may a l s o  
i n v o l v e  la rg e  amounts o f  money. Even in small  t r a n s a c t i o n s ,  the  hy p o t h e t i c a l  
example i s  needed because  i t  b e t t e r  prov ides  the  customer with an unders tanding  
o f  the  impact a p o t e n t i a l  i n c r e a s e  has in terms o f  d o l l a r s  and c e n t s .
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No s p e c i f i c  numerical  b a s i s  fo r  the  h y p o t h e t i c a l  d i s c l o s u r e  i s  
r eq ui red .  The Board b e l i e v e s  t h i s  requirement should be f l e x i b l e  in order to  
enable  c r e d i t o r s  t o  t a i l o r  t he  example t o  t h e i r  own c r e d i t  programs and t h e i r  
l e n d i n g  environment .  At the  c r e d i t o r ' s  o p t i o n ,  the  d i s c l o s e d  hy p o t h e t i c a l  may 
be e i t h e r  general  or t r a n s a c t i o n - s p e c i f i c .  The c r e d i t o r  may provide a standard  
example t h a t  r e p r es e n t s  the  general  type o f  c r e d i t  o f f e r e d  by the  c r e d i t o r  or 
an example t h a t  d i r e c t l y  r e f l e c t s  the  terms and c o n d i t i o n s  o f  t he  p a r t i c u l a r  
t r a n s a c t i o n .

Several  e d i t o r i a l  changes have a l s o  been made in paragraph ( f )  which 
are not  in tended to  a f f e c t  the  subs t anc e  o f  t h e  paragraph.  Material  in  paragraphs
( f ) ( 1 )  and ( f ) ( 3 )  o f  t h e  December pr o p o s a l ,  r e l a t i n g  t o  i d e n t i f i c a t i o n  o f  an 
index and r e f e r e n c e  to  payment sche dule  changes ,  w i l l  be incorporated  i n t o  the  
commentary.

For a l l  t r a n s a c t i o n s  s u b j e c t  t o  t he  requirements  o f  t h i s  paragraph,  
the  d i s c l o s u r e s  must be g iven -for the  f u l l  term o f  t h e  t r a n s a c t i o n ,  wi th  a l l  
d i s c l o s u r e s  c a l c u l a t e d  on the  b a s i s  o f  the  r a t e  in e f f e c t  a t  the  t ime o f  con
summation o f  the  t r a n s a c t i o n .

The l i m i t a t i o n s  r e fe r r ed  t o  in paragraph ( f ) ( 2 )  do not in c lu d e  any 
l e g a l  l i m i t s  in t he  nature o f  usury or r a te  c e i l i n g s  under s t a t e  or f edera l  
s t a t u t e s  or r e g u l a t i o n s .  In a d d i t i o n ,  paragraph ( f )  does  not apply t o  i n 
c r e a s e s  r e s u l t i n g  from de l inquency  ( i n c l u d i n g  l a t e  payment) ,  d e f a u l t ,  assump
t i o n ,  a c c e l e r a t i o n  or t r a n s f e r  o f  the  c o l l a t e r a l .

In t h e  December pr o p o s a l ,  t h e  Board s o l i c i t e d  comment on the  proper  
t rea tment  under Regula t ion Z o f  s ever a l  unusual mortgage f in a n c i n g  arrangements .  
Af ter  f u r t h e r  a n a l y s i s  and c o n s i d e r a t i o n  o f  comments r e c e i v e d ,  the  Board has 
determined t h a t  at  l e a s t  two such mortgages - -  r e n e g o t i a t e  ra te  mortgages and 
shared a p p r e c i a t i o n  mortgages  - -  should be viewed as v a r i a b l e  ra te  t r a n s a c t i o n s .

R e n e g o t i a t e  r a te  mortgage ins truments  as d e s c r i be d  in O f f i c i a l  S t a f f  
I n t e r p r e t a t i o n  FC-0172 i n v o l v e  a s e r i e s  o f  shor t - t erm  loans  secured by a lon g 
term mortgage,  where the  l en der  i s  o b l i g a t e d  t o  renew t h e  sh or t - t erm  loans  at  
the  cus tomer ' s  o p t io n .  At t he  t ime o f  renewal ,  the  i n t e r e s t  r a te  may i n c r e a s e .  
D i s c l o s u r e s  must be g iven f o r  the  term o f  t he  mortgage ( e . g .  30 y e a r s )  w i th  
a l l  d i s c l o s u r e s  c a l c u l a t e d  on t he  b a s i s  o f  t he  r a te  in e f f e c t  a t  the  t ime  o f  
consummation o f  the  t r a n s a c t i o n .

"Shared equi ty" or "shared ap pr ec ia t io n"  mortgages bear a f i x e d  ra te  
o f  i n t e r e s t  and c o n t in g e n t  i n t e r e s t  based on the  consumer' s  eq u i ty  in the  
mortgaged prope r ty .  The c o n t in g e n t  i n t e r e s t  i s  payable in a lump sum a t  a 
s p e c i f i e d  t im e .  All d i s c l o s u r e s  should be based on the  f i x e d  i n t e r e s t  r a t e ,  
w h i l e  the  shared a p p r e c i a t i o n  f e a t u r e ,  i n c l u d i n g  the  c o n d i t i o n s  f o r  i t s  impo
s i t i o n ,  t h e  t ime a t  which i t  would be c o l l e c t e d ,  and t h e  l i m i t a t i o n  on the  
c r e d i t o r ' s  s ha r e ,  must be d e s c r i be d  under § 2 2 6 . 1 8 ( f ) .

Graduated payment mortgages are  not c on s id er e d  v a r i a b l e  ra te  t r a n s 
a c t i o n s  and are not  s u b j e c t  t o  t h e  d i s c l o s u r e  requirements  o f  t h i s  paragraph.
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Under paragraph ( g ) ,  which corresponds t o  cur rent  § 2 2 6 . 8 ( b ) ( 3 ) ,  
c r e d i t o r s  must d i s c l o s e  the  payment s c h e d u l e .  This paragraph c o n t a i n s  two 
mate r ia l  changes from i t s  co unt erpart  in the  December propo sa l .

A f o o t n o t e  t o  t h e  December proposal  permi t ted c r e d i t o r s  t o  make an 
a b b r e v ia te d  d i s c l o s u r e  o f  payment sc he du le s  i n v o l v i n g  payment amounts not  
varying more than f i v e  percent  in a s e r i e s .  This s p e c i a l  r u l e ,  which has no 
co u n t e rp a rt  in t h e  cu rrent  r e g u l a t i o n ,  was intended t o  accommodate t h e  same 
ty p e s  o f  d i s c l o s u r e  problems addressed in c urr ent  I n t e r p r e t a t i o n  § 22 6 . 80 8  and 
s i m i l a r  s p e c i a l  r u l e s .  A f t er  c o n s i d e r a t i o n  o f  the  comments r e ce i v e d  and f u r th e r  
a n a l y s i s ,  the  Board has determined t h a t  the  proposed f i v e  percent  ru le  should  
not  be adopted.  The comments i n d i c a t e d  t h a t  t h i s  p r o v i s i o n  did not r e s o l v e  
the  problems i t  was in tended t o  address  and may have n e e d l e s s l y  co mp l ica ted  the  
d i s c l o s u r e s .

As an a l t e r n a t i v e ,  paragraph (g)  i n c o r p o r a t e s  a s p e c i a l  ru le  s i m i l a r  
t o  I n t e r p r e t a t i o n  § 2 2 6 .8 0 8 .  Paragraph ( g ) ( 2 )  permi ts  c r e d i t o r s  t o  make an 
abb re v i a te d  payment sche dul e  d i s c l o s u r e  where the  a p p l i c a t i o n  o f  a ra te  t o  a 
d e c l i n i n g  balance c r e a t e s  i r r e g u l a r  payments.  Tra nsac t ions  o f  t he  type s p e c i 
f i c a l l y  d e s c r i be d  in t h e  Board i n t e r p r e t a t i o n ,  as we l l  as mortgage t r a n s a c t i o n s  
such as t h o s e  d i s c u s s e d  in O f f i c i a l  S t a f f  I n t e r p r e t a t i o n s  FC-0003,  FC-0025,  
FC-0030,  and FC-0104,  may take  advantage o f  t h i s  p r o v i s i o n .  In t h e  ab brev ia ted  
payment s c h e d u l e ,  the  c r e d i t o r  must d i s c l o s e  t he  d o l l a r  amount o f  both the  
h i g h e s t  and l ow es t  payments and a r e f e r e n c e  t o  t he  v a r i a t i o n s  in payments.

Cre d i tor s  may combine t he  d i s c l o s u r e s  permi t ted  by paragraph ( g ) ( 2 )  
with t h e  general  payment schedule  re qu irem ents ,  in t r a n s a c t i o n s  such as graduated  
payment mortgages where only a por t ion  o f  t h e  payment schedule  may f i t  the  con
d i t i o n s  s e t  f o r t h  in the  paragraph.  For example,  in a graduated payment mortgage  
where payments r i s e  sharply  for  f i v e  y e a r s  and then d e c l i n e  gradua l ly  over the  
next  25 y e a r s  as t h e  mortgage insurance  premium d e c r e a s e s ,  the  f i r s t  f i v e  y e a r s  
would be d i s c l o s e d  pursuant  t o  the  general  ru le  in paragraph (g )  o f  the  r e g u l a 
t i o n  and the  next  25 y e a r s  could be d i s c l o s e d  accord ing  t o  the  f o o t n o t e .

As in pr e s en t  I n t e r p r e t a t i o n  § 2 2 6 .8 0 8 ,  the  s p e c i a l  r u l e  provided in 
paragraph ( g ) ( 2 )  a p p l i e s  only t o  t h e  payment sche dule  d i s c l o s u r e .  Whether or  
not t h e  payment schedule  i s  d i s c l o s e d  pursuant  t o  t h e  paragraph,  the  ac tua l  
amounts o f  payments must be taken i n t o  account  in c a l c u l a t i n g  and d i s c l o s i n g  
t h e  f i n a n c e  charge and t h e  annual per centage  r a t e .

, A po r t io n  o f  Board I n t e r p r e t a t i o n  § 226.815  has been added as paragraph
( g ) ( 1 ) .  In demand o b l i g a t i o n s  wi th no a l t e r n a t e  matur i ty  d a t e ,  the  c r e d i t o r  
has the  op t io n  o f  d i s c l o s i n g  only t h e  due d a t e s  or  p e r io d s  o f  s cheduled i n t e r e s t  
payments in the  f i r s t  y e a r .  The o t he r  required d i s c l o s u r e s  under paragraph (g)  
need not  be g iven f o r  t h o s e  t r a n s a c t i o n s .

For purposes  o f  t h i s  paragraph,  payments may inc lude  amounts beyond 
t h e  amount f inan ced  and f in a n c e  charge .  These would in c lu d e  c e r t a i n  insurance  
premiums o f  the  type  d e s c r i be d  in O f f i c i a l  S t a f f  I n t e r p r e t a t i o n  FC-0157,  where 
t h e  premiums are  not  par t  o f  e i t h e r  t he  amount f ina nce d  or the  f in a n c e  c h ar ge ,

(g) Payment schedule.
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as we l l  as real  e s t a t e  escrow amounts such as t a x e s  added t o  the  payments in  
mortgage t r a n s a c t i o n s .  The Board b e l i e v e s  t h a t  the  i n c l u s i o n  o f  t h e s e  i tems  
in t h e  payment schedule  may provide  a more ac cu ra te  p i c t u r e  o f  t h e  amount the  
c r e d i t o r  a c t u a l l y  c o l l e c t s  from t h e  consumer and may a s s i s t  consumers in b e t t e r  
understanding the  terms o f  t r a n s a c t i o n s .

As d i s c u s s e d  in § 2 2 6 . 2 ,  d e f err ed  downpayments or "pick-up payments" 
t h a t  meet t he  c o n d i t i o n s  s e t  f o r t h  in the  d e f i n i t i o n  o f  downpayment may be 
t r e a t e d  as part  o f  t he  downpayment. Even i f  t r e a t e d  as a downpayment, t h a t  
amount may n e v e r t h e l e s s  be d i s c l o s e d  as par t  o f  t he  payment s c h e d u l e ,  a t  the  
c r e d i t o r ' s  o p t i o n .

(h) Total  o f  payments .

Paragraph (h) corresponds  t o  § 2 2 6 . 8 ( b ) ( 3 )  o f  the  cur rent  r e g u la t i o n  
and r e q u i re s  d i s c l o s u r e  o f  the  t o t a l  o f  payments ,  us i ng  th at  term.  The paragraph 
a l s o  r equ ire s  t h a t  the  d i s c l o s u r e  co nt a in  a d e s c r i p t i v e  e x p la na t i on  s i m i l a r  to  
t h a t  cont a in ed  in t h e  r e g u l a t i o n .  The d e s c r i p t i v e  ex p l a n a t i o n  may be modi
f i e d  f o r  v a r i a b l e  r a te  t r a n s a c t i o n s  wi th a b r i e f  phrase such as "based on the  
current  annual pe rcentage  ra te  which may change."

The t o t a l  o f  payments i s  the  sum o f  the  payments d i s c l o s e d  under 
§ 2 2 6 . 1 8 ( g ) .  For example,  i f  t h e  c r e d i t o r  d i s c l o s e d  a de fer re d  por t ion  o f  the  
downpayment as part  o f  the  payment s c h e d u l e ,  t h a t  payment must be r e f l e c t e d  in 
the  t o t a l  d i s c l o s e d  under t h i s  paragraph.

The f o o t n o t e  t o  t h i s  paragraph permi t s  c r e d i t o r s  t o  omit d i s c l o s u r e  
o f  t h e  t o t a l  o f  payments in  s ing le -payment  t r a n s a c t i o n s .  This e xc ep t i on  does  
not  apply t o  a t r a n s a c t i o n  c a l l i n g  fo r  a s i n g l e  payment o f  p r i n c ip a l  combined 
with p e r i o d i c  payments o f  i n t e r e s t .

( i ) Demand f e a t u r e .

Thi s  paragraph re qu ir e s  s p e c i a l  d i s c l o s u r e s  f o r  demand o b l i g a t i o n s .
It  i s  based on I n t e r p r e t a t i o n  § 22 6 .8 1 5  o f  t h e  c urr ent  r e g u l a t i o n ,  but in a 
s u b s t a n t i a l l y  r e v i s e d  form. The demand d i s c l o s u r e  requirement  a p p l i e s  t o  
t r a n s a c t i o n s  t h a t  are payable  on demand from t he  o u t s e t  o f  t he  t r a n s a c t i o n ,  as  
we l l  as t o  t r a n s a c t i o n s  t h a t  are not  payable on demand a t  the  t ime o f  consum
mation but conver t  t o  a demand s t a t u s  a f t e r  a s t a t e d  p e r io d .  The l a t t e r  typ e  
o f  t r a n s a c t i o n  would i n c lu d e  mortgages with demand f e a t u r e s  as addressed in 
Board I n t e r p r e t a t i o n  § 22 6 . 81 6  and Federal  National  Mortgage A s s o c i a t i o n  c a l l  
op t io n  mortgages .  As d i s c u s s e d  in § 2 2 6 . 1 7 ( c ) ( 5 ) ,  t h o s e  t r a n s a c t i o n s  would be 
con s id ere d  demand o b l i g a t i o n s  s u b j e c t  t o  paragraph ( i ) .

The demand f e a t u r e  t r i g g e r i n g  t h e  d i s c l o s u r e s  required by t h i s  para
graph i s  intended  t o  in c lu d e  only t h o s e  demand f e a t u r e s  provided f o r  by the  
p a r t i e s  as part  o f  the  agreement .  For example,  t h i s  p r o v i s i o n  would not  apply  
t o  t r a n s a c t i o n s  which conver t  t o  a demand s t a t u s  as a r e s u l t  o f  t h e  c u s to m er ' s  
d e f a u l t .  In a d d i t i o n ,  l oans  wi thout  an a s c e r t a i n a b l e  matur ity  date  are not  
con s id ere d  demand loans  u n l e s s  the  agreement a c t u a l l y  prov ides  f o r  a demand 
f e a t u r e .
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Demand o b l i g a t i o n s  with an a l t e r n a t e  s t a t e d  matur i ty  are  s u b j e c t  to  
the  same d i s c l o s u r e  requirements  as o ther  t r a n s a c t i o n s ,  i n c lu d in g  d i s c l o s u r e  
o f  t he  payment sc h e d u l e .  Thus, i f  t h o s e  demand loans  c a l l  f o r  p e r i o d i c  i n t e r e s t  
payments,  the  number, amounts and t iming  o f  t h e  payments must be shown under  
paragraph ( g ) .  In a d d i t i o n ,  the  term o f  the  payment sche dule  must r e f l e c t  
t h a t  a l t e r n a t e  matur i ty  dat e  and not  t h e  assumed one-year  t erm,  which a p p l i e s  
only  t o  o b l i g a t i o n s  wi thout  a s t a t e d  m atu r i ty .

As ex p l a in ed  in  paragraph ( g ) ,  demand o b l i g a t i o n s  wi th no a l t e r n a t e  
matu r i ty  date  may take  advantage o f  a s p e c i a l  ru le  s i m i l a r  t o  cur rent  Board 
I n t e r p r e t a t i o n  § 22 6 . 81 5  in d i s c l o s i n g  the  payment s c h e d u l e .  Under paragraph
( g ) ( 1 ) ,  c r e d i t o r s  need only  d i s c l o s e  the  due d at e s  or per iod s  o f  payments o f  
any scheduled i n t e r e s t  payments f o r  one y e a r .

( j )  Total  s a l e  p r i c e .

This  paragraph,  which r e q u i re s  d i s c l o s u r e  o f  t h e  t o t a l  s a l e  p r i c e  in 
a c r e d i t  s a l e  t r a n s a c t i o n ,  i s  unchanged from t h e  December pr o p o s a l .  It c o r r e s 
ponds t o  the  "deferred payment pr ice" in § 2 2 6 . 8 ( c ) ( 8 ) ( i i )  o f  t he  current  regu
l a t i o n  and i s  t h e  sum o f  t h e  cash p r i c e ,  o t h e r  charges  o f  the  typ e  d es cr i be d  
in paragraph ( b ) ( 2 ) ,  and the  f in a n ce  charge .  A new d e f i n i t i o n  o f  downpayment 
has been added t o  t h e  r e g u l a t i o n  in § 2 2 6 . 2 .  That d e f i n i t i o n  addr es ses  t h e  
t rea tment  o f  d e f err ed  downpayments and the  cont inued a v a i l a b i l i t y  o f  Board 
I n t e r p r e t a t i o n  § 2 2 6 . 50 4 .

(k) Prepayment.

This  paragraph re qu ir e s  t h a t  the  consumer be t o l d  whether or not  a 
pena l ty  w i l l  be imposed or a rebate  g iven  in t he  event  o f  prepayment o f  the  
o b l i g a t i o n  in f u l l .  This s e c t i o n  has been s u b s t a n t i a l l y  r e v i s e d  from § 22 6 .8 ( b )  
o f  t he  current  r e g u l a t i o n .

The r e v i s e d  r e g u l a t i o n ,  in accordance wi th § 1 2 8 ( a ) (11)  o f  the  amended 
s t a t u t e ,  e l i m i n a t e s  t h e  requirement  t h a t  an e x p la na t i on  be g iven o f  how re ba te s  
or p e n a l t i e s  would be computed. The only d i s c l o s u r e  required i s  whether or not  
a pe na l ty  and/or  rebate  w i l l  occur i f  t he  o b l i g a t i o n  i s  prepaid in f u l l .

Paragraph ( k ) ( 1 )  a p p l i e s  t o  s imple  i n t e r e s t  o b l i g a t i o n s .  Paragraph 
( k ) ( 2 )  c o ve rs  t r a n s a c t i o n s  wi th  precomputed f in a n c e  c ha r g e s .  These two para
graphs ,  l i k e  current  § 2 2 6 . 8 ( b ) ( 6 )  and ( 7 ) ,  are  intended  t o  d i s t i n g u i s h  two 
s e p a r a te  t ype s  o f  t r a n s a c t i o n s  accord ing  t o  t h e  nature o f  the  f in a n c e  charges  
imposed.  The r e g u l a t i o n  r e c o g n i z e s ,  however,  t h a t  a s i n g l e  t r a n s a c t i o n  may 
in c lu d e  both t y p e s  o f  f i n a n c e  c h a r g e s ,  r e q u i r i ng  d i s c l o s u r e  under both para
graph ( k ) ( 1 )  and paragraph ( k ) ( 2 ) .

Both paragraphs req ui re  a d i s c l o s u r e  o f  “whether or not" a reb ate  w i l l  
be g iven  or a pena l ty  imposed,  r e f l e c t i n g  t h e  s t a t u t o r y  language .  This language  
r e q u i r e s  a n e g a t i v e  d i s c l o s u r e  in t r a n s a c t i o n s  where prepayment w i l l  not  r e s u l t  
in a refund or p e n a l t y ;  s i l e n c e  in such c a s e s  w i l l  not  comply wi th  paragraph (k ) .
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The d i s c l o s u r e  requirements  apply t o  any prepayment,  whether voluntary  
o r  in v o lu n t a r y ,  as in t h e  ca se  o f  prepayments r e s u l t i n g  from a c c e l e r a t i o n .  I f  
a pen a l ty  or refund i s  p o s s i b l e  f o r  any typ e  o f  prepayment,  even though not  f o r  
a l l ,  a p o s i t i v e  d i s c l o s u r e  i s  re qu ired .  Any d i f f e r e n c e  in rebate  or pena l ty  
p o l i c y ,  depending on whether prepayment i s  vo luntary  or n o t ,  may not be d i s c l o s e d  
with t he  seg re g a te d  d i s c l o s u r e s .

R e f l e c t i n g  the  approach taken in the  December pr opo sa l ,  paragraph 
( k ) ( l )  d e f i n e s  s imple  i n t e r e s t  o b l i g a t i o n s  very narrowly t o  in c lu d e  only t h o s e  
t r a n s a c t i o n s  in which the  i n t e r e s t  c a l c u l a t i o n  t a k e s  account  o f  each reduct ion  
in p r i n c i p a l .  This d e f i n i t i o n  would e xc lud e  c h a r g e s ,  i n c lu d in g  c e r t a i n  t yp e s  o f  
mortgage insurance  premiums, t h a t  may be c a l c u l a t e d  on t h e  b a s i s  o f  a d e c l i n i n g  
pr i n c ip a l  balance but do not take every  p r i n c ip a l  re duct ion  i n t o  account .

The word "penalty" as used in paragraph ( k ) (1)  encompasses only t hos e  
charges  which are  a s s e s s e d  s t r i c t l y  because o f  the  prepayment in f u l l  o f  the  
o b l i g a t i o n ,  as an a d d i t io n  t o  a l l  o t he r  amounts.  Charges a s s e s s e d  or contem
p l a te d  at  t h e  o u t s e t  o f  t he  t r a n s a c t i o n ,  such as p o i n t s  in a mortgage l o a n ,  
would not be con s id ere d  a pena l ty  f o r  purposes  o f  t h i s  paragraph.  However,  
the  Board c o n s i d e r s  a minimum f i n a n c e  charge in a s imple  i n t e r e s t  t r a n s a c t i o n  
as a pena l ty  f o r  purposes  o f  paragraph ( k ) ( 1 ) .

Paragraph ( k ) ( 2 )  encompasses any f in a n c e  charge t h a t  does not meet  
th e  requirements  o f  paragraph ( k ) ( l ) .  This  p r o v i s i o n  i n c lu d e s  t y p i c a l  precom
puted f in a n ce  charges  such as  add-on or  d i s c o u n t  f in a n c e  c ha r ge s ,  as we l l  as  
s imple  i n t e r e s t  t r a n s a c t i o n s  t h a t  do not  f i t  t he  s t r i c t  requirements  o f  para
graph ( k ) ( l ) .  Paragraph ( k ) (2)  has been re dr af te d  t o  more c l o s e l y  r e f l e c t  the  
s t a t u t o r y  language o f  § 1 2 8 ( a ) ( 1 1 ) ,  wi th no s u b s t a n t i v e  change in tended .
Although t h e  word "rebate" i s  used in the  r e g u l a t i o n ,  c r e d i t o r s  r e ta i n  some 
f l e x i b i l i t y  in t e r m in o lo g y ,  as i l l u s t r a t e d  by the  use  o f  t he  word "refund" in 
th e  model form in Appendix H.

(1)  Late payment.

Paragraph (1)  implements amended § 1 2 8 ( a ) (10)  o f  the  a c t .  This  p r o v i 
s io n  r e q u i re s  d i s c l o s u r e  only o f  charges  imposed on account  o f  l a t e  payments  
b e f o r e  m a tu r i ty ,  t h a t  i s ,  charges  added t o  in d i v id u a l  d e l in q ue nt  i n s t a l l m e n t s  
by a c r e d i t o r  who o t he rw is e  c o n s i d e r s  t h e  t r a n s a c t i o n  ongoing on i t s  o r i g i n a l  
t e r m s .  This i s  a change in emphasis from the  cu rrent  r e g u l a t i o n ,  which req uires  
d i s c l o s u r e  o f  d e f a u l t  charges  as we l l  as charges  imposed s o l e l y  f o r  in d i v i du a l  
l a t e  payments.

Thi s  p r o v i s i o n  does not apply t o  a v a r i e t y  o f  terms which,  in the  
Board's  v i ew ,  do not c o n s t i t u t e  l a t e  payment c ha r g e s .  Several  o f  t h e s e  terms  
have been addressed in o f f i c i a l  s t a f f  i n t e r p r e t a t i o n s  and w i l l  be r e f l e c t e d  in  
the  commentary t o  the  r e g u l a t i o n .  For example ,  as s t a t e d  in O f f i c i a l  S t a f f  
I n t e r p r e t a t i o n  FC-0054,  a r ig h t  o f  a c c e l e r a t i o n  i s  not  a l a t e  payment charge .
Fees imposed f o r  ac tua l  c o l l e c t i o n  c o s t s ,  such as  a t t o r n e y s  f e e s  a s s e s s e d  p r i or  
t o  m a tu r i ty ,  are  a l s o  not l a t e  payment charges  f o r  purposes  o f  paragraph ( 1 ) .
As i n d i c a t e d  in O f f i c i a l  S t a f f  I n t e r p r e t a t i o n  FC-0083,  the  cont inued accrual  
o f  a f in a n ce  charge in a s imple  i n t e r e s t  o b l i g a t i o n  need not be d i s c l o s e d  as a 
l a t e  charge ,  u n l e s s  a h igher  r a t e  o f  i n t e r e s t  i s  imposed once a payment i s  
overdue .
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The use  o f  a s t a t u t o r i l y  required l i m i t  as t h e  b a s i s  f o r  d i s c l o s u r e  
under t h i s  paragraph i s  p e r m i s s i b l e .  For example,  s t a t i n g  t h a t  t h e  charge  in  
t h e  ev en t  o f  a l a t e  payment i s  5% o f  the  l a t e  amount,  not  t o  exceed $ 5 . 0 0 ,  i s  
s u f f i c i e n t .

(m) S e c u r i t y  i n t e r e s t .

Paragraph (m) r e q u i r e s  d i s c l o s u r e  o f  a s e c u r i t y  i n t e r e s t .  This  
p r o v i s i o n  i s  unchanged from the  December proposal  but has been s i g n i f i c a n t l y  
reduced by s t a t u t e  from § 2 2 6 . 8 ( b ) ( 5 ) ,  i t s  counte rp art  in t h e  cur rent  r e g u l a t i o n .  
The paragraph no l o ng e r  r e q u i r e s  d i s c l o s u r e  o f  t he  typ e  o f  s e c u r i t y  i n t e r e s t  
ta k e n .  In a d d i t i o n ,  t h e  c r e d i t o r  need not  f u r t h e r  d e s c r i b e  t h e  proper ty  t o  
which t h e  s e c u r i t y  i n t e r e s t  a t t a c h e s  i f  the  proper ty  purchased wi th  t h e  c r e d i t  
s e r v e s  as c o l l a t e r a l  f o r  t h e  o b l i g a t i o n .  Any t r a n s a c t i o n  in which t h e  c r e d i t  
i s  be ing  used t o  purchase t h e  c o l l a t e r a l  i s  co ns i der ed  a purchase money t r a n s 
a c t i o n  and t he  more abbr ev ia ted  proper ty  i d e n t i f i c a t i o n  d i s c l o s u r e  required  
f o r  t h e s e  t y p e s  o f  t r a n s a c t i o n s  may be used ,  even when t h e  o b l i g a t i o n  does  
not  meet t h e  d e f i n i t i o n  o f  a c r e d i t  s a l e .  Unl ike  t h e  cur rent  r e g u l a t i o n ,  d i s 
c l o s u r e  o f  a f t e r - a c q u i r e d  proper ty  c l a u s e s  i s  not re qu ired .

In non-purchase money t r a n s a c t i o n s ,  t h e  proper ty  s u b j e c t  t o  the  
s e c u r i t y  i n t e r e s t  must be i d e n t i f i e d  by "item or  ty p e ."  This d i s c l o s u r e  would 
be s a t i s f i e d  by a general  d i s c l o s u r e  o f  t h e  c a t e go r y  o f  proper ty  s u b j e c t  t o  the  
s e c u r i t y  i n t e r e s t ,  such as  "household goods ." At the  c r e d i t o r ' s  o p t i o n ,  however,  
a more p r e c i s e  i d e n t i f i c a t i o n  o f  t h e  goods may be prov ided .

The q u e s t io n  o f  what c o n s t i t u t e s  a s e c u r i t y  i n t e r e s t  t h a t  must be 
d i s c l o s e d  under t h i s  paragraph i s  addressed in the  d e f i n i t i o n  o f  a s e c u r i t y  
i n t e r e s t  in  § 2 26 .2  o f  t h e  new r e g u l a t i o n .  As noted in t h a t  d i s c u s s i o n ,  t h e  
d e f i n i t i o n  i s  much narrower than t h a t  used in t h e  c urr ent  r e g u l a t i o n .  It  
e x c lu d e s  many i n c i d e n t a l  proper ty  i n t e r e s t s ,  such as an i n t e r e s t  in in surance  
p r o c e e d s ,  unearned insurance  premium r e b a t e s ,  a c c e s s i o n s  and improvements.

Several  commenters ex pr e ss e d  concern over  t h e  d i s c l o s u r e  i m p l i c a t i o n s  
o f  "spreader" or "dragnet" c l a u s e s .  A spreader  c l a u s e  i s  one which s t a t e s  t h a t  
t h e  c o l l a t e r a l  f o r  a p a r t i c u l a r  loan w i l l  a l s o  secure  a l l  fu tu re  e x t e n s i o n s  
o f  c r e d i t  from t h e  c r e d i t o r .  The f a c t  t h a t  c o l l a t e r a l  f o r  o t he r  lo ans  i s  being  
used t o  s ecu re  the  pr es en t  o b l i g a t i o n  c o n s t i t u t e s  a s e c u r i t y  i n t e r e s t  and must 
be d i s c l o s e d .  However, t h e  Board has determined t h a t  a s p e c i f i c  i d e n t i f i c a t i o n  
o f  t h a t  c o l l a t e r a l  would u n n e c e s s a r i l y  c o mp l ic a te  t h e  d i s c l o s u r e s  and t h a t  a 
reminder o f  t h e  i n t e r e s t  a r i s i n g  from t he  p r i o r  indebt edn ess  would be most  
h e lp fu l  t o  consumers.  The d i s c l o s u r e  can be accompl ished by language  such as  
" c o l l a t e r a l  s ecu r in g  o th e r  lo ans  wi th  us may a l s o  se cure  t h i s  l o a n ."  At the  
c r e d i t o r ' s  o p t i o n ,  a more s p e c i f i c  d e s c r i p t i o n  o f  t h e  property  i n v o lv e d  may be 
g i v e n .

(n)  Insurance .

Thi s  paragraph r e q u i r e s  d i s c l o s u r e  o f  the  information o u t l i n e d  in  
§ 2 2 6 . 4 ( d ) ,  i f  c r e d i t o r s  wish t o  ex c lu d e  c r e d i t  l i f e  and property  insurance  
premiums from t h e  f i n a n ce  ch a rg e .  The p r o v i s i o n  i s  unchanged from the  
December p r o p o s a l .
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The d i s c l o s u r e s  to  which t h i s  paragraph r e f e r s  are conta ined  in 
§ 2 2 6 . 4 ( a ) ( 5 )  and (6 )  o f  the  current  r e g u l a t i o n .  However, § 226 .8  o f  t h e  cur 
rent  r e g u l a t i o n  co n t a in s  no s p e c i f i c  counterpart  t o  paragraph (n ) .

As noted in t he  d i s c u s s i o n  o f  § 2 2 6 . 1 7 ( a ) ( 1 ) ,  t h i s  d i s c l o s u r e  i s  one 
o f  four  § 2 26 .1 8  terms t h a t  may appear apart  from t h e  o t her  d i s c l o s u r e s .  I f  
t h i s  d i s c l o s u r e  i s  made s ep a ra te  from the o th er  t r a n s a c t i o n a l  d i s c l o s u r e s ,  i t  
may appear wi th any o th e r  i n fo r m a t i o n ,  i n c lu d in g  the  amount f inanced e x p l a n a t i o n ,  
any in format ion pr es cr i be d  by s t a t e  law or o ther  supplementary m a t e r i a l .  However,  
i f  t h e  c r e d i t o r  i n c lu d e s  t h i s  d i s c l o s u r e  wi th t h e  s eg reg at ed  d i s c l o s u r e s ,  no 
a d d i t i o n a l  informat ion may accompany i t .

(o)  Cer ta in  s e c u r i t y  i n t e r e s t  c h a r g e s .

This paragraph r eq ui res  d i s c l o s u r e  o f  c e r t a i n  charges  a s s o c i a t e d  with  
a s e c u r i t y  i n t e r e s t ,  i f  the  c r e d i t o r  wi shes  t o  exc lude  t h os e  charges  from the  
f i n a n c e  charge .  It i s  based on § 2 2 6 .4 ( b )  o f  the  cur rent  r e g u l a t i o n .  This  
p r o v i s i o n  has been amended from t h e  December proposal  by t he  ad d i t io n  o f  a 
s p e c i f i c  d e s c r i p t i o n  o f  the  charges  t h a t  are  e x c lu d a b le  under § 2 2 6 . 4 ( e )  o f  the  
r e v i s e d  r e g u l a t i o n .  This w i l l  reduce the  n e c e s s i t y  f o r  t h e  c r e d i t o r  t o  r e f e r  
t o  § 2 2 6 . 4 ( e )  in order t o  de termine  the  scope o f  paragraph ( o ) .  This d i s c l o s u r e  
may appear ,  a t  t he  c r e d i t o r ' s  o p t i o n ,  apart  from t h e  o t her  § 2 26 .1 8  d i s c l o s u r e s .

(p) Contract  r e f e r e n c e .

This  paragraph,  r e q u i r i ng  a r e fe r e n c e  t o  the  c o n t r a c t  documents for  
c e r t a i n  a d d i t io n a l  i n fo r m a t i o n ,  remains unchanged from t h e  December pr op os a l .

The current  r e g u l a t i o n  c o n t a i n s  no counterpart  t o  t h i s  p r o v i s i o n ,  
which was added by § 1 2 8 ( a ) (12) o f  t he  amended a c t .  S ince some d i s c l o s u r e s  
have been e l i m in a t e d  and o t h e r s  a bb re v i a te d  by s t a t u t e ,  t h i s  pr o v i s i o n  requires  
a c r o s s - r e f e r e n c e  t o  t h e  c o n t r a c t  documents f o r  c e r t a i n  informat ion not  contained  
in  the  d i s c l o s u r e  s ta t e m e n t .  This  i n c l u d e s  in format ion about nonpayment,  
d e f a u l t ,  t h e  r i g h t  t o  a c c e l e r a t e  the  matur i ty  o f  an o b l i g a t i o n ,  and prepayment  
r e b a te s  and p e n a l t i e s .

In a d d i t io n  t o  the  i tems  required  t o  be r e fer enc ed  in the  d i s c l o s u r e ,  
the  new r e g u l a t i o n  prov ide s  fo r  two o pt io n a l  c o n t r a c t  r e f e r e n c e s .  In the  
Board'S v i ew ,  the  i n c l u s i o n  o f  a c o n t r a c t  r e f e r e n c e  f o r  s e c u r i t y  i n t e r e s t  and 
assumption in formation may be u s e fu l  to  consumers.

The s p e c i f i c  l anguage o f  paragraph (p) i s  not mandatory.  A c r e d i t o r  
may a l t e r  the  s ta tement  wi th a r e f e r e n c e  to  the  s p e c i f i c  c on tr ac t  document,  
such as "promissory note" or " r e t a i l  i n s t a l l m e n t  c o n t r a c t ."

In t h e  December p r o p o s a l ,  the  Board s o l i c i t e d  comment on whether  
c r e d i t o r s  should be permi t ted  t o  s e p a r a te  p o r t io n s  o f  the  s tatement  and p l ac e  
each component wi th the  p a r t i c u l a r  d i s c l o s u r e  t o  which i t  r e l a t e s .  Although 
most comments did not oppose t h i s  p o s s i b i l i t y ,  t h e  Board b e l i e v e s ,  a f t e r  fu r th er  
a n a l y s i s ,  t h a t  t h e  e n t i r e  t e x t  o f  t h e  c o n t r a c t  r e f e r e n c e  should appear in one 
l o c a t i o n .  P l ac in g  a c o n t r a c t  r e f e r e n c e  near each p e r t i n e n t  s u b s t a n t i v e  d i s c l o 
sure would l engthen  and c o m p l ic a t e  t h e  d i s c l o s u r e s .
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(q) Assumption p o l i c y .

This  paragraph provides  t h a t  in r e s i d e n t i a l  mortgage t r a n s a c t i o n s ,  
th e  consumer must be t o l d  whether or not a subsequent  purchaser  or a s s i g n e e  may 
be permi t ted  t o  assume t h e  o b l i g a t i o n  on i t s  o r i g i n a l  t erms .  It  implements  
amended § 1 2 8 ( a ) (13) o f  t h e  a c t ,  a new required d i s c l o s u r e  wi th no coun te rpa rt  
in  t he  cur rent  r e g u l a t i o n .

A number o f  commenters e xp re sse d  concern t h a t  the  d i s c l o s u r e  required  
by t h i s  paragraph would commit them t o  pe r m i t t in g  as sumpt ions ,  when in f a c t  the  
u l t i m a t e  d e c i s i o n  would depend on c i rcum stan ce s  unknown at  t he  t ime o f  d i s c l o s u r e .  
To a l l e v i a t e  t h i s  conc ern ,  c r e d i t o r s  may in c lu d e  a b r i e f  phrase such as  "subject  
t o  c o n d i t i o n s "  or "under c e r t a i n  c ircumstances" in complying wi th  paragraph ( q ) .

( r)  Required d e p o s i t .

This  paragraph re qu ir e s  a s tatement  t h a t  the  annual percentage  ra te  
does not r e f l e c t  the  e f f e c t  o f  a required d e p o s i t ,  which i s  d e f in e d  as a 
d e p o s i t  t h a t  the  c r e d i t o r  re qu ir e s  t h e  consumer t o  maintain as a c o n d i t i o n  o f  
a s p e c i f i c  c r e d i t  e x t e n s i o n .  This requirement  has no counterpart  in the  
December proposal  and i s  based,  in s u b s t a n t i a l l y  r e v i s e d  form, on the  concept  
o f  required d e p o s i t  ba la nc es  in § 2 2 6 . 8 ( e ) ( 2 )  o f  the  current  r e g u l a t i o n .

Under t h e  cu rrent  r e g u l a t i o n ,  a required d e p o s i t  balance must be 
d i s c l o s e d  t o  t h e  consumer and taken i n t o  account  in c a l c u l a t i o n  o f  the  annual  
per cen tag e  r a t e .  While t h e  Board b e l i e v e s  t h a t  t he  e x i s t e n c e  o f  the  required  
d e p o s i t  i s  o f  importance t o  consumers and should be d i s c l o s e d ,  the  c a l c u l a t i o n s  
n e c e ss ar y  t o  r e f l e c t  t h e  d e p o s i t  in the  annual percentage  ra te  are extremely  
complex and impose a s u b s t a n t i a l  burden on c r e d i t o r s .  There fo re ,  the  r e v i s e d  
r e g u l a t i o n  re qu ir e s  c r e d i t o r s  to  inform consumers o f  t he  presence  o f  a required  
d e p o s i t  and i t s  p o t e n t i a l  e f f e c t  on the  c o s t  o f  c r e d i t ,  but e l i m i n a t e s  the  
requirement  t h a t  the  d e p o s i t  be inc luded  in c a l c u l a t i o n  o f  the  annual percentage  
r a t e .

The f o o t n o t e  t o  t h i s  paragraph s e t s  f o r t h  t h r e e  t ype s  o f  d e p o s i t s  that  
need not be co ns id er e d  required d e p o s i t s  s u b j e c t  t o  the  requirement .  Use o f  
t h e  phrase "need not" permi ts  c r e d i t o r s  t o  in c lu d e  the  d i s c l o s u r e  required by 
paragraph (r)  even in c a s e s  where t h e r e  i s  doubt as t o  whether t he  d e p o s i t  
c o n s t i t u t e s  a "required dep os i t"  w i t h in  t he  meaning o f  the  paragraph.

The f i r s t  e x c e p t i o n  i s  based ,  in expanded form, on t h e  escrow account  
e x c e p t i o n  in cur rent  § 2 2 6 . 8 ( e ) ( 2 ) ( i ) .  Unl ike  the  current  r e g u l a t i o n ,  the  
e x c e p t i o n  i s  not  l i m i t e d  t o  real  e s t a t e  t r a n s a c t i o n s ,  nor i s  i t  r e s t r i c t e d  t o  
escrows  f o r  t a x e s  and i ns ur an c e .  For example,  the  e scrow account  may be fo r  
maintenance f e e s  (such as condominium f e e s )  or f o r  r e p a i r s ,  as in t he  c as e  o f  
comple t ion  e s crows .

The second e x c e p t i o n  i s  f o r  d e p o s i t s  t h a t  earn a t  l e a s t  5 per ce nt  
per y e a r .  The Board b e l i e v e s  t h a t  where the  consumer r e c e i v e s  more than 
nominal i n t e r e s t  on the  d e p o s i t ,  t h a t  amount need not  be viewed as a required  
d e p o s i t .  This e xc ep t i on  a p p l i e s  whether t he  d e p o s i t  i s  held by t h e  c r e d i t o r  
i t s e l f  or by a t h i r d  pa r t y .
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The t h i r d  e x c e p t i o n  i s  for  Morris Plan t r a n s a c t i o n s .  This i s  a 
d e p o s i t  ba lance that  w i l l  be whol ly ap p l i ed  toward s a t i s f a c t i o n  o f  the  consumer's  
o b l i g a t i o n  in the  t r a n s a c t i o n .  This p r o v i s i o n  i s  s i m i l a r  t o  what appears in 
§ 2 2 6 . 8 ( e ) ( 2 ) ( i i ) o f  the  current  r e g u l a t i o n .

The e x c e p t i o n s  in § 2 2 6 . 8 ( e ) ( 2 ) ( i i i ) and ( i v )  o f  t he  cur rent  r e g u l a 
t i o n  f o r  p r e - e x i s t i n g  d e p o s i t s  o f f e r e d  as s e c u r i t y  and "forced savings" plans  
have been d e l e t e d .  However, i f  such d e p o s i t s  earn a t  l e a s t  5 per c e n t ,  they  
need not  be con s id ere d  required d e p o s i t s .

In an e f f o r t  t o  a s s i s t  c r e d i t o r s  in de termining whether t h i s  d i s c l o 
sure i s  required  and t o  e a s e  t he  burden o f  compliance ,  the  Board b e l i e v e s  a 
l i s t  o f  t r a n s a c t i o n s  t h a t  do not f i t  the  general  d e f i n i t i o n  i s  important .  The 
f o l l o w i n g  s i t u a t i o n s  need not be t r e a t e d  as required d e p o s i t s :

o requirement t h a t  a borrower be a customer or a member, 
even i f  t h e r e  i s  a f e e  or a minimum ba lance  invo lved

o d e p o s i t s  t h a t  are immediately a v a i l a b l e  t o  the  customer

° required  property  insurance  escrow on a mobi l e  home 
t r a n s a c t i o n

° refund o f  i n t e r e s t  when the  o b l i g a t i o n  i s  paid in f u l l  

» escrow o f  condominium f e e s

° funds d e p o s i t e d  wi th t h e  c r e d i t o r  t o  be d i sbursed  
( f o r  example ,  f o r  c o n s t r u c t i o n )  be f ore  the  loan  
proceeds  are  advanced

° escrow o f  loan proceeds  t o  be r e l e a s e d  when the  
r e p a ir s  are  completed

This  l i s t  i s  not intended  t o  be a l l - i n c l u s i v e  but ra ther  t o  g i v e  guidance in 
determin ing whether a d e p o s i t  i s  a required d e p o s i t  f o r  purposes  o f  t h i s  para
graph.

Proposed O f f i c i a l  S t a f f  I n t e r p r e t a t i o n  FC-0171,  publ i shed f o r  comment 
on March 31,  1980 (45 FR 0 2 7 7 1 ) ,  addressed t he  a p p l i c a t i o n  o f  the  required  
d e p o s i t  balance  p r o v i s i o n s  in the  current  r e g u l a t i o n  t o  s o - c a l l e d  " loop-hole"  
a c c o u n t s .  In t h o s e  t r a n s a c t i o n s ,  a po r t io n  o f  the  funds ne cessary  f o r  t h e  pur
chase  o f  a c e r t i f i c a t e  o f  d e p o s i t  i s  advanced t o  t h e  consumer by the  i s s u i n g  
bank. The i n t e r p r e t a t i o n  s t a t e s  t h a t  the  p o r t io n  o f  t he  d e p o s i t  c o n t r i b u t e d  by 
t h e  consumer i s  not a required  d e p o s i t  balance under § 2 2 6 . 8 ( e ) ( 2 ) .  Paragraph 
( r )  s p e c i f i c a l l y  exempts t h e s e  d e p o s i t s  from t he  required d e p o s i t  p r o v i s i o n ,  
s i n c e  the  po r t io n  o f  t he  funds c o n t r i b u t e d  by t h e  consumer i s  s u b j e c t  t o  an 
i n t e r e s t  ra te  o f  more than 5 per c e n t .  Because t he  r e v i s e d  r e g u l a t i o n  c l e a r l y  
r e s o l v e s  the  primary i s s u e  addressed in t h a t  l e t t e r ,  proposed O f f i c i a l  S t a f f  
I n t e r p r e t a t i o n  FC-0171 i s  being withdrawn as unnec es sa ry .
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S e c t i o n  226 .19  - -  Ce r t a in  r e s i d e n t i a l  mortgage t r a n s a c t i o n s .

This s e c t i o n ,  which implements § 1 2 8 ( b ) ( 2 )  o f  the  a c t ,  has no c o r r e s 
ponding p r o v i s i o n  in c ur ren t  Regula t ion  Z. The ru le  re qu ir e s  e a r l y  d i s c l o 
sur e  o f  c r e d i t  terms in r e s i d e n t i a l  mortgage t r a n s a c t i o n s  th at  are s u b j e c t  t o  
the  Real Es ta te  S e t t l e m e nt  Procedures Act (RESPA). D i s c l o s u r e s  must be g iven  
t he  e a r l i e r  o f  (1)  t h r e e  bu s i n e s s  days a f t e r  t h e  c r e d i t o r ' s  r e c e i p t  o f  a w r i t t e n  
a p p l i c a t i o n ,  or  (2)  consummation.  "Business  day" i s  de f in ed  in § 2 2 6 . 2  o f  the  
r e g u l a t i o n .  This th ree -d a y  requirement c o i n c i d e s  wi th the  t ime per iod co nta ined  
in RESPA f o r  pro v id ing  good f a i t h  e s t i m a t e s  o f  s e t t l e m e n t  c o s t s .

Paragraph (a)  i s  unchanged from § 226 .19  o f  the  December pr opo sa l .
The Board s o l i c i t e d  comment on t he  proper d e f i n i t i o n  o f  "wri tt en a p p l i c a t i o n "  
and, in p a r t i c u l a r ,  whether the  d e f i n i t i o n  should correspond t o  t h a t  in RESPA.
The ma jor i ty  o f  commenters agreed wi th the  Board t h a t  "ap pl i ca t i on "  should  
p a r a l l e l  RESPA in l i g h t  o f  the  c o n g r e s s i o n a l  i n t e n t  t h a t  RESPA and Truth in 
Lending d i s c l o s u r e s  be c o o r d in a te d .  Thus, "wr it t en  a p p l i c a t i o n "  i s  de f in e d  as  
in RESPA and i s  s u b j e c t  t o  any i n t e r p r e t a t i o n s  o f  t h a t  term by the  Department  
o f  Housing and Urban Development.  Although a few commenters r a i s e d  s e r i o u s  
problems regard ing  the  use o f  RESPA termino logy  in t h i s  regard,  the  Board 
b e l i e v e s  t h a t  t he  c l e a r  meaning o f  t h e  a c t ,  in the  l i g h t  o f  co n g r e ss i o n a l  i n t e n t ,  
mandates a p a r a l l e l  approach.  The commentary w i l l  more f u l l y  ex p l a in  the  r e l a 
t i o n s h i p  between t h e  use  o f  "a pp l i ca t io n"  in RESPA and i t s  use  in t h i s  s e c t i o n .

The December proposal  a l s o  s o l i c i t e d  comment on whether an a p p l i c a t i o n  
th a t  i s  r e j e c t e d  or withdrawn wi t h in  t h r e e  days r e q u i re s  e a r l y  d i s c l o s u r e s  under  
t h i s  s e c t i o n .  The commenters overwhelmingly agreed t h a t  such d i s c l o s u r e s  would 
be un n ece ss ary ,  and the  Board r e a f f i r m s  i t s  e a r l i e r  p o s i t i o n  th at  t h i s  ty pe  o f  
a p p l i c a t i o n  r e q u i re s  no e a r l y  d i s c l o s u r e .

As in the  December p r o p o s a l ,  the  t o l e r a n c e  cont a in ed  in paragraph ( b ) ,  
which governs  whether new d i s c l o s u r e s  must be made a t  consummation or s e t t l e m e n t ,  
r e f l e c t s  the  t o l e r a n c e  conta ined  in § 2 2 6 . 2 2 ( a ) .  The general  t o l e r a n c e  i s  1 /8  
o f  1 perc en tag e  po in t  above or below the  annual per centage  ra te  o r i g i n a l l y  
d i s c l o s e d ,  but i r r e g u l a r  t r a n s a c t i o n s ,  as de f in e d  in § 2 2 6 .2 2 ,  w i l l  be measured 
a g a i n s t  a 1 / 4  o f  1 pe rcentage  po i n t  t o l e r a n c e .

The r e d i s c l o s u r e  requirements  s e t  f o r t h  in paragraph (b)  are unchanged 
from t h e  December p r o p o s a l ,  e x c ep t  f o r  e d i t o r i a l  r e v i s i o n s  t h a t  do not a f f e c t  
t h e  subs tance  o f  t he  paragraph.  Only the  changed terms ,  ra ther  than a complete  
s e t  o f  new d i s c l o s u r e s ,  need be d i s c l o s e d  in t h e  ev ent  t h a t  t h e  annual per centage  
r a te  f a l l s  o u t s i d e  o f  the  t o l e r a n c e .  Many commenters a s s e r t e d  th at  t h i s  p r o v i 
s io n  would c o n s id e r a b l y  a l l e v i a t e  t h e  burden o f  r e d i s c l o s u r e .  Other commenters,  
however,  c la imed t h a t  f u r n i s h i n g  a complete  s e t  o f  new d i s c l o s u r e s  would be 
e a s i e r  than prov id in g  only  t h e  changed terms .  Recogniz ing  t h a t  due t o  o pe r at in g  
pr oc e du r e s ,  r e d i s c l o s u r e  o f  a l l  t he  c r e d i t  terms may be l e s s  burdensome f o r  
c e r t a i n  c r e d i t o r s ,  the  Board wishes  t o  c l a r i f y  t h a t  c r e d i t o r s  have the  op t io n  
o f  g i v i n g  e i t h e r  a complete s e t  o f  new d i s c l o s u r e s  or only t h e  changed terms .

Paragraph (b)  has been a l t e r e d  from t h e  December proposal  t o  permit  
s e t t l e m e n t ,  as an a l t e r n a t i v e  t o  consummation,  as an op t io na l  t ime fo r  r e d i s c l o 
s u r e .  This op t io n  t o  r e d i s c l o s i n g  a t  consummation i s  provided in the  a c t ,  and 
t h e  ma jor i ty  o f  commenters regarded the  op t io n  as wort hwh i l e .  Because Congress
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in tended  t h i s  p r o v i s i o n  t o  reduce d u p l i c a t i o n  o f  d i s c l o s u r e  when p o s s i b l e ,  
" s e t t l e m e n t , "  as used in t h i s  s e c t i o n ,  f o l l o w s  the  RESPA d e f i n i t i o n .  "Consum
mation" i s  d e f in e d  in § 2 2 6 .2  o f  Regulat ion Z.

S e c t i o n  G(4) in Appendix G o f  the  December p r o p o s a l ,  which co nta ined  
t h e  model form f o r  combining the  good f a i t h  e s t i m a t e s  o f  s e t t l e m e n t  c o s t s  
under RESPA and the  i t e m i z a t i o n  o f  t h e  amount f in an ced  under Truth in Lending,  
has been d e l e t e d .  S ince t h e  l e g i s l a t i v e  h i s t o r y  i n d i c a t e s  t h a t  f u r n i s h i n g  t h e  
good f a i t h  e s t i m a t e s  under RESPA would s a t i s f y  the  i t e m i z a t i o n  requirement  
under Truth in Lending,  the  Board b e l i e v e s  t h a t  the  model form f o r  combining  
t h e s e  d i s c l o s u r e s  i s  unnec es sa ry .  I n s te a d ,  d i s c l o s u r e  o f  the  i t e m i z a t i o n  o f  
the  amount f inan ced  w i l l  be s a t i s f i e d  by the  good f a i t h  e s t i m a t e s  under RESPA, 
as noted above in t he  d i s c u s s i o n  o f  § 2 2 6 . 1 8 ( c ) .

In t h e  December pr o p o s a l ,  comment was s o l i c i t e d  on whether s p e c i a l  
t y p e s  o f  mortgage t r a n s a c t i o n s ,  which have become i n c r e a s i n g l y  common, warrant  
s p e c i f i c  t rea tment  in t h e  r e g u l a t i o n .  Those mentioned were "wrap-around" mort
g a g e s ,  "shared equi ty" or  "shared app r e c ia t i on "  mortgages ,  and mortgages wi th a 
demand f e a t u r e .  "Wrap-around" mortgages and mortgages wi th a demand f e a t u r e  
have been addressed in t h e  Federal  R e g i s t e r  mater ia l  on § 2 2 6 . 1 7 ( c ) ,  which 
r e l a t e s  t o  t he  b a s i s  o f  d i s c l o s u r e s .  The Federal  R e g i s t e r  n o t i c e  accompanying  
§ 2 2 6 . 1 8 ( f )  d e a l s  with t h e  d i s c l o s u r e  o f  "shared app r e c ia t i on "  mortgages as  
v a r i a b l e  ra te  t r a n s a c t i o n s .  All o f  t h e s e  mortgages w i l l  a l s o  be d i s c u s s e d  in  
g r e a t e r  d e t a i l  in the  commentary.

Comment was a l s o  s o l i c i t e d  in the  December proposal  on another  a l t e r 
n a t i v e  mortgage i s s u e .  The Board expr ess ed  concern about the  over lap ping  
coverage  o f  t h e s e  mortages by d i f f e r e n t  r e g u l a t i o n s .  That i s s u e  i s  now addressed  
in  § 2 2 6 . 1 8 ( f )  and d i s c u s s e d  in t h e  Federal  R e g i s t e r  mater ia l  accompanying t h a t  
p r o v i s i o n .  In some i n s t a n c e s ,  compliance with  d i s c l o s u r e  requirements  conta ined  
in o t he r  r e g u l a t i o n s  w i l l  c o n s t i t u t e  compliance  wi th  t he  v a r i a b l e  r a te  p r o v i s i o n s  
o f  Regula t ion  Z.

S e c t i o n  22 6 . 2 0  - -  Subsequent d i s c l o s u r e  r e qu ire m en ts .

(a) R e f i n a n c i n g s .

This  paragraph r eq ui res  new Truth in Lending d i s c l o s u r e s  when an 
e x i s t i n g  o b l i g a t i o n  i s  s a t i s f i e d  and rep laced  by a new o b l i g a t i o n .  This d e f i n i 
t i o n  s u b s t a n t i a l l y  changes the  concept  o f  r e f i n a n c i n g  r e f l e c t e d  in § 2 2 6 . 8 ( j )  
o f  t he  current  r e g u l a t i o n ,  which g e n e r a l l y  t r e a t s  any change in terms as  a 
new t r a n s a c t i o n  r e q ui r i ng  new d i s c l o s u r e s .  Paragraph (a)  i s  s i m i l a r  t o  i t s  
counterpart  in t h e  December p r o p o s a l ,  wi th t h e  a d d i t i o n  o f  f i v e  e x c e p t i o n s  t o  
t h e  new d e f i n i t i o n .

The r e v i s e d  d e f i n i t i o n  o f  r e f i n a n c i n g  most c l o s e l y  resembles  the  
e v e n ts  intended t o  be covered  by r e f i n a n c i n g  d i s c l o s u r e s .  The Board's  primary 
concern in o r i g i n a l l y  c r e a t i n g  t he  concept  o f  r e f i n a n c i n g ,  which i s  not required  
by s t a t u t e ,  was t o  address  t h e  p r a c t i c e  o f  " f l i p p i n g , "  in which an o b l i g a t i o n  
i n v o l v i n g  precomputed f i n a n c e  charges  i s  prepaid and replaced wi th  a new o b l i 
g a t i o n .  This p r a c t i c e  may permit  l en d e rs  t o  ob t a i n  a h igher  y i e l d ,  by a p p l i 
c a t i o n  o f  fa v o r a b le  reb ate  methods t o  c a l c u l a t e  unearned f in an ce  charges  on the
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o r i g i n a l  o b l i g a t i o n .  New d i s c l o s u r e s  a t  t h i s  t ime may provide  consumers wi th  
u s e f u l  in format ion regard ing  the  c o s t  o f  r e f i n a n c i n g  under t h e s e  c i r cu m sta nc es .
The new s tandard a l s o  prov ides  a s impler  and more p r e c i s e  ru le  f o r  de termining  
when a new t r a n s a c t i o n  o c c u r s ,  in c o n t r a s t  t o  the  current  d e f i n i t i o n  in 
§ 2 2 6 . 8 ( j ) .  P a r t i c u l a r l y  s i n c e  t he  new d e f i n i t i o n  i s  more in accord with  the  
d e f i n i t i o n  o f  r e f i n a n c i n g  used in the  c r e d i t  i n d u s t r y ,  c r e d i t o r s  should be ab le  
t o  r e a d i l y  determine whether new d i s c l o s u r e s  are  required when an event  occurs  
a f t e r  consummation o f  the  o r i g i n a l  t r a n s a c t i o n .

The new d e f i n i t i o n  i s  r e v i s e d  from the  December proposal  t o  exempt  
from r e f i n a n c i n g  f i v e  e v e n ts  which the  Board b e l i e v e s  should not  requ ire  new 
d i s c l o s u r e s .  Depending on the  way in which t h e s e  occurrences  are  s t r u c t u r e d ,  
th ey  may not in a l l  c a s e s  c o n s t i t u t e  r e f i n a n c i n g s  under the  new d e f i n i t i o n ,  
even wi thout  a s p e c i f i c  e x c e p t i o n  in t he  r e g u l a t i o n .  The e x c e p t i o n s  in 
§ 22 6 .2 0 ( a )  s imply i n s u r e  th at  t h e s e  ev e nt s  w i l l  not under any c i rcumstances  
r eq ui re  new d i s c l o s u r e s .  Most o f  t he  e x c e p t i o n s ,  such as renewals  o f  s i n g l e 
payment o b l i g a t i o n s  and re du c t io ns  in annual percentage  r a t e s ,  have been exempt  
from d i s c l o s u r e  under t h e  current  r e g u l a t i o n .  In o t he r  c a s e s ,  the  Board b e l i e v e s  
t h a t  an e x c e p t i o n  i s  ap propr i a te  because  the  event  i s  not  one fo r  which the  
consumer i s  l i k e l y  t o  make a new c r e d i t  d e c i s i o n ,  as fo r  example,  an agreement  
r e s u l t i n g  from a j u d i c i a l  proceed ing .

Paragraph ( a ) ( 1 )  exempts from d i s c l o s u r e  a renewal o f  a s i n g l e 
payment o b l i g a t i o n  on terms e s s e n t i a l l y  s i m i l a r  t o  t h e  terms o f  t h e  o r i g i n a l  
o b l i g a t i o n ,  so long as Truth in Lending d i s c l o s u r e s  were g iven on the  e a r l i e r  
o b l i g a t i o n .  In an abbr ev ia ted  form, i t  in c o r p o r a t e s  e x i s t i n g  Board I n t e r p r e 
t a t i o n  § 226 .811 .

Paragraph ( a ) ( 2 )  r e q u i re s  no f u r t h e r  d i s c l o s u r e s  when the  new 
o b l i g a t i o n  i n v o l v e s  a red uct io n  in t he  annual per centage  r a t e ,  wi th no change  
i n  terms beyond t he  payment schedule  r e v i s i o n s  n ec ess ar y  t o  r e f l e c t  the  re d u c t i on .  
It  i s  s u b s t a n t i a l l y  s i m i l a r  t o  c urr ent  Board I n t e r p r e t a t i o n  § 226 .8 17 .

Paragraph ( a ) ( 3 )  exempts from r e f i n a n c i n g  d i s c l o s u r e s  agreements  t h a t  
a r i s e  from a j u d i c i a l  pr oc eed in g .  This would in c lu d e  formal workout agreements  
and r e a f f i r m a t i o n s  o f  debts  d i scharged  in bankruptcy,  so long as the  agreements  
i n v o l v e  a court  proc eed ing .

Paragraph ( a ) ( 4 )  e xc lu d es  informal  workout agreements  or s i m i l a r  
arrangements between a c r e d i t o r  and consumer r e s u l t i n g  from t he  consumer's  
d e f a u l t  or d e l in q ue nc y ,  i n c lu d in g  changes r e l a t i n g  t o  r e s t r u c t u r i n g  o f  t h e  pay
ment schedule  or  the  a d d i t io n a l  c o l l a t e r a l i z a t i o n  o f  the  t r a n s a c t i o n .  However,  
t h i s  paragraph would not exempt such agreements  from r e d i s c l o s u r e  i f  the  change 
in terms in c lu d e s  an i n c r e a s e  in the  annual per centage  r a te  or t he  advance o f  
a d d i t i o n a l  c r e d i t  beyond amounts a l ready  accrued p lus  insurance  premiums.

Paragraph ( a ) ( 5 ) ,  which i s  based on current  Board I n t e r p r e t a t i o n  
§ 22 6 .8 1 4 ,  exempts from r e d i s c l o s u r e  the  renewal o f  op t io na l  insurance  added 
t o  an e x i s t i n g  c r e d i t  t r a n s a c t i o n .  Under t h i s  paragraph,  t he  c r e d i t o r  need 
not  make new d i s c l o s u r e s  r e l a t i n g  t o  t he  insurance  f i n a n c i n g  at  the  t ime  o f  
renewal o f  the  insurance  co ve ra ge .  The i n c r e a s e  in the  e x i s t i n g  o b l i g a t i o n
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i t s e l f  would not  c o n s t i t u t e  a r e f i n a n c i n g  r e q u i r i n g  new d i s c l o s u r e s  s i n c e  t h a t  
o b l i g a t i o n  i s  not e x t i n g u i s h e d .  As under t he  pres ent  r e g u l a t i o n ,  however,  the  
i n i t i a l  purchase o f  t he  insurance  must be accompanied by the  appr opr ia te  Truth 
in Lending d i s c l o s u r e s .

(b)  Assumpt ions .

This  paragraph d e f i n e s  an assumption t o  in c lu d e  only t h o s e  t r a n s a c t i o n s  
in which a c r e d i t o r  e x p r e s s l y  a grees  in w r i t i n g  t o  ac cept  a subsequent  consumer  
as a primary o b l i g o r  on an e x i s t i n g  r e s i d e n t i a l  mortgage t r a n s a c t i o n .  I f  the  
assumption meets the  d e f i n i t i o n  s e t  f o r t h  in the  f i r s t  s e nt en ce  o f  paragraph ( b ) ,  
t h e  c r e d i t o r  must provide  new d i s c l o s u r e s  t o  t he  assuming consumer.

Paragraph ( b ) ,  which has no s t a t u t o r y  c o u n t e r p a r t ,  i s  based on 
§ 2 2 6 . 8 (k)  and Board I n t e r p r e t a t i o n  § 226.807 o f  the  current  r e g u l a t i o n .  It  
d i f f e r s  from t h e  current  r e g u l a t i o n  in t h a t  i t  i s  l i m i t e d  t o  r e s i d e n t i a l  mort
gage t r a n s a c t i o n s ,  and from the  December proposal  in t h a t  i t  i n c or p or at e s  a 
por t ion  o f  Board I n t e r p r e t a t i o n  § 2 2 6 .8 0 7 .  This s p e c i a l  ru le  permi ts  c r e d i t o r s  
in t r a n s a c t i o n s  i n v o l v i n g  add-on or d i sco u nt  f in a n c e  charges  t o  make abbrev ia ted  
d i s c l o s u r e s  o f  c e r t a i n  c r e d i t  t erms.  In s imple  i n t e r e s t  t r a n s a c t i o n s ,  a complete  
s e t  o f  new d i s c l o s u r e s ,  based on the  remaining o b l i g a t i o n ,  must be provided  
b ef ore  t h e  assumption o c c u r s .  This i s  in accord wi th the  current  r e g u l a t i o n .

The scope o f  the  r e v i s e d  p r o v i s i o n ,  o ther  than i t s  l i m i t a t i o n  t o  r e s i 
d e n t i a l  mortgage t r a n s a c t i o n s ,  i s  very s i m i l a r  t o  the  cur rent  r e gu l a t or y  p r o v i 
s i o n .  In order t o  incur  d i s c l o s u r e  r e s p o n s i b i l i t i e s ,  the  c r e d i t o r  must s p e c i 
f i c a l l y  agree t o  ac cept  a subsequent  party as a primary o b l i g o r  in t he  t r a n s a c 
t i o n .  Mere approval  o f  c r e d i t w o r t h i n e s s  or r e c e i p t  o f  n o t i f i c a t i o n  o f  a change  
in records  does not c o n s t i t u t e  an assumption,  a l though the  r e t e n t i o n  o f  the  
o r i g i n a l  consumer as an o b l i g o r  does not by i t s e l f  prec lude  the  t r a n s a c t i o n  
from be ing  an assumption.

The acceptance  by t h e  c r e d i t o r  o f  a subsequent  o b l i g o r  may be accom
panied by a change in terms in the  o b l i g a t i o n .  The im po s i t i on  o f  new terms  
does  not by i t s e l f  e xc lud e  a t r a n s a c t i o n  from the  assumption d e f i n i t i o n ,  so 
l ong as the  c r i t e r i a  s e t  fo r t h  i n c l u d i n g  t h e  c o n t in u a t i o n  o f  an " e x i s t i n g  
r e s i d e n t i a l  mortgage t r a n s a c t i o n , "  are  met.  Any such changes in c r e d i t  terms  
must be r e f l e c t e d  in t h e  d i s c l o s u r e s  g iven t o  the  assuming consumer.

S e c t io n  226.21  — Treatment o f  c r e d i t  b a l a n c e s .

Se c t io n  2 2 6 . 2 1 ,  which e s t a b l i s h e s  the  requirements  for  the  t rea tment  
o f  c r e d i t  b a l a n c e s ,  has no c o un te rp art  in t h e  c lo s e d - e n d  c r e d i t  p r o v i s i o n s  o f  
the  current  r e g u l a t i o n .  I t  implements § 165 o f  the  a c t ,  t he  scope o f  which was 
broadened t o  apply t o  any type  o f  c r e d i t  ac c ou nt ,  not  merely open-end a c c ou nt s .

The a c t  prov id es  t h a t  a c r e d i t  balance  in e x c e s s  o f  one d o l l a r  c rea te d  
by t r a n s m i t t a l  o f  funds in e x c e s s  o f  the  t o t a l  balance due on the  ac co unt ,  
re ba te s  o f  unearned f i n a n c e  charges  or insurance  premiums, or amounts o t he rw is e  
owed t o  or held f o r  t h e  b e n e f i t  o f  an o b l i g o r  must be e i t h e r  c r e d i t e d  t o  the
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consumer' s  account  or refunded upon the  consumer's  r e q u e s t .  The corresponding  
p r o v i s i o n  in t he  r e g u l a t i o n  mirrors  the  a c t ,  ex cept  t h a t ,  in accordance with  
t he  open-end c r e d i t  p r o v i s i o n ,  i t  has been r e v i s e d  t o  c l a r i f y  t h a t  a c r e d i t o r  
may req uire  the  consumer's  reques t  t o  be in w r i t i n g .

With r e sp ec t  t o  c lo s e d - e n d  c r e d i t ,  the  Board b e l i e v e s  t h a t  t h e s e  
requirements  w i l l  be a p p l i c a b l e  t o  such s i t u a t i o n s  as the  f u l l  payment o f  a 
loan by t r a n s m i t t a l  o f  funds in e x c e s s  o f  the  t o t a l  balance due on t he  acc oun t ,  
and t h e  e a r l y  p a y o f f  o f  a loan e n t i t l i n g  t h e  debtor  t o  a rebate  o f  insurance  
premiums and f in a n ce  c ha r g e s .  The s t a t u t o r y  language regard ing " to ta l  balance  
due" r e f e r s  t o  repayment o f  the  t o t a l  o u t s ta nd in g  ba la nc e .  Thus, t h i s  pr ov i s io n  
a p p l i e s  only  where payments and c r e d i t s  exceed t he  t o t a l  balance owed and not  
where t h e  customer has s imply paid an amount in e x c e s s  o f  t he  i n s t a l l m e n t  pay
ment due f o r  a c e r t a i n  pe r io d .

The a c t  r eq u i res  a c r e d i t o r  t o  make a good f a i t h  e f f o r t  t o  refund 
t o  the  consumer by c a s h ,  check or money order any par t  o f  the  c r e d i t  balance  
remaining in t he  account  fo r  more than s i x  months.  Paragraph (c)  o f  the  regu
l a t i o n  has been r e v i s e d  s i n c e  t h e  December proposal  t o  permit  a c r e d i t o r  to  
refund by c r e d i t i n g  a d e p o s i t  account  o f  the  consumer he ld  with the  c r e d i t o r  
in l i e u  o f  re funding  by c a s h ,  check or money orde r .  For example,  where a con
sumer mainta ins  both a checking  (or  s a v in g s )  account  and an i n s t a l l m e n t  loan  
account  wi th  t h e  same c r e d i t o r ,  and a c r e d i t  i s  c r e a t e d  in t h e  i n s t a l l m e n t  
account  by t r a n s m i t t a l  o f  funds in e x c e s s  o f  the  t o t a l  balance owed, a c r e d i t o r  
may refund the  e x c e s s  by c r e d i t i n g  i t  t o  t h e  consumer's  checking (or s a v in g s )  
acc oun t .

When any part  o f  a c r e d i t  ba lance  remains in a consumer's  account  for  
more than s i x  months,  t h e  a c t  and the  r e g u l a t i o n  req uire  the  c r e d i t o r  t o  make a 
good f a i t h  e f f o r t  t o  refund i t  t o  the  consumer.  A c r e d i t o r  may, however,  w i th 
out  a reques t  from the  consumer,  make t h e  refund be f ore  t he  e x p i r a t i o n  o f  s i x  
months.  When the  c r e d i t o r  does not  know the  consumer's  current  l o c a t i o n ,  the  
Board contemplates  t h a t  t h e  minimum t r a c i n g  requirement  w i l l  inc lud e  use  o f  the  
consumer' s  l a s t  known address  and t e l e p h o n e  number. A c r e d i t o r  i s  not required  
t o  t r a c e  t h e  consumer when t h e  amount o f  the  c r e d i t  balance i s  l e s s  than one 
d o l l a r .  I f  t he  consumer cannot  be t r a c e d ,  the  d i s p o s i t i o n  o f  the  money remaining  
in the  account  a f t e r  s i x  months i s  a matter  o f  s t a t e  or o t her  a p p l i c a b l e  law.
I f  t h e  consumer cannot  be t ra c e d  through the  l a s t  known address  or t e l ep ho ne  
number, t h a t  law - -  and not Regula t ion  Z — determines  whether t h e  c r e d i t o r  may 
t r e a t  t h e  ba lance as income or make o ther  d i s p o s i t i o n  o f  i t .

Se c t i o n  22 6 .21  does not o v e r r i d e  c on tr ac tu a l  arrangements between  
t h e  c r e d i t o r  and consumer regard ing e n t i t l e m e n t  t o  re ba te s  o f  unearned f in an ce  
charges  and insurance  premiums. With r e sp e c t  t o  such r e b a t e s ,  t h i s  s e c t i o n  
a p p l i e s  only  in t h o s e  s i t u a t i o n s  where the  borrower has not  contra c te d  away 
h i s  or her e n t i t l e m e n t  t o  re bat es  o f  unearned f i n a n c e  charges  and/or  insurance  
premiums in the  event  o f  prepayment.

This  s e c t i o n  i s  not intended t o  l i m i t  a c r e d i t o r ' s  r ig h t  o f  s e t - o f f  
under s t a t e  law nor t o  o v e r r i d e  a c r e d i t o r ' s  c on t ra c t u a l  arrangement wi th  a 
d e b t o r .  For example ,  i f  the  c o l l a t e r a l  s e cu r i n g  an account  i s  r e po s se s s e d  and 
s o ld  as a r e s u l t  o f  a d e b t o r ' s  d e f a u l t ,  a c r e d i t o r  i s  permi tted t o  use any
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sur p lus  from the  s a l e  t o  o f f s e t  a d e f i c i e n c y  in any o t he r  account  t h a t  was a l s o  
secured by the  c o l l a t e r a l  s o l d ,  so long as such o f f s e t  i s  permi t ted  by s t a t e  law 
or c o n t r a c t u a l l y  agreed t o  by the  p a r t i e s .  L ike wise ,  i f  a c r e d i t o r  a c c e l e r a t e s  
a loan as a r e s u l t  o f  d e f a u l t  and o b t a in s  a rebate  o f  insurance  premiums, the  
c r e d i t o r  may use the  rebate  t o  o f f s e t  the  o u t s t a n d i n g ,  unpaid loan ba la nce .

S e c t i o n  226.22 - -  Determination o f  annual percentage  r a t e .

The general  r u l e  fo r  de termin ing  the  annual percentage  ra te  remains  
s i m i l a r  t o  t he  December proposal  but c o n t a in s  two s i g n i f i c a n t  r e v i s i o n s  from 
§ 2 2 6 .5  o f  t h e  cu rrent  r e g u l a t i o n .  These r e v i s i o n s  concern t h e  t o l e r a n c e  for  
i r r e g u l a r  t r a n s a c t i o n s  and the  s p e c i a l  p r o t e c t i o n  f o r  f a u l t y  c a l c u l a t i o n  t o o l s .

Se c t io n  107(c )  o f  the  a c t  a u t h o r i z e s  the  Board t o  provide  a t o l e r a n c e  
g r e a t e r  than 1 / 8  o f  1 pe rc en tag e  po in t  in t r a n s a c t i o n s  i n v o l v i n g  i r r e g u l a r  pay
ments .  The December proposal  inc luded a 1 / 4  o f  1 perc ent ge  po in t  t o l e r a n c e  f o r  
i r r e g u l a r  t r a n s a c t i o n s ,  d e f in e d  as t h o s e  i n v o l v i n g  m u l t i p l e  advances ,  i r r e g u l a r  
payments or i r r e g u l a r  payment amounts.  In view o f  the  p o t e n t i a l  d i f f i c u l t y  o f  
c a l c u l a t i n g  an annual percentage  ra te  in complex t r a n s a c t i o n s  and c on gr e ss io na l  
r e c o g n i t i o n  o f  t h i s  f a c t ,  t he  Board c o n t in u e s  t o  b e l i e v e  t h a t  the  wider t o l e r 
ance i s  a p p r o p r i a te .  T h er e f o re ,  § 2 2 6 . 2 2 ( a ) ( 3 )  pr ov i des  a t o l e r a n c e  o f  1 / 4  o f
1 percentage  po in t  f o r  i r r e g u l a r  t r a n s a c t i o n s .  However, the  d e f i n i t i o n  o f  an 
i r r e g u l a r  t r a n s a c t i o n  has been r e v i s e d  from t he  December proposal  t o  ex c lude  
t r a n s a c t i o n s  whose only i r r e g u l a r i t y  i s  an odd f i r s t  or f i n a l  payment or an odd 
f i r s t  per iod .  The Board b e l i e v e s  t h a t  a g r e a t e r  t o l e r a n c e  fo r  t h e s e  t r a n s a c t i o n s  
i s  unnecessary s i n c e  t h e s e  payment schedule  v a r i a t i o n s  do not unduly comp l ic a te  
annual percentage  r a te  c a l c u l a t i o n s .

The payment sche dul e  i r r e g u l a r i t i e s  p r o v i s i o n ,  formerly  the  minor  
i r r e g u l a r i t i e s  p r o v i s i o n  under § 2 2 6 . 5 ( b ) ( 5 )  o f  t he  current  r e g u la t i o n  and 
§ 2 2 6 . 2 2 ( e )  o f  the  December pr o p o s a l ,  has been d e l e t e d  from § 226 .22  and i n c o r 
porated in § 2 2 6 . 1 7 ( c ) ( 4 ) .  No s u b s t a n t i v e  change i s  intended by t h i s  r e v i s i o n .
As d i s c u s s e d  more f u l l y  in § 2 2 6 . 1 7 ,  the  same minor i r r e g u l a r i t i e s  ru le  as  
be fore  c o n t in u e s  t o  apply t o  annual percentage  r a te  c a l c u l a t i o n s ,  but i s  now 
extended t o  a l 1 c a l c u l a t i o n s  under t h e  r e g u l a t i o n .  Annual percentage  r a te s  
computed us in g  t h i s  ru le  are not a f fo rd ed  t h e  1 /4  o f  1 percentage  po int  t o l e r 
ance f o r  i r r e g u l a r  t r a n s a c t i o n s ,  u n l e s s  t h e  t r a n s a c t i o n  i nc lu d es  an i r r e g u l a r 
i t y  o th e r  than an odd f i r s t  per iod or  odd f i r s t  or  l a s t  payment.

Supplement I ,  which c o n t a in s  the  e x p l a n a t i o n s ,  eq ua t io n s  and t e c h n i c a l  
i n s t r u c t i o n s  f o r  c a l c u l a t i n g  the  a c t u a r i a l  annual percentage  r a t e ,  has been 
r e d e s i g n a t e d  as Appendix J ,  and i s  s e t  fo r t h  below.  As i n d i c a t e d  in t he  d i s c u s 
s io n  o f  the  ap pe nd ic e s ,  s e ver a l  minor r e v i s i o n s  have been made t o  t h i s  m a t e r i a l .

S e c t i o n  2 2 6 . 5 ( c )  o f  the  current  r e g u l a t i o n  i n s u l a t e s  c r e d i t o r s  from 
l i a b i l i t y  fo r  e r r o r s  r e s u l t i n g  from good f a i t h  use  o f  f a u l t y  c a l c u l a t i o n  t o o l s .
In l i g h t  o f  t he  expanded d e f en se  f o r  such e r r o r s  in § 130,  the  c i v i l  l i a b i l i t y  
s e c t i o n  o f  t h e  a c t ,  the  Board b e l i e v e s  t h a t  t h i s  r e gu la t or y  pr o v i s i o n  w i l l  no 
l onger  be n ec ess a ry  under the  r e v i s e d  a c t .  Th er e fo re ,  a f t e r  April  1 ,  1982,  
t h i s  p r o v i s i o n  w i l l  be e l i m i n a t e d  from t he  r e g u l a t i o n .  Unti l  t h a t  t im e ,  the*  
s p e c i a l  ru le  i s  incorporated  i n t o  f o o t n o t e  45 a ,  formerly § 2 2 6 . 2 2 ( f )  in t h e  
December pr o p o s a l .
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(a) Consumer's r ig h t  t o  r e s c i n d .

Paragraph (a) implements § 125(a)  o f  the  ac t  and r e p r e s e n t s  a subs tan 
t i a l  change from the  genera l  ru le  in § 2 2 6 . 9 ( a )  o f  the  cur rent  r e g u l a t i o n .
It  provides  the  r i g h t  t o  re sc in d  a t r a n s a c t i o n  secured by a consumer's  pr in c ip a l  
d w e l l i n g .

The scope  o f  t h i s  p r o v i s i o n  has been modif i ed  in two ways.  Unl ike  
the  o r i g i n a l  r e g u l a t i o n ,  the  r e v i s e d  r e g u l a t i o n  a p p l i e s  not  only  t o  real  pro
pe r ty  used as the  consumer's  pr i n c ip a l  d w e l l i n g ,  but t o  personal  property  as 
w e l l .  Moreover,  un l i k e  t h e  cu rrent  r e g u l a t i o n ,  t he  r e v i s e d  r e g u l a t i o n  no 
l o ng e r  a p p l i e s  t o  property  "expected t o  be used" as t he  consumer's  pr in c ip a l  
d w e l l in g  but i s  l i m i t e d  t o  property  used as the  consumer' s  p r i n c ip a l  d w e l l in g  
a t  the  t ime t h e  s e c u r i t y  i n t e r e s t  i s  r e t a i n e d .

As was t h e  c a s e  in the  o r i g i n a l  r e g u l a t i o n ,  a s e c u r i t y  i n t e r e s t  need 
not  be r e ta i n e d  a t  consummation t o  g i v e  r i s e  t o  the  r i g h t  o f  r e s c i s s i o n .  For 
example,  m ater ia lm en' s  or  mechanic ' s  l i e n s  a r i s i n g  by op er at io n  o f  law may not  
a r i s e  u n t i l  performance has begun. The r i g h t  o f  r e s c i s s i o n  i s  s t i l l  a p p l i c a b l e  
in such t r a n s a c t i o n s ,  even when t he  s e c u r i t y  i n t e r e s t  has not y e t  been c r e a t e d .

To g i v e  r i s e  t o  the  r i g h t  o f  r e s c i s s i o n ,  t h e  s e c u r i t y  i n t e r e s t  must 
be r e ta i n e d  as part  o f  t h e  c r e d i t  t r a n s a c t i o n .  T her e f ore ,  a mater ia lm en' s  l i e n  
obta ined  by a c o n t r a c t o r  who i s  not  a party t o  the  c r e d i t  t r a n s a c t i o n ,  but merely  
r e c e i v e s  t h e  proceeds  o f  the  consumer' s  unsecured bank l o a n ,  does  not  c r e a t e  a 
r e s c i n d a b l e  t r a n s a c t i o n  between e i t h e r  t h e  bank and t h e  customer or the  c o n t r a c t o r  
and the  cus tomer.  In t h a t  c a s e ,  t he  s e c u r i t y  i n t e r e s t  i s  not a term o f  the  
c r e d i t  t r a n s a c t i o n  but merely obta ined  by an u nr e la te d  t h i r d  pa r t y .  Neverthe 
l e s s ,  a s e c u r i t y  i n t e r e s t  acquired by a c o n t r a c t o r  who i s  a c r e d i t o r  in the  
t r a n s a c t i o n  g i v e s  r i s e  t o  the  r ig h t  t o  r e s c i n d ,  because  the  s e c u r i t y  i n t e r e s t  
i s  r e ta i n e d  in conn ec t io n  wi th t he  c r e d i t  e x t e n s i o n .  The same r e s u l t  occurs  
when a mater ia lmen' s  l i e n  i s  r e ta i n e d  by a s ub c on tr ac to r  o f  a c r e d i t o r - c o n t r a c t o r ,  
even when t h e  l a t t e r  has waived i t s  r i g h t s  under t he  law.  In the  Board's  v i ew,  
t h e  su b c on t r ac t or  i s  a c t i n g  as an agent  o f  the  c r e d i t o r - c o n t r a c t o r  in such 
c a s e s ,  and t h e  s e c u r i t y  i n t e r e s t  t h e r e f o r e  forms part  o f  t he  c r e d i t  t r a n s a c t i o n .  
This  p o s i t i o n  i n c o r p o r a t e s  Board I n t e r p r e t a t i o n  § 226 .9 01 .

Under paragraph ( a ) ( 1 ) ,  a consumer has t he  r i g h t  t o  r e sc i n d  only  i f  
t h e  t r a n s a c t i o n  i n v o l v e s  the  consumer's  p r i n c ip a l  d w e l l in g  and the  consumer's  
ownership i n t e r e s t  in t h a t  d w e l l in g  i s  or  w i l l  be s u b j e c t  t o  a s e c u r i t y  i n t e r e s t .
A number o f  commenters contended t h a t  the  language in t h e  December proposal  
cou ld be i n t e r p r e t e d  t o  provide  t h e  r i g h t  t o  r e sc i n d  t o  a non re s id ent  co-owner  
o f  a d w e l l i n g .  To avoid such i n t e r p r e t a t i o n s , t h e  d e f i n i t i o n  o f  "consumer" in 
§ 22 6 .2  has been expanded t o  c l a r i f y  t h a t ,  f o r  purposes  o f  r e s c i s s i o n ,  a consumer 
i s  any natural  person who i s  both an owner and a r e s i d e n t  o f  a dw e l l in g  t h a t  
i s  or w i l l  be s u b j e c t  t o  a s e c u r i t y  i n t e r e s t  as par t  o f  the  c r e d i t  t r a n s a c t i o n .
The d e f i n i t i o n  t h e r e f o r e  encompasses persons  who are  not  p a r t i e s  t o  the  c r e d i t  
agreement but who have s ign ed  the  s e c u r i t y  agreement .  As a s ig n a to r y  t o  the  
s e c u r i t y  agreement ,  t h a t  person i s  a party t o  the  c r e d i t  t r a n s a c t i o n  and i s
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o b l i g a t e d  to  t h e  e x t e n t  t h a t  h i s  or her ownership i n t e r e s t  i s  encumbered by 
t he  c r e d i t o r ' s  s e c u r i t y  i n t e r e s t .  Ac c or d i ng ly ,  j o i n t  owners in t h i s  s i t u a t i o n  
must be g iven  the  r i g h t  o f  r e s c i s s i o n ,  so long as t h e  property  r e p r e s e n t s  the  
j o i n t  owners'  p r i n c i p a l  d w e l l in g .

The f o o t n o t e  t o  paragraph ( a ) ( 1 )  prov ides  t h a t  the  a d d i t io n  o f  a 
s e c u r i t y  i n t e r e s t  t o  a p r e e x i s t i n g  o b l i g a t i o n  i s  r e s c i n d a b l e .  The r i g h t  o f  
r e s c i s s i o n  a p p l i e s  only t o  the  added s e c u r i t y  i n t e r e s t ,  however,  and not t o  the  
o r i g i n a l  o b l i g a t i o n .  In such s i t u a t i o n s  only the  paragraph (b)  n o t i c e  need be 
d e l i v e r e d ,  not new mater ia l  d i s c l o s u r e s .

Paragraph ( a ) ( 2 ) ,  which corresponds  t o  § 2 2 6 .9 ( a )  o f  the  cur rent  regu
l a t i o n ,  d e s c r i b e s  how the  r ig h t  o f  r e s c i s s i o n  may be e x e r c i s e d .  It  f u r th e r  
prov i des  t h a t  the  consumer's  n o t i f i c a t i o n  t h a t  the  t r a n s a c t i o n  has been resc inded  
i s  cons id ere d  g iven  t o  the  c r e d i t o r  when mai led or f i l e d  fo r  t e l e g r a p h i c  t r a n s 
m i s s i o n .  However, the  20-day l i m i t  fo r  performing the  o b l i g a t i o n s  in paragraph
( d ) ( 2 )  does  not begin t o  run u n t i l  the  c r e d i t o r  r e c e i v e s  the  n o t i c e .

Paragraph ( a ) ( 3 )  r equ ire s  t h a t  consumers be g iven t h r e e  b u s i n e s s  days 
to  re sc in d  the  t r a n s a c t i o n .  This th ree -d ay  period runs from the  l a s t  o f  three  
e v e n t s :  consummation,  d e l i v e r y  o f  the  r e s c i s s i o n  n o t i c e  required by paragraph
(b) and d e l i v e r y  o f  t h e  "material  d i s c l o s u r e s "  as d e f in e d  in the  f o o t n o t e  to  
t h e  paragraph.  The d e f i n i t i o n  o f  "business  day" as ap p l i ed  t o  r e s c i s s i o n  
d i f f e r s  from t h e  December pr opo sa l .  The d e f i n i t i o n  in f o o t n o t e  14 t o  § 22 6 .9  
o f  the  current  r e g u la t i o n  has been r e ta i n e d  and i s  incorporated  in § 226 .2  o f  
the  r e v i s e d  r e g u l a t i o n .

The l a s t  por t ion  o f  paragraph ( a ) ( 3 )  prov ides  f o r  t erm in at i on  o f  an 
unexpired r i g h t  o f  r e s c i s s i o n  t h r ee  y e a r s  from consummation,  upon t r a n s f e r  o f  
a l l  o f  the  consumer's  i n t e r e s t  in the  pr op e r ty ,  or upon s a l e  o f  t h e  pr ope r ty ,  
whichever  i s  f i r s t .  This p r o v i s i o n  d i f f e r s  from both the  o r i g i n a l  r e g u l a t i o n  
and the  December proposal  in t h a t  a t h i r d  e v e n t ,  s a l e  o f  the  p r op e r ty ,  has been 
added. A s a l e  o f  the  property  would in c lu d e  a t r a n s a c t i o n  in which the  consumer 
s e l l s  the  d w e l l i n g ,  and t ake s  back l e g a l  t i t l e  through a purchase money note  and 
mortgage.  Transfer  o f  a l l  the  consumer's  i n t e r e s t  i n c l u d e s  such t r a n s f e r s  as  
be que s t s  and g i f t s .  Ne i th er  a s a l e  o f  the  property  nor a t r a n s f e r  o f  a l l  o f  
the  consumer' s  i n t e r e s t  need be v o l u n t a ry .  Ac c or d i ng ly ,  a f o r e c l o s u r e  s a l e  
would t erm inate  an unexpired r i g h t  t o  r e s c i n d .

Paragraph ( a ) ( 4 )  r e f l e c t s  the  ru le  in  § 2 2 6 . 9 ( f ) ( 1 )  o f  t he  o r i g i n a l  
r e g u l a t i o n .  It provides  t h a t  r e s c i s s i o n  by any one consumer e n t i t l e d  t o  re sc ind  
i s  e f f e c t i v e  as t o  a l l  consumers in vo lve d  in the  t r a n s a c t i o n .

(b) Not ice  o f  the  r ig h t  t o  r e s c i n d .

Paragraph (b)  i s  fo r  the  most part  s i m i l a r  t o  § 2 2 6 . 9 ( b ) ,  i t s  c o u n t e r 
part  in the  c ur ren t  r e g u l a t i o n .  Cr e d i to r s  are  required t o  d e l i v e r  two c o p i e s  
o f  t h e  n o t i c e  o f  t h e  r i g h t  t o  r e s c i n d  t o  each consumer e n t i t l e d  t o  r e s c i n d ,  
and t h a t  n o t i c e  must be on a s ep a ra te  document t h a t  i d e n t i f i e s  t h e  t r a n s a c t i o n .  
I d e n t i f i c a t i o n  o f  t h e  t r a n s a c t i o n  may be made by s imply g i v in g  t he  date  o f  the  
t r a n s a c t i o n .  Unl ike  the  current  r e g u l a t i o n ,  however,  t he  r e v i s e d  r e g u la t i o n



§ 226.23 - 88 -

p r e s c r i b e s  no s p e c i f i c  t e x t  or format fo r  the  n o t i c e .  In s te ad ,  t o  g i ve  c r e d i 
t o r s  g r e a t e r  f l e x i b i l i t y ,  only f i v e  required d i s c l o s u r e s  o t her  than the  i d e n t i 
f i c a t i o n  o f  the  t r a n s a c t i o n  have been s p e c i f i e d .  The n o t i c e s  in Appendix H 
provide  models f o r  c r e d i t o r s  t o  use in complying wi th  t h e s e  requirements .  The 
c r e d i t o r  may provide  a s ep a ra te  form t h a t  the  consumer may use t o  e x e r c i s e  the  
r i g h t  o f  r e s c i s s i o n ,  or t h a t  form may be combined wi th the  o ther  r e s c i s s i o n  
d i s c l o s u r e s ,  as i s  done in the  appendix.

(c)  Delay o f  c r e d i t o r ' s  performance.

Paragraph (c )  i s  s u b s t a n t i a l l y  s i m i l a r  t o  § 2 2 6 . 9 ( c )  o f  the  cur rent  
r e g u l a t i o n  and has no s t a t u t o r y  c o u n t e r p a r t .  I t  p r o h i b i t s  di sbursement  o f  money 
(o th e r  than i n t o  e s c r o w ) ,  performance o f  s e r v i c e s ,  and d e l i v e r y  o f  m a t e r ia l s  
u n t i l  t h e  r e s c i s s i o n  per iod  has e x p i red  and the  c r e d i t o r  i s  reasonably s a t i s f i e d  
t h a t  t h e  consumer has not r e sc i n d e d .

(d) E f f e c t s  o f  r e s c i s s i o n .

Paragraph (d)  i s  based on § 2 2 6 .9 ( d )  o f  the  current  r e g u la t i o n  and 
r e f l e c t s  amended § 125(b)  o f  the  a c t .  I t  d e s c r i b e s  the  e f f e c t s  o f  r e s c i s s i o n  
and o u t l i n e s  t h e  o b l i g a t i o n s  o f  both the  c r e d i t o r  and consumer,  once the  consumer  
has r e s c i n d e d .  Paragraph ( d ) ( 1 )  prov ides  t h a t  t h e  s e c u r i t y  i n t e r e s t  g i v i n g  r i s e  
t o  t h e  r e s c i s s i o n  r i g h t  becomes void when t he  consumer e x e r c i s e s  th at  r i g h t .
Upon r e s c i s s i o n ,  t he  consumer i s  not l i a b l e  f o r  any amount,  in c lu d in g  any 
f i n a n c e  charge .  The term "any amount" i n c l u d e s  any money or property  g iven  by 
t h e  consumer t o  t h e  c r e d i t o r  or a t h i r d  party in conn ec t io n  wi th t he  c r e d i t  
t r a n s a c t i o n .  It  i n c lu d e s  charges  such as a p p l i c a t i o n  and commitment f e e s  or  
f e e s  f o r  a t i t l e  s earch or a p p r a i s a l ,  whether paid t o  the  c r e d i t o r ,  paid d i r e c t l y  
t o  a t h i r d  party or passed on from t he  c r e d i t o r  t o  the  t h i r d  pa r t y .  The f a c t  
t h a t  t h e s e  amounts may not  re pr es e nt  p r o f i t  t o  t h e  c r e d i t o r  but rather  were used  
by the  c r e d i t o r  t o  purchase s e r v i c e s  i s  i r r e l e v a n t  in determin ing whether the  
consumer i s  l i a b l e  f o r  them. However, the  Board emphasizes  t h a t  the  term 
"any amount" does not  apply t o  any money or property  g iven  by t h e  c r e d i t o r  
t o  t h e  consumer.  S i m i l a r l y ,  c r e d i t o r s  need not  return any money g iven by t h e  
consumer t o  t h i r d  p a r t i e s  o u t s i d e  o f  the  c r e d i t  t r a n s a c t i o n .

Although t he  o r i g i n a l  r e g u l a t i o n  and the  amended s t a t u t e  use t h e  
language  "any f i n a n c e  or o ther  charge ,"  the  term "any amount" merely in c or p or at e s  
t h e  s t a f f ' s  l ong s ta nd ing  i n t e r p r e t a t i o n  o f  t h a t  language .  Furthermore,  a l though  
undef ined  in the  r e v i s e d  r e g u l a t i o n ,  the  term "other charge" in the  current  
r e g u l a t i o n  has become a term o f  a r t  which does not in c lu d e  a l l  t h e  f e e s  which 
must be returned by the  c r e d i t o r .  Use o f  t h e  same term t o  d e f i n e  d i f f e r e n t  
amounts would be c o n f u s i n g .

Paragraph ( d ) ( 2 )  a l s o  r e f l e c t s  the  s t a t u t o r y  amendment expanding from 
10 t o  20 days t h e  t ime  per iod  wi t h in  which t h e  c r e d i t o r  must return a consumer's  
money or property  and tak e  the  ne c e ssa r y  a c t i o n  t o  t erm in ate  the  s e c u r i t y  
i n t e r e s t .  Furt her ,  t o  r e f l e c t  t h e  s t a f f ' s  l on g s ta nd in g  i n t e r p r e t a t i o n  o f  t h i s  
p r o v i s i o n ,  t h e  term "calendar days" i s  used t o  d e s c r i b e  t h e  t ime  per iod .

Paragraph ( d ) ( 3 )  provides  t h a t  t h e  consumer may r e t a i n  p o s s e s s i o n  o f  
any money or property  r e c e i v e d  from t he  c r e d i t o r  u n t i l  t h e  c r e d i t o r  has performed 
under paragraph ( d ) ( 2 ) .  Once the  c r e d i t o r  has met i t s  o b l i g a t i o n s ,  the  consumer
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must t en der  the  money or property  t o  t h e  c r e d i t o r .  I f  t he  t ender  o f  property  
would be i m p r a c t i c a b l e ,  t h e  consumer may pay i t s  re asonable  v a l u e .  Property  
may be t endered a t  the  l o c a t i o n  o f  t h e  property  or a t  t he  consumer' s  r e s i d e n c e ,  
but money must be t endered  a t  t h e  c r e d i t o r ' s  p l ac e  o f  b u s i n e s s .  This p r o v i s i o n  
has been s p e c i f i c a l l y  in corporated  i n t o  the  t e x t  o f  the  r e g u l a t i o n .

Paragraph ( d ) ( 3 )  a l s o  provides  t h a t  i f  a c r e d i t o r  does not tak e  p o s s e s 
s io n  o f  the  money or property  w i t h i n  20 ca lend ar  days a f t e r  t h e  consumer's
t e n d e r ,  the  consumer may keep i t  wi thout  f u r th e r  o b l i g a t i o n .  The 20-day l i m i t
in t h i s  paragraph a l s o  r e f l e c t s  the  s t a t u t o r y  change.  The Board emphasizes  
t h a t  t he  20-day per iod does not  begin u n t i l  the  consumer t e n d e rs  the  proper ty .

Paragraph ( d ) ( 4 )  r e f l e c t s  amended § 125(b)  o f  the  ac t  and prov i des  
t h a t  the  procedures  o u t l i n e d  in paragraphs ( d ) ( 2 )  and ( d ) ( 3 )  may be modi f i ed  
by a c o u r t .

(e)  Consumer's wa iver  o f  r i g h t  t o  r e s c i n d .

Paragraph (e )  p r e s c r i b e s  how and when a consumer may waive the  r ig h t  
t o  r e s c i n d .  It d i f f e r s  from i t s  co unt erpart  in the  current  r e g u l a t i o n  but
mirrors  the  s tandard used in § 125(d)  o f  t he  a c t .  There no longer  need be an
emergency which endangers persons  or prope r ty .  The consumer need only determine  
t h a t  the  e x t e n s i o n  o f  c r e d i t  i s  n ec ess a ry  t o  meet a bona f i d e  personal  f i n a n c i a l  
emergency.

Some commenters were concerned t h a t  t h e  re laxed  standard would r e s u l t  
in abuse o f  t h e  wa iver  p r o v i s i o n s .  The Board emphasizes  t h a t  wa iver  or m o d i f i 
c a t i o n  o f  the  r e s c i s s i o n  r ig h t  should not  become a pro forma m at t e r ,  but should  
occur  only in rare  c i r c u m s ta n c e s .  Although s ev era l  commenters urged t h a t  a 
waiver  a u t o m a t i c a l l y  i n s u l a t e  a c r e d i t o r  from l i a b i l i t y  f o r  f a i l i n g  t o  provide  
the  r e s c i s s i o n  r i g h t ,  t h e  Board b e l i e v e s  t h a t  such p r o t e c t i o n  i s  unwarranted.  
Ac c o r d i n g ly ,  be fo re  a c c e p t i n g  a w a i ve r ,  c r e d i t o r s  must as sure  the mse lve s  t h a t  
th e  reasons  g iven f o r  t h e  waiver are  both s u b s t a n t i a l  and c r e d i b l e  and t h a t  
t h e  wa iver  i s  in a l l  r e s p e c t s  bona f i d e .  This requirement ,  combined with  the  
cont inued  p r o h i b i t i o n  a g a i n s t  t h e  use  o f  pre pr in ted  forms ,  w i l l  prevent  abus ive  
p r a c t i c e s ,  w h i l e  a t  the  same t ime permit  consumers t o  waive the  r e s c i s s i o n  
r i g h t  in appr opr ia te  c i r c u m s ta n c e s .  The Board wishes  t o  f u r t h e r  emphasize  
t h a t  under § 22 6 .25  o f  the  r e v i s e d  r e g u l a t i o n  c r e d i t o r s  are required t o  r e ta in  
e v id en ce  o f  compliance  f o r  a period o f  two y e a r s .  This i n c l u d e s  r e s c i s s i o n  
w a i v e r s .

Paragraph (e )  a l s o  r e t a i n s  the  r u l e  in § 2 2 6 . 9 ( f ) ( 2 )  o f  the  cur rent  
r e g u l a t i o n ,  which r e q u i re s  t h a t  the  wa iver  be s igned  by a l l  consumers e n t i t l e d  
t o  r e s c i n d .

( f )  Exempt t r a n s a c t i o n s .

Paragraph ( f )  i s  based on amended § 125(e)  o f  the  a c t  and i s  s i g n i f i 
c a n t l y  r e v i s e d  from § 2 2 6 . 9 ( g )  o f  t h e  current  r e g u l a t i o n .
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Paragraph ( f ) ( 1 )  exempts from the  r i g h t  o f  r e s c i s s i o n  a r e s i d e n t i a l  
mortgage t r a n s a c t i o n ,  as t h a t  term i s  d e f in e d  in § 2 2 6 . 2 .  This e x c e p t i o n  i s  
based on current  § 2 2 6 . 9 ( g ) ( 1 ) ,  r e l a t i n g  t o  f i r s t  l i e n  purchase money t r a n s 
a c t i o n s ,  but d i f f e r s  in two m ater ia l  r e s p e c t s .  F i r s t ,  property  need not  be 
c l a s s i f i e d  as real  property  under s t a t e  law in order f o r  t h e  ex c ep t io n  t o  apply .  
Second,  the  l i e n  s t a t u s  o f  the  mortgage i s  i r r e l e v a n t  fo r  purposes  o f  the  
exempt ion;  t h e  f a c t  t h a t  the  mortgage has j u n i o r  l i e n  s t a t u s  does not  by 
i t s e l f  prec lude  a p p l i c a t i o n  o f  § 2 2 6 . 2 3 ( f ) ( 1 ) .  As in the  current  r e g u l a t i o n ,  
however,  the  e x c e p t i o n  a p p l i e s  t o  loans  t o  f in a n c e  the  c o n s t r u c t i o n  as wel l  as  
t h e  a c q u i s t i o n  o f  a pr i n c ip a l  d w e l l i n g .

A q u e s t i o n  a r i s e s  under paragraph ( f ) ( 1 )  as t o  whether a loan t o  
ac quire  an e x i s t i n g  d w e l l in g  and t o  make improvements to  t h a t  d w e l l in g  i s  
exempt.  In the  Board's judgment,  even though a por t ion  o f  the  proceeds  i s  used 
f o r  purposes  o t he r  than a c q u i s i t i o n  or i n i t i a l  c o n s t r u c t i o n ,  the  e n t i r e  t r a n s 
a c t i o n  may be viewed as a r e s i d e n t i a l  mortgage t r a n s a c t i o n  and t h e r e f o r e  exempt  
from the  r i g h t  o f  r e s c i s s i o n .  This assumes,  however,  t h a t  the  loan f o r  a c q u i 
s i t i o n  and improvement i s  in f a c t  t r e a t e d  as one t r a n s a c t i o n .  I f  the  loan f o r  
t h e  a c q u i s i t i o n  o f  t h e  d w e l l in g  and the  subsequent  advances f o r  the  improve
ments are t r e a t e d  as more than one t r a n s a c t i o n ,  then only the  t r a n s a c t i o n  
f i n a n c i n g  t h e  a c q u i s t i o n  o f  the  d w e l l in g  i s  exempt.

Paragraph ( f ) ( 2 )  i n c o r p o r a t e s  the  current  p o s i t i o n  taken in Board 
I n t e r p r e t a t i o n  § 22 6 .9 0 3  concern ing the  r i g h t  o f  r e s c i s s i o n  in r e f i n a n c i n g s .
The exemption a p p l i e s  on ly  t o  new advances from the  same c r e d i t o r  and only  i f  
t h e  new amount f in an ced  does not exceed  the  unpaid p r i n c ip a l  balance  p l u s  any 
f i n a n c e  charge;  however,  the  r ig h t  o f  r e s c i s s i o n  does apply t o  r e f i n a n c i n g s  by 
a d i f f e r e n t  c r e d i t o r  and t o  t h a t  part  o f  a r e f i n a n c i n g  by the  same c r e d i t o r  
t h a t  i s  in e x c e s s  o f  the  e x i s t i n g  debt .

Paragraph ( f ) ( 3 )  exempts t h o s e  t r a n s a c t i o n s  in which s t a t e  a g e n c ie s  
are c r e d i t o r s .  It corresponds  t o  § 2 2 6 . 9 ( g ) ( 5 )  o f  the  c urr ent  r e g u la t i o n  and 
i s  based on § 1 2 5 ( e ) ( 1 ) ( C )  o f  the  r e v i s e d  s t a t u t e .

Paragraph ( f ) ( 4 )  corresponds  t o  § 2 2 6 . 1 7 ( c ) ( 6 )  o f  the  r e v i s e d  r e g u l a 
t i o n .  J u s t  as new d i s c l o s u r e s  need not be made f o r  subsequent  advances when 
t r e a t e d  as one t r a n s a c t i o n ,  no new r e s c i s s i o n  r i g h t s  a r i s e  so long as the  
a pp r o pr ia te  n o t i c e  and d i s c l o s u r e s  are  g iven a t  the  o u t s e t .  However, i f  the  
advances are  t r e a t e d  as s e p a r a te  t r a n s a c t i o n s ,  the  r i g h t  t o  re sc i nd  a p p l i e s  t o  
each advance.

A number o f  commenters reques ted  t h a t  a co unte rpart  t o  current  Board 
I n t e r p r e t a t i o n  § 2 2 6 . 8 1 4  be added as an exemption from t he  r i g h t  o f  r e s c i s s i o n .  
Paragraph ( f ) ( 5 )  exempts from r e s c i s s i o n  the  renewal o f  op t io na l  insurance  pre 
miums added t o  an e x i s t i n g  t r a n s a c t i o n .  D i s c l o s u r e s ,  as wel l  as any a p p l i c a b l e  
r i g h t  o f  r e s c i s s i o n ,  must c o nt inu e  t o  be provided f o r  the  o r i g i n a l  purchase o f  
t h e  in su ra nc e .

The ru le  in cu rrent  § 2 2 6 . 9 ( g ) ( 4 )  concerning  a g r i c u l t u r a l  l oans  has  
been omit ted pursuant  t o  the  s t a t u t e .  Furthermore,  s i n c e  exemptions  from t h e  
r i g h t  o f  r e s c i s s i o n  no lo nger  depend on the  p r i o r i t y  s t a t u s  o f  the  l i e n ,  t he  
exemption in c ur ren t  § 2 2 6 . 9 ( g ) ( 3 )  concern ing  a subsequent  sub ord inat ion  o f  a 
s e c u r i t y  i n t e r e s t  a l s o  has been d e l e t e d .
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S e c t i o n  2 2 6 .2 4  c o n t a i n s  r u l e s  f o r  a d v e r t i s i n g  c lo s e d - e n d  consumer  
c r e d i t  and corresponds  t o  § 2 2 6 . 1 0 ( a ) ,  (b) and (d)  o f  t h e  current  r e g u l a t i o n .
I t  i s  s u b s t a n t i a l l y  s i m i l a r  t o  i t s  cou nt erp art  in the  December propo sa l .

(a)  A c t u a l ly  a v a i l a b l e  t erms .

This  paragraph i s  based on § 2 2 6 . 1 0 ( a ) ( 1 )  o f  t h e  current  r e g u l a t i o n ,  
which prov ides  t h a t  no adve r t i s eme nt  s h a l l  s t a t e  t h a t  a s p e c i f i c  amount o f  
c r e d i t  or i n s t a l l m e n t  amount can be arranged u n l e s s  the  c r e d i t o r  u s u a l l y  and 
cus tom ar i ly  arranges  or w i l l  arrange such t erms .  This paragraph permi ts  adver 
t i s e m e n t s  t o  s t a t e  only t h o s e  terms t h a t  the  c r e d i t o r  i s  a c t u a l l y  prepared t o  
o f f e r .  It  i s  not intended t o  i n h i b i t  the  promotion o f  new c r e d i t  programs, but 
t o  p r o h i b i t  adve r t i s eme nt  o f  terms which the  c r e d i t o r  does not a c t u a l l y  intend  
t o  o f f e r .  For example,  a c r e d i t o r  may not a d v e r t i s e  a very low annual percentage  
r a t e  t h a t  w i l l  not  in f a c t  be a v a i l a b l e  a t  any t i m e ,  but may a d v e r t i s e  a ra te  
t h a t  w i l l  be o f f e r e d  f o r  only  a l i m i t e d  p e r io d .

(b) Advert isement  o f  r a te  o f  f in a n c e  c h a r g e .

Paragraph (b) r e q u i re s  t h a t  a d v e r t i s e d  r a t e s  be s t a t e d  in terms o f  an 
annual pe rcentage  r a t e .  It  corresponds t o  § 2 2 6 . 1 0 ( d ) ( 1 )  o f  the  current  r eg u l a 
t i o n .

Unl ike  the  cu rrent  r e g u l a t i o n ,  t h i s  paragraph re qu ir e s  a r e fe r e n c e  
t o  any v a r i a b l e  r a t e  f e a t u r e .  As in  § 2 2 6 . 1 8 ( f ) ,  r e l a t i n g  t o  d i s c l o s u r e  o f  a 
v a r i a b l e  r a t e ,  the  ra te  i n c r e a s e  d i s c l o s u r e  requirement in t h i s  paragraph does  
not apply t o  any r a te  i n c r e a s e  due t o  de l inquency  ( in c l u d i n g  l a t e  payment) ,  
d e f a u l t ,  a c c e l e r a t i o n ,  a s sumption,  or t r a n s f e r  o f  c o l l a t e r a l .

( c )  Advert isement  o f  terms t h a t  req u i re  a d d i t io n a l  d i s c l o s u r e s .

This  paragraph corresponds t o  § 2 2 6 . 1 0 ( d ) ( 2 )  o f  the  cur rent  r e g u l a t i o n .  
Paragraph ( c ) ( 1 )  s e t s  f o r t h  t h e  c r e d i t  terms which,  i f  used in an ad ve r t i s e m e n t ,  
re q u ir e  d i s c l o s u r e  o f  the  c r e d i t  terms l i s t e d  in paragraph ( c ) ( 2 ) .

This p r o v i s i o n  d i f f e r s  from paragraph ( d ) ( 2 )  o f  the  cur ren t  r e g u l a 
t i o n  in t h a t  t h e  l i s t  o f  terms t h a t  requ ire  a d d i t io n a l  d i s c l o s u r e s  has been 
s tr ea m l in ed  t o  correspond wi th  t h e  l i s t  o f  terms mandated by the  s t a t u t e .  "No 
downpayment" and "no charge f o r  c r e d i t "  have been e l i m in a t e d  as terms t h a t  
would req uire  a d d i t i o n a l  d i s c l o s u r e s  under the  new r e g u l a t i o n  s i n c e  t he  s t a t u t e  
s p e c i f i e s  only t h a t  a s ta t eme nt  o f  the  downpayment " i f  any" i s  a t r i g g e r i n g  term.

S i m i l a r l y ,  t he  a d d i t i o n a l  d i s c l o s u r e s  in paragraph ( c ) ( 2 )  t h a t  must  
be made i f  a s p e c i f i e d  term appears in an adver t i se men t  have bepn reduced t o  
only t h o s e  d i s c l o s u r e s  mandated by the  s t a t u t e .

Paragraph ( c ) ( 2 ) ( i i )  r e q u i re s  d i s c l o s u r e  o f  the  "terms o f  repayment," 
as provided in t h e  s t a t u t e ,  i n s t e a d  o f  "number, amounts and t iming  o f  repayment,"  
as  required under the  cu rrent  r e g u l a t i o n .  This  change i s  des igned  t o  provide  
g r e a t e r  f l e x i b i l i t y  t o  c r e d i t o r s  in making t h i s  d i s c l o s u r e .  Repayment terms

Section 226.24 —  Advertising.
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may be expr ess ed  in a v a r i e t y  o f  ways in a d d i t i o n  t o  the  e xac t  repayment s c h e 
d u l e .  For example ,  a c r e d i t o r  may use a u n i t - c o s t  approach in making t h e  
required  d i s c l o s u r e ,  e . g . ,  "48 monthly payments o f  $2 7 . 83  per $1 ,00 0  borrowed."
As another example,  in an adve r t i s eme nt  f o r  c r e d i t  secured by a d w e l l i n g ,  when 
any s e r i e s  o f  payments v a r i e s  because o f  a graduated payment f e a t u r e  or because  
o f  the  i n c l u s i o n  o f  mortgage in surance  premiums, a c r e d i t o r  may comply wi th  
paragraph ( c ) ( 2 ) ( i i ) o f  t h i s  s e c t i o n  by s t a t i n g  t he  number and t iming  o f  pay
ments ,  the  amounts o f  t h e  l a r g e s t  and s m a l l e s t  o f  t h o s e  payments,  and t h e  f a c t  
t h a t  o th er  payments w i l l  vary between t h o s e  amounts.  This example r e f l e c t s  
Board I n t e r p r e t a t i o n  § 22 6 . 80 8  o f  t h e  current  r e g u l a t i o n  and § 2 2 6 .1 8 ( g )  o f  
th e  r e v i s e d  r e g u l a t i o n .

The f o o t n o t e  t o  t h i s  paragraph r e f l e c t s  Board I n t e r p r e t a t i o n  
§ 2 2 6 . 1 0 0 1 ,  which d e a l s  wi th  the  adve r t i s eme nt  o f  c r e d i t  terms when a l l  c r e d i t  
s a l e s  or loans  are not made on the  same b a s i s .  The adver t i sement  o f  c r e d i t  
terms may be made by g i v i n g  one or more examples o f  t y p i c a l  e x t e n s i o n s  o f  
c r e d i t  and s t a t i n g  a l l  o f  the  terms a p p l i c a b l e  t o  each example.  The examples  
must be l a b e l l e d  as such and must r e f l e c t  r e p r e s e n t a t i v e  c r e d i t  terms t h a t  are  
made a v a i l a b l e  by t he  c r e d i t o r  t o  pr es en t  and p r o s p e c t i v e  cus tomers .

(d)  Cata log s  and m u l t i p l e - p a g e  a d v e r t i s e m e n t s .

Paragraph ( d ) ,  which c o n t a i n s  s p e c i a l  a d v e r t i s i n g  r u l e s  f o r  c a t a l o g s ,  
brochures  and s i m i l a r  m a t e r i a l ,  correponds t o  § 22 6 . 1 0 ( b )  o f  the  current  
r e g u l a t i o n .  It  in c o r p o r a t e s  the  requirement  in current  Board I n t e r p r e t a t i o n  
§ 226 .1002  t h a t  t h e  t a b l e s  or sc he du le s  o f  terms in c a t a l o g s  in c lu d e  a l l  amounts 
up t o  t h e  l e v e l  o f  the  more commonly s o ld  h igher  pr i ced  property or s e r v i c e s .
In t h e  Board's v i ew ,  the  remaining por t ion  o f  t h a t  i n t e r p r e t a t i o n ,  regarding  
t h e  method o f  computing d i s c l o s u r e s  and the  $ 1 , 0 0 0  l i m i t  on the  examples ,  i s  
unnecessary  and i t s  i n c l u s i o n  would be contrary t o  t h e  concept  o f  s i m p l i f i c a t i o n .

SUBPART D — MISCELLANEOUS 

S e c t i o n  226 .25 — Record r e t e n t i o n .

The genera l  r u l e  i s  s e t  f o r t h  in paragraph (a)  t h a t  c r e d i t o r s  must  
r e t a i n  e v id e n c e  o f  compliance f o r  two y e a r s  from t h e  dat e  d i s c l o s u r e s  are  
req uired  t o  be made or a c t i o n  i s  required  t o  be taken .  Ne i ther  the  December 
proposal  nor t h e  corresponding  p r o v i s i o n  in t he  cur rent  r e g u l a t i o n ,  § 2 2 6 . 6 ( i ) ,  
s t a t e d  when the  two-year  per iod be g i ns  when c e r t a i n  a c t i o n ,  i n s t e a d  o f  d i s c l o 
s u r e s ,  i s  req u i red .  Language has been added in t he  r e v i s e d  r e g u la t i o n  t o  cover  
t h e s e  s i t u a t i o n s .

The language in the  December proposal  t h a t  c r e d i t o r s  may r e ta i n  
"information s u f f i c i e n t  t o  r e c o n s t r u c t  the  required d i s c l o s u r e s "  has been 
d e l e t e d  from t he  r e v i s e d  r e g u l a t i o n ,  but i t  w i l l  be inc luded  in  the  commentary.  
Although some commenters e xp re sse d  concern about t h i s  l anguage ,  the  Board does  
not  in tend  t h i s  p r o v i s i o n  t o  req u ire  more informat ion t o  be r e ta i n e d  than under 
§ 2 2 6 . 6 ( i )  o f  t h e  current  r e g u l a t i o n .  It  permi t s  a c r e d i t o r  t o  keep only t h e  
in format ion  i t  needs t o  r e c o n s t r u c t  t h e  d i s c l o s u r e s  g i v e n ,  rather  than re qu ir in g  
r e t e n t i o n  o f  t h e  actual  d i s c l o s u r e s  g i v e n .
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Although the  exp lanatory  mater ia l  in t h e  December proposal  s t a t e d  
t h a t  a d v e r t i s i n g  i s  not covered by the  record r e t e n t i o n  p r o v i s i o n s ,  the  pro
posed r e g u la t i o n  i t s e l f  did not r e f l e c t  t h i s  f a c t .  Language has been included  
in the  r e v i s i o n  t o  make c l e a r  t h a t  a d v e r t i s i n g  requirements  under §§ 226 .16  
and 2 26 .2 4  are not covered by the  record r e t e n t i o n  r u l e s .  This c on t in u es  the  
p o s i t i o n  in § 2 2 6 . 6 ( i ) ( 1 )  o f  the  current  r e g u l a t i o n .

Paragraph (b) o f  t he  December proposal  provided examples o f  re co r d 
keep ing  methods t h a t  could be used t o  r e ta i n  ev id enc e  o f  compliance.  This  
paragraph has been d e l e t e d  from t h e  r e v i s e d  r e g u l a t i o n  as i na ppr opr ia te  r e g u l a 
t ory  m a t e r i a l .  These examples w i l l  be incorporated  in the  commentary.

The r e v i s e d  r e g u l a t i o n  does not co nt a i n  the  s p e c i a l  record r e t e n t i o n  
r u l e  in § 2 2 6 . 6 ( i )  (2) o f  the  current  r e g u l a t i o n  f o r  c r e d i t o r s  s u b j e c t  t o  the  
f i v e  f eder a l  a g e n c ie s  p a r t i c i p a t i n g  in the  Regula t ion  Z Enforcement G u i d e l i n e s .  
In i t s  p l a c e ,  paragraph (a)  prov ides  t h a t  enforcement  ag e nc ie s  may require  
c r e d i t o r s  under t h e i r  j u r i s d i c t i o n  t o  r e ta i n  records  f o r  a per iod longer  than 
two y e a r s  i f  nec ess ar y  t o  carry out  enforcement  r e s p o n s i b i l i t i e s  under § 108 
o f  t h e  a c t .

Se c t io n  2 26 .2 6  - -  Use o f  annual pe rcentage  r a t e  in oral  d i s c l o s u r e s .

This s e c t i o n  corresponds  t o  a new § 146 in t h e  a c t ,  and i s  based on 
Board I n t e r p r e t a t i o n  § 226 .101  t o  the  current  r e g u l a t i o n .  Addi t ional  p r o v i s i o n s  
have been added t o  t h e  December proposal  t o  modify the  requirements  f o r  t r a n s 
a c t i o n s  where t he  c r e d i t o r  cannot  de termine  in advance the  annual percentage  
r a t e .  This type  o f  m o d i f i c a t i o n  i s  s p e c i f i c a l l y  permi t ted  by § 146.

In t he  open-end c r e d i t  a r e a ,  the  e xc ep t i on  w i l l  a l low c r e d i t o r s  to  
fu r n i s h  the  corresponding  annual percentage  ra te  and o t he r  information about  
t h e  p l a n ,  such as t r a n s a c t i o n  f e e s  and minimum c ha r ge s .  In c lo s e d - e n d  c r e d i t  
i n q u i r i e s ,  t h e  c r e d i t o r  may s t a t e  an annual percentage  r a t e  f o r  a s tandard ,  
sample t r a n s a c t i o n ,  as wel l  as more s p e c i f i c  a d d i t io n a l  information about the  
p a r t i c u l a r  t r a n s a c t i o n  asked about by the  consumer.  This s p e c ia l  r u l e  should  
be p a r t i c u l a r l y  he lp fu l  t o  c r e d i t o r s  responding t o  i n q u i r i e s  about mortgage  
c r e d i t .  They may respond in terms o f  the  annual percentage  ra te  in a s tandard
example ,  w h i l e  a l s o  p r o v i d in g ,  f o r  i n s t a n c e ,  in format ion  on the  consumer's
s p e c i f i c  c a s e  in terms o f  i n t e r e s t  r a te  and p o i n t s .

Se c t io n  2 2 6 . 1 0 ( f )  o f  t he  cu rrent  r e g u l a t i o n  has been dropped,  s i n c e  
i t  implemented the  o r i g i n a l  § 146,  now r e p e a le d .

Se c t i o n  2 26 .2 7  — Spanish language d i s c l o s u r e s .

This s e c t i o n  i s  unchanged from t h e  December pr op os a l ,  e xc ept  f o r  minor 
e d i t o r i a l  changes t o  improve i t s  r e a d a b i l i t y .  I t  c o nt in u es  the  requirements  o f  
§ 2 2 6 . 6 ( a )  o f  t h e  current  r e g u l a t i o n .
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S e c t i o n  226 .28  - -  E f f e c t  on s t a t e  la w s .

This  s e c t i o n  s e t s  fo r t h  the  s tandards  f o r  t he  preemption o f  s t a t e
law.  In order t o  be preempted,  a s t a t e  law must be i n c o n s i s t e n t  wi th t he  ac t
and the  implementing p r o v i s i o n s  o f  t h e  r e g u l a t i o n .  A s t a t e  law i s  preempted to
t h e  e x t e n t  o f  the  i n c o n s i s t e n c y .

Paragraph ( a ) ( 1 )  d e a l s  wi th s t a t e  laws t h a t  cover  the  t yp e s  o f  
requirements  cont a in ed  in ch apter  1 (General p r o v i s i o n s ) ,  chapt er  2 (Cr ed i t  
t r a n s a c t i o n s ) ,  and ch apter  3 (C red i t  a d v e r t i s i n g )  o f  the  ac t  and t h e  imple
menting p r o v i s i o n s  o f  t h e  r e g u l a t i o n .  The general  standard here i s  t h a t  a 
s t a t e  law i s  i n c o n s i s t e n t  i f  i t  re qu ir e s  d i s c l o s u r e s  or a c t i o n s  t h a t  c o n t r a d i c t  
the  requirements  o f  t h e  f ed er a l  law.  A s t a t e  law t h a t  re qu ir e s  c r e d i t o r s  to  
use  the  same term as t h e  f ed era l  law where the  s t a t e - r e q u i r e d  term r e p r es e n t s  a 
d i f f e r e n t  amount or has a d i f f e r e n t  meaning than the  f eder a l  law i s  i n c o n s i s 
t e n t .  For example,  i f  a s t a t e  law re qu ir e s  use o f  the  term "f inance  charge,"  
but d e f i n e s  the  term t o  in c lu d e  c e r t a i n  f e e s  t h a t  t h e  f ed era l  law e x c l u d e s ,  or  
t o  e xc lud e  f e e s  the  f ed era l  law i n c l u d e s ,  such a law i s  preempted.  A s t a t e  law 
i s  a l s o  i n c o n s i s t e n t  i f  i t  mandates the  use o f  a term t h a t  i s  d i f f e r e n t  from a 
f ed er a l  term,  but d e s c r i b e s  the  same i tem as the  f ed era l  term. For example,  i f  
a s t a t e  law r e q u i re s  a labe l  such as "nominal annual i n t e r e s t  rate" fo r  the  
f e d e r a l  "annual per centage  r a te , "  the  s t a t e  law would be preempted.

Although t h e  language " co nt rad ic t s"  i s  not  the  same as t h a t  used in  
§ 2 2 6 . 6 ( b ) ( 1 )  o f  the  current  r e g u l a t i o n  or in § 2 2 6 . 3 1 ( a ) ( 1 )  o f  the  December 
pr o p o s a l ,  the  Board b e l i e v e s  i t  proper ly  implements c on gr e ss io na l  i n t e n t  wi th  
regard t o  preemption.  The language l ends  a g r e a te r  degree  o f  c e r t a i n t y  t o  the  
preemption s tandard ,  and b e t t e r  i l l u s t r a t e s  the  g u i d e l i n e s  t h a t  the  Board w i l l  
use  in making preemption d e t e r m in a t i o n s .  The Board b e l i e v e s  t h a t  an asses sment  
o f  whether s t a t e  law c o n t r a d i c t s  f ed era l  law w i l l  r e s u l t  in t h e  preemption o f  
s t a t e  laws re qu ir in g  d i s c l o s u r e s  t h a t  would i n t e r f e r e  wi th the  i n t e n t  o f  the  
f ed er a l  scheme o f  d i s c l o s u r e s ,  w h i l e  l e a v i n g  in p l ace  t h o s e  s t a t e  laws t h a t  do 
not  i n t e r f e r e  wi th t h e  f ed era l  scheme.

Paragraph ( a ) ( 1 )  a l s o  s e t s  fo r t h  who may reques t  a Board de t erminat ion  
on i n c o n s i s t e n c y  under c ha pt e rs  1,  2,  and 3. These in c lu d e  a c r e d i t o r ,  a s t a t e ,  
or any o th er  i n t e r e s t e d  p a r t y ,  a l though t h e  Board may a l s o  make de ter m in at i ons  
on i t s  own motion wi thout  a r e q u e s t .  Furthermore,  t he  p r o v i s i o n  s p e c i f i e s  t h a t  
a f t e r  the  Board has made a de ter min at ion  o f  i n c o n s i s t e n c y  wi th r e sp e c t  t o  a 
s p e c i f i c  s t a t e  law,  the  s t a t e  law requirement  t h a t  t he  Board has i d e n t i f i e d  as  
s p e c i f i c a l l y  preempted must not be fo l l owe d  by a c r e d i t o r  in making d i s c l o s u r e s .  
This p r o v i s i o n  implements the  p r o h i b i t i o n  c o nt a in ed  in amended § 111(a)  o f  the  
a c t .  The Board in te n d s  t o  prov ide  s u f f i c i e n t  t ime t o  permi t  c r e d i t o r s  t o  make 
whatever r e v i s i o n s  o f  forms or procedures  t h a t  may be nec ess ar y  to  conform to  
t h e  in d i v id u a l  d e t erm in a t io ns  on c o n t r a d i c t o r y  s t a t e  d i s c l o s u r e s .

A c r e d i t o r  may apply the  preemption s tandards  to  s t a t e  law and choose  
not t o  g i v e  s t a t e - r e q u i r e d  d i s c l o s u r e s  t h a t  i t  conc ludes  are i n c o n s i s t e n t  wi th  
the  f eder a l  law in advance o f  s p e c i f i c  Board d e t e r m in a t i o n s .  However, the  abso
l u t e  p r o h i b i t i o n  a g a i n s t  g i v i n g  t h e  s t a t e  d i s c l o s u r e s  does not apply u n t i l  the
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Board makes i t s  d e t er m in a t i o n .  Th er e fo re ,  a c r e d i t o r  may choose t o  g i v e  s t a t e  
d i s c l o s u r e s  u n t i l  the  Board de termines  t h a t  t he  s t a t e  law i s  i n c o n s i s t e n t .
This op t io n  f o r  g i v i n g  s t a t e  d i s c l o s u r e s  i s  intended t o  r e l i e v e  any u n c e r t a i n t y  
t h a t  a c r e d i t o r  might have pr io r  t o  Board d e t er m in at io ns  o f  i n c o n s i s t e n c y .

Paragraph ( a ) ( 2 )  s e t s  f o r t h  the  preemption r u l e s  f o r  t h e  f a i r  c r e d i t  
b i l l i n g  laws .  The r u l e s  are  s u b s t a n t i v e l y  unchanged from § 2 2 6 . 6 ( b ) ( 2 )  o f  the  
c urren t  r e g u l a t i o n ,  a l though some o f  t he  language and the  o r g a n i z a t i o n  have  
been changed t o  make i t  more unders tandable .  Paragraph ( a ) ( 2 ) ( i i i )  co nt inu es  
the  p o s i t i o n  o f  t h e  cu rrent  r e g u l a t i o n  t h a t  a l lo w s  only s t a t e s  t o  reque s t  a 
Board de ter min at ion  under the  f a i r  c r e d i t  b i l l i n g  laws .

The f a i r  c r e d i t  b i l l i n g  p r o v i s i o n s  in t he  December proposal  r e s t a t e d  
t h e  s t a t u t o r y  language t h a t  a s t a t e  law f u r n i s h i n g  g r e a t e r  p r o t e c t i o n  t o  the  
consumer than f ed era l  law i s  not i n c o n s i s t e n t .  The r e v i s e d  p r o v i s i o n s  return  
t o  the  s tandards  in the  current  r e g u l a t i o n  because  they seem c l e a r e r  and more 
prec i  s e .

Paragraph (b) c o ve r in g  e q u i v a l e n t  d i s c l o s u r e  requirements  implements  
amended § 1 1 1 ( a ) ( 2 )  and i s  s u b s t a n t i v e l y  unchanged from § 22 6 . 3 1 ( b )  o f  the  
December p ro po sa l .  I f  a s t a t e - r e q u i r e d  d i s c l o s u r e  i s  determined by the  Board 
t o  be s u b s t a n t i a l l y  the  same in meaning as  a f ed era l  d i s c l o s u r e ,  t h e  s t a t e  
d i s c l o s u r e  may be made in p l ac e  o f  the  f ed era l  d i s c l o s u r e .  This  p r o v i s i o n  does  
not apply t o  requirements  r e l a t i n g  to  the  f i n a n ce  charge or annual percentage  
r a t e .  A c r e d i t o r ,  s t a t e ,  or o ther  i n t e r e s t e d  party may make a reques t  t o  the  
Board f o r  an equ iv a le nc y  d e t er m in a t i o n .

Paragraph (c)  r e f e r s  t o  Appendix A, which c o n t a in s  t h e  procedures  to  
be used in r e q u e s t i n g  a Board d e t erm in at i on  on preemption.

S e c t i o n  22 6 .2 9  - -  S t a t e  e x e m p t i o n s .

Thi s  s e c t i o n  corresponds  t o  § 226 .12  o f  t h e  current  r e g u l a t i o n .  The 
subs ta nc e  o f  t h i s  s e c t i o n  was cont a in ed  in Appendix A o f  t h e  December p ro po sa l .  
The mater ia l  on exemptions  has been rearranged t o  p a r a l l e l  the  mater ia l  c ov er i ng  
t he  e f f e c t  on s t a t e  laws .  This s e c t i o n  s e t s  f o r t h  t h e  s tandards  fo r  exempt ions  
and Appendix B c o n t a in s  t h e  procedures  f o r  apply ing  f o r  and grant ing  o f  an 
exempt ion.  The r e f e r e n c e  in t h e  December proposal  t o  a l i s t  o f  t he  exempt ions  
granted  has been e l i m i n a t e d  s i n c e  t h e r e  are  no exempt ions  y e t  under t h e  r e v i s e d  
r e g u l a t i o n .

Paragraph (a)  s e t s  f o r t h  t h e  s tandards  f o r  exemption de ter m in at i ons  
and paragraph (b)  s t a t e s  t h e  f a c t  t h a t  exemptions  w i l l  not  extend t o  t h e  c i v i l  
l i a b i l i t y  p r o v i s i o n s  o f  the  a c t .  They are the  same as t h o s e  in § 2 2 6 .1 2 ( a )  o f  
t h e  current  r e g u l a t i o n  and Appendix A o f  t h e  December pr opo sa l .  The "subs tan 
t i a l l y  s im i la r "  s tandard i s  i n t e r p r e t e d  as r e q u i r i n g  s t a t e  p r o v i s i o n s  t o  be 
g e n e r a l l y  the  same as t he  f eder a l  p r o v i s i o n s ,  i n c lu d in g  p r o v i s i o n s  fo r  
reimbursement t o  consumers e q u i v a l e n t  t o  t h o s e  c a l l e d  f o r  in amended § 108 o f  
t h e  a c t .
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As mentioned in t he  n o t i c e  accompanying t h e  December p r o p o s a l ,  t he  
f i v e  e x i s t i n g  exemptions  under the  o r i g i n a l  s t a t u t e  and r e g u la t i o n  w i l l  be 
a u t o m a t i c a l l y  revoked on Apri l  1, 1982,  when t h e  new s t a t u t e  and r e g u l a t i o n  
r e p l a c e  t h e  o l d .  The exemptions  w i l l  c on t in ue  f u l l y  e f f e c t i v e  u n t i l  t h a t  t ime .  
The f i v e  exempt s t a t e s  w i l l  have one ye a r  t o  amend t h e i r  s t a t u t e s  and r e g u l a 
t i o n s ,  apply f o r  new exempt ions ,  and r e c e i v e  d e t erm in at io ns  from the  Board.

APPENDIX A — EFFECT ON STATE LAWS

This  appendix s e t s  f o r t h  t he  procedures  t o  be fo l lo we d  in r e que s t i ng  
Board d e te r m in at io ns  o f  whether a s t a t e  law i s  i n c o n s i s t e n t  wi th or i s  sub
s t a n t i a l l y  the  same as f ed era l  law.  The procedures  were adapted from § 2 2 6 .3 1 ( c )  
o f  t h e  December proposal  and from Supplement V o f  the  current  r e g u l a t i o n  
(§ 2 2 6 . 7 0 ) .  The d e t a i l e d  e x p l a n a t i o n s  o f  t he  procedures  have been very much 
s t r e a m l i n e d ,  but t h e  appendix prov ides  the  b a s i c  r u l e s  f o r  f i l i n g  r e q u e s t s ,  
p u b l i c  comment ( e i t h e r  upon reques t  or upon t h e  Board's own m ot io n) ,  and n o t i 
f i c a t i o n  o f  d e t e r m in a t i o n s .

A delayed  e f f e c t i v e  date  f o r  preemption d e t erm in at io ns  provided in 
§ 2 2 6 . 3 1 ( c ) ( 4 )  o f  t h e  December proposal  has been d e l e t e d .  The Board i n t e n d s ,  
however,  t o  provide  s u f f i c i e n t  t ime  f o r  c r e d i t o r s  t o  r e v i s e  t h e i r  forms and 
procedures  t o  comply with  d e t e r m in a t i o n s .

APPENDIX B — STATE EXEMPTIONS

Appendix B s e t s  f o r t h  t h e  procedures  f o r  grant ing  exempt ions  t o  
s t a t e s .  These procedures  were cont a in ed  in Supplements II (Cred i t  t r a n s a c t i o n s ) ,
IV (Cr ed i t  card i s s u a n c e  and l i a b i l i t y ) ,  V (Cr ed i t  b i l l i n g ) ,  and VI (Consumer 
l e a s i n g )  t o  the  cur rent  r e g u l a t i o n .  The appendix r e p r e s e n t s  a combinat ion and 
s t r e a m l i n i n g  o f  the  procedures  s e t  f o r t h  in Supplements I I ,  IV, and V, in 
order t o  provide  uniform procedures  f o r  exemptions  from c ha pt e rs  2 and 4 o f  t he  
a c t .  The supplement cove r in g  procedures  f o r  consumer l e a s i n g  exemptions  has 
been s e p a r a t e l y  incorp ora ted  i n t o  the  new Regula t ion  M on consumer l e a s i n g .  
Appendix A o f  t he  December proposal  has been replaced  by r e v i s e d  § 2 2 6 . 29 ,  
which s e t s  out t h e  exemption s ta nd ar ds ,  and by t h i s  appendix ,  which s e t s  out  
t he  exemption procedures .

The r e v i s i o n s  t o  the  appendix are des igned  t o  e s t a b l i s h  p r e c i s e ,  
s imple  r u l e s  t h a t  w i l l  be easy t o  understand and u s e ,  and t o  c l a r i f y  t h os e  
i tems  o f  information t h a t  the  Board deems e s s e n t i a l  f o r  c o n s i d e r a t i o n  o f  
exemption a p p l i c a t i o n s .

The d e t a i l e d  mater ia l  on c r i t e r i a  f o r  de ter m in at i ons  included  in the  
supplements  t o  the  c ur ren t  r e g u la t i o n  i s  not found in r e v i s e d  Appendix B.
This d e l e t i o n  has been made t o  s i m p l i f y  the  r e g u l a t i o n ,  but wi th  no i n t e n t  t o  
change t he  subs tance o f  t h e  p r o v i s i o n s .  For example ,  as under t h e  current  
r e g u l a t i o n ,  t he  c l a s s e s  o f  t r a n s a c t i o n s  e l i g i b l e  f o r  exemptions  w i l l  cont inue  
t o  be only broad c l a s s e s ,  and w i l l  not  in c lu d e  narrow c a t e g o r i e s  o f  c r e d i t
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t r a n s a c t i o n s .  Much o f  the  o th er  d e t a i l  in t h e  cur rent  supplements  has been 
d e l e t e d ,  s i n c e  t h e s e  p r o v i s i o n s  are i m p l i c i t  in the  requirement t h a t  an a p p l i 
cant  submit a comparison o f  s t a t e  and feder a l  p r o v i s i o n s  and a s ta te ment  o f  
reasons  f o r  i t s  c la im t h a t  an exemption should be granted .

An important  po in t  should be emphasized about r e s t i t u t i o n .  The 
amended a c t  c o n t a in s  a new § 108(e)  r e q u i r i ng  c r e d i t o r s  t o  reimburse consumers  
in c e r t a i n  c a s e s  i n v o l v i n g  unders ta ted  annual per centage  r a t e s  and f i n a n c e  
c h a r g e s .  The Board b e l i e v e s  t h a t  a s t a t e  must adopt r e s t i t u t i o n  p r o v i s i o n s  
t h a t  are a t  l e a s t  e q u i v a l e n t  t o  t h o s e  c a l l e d  f o r  by t h e  a c t .  In a d d i t i o n ,  t o  
a s s i s t  t h e  Board in de termining the  adequacy o f  enforcement ,  t h e  support ing  
documentat ion t o  t he  a p p l i c a t i o n  should c on t a i n  mater ia l  on examinat ion pro
c e d u r e s ,  p r a c t i c e s  and p o l i c i e s  r e l a t i n g  t o  enforcement  o f  t h e  r e g u l a t i o n ,  
i n c l u d i n g  examinat ion manual s,  and i n s t r u c t i o n s  t o  examiners and t r a i n i n g  mate
r i a l s  i s s u e d  t o  the  examiners .  The a p p l i c a t i o n  should a l s o  co nt a i n  a thorough  
d i s c u s s i o n  o f  how c r e d i t o r s  w i l l  be required  t o  reimburse consumers f o r  c e r t a i n  
v i o l a t i o n s  i n v o l v i n g  und ers ta ted  annual per centage  r a te s  and f i n a n c e  c ha r ge s .

A delayed e f f e c t i v e  date  f o r  exemptions  provided in Appendix B o f  
t h e  December proposal  has been d e l e t e d .  The Board i n t e n d s ,  however,  t o  provide  
s u f f i c i e n t  t ime f o r  c r e d i t o r s  t o  r e v i s e  t h e i r  forms and procedures  t o  comply 
with  t h e  laws o f  s t a t e s  r e c e i v i n g  an exempt ion.

APPENDIX C — ISSUANCE OF STAFF INTERPRETATIONS

This appendix i s  based on Appendix B o f  the  December pr opo sa l .  The 
subs tance  o f  S e c t i o n  I o f  t h e  December p r o p o s a l ,  c o v e r i n g  general  in format ion  
on o f f i c i a l  s t a f f  i n t e r p r e t a t i o n s ,  i s  cont a in ed  in t h e  r e v i s e d  appendix ,  w i th  
one a d d i t i o n .  Language has been added t o  e x p l a i n  t h a t  a commentary t o  t h e  
r e g u l a t i o n  w i l l  be used as t h e  primary v e h i c l e  f o r  i s s u i n g  o f f i c i a l  s t a f f  
i n t e r p r e t a t i o n s  o f  t h e  r e g u l a t i o n .  In most s i t u a t i o n s ,  o f f i c i a l  s t a f f  i n t e r 
p r e t a t i o n s  w i l l  not be i s s u e d  s e p a r a t e l y  bu t ,  i n s t e a d ,  w i l l  be in corporated  
in t h i s  commentary. The Board b e l i e v e s  t h a t  because t he  commentary w i l l  be  
amended p e r i o d i c a l l y  and on a re g u l ar  b a s i s ,  i t  r e p r e s e n t s  the  most p r a c t i c a l  
method o f  pro v id ing  guidance t o  c r e d i t o r s  on how t o  comply wi th  the  r e g u l a t i o n .

Language from S e c t i o n  II  o f  the  December proposal  d i s c u s s i n g  t h e  pro
cedures  f o r  i s s u a n ce  o f  i n t e r p r e t a t i o n s  has been d e l e t e d  as unnecessary r e g u l a 
t o r y  m a t e r i a l .  Such procedures  would have very l i m i t e d  a p p l i c a b i l i t y ,  s i n c e  
p e r i o d i c  updates  o f  t h e  commentary w i l l  be t h e  r e g u la r  v e h i c l e  f o r  i s s u i n g  
i n t e r p r e t a t i o n s .

APPENDIX D — MULTIPLE ADVANCE CONSTRUCTION LOANS

Appendix D remains s u b s t a n t i a l l y  unchanged from t h e  December proposal  
e x c ep t  f o r  a r e v i s i o n  o f  t he  r u l e  in Part  I I .  B. f o r  computing the  f i r s t  payment 
per iod  and t h e  r e s u l t i n g  change t o  t h e  APR co mputat ions .  The appendix i n c o r 
p o r a t e s  t he  subs tance  o f  current  Board I n t e r p r e t a t i o n  § 226 .8 13 ,  which prov ides  
a s p e c i a l  procedure t h a t  c r e d i t o r s  may use a t  t h e i r  op t io n  in c a l c u l a t i n g  and * 
d i s c l o s i n g  the  terms o f  m ul t i p le - a d v a n c e  t r a n s a c t i o n s  when the  amounts and 
t iming  o f  advances may be unknown a t  consummation o f  t he  t r a n s a c t i o n .  In a
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r e v i s e d  format ,  t h i s  appendix u t i l i z e s  a s i m i l a r  mathematical  b a s i s  as t h e  i n t e r 
p r e t a t i o n ,  but has been r e dr a f t e d  f o r  g r e a t e r  c l a r i t y .  The format r e f l e c t s  the  
approach taken in § 2 2 6 . 1 7 ( c ) ( 6 )  which permi t s  c r e d i t o r s  t o  provide  s e p a r a te  or  
combined d i s c l o s u r e s  f o r  the  c o n s t r u c t i o n  per iod  and t h e  permanent f i n a n c i n g ,  i f  
any.

The appendix i s  l i m i t e d  s p e c i f i c a l l y  t o  c o n s t r u c t i o n  l o a n s .  C urr ent ly ,  
a l l  m u l t ip le - ad va nc e  t r a n s a c t i o n s  may take  advantage o f  Board I n t e r p r e t a t i o n  
§ 2 2 6 .8 1 3 .  In view o f  t h e  f a c t  t h a t  i t s  a s su mp t ion s ,  formulas ,  and examples  
are based only on t he  t y p i c a l  c o n s t r u c t i o n  l o a n ,  the  Board b e l i e v e s  t h a t  i t s  
use  f o r  o t he r  t ype s  o f  t r a n s a c t i o n s ,  where such assumptions  may not  be v a l i d ,  
i s  i n a p p r o p r i a te .  T he re fo re ,  t he  Board l i m i t s  t h i s  appendix t o  t h o s e  m u l t i p l e -  
advance c o n s t r u c t i o n  loans  which are e i t h e r  payable in a s i n g l e  sum at  the  
c l o s e  o f  t h e  c o n s t r u c t i o n  per iod  or  conver ted  t o  permanent f in a n c i n g  by t he  
same c r e d i t o r  a t  t h a t  t im e .

APPENDIX E — RULES FOR CARD ISSUERS THAT BILL ON A TRANSACTION-BY- 
TRANSACTION BASIS

Appendix E i n c o r p o r a t e s  current  Board I n t e r p r e t a t i o n  § 226 .709  and 
d e a l s  wi th the  a p p l i c a t i o n  o f  some o f  t h e  p r o v i s i o n s  o f  open-end c r e d i t  t o  card  
i s s u e r s  t h a t  b i l l  consumers on a t r a n s a c t i o n - b y - t r a n s a c t i o n  b a s i s .  Except for  
minor e d i t o r i a l  c ha ng es ,  t h e  appendix i s  unchanged from t h e  December proposal  
and t h e  cu rrent  Board I n t e r p r e t a t i o n .

APPENDIX F — ANNUAL PERCENTAGE RATE COMPUTATIONS FOR CERTAIN OPEN-END 
CREDIT PLANS

Appendix F corresponds  t o  Appendix E o f  the  December proposal  and 
in c o r p o r a t e s  f o o t n o t e  5 (a )  t o  § 2 2 6 . 5 ( a ) ( 3 ) ( i i )  o f  t h e  current  r e g u l a t i o n .  I t  
d e a l s  wi th the  annual pe rcentage  r a te  computat ion f o r  open-end c r e d i t  p l ans  in 
which both a p e r i o d i c  r a te  and a t r a n s a c t i o n  charge are ap p l i ed  during t he  same 
b i l l i n g  c y c l e .  In a d d i t i o n  t o  t he  examples t h a t  appear in the  cur rent  r e g u la 
t i o n ,  t h e  appendix i n c o r p o r a t e s  a s i x t h  example in which t h e  t r a n s a c t i o n  amount 
e x cee ds  the  amount o f  the  balance  s u b j e c t  t o  t he  p e r i o d i c  r a t e .  Except f o r  
e d i t o r i a l  changes and t h e  a d d i t i o n a l  example ,  the  appendix i s  t he  same as the  
pr ev iou s  propo sa l s  and t he  current  r e g u l a t i o n .

APPENDICES G and H (OPEN-END AND CLOSED-END MODEL FORMS AND CLAUSES)

General

Appendices G and H c o n t a in  model forms and c l a u s e s  f o r  open-end plans  
and c lo s e d - e n d  c r e d i t  t r a n s a c t i o n s .  They are  be ing  i s s u e d  pursuant  t o  amended 
§ 105(b)  o f  t he  a c t  which r e q u i re s  t h e  Board t o  p u b l i s h  model forms f o r  common 
t r a n s a c t i o n s .  In response  t o  many o f  t h e  commenters,  t h e  Board i s  pr ov i d in g  a 
g r e a t e r  v a r i e t y  o f  models than were in the  December pr opo sa l .  Samples are  a l s o  
in c lu d ed  which i l l u s t r a t e  ways c r e d i t o r s  may r e v i s e  t h e  c lo s e d - e n d  models f o r  
use  in var iou s  kinds  o f  t r a n s a c t i o n s .
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As provided in  § 105(b) o f  the  a c t ,  use o f  t h e  model forms i s  not  
r e q u i re d ,  but c r e d i t o r s  us ing  them proper ly  w i l l  be deemed t o  be in compliance  
with the  r e g u l a t i o n .  Cre d i tor s  may make c e r t a i n  t y p e s  o f  changes t o  t h e  forms  
w it ho ut  l o s i n g  t h e  p r o t e c t i o n  provided in the  s t a t u t e .  For example ,  c r e d i t o r s  
may rearrange the  format by us ing  a v e r t i c a l ,  ra ther  than a h o r i z o n t a l ,  format ,  
or  by r e l o c a t i n g  t h e  required  d e s c r i p t o r s .  For i n s t a n c e ,  the  d e s c r i p t o r s  may 
be placed o u t s i d e  the  boxes c o n t a i n i n g  t h e  corresponding  d i s c l o s u r e s  or  may be 
grouped t o g e t h e r  as a g l o s s a r y  o f  terms in a s e p ar at e  s e c t i o n  o f  the  s eg reg at ed  
d i s c l o s u r e s .  As § 105(b)  o f  t he  ac t  p r o v i d e s ,  however,  t h e  rearrangement o f  the  
models  may not be so e x t e n s i v e  as t o  a f f e c t  t he  s u b s t a n c e ,  c l a r i t y ,  or meaningful  
sequence o f  the  forms.  Any r e v i s i o n s  wi th t h a t  e f f e c t  would de pr iv e  c r e d i t o r s  
o f  t h e  p r o t e c t i o n  from c i v i l  l i a b i l i t y  a f fo r de d  by t h e  a c t .

In a d d i t i o n  t o  changing t h e  format,  c r e d i t o r s  would s t i l l  s a t i s f y  the  
s u b s t a n t i a l l y  s i m i l a r  standard where they  d e l e t e  from the  model forms d i s c l o 
sures  t h a t  are  i n a p p l i c a b l e  to  a t r a n s a c t i o n  or a p la n .  Examples o f  ways to  
d e l e t e  i n a p p l i c a b l e  informat ion i n c lu d e  c r o s s i n g  o u t ,  w h i t i n g  o u t ,  f i l l i n g  in 
"N/A" (not  a p p l i c a b l e ) ,  checking  a box f o r  a p p l i c a b l e  d i s c l o s u r e s ,  or c i r c l i n g  
a p p l i c a b l e  d i s c l o s u r e s .  Moreover,  the  " s u b s t a n t i a l l y  s im i la r "  s tandard would 
not n e c e s s a r i l y  p r o h i b i t  c r e d i t o r s  from a l t e r i n g  t h e  forms or c l a u s e s  t o  i n c o r 
por at e  s t a t e  "plain Engl i sh" requirements .

Appendix G

Appendix G c o n t a i n s  model d i s c l o s u r e  n o t i c e s  and c l a u s e s  f o r  open-end 
t r a n s a c t i o n s  and corresponds t o  Appendix F in t h e  December pr op os a l .  Four areas  
are  covered by t h e s e  models:  (1)  balance computat ion methods,  G - l ; (2)  l i a b i l i t y
fo r  unauthorized u s e ,  G-2; (3)  b i l l i n g  e r ro r  r i g h t s ,  G-3 and G-4; and (4)  r ig h t  
t o  r e s c i n d ,  G-5 through G-9.

Model G-l corresponds  t o  § F {1) o f  t h e  December proposal  and c on ta in s  
four  model d i s c l o s u r e s  f o r  d i f f e r e n t  balance computat ion methods.  These d i s c l o 
s u r e s  may be used e i t h e r  in the  i n i t i a l  d i s c l o s u r e s  under § 226 .6  or  t h e  p e r i o d i c  
d i s c l o s u r e s  under § 2 2 6 . 7 .  Several  changes have been made in t h e  d i s c l o s u r e s  t o  
make them e a s i e r  t o  read and understand and t o  s t a t e  more p r e c i s e l y  the  balance  
computat ion methods.  As i s  c l e a r  from t h e  models g i v e n ,  t h e  Board does not  
b e l i e v e  t h a t  "short-hand" d e s c r i p t i o n s  o f  the  ba lance  computat ion methods are  
s u f f i c i e n t  f o r  purposes  o f  t he  a c t  and r e g u l a t i o n .

It  i s  expe c ted  t h a t  c r e d i t o r s  w i l l  i n c lu d e  the  phrase "a po r t io n  of" 
t h e  f in a n c e  charge where t h e  t o t a l  f in a n c e  charge i n c l u d e s  o t he r  amounts,  such as  
t r a n s a c t i o n  c h a r g e s ,  t h a t  are  not  due t o  t h e  a p p l i c a t i o n  o f  a p e r i o d i c  r a t e .  In 
a d d i t i o n ,  where unpaid f in a n c e  charges  are  s u b t r a c t e d  in the  balance c a l c u l a t i o n ,  
t h a t  f a c t  must be s t a t e d  so t h a t  the  d i s c l o s u r e  o f  t h e  computation method i s  
a c c u r a t e .

Model G - l ( a )  corresponds  t o  § F ( l ) ( a )  o f  t h e  December proposal  and 
d e a l s  w i th t h e  ad ju s te d  ba lance method. With the  e x c e p t i o n  o f  minor e d i t o r i a l  
c ha ng es ,  i t  i s  t he  same as the  December pr opo sa l .

Model G - l (b )  corresponds  t o  § F ( 1 ) (b)  o f  t h e  December proposal  and 
d e a l s  wi th  t he  prev ious  balance method. The model has been changed and now 
r e f e r s  t o  the  ba lance owed a t  the  beg in n ing  o f  t h e  b i l l i n g  c y c l e ;  i t  a l s o  s t a t e s
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t h a t  payments and c r e d i t s  r e ce i v e d  dur ing the  b i l l i n g  c y c l e  are not  s u b t r a c t e d .  
The l a s t  s e n te n c e  o f  t h e  model ,  which appears in b r a c k e t s ,  r e f l e c t s  the  t o t a l  
d o l l a r  amount o f  payments and c r e d i t s  r e c e i v e d  during t h e  b i l l i n g  c y c l e .  This  
d i s c l o s u r e  i s  required  on t h e  p e r i o d i c  s tatement  by § 1 2 7 ( b ) ( 7 )  o f  the  a c t  and 
§ 2 2 6 . 7 ( e )  o f  t h e  r e v i s e d  r e g u l a t i o n .  None o f  t h e  o t h e r  models c o n t a in  t h i s  
l anguage because a l l  assume t h a t  payments and c r e d i t s  r e c e i v e d  during the  b i l l i n g  
c y c l e  are s u b t r a c t e d .  I f  t h i s  i s  not  t he  c a s e ,  however,  t h e  language r e l a t i n g  
t o  payments and c r e d i t s  would have t o  be changed,  and the  d i s c l o s u r e  o f  the  
d o l l a r  amount would have t o  be added.

Models G - l ( c )  and (d)  correspond t o  § F( 1 ) (c)  and (d) o f  the  December 
proposal  and d e s c r i b e  t h e  average d a i l y  ba lance  method ex c lu d in g  current  t r a n s 
a c t i o n s  and t h e  average  d a i l y  ba lance method i n c l u d i n g  current  t r a n s a c t i o n s ,  
r e s p e c t i v e l y .  The models  have been r e w r i t t e n  in an e f f o r t  t o  s t a t e  t h e  compu
t a t i o n  methods more c l e a r l y  and s im ply .

Model G-2 corresponds  t o  § F (4)  o f  t he  December pr op os a l .  I t  i s  the  
model f o r  t he  n o t i c e  o f  l i a b i l i t y  f o r  unauthorized use  o f  a c r e d i t  card t h a t  i s  
required  under § 2 2 6 . 1 2 ( b ) ( 2 ) .  The model i s  unchanged from t h e  December propo sa l .

Models G-3 and G-4 correspond t o  §§ F(2)  and F(3) o f  t h e  December 
proposal  and s e t  out  models f o r  the  long form b i l l i n g  e r ro r  r i g h t s  s tatement  
and t h e  a l t e r n a t i v e  b i l l i n g  e r ro r  r i g h t s  s ta t e m e n t ,  r e s p e c t i v e l y .  With t he  
e x c e p t i o n  o f  some minor e d i t o r i a l  changes ,  the  model n o t i c e s  are  t h e  same as  
t h o s e  in t h e  December pr o p o s a l .  As a lways ,  t he  model n o t i c e s  may be modif i ed  
by d e l e t i n g  i n a p p l i c a b l e  i n fo r m a t i o n .  For i n s t a n c e ,  i f  the  c r e d i t o r  does not  
have the  a b i l i t y  t o  a u t o m a t i c a l l y  d e b i t  a consumer' s  s av in gs  or checking account  
f o r  payment,  i t  may d e l e t e  t h e  paragraph r e l a t i n g  t o  s topping  such a d e b i t  as  
i t  r e l a t e s  t o  a d i s pu te d  amount. A l s o ,  i f  t h e  l i m i t a t i o n s  on t h e  r i g h t s  s t a t e d  
in t h e  s p e c i a l  ru le  f o r  c r e d i t  card purchases  are  not  a p p l i c a b l e  t o  a c r e d i t o r ,  
t h e  l i m i t a t i o n s  may be d e l e t e d .  I f  t he  l i m i t a t i o n s  are i n a p p l i c a b l e  f o r  o t her  
reasons  t h a t  are  s t a t e d  in r e v i s e d  § 2 2 6 . 1 2 ( c ) ( 3 ) ,  the  n o t i c e  may be modif i ed  
a c c o r d i n g l y .  These n o t i c e s  a l s o  c o n t a in  o pt io n a l  l anguage and phrases  t h a t  
c r e d i t o r s  may u s e .  For example ,  i f  t h e  c r e d i t o r  r e q u i re s  t h a t  n o t i c e  o f  a 
b i l l i n g  e rro r  be submitted on something o th er  than t h e  payment t i c k e t  or o t her  
ma ter ia l  accompanying t h e  p e r i o d i c  d i s c l o s u r e s ,  the  n o t i c e  must cont a in  a 
s ta tement  t o  t h a t  e f f e c t .  A l s o ,  t he  c r e d i t o r  may choose  e i t h e r  t o  i n s e r t  i t s  
address  in t h e  n o t i c e  or t o  r e f e r  t o  t h e  address  t h a t  appears e l se wh ere  on the  
b i l l .

Models G-5,  G-6,  and G-7 correspond t o  §§ F ( 6 ) ,  F ( 5 ) ,  and F(7)  o f  the  
December proposal  and s e t  out  n o t i c e s  o f  t he  r i g h t  t o  re sc in d  a t  t h e  opening o f  
an a cc o un t ,  a t  t h e  t ime  o f  each t r a n s a c t i o n ,  and upon an i n c r e a s e  in the  c r e d i t  
l i m i t ,  r e s p e c t i v e l y .  Models G-8 and G-9 are new. They have been added in 
response  t o  commenters1 r e q u e s t s  t o  address  s i t u a t i o n s  where the  r i g h t  t o  
r e sc i n d  a r i s e s  because t h e  s e c u r i t y  on an account  has e i t h e r  been added or  
in c r e a s e d .  Al l  o f  t h e  n o t i c e s  o f  t h e  r i g h t  t o  r e sc i n d  have been re o rg a n iz e d ,  
and t h e i r  language has been s i m p l i f i e d  f u r t h e r .  The l a s t  paragraph o f  each o f  
the  r e s c i s s i o n  model forms c o n t a i n s  a date by which the  consumer's  n o t i c e  o f  
c a n c e l l a t i o n  must be se nt  or  d e l i v e r e d .  That da te  i s  t h r e e  b u s i n e s s  days a f t e r  
t h e  dat e  o f  the  ev en t  t r i g g e r i n g  t h e  r e s c i s s i o n  r i g h t  g iven in ( 1 ) .  A paren
t h e t i c a l  has been added t o  the  paragraph t o  address  the  s i t u a t i o n  in which t h e
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consumer' s  r i g h t  t o  r e s c i n d  the  t r a n s a c t i o n  e x i s t s  beyond t h r e e  b u s i n e s s  days  
f o l l o w i n g  the  dat e  o f  t he  t r a n s a c t i o n ,  f o r  example ,  where the  n o t i c e  or  mater ia l  
d i s c l o s u r e s  are d e l i v e r e d  l a t e  or where t h e  dat e  g iven  in (1)  i s  an e s t i m a t e .  The 
language  o f  t he  p a r e n t h e t i c a l  i s  not  o p t i o n a l ;  w i thout  i t ,  the  date  g iven  in the  
paragraph may be m i s l e a d i n g .

Appendix H

Appendix H c o n t a i n s  model d i s c l o s u r e  forms and c l a u s e s  f o r  c l o s e d -  
end c r e d i t  t r a n s a c t i o n s ,  as we l l  as  s ev era l  samples o f  completed forms.  Some 
changes have been made t o  the  forms co nt a in ed  in §§ G(l )  and G(2) o f  the  December 
proposal  in order t o  improve t h e i r  c l a r i t y  and r e a d a b i l i t y .  In models  H-l  and 
H-2, f o r  example ,  do t te d  l i n e s  are not  u t i l i z e d  t o  i n d i c a t e  d i s c l o s u r e s  t h a t  are  
not required in a l l  t r a n s a c t i o n s .  In s te a d ,  i t  i s  l e f t  t o  c r e d i t o r s  t o  d e l e t e  any 
o f  t he  d i s c l o s u r e  i tems  in t h e  models  t h a t  are  not a p p l i c a b l e  t o  a g iven t r a n s 
a c t i o n .

Another change i s  t h a t  checkboxes  ra ther  than bracket s  have been 
used fo r  a l t e r n a t i v e  d i s c l o s u r e s .  Several  commenters sug ge s te d  t h i s  r e v i s i o n  
which w i l l  en ab l e  c r e d i t o r s  s imply t o  check t h e  ap propr i a te  a l t e r n a t i v e  for  
t h e  prepayment and s e c u r i t y  i n t e r e s t  d i s c l o s u r e s ,  and consumers t o  check t he  
a pp r o pr ia te  box f o r  the  i t e m i z a t i o n  o f  the  amount f inanced  o p t io n .  Of c o u r s e ,  
in some c a s e s  c r e d i t o r s  must f i l l  in a blank ( f o r  example ,  a b r i e f  d e s c r i p t i o n  
o f  o t he r  property  s u b j e c t  t o  a s e c u r i t y  i n t e r e s t )  in a d d i t i o n  t o  checking the  
c o r r e c t  box.  Cre d i tor s  are  not requ ired t o  use  t he  checkbox approach.

Certain d i s c l o s u r e s  have been r e l o c a t e d  in order t o  provide  a more 
l o g i c a l  p r e s e n t a t i o n .  The f i l i n g  f e e  in format ion  now appears d i r e c t l y  below  
t h e  s e c u r i t y  i n t e r e s t  i n fo r m a t i o n ,  and the  l a t e  charge d i s c l o s u r e  d i r e c t l y  
above t h e  prepayment d i s c l o s u r e .  This rearrangement groups t o g e t h e r  r e l a t e d  
i t e m s .  F i n a l l y ,  t h e  symbol f o r  e s t i m a t e d  d i s c l o s u r e s  has been c l a r i f i e d  t o  
apply t o  any type  o f  e s t i m a t e ,  not  j u s t  d o l l a r  amount e s t i m a t e s ,  as in the  
December pr opo sa l .

Al l  o f  t h e  models  in Appendix H are  w r i t t e n  in the  second person ,  
i n s t e a d  o f  the  f i r s t  pe r so n ,  as was t h e  c a s e  in Appendix G o f  t h e  December 
pr op os a l .  However, d i s c l o s u r e s  r e q u i r i n g  consumers t o  e l e c t  an opt ion  ( f o r  
example ,  regarding  the  i t e m i z a t i o n  o f  t he  amount f ina nce d  and the  c r e d i t  i n s u r 
ance opt ion )  remain in t h e  f i r s t  person .  The change was made in response  t o  
s e v er a l  commenters'  concern t h a t  t he  use  o f  t he  second person in t h e  f ed era l  
d i s c l o s u r e  s ta tement  would make the  d i s c l o s u r e s  more unders tandable  t o  consumers,  
e s p e c i a l l y  when o t h e r  documents are  w r i t t e n  in t h e  second person.  C r e d i t o r s ,  
however,  are  not  required  t o  d e s ig n  t h e i r  d i s c l o s u r e  forms in t h e  second person .

A few o f  t he  i tems  inc luded  in §§ G(l )  and G(2) o f  t h e  December 
proposal  have been e l i m i n a t e d .  In models H-l and H-2,  t h e  name o f  the  c r e d i t o r  
and the  acknowledgment o f  r e c e i p t  have both been d e l e t e d  s i n c e  t h e  r e g u l a t i o n  
does  not req u i re  them t o  appear with  t h e  f ed er a l  d i s c l o s u r e s .  The assumption  
d i s c l o s u r e  has a l s o  been d e l e t e d  because i t  a p p l i e s  on ly  t o  r e s i d e n t i a l  mortgage



Appendix H - 102 -

t r a n s a c t i o n s .  This d i s c l o s u r e  has been in c lu d ed  as a model c l a u s e  in H-6 and 
may be i n s e r t e d  i n t o  t he  d i s c l o s u r e  form when a p p l i c a b l e ,  as may t h e  model 
c l a u s e s  in H-4,  H-5,  and H-7 fo r  v a r i a b l e  r a t e  o b l i g a t i o n s ,  demand o b l i g a t i o n s ,  
and required d e p o s i t s ,  r e s p e c t i v e l y .

The c r e d i t  l i f e  insurance  d i s c l o s u r e s  in models H-l and H-2 have been 
amended somewhat from t h e  December proposal  t o  r e f l e c t  t he  f a c t  t h a t  c r e d i t  
d i s a b i l i t y  insurance  may be o f f e r e d  s e p a r a t e l y  by some c r e d i t o r s .

A few changes have been made t o  § G(3) o f  the  December p r o p o s a l , 
which corresponds  t o  model H-3. This model i s  now e n t i t l e d  t h e  i t e m i z a t i o n  o f  
t h e  amount f i n a n c e d ,  r a th er  than an e x p l a n a t i o n ,  t o  p a r a l l e l  t h e  s t a t u t o r y  
l anguage .  The blank space  f o r  t he  t o t a l  d o l l a r  f i g u r e  r e p r e s e n t in g  the  amounts 
paid t o  o t h e r s  has been d e l e t e d  s i n c e  t h e  t o t a l  amount i s  not a required d i s c l o 
s u r e .

As wi th  t h e  o t her  model forms ,  ap propr i a te  r e v i s i o n s  may be made t o  
t h e  amount f inanced  i t e m i z a t i o n .  For example,  t he  i tems  may be rearranged i f  
c r e d i t o r s  wish t o  pres ent  them in a mathematical  p r o g r e s s i o n .  A l s o ,  ad d i t io n a l  
c a t e g o r i e s  may be in c lu d ed .  In c r e d i t  s a l e s ,  f o r  example,  the  amount g iven  
d i r e c t l y  t o  the  consumer may be shown as the  r e s u l t  o f  t h e  cash p r i c e  minus the  
downpayment. Another t y pe  o f  a d d i t io n a l  in format ion which may be inc luded i s  
t he  i d e n t i f i c a t i o n  o f  i n d i v id u a l  government o f f i c i a l s  who r e c e i v e  var ious  f e e s .  
As t h e  model shows,  the  r e g u l a t i o n  permi ts  c r e d i t o r s  s imply  t o  la be l  t h i s  
c a te g o r y  as  f e e s  paid t o  p u b l i c  o f f i c i a l s  wi thout  i n d i v i d u a l l y  i d e n t i f y i n g  
t he  o f f i c i a l s ,  but  c r e d i t o r s  may wish t o  show more d e t a i l .

S e c t i o n  G(4) in t h e  December pr o p o s a l ,  which combined t he  i t e m i z a t i o n  
o f  t he  amount f inan ced  wi th  t h e  good f a i t h  e s t i m a t e s  required under the  Real 
E s t a te  Se t t l e m e nt  Procedures Act (RESPA), has been d e l e t e d .  The Board has  
taken t h i s  a c t i o n  in l i g h t  o f  t he  l e g i s l a t i v e  h i s t o r y  i n d i c a t i n g  t h a t  the  
f u r n i s h i n g  o f  good f a i t h  e s t i m a t e s  under RESPA would s a t i s f y  Truth in Lending' s  
requirement  f o r  an i t e m i z a t i o n  o f  t h e  amount f i n a n c e d .  This change i s  in  l i n e  
with  t h e  Congress'  general  i n t e n t  t o  s i m p l i f y  d i s c l o s u r e s  by e l i m i n a t i n g  d u p l i 
c a t i v e  in for m at i on .

The model c l a u s e s  f o r  v a r i a b l e  r a te  t r a n s a c t i o n s ,  cont a in ed  in § G(6)  
o f  t h e  December p r o p o s a l ,  have been expanded in model H-4 by t h e  a d d i t io n  o f  
c l a u s e s  i l l u s t r a t i n g  t h e  required h y p o t h e t i c a l  example.  C re d i to rs  may r e f e r  
e i t h e r  t o  t h e  incremental  change in r a te  or payment amount,  or may r e f e r  t o  
t h e  r e s u l t i n g  ra te  or  payment amount. The Board in te nd s  t h a t  c r e d i t o r s  have 
f l e x i b i l i t y  in  c o n s t r u c t i n g  an ap pr op r ia te  example.

The model c l a u s e s  f o r  demand o b l i g a t i o n s  s e t  out  in model H-5 are  
unchanged from § G(7) o f  t h e  December proposa l .

Two new model c l a u s e s  have been added.  Model H-6 c o n t a in s  t h e  assump
t i o n  c l a u s e  which i s  required f o r  r e s i d e n t i a l  mortgage t r a n s a c t i o n s .  This  
c l a u s e  was d e l e t e d  from t h e  b a s i c  model forms because  i t  i s  required on ly  in 
a l i m i t e d  number o f  t r a n s a c t i o n s .  The r e v i s e d  d i s c l o s u r e  r e f e r s  t o  the  f a c t  
t h a t  assumptions  may be "s ubjec t  t o  c o n d i t i o n s , "  s i n c e  t h i s  i s  so commonly
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th e  c a s e  in mortgage t r a n s a c t i o n s .  Model H-7 s e t s  out  t h e  c l a u s e  t h a t  must be  
inc lu d ed  in d i s c l o s u r e  s ta t e m e nt s  f o r  t r a n s a c t i o n s  i n v o l v i n g  required  d e p o s i t s .  
Sample H - l 1 i n c l u d e s  t h i s  c l a u s e .

Some e d i t o r i a l  changes  have been made t o  the  model r e s c i s s i o n  n o t i c e ,  
which was s e t  out  in § G(5) o f  t h e  December pr opo sa l .  The format o f  models  
H-8 and H-9 has been conformed t o  t he  open-end r e s c i s s i o n  models  c on ta in e d  in  
r e v i s e d  Appendix G, wi th  t he  models  d i v id e d  i n t o  two s e c t i o n s  e n t i t l e d  "Your 
Right  t o  Cancel" and "How t o  Cance l ."  The "date o f  t h e  t r a n s a c t i o n , "  l i s t e d  
as the  f i r s t  event  t r i g g e r i n g  the  r i g h t  o f  r e s c i s s i o n ,  means t h e  da te  o f  con
summation o f  t h e  t r a n s a c t i o n  as d e f i n e d  in § 22 6 .2  o f  t h e  r e g u l a t i o n .

An a d d i t i o n a l  r e s c i s s i o n  n o t i c e ,  model H-9,  has been provided f o r  a 
r e f i n a n c i n g  t o  which t he  r i g h t  o f  r e s c i s s i o n  a t t a c h e s .  The Board agreed wi th  
commenters who su g g es ted  t h a t  a form showing t h e  e f f e c t s  o f  r e s c i s s i o n  in a 
r e f i n a n c i n g  would be u s e f u l .

Appendix H a l s o  c o n t a i n s  samples which i l l u s t r a t e  how c r e d i t o r s  may 
adapt t h e  models  f o r  use  in v a r io u s  kinds  o f  s p e c i f i c  t r a n s a c t i o n s .  The samples  
demonstrate  the  kinds  o f  a d j u s tm e n t s ,  rearrangements ,  a d d i t i o n s ,  and d e l e t i o n s  
t h a t  a c r e d i t o r  may make t o  t he  forms and s t i l l  be deemed t o  be in  compliance  
with t h e  r e g u l a t i o n  (assuming ,  o f  c o u r s e ,  t h a t  t h e  amounts o f  t h e  d i s c l o s u r e s  
are  a c c u r a te  and t h a t  t h e  general  c l e a r  and consp icuous  s tandard i s  o b s e r v e d ) .  
For example ,  t h e  Truth in Lending s ta t ement  may i n c lu d e  t h e  f o l l o w i n g  ty pe s  o f  
a d d i t i o n a l  in format ion:  t h e  c r e d i t o r ' s  address  (Sample H - l l ) ;  t h e  consumer's
name (Samples H-10,  H - l l ,  H-13 through H-15) ,  address  (Samples H - l l ,  H-13 
through H-15 ) ,  and account  number (Samples H - l l ,  H-13 through H-15) ;  t h e  dat e  
o f  t h e  t r a n s a c t i o n  (Samples H-12 and H-13) ;  and an acknowledgment o f  r e c e i p t  
(Sample H-10) .

The samples  a l s o  demonstrate  va r io u s  methods c r e d i t o r s  may use  t o  
d e l e t e  d i s c l o s u r e s  t h a t  are  i n a p p l i c a b l e  t o  c e r t a i n  t r a n s a c t i o n s .  Examples o f  
i tems  t h a t  c r e d i t o r s  may d e l e t e  in ap propr i a te  c a s e s  in c lu d e  t h e  f o l l o w i n g :  
t h e  i t e m i z a t i o n  o f  t he  amount f in an ce d  op t io n  (Samples H-12 through H-15) ;  t he  
c r e d i t  l i f e  and d i s a b i l i t y  i ns ura nce  d i s c l o s u r e  (Samples H - l l  and H-12);  t h e  
prop er ty  i ns ura nce  d i s c l o s u r e  (Samples H-10 through H-12,  and H-14) ;  t h e  " f i l i n g  
f e e s "  and " n o n - f i l i n g  insurance" d i s c l o s u r e  (Samples H - l l  and H-12) ;  t h e  prepay
ment p e n a l t y  and rebate  (Samples H-12 and H-14) ;  and t h e  c a p t io n s  f o r  d i s c l o s u r e  
i t ems  such as proper ty  insur anc e  and demand f e a t u r e  (Sample H-13) .

Another ty pe  o f  r e v i s i o n  t h a t  c r e d i t o r s  may make t o  t h e  model forms  
a p p l i e s  t o  t h e  l a t e  charge  d i s c l o s u r e .  I f  a c r e d i t o r  has a s e t  p o l i c y  regard ing  
l a t e  char ges  ( e i t h e r  a d o l l a r  amount or a perc ent age  o f  the  payment) ,  t h e  inappl  
c a b l e  po r t io n  may be d e l e t e d ,  or  "N/A" or "0" may be put in  t h e  ap pr op r ia te  
blank (Samples H-10,  H-13,  and H-14) .  I f  a c r e d i t o r  charges  t he  l e s s e r  o f  two 
t y p e s  o f  l a t e  c h a r g e s ,  t h e  n e c e s s a r y  r e v i s i o n s  may be made t o  r e f l e c t  t h i s  f a c t  
(Samples H - l l  and H-12) .

Sample H-10 i l l u s t r a t e s  an automobi l e  c r e d i t  s a l e .  The cash p r i c e  
i s  $7 ,5 00  wi th a downpayment o f  $ 1 , 5 0 0 .  There i s  an 8% add-on i n t e r e s t  r a t e .
The term i s  3 y e a r s ,  w i th  36 equal  monthly payments.  The c r e d i t  l i f e  insurance  
premium and t h e  f i l i n g  f e e s  are f in an ced  by t h e  c r e d i t o r .  There i s  a $25 c r e d i t  
re port  f e e  paid by t h e  consumer b e f o r e  consummation.



Appendix I - 104 -

Sample H - l l  i l l u s t r a t e s  an i n s t a l l m e n t  l oa n .  The amount o f  t h e  loan  
i s  $ 5 ,0 0 0 .  There i s  a 12% s imple  i n t e r e s t  r a t e .  The term i s  2 y e a r s .  The date  
o f  t h e  t r a n s a c t i o n  i s  e x pe c te d  t o  be April  15,  1981,  w i th  t h e  f i r s t  payment due 
June 1 ,  1981.  The odd days '  i n t e r e s t  i s  c o l l e c t e d  wi th t h e  f i r s t  payment.  The 
remaining 23 monthly payments are e qu a l .

Sample H-12 i l l u s t r a t e s  a r e f i n a n c i n g .  The amount o f  t h e  loan i s  
$ 5 , 0 0 0 .  There i s  a 15% s im pl e  i n t e r e s t  r a t e .  The term i s  3 y e a r s .  The date  
o f  the  t r a n s a c t i o n  i s  Apri l  1 ,  1981,  w i th t h e  f i r s t  payment due on May 1 ,  1981.  
The f i r s t  35 monthly payments are e q u a l ,  w i th  a varying  f i n a l  payment due on 
Apri l  1 ,  1984.  The c r e d i t  d i s a b i l i t y  insurance  premium i s  f i n an ce d .

Samples H-13 through H-15 i l l u s t r a t e  var ious  mortgage t r a n s a c t i o n s .
I t  has been assumed t h a t  t h e s e  mortages are  s u b j e c t  t o  the  Real E s t a t e  S e t t l e 
ment Procedures  Act (RESPA). As a r e s u l t ,  no op t io n  regard ing t h e  i t e m i z a t i o n  
o f  t h e  amount f ina nc ed  has been in c lu d ed  in the  sa mples ,  because  pr ov id in g  the  
good f a i t h  e s t i m a t e s  o f  s e t t l e m e n t  c o s t s  required by RESPA s a t i s f i e s  Truth in 
Lending ' s  amount f ina nc ed  i t e m i z a t i o n  requirement .

Sample H-13 i l l u s t r a t e s  a mortgage wi th a demand f e a t u r e .  The loan  
amount i s  $ 4 4 , 9 0 0 ,  payable  in  360 monthly i n s t a l l m e n t s  a t  a s imple  i n t e r e s t  
r a t e  o f  14.75%. The i n t e r i m  i n t e r e s t  ( $ 2 9 4 .3 4)  i s  c o l l e c t e d  as a prepaid  
f i n a n c e  charge a t  t he  t ime  o f  consummation o f  t h e  loan (Apri l  15 ,  1981) .  The 
pro per ty  insur anc e  premiums are  not  included  in t h e  payment sc he du le .  The 
demand f e a t u r e  d i s c l o s u r e  i s  a p p l i c a b l e  t o  t h e  s e v en -y e a r  c a l l  op t io n  required  
by t h e  Federal  National  Mortgage A s s o c i a t i o n  (FNMA) in s t a t e s  where d u e - o n - s a l e  
c l a u s e s  are  p r o h i b i t e d .

Sample H-14 i l l u s t r a t e s  a v a r i a b l e  r a te  mortgage.  The loan amount 
i s  $ 4 4 , 9 0 0 ,  payable  in  360 monthly i n s t a l l m e n t s  a t  an i n i t i a l  i n t e r e s t  r a t e  o f  
14.75%. All  pe r io d s  are  r e g u l a r .  Two p o i n t s  have been imposed and in c luded  
in  t h e  prepaid f in a n c e  charge .  The note  prov i des  t h a t  t h e  i n t e r e s t  r a t e  may 
vary wi th t he  l e n d e r ' s  prime r a t e ,  w i th  t h e  maximum p e r m i s s i b l e  i n c r e a s e  over  
over  t h e  term o f  t he  mortgage be in g  5%. The i n t e r e s t  r a t e  may not vary more 
f r e q u e n t l y  than once a y e a r ,  and may not  i n c r e a s e  by more than 1% an nu al l y .
The r a t e  f l u c t u a t i o n s  w i l l  be r e f l e c t e d  in t h e  monthly payment amount.

Sample H-15 i l l u s t r a t e s  a graduated payment mortgage.  The loan  
amount i s  $ 4 4 , 9 0 0 ,  payable  in 360 monthly i n s t a l l m e n t s  a t  a s imple  i n t e r e s t  
r a t e  o f  14.75%. Two p o i n t s ,  as  we l l  as an i n i t i a l  mortgage guarantee  i n s u r 
ance premium o f  $ 2 2 5 . 0 0 ,  are  inc lu de d  in t he  prepaid f i n a n c e  charge .  The 
mortgage guarantee  insur anc e  premiums are  c a l c u l a t e d  on t h e  b a s i s  o f  1 / 4  o f  
1% o f  t h e  o u t s ta n d in g  p r i n c i p a l  ba lance  under an annual reduct ion  p lan .  The 
a bb r e v ia te d  d i s c l o s u r e  permi t ted  under § 2 2 6 . 1 8 ( g ) ( 2 )  i s  used f o r  t h e  payment 
amount in y e a r s  6 through 30.

APPENDIX I — FEDERAL ENFORCEMENT AGENCIES

Th is  appendix i s  unchanged from Appendix I in t he  December pr op os a l .
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APPENDIX J — ANNUAL PERCENTAGE RATE COMPUTATIONS FOR CLOSED-END CREDIT
Transactions

Appendix J c o n t a i n s  the  r u l e s  and e qu at io n s  f o r  c a l c u l a t i n g  the  
annual perc en tag e  r a te  in c l o s e d - e n d  c r e d i t  t r a n s a c t i o n s .  I t  i n c o r p o r a t e s  
Supplement I o f  the  c ur ren t  r e g u l a t i o n  wi th the  e xc ep t i on  o f  the  two minor  
r e v i s i o n s  d i s c u s s e d  below.

A minor t e c h n i c a l  r e v i s i o n  has been made t o  paragraph ( b ) ( 2 )  t o  
make c l e a r  t h a t  t h e  "term o f  the  t r a n s a c t io n "  never  beg i ns  any e a r l i e r  than  
th e  da t e  o f  consummation.

Another r e v i s i o n  t o  c ur ren t  Supplement I concerns  the  t rea tment  o f  
s i n g l e  a d v a n c e / s i n g l e  payment t r a n s a c t i o n s .  Some commenters e xp re sse d  concern  
about Supplement I ‘s two a l t e r n a t i v e  r u l e s  (§ 2 2 6 . 4 0 ( b ) ( 5 ) ( v i ) and ( v i i ) )  fo r  
determin ing  t h e  number o f  u n i t - p e r i o d s  per year  t o  be used in c a l c u l a t i n g  the  
annual pe rcentage  r a t e .  In a t r a n s a c t i o n  wi th a term equal to  a whole number 
o f  months,  paragraph ( v i )  must be use d ,  w h i l e  paragraph ( v i i )  must be a p p l i e d  
t o  a l l  o th er  t r a n s a c t i o n s .  These two r u l e s  may produce d i f f e r e n t  annual  
percen tag e  r a t e s  fo r  two t r a n s a c t i o n s  t h a t  are  i d e n t i c a l  save f o r  the  s t a r t i n g  
d a t e .  A consumer may be quoted d i f f e r e n t  r a t e s  f o r  the  same t r a n s a c t i o n  by 
d i f f e r e n t  c r e d i t o r s  merely because t h e  s t a r t i n g  d at e s  d i f f e r .  The Board 
b e l i e v e s  t h a t  re qu ir in g  t h e s e  paragraphs t o  be mutual ly  e x c l u s i v e  may impede 
consumers'  a b i l i t y  t o  compare c r e d i t  sources  and may u n n e c e s s a r i l y  d i s r u p t  
normal c r e d i t o r  p r a c t i c e s .

T h er e f o re ,  Appendix J r e v i s e s  t h e  r u l e  in paragraph ( b ) ( 5 ) ( v i ) t o  
Supplement I by p e r m i t t i ng  c r e d i t o r s ,  in a l l  c a s e s  where the  t r a n s a c t i o n  term 
e qu a l s  a whole number o f  months,  t o  use e i t h e r  the  12-month method or the  365-
day method t o  compute t h e  number o f  un i t  per iod s  per y e a r .

(3)  Text o f  amendments. In c o n s i d e r a t i o n  o f  t h e  fo re go in g  and pur
suant  t o  t h e  a u t h o r i t y  granted in  § 105 o f  t he  Truth in Lending Act as amended
by Sec .  605,  Pub. L. 9 6 -2 2 1 ,  94 S t a t .  170 (15 U.S .C.  1 6 0 4 ) ,  t h e  Board amends 
Regula t ion  Z (12 CFR Part  226) as  f o l l o w s :

1.  E f f e c t i v e  Apri l  1 ,  1982 ,  a l l  s e c t i o n s  o f  Regula t ion  Z in e f f e c t  
on March 31 ,  1981,  are  r e sc i n d e d ;  a l l  mater ia l  accompanying Regula t ion  Z in  
e f f e c t  on March 31,  1981 ( i n c l u d i n g  app e nd ic e s ,  i n t e r p r e t a t i o n s ,  o f f i c i a l  s t a f f  
i n t e r p r e t a t i o n s ,  and s up pl e m e nt s ) ,  i s  a l s o  resc ind ed  e f f e c t i v e  Apri l  1 ,  1982.

2.  E f f e c t i v e  Apri l  1,  1981 ,  Regula t ion Z i s  amended as f o l l o w s :
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SUBPART A — GENERAL

Se c t io n  226 .1  - -  A u th o r i ty ,  purpose ,  c o v e r a g e ,  o r g a n i z a t i o n ,  enforcement  and 
1iabi  1i t y .

(a)  A u t h o r i t y . This r e g u l a t i o n ,  known as Regula t ion  Z, i s  i s s u e d  by 
th e  Board o f  Governors o f  the  Federal  Reserve System to  implement the  f edera l  
Truth in Lending and Fa ir  Credi t  B i l l i n g  A c t s ,  which are co nta ined  in T i t l e  I 
o f  t h e  Consumer Credi t  P r o t e c t io n  Act ,  as amended (15 U.S .C.  1601 e t  s e q . ) .

(b) Purpose. The purpose o f  t h i s  r e g u l a t i o n  i s  to  promote the  
informed use  o f  consumer c r e d i t  by r e q u i r i n g  d i s c l o s u r e s  about i t s  terms and 
c o s t .  The r e g u la t i o n  a l s o  g i v e s  consumers the  r i g h t  to  cancel  c e r t a i n  c r e d i t  
t r a n s a c t i o n s  t h a t  i n v o lv e  a l i e n  on a consumer' s  p r i n c ip a l  d w e l l i n g ,  r e g u l a t e s  
c e r t a i n  c r e d i t  card p r a c t i c e s ,  and prov i des  a means fo r  f a i r  and t im e ly  r e s o l u 
t i o n  o f  c r e d i t  b i l l i n g  d i s p u t e s .  The r e g u l a t i o n  does not govern charges  for  
consumer c r e d i t .

( c )  Coverage. (1) In g e n e r a l ,  t h i s  r e g u l a t i o n  a p p l i e s  to  each
in d i v id u a l  or b u s i n e s s  t h a t  o f f e r s  or  ex tends  c r e d i t  when four  c o n d i t i o n s  are  
met: ( i )  the  c r e d i t  i s  o f f e r e d  or extended t o  consumers;  ( i i )  the  o f f e r i n g
or e x t e n s i o n  o f  c r e d i t  i s  done r e g u l a r l y ;  1/  ( i i i )  the  c r e d i t  i s  s u b j e c t  to  a 
f i n a n c e  charge or  i s  payable  by a w r i t t e n  agreement in more than 4 i n s t a l l 
ments;  and ( i v )  the  c r e d i t  i s  p r im a r i ly  f o r  p e r s o n a l ,  f a m i l y ,  or household  
pur poses .

(2)  I f  a c r e d i t  card i s  i n v o l v e d ,  however,  c e r t a i n  p r o v i s i o n s  apply'  
even i f  the  c r e d i t  i s  not  s u b j e c t  to  a f in a n ce  char ge ,  or i s  not payable  by a 
w r i t t e n  agreement in more than 4 i n s t a l l m e n t s ,  or i f  the  c r e d i t  card i s  to  be 
used f o r  bu s i n e s s  purposes .

(d) O r g a n iz a t io n . The r e g u l a t i o n  i s  d i v id e d  i n t o  subparts  and 
appendices  as f o l l o w s :

(1)  Subpart A c o n t a in s  general  i n fo r m at io n .  I t  s e t s  f o r t h :  ( i )  the
a u t h o r i t y ,  purpose,  c o v e r a g e ,  and o r g a n i z a t i o n  o f  the  r e g u l a t i o n ;  ( i i )  the  d e f i 
n i t i o n s  o f  b a s i c  terms;  ( i i i )  the t r a n s a c t i o n s  th at  are exempt from coverage ;  
and ( i v )  the  method o f  de termining t h e  f i n a n ce  charge .

(2)  Subpart B c o n t a in s  the  r u l e s  f o r  open-end c r e d i t .  It  req u ires  
t h a t  i n i t i a l  d i s c l o s u r e s  and p e r i o d i c  s ta te me nt s  be prov ided .  I t  a l s o  d e s c r i b e s  
s p e c i a l  r u l e s  t h a t  apply t o  c r e d i t  card t r a n s a c t i o n s ,  t rea tment  o f  payments and 
c r e d i t  b a l a n c e s ,  procedures  fo r  r e s o l v i n g  c r e d i t  b i l l i n g  e r r o r s ,  annual per centage  
r a t e  c a l c u l a t i o n s ,  r e s c i s s i o n  re qui rements ,  and a d v e r t i s i n g  r u l e s .

(3) Subpart C r e l a t e s  t o  c lo s e d - e n d  c r e d i t .  It c o n t a in s  r u l e s  on 
d i s c l o s u r e s ,  t rea tment  o f  c r e d i t  b a l a n c e s ,  annual per centage  r a t e  c a l c u l a t i o n s ,  
r e s c i s s i o n  requirements ,  and a d v e r t i s i n g .

1 /  The meaning o f  "regular ly" i s  ex p l a i ne d  in the  d e f i n i t i o n  o f  "cred i tor"  in 
§ 2 2 6 . 2 ( a ) .
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(4) Subpart D c o n t a i n s  r u l e s  on oral  d i s c l o s u r e s ,  Spanish language  
d i s c l o s u r e  in Puerto Ric o ,  record r e t e n t i o n ,  e f f e c t  on s t a t e  l a w s ,  and s t a t e  
exempt ions .

(5)  There are  sever a l  appendices  c o n t a in i n g  information such as the  
procedures  fo r  de t er m in a t i o n s  about s t a t e  laws ,  s t a t e  exemptions  and i s s u a n c e  
o f  s t a f f  i n t e r p r e t a t i o n s ,  s p e c i a l  r u l e s  f o r  c e r t a i n  kinds o f  c r e d i t  p l a n s ,  a 
l i s t  o f  enforcement  a g e n c i e s ,  and the  r u l e s  f o r  computing annual per centage  
r a t e s  in c lo s e d - e n d  c r e d i t  t r a n s a c t i o n s .

(e)  Enforcement and l i a b i l i t y . Sec t io n  108 o f  the  a c t  c o n t a i n s  the  
a d m i n i s t r a t i v e  enforcement  p r o v i s i o n s .  S e c t i o n s  112,  113,  130 ,  131,  and 134 
c o n t a in  p r o v i s i o n s  r e l a t i n g  to  l i a b i l i t y  fo r  f a i l u r e  t o  comply wi th the  r e q u i r e 
ments o f  the  ac t  and t he  r e g u l a t i o n .

Se c t io n  226 .2  — D e f i n i t i o n s  and r u l e s  o f  c o n s t r u c t i o n .

(a) D e f i n i t i o n s . For purposes  o f  t h i s  r e g u l a t i o n ,  the  f o l l o w i n g  
d e f i n i t i o n s  apply:

"A c t 11 means t h e  Truth in Lending Act (15 U.S.C.  1601 e t  s e q . ) .

"Ad ver t i sement11 means a commercial  message in any medium t h a t  promotes ,  
d i r e c t l y  or i n d i r e c t l y ,  a c r e d i t  t r a n s a c t i o n .

"Arranger o f  c r e d i t " means a person who r e g u la r l y  arranges  f o r  the  e x t e n 
s io n  o f  consumer c r e d i t  2/  by another  person i f :

(1)  A f in a n c e  charge may be imposed fo r  t h a t  c r e d i t ,  or the  c r e d i t  
i s  payable  by w r i t t e n  agreement in more than 4 i n s t a l l m e n t s  (not  i n c lu d in g  a 
downpayment); and

(2)  The person ex tend ing  the  c r e d i t  i s  not  a c r e d i t o r .

"B i l l i n g  c y c l e " or "c y c l e " means t h e  i n t e r v a l  between the  days or  
d a t e s  o f  regu lar  p e r i o d i c  s t a t e m e n t s .  These i n t e r v a l s  s h a l l  be equal and no 
l ong er  than a quart er  o f  a y e a r .  An i n t e r v a l  w i l l  be c on s id ere d  equal  i f  the  
number o f  days in the  c y c l e  does not vary more than 4 days from the  regular  
day or date  o f  the  p e r i o d i c  s ta t e m e nt .

"Board" means the  Board o f  Governors o f  the  Federal  Reserve System.

"Bus ine ss  day" means a day on which a c r e d i t o r ' s  o f f i c e s  are open to  
t h e  pu b l i c  for  c a rry in g  on s u b s t a n t i a l l y  a l l  o f  i t s  b u s i n e s s  f u n c t i o n s .  However,  
f o r  purposes  o f  r e s c i s s i o n  under §§ 2 2 6 . 1 5  and 2 2 6 .2 3 ,  the  term means a l l  c a l e nd ar

2 /  A person r e g u la r l y  arranges  fo r  the  e x t e n s i o n  o f  consumer c r e d i t  only i f  i t  
~  arranged c r e d i t  more than 25 t imes  (or  more than 5 t imes fo r  t r a n s a c t i o n s  

secured by a d w e l l in g )  in the  preced ing  ca lendar  y e a r .  I f  a person did not  
meet t h e s e  numerical  s tandards  in the  preceding ca lendar  y e a r ,  the  numerical  
s tandards  s h a l l  be app l i ed  t o  the  current  ca lend ar  y e a r .
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days e xc ep t  Sundays and the  l e g a l  p u b l i c  h o l id a y s  s p e c i f i e d  in  5 U.S.C.  6 1 0 3 ( a ) ,  
such as New Year's  Day, Washington's  B i r th day ,  Memorial Day, Independence Day,  
Labor Day, Columbus Day, Veterans Day, Thanksgiving Day, and Christmas Day.

"Card i s s u e r " means a person t h a t  i s s u e s  a c r e d i t  card or  t h a t  pe rs on ' s  
agent  wi th  r e sp e c t  t o  the  card.

"Cardholder" means a natural  person to  whom a c r e d i t  card i s  i s s u e d  
f o r  consumer c r e d i t  purposes ,  or a natural  person who has agreed wi th  t he  card  
i s s u e r  to  pay consumer c r e d i t  o b l i g a t i o n s  a r i s i n g  from the  i s s u an ce  o f  a c r e d i t  
card t o  another natural  person.  For purposes  o f  § 2 2 6 .1 2 ( a )  and ( b ) ,  t he  term 
i n c l u d e s  any person to  whom a c r e d i t  card’ i s  i s s u e d  f o r  any purpose ,  i n c lu d in g  
b u s i n e s s ,  commercial ,  or a g r i c u l t u r a l  u s e ,  o r  a person who has agreed wi th t h e  
card i s s u e r  to  pay o b l i g a t i o n s  a r i s i n g  from the  i s s u a n c e  o f  such a c r e d i t  card 
t o  another  person.

"Cash p r i c e " means the  p r i c e  at  which a c r e d i t o r ,  in the  ordinary  
course  o f  b u s i n e s s ,  o f f e r s  to  s e l l  fo r  cash the  property  or s e r v i c e  t h a t  i s  the  
s u b j e c t  o f  the t r a n s a c t i o n .  At the  c r e d i t o r ' s  o p t i o n ,  the  term may in c lu d e  the  
p r i c e  o f  a c c e s s o r i e s ,  s e r v i c e s  r e l a t e d  t o  t h e  s a l e ,  s e r v i c e  c o n t r a c t s  and t a x e s  
and f e e s  for  l i c e n s e ,  t i t l e ,  and r e g i s t r a t i o n .  The term does not  i n c lu d e  any 
f in a n c e  charge .

"Closed-end c r e d i t " means consumer c r e d i t  o t her  than "open-end c r ed i t "  
as  d e f in e d  in t h i s  s e c t i o n .

"Consumer" means a cardho lder  or a natural  person t o  whom consumer  
c r e d i t  i s  o f f e r e d  or ex te nd ed .  However, f o r  purposes  o f  r e s c i s s i o n  under 
§§ 226 .15  and 2 2 6 . 2 3 ,  the  term a l s o  i n c l u d e s  a natural  person in whose pr in c ip a l  
dw e l l in g  a s e c u r i t y  i n t e r e s t  i s  or w i l l  be r e ta i n e d  or ac qu ir ed ,  i f  t h a t  p e r s o n ' s  
ownership i n t e r e s t  in the  d w e l l in g  i s  or w i l l  be s u b j e c t  to  the  s e c u r i t y  i n t e r e s t .

"Consumer c r e d i t " means c r e d i t  o f f e r e d  or extended t o  a consumer p r i 
mar i ly  f o r  p e r s o n a l ,  f a m i ly ,  or household purposes .

"Consummation" means the  t ime  t h a t  a consumer becomes c o n t r a c t u a l l y  
o b l i g a t e d  on a c r e d i t  t r a n s a c t i o n .

"C r e d i t " means the  r i g h t  t o  d e f e r  payment o f  debt  or t o  incur  debt  
and d e f e r  i t s  payment.

"Credi t  c a r d " means any car d ,  p l a t e ,  coupon book,  or o t her  s i n g l e  
c r e d i t  d e v i c e  t h a t  may be used from t ime  t o  t ime t o  obta in  c r e d i t .

"Credi t  s a l e " means a s a l e  in which the  s e l l e r  i s  a c r e d i t o r .  The 
term i n c lu d e s  a bai lment  or l e a s e  ( u n l es s  t er minable  wi thout  pen a l ty  at  any 
t ime by the  consumer) under which the  consumer:

(1) Agrees t o  pay as compensat ion f o r  use a sum s u b s t a n t i a l l y  e q u i v a 
l e n t  t o ,  or  in e x c e s s  o f ,  the  t o t a l  va lue  o f  the  property  and s e r v i c e s  in vo lved;
and



(2) Will  become (or has the  op t io n  to  become) ,  f o r  no a d d i t i o n a l  
c o n s i d e r a t i o n  or f o r  nominal c o n s i d e r a t i o n ,  the  owner o f  the  property  upon 
compliance  wi th  t he  agreement .

''C r e d i t o r 11 means:

(1)  A person ( i )  who r e g u la r l y  ex tends  consumer c r e d i t  2 /  t h a t  i s  
su b j e c t  to  a f i n a n c e  charge or i s  payable by w r i t t e n  agreement in more than
4 i n s t a l l m e n t s  (not  i n c l u d i n g  a downpayment),  and ( i i )  to  whom t he  o b l i g a t i o n  
i s  i n i t i a l l y  pa y a bl e ,  e i t h e r  on t he  f a c e  o f  the  note  or c o n t r a c t ,  or by agr e e 
ment when t h e r e  i s  no note  or  c o n t r a c t .

(2) An arranger  o f  c r e d i t .

(3)  For purposes  o f  §§ 2 2 6 . 4 ( c ) ( 8 ) ( d i s c o u n t s ) , 2 2 6 . 9 ( d ) ( f i n a n c e  
charge imposed a t  t ime o f  t r a n s a c t i o n ) ,  and 2 2 6 . 1 2(e) (Prompt  n o t i f i c a t i o n  o f  
r e tu rn s  and c r e d i t i n g  o f  r e f u n d s ) ,  a person t h a t  honors a c r e d i t  card.

(4) For purposes  o f  Subpart B, any card i s s u e r  t h a t  ex tends  e i t h e r
open-end c r e d i t  or c r e d i t  t h a t  i s  not s u b j e c t  to  a f in a n c e  charge and i s  not
payable by w r i t t e n  agreement in more than 4 i n s t a l l m e n t s .

(5)  For purposes  o f  Subpart B ( e x c e p t  f o r  the  f in a n c e  charge d i s 
c l o s u r e s  co nta ined  in §§ 2 2 6 . 6 ( a )  and 2 2 6 .7 ( d )  through (g)  and the  r ig h t  o f  
r e s c i s s i o n  s e t  f o r t h  in § 22 6 . 15 )  and Subpart C, any card i s s u e r  th at  ex tends  
c l o s e d - e n d  c r e d i t  t h a t  i s  s u b j e c t  t o  a f in a n c e  charge or i s  payable by w r i t t e n  
agreement in more than 4 i n s t a l l m e n t s .

"Downpayment11 means an amount,  i n c lu d in g  the  value  o f  any property
used as a t r a d e - i n ,  paid t o  a s e l l e r  to  reduce the  cash p r i c e  o f  goods or
s e r v i c e s  purchased in a c r e d i t  s a l e  t r a n s a c t i o n .  A d e f er r e d  por t ion  o f  a down
payment may be t r e a t e d  as part  o f  the  downpayment i f  i t  i s  payable not  l a t e r  
than the  due date  o f  the  second o t he rw is e  r e g u l a r l y  scheduled payment and i s  
not s u b j e c t  t o  a f in a n ce  charge .

"Dwel l ing" means a r e s i d e n t i a l  s t r u c t u r e  t h a t  c o n t a i n s  1 to  4 u n i t s ,  
whether or not  t h a t  s t r u c t u r e  i s  a t tac he d  to  real  pr ope r ty .  The term i n c l u d e s  
an i n d i v id u a l  condominium u n i t ,  c o o p e r a t i v e  u n i t ,  mobi l e  home, and t r a i l e r ,  i f  
i t  i s ' u s e d  as a r e s i d e n c e .

"Open-end c r e d i t " means consumer c r e d i t  extended by a c r e d i t o r  under 
a plan in which:

(1) The c r e d i t o r  reasonably co ntemp lates  repeated t r a n s a c t i o n s ;

V  A person r e g u la r l y  ex tends  consumer c r e d i t  only i f  i t  extended c r e d i t  more 
than 25 t imes  (or  more than 5 t imes for  t r a n s a c t i o n s  secured by a d w e l l i n g )  
in  t h e  preced ing  ca lend ar  y e a r .  I f  a person did not  meet t h e s e  numerical  
s tandards  in the  preced ing  ca lendar  y e a r ,  the  numerical  s tandards  s h a l l  be 
a p p l i e d  to  the  current  ca lendar  y e a r .
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(2)  The c r e d i t o r  may impose a f i n a n c e  charge from t ime  to  t ime  on 
an ou ts ta n d in g  unpaid ba l ance ;  and

(3) The amount o f  c r e d i t  t h a t  may be extended t o  the  consumer during  
t h e  term o f  the  plan (up t o  any l i m i t  s e t  by t h e  c r e d i t o r )  i s  g e n e r a l l y  made 
a v a i l a b l e  t o  the  e x t e n t  th at  any ou ts tan di ng  balance  i s  rep a id .

"P e r io d ic  r a t e 11 means a ra te  o f  f i n a n c e  charge  t h a t  i s  or may be 
imposed by a c r e d i t o r  on a balance f o r  a day ,  week,  month,  or o t he r  s u b d i v i s i o n  
o f  a y e a r .

"Person" means a natural  person or  an o r g a n i z a t i o n ,  i n c lu d in g  a co r 
p o r a t i o n ,  p a r t n e r s h i p ,  p r o p r i e t o r s h i p ,  a s s o c i a t i o n ,  c o o p e r a t i v e ,  e s t a t e ,  t r u s t ,  
or  government u n i t .

"Prepaid f i n a n ce  c ha rg e" means any f in a n c e  charge paid s e p a r a t e l y  in 
cash or by check be fore  or a t  consummation o f  a t r a n s a c t i o n ,  or wi th he ld  from 
t h e  proceeds  o f  t h e  c r e d i t  a t  any t ime .

"R e s i d e n t i a l  mortgage t r a n s a c t i o n " means a t r a n s a c t i o n  in which a 
mortgage,  deed o f  t r u s t ,  purchase money s e c u r i t y  i n t e r e s t  a r i s i n g  under an 
i n s t a l l m e n t  s a l e s  c o n t r a c t ,  or e q u i v a l e n t  consensual  s e c u r i t y  i n t e r e s t  i s  
c r e a t e d  or  r e ta i n e d  in t h e  consumer's  p r i n c i p a l  d w e l l in g  t o  f in a n ce  t h e  
a c q u i s i t i o n  or i n i t i a l  c o n s t r u c t i o n  o f  t h a t  d w e l l i n g .

"S e c u r i t y  i n t e r e s t " means an i n t e r e s t  in property  t h a t  s e c u r e s  pe r 
formance o f  a consumer c r e d i t  o b l i g a t i o n  and t h a t  i s  recogn ized  by s t a t e  or 
f edera l  law.  It does not in c lu d e  i n c i d e n t a l  i n t e r e s t s  such as i n t e r e s t s  in  
p r o c e e d s ,  a c c e s s i o n s ,  a d d i t i o n s ,  f i x t u r e s ,  insurance  proceeds  (whether or not  
th e  c r e d i t o r  i s  a l o s s  payee or b e n e f i c i a r y ) ,  premium r e b a t e s ,  or i n t e r e s t s  in 
a f t e r - a c q u i r e d  pr ope r ty .  For purposes  o f  d i s c l o s u r e  under §§ 226 .6  and 2 2 6 . 1 8 ,  
th e  term does not i n c lu d e  an i n t e r e s t  t h a t  a r i s e s  s o l e l y  by oper at i on  o f  law.  
However, for  purposes  o f  the r ig h t  o f  r e s c i s s i o n  under §§ 226 .15  and 2 2 6 . 2 3 ,  
t he  term does i n c lu d e  i n t e r e s t s  t h a t  a r i s e  s o l e l y  by ope rat ion  o f  law.

"S t a t e " means any s t a t e ,  the  D i s t r i c t  o f  Columbia,  t he  Commonwealth 
o f  Puerto Rico,  and any t e r r i t o r y  or  p o s s e s s i o n  o f  t he  United S t a t e s .

(b) Rules o f  c o n s t r u c t i o n . For purposes  o f  t h i s  r e g u l a t i o n ,  the  
f o l l o w i n g  r u l e s  o f  c o n s t r u c t i o n  apply:

(1)  Where a p p r o p r i a te ,  the  s i n g u l a r  form o f  a word i n c lu d e s  the  
plura l  form and p lura l  i n c lu d e s  s i n g u l a r .

(2)  Where the  words " ob l ig a t i on "  and "transac t ion" are used in t h i s  
r e g u l a t i o n ,  they  r e f e r  t o  a consumer c r e d i t  o b l i g a t i o n  or t r a n s a c t i o n ,  depending  
upon t h e  c o n t e x t .  Where the  word "cred i t"  i s  used in t h i s  r e g u l a t i o n ,  i t  means 
"consumer c r e d i t "  u n l e s s  the  c o n t e x t  c l e a r l y  i n d i c a t e s  o t h e r w is e .

(3)  Unles s  de f in e d  in t h i s  r e g u l a t i o n ,  the  words used have the  
meanings g iven t o  them by s t a t e  law or c o n t r a c t .

(4) Footnotes  have t he  same l e g a l  e f f e c t  as the  t e x t  o f  the  r e g u l a t i o n .
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This  r e g u l a t i o n  does  not  apply  t o  th e  f o l l o w i n g :

(a)  B u s i n e s s ,  commerc ia l ,  a g r i c u l t u r a l , or  o r g a n i z a t i o n a l  c r e d i t . £ /
( 1 )  An e x t e n s i o n  o f  c r e d i t  p r i m a r i l y  f o r  a b u s i n e s s ,  commercial  or  a g r i c u l 
t u r a l  purpose .

(2 )  An e x t e n s i o n  o f  c r e d i t  t o  o t h e r  than a natural  pe r s on ,  i n c l u d i n g  
c r e d i t  t o  government a g e n c i e s  or  i n s t r u m e n t a l i t i e s .

(b)  Cred i t  ove r  $ 2 5 , 00 0  not  s ecured  by real  proper ty  or a d w e l l i n g .
An e x t e n s i o n  o f  c r e d i t  not  s ecured  by real  p r o p e r ty ,  or  by personal  proper ty  
used or  exp ec ted  t o  be used as  t h e  p r i n c ip a l  d w e l l i n g  o f  the  consumer,  in which 
t h e  amount f inanced  ex c ee ds  $ 2 5 , 0 0 0  or  in  which t h e r e  i s  an e x p r e s s  w r i t t e n  
commitment t o  ex tend  c r e d i t  in e x c e s s  o f  $2 5 ,0 0 0 .

( c )  Pub l i c  u t i l i t y  c r e d i t . An e x t e n s i o n  o f  c r e d i t  t h a t  i n v o l v e s  
p u b l i c  u t i l i t y  s e r v i c e s  provided through p i p e ,  w i r e ,  o t h e r  connec ted  f a c i l i t i e s ,  
or  r a d i o  or s i m i l a r  t r a n s m i s s i o n  ( i n c l u d i n g  e x t e n s i o n s  o f  such f a c i l i t i e s ) ,  i f  
t h e  char ge s  f o r  s e r v i c e ,  de l ay ed  payment,  or  any d i s c o u n t s  f o r  prompt payment 
are  f i l e d  w i th  or  r e g u la t e d  by any government u n i t .  The f i n a n c i n g  o f  durab le  
goods or  home improvements by a p u b l i c  u t i l i t y  i s  not  exempt.

(d) S e c u r i t i e s  or  commodit ies  a c c o u n t s . Tr a n s a c t io n s  in s e c u r i t i e s  
o r  commodi t i es  account s  in which c r e d i t  i s  ex tended by a b r o k e r - d e a l e r  r e g i s 
t e r e d  w i th  t h e  S e c u r i t i e s  and Exchange Commission or  th e  Commodity Futures  
Trading Commission.

( e )  Home fue l  budget  p l a n s . An i n s t a l l m e n t  agreement  f o r  t h e  pur
chas e  o f  home f u e l s  in which no f i n a n c e  charge  i s  imposed.

S e c t i o n  2 2 6 . 4  — Finance  c h a r g e .

(a )  D e f i n i t i o n . The f i n a n c e  charge  i s  t h e  c o s t  o f  consumer c r e d i t  
as  a d o l l a r  amount.  I t  i n c l u d e s  any charge  payable  d i r e c t l y  or  i n d i r e c t l y  by 
t h e  consumer and imposed d i r e c t l y  or  i n d i r e c t l y  by th e  c r e d i t o r  as  an i n c i d e n t  
t o  or  a c o n d i t i o n  o f  t h e  e x t e n s i o n  o f  c r e d i t .  I t  does  not  i n c l u d e  any charge  
o f  a t yp e  payable  in a comparable  cash t r a n s a c t i o n .

(b)  Examples o f  f i n a n c e  c h a r g e s . The f i n a n c e  charge  i n c l u d e s  t h e  
f o l l o w i n g  t y p e s  o f  c h a r g e s ,  e x c e p t  f o r  charges  s p e c i f i c a l l y  e xc lud ed  by para
graphs  ( c )  through ( e )  o f  t h i s  s e c t i o n :

(1)  I n t e r e s t ,  t ime  p r i c e  d i f f e r e n t i a l ,  and any a'mount payable  under  
an add-on or  d i s c o u n t  sys tem o f  a d d i t i o n a l  cha rg es .

Section 226.3 —  Exempt transactions.

4 /  E x t e n s io n s  o f  c r e d i t  t h a t  are  exempt under paragraph ( a ) ( 1 )  and (2 )  remain 
s u b j e c t  t o  § 2 2 6 . 1 2 ( a )  and (b)  govern ing  t h e  i s s u a n c e  o f  c r e d i t  cards  and 
t h e  l i a b i l i t y  f o r  t h e i r  unauthor i zed  use .
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( 2)  S e r v i c e ,  t r a n s a c t i o n ,  a c t i v i t y ,  and ca r ry in g  c ha r g e s ,  i n c lu d in g  
any charge  imposed on a checkin g  or o ther  t r a n s a c t i o n  account  to  the  e x t e n t  t h a t  
th e  charge exceeds  the  charge for  a s i m i l a r  account  wi thout  a c r e d i t  f e a t u r e .

(3) P o i n t s ,  loan f e e s ,  assumption f e e s ,  f i n d e r ' s  f e e s ,  and s i m i l a r
cha r g e s .

(4)  Ap pr a i sa l ,  i n v e s t i g a t i o n ,  and c r e d i t  r epor t  f e e s .

(5)  Premiums or o th e r  charges  for  any guarantee  or in surance  pro 
t e c t i n g  th e  c r e d i t o r  a g a i n s t  the  consumer's  d e f a u l t  or o th er  c r e d i t  l o s s .

(6)  Charges imposed on a c r e d i t o r  by another  person for  purchas ing  
or ac c e p t i n g  a consumer's  o b l i g a t i o n ,  i f  the  consumer i s  required to pay the  
charges  in c a sh ,  as an a d d i t i o n  to  the  o b l i g a t i o n ,  or  as  a deduc t ion  from the  
proceeds  o f  the  o b l i g a t i o n .

(7 )  Premiums or o ther  charges  for  c r e d i t  l i f e ,  a c c i d e n t ,  h e a l t h ,  or 
l o s s - o f - i n c o m e  in s u r a n c e ,  w r i t t e n  in connec t ion  wi th a c r e d i t  t r a n s a c t i o n .

(8)  Premiums or o ther  charges  for  insurance  a g a i n s t  l o s s  o f  or 
damage to  pr oper ty ,  or a g a i n s t  l i a b i l i t y  a r i s i n g  out o f  th e  ownership or use  
o f  pr o pe r ty ,  w r i t t e n  in connec t ion  wi th a c r e d i t  t r a n s a c t i o n .

(9)  Di scount s  f o r  the  purpose o f  induc ing  payment by a means o t her  
than the  use o f  c r e d i t .

( c )  Charges exc luded from the  f i n a n ce  c h a r g e . The f o l l o w i n g  charges  
are not  f in an ce  charges:

(1)  Ap p l i c a t io n  f e e s  charged to  a l l  a p p l i c a n t s  f or  c r e d i t ,  whether  
or not c r e d i t  i s  a c t u a l l y  ext ended .

(2) Charges for  actual  un a n t i c ip a t e d  l a t e  payment,  f or  exceed ing  a
c r e d i t  l i m i t ,  or for  d e l in q ue nc y ,  d e f a u l t ,  or a s i m i l a r  occurrence .

(3) Charges imposed by a f i n a n c i a l  i n s t i t u t i o n  for  paying i tems th a t
overdraw an acco unt ,  u n l e s s  th e  payment o f  such i tems and the  impo s i t i on  o f  th e  
charge  were pr e v io u s l y  agreed upon in w r i t i n g .

(4) Fees charged for  p a r t i c i p a t i o n  in a c r e d i t  p la n ,  whether a s s e s s e d  
on an annual or o ther  p e r i o d i c  b a s i s .

(5)  S e l l e r ' s  p o i n t s .

(6)  I n t e r e s t  f o r f e i t e d  as a r e s u l t  o f  an i n t e r e s t  r educ t ion  required
by law on a t ime d e p o s i t  used as s e c u r i t y  fo r  an e x te n s i o n  o f  c r e d i t .

(7)  The f o l l o w i n g  f e e s  in a t r a n s a c t i o n  s ecured by real  property  or
in a r e s i d e n t i a l  mortgage t r a n s a c t i o n ,  i f  the  f e e s  are  bona f i d e  and reasonable  
in  amount:
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( i )  Fees  f o r  t i t l e  ex a m i n a t io n ,  a b s t r a c t  o f  t i t l e ,  t i t l e  i n s u r a n c e ,  
proper ty  s ur ve y ,  and s i m i l a r  purp ose s .

( i i )  Fees f o r  prepar ing  d e e d s ,  mor tga ge s ,  and recon vey an ce ,  s e t t l e 
ment,  and s i m i l a r  documents .

( i i i )  Notary ,  a p p r a i s a l ,  and c r e d i t  r epor t  f e e s .

( i v )  Amounts r equ ired  to  be paid i n t o  e scrow or t r u s t e e  a c co unt s  i f  
t h e  amounts would not  o t h e r w i s e  be i n c lu d ed  in th e  f i n a n c e  ch arge .

(8 )  D i scount s  o f f e r e d  t o  induce  payment f o r  a purchase  by c a s h ,  c h e c k ,  
or  o th e r  means,  as  provided in § 167(b)  o f  t h e  a c t .

(d)  Ins ur anc e . (1)  Premiums fo r  c r e d i t  l i f e ,  a c c i d e n t ,  h e a l t h ,  or
1 o s s - o f - i n c o m e  insu ra nc e  may be exc lud ed  from t h e  f i n a n c e  charge i f  t h e  f o l l o w i n g  
c o n d i t i o n s  are  met:

(1) The i n s ur anc e  coverage  i s  not  r equ ired  by th e  c r e d i t o r ,  and t h i s  
f a c t  i s  d i s c l o s e d .

( i i )  The premium f o r  t h e  i n i t i a l  term o f  in sur anc e  coverage  i s  
d i s c l o s e d .  I f  t h e  term o f  in s ur a nc e  i s  l e s s  than th e  term o f  th e  t r a n s a c t i o n ,  
t h e  term o f  in su ra nc e  a l s o  s h a l l  be d i s c l o s e d .  The premium may be d i s c l o s e d  
on a u n i t - c o s t  b a s i s  on l y  in open-end c r e d i t  t r a n s a c t i o n s ,  c l o s e d - e n d  c r e d i t  
t r a n s a c t i o n s  by mail  or  t e l e p h o n e  under § 2 2 6 . 1 7 ( g ) ,  and c e r t a i n  c l o s e d - e n d  
c r e d i t  t r a n s a c t i o n s  i n v o l v i n g  an i n s ur anc e  plan t h a t  l i m i t s  th e  t o t a l  amount 
o f  i n de bt ed ne s s  s u b j e c t  t o  co v e ra g e .

( i i i )  The consumer s i g n s  or  i n i t i a l s  an a f f i r m a t i v e  w r i t t e n  reques t  
f o r  th e  in surance  a f t e r  r e c e i v i n g  t h e  d i s c l o s u r e s  s p e c i f i e d  in t h i s  paragraph.
Any consumer in th e  t r a n s a c t i o n  may s i g n  or  i n i t i a l  t h e  r e q u e s t .

(2)  Premiums f o r  in su ra nc e  a g a i n s t  l o s s  o f  or damage t o  p r o p e r t y ,  
or  a g a i n s t  l i a b i l i t y  a r i s i n g  out  o f  the  ownership or  use  o f  p r o p e r t y ,  5 /  may 
be exc luded  from t h e  f i n a n c e  charge  i f  t h e  f o l l o w i n g  c o n d i t i o n s  are  met:

( i )  The in surance  coverage  may be ob ta in ed  from a person o f  th e  con
sumer' s  c h o i c e ,  and t h i s  f a c t  i s  d i s c l o s e d .

( i i )  I f  th e  covera ge  i s  o b t a i n ed  from or through t h e  c r e d i t o r ,  t h e  
premium fo r  th e  i n i t i a l  term o f  i n s ura nce  coverage  s h a l l  be d i s c l o s e d .  I f  t h e  
term o f  in surance  i s  l e s s  than t h e  term o f  t h e  t r a n s a c t i o n ,  t h e  term o f  in su ra nc e  
s h a l l  a l s o  be d i s c l o s e d .  The premium may be d i s c l o s e d  on a u n i t - c o s t  b a s i s  only  
in open-end c r e d i t  t r a n s a c t i o n s ,  c l o s e d - e n d  c r e d i t  t r a n s a c t i o n s  by mail  or t e l e 
phone under § 2 2 6 . 1 7 ( g ) ,  and c e r t a i n  c l o s e d - e n d  c r e d i t  t r a n s a c t i o n s  i n v o l v i n g
an in su ra nce  plan t h a t  l i m i t s  th e  t o t a l  amount o f  i n de bt ed ne s s  s u b j e c t  t o  
co ve ra ge .

5 /  This  i n c l u d e s  s i n g l e  i n t e r e s t  i n s ura nce  i f  th e  i n s u r e r  waives  a l l  r i g h t  o f  
s ub ro ga t ion  a g a i n s t  th e  consumer.

6 /  A c r e d i t o r  may r e s e r v e  the  r i g h t  t o  r e f u s e  t o  a c c e p t ,  f o r  rea son ab l e  c a u s e ,  
an i n s u r e r  o f f e r e d  by t h e  consumer.
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( e )  Cer t a in  s e c u r i t y  i n t e r e s t  c h a r g e s . I f  i t e m i z e d  and d i s c l o s e d ,  
t h e  f o l l o w i n g  charges  may be exc luded  from t h e  f i n a n c e  charge:

(1 )  Taxes and f e e s  p r e s c r i b e d  by law t h a t  a c t u a l l y  are  or  w i l l  be 
paid t o  p u b l i c  o f f i c i a l s  f o r  de t erm in ing  t h e  e x i s t e n c e  o f  or  f o r  p e r f e c t i n g ,  
r e l e a s i n g ,  or  s a t i s f y i n g  a s e c u r i t y  i n t e r e s t .

( 2)  The premium f o r  in su ra nc e  in  l i e u  o f  p e r f e c t i n g  a s e c u r i t y  
i n t e r e s t  t o  the  e x t e n t  t h a t  t h e  premium does  not  exceed  t h e  f e e s  d e s c r i b e d  in  
paragraph ( e ) ( 1 )  o f  t h i s  s e c t i o n  t h a t  o t h e r w i s e  would be paya b le .

( f )  P r o h i b i t e d  o f f s e t s . I n t e r e s t ,  d i v i d e n d s ,  or  o t h e r  income  
r e c e i v e d  or  t o  be r e c e i v e d  by t h e  consumer on d e p o s i t s  or  i n v e s t m e n t s  s h a l l  
not  be deduc ted in computing th e  f i n a n c e  char ge .

SUBPART B — OPEN-END CREDIT

S e c t i o n  2 2 6 . 5  - -  General  d i s c l o s u r e  r e q u i r e m e n t s .

( a )  Form o f  d i s c l o s u r e s . ( 1 )  The c r e d i t o r  s h a l l  make t h e  d i s c l o 
s u r e s  r equ i red  by t h i s  subpar t  c l e a r l y  and c o n s p i c u o u s l y  in w r i t i n g ,  TJ in a 
form t h a t  t h e  consumer may keep.

(2 )  The terms " f in a n ce  charge" and "annual per c en ta g e  r a t e , "  when 
re qu i red  t o  be d i s c l o s e d  w i th  a c o r re s pon d i ng  amount or  p e r c en ta g e  r a t e ,  s h a l l  
be more co ns p i cu ou s  than any o t h e r  required  d i s c l o s u r e .

(b)  Time o f  d i s c l o s u r e s . ( 1 )  I n i t i a l  d i s c l o s u r e s . The c r e d i t o r
s h a l l  f u r n i s h  t h e  i n i t i a l  d i s c l o s u r e  s ta t e men t  required  by § 2 2 6 .6  be f o r e  th e  
f i r s t  t r a n s a c t i o n  i s  made under t h e  p la n .

( 2 )  P e r io d i c  s t a t e m e n t s , ( i )  The c r e d i t o r  s h a l l  mail  or  d e l i v e r  a
p e r i o d i c  s ta t eme nt  as  r e qu ired  by § 2 2 6 .7  f o r  each b i l l i n g  c y c l e  a t  t h e  end o f
which an account  has a d e b i t  or  c r e d i t  ba lance  o f  more than $1 or  on which a 
f i n a n c e  charge  has been imposed.  A p e r i o d i c  s ta t e me nt  need not  be s e n t  f o r  an

TJ  The d i s c l o s u r e  re qu ired  by § 2 2 6 . 9 ( d )  when a f in a n c e  charge i s  imposed a t
* t h e  t ime o f  a t r a n s a c t i o n  need not  be w r i t t e n .

8 /  The a l t e r n a t i v e  summary b i l l i n g  r i g h t s  s ta t e ment  provided f o r  in
§ 2 2 6 . 9 ( a ) ( 2 ) ,  and t h e  d i s c l o s u r e s  made under § 22 6 .1 0 ( b )  about  
payment requirement s  need not  be in a form t h a t  th e  consumer can keep.

9 /  The terms need not  be more consp i cuo us  when used under § 2 2 6 .7 ( d )  on
p e r i o d i c  s t a t e m e nt s  and under § 22 6 . 16  in a d v e r t i s e m e n t s .
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account  i f  the  c r e d i t o r  deems i t  u n c o l l e c t i b l e ,  or i f  de l inquency  c o l l e c t i o n  
pro ceed ings  have been i n s t i t u t e d ,  or  i f  f u r n i s h i n g  the  s ta t e ment  would v i o l a t e  
f ed era l  law.

( i i )  The c r e d i t o r  sh a l l  mail  or d e l i v e r  the  p e r i o d i c  s ta t ement  at  
l e a s t  14 days pr io r  t o  any date or the  end o f  any t ime per iod  requ ired  to  be 
d i s c l o s e d  under § 2 2 6 . 7 ( j ) in order fo r  the  consumer t o  avo id  an a d d i t i o na l  
f in a n ce  or o t he r  charge .  10/  A c r e d i t o r  t h a t  f a i l s  t o  meet t h i s  requirement  
s h a l l  not c o l l e c t  any f inance  or o t he r  charge imposed as a r e s u l t  o f  such 
f a i l u r e .

(c)  Bas i s  o f  d i s c l o s u r e s  and use  o f  e s t i m a t e s . D i s c l o s u r e s  sh a l l  
r e f l e c t  th e  terms o f  t h e  l ega l  o b l i g a t i o n  between the  p a r t i e s .  I f  any informa
t i o n  ne ce s sa ry  fo r  accura te  d i s c l o s u r e  i s  unknown t o  the  c r e d i t o r ,  i t  sh a l l  
make the  d i s c l o s u r e  based on the  be s t  informat ion reasonably  a v a i l a b l e  and 
s h a l l  s t a t e  c l e a r l y  t h a t  the  d i s c l o s u r e  i s  an e s t i m a t e .

(d) Mul t ip l e  c r e d i t o r s ;  m u l t i p l e  consumers . I f  th e  c r e d i t  plan
i n v o l v e s  more than one c r e d i t o r ,  only one s e t  o f  d i s c l o s u r e s  s h a l l  be g i v e n ,  
and the  c r e d i t o r s  s h a l l  agree among th emse lve s  which c r e d i t o r  must comply wi th  
t h e  requirements  th a t  t h i s  r e g u la t i o n  imposes on any or  a l l  o f  them. I f  th ere  
i s  more than one consumer,  the  d i s c l o s u r e s  may be made t o  any consumer who i s  
pr im ar i ly  l i a b l e  on the account .  I f  the  r i g h t  o f  r e s c i s s i o n  under § 226.15  i s  
a p p l i c a b l e ,  however,  the  d i s c l o s u r e s  required by §§ 2 2 6 .6  and 2 2 6 .1 5 ( b )  s h a l l  
be made to  each consumer having the  r ig h t  t o  r e sc in d .

(e)  E f f e c t  o f  subsequent  e v e n t s . I f  a d i s c l o s u r e  becomes ina c cu ra te
because  o f  an event  t h a t  occurs  a f t e r  th e  c r e d i t o r  ma i l s  or d e l i v e r s  th e  d i s c l o 
s u r e s ,  the  r e s u l t i n g  inaccuracy  i s  not  a v i o l a t i o n  o f  t h i s  r e g u l a t i o n ,  al though  
new d i s c l o s u r e s  may be required under § 2 2 6 . 9 ( c ) .

Se c t i o n  226.6 - -  I n i t i a l  d i s c l o s u r e  s t a t e m e n t .

The c r e d i t o r  sh a l l  d i s c l o s e  t o  the  consumer,  in t ermino logy  c o n s i s 
t e n t  with t h a t  t o  be used on the  p e r i o d i c  s t a t e m e n t ,  each o f  the  f o l l o w i n g
i t e m s ,  t o  th e  e x t e n t  a p p l i c a b le :

(a)  Finance c h a r g e . The c ircumstances  under which a f inan ce  charge  
w i l h b e  imposed and an exp lan at ion  o f  how i t  w i l l  be de termined ,  as f o l l o w s :

(1) A s ta tement  o f  when f in a n ce  charges  begin t o  a c c ru e ,  i n c lu d in g  
an ex p l ana t io n  o f  whether or not any t ime per iod e x i s t s  w i th in  which any c r e d i t  
extended may be repaid  wi thout  incur r ing  a f inan ce  charge .  I f  such a t ime  
period i s  prov ided ,  a c r e d i t o r  may, a t  i t s  opt ion  and wi thout  d i s c l o s u r e ,  impose  
no f in a n ce  charge when payment i s  r e ce iv e d  a f t e r  the  t ime p e r i o d ' s  e x p i r a t i o n .

10/  This  t iming  requirement  does not apply i f  the  c r e d i t o r  i s  unable  t o  meet  
th e  requirement  because  o f  an ac t  o f  God, war,  c i v i l  d i s o r d e r ,  natural  
d i s a s t e r ,  or s t r i k e .
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(2)  A d i s c l o s u r e  o f  each p e r i o d i c  r a t e  th a t  may be used to  compute  
the  f inan ce  charge ,  the  range o f  ba la nce s  t o  which i t  i s  a p p l i c a b l e ,  _11/ and 
t h e  corresponding annual pe rcen tage  r a t e .  12/  When d i f f e r e n t  p e r io d i c  ra t e s  
apply to  d i f f e r e n t  t yp e s  o f  t r a n s a c t i o n s ,  the  types  o f  t r a n s a c t i o n s  to  which 
the  p e r io d i c  r a t e s  apply s h a l l  a l s o  be d i s c l o s e d .

(3) An e xp l an at i on  o f  th e  method used t o  determine  the  balance  on 
which the  f inance  charge may be computed.

(4)  An e x p l an at io n  o f  how the  amount o f  any firrance charge w i l l  be 
de termined,  _13/ i n c lu d in g  a d e s c r i p t i o n  o f  how any f in a n c e  charge  o ther  than  
t h e  p e r io d i c  ra t e  w i l l  be determined.

(b) Other c h a r g e s . The amount o f  any charge o ther  than a f inan ce  
charge th a t  may be imposed as part  o f  the  p la n ,  or an e x p l an at io n  o f  how th e  
charge  w i l l  be determined.

( c )  Secur i ty  i n t e r e s t s . The f a c t  t h a t  the  c r e d i t o r  has or w i l l  
acqu ire  a s e c u r i t y  i n t e r e s t  in the  property  purchased under the  p lan ,  or  in  
o t her  property i d e n t i f i e d  by i tem or t y p e .

(d) Statement  o f  b i l l i n g  r i g h t s . A s tat ement  t h a t  o u t l i n e s  th e  
consumer's  r i g h t s  and tne  c r e d i t o r ' s  r e s p o n s i b i l i t i e s  under §§ 2 2 6 .1 2 ( c )  and 
22 6 .1 3  and t h a t  i s  s u b s t a n t i a l l y  s i m i l a r  t o  th e  s ta tement  found in Appendix G.

Sec t i on  226 .7  — Pe r io d i c  s t a t e m e n t .

The c r e d i t o r  s h a l l  furn i sh  the  consumer wi th a p e r i o d i c  s tat ement  
th a t  d i s c l o s e s  the  f o l l o w i n g  i t em s ,  t o  the  e x t e n t  a p p l i c a b l e :

(a) Previous  b a l a n c e . The account  balance  ou t s ta nd ing  at  the  
beginning o f  th e  b i l l i n g  c y c l e .

(b) I d e n t i f i c a t i o n  o f  t r a n s a c t i o n s . An i d e n t i f i c a t i o n  o f  each c r e d i t  
t r a n s a c t i o n  in accordance wi th § 22 6 . 8 .

(c)  C r e d i t s . Any c r e d i t  t o  the  account  during the  b i l l i n g  c y c l e ,  
i nc lu d in g  the  amount and the  date  o f  c r e d i t i n g .  The date  need not be provided  
i f  a de lay  in c r e d i t i n g  does not r e s u l t  in any f i n an ce  or o t her  charge .

11/  A c r e d i t o r  i s  not  required t o  ad jus t  the  range o f  ba lances  d i s c l o s u r e  to  
r e f l e c t  th e  balance  below which only a minimum charge a p p l i e s .

12 /  I f  a c r e d i t o r  i s  o f f e r i n g  a va r ia b l e  ra t e  p l an ,  the  c r e d i t o r  sh a l l  a l s o  
d i s c l o s e :  (1)  the  c i rcumstances  under which th e  r a t e ( s )  may i n c re a s e ;
(2)  any l i m i t a t i o n s  on the  in c re a s e ;  and (3)  the  e f f e c t ( s )  an i n c r e a s e .

13/  I f  no f in an ce  charge i s  imposed when the  ou t s ta nd ing  balance  i s  l e s s  than a 
c e r t a i n  amount,  no d i s c l o s u r e  i s  required o f  th a t  f a c t  or o f  the  balance  
below which no f inan ce  charge w i l l  be imposed.
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(d) Pe r io d i c  r a t e s . Each p e r i o d i c  r a t e  th a t  may be used t o  compute 
th e  f inan ce  ch arge ,  th e  range o f  ba lances  to  w h i c h . i t  i s  a p p l i c a b l e ,  JL4 /  and 
the  correspond ing  annual pe rcen tage  r a t e .  _15/ I f  d i f f e r e n t  p e r i o d i c  r a t e s  
apply t o  d i f f e r e n t  t ype s  o f  t r a n s a c t i o n s ,  the  types  o f  t r a n s a c t i o n s  t o  which 
the  p e r i o d i c  r a t e s  apply s h a l l  a l s o  be d i s c l o s e d .

( e)  Balance on which f i n an ce  charge computed. The amount o f  the  
balance  t o  which a p e r i o d i c  r a t e  was app l i ed  and an e x p l a na t io n  o f  how t h a t  
balance  was determined.  When a balance  i s  determined wi thout  f i r s t  deduc t ing  
a l l  c r e d i t s  and payments made during the  b i l l i n g  c y c l e ,  t h a t  f a c t  and the  amount 
o f  the  c r e d i t s  and payments s h a l l  be d i s c l o s e d .

( f )  Amount o f  f in an ce  char ge . The amount o f  any f i n an ce  charge  
de b i t e d  or added to  the  account  during the  b i l l i n g  c y c l e ,  u s ing  the  term 
"f inance  charge ."  The components o f  th e  f in a n ce  charge s h a l l  be i n d i v i d u a l l y  
i t em ized  and i d e n t i f i e d  t o  show the  amount(s)  due t o  the  a p p l i c a t i o n  o f  any 
p e r io d i c  r a t e s  and t h e  amount(s)  o f  any o th er  type  o f  f in an ce  charge .  I f  t h e r e  
i s  more than one p e r i o d i c  r a t e ,  the  amount o f  the  f in an ce  charge a t t r i b u t a b l e  
t o  each r a t e  need not  be s e p a r a t e l y  i t e m ize d  and i d e n t i f i e d .

(g)  Annual percen tage  r a t e . When a f in an ce  charge i s  imposed during  
the  b i l l i n g  c y c l e ,  the  annual percen tage  r a t e ( s )  determined under § 2 2 6 . 1 4 ,  
us ing  th e  term "annual percen tage  ra te ."

(h)  Other c h a r g e s . The amounts,  i t e m ize d  and i d e n t i f i e d  by t y p e ,  o f  
any charges  o t he r  than f in a n ce  charges  de b i t e d  to  th e  account  during t h e  b i l l i n g  
c y c l e .

( i )  C los ing  date  o f  b i l l i n g  c y c l e ;  new b a l a n c e . The c l o s i n g  date  o f  
the  b i l l i n g  c y c l e  and th e  account  balance  ou t s tan d in g  on t ha t  d a t e .

( j )  Fr e e - r id e  p e r i o d . The da te  by which or th e  t ime period w i th in  
which t h e  new balance  or any por t ion  o f  th e  new balance  must be paid t o  avoid  
a d d i t i o n a l  f in a n c e  charges .  I f  such a t ime period i s  prov ided,  a c r e d i t o r  may, 
at  i t s  op t ion  and w i thout  d i s c l o s u r e ,  impose no f inan ce  charge when payment i s  
r e ce iv e d  a f t e r  the  t ime p e r i o d ' s  e x p i r a t i o n .

(k)  Address f o r  n o t i c e  o f  b i l l i n g  e r r o r s . The address  t o  be used  
f o r  n o t i c e  o f  b i l 1 ing e r r o r s .  A l t e r n a t i v e l y ,  the  addres s  may be provided on 
the  b i l l i n g  r i g h t s  s ta t ement  permi t ted  by § 2 2 6 . 9 ( a ) ( 2 ) .

14 /  See f o o t n o t e s  11 and 13.

15/  I f  a v a r i a b l e  ra t e  plan i s  in v o lv e d ,  the  c r e d i t o r  s h a l l  d i s c l o s e  the  f a c t  
t h a t  the  p e r i o d i c  r a t e ( s )  may vary.
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S e c t i o n  226 .8  — I d e n t i f i c a t i o n  o f  t r a n s a c t i o n s .

The c r e d i t o r  sh a l l  i d e n t i f y  c r e d i t  t r a n s a c t i o n s  on or wi th the  f i r s t  
p e r i o d i c  s ta t ement  t h a t  r e f l e c t s  the  t r a n s a c t i o n  by f u r n i s h i n g  the  f o l l o w i n g  
in f o r m a t i o n ,  as a p p l i c a b l e .  _16/

(a)  Sale  c r e d i t . For each c r e d i t  t r a n s a c t i o n  i n v o l v i n g  the  s a l e  o f  
property  or s e r v i c e s ,  the  f o l l o w in g  r u l e s  s h a l l  apply:

(1)  Copy o f  c r e d i t  document p r ov id e d . When an ac tua l  copy o f  the  
r e c e i p t  or  o th e r  c r e d i t  document i s  provided wi th th e  f i r s t  p e r i o d i c  s ta t ement  
r e f l e c t i n g  the  t r a n s a c t i o n ,  the  t r a n s a c t i o n  i s  s u f f i c i e n t l y  i d e n t i f i e d  i f  the  
amount o f  the  t r a n s a c t i o n  and e i t h e r  t h e  da te  o f  the  t r a n s a c t i o n  or the  date  
o f  d e b i t i n g  the t r a n s a c t i o n  to  the  consumer's  account  are  d i s c l o s e d  on the  
copy or on the  p e r i o d i c  s ta t ement .

(2)  Copy o f  c r e d i t  document not provided - -  c r e d i t o r  and s e l l e r  same 
or r e l a t e d  p e r s o n ( s ) . When the  c r e d i t o r  and the  s e l l e r  are the  same person
or r e l a t e d  p e r s on s ,  and an actual  copy o f  the  r e c e i p t  or o th er  c r e d i t  document 
i s  not  provided with the  p e r io d i c  s t a t e m e nt ,  the  c r e d i t o r  sh a l l  d i s c l o s e  th e  
amount and date  o f  th e  t r a n s a c t i o n ,  and a b r i e f  i d e n t i f i c a t i o n  V J  o f  the  property  
or s e r v i c e s  purchased.  _18/

(3)  Copy o f  c r e d i t  document not provided — c r e d i t o r  and s e l l e r  not  
same or  r e l a t e d  p e r s o n ( s T  When the  c r e d i t o r  and s e l l e r  are not  the  same person  
o r  r e l a t e d  pe rs o ns ,  and an actual  copy o f  the  r e c e i p t  or  o ther  c r e d i t  document

16/  F a i lu re  t o  d i s c l o s e  the  information required by t h i s  s e c t i o n  sh a l l  not be 
deemed a f a i l u r e  to  comply with the  r e g u la t i o n  i f :  (1)  th e  c r e d i t o r  main
t a i n s  procedures  reasonably  adapted t o  ob ta in  and provide  the  information;  
and (2) the  c r e d i t o r  t r e a t s  an inquiry  f o r  c l a r i f i c a t i o n  or documentation  
as a n o t i c e  o f  a b i l l i n g  e r r o r ,  in c lu d in g  c o r r e c t i n g  the  account  in accor 
dance wi th  § 2 2 6 . 1 3 ( e ) .  This a p p l i e s  t o  t r a n s a c t i o n s  tha t  t ake  p lace  o u t 
s i d e  a s t a t e ,  as de f ined  in § 2 2 6 . 2 ( a ) ,  whether or not the  c r e d i t o r  main
t a i n s  procedures  reasonably  adapted t o  ob t a in  the  required in format ion .

17/  As an a l t e r n a t i v e  to  the  b r i e f  i d e n t i f i c a t i o n ,  the  c r e d i t o r  may d i s c l o s e  a
number or symbol t h a t  a l s o  appears on th e  r e c e i p t  or  o ther  c r e d i t  document  
g iven  t o  the  consumer,  i f  the  number or symbol reasonably  i d e n t i f i e s  tha t  
t r a n s a c t i o n  wi th t h a t  c r e d i t o r ,  and i f  the  c r e d i t o r  t r e a t s  an inquiry  for  
c l a r i f i c a t i o n  or documentat ion as a n o t i c e  o f  a b i l l i n g  e r r o r ,  i nc lud ing  
c o r r e c t i n g  th e  account  in accordance wi th  § 2 2 6 . 1 3 ( e ) .

18/  An i d e n t i f i c a t i o n  o f  property  or s e r v i c e s  may be replaced by the  s e l l e r ' s
name and l o c a t i o n  o f  th e  t r a n s a c t i o n  when: (1)  the  c r e d i t o r  and the  s e l l e r
are  the  same person;  (2)  the  c r e d i t o r ' s  open-end plan has fewer than 15 ,000
account s ;  (3) th e  c r e d i t o r  prov ides  the  consumer wi th p o i n t - o f - s a l e  docu
mentat ion fo r  t h a t  t r a n s a c t i o n ;  and (4)  the  c r e d i t o r  t r e a t s  an inquiry  for  
c l a r i f i c a t i o n  or documentat ion as a n o t i c e  o f  a b i l l i n g  e r r o r ,  in c lu d in g  
c o r r e c t i n g  the  account  in accordance with § 2 2 6 . 1 3 ( e ) .
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i s  not provided with the  p e r i o d i c  s t a t e m e nt ,  the  c r e d i t o r  s h a l l  d i s c l o s e  the  
amount and date  o f  the  t r a n s a c t i o n ;  t h e  s e l l e r ' s  name; and the  c i t y ,  and s t a t e  
or  f o re i g n  country where th e  t r a n s a c t i o n  took p l a c e .  19/

(b) Nonsale c r e d i t . A nonsa l e  c r e d i t  t r a n s a c t i o n  i s  s u f f i c i e n t l y  
i d e n t i f i e d  i f  the  f i r s t  p e r i o d i c  s ta t ement  r e f l e c t i n g  the  t r a n s a c t i o n  d i s c l o s e s  
a b r i e f  i d e n t i f i c a t i o n  o f  the  t r a n s a c t i o n ;  20 /  the  amount o f  the  t r a n s a c t i o n ;  
and at  l e a s t  one o f  the  f o l l o w i n g  da t e s :  the  date  o f  the  t r a n s a c t i o n ,  the  date
o f  d e b i t i n g  the  t r a n s a c t i o n  to  the  consumer's  ac co unt ,  o r ,  i f  the consumer 
s igned the  c r e d i t  document,  t h e  date  appearing on the  document.  I f  an ac tual  
copy o f  the  r e c e i p t  or o t he r  c r e d i t  document i s  provided and th a t  copy shows 
th e  amount and a t  l e a s t  one o f  the  s p e c i f i e d  d a t e s ,  the b r i e f  i d e n t i f i c a t i o n  
may be omit ted.

Sec t ion  226 .9  — Subsequent d i s c l o s u r e  r e qu i rem en t s .

(a) Furni sh ing  s tat ement  o f  b i l l i n g  r i g h t s . (1) Annual s ta t e m e n t . 
The c r e d i t o r  s h a l l  mail or d e l i v e r  the  b i l l i n g  r i g h t s  s ta tement  required by
§ 2 2 6 .6 ( d )  at  l e a s t  once per ca l endar  y e a r ,  at  i n t e r v a l s  o f  not l e s s  than 6 
months nor more than 18 months,  e i t h e r  to  a l l  consumers or to  each consumer  
e n t i t l e d  t o  r e c e i v e  a p e r i o d i c  s ta tement  under § 2 2 6 . 5 ( b ) ( 2 )  f or  any one 
b i l l i n g  c y c l e .

(2)  A l t e r n a t i v e  summary s t a t e m e n t . As an a l t e r n a t i v e  to  paragraph
( a ) ( 1 )  o f  t h i s  s e c t i o n ,  the  c r e d i t o r  may mail or d e l i v e r ,  on or with each p e r i 
od i c  s t a t e m e nt ,  a s ta tement  s u b s t a n t i a l l y  s i m i l a r  to  t h a t  in Appendix G.

(b) D i s c l o s u r e s  for  supplemental  c r e d i t  d e v i c e s  and add i t i on a l
f e a t u r e s . (1) If a c r e d i t o r ,  w i th in  30 days a f t e r  ma i l ing  or  d e l i v e r i n g  the
i n i t i a l  d i s c l o s u r e s  under § 2 2 6 . 6 ( a ) ,  adds a c r e d i t  f e a t u r e  to  the  consumer's  
account  or ma i l s  or d e l i v e r s  t o  the  consumer a c r e d i t  d e v i ce  for  which the  
f inan ce  charge terms are the  same as those  pr e v io u s l y  d i s c l o s e d ,  no ad d i t i o na l  
d i s c l o s u r e s  are n e c e s s a r y .  Af t er  30 da y s ,  i f  the  c r e d i t o r  adds a c r e d i t  
f e a t u r e  or f u r n i s h e s  a c r e d i t  d e v i ce  (o ther  than as a renewal ,  r e supp ly ,  or  
the  o r i g i n a l  i s s ua n ce  o f  a c r e d i t  card)  on the  same f in an ce  charge t erms ,  the  
c r e d i t o r  sh a l l  d i s c l o s e ,  be fore  the  consumer uses  the  f ea t u r e  or d ev i ce  for  
th e  f i r s t  t ime ,  tha t  i t  i s  f or  use in o b t a in in g  c r e d i t  under the  terms pre 
v i o u s ly  d i s c l o s e d .

(2) Whenever a c r e d i t  f ea t u r e  i s  added or a c r e d i t  d e v i c e  i s  mailed  
or d e l i v e r e d ,  and the  f in an ce  charge  terms fo r  the  f ea t u r e  or d e v i c e  d i f f e r  from 
d i s c l o s u r e s  p r e v io u s l y  g i v e n ,  the  d i s c l o s u r e s  required by § 2 2 6 .6 (a )  th a t  are  
a p p l i c a b le  t o  the  added f e a t u r e  or d ev i ce  s h a l l  be g iven before  the  consumer 
uses  the  f e a t u r e  or d e v i c e  for  the  f i r s t  t ime .

19/  The c r e d i t o r  may omit the  address  or provide  any s u i t a b l e  d e s ig n a t i o n  tha t  
he lps  the  consumer t o  i d e n t i f y  the  t r a n s a c t i o n  when the  t r a n s a c t i o n  (1)  took  
p l ac e  at  a l o c a t i o n  tha t  i s  not f i x e d ;  (2) took p lace  in the  consumer's  home; 
or (3)  was a mail  or t e l e ph on e  order.

2 0 /  See f o o tn o t e  17.
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( c )  Change in t er m s; (1 )  Writ ten n o t i c e  r e q u i r e d . Whenever any 
term requ i red  t o  be d i s c l o s e d  under § 2 2 6 . 6  i s  changed or  th e  required  minimum 
p e r i o d i c  payment i s  i n c r e a s e d ,  t h e  c r e d i t o r  s h a l l  mail  or  d e l i v e r  w r i t t e n  n o t i c e  
o f  th e  change t o  each consumer who may be a f f e c t e d .  The n o t i c e  s h a l l  be mai l ed  
or d e l i v e r e d  a t  l e a s t  15 days p r i o r  t o  t h e  e f f e c t i v e  d a t e  o f  t h e  change .  The 
15 -day  t im in g  requirement  does  not  apply  i f  t h e  change has been agreed t o  by 
t h e  consumer,  or  i f  a p e r i o d i c  r a t e  or  o t h e r  f i n a n c e  charge  i s  i n c r e a s e d  
because  o f  t h e  consumer' s  d e l in q ue nc y  or  d e f a u l t ;  t h e  n o t i c e  s h a l l  be g i v e n ,  
however,  b e f o r e  t h e  e f f e c t i v e  d a t e  o f  t h e  change.

(2 )  No t i ce  not  r e q u i r e d . No n o t i c e  under t h i s  s e c t i o n  i s  r equ ired  
when t h e  change i n v o l v e s  l a t e  payment c h a r g e s ,  char ge s  f o r  documentary e v i d e n c e ,  
o r  o v e r - t h e - l i m i t  char ge s ;  a r e d u c t i o n  o f  any component o f  a f i n a n c e  or  o t he r  
c ha r ge ;  su s p e n s io n  o f  fu tu re  c r e d i t  p r i v i l e g e s  or  t e r m in a t i o n  o f  an account  or  
pl an;  or  when th e  change r e s u l t s  from an agreement  i n v o l v i n g  a c o u r t  p r o c e ed in g ,  
or  from t h e  consumer' s  d e f a u l t  or  de l in q ue nc y  (o th e r  than an i n c r e a s e  in  the
p e r i o d i c  r a t e  or  o t h e r  f i n a n c e  c h a r g e ) .

(d )  Finance charge  imposed a t  t ime o f  t r a n s a c t i o n . ( 1)  Any pe rs on ,  
o t h e r  than t h e  card i s s u e r ,  who imposes  a f i n a n c e  charge  a t  t h e  t ime o f  honoring  
a consumer' s  c r e d i t  ca rd ,  s h a l l  d i s c l o s e  t h e  amount o f  t h a t  f i n a n c e  charge  p r i or  
t o  i t s  i m p o s i t i o n .

(2 )  The card i s s u e r ,  i f  o t h e r  than t h e  person honoring t h e  consumer' s  
c r e d i t  c a r d ,  s h a l l  have no r e s p o n s i b i l i t y  f o r  t h e  d i s c l o s u r e  re qu ired  by para 
graph ( d ) ( 1 )  o f  t h i s  s e c t i o n ,  and s h a l l  not  c o n s i d e r  any such charge  f o r  purposes
o f  §§ 2 2 6 .6  and 22 6 . 7 .

S e c t i o n  22 6 . 10  — Prompt c r e d i t i n g  o f  payments .

( a )  General  r u l e . A c r e d i t o r  s h a l l  c r e d i t  a payment t o  t h e  consumer' s  
ac count  as  o f  t h e  date  o f  r e c e i p t ,  e x c e p t  when a d e l a y  in  c r e d i t i n g  does  not  
r e s u l t  in  a f i n a n c e  or  o t h e r  charge  or  e x c e p t  as  prov ided in paragraph (b) o f  
t h i s  s e c t i o n .

(b)  S p e c i f i c  r equ irements  f o r  payments . I f  a c r e d i t o r  s p e c i f i e s ,  
on or  w i th  t h e  p e r i o d i c  s t a t e m e n t ,  r equirement s  f o r  t h e  consumer t o  f o l l o w  in 
making payments ,  but a c c e p t s  a payment t h a t  does  not  conform t o  th e  re qu ire m en t s ,  
t h e  c r e d i t o r  s h a l l  c r e d i t  t h e  payment w i t h i n  5 days o f  r e c e i p t .

( c )  Adjustment  o f  a c c o u n t . I f  a c r e d i t o r  f a i l s  t o  c r e d i t  a payment,  
as  re qu ire d  by paragraphs (a)  or  (b) o f  t h i s  s e c t i o n ,  in t ime t o  avo id  t h e  impo
s i t i o n  o f  f i n a n c e  or  o t h e r  c h a r g e s ,  t h e  c r e d i t o r  s h a l l  a d j u s t  th e  consumer 's  
account  so t h a t  t h e  charges  imposed are  c r e d i t e d  t o  t h e  consumer 's  account  
dur ing  t h e  nex t  b i l l i n g  c y c l e .

S e c t i o n  226 .11  - -  Treatment o f  c r e d i t  b a l a n c e s .

When a c r e d i t  b a l an c e  in e x c e s s  o f  $1 i s  c r e a t e d  on a c r e d i t  account  
( through t r a n s m i t t a l  o f  funds t o  a c r e d i t o r  in e x c e s s  o f  the  t o t a l  ba la nce  due 
on an a c c o u n t ,  through r e b a t e s  o f  unearned f in a n c e  char ge s  or  in s ur an c e  premiums,  
or through amounts o t h e r w i s e  owed t o  or  he ld  f o r  t h e  b e n e f i t  o f  a consumer ) ,  the  
c r e d i t o r  s h a l 1:
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(a)  Credit  th e  amount o f  th e  c r e d i t  balance  t o  the  consumer's  account;

(b) Refund any part  o f  th e  remaining c r e d i t  balance  w i th in  7 bu s i nes s
days from r e c e i p t  o f  a w r i t t e n  reques t  from the  consumer; and

(c)  Make a good f a i t h  e f f o r t  t o  refund to  the  consumer by cas h ,
check,  or money order ,  or c r e d i t  t o  a d e p o s i t  account  o f  the  consumer,  any part
o f  th e  c r e d i t  balance  remaining in the  account  for  more than 6 months.  No 
f u r t h e r  ac t i o n  i s  required i f  the  consumer's  current  l o c a t i o n  i s  not known t o  
th e  c r e d i t o r  and cannot be t raced  through the  consumer's  l a s t  known address  or 
t e l e ph o ne  number.

Sec t i on  226 .12  — Special  c r e d i t  card p r o v i s i o n s .

(a) Is suance  o f  c r e d i t  c a r d s . Regardles s  o f  the  purpose for  which a
c r e d i t  card i s  t o  be used,  i nc lu d in g  b u s i n e s s ,  commercial ,  or  a g r i c u l t u r a l  u se ,
no c r e d i t  card sh a l l  be i s s u e d  t o  any person except :

(1) In response  t o  an oral  or w r i t t e n  re ques t  or a p p l i c a t i o n  for  the
card;  or

(2)  As a renewal o f ,  or s u b s t i t u t e  f o r ,  an ac ceo ted  c r e d i t  card.  21/

(b) L i a b i l i t y  o f  cardho lder  fo r  unauthori zed u s e . (1)  Limi ta t i on
on amount. The l i a b i l i t y  o f  a cardho lder  for  unauthori zed use 22 /  o f  a c r e d i t
card s h a l l  not exceed the  l e s s e r  o f  $50 or the  amount o f  money, property. ,  l a bo r ,
or  s e r v i c e s  obtained by the  unauthori zed use  be fore  n o t i f i c a t i o n  t o  the  card  
i s s u e r  under paragraph ( b ) ( 3 )  o f  t h i s  s e c t i o n .

(2) Condi t ions  o f  l i a b i l i t y . A cardho lder  sh a l l  be l i a b l e  f or  
unauthori zed use o f  a c r e d i t  card only i f :

( i )  The c r e d i t  card i s  an accepted c r e d i t  card;

( i i )  The card i s s u e r  has provided adequate n o t i c e  23/  o f  the  card 
h o l d e r ' s  maximum p o t e n t i a l  l i a b i l i t y  and o f  means by which the  card i s s u e r  may 
be n o t i f i e d  o f  l o s s  or t h e f t  o f  the  card.  The n o t i c e  s h a l l  s t a t e  th a t  the

21 /  For purposes  o f  t h i s  s e c t i o n ,  "accepted c r e d i t  card" means any c r e d i t  card 
t ha t  a cardho lder  has request ed  or app l i ed  fo r  and r e c e i v e d ,  or has s i g n e d ,  
used,  or author ized  another  person t o  use to  obta in  c r e d i t .  Any c r e d i t  
card i s sued as a renewal or s u b s t i t u t e  in accordance with t h i s  paragraph 
becomes an accep ted c r e d i t  card when r ece iv ed  by the  cardho lder .

22/  "Unauthorized use" means the  use o f  a c r e d i t  card by a person,  o ther  than  
the  c a rd ho l de r ,  who does not have a c t u a l ,  impl i ed ,  or apparent  a u t ho r i t y  
f or  such u s e ,  and from which the  cardholder  r e c e i v e s  no b e n e f i t .

23 /  "Adequate no t i c e"  means a pr in ted  n o t i c e  to  a cardho lder  t h a t  s e t s  f or t h  
c l e a r l y  the  p e r t i n e n t  f a c t s  so t h a t  the  cardholder  may reasonably  be 
expec ted  to  have n o t i c e d  i t  and understood i t s  meaning.  The n o t i c e  may 
be g iven by any means reasonably  a s s ur ing  r e c e i p t  by the  ca rdho lder .
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c a r d h o l d e r ' s  l i a b i l i t y  s h a l l  not exceed $50 (or any l e s s e r  amount) and t h a t  t h e  
cardho lder  may g i v e  oral  or w r i t t e n  n o t i f i c a t i o n ,  and s h a l l  d e s c r i b e  a means o f  
n o t i f i c a t i o n  ( for  example,  a t e l e ph o ne  number, an ad dr es s ,  or bo th ) ;  and

( i i i )  The card i s s u e r  has provided a means to  i d e n t i f y  the  cardho lder  
on the account  or the  a u t ho r i z ed  user  o f  the  card.

(3)  N o t i f i c a t i o n  t o  card i s s u e r . N o t i f i c a t i o n  to  a card i s s u e r  i s  
g iven when s t e ps  have been taken as may be reasonably  required in the  ordinary  
course  o f  bu s i nes s  t o  prov ide  the  card i s s u e r  wi th the  p e r t i n e n t  informat ion  
about t h e  l o s s ,  t h e f t ,  or p o s s i b l e  unauthor ized  use o f  a c r e d i t  ca rd ,  r e g a r d l e s s  
o f  whether any p a r t i c u l a r  o f f i c e r ,  employee ,  or agent  o f  the  card i s s u e r  do e s ,  
in f a c t ,  r e c e i v e  t h e  i n f or m at i on .  N o t i f i c a t i o n  may be g i v e n ,  at  the  op t ion  o f  
the  person g i v in g  i t ,  in per son ,  by t e l e p h o n e ,  or in w r i t i n g .  N o t i f i c a t i o n  in 
w r i t i n g  i s  cons idered  g iven  at  th e  t ime o f  r e c e i p t  or ,  whether or  no t  r e c e i v e d ,  
a t  the  e x p i r a t i o n  o f  the  t ime o r d i n a r i l y  r equired for  t r a n s m i s s i o n ,  whichever
i s  e a r l i e r .

(4) E f f e c t  o f  o ther  a p p l i c a b l e  law or agreement . I f  s t a t e  law or
an agreement between a cardho lder  and the  card i s s u e r  imposes l e s s e r  l i a b i l i t y  
than t h a t  provided in t h i s  paragraph,  th e  l e s s e r  l i a b i l i t y  sh a l l  govern.

(5)  Bu s ines s  use o f  c r e d i t  c a r d s . I f  10 or more c r e d i t  cards  are
i s s u e d  by one card i s s u e r  fo r  use by the  employees  o f  an o r g a n i z a t i o n ,  t h i s  
s e c t i o n  does not p r o h i b i t  the  card i s s u e r  and the  o r ga n i za t io n  from agree ing  
t o  l i a b i l i t y  f o r  unauthori zed use w i thout  regard to  t h i s  s e c t i o n .  However,  
l i a b i l i t y  f or  unauthori zed use  may be imposed on an employee o f  th e  o r g a n i za 
t i o n ,  by e i t h e r  the  card i s s u e r  or th e  o r g a n i z a t i o n ,  only  in accordance with  
t h i s  s e c t i o n .

( c)  Right o f  cardho l der  to  a s s e r t  c la ims  or de f en se s  a g a i n s t  card
i s s u e r . 24 /  (1") General r u l e . When a person who honors a c r e d i t  card f a i l s
to  r e s o l v e  s a t i s f a c t o r i l y  a d i s p u t e  as t o  property  or s e r v i c e s  purchased wi th  
the  c r e d i t  card in a consumer c r e d i t  t r a n s a c t i o n ,  the  cardho lder  may a s s e r t  
a g a i n s t  the  card i s s u e r  a l l  c l a ims  (o th e r  than t o r t  c l a ims )  and de f en se s  a r i s i n g  
out  o f  the  t r a n s a c t io n  and r e l a t i n g  to  the  f a i l u r e  to  r e s o l v e  the  d i s p u t e .  The 
cardho lder  may wi thhold  payment up t o  the amount o f  c r e d i t  ou t s tand ing  for  the  
property  or s e r v i c e s  t h a t  gave r i s e  to  the  d i s p u t e  and any f in an ce  or o ther  
charges  imposed on t h a t  amount.  25/

§ 2 2 6 . 1 2

24/  This  paragraph does not apply to  the  use o f  a check guarantee  card or a 
d e b i t  card in connec t ion  wi th an o ve r d r a f t  c r e d i t  p la n ,  or to  a check 
guarantee  card used in connec t ion  with cash advance checks .

25 /  The amount o f  the  c la im or de fen se  t ha t  the  cardholder  may a s s e r t  sh a l l  not  
exceed the  amount o f  c r e d i t  ou t s ta nd ing  for  the  d i sputed  t r a n s a c t i o n  at  the  
t ime the  cardholder  f i r s t  n o t i f i e s  the  card i s s u e r  or the  person honoring  
t h e  c r e d i t  card o f  the  e x i s t e n c e  o f  the  c la im or d e f e n s e .  To determine the  
amount o f  c r e d i t  ou t s tand ing  for  purposes  o f  t h i s  s e c t i o n ,  payments and other  
c r e d i t s  sha l l  be app l i ed  to:  ( 1)  l a t e  charges  in the  order o f  entry  to  the  
account ;  then to  (2) f in an ce  charges  in the  order o f  entry  to  the  account ;  
and then to  (3) any o ther  d e b i t s  in the  order o f  entry  to  the  account .  I f  
more than one i tem i s  inc luded in a s i n g l e  e x t e n s i o n  o f  c r e d i t ,  c r e d i t s  are  
t o  be d i s t r i b u t e d  pro rata accord ing  t o  p r i c e s  and a p p l i c a b l e  t a x e s .
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(2)  Adverse c r e d i t  r e po r t s  p r o h i b i t e d . I f ,  in accordance  w i th  para 
graph ( c ) ( 1 )  o f  t h i s  s e c t i o n ,  th e  card ho l der  w i t h h o l d s  payment o f  th e  amount
o f  c r e d i t  o u t s t a n d i n g  f o r  t h e  d i sp ut ed  t r a n s a c t i o n ,  t h e  card i s s u e r  s h a l l  not  
r epo r t  t h a t  amount as  d e l in q u e n t  u n t i l  t h e  d i s p u t e  i s  s e t t l e d  or  judgment i s  
rendered .

(3)  L i m i t a t i o n s . The r i g h t s  s t a t e d  in paragraphs ( c ) ( 1 )  and (2)  
o f  t h i s  s e c t i o n  apply on ly  i f :

(1)  The card ho l der  has made a good f a i t h  a t tempt  t o  r e s o l v e  th e  d i s 
pute  w i th  th e  person honoring t h e  c r e d i t  card ;  and

( i i )  The amount o f  c r e d i t  ex tended t o  o b t a i n  t h e  proper ty  or  s e r v i c e s
t h a t  r e s u l t  in t h e  a s s e r t i o n  o f  th e  c la i m  or  d e f e n s e  by t h e  ca rd ho ld er  ex ceeds
$50 ,  and th e  d i s pu t ed  t r a n s a c t i o n  occurred in th e  same s t a t e  as  t h e  c a r d h o l d e r ' s  
c ur r en t  d e s i g n a t e d  addr es s  o r ,  i f  not  w i t h in  t h e  same s t a t e ,  w i t h i n  100 m i l e s  
from t h a t  a d d r e s s .  2 6 /

(d)  O f f s e t s  by card i s s u e r  p r o h i b i t e d . (1)  A card i s s u e r  may not  
t a ke  any a c t i o n ,  e i t h e r  b e f o r e  or  a f t e r  t e r m in a t i o n  o f  c r e d i t  card p r i v i l e g e s ,  
t o  o f f s e t  a c a r d h o l d e r ' s  in de bt ed ne s s  a r i s i n g  from a consumer c r e d i t  t r a n s a c t i o n  
under t h e  r e l e v a n t  c r e d i t  card plan a g a i n s t  funds o f  t h e  ca rd ho ld er  he ld  on 
d e p o s i t  w i th  t h e  card i s s u e r .

(2 )  This  paragraph does  not  a l t e r  or  a f f e c t  t h e  r i g h t  o f  a card  
i s s u e r  a c t i n g  under s t a t e  or  f ed er a l  law t o  do any o f  t h e  f o l l o w i n g  w i th  regard  
t o  funds o f  a card ho l der  he ld  on d e p o s i t  wi th  t h e  card i s s u e r  i f  the  same proc e 
dure i s  c o n s t i t u t i o n a l l y  a v a i l a b l e  t o  c r e d i t o r s  g e n e r a l l y :  o b t a in  or e n f o r c e  a 
consensua l  s e c u r i t y  i n t e r e s t  in t h e  funds ;  a t t a c h  or  o t h e r w i s e  l evy  upon the  
funds ;  or  o b t a i n  or e n f o r c e  a cour t  order  r e l a t i n g  t o  the  funds .

(3)  This  paragraph does  not  p r o h i b i t  a p l a n ,  i f  a u t h or i z e d  in w r i t i n g  
by t h e  c a r d h o l d e r ,  under which t h e  card i s s u e r  may p e r i o d i c a l l y  deduct  a l l  or  
part  o f  th e  c a r d h o l d e r ' s  c r e d i t  card debt  from a d e p o s i t  account  he ld wi th  the  
card i s s u e r  ( s u b j e c t  t o  t h e  l i m i t a t i o n s  in  § 2 2 6 . 1 3 ( d ) ( 1 ) ) .

(e)  Prompt n o t i f i c a t i o n  o f  r e tu rn s  and c r e d i t i n g  o f  r e f u n d s .
(1 )  When a c r e d i t o r  o t h e r  than t h e  card i s s u e r  a c c e p t s  th e  return o f  property  
or f o r g i v e s  a debt  f o r  s e r v i c e s  t h a t  i s  t o  be r e f l e c t e d  as  a c r e d i t  t o  th e  con
s umer' s  c r e d i t  card a c c o u n t ,  t h a t  c r e d i t o r  s h a l l ,  w i t h i n  7 b u s i n e s s  days from 
a c c e p t i n g  th e  return or  f o r g i v i n g  t h e  d e b t ,  t r a n sm i t  a c r e d i t  s ta t eme nt  t o  th e  
card i s s u e r  through th e  card i s s u e r ' s  normal ch an ne l s  f o r  c r e d i t  s t a t e m e n t s .

26 /  The l i m i t a t i o n s  s t a t e d  in paragraph ( c ) ( 3 ) ( i i )  o f  t h i s  s e c t i o n  s h a l l  not  
apply when t h e  person honoring t h e  c r e d i t  card:  (1)  i s  th e  same person as  
th e  card i s s u e r ;  ( 2)  i s  c o n t r o l l e d  by t h e  card i s s u e r  d i r e c t l y  or  i n d i r e c t l y
(3)  i s  under t h e  d i r e c t  or  i n d i r e c t  c o n t r o l  o f  a t h i r d  person t h a t  a l s o  
d i r e c t l y  or  i n d i r e c t l y  c o n t r o l s  t h e  card i s s u e r ;  (4)  c o n t r o l s  th e  card  
i s s u e r  d i r e c t l y  or  i n d i r e c t l y ;  ( 5 )  i s  a f r a n c h i s e d  d e a l e r  in t h e  card  
i s s u e r ' s  produc ts  or  s e r v i c e s ;  o r  (6)  has ob ta in ed  th e  order  f o r  the  
d i s p u t e d  t r a n s a c t i o n  through a mail  s o l i c i t a t i o n  made or p a r t i c i p a t e d  in  
by the  card i s s u e r .
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(2)  The card i s s u e r  s h a l l ,  w i t h i n  3 b u s i n e s s  days from r e c e i p t  o f  a 
c r e d i t  s ta t em en t ,  c r e d i t  the  consumer's  account  with the  amount o f  th e  refund.

(3)  I f  a c r e d i t o r  o ther  than a card i s s u e r  r o u t in e l y  g i v e s  cash  
refunds t o  consumers paying in c a sh ,  th e  c r e d i t o r  s h a l l  a l s o  g i v e  c r e d i t  or  cash  
refunds to  consumers us ing  c r e d i t  c a r d s ,  u n l e s s  i t  d i s c l o s e s  at  the  t ime the  
t r a n s a c t io n  i s  consummated t ha t  c r e d i t  or cash refunds  for  returns  are not  
g i ven .  This s e c t i o n  does not r eq u ire  refunds fo r  returns  nor does i t  p r o h i b i t  
refunds in kind.

( f )  D i scount s ;  t i e - i n  arrangement s . No card i s s u e r  may, by c o nt ra c t  
or o therwi se :

(1) P r oh ib i t  any person who honors a c r e d i t  card from o f f e r i n g  a 
di s cou nt  to  a consumer t o  induce the  consumer to  pay by cas h ,  check,  or s i m i l a r  
means rather  than by use o f  a c r e d i t  card or i t s  under ly ing  account  for  the  
purchase o f  property  or s e r v i c e s ;  or

(2) Require any person who honors th e  card i s s u e r ' s  c r e d i t  card to  
open or maintain any account  or ob t a in  any o th e r  s e r v i c e  not e s s e n t i a l  t o  the  
op era t ion  o f  the  c r e d i t  card plan from the  card i s s u e r  or any o ther  person ,  as 
a c o n d i t i o n  o f  p a r t i c i p a t i o n  in a c r e d i t  card p lan.  I f  maintenance o f  an 
account  for  c l e a r i n g  purposes  i s  determined t o  be e s s e n t i a l  t o  the  opera t ion  o f  
the  c r e d i t  card p la n ,  i t  may be required only i f  no s e r v i c e  charges  or  minimum 
balance  requirements  are imposed.

(g)  Re la t i on  t o  E l e c t r o n i c  Fund Trans fer  Act and Regulat ion  E. For 
guidance on whether Regulat ion Z or Regulat ion  E a p p l i e s  in i n s t a n c e s  i n v o lv i n g  
both c r e d i t  and e l e c t r o n i c  fund t r a n s f e r  a s p e c t s ,  r e f e r  t o  Regula t ion  E,
12 CFR 2 0 5 . 5 ( c )  r egarding i s su an ce  and 2 0 5 .6 ( d )  r egarding l i a b i l i t y  f or  unautho
r i z e d  use .  On matt ers  o t he r  than i s s u a n ce  and l i a b i l i t y ,  t h i s  s e c t i o n  a p p l i e s  
t o  the  c r e d i t  a s p e c t s  o f  combined c r e d i t / e l e c t r o n i c  fund t r a n s f e r  t r a n s a c t i o n s ,  
as a p p l i c a b l e .

Sec t i o n  226 .13  — B i l l i n g  error  r e s o l u t i o n . 27 /

(a) D e f i n i t i o n  o f  b i l l i n g  e r r o r . For purposes  o f  t h i s  s e c t i o n ,  th e  
term “b i l l i n g  error" means:

(1)  A r e f l e c t i o n  on or wi th a p e r i o d i c  s tat ement  o f  an e x t e n s i o n  o f  
c r e d i t  t h a t  i s  not made to  th e  consumer or t o  a person who has a c t u a l ,  im pl i e d ,  
or  apparent  a u t h o r i t y  t o  use the  consumer's  c r e d i t  card or open-end c r e d i t  p lan .

(2) A r e f l e c t i o n  on or wi th a p e r i o d i c  s ta tement  o f  an ex te n s i o n  o f  
c r e d i t  t h a t  i s  not i d e n t i f i e d  in accordance wi th  the  requirements  o f
§§ 2 2 6 . 7 ( b )  and 2 2 6 .8 .

27 /  A c r e d i t o r  sh a l l  not a c c e l e r a t e  any part  o f  the  consumer's  indebtednes s  
or r e s t r i c t  or c l o s e  a consumer's  account  s o l e l y  because the  consumer has 
e x e r c i s e d  in good f a i t h  r i g h t s  provided by t h i s  s e c t i o n .  A c r e d i t o r  may 
be s u b j e c t  t o  the  f o r f e i t u r e  pe na l ty  under § 161 (e)  o f  t h e  a c t  f or  f a i l u r e  
t o  comply wi th  any o f  the  requirements  o f  t h i s  s e c t i o n .
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(3)  A r e f l e c t i o n  on or  w i th  a p e r i o d i c  s ta t em en t  o f  an e x t e n s i o n  o f  
c r e d i t  f o r  proper ty  or s e r v i c e s  not  accep ted  by t h e  consumer or  t h e  consumer' s  
d e s i g n e e ,  or not  d e l i v e r e d  t o  t h e  consumer or  t h e  consumer 's  d e s i g n e e  as  agreed .

(4)  A r e f l e c t i o n  on a p e r i o d i c  s ta t e me nt  o f  the  c r e d i t o r ' s  f a i l u r e  
t o  c r e d i t  proper ly  a payment or  o t h e r  c r e d i t  i s s u e d  t o  t h e  consumer 's  ac co unt .

(5)  A r e f l e c t i o n  on a p e r i o d i c  s ta t e me nt  o f  a computat iona l  or s i m i 
l a r  e r r o r  o f  an ac co unt ing  na ture  t h a t  i s  made by t h e  c r e d i t o r .

(6)  A r e f l e c t i o n  on a p e r i o d i c  s ta t e me nt  o f  an e x t e n s i o n  o f  c r e d i t  
f o r  which th e  consumer r e q u e s t s  a d d i t i o n a l  c l a r i f i c a t i o n ,  i n c l u d i n g  documentary  
e v i d e n c e .

(7 )  The c r e d i t o r ' s  f a i l u r e  t o  mail  or  d e l i v e r  a p e r i o d i c  s ta t em ent  
t o  th e  consumer 's  l a s t  known addres s  i f  t h a t  address  was r e c e i v e d  by t h e  c r e d i 
t o r ,  in w r i t i n g ,  a t  l e a s t  20 days  b e f o r e  th e  end o f  th e  b i l l i n g  c y c l e  f o r  
which th e  s ta t e ment  was r e qu ir e d .

(b) B i l l i n g  e r r o r  n o t i c e . 28 /  A b i l l i n g  e r r o r  n o t i c e  i s  a w r i t t e n
n o t i c e  29 /  from a consumer t h a t :

(1)  Is r e c e i v e d  by a c r e d i t o r  a t  th e  address  d i s c l o s e d  under
§ 2 2 6 . 7 ( k ) no l a t e r  than 60 days a f t e r  t h e  c r e d i t o r  t r a n s m i t t e d  t h e  f i r s t  
p e r i o d i c  s ta t e ment  t h a t  r e f l e c t s  t h e  a l l e g e d  b i l l i n g  e r r o r ;

(2)  Enables  t h e  c r e d i t o r  t o  i d e n t i f y  t h e  consumer 's  name and account  
number; and

(3) To t h e  e x t e n t  p o s s i b l e ,  i n d i c a t e s  th e  consumer' s  b e l i e f  and the  
reasons  f o r  t h e  b e l i e f  t h a t  a b i l l i n g  e r r o r  e x i s t s ,  and the  t y p e ,  d a t e ,  and 
amount o f  t h e  e r r o r .

( c )  Time f o r  r e s o l u t i o n ;  genera l  p r o c e d u r e s . (1)  The c r e d i t o r
s h a l l  mail  or d e l i v e r  w r i t t e n  acknowledgment t o  t h e  consumer w i t h i n  30 days o f  
r e c e i v i n g  a b i l l i n g  e r r o r  n o t i c e ,  u n l e s s  th e  c r e d i t o r  has compl i ed wi th  th e  
a p pr op r ia t e  r e s o l u t i o n  procedures  o f  paragraphs ( e )  and ( f )  o f  t h i s  s e c t i o n ,  
as  a p p l i c a b l e ,  w i t h in  the  30-day per iod ;  and

(2)  The c r e d i t o r  s h a l l  comply wi th  the  app r op r ia t e  r e s o l u t i o n  proce 
dures  o f  paragraphs ( e )  and ( f )  o f  t h i s  s e c t i o n ,  a s  a p p l i c a b l e ,  w i t h i n  2 com
p l e t e  b i l l i n g  c y c l e s  (but  in no e v e n t  l a t e r  than 90 days)  a f t e r  r e c e i v i n g  a 
b i l l i n g  e r ro r  n o t i c e .

28 /  The c r e d i t o r  need not  comply w i th  th e  requirement s  o f  paragraphs (c)  
through (g )  o f  t h i s  s e c t i o n  i f  the  consumer c on c lu des  t h a t  no b i l l i n g  
e r r o r  occurred and v o l u n t a r i l y  wi thdraws th e  b i l l i n g  e r r o r  n o t i c e .

29 /  The c r e d i t o r  may r e q u i r e  t h a t  the  w r i t t e n  n o t i c e  not  be made on th e  payment  
medium or o t h e r  ma ter ia l  accompanying t h e  p e r i o d i c  s ta t eme nt  i f  t h e  c r e d i t o r  
so  s t i p u l a t e s  in t h e  b i l l i n g  r i g h t s  s ta t e ment  requ ired  by §§ 2 2 6 . 6 ( d )  and 
2 2 6 . 9 ( a ) .
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(d)  Rule s  pending r e s o l u t i o n . Unt i l  a b i l l i n g  e r ro r  i s  r e s o l v e d  
under paragraphs ( e)  or ( f )  o f  t h i s  s e c t i o n ,  t h e  f o l l o w i n g  r u l e s  apply:

(1)  Consumer's  r i g h t  t o  w i t h h o l d  d i s p u t e d  amount; c o l l e c t i o n  a c t i o n  
p r o h i b i t e d . The consumer need not pay (and th e  c r e d i t o r  may no t  t r y  t o  c o l l e c t )  
any p o r t io n  o f  any requ ired  payment t h a t  th e  consumer b e l i e v e s  i s  r e l a t e d  t o  
t h e  d i s p u t ed  amount ( i n c l u d i n g  r e l a t e d  f i n a n c e  or o t h e r  c h a r g e s ) .  30 /  I f  th e  
cardho lder  m a in ta in s  a d e p o s i t  account  wi th  th e  card i s s u e r  and has agreed t o  
pay t h e  c r e d i t  card in de b t ed n e s s  by p e r i o d i c  d e d u c t io n s  from t h e  c a r d h o l d e r ' s  
d e p o s i t  a c c o u n t ,  t h e  card i s s u e r  s h a l l  not  deduct  any par t  o f  t h e  d i s pu t ed  
amount or  r e l a t e d  f i n a n c e  or  o th e r  char ge s  i f  a b i l l i n g  e r r o r  n o t i c e  i s  r e c e i v e d  
any t ime  up t o  3 b u s i n e s s  days  be f o r e  t h e  s cheduled  payment d a t e .

(2)  Adverse c r e d i t  r e po r t s  p r o h i b i t e d . The c r e d i t o r  or i t s  agent
s h a l l  not  ( d i r e c t l y  or i n d i r e c t l y )  make or t h r e a t e n  t o  make an adverse  repor t
t o  any person about  t h e  consumer' s  c r e d i t  s t a n d i n g ,  or report  t h a t  an amount
or account  i s  d e l i n q u e n t ,  because  t h e  consumer f a i l e d  t o  pay th e  d i sp ut ed  amount  
or r e l a t e d  f in a n c e  or  o t h e r  c h a r g e s .

( e )  Procedures  i f  b i l l i n g  e r r o r  occurred  as a s s e r t e d . I f  a c r e d i t o r
de termines  t h a t  a b i l l i n g  e r r o r  occurred as a s s e r t e d ,  i t  s h a l l  w i t h in  th e  t ime  
l i m i t s  in paragraph ( c ) ( 2 )  o f  t h i s  s e c t i o n :

(1)  Correc t  t h e  b i l l i n g  e r r o r  and c r e d i t  the  consumer' s  accoun t  wi th
any d i s p u t e d  amount and r e l a t e d  f i n a n c e  or o t h e r  c h a r g e s ,  as  a p p l i c a b l e ;  and

(2)  Mail or  d e l i v e r  a c o r r e c t i o n  n o t i c e  t o  th e  consumer.

( f )  Procedures  i f  d i f f e r e n t  b i l l i n g  e r ro r  or no b i l l i n g  e r ro r  occurred .  
I f ,  a f t e r  condu c t ing  a r ea son ab le  i n v e s t i g a t i o n ,  3 1 /  a c r e d i t o r  de termines  t h a t  
no b i l l i n g  e r r o r  occurred  or  t h a t  a d i f f e r e n t  bi lTTng e r r o r  occurred  from t h a t  
a s s e r t e d ,  th e  c r e d i t o r  s h a l l  w i t h in  t h e  t ime  l i m i t s  in paragraph ( c ) ( 2 )  o f  t h i s  
s e c t i o n :

30 /  A c r e d i t o r  i s  not  p r o h i b i t e d  from t a k in g  a c t i o n  t o  c o l l e c t  any und isputed  
po r t io n  o f  t h e  i tem or b i l l  ; from de du c t in g  any d i s p u t e d  amount and 
r e l a t e d  f i n a n c e  o r  o th e r  charges  from th e  consumer' s  c r e d i t  l i m i t  on t h e  
account ;  or  from r e f l e c t i n g  a d i s p u t e d  amount and r e l a t e d  f i n a n c e  or  
o t h e r  charges  on a p e r i o d i c  s t a t e m e n t ,  prov ided t h a t  t h e  c r e d i t o r  i n d i c a t e s  
on or wi th  th e  p e r i o d i c  s ta t em en t  t h a t  payment o f  any d i s p u t e d  amount and 
r e l a t e d  f i n a n c e  or  o t he r  charges  i s  not  r equ ired  pending t h e  c r e d i t o r ' s  
compl iance  w i th  t h i s  s e c t i o n .

31 /  I f  a consumer submit s  a b i l l i n g  e r r o r  n o t i c e  a l l e g i n g  e i t h e r  th e  non
d e l i v e r y  o f  property  or  s e r v i c e s  under paragraph ( a ) ( 3 )  o f  t h i s  s e c t i o n  
or t h a t  in form at ion  appear ing  on a p e r i o d i c  s ta t e ment  i s  i n c o r r e c t  because  
a person honoring th e  consumer' s  c r e d i t  card has made an i n c o r r e c t  r eport  
t o  th e  card i s s u e r ,  t h e  c r e d i t o r  s h a l l  not  deny th e  a s s e r t i o n  u n l e s s  i t  
conduc t s  a r e a so n a b l e  i n v e s t i g a t i o n  and de termines  t h a t  t h e  property  or  
s e r v i c e s  were a c t u a l l y  d e l i v e r e d ,  m a i l e d ,  or s e n t  as  agreed or t h a t  th e  
in form at ion  was c o r r e c t .
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(1)  Mail or  d e l i v e r  t o  the  consumer an exp la na t io n  th a t  s e t s  f or t h  
t h e  reasons  fo r  the  c r e d i t o r ' s  b e l i e f  t h a t  the  b i l l i n g  error  a l l e g e d  by the  
consumer i s  i n c o r r e c t  in whole or in par t;

(2)  Furnish c o p i e s  o f  documentary ev idence  o f  the  consumer's
i n d e b t e d n e s s ,  i f  the  consumer so r e q u e s t s ;  and

(3) I f  a d i f f e r e n t  b i l l i n g  e rro r  occurred ,  c o r r e c t  the  b i l l i n g  error
and c r e d i t  th e  consumer's  account  wi th any d i sputed  amount and r e l a t e d  f i n a n ce  
or o ther  c h a r g e s ,  as a p p l i c a b l e .

(g)  C r e d i t o r ' s  r i g h t s  and d u t i e s  a f t e r  r e s o l u t i o n . I f  a c r e d i t o r ,  
a f t e r  complying wi th  a l l  o f  the  requirements  o f  t h i s  s e c t i o n ,  det ermines  th a t  a 
consumer owes a l l  or part  o f  the  d i sp ut ed  amount and r e l a t e d  f in a n ce  or o ther  
char ge s ,  the  c r e d i t o r :

(1) Shal l  promptly n o t i f y  the  consumer in w r i t i n g  o f  the  t ime when
payment i s  due and th e  por t ion  o f  the  d i s put ed  amount and r e l a t e d  f in a n ce  or
o t he r  charges  th a t  the  consumer s t . i l l  owes;

(2)  Shal l  a l l ow  any t ime per iod d i s c l o s e d  under §§ 2 2 6 . 6 ( a ) ( 1 )  and 
2 2 6 . 7 ( j ) ,  during which the  consumer can pay the  amount due under paragraph
( g ) ( 1 )  o f  t h i s  s e c t i o n  wi thout  incu rr in g  a d d i t i o n a l  f inance  or o ther  charges;

(3)  May report  an account  or amount as  d e l in q ue nt  because  th e  amount 
due under paragraph ( g ) ( 1 )  o f  t h i s  s e c t i o n  remains unpaid a f t e r  the  c r e d i t o r  
has a l lowed any t ime per iod d i s c l o s e d  under §§ 2 2 6 . 6 ( a ) ( 1 )  and 2 2 6 . 7 ( j ) or  10 
days (whichever  i s  l onger)  during which the  consumer can pay the  amount; but

(4)  May not report  t h a t  an amount or account  i s  d e l in q ue nt  because
th e  amount due under paragraph ( g ) ( 1 )  o f  the  s e c t i o n  remains unpaid,  i f  the
c r e d i t o r  r e c e i v e s  (w i thin  the  t ime a l lowed fo r  payment in paragraph ( g ) ( 3 )  o f  
t h i s  s e c t i o n )  f ur th e r  w r i t t e n  n o t i c e  from the consumer th a t  any por t ion  o f  the  
b i l l i n g  error  i s  s t i l l  in d i s p u t e ,  u n l e s s  the  c r e d i t o r  a l s o :

( i )  Promptly repor t s  th a t  the  amount or account  i s  in d i s p u t e ;

( i i )  Mails  or d e l i v e r s  t o  the  consumer (a t  the  same t ime the  report
i s  made) a wr i t t e n  n o t i c e  o f  the  name and address  o f  each person t o  whom the
c r e d i t o r  makes a rep or t ;  and

( i i i )  Promptly repor t s  any subsequent  r e s o l u t i o n  o f  the  reported  
de l inquency to  a l l  persons  t o  whom the  c r e d i t o r  has made a repor t .

(h) Reas ser t i on  o f  b i l l i n g  e r r o r . A c r e d i t o r  th a t  has f u l l y  complied
with the  requirements  o f  t h i s  s e c t i o n  has no f ur th e r  r e s p o n s i b i l i t i e s  under 
t h i s  s e c t i o n  (o ther  than as provided in paragraph ( g ) ( 4 )  o f  t h i s  s e c t i o n )  i f  a
consumer r e a s s e r t s  s u b s t a n t i a l l y  the  same b i l l i n g  e r r o r .

( i )  Re la t i on  t o  E l e c t r o n i c  Fund Trans fer  Act and Regulat ion E. I f  
an ex te n s i o n  o f  c r e d i t  i s  i n c i d e n t  to  an e l e c t r o n i c  fund t r a n s f e r ,  under an 
agreement between a consumer and a f i n a n c i a l  i n s t i t u t i o n  t o  extend c r e d i t  when
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t h e  consumer ' s  account  i s  overdrawn or  t o  ma in ta in  a s p e c i f i e d  minimum b a la nc e  
in t h e  consumer 's  a c c o u n t ,  t h e  c r e d i t o r  s h a l l  comply w i th  t h e  requ irements  o f  
R e gu l a t io n  E, 12 CFR 205.11  governing  e r r o r  r e s o l u t i o n  r a t h e r  than t h o s e  o f  
paragraphs  ( a ) ,  ( b ) ,  ( c ) ,  ( e ) ,  ( f ) ,  and (h)  o f  t h i s  s e c t i o n .

S e c t i o n  2 2 6 . 1 4  — Determinat ion  o f  annual pe r c en ta g e  r a t e .

(a )  General r u l e . The annual pe rc en tag e  r a te  i s  a measure o f  t h e  c o s t  
o f  c r e d i t ,  e xp re s se d  as  a y e a r l y  r a t e .  An annual per c en ta ge  r a t e  s h a l l  be con 
s i d e r e d  a c c ur a t e  i f  i t  i s  not  more than 1 / 8  o f  1 p e r c en ta g e  p o i n t  above or  below  
t h e  annual per c en ta ge  r a te  det ermined in  accordance w i th  t h i s  s e c t i o n .  31a/

(b)  Annual pe rc en tag e  r a t e  f o r  i n i t i a l  d i s c l o s u r e s  and f o r  a d v e r t i s i n g  
p u r p o s e s . Where one or  more p e r i o d i c  r a t e s  may be used t o  compute t h e  f in a n c e  
c h a r g e ,  t h e  annual perc en t age  r a t e ( s )  t o  be d i s c l o s e d  f o r  purposes  o f
§§ 2 2 6 . 6 ( a ) ( 2 )  and 2 2 6 . 1 6 ( b ) ( 2 )  s h a l l  be computed by m u l t i p l y i n g  each p e r i o d i c  
r a te  by t h e  number o f  pe r io d s  in a y e a r .

( c )  Annual pe rc en t age  r a t e  f o r  p e r i o d i c  s t a t e m e n t s . The annual  
p e r c e n ta g e  r a t e ( s )  t o  be d i s c l o s e d  f o r  purposes  o f  § 2 2 6 . 7 (d)  s h a l l  be computed 
by m u l t i p l y i n g  each p e r i o d i c  r a t e  by t h e  number o f  p e r io d s  in  a ye a r  and,  f o r  
purposes  o f  § 2 2 6 . 7 ( g ) ,  s h a l l  be determined as  f o l l o w s :

(1 )  I f  t h e  f i n a n c e  charge  i s  det ermined s o l e l y  by a pp ly in g  one or  
more p e r i o d i c  r a t e s ,  a t  t h e  c r e d i t o r ' s  o p t i o n ,  e i t h e r :

(1)  By m u l t i p l y i n g  each p e r i o d i c  r a t e  by t h e  number o f  p e r io d s  in  a
y e a r ;  or

( i i )  By d i v i d i n g  t h e  t o t a l  f i n a n c e  charge  f o r  t h e  b i l l i n g  c y c l e  by the  
sum o f  t h e  b a la nc e s  t o  which t h e  p e r i o d i c  r a t e s  were ap p l i e d  and m u l t i p l y i n g  t h e  
q u o t i e n t  ( e x p r e s s e d  as  a pe r c en ta ge )  by t h e  number o f  b i l l i n g  c y c l e s  in  a y e a r .

(2 )  I f  t h e  f i n a n c e  charge  imposed dur ing  t h e  b i l l i n g  c y c l e  i s  or  
i n c l u d e s  a minimum, f i x e d ,  or  o t h e r  charge  not  due t o  t h e  a p p l i c a t i o n  o f  a p e r i 
o d i c  r a t e ,  o t h e r  than a charge  w i th  r e s p e c t  t o  any s p e c i f i c  t r a n s a c t i o n  du r ing  
t h e  b i l l i n g  c y c l e ,  by d i v i d i n g  t h e  t o t a l  f in a n c e  charge  f o r  th e  b i l l i n g  c y c l e

31a/  An e r r o r  in d i s c l o s u r e  o f  t h e  annual pe rc en t age  r a te  or  f i n a n c e  charge  
s h a l l  n o t ,  in i t s e l f ,  be c o n s id e r e d  a v i o l a t i o n  o f  t h i s  r e g u l a t i o n  i f :
( 1 )  th e  e r r o r  r e s u l t e d  from a correspo nd ing  e r r o r  in a c a l c u l a t i o n  to o l  
used in  good f a i t h  by t h e  c r e d i t o r ;  and (2 )  upon d i s c o v e r y  o f  t h e  e r r o r ,  
t h e  c r e d i t o r  promptly d i s c o n t i n u e s  use  o f  t h a t  c a l c u l a t i o n  t o o l  f o r  d i s c l o 
s u r e  pu r po se s ,  and n o t i f i e s  th e  Board in w r i t i n g  o f  t h e  e r r o r  in t h e  c a l c u 
l a t i o n  t o o l .  This  f o o t n o t e  s h a l l  c e a se  t o  be e f f e c t i v e  on Apri l  1 ,  1982.
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by the  amount o f  the  b a l a n c e ( s )  t o  which i t  i s  a p p l i c a b l e  32/  and m u l t i p ly i n g  
t h e  q u o t i e n t  ( expres sed  as  a percen tage )  by the  number o f  "BTlling c y c l e s  in a 
y e a r .  313/

(3)  I f  the  f i n a n ce  charge imposed during the  b i l l i n g  c y c l e  i s  or 
inc ludes  a charge r e l a t i n g  t o  a s p e c i f i c  t r a n s a c t i o n  during the  b i l l i n g  c y c l e  
(even i f  the  t o t a l  f inan ce  charge a l s o  i n c lu d e s  any o ther  minimum, f i x e d ,  or  
o ther  charge not due to  th e  a p p l i c a t i o n  o f  a p e r i o d i c  r a t e ) ,  by d i v i d i n g  th e  
t o t a l  f inan ce  charge imposed during the  b i l l i n g  c y c l e  by the t o t a l  o f  a l l  
balances  and o ther  amounts on which a f in a n c e  charge was imposed during th e  
b i l l i n g  c y c l e  wi thout  d u p l i c a t i o n ,  and m u l t i p l y i n g  the  q u o t i e n t  ( expres sed
as a percen tage)  by the  number o f  b i l l i n g  c y c l e s  in a y e a r ,  ^ 4 /  except  that  
th e  annual percen tage  rata  s h a l l  not be l e s s  than the  l a r g e s t  rat e  determined  
by m ul t i p ly i n g  each p e r i o d i c  r a t e  imposed during the  b i l l i n g  c y c l e  by the  
number-of  per iods  in a y e a r .  35 /̂

(4)  I f  the  f i n a n ce  charge imposed during th e  b i l l i n g  c y c l e  i s  or  
in c lu d es  a minimum, f i x e d ,  or  o ther  charge  not due to  the  a p p l i c a t i o n  o f  a 
p e r i o d i c  ra te  and the  t o t a l  f in a n ce  charge imposed during the  b i l l i n g  c y c l e  
does not  exceed 50 c e n t s  f o r  a monthly or l onger  b i l l i n g  c y c l e ,  or th e  pro rata  
part  o f  50 c e n t s  f o r  a b i l l i n g  c y c l e  s h o r te r  than monthly ,  a t  the  c r e d i t o r ' s  
o p t i o n ,  by m u l t i p ly i n g  each a p p l i c a b l e  p e r i o d i c  r a t e  by the  number o f  per iods  
in a y e a r ,  no twi ths tan d in g  the  p r o v i s i o n s  o f  paragraphs ( c ) ( 2 )  and (3)  o f  t h i s  
s e c t i o n .

(d) C a l c u l a t i o n s  where d a i l y  p e r i o d i c  r a t e  a p p l i e d . I f  the  p r o v i 
s i o n s  o f  paragraphs ( c ) ( 1 ) ( i i )  or (2) o f  t h i s  s e c t i o n  apply and a l l  or a por t ion  
o f  the  f in a n ce  charge i s  determined by the  a p p l i c a t i o n  o f  one or more d a i l y  
p e r io d i c  r a t e s ,  the  annual percen tage  r a te  may be determined e i t h e r :

(1)  By d i v i d i n g  the  t o t a l  f i n an ce  charge by the  average o f  th e  d a i l y  
ba lances  and m u l t i p ly i n g  the  q u o t i e n t  by the  number o f  b i l l i n g  c y c l e s  in a 
y e a r ;  or

(2)  By d i v i d i n g  the  t o t a l  f in a n ce  charge by the  sum o f  the  d a i l y  
ba lances  and m u l t i p ly i n g  the  q u o t i e n t  by 365.

32 /  I f  th ere  i s  no balance  to  which the  f inan ce  charge i s  a p p l i c a b l e ,  an 
annual percen tage  ra te  cannot  be determined under t h i s  s e c t i o n .

33 /  Where the  f in an ce  charge imposed during the  b i l l i n g  c y c l e  i s  or in c lu d es  
a loan f e e ,  p o i n t s ,  or s i m i l a r  charge tha t  r e l a t e s  t o  the  opening o f  th e  
ac co unt ,  the  amount o f  such charge sh a l l  not be inc luded  in the  c a l c u l a t i o n  
o f  the  annual percen tage  r a t e .

34 /  See Appendix F regarding de terminat ion o f  the  denominator o f  the  f r a c t i o n  
under t h i s  paragraph.

35 /  See f o o tn o t e  33.
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( a )  Consumer's r i g h t  t o  r e s c i n d . ( 1 ) ( i ) Except  as  provided in para
graph ( a ) ( l ) ( i i )  o f  t h i s  s e c t i o n ,  in a c r e d i t  plan in which a s e c u r i t y  i n t e r e s t  
i s  or  w i l l  be r e t a i n e d  or acqu i red  in a consumer 's  p r i n c i p a l  d w e l l i n g ,  each  
consumer whose ownership i n t e r e s t  i s  or  w i l l  be s u b j e c t  t o  the  s e c u r i t y  i n t e r e s t  
s h a l l  have th e  r i g h t  t o  r e s c i n d :  each c r e d i t  e x t e n s i o n  made under t h e  p lan;
t h e  plan when t h e  plan i s  opened;  a s e c u r i t y  i n t e r e s t  when added or  i n c r e a s e d
t o  s e cur e  an e x i s t i n g  p lan;  and th e  i n c r e a s e  when a c r e d i t  l i m i t  on th e  plan  
i s  i n c r e a s e d .

( i i )  As prov ided in § 1 2 5 ( e )  o f  t h e  a c t ,  th e  consumer does  no t  have  
t h e  r i g h t  t o  r e s c i n d  each c r e d i t  e x t e n s i o n  made under t h e  plan i f  such e x t e n s i o n  
i s  made in accordance w i th  a p r e v i o u s l y  e s t a b l i s h e d  c r e d i t  l i m i t  f o r  t h e  
pi an.

(2 )  To e x e r c i s e  t h e  r i g h t  t o  r e s c i n d ,  t h e  consumer s h a l l  n o t i f y  t h e  
c r e d i t o r  o f  th e  r e s c i s s i o n  by m a i l ,  t e l e g r a m ,  or o t h e r  means o f  w r i t t e n  communi
c a t i o n .  Not i ce  i s  c o n s id e r e d  g iven  when m a i l e d ,  or  when f i l e d  f o r  t e l e g r a p h i c  
t r a n s m i s s i o n ,  o r ,  i f  s e n t  by o t h e r  means,  when d e l i v e r e d  t o  t h e  c r e d i t o r ' s  
d e s i g n a t e d  p l ac e  o f  b u s i n e s s .

( 3 )  The consumer may e x e r c i s e  t h e  r i g h t  t o  r e s c i n d  u n t i l  midn ight  o f  
t h e  t h i r d  b u s i n e s s  day f o l l o w i n g  t h e  occurre nce  de s c r i b e d  in paragraph ( a ) ( 1 )  
o f  t h i s  s e c t i o n  t h a t  gave r i s e  t o  t h e  r i g h t  o f  r e s c i s s i o n ,  d e l i v e r y  o f  th e  
n o t i c e  requ ired  by paragraph (b) o f  t h i s  s e c t i o n ,  or  d e l i v e r y  o f  a l l  m ate r ia l  
d i s c l o s u r e s ,  3 6 /  wh ichever  occ urs  l a s t .  I f  t h e  requ ired  n o t i c e  and ma ter i a l  
d i s c l o s u r e s  are  not  d e l i v e r e d ,  t h e  r i g h t  t o  r e sc i n d  s h a l l  e x p i r e  3 y e a r s  a f t e r  
t h e  oc cur ren ce  g i v i n g  r i s e  t o  t h e  r i g h t  o f  r e s c i s s i o n ,  or  upon t r a n s f e r  o f  a l l  
o f  t h e  consumer' s  i n t e r e s t  in  t h e  p r o p e r ty ,  or  upon s a l e  o f  th e  p r o p e r ty ,  which
e ve r  occurs  f i r s t .  In t h e  c a s e  o f  c e r t a i n  a d m i n i s t r a t i v e  p r o c e e d i n g s ,  th e  
r e s c i s s i o n  per iod  s h a l l  be ex tended  in accordance w i th  § 1 2 5 ( f )  o f  t h e  a c t .

( 4 )  When more than one consumer has th e  r i g h t  t o  r e s c i n d ,  t h e  e x e r 
c i s e  o f  t h e  r i g h t  by one consumer s h a l l  be e f f e c t i v e  as  t o  a l l  consumers .

(b)  No t i ce  o f  r i g h t  t o  r e s c i n d . In any t r a n s a c t i o n  or  oc cur ren ce  
s u b j e c t  t o  r e s c i s s i o n ,  a c r e d i t o r  s h a l l  d e l i v e r  2 c o p i e s  o f  t h e  n o t i c e  o f  th e  
r i g h t  t o  r e s c i n d  t o  each consumer e n t i t l e d  t o  r e s c i n d .  The n o t i c e  s h a l l  i d e n 
t i f y  t h e  t r a n s a c t i o n  or  o c cu rre nc e  and c l e a r l y  and c o n s p i c u o u s ly  d i s c l o s e  th e  
f o l l o w i n g :

(1)  The r e t e n t i o n  or  a c q u i s i t i o n  o f  a s e c u r i t y  i n t e r e s t  in  t h e  con 
sumer' s  p r i n c i p a l  d w e l l i n g .

Section 226,15 —  Right of rescission.

3 6 /  The term "material  d i s c l o s u r e s "  means t h e  i n f or m at i on  t h a t  must be prov ided  
t o  s a t i s f y  t h e  requirement s  in  § 2 2 6 .6  wi th regard t o  t h e  method o f  d e t e r 
mining t h e  f i n a n c e  charge  and th e  ba lance  upon which a f i n a n c e  charge  w i l l  
be imposed,  t h e  annual pe r c en ta g e  r a t e ,  and t h e  amount or  method o f  d e t e r 
mining  th e  amount o f  any membership or  p a r t i c i p a t i o n  f e e  t h a t  may be imposed 
as  par t  o f  th e  p la n .
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(2)  The consumer's  r i g h t  t o  r e s c i n d ,  as de sc r ib ed  in paragraph ( a ) ( 1 )  
o f  t h i s  s e c t i o n .

(3)  How to  e x e r c i s e  the  r ig h t  t o  r e s c i n d ,  wi th  a form for  tha t  
purpose ,  d e s ig n a t i n g  the  address  o f  the  c r e d i t o r ' s  p lace  o f  b u s i n e s s .

(4) The e f f e c t s  o f  r e s c i s s i o n ,  as de s cr ibed  in paragraph (d) o f  t h i s
s e c t i o n .

(5)  The date  the  r e s c i s s i o n  period e x p i r e s .

( c )  Delay o f  c r e d i t o r ' s  performance. Unless  a consumer waives  the  
r i g h t  t o  r e sc ind  under paragraph (e)  o f  t h i s  s e c t i o n ,  no money sh a l l  be d i sbursed  
o ther  than in e scrow,  no s e r v i c e s  s h a l l  be performed,  and no m a t e r ia l s  d e l i v e r e d  
u n t i l  a f t e r  the  r e s c i s s i o n  period has exp ired  and the  c r e d i t o r  i s  reasonably  
s a t i s f i e d  tha t  the  consumer has not  r e sc in de d .  A c r e d i t o r  does not v i o l a t e  t h i s  
s e c t i o n  i f  a t h i r d  party wi th no knowledge o f  the  event  a c t i v a t i n g  the  r e s c i s s i o n  
r igh t  does not de lay  in prov id ing  m a t e r ia l s  or s e r v i c e s ,  as long as the  debt  
incurred for  those  m a t e r ia l s  or s e r v i c e s  i s  not  s ecured by the  property  su bj e c t  
t o  r e s c i s s i o n .

(d) E f f e c t s  o f  r e s c i s s i o n . (1)  When a consumer re sc i n d s  a t r a n s 
a c t i o n ,  the  s e c u r i t y  i n t e r e s t  g i v in g  r i s e  t o  the  r i g h t  o f  r e s c i s s i o n  becomes
vo id ,  and the  consumer sh a l l  not  be l i a b l e  f or  any amount,  i nc lu d in g  any f in an ce  
charge .

(2) Within 20 ca l end ar  days a f t e r  r e c e i p t  o f  a n o t i c e  o f  r e s c i s s i o n ,  
the  c r e d i t o r  sh a l l  return any money or property  t h a t  has been g iven to  anyone 
in connec t ion  wi th the  t r a n s a c t i o n  and sh a l l  t ake  any ac t i o n  neces sary  t o  
r e f l e c t  the  t erminat ion  o f  the  s e c u r i t y  i n t e r e s t .

(3)  I f  the  c r e d i t o r  has d e l i v e r e d  any money or p ro pe r ty ,  the  consumer
may r e ta in  p o s s e s s i o n  u n t i l  th e  c r e d i t o r  has met i t s  o b l i g a t i o n  under paragraph
( d ) ( 2 )  o f  t h i s  s e c t i o n .  When the  c r e d i t o r  has complied wi th tha t  paragraph,
the  consumer sh a l l  t ender  th e  money or  property  to  the  c r e d i t o r  or ,  where the  
l a t t e r  would be im pra c t i ca b l e  or  i n e q u i t a b l e ,  t ender  i t s  r easonab le  va lue .  At 
the  consumer's  o p t i o n ,  t ender  o f  property  may be made at  the  l o c a t i o n  o f  the  
property  or  a t  the  consumer's  r e s i d e n c e .  Tender o f  money must be made at  the  
c r e d i t o r ' s  de s ign a te d  p lace  o f  b u s i n e s s .  I f  the  c r e d i t o r  does not take p o s s e s 
s i o n  o f  the  money or property  w i t h in  20 ca l endar  days a f t e r  the  consumer's  
t en d e r ,  the  consumer may keep i t  wi thout  fu r th er  o b l i g a t i o n .

(4)  The procedures  o u t l i n e d  in paragraphs ( d ) ( 2 )  and (3) o f  t h i s  
s e c t i o n  may be mod if i ed  by cour t  order .

(e)  Consumer's wai ver  o f  r i g h t  t o  r e s c i n d . The consumer may modify 
or  waive the  r ig h t  to  r e sc i nd  i f  th e  consumer de termines  th a t  the  e x t e ns io n  o f  
c r e d i t  i s  needed to  meet a bona f i d e  personal  f i n a n c i a l  emergency.  To modify 
or waive the  r i g h t ,  th e  consumer sha l l  g i ve  the  c r e d i t o r  a dated w r i t t e n  s t a t e 
ment tha t  d e s c r i b e s  the  emergency,  th a t  s p e c i f i c a l l y  m od i f i e s  or waives  the  
r i g h t  t o  r e s c i n d ,  and th a t  bears the  s i g n a t u r e s  o f  the  consumers e n t i t l e d  to  
r e s c i n d .  Pr inted forms fo r  t h i s  purpose are  p r o h i b i t e d .
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( f )  Exempt t r a n s a c t i o n s . The r ig h t  t o  r e sc in d  does not apply t o  
t he  f o l l o w i n g :

(1)  A r e s i d e n t i a l  mortgage t r a n s a c t i o n .

(2) A c r e d i t  plan in which a s t a t e  agency i s  a c r e d i t o r .

Se c t i on  226 .16  - -  A d v e r t i s i n g .

(a)  A c tu a l l y  a v a i l a b l e  t e r m s . I f  an adver t i s ement  for  c r e d i t  s t a t e s  
s p e c i f i c  c r e d i t  t erms ,  i t  s h a l l  s t a t e  only t h o s e  terms t h a t  a c t u a l l y  are  or 
w i l l  be arranged or o f f e r e d  by the  c r e d i t o r .

(b) Adver t i s ement  o f  terms t ha t  r equire  a d d i t i o n a l  d i s c l o s u r e s . I f
any o f  the  terms required to  be d i s c l o s e d  under § 226 .6  i s  s e t  f or th  in an
ad ve r t i s e m e n t ,  the  adver t i s ement  sh a l l  a l s o  c l e a r l y  and cons p i cuo us l y  s e t  f or th  
th e  f o l l o w i n g :

(1)  Any minimum, f i x e d ,  t r a n s a c t i o n ,  a c t i v i t y  or s i m i l a r  charge  
th a t  could be imposed.

(2)  Any p e r i o d i c  ra t e  th a t  may be app l i ed  expres sed  as an annual 
percentage  rate  as  determined under § 2 2 6 . 1 4 ( b ) .  I f  the  plan prov ides  for  a 
v a r i a b l e  p e r i o d i c  r a t e ,  t h a t  f a c t  s h a l l  be d i s c l o s e d .

(3) Any membership or p a r t i c i p a t i o n  f e e  th a t  could be imposed.

( c)  Catalogs  and m u l t i p l e - p ag e  a d v e r t i s e m e n t s . (1)  I f  a c a t a l o g  or  
o ther  m u l t i p l e - p a g e  adver t i s ement  g i v e s  informat ion  in a t a b l e  or s chedu le  in 
s u f f i c i e n t  d e t a i l  t o  permit  det erminat ion  o f  the  d i s c l o s u r e s  required by 
paragraph (b) o f  t h i s  s e c t i o n ,  i t  s h a l l  be co ns id ered  a s i n g l e  adver t i s ement  i f :

(1) The t a b l e  or s chedu le  i s  c l e a r l y  and co ns p i cu ou s ly  s e t  f o r t h ;  and

( i i )  Any s ta t ement  o f  terms s e t  f or th  in § 226 .6  appearing anywhere 
e l s e  in the  c a t a l o g  or adver t i s ement  c l e a r l y  r e f e r s  t o  t h a t  page on which the  
t a b l e  or s chedule  be g i ns .

(2) A c a t a l o g  or m u l t i p l e - p a g e  adver t i s ement  compl i es  with t h i s  
paragraph i f  the  t a b l e  or s chedu le  o f  terms in c lu d es  a l l  appropr ia t e  d i s c l o s u r e s  
f o r  a r e p r e s e n t a t i v e  s c a l e  o f  amounts up t o  the  l e v e l  o f  the  more commonly so ld  
hi g h e r -p r i c e d  property  or s e r v i c e s  o f f e r e d .

SUBPART C - -  CLOSED-END CREDIT

S e c t i o n  226.17 - -  General d i s c l o s u r e  requ irement s .

(a) Form o f  d i s c l o s u r e s . (1)  The c r e d i t o r  s h a l l  make the  d i s c l o s u r e s  
required by t h i s  subpart  c l e a r l y  and cons p i cuo us l y  in w r i t i n g ,  in a form t ha t  
th e  consumer may keep.  The d i s c l o s u r e s  s h a l l  be grouped t o g e t h e r ,  sh a l l  be 
s egrega ted  from e ve ry t h i ng  e l s e ,  and sh a l l  not  con t a in  any informat ion not
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d i r e c t l y  r e l a t e d  37/  t o  the  d i s c l o s u r e s  requ ired  under § 2 2 6 . 1 8 .  38 /  The i t e m i 
z a t i o n  o f  the  amount f inanced under § 2 2 6 . 1 8 ( c ) ( 1 )  must be s e pa r a te  from the  
o th er  d i s c l o s u r e s  under tha t  s e c t i o n .

(2)  The terms "f inance  ch a r g e 1' and "annual percen tage  r a te ,"  when 
required t o  be d i s c l o s e d  under § 2 2 6 . 18 (d )  and ( e)  t o g e t h e r  wi th  a corre sponding  
amount or  percen tage  r a t e ,  sha l l  be more consp icuous  than any o ther  d i s c l o s u r e ,  
except  th e  c r e d i t o r ' s  i d e n t i t y  under § 2 2 6 . 1 8 ( a ) .

(b) Time o f  d i s c l o s u r e s . The c r e d i t o r  sh a l l  make d i s c l o s u r e s  be fore  
consummation o f  th e  t r a n s a c t i o n .  In c e r t a i n  r e s i d e n t i a l  mortgage t r a n s a c t i o n s ,  
s p e c i a l  t iming  requirements  are s e t  f or th  in § 22 6 . 19 .  In c e r t a i n  t r a n s a c t i o n s  
i n v o l v i n g  mail  or t e l ephone  orders  or a s e r i e s  o f  s a l e s ,  the  t iming  o f  the  
d i s c l o s u r e s  may be de layed in accordance wi th paragraphs (g)  and (h) o f  t h i s  
s e c t i o n .

( c)  Bas is  o f  d i s c l o s u r e s  and use o f  e s t i m a t e s . (1)  The d i s c l o s u r e s
s h a l l  r e f l e c t  the  terms o f  the  l e ga l  o b l i g a t i o n  between the  p a r t i e s .

(2) I f  any informat ion ne ces sary  fo r  an accura te  d i s c l o s u r e  i s
unknown to  the  c r e d i t o r ,  i t  s h a l l  make the  d i s c l o s u r e  based on the  be s t  i n f o r 
mation reasonably  a v a i l a b l e  and sh a l l  s t a t e  t h a t  the  d i s c l o s u r e  i s  an e s t i m a t e .

(3)  The c r e d i t o r  may d i s re gar d  the  e f f e c t s  o f  the  f o l l o w i n g  in making 
c a l c u l a t i o n s  and d i s c l o s u r e s :

( i )  That payments must be c o l l e c t e d  in whole c e n t s .

( i i )  That da te s  o f  scheduled payments and advances may be changed 
because  the  s cheduled date  i s  not  a bu s in e s s  day.

( i i i )  That months have d i f f e r e n t  numbers o f  days .

( i v )  The occurrence  o f  l eap  y e a r .

(4)  In making c a l c u l a t i o n s  and d i s c l o s u r e s ,  the  c r e d i t o r  may d i s r e 
gard any i r r e g u l a r i t y  in the  f i r s t  per iod th a t  f a l l s  w i th in  the  l i m i t s  de scr ibed  
below and any payment s chedu le  i r r e g u l a r i t y  tha t  r e s u l t s  from the  i r r e g u l a r  
f i r s t ' p e r i o d :

( i )  For t r a n s a c t i o n s  in which the  term i s  l e s s  than 1 y e a r ,  a f i r s t  
per iod  not more than 6 days s h o r t e r  or 13 days l onger  than a r eg u la r  per iod ;

37 /  The d i s c l o s u r e s  may i nc lu d e  an acknowledgment o f  r e c e i p t ,  the  date  o f  the
t r a n s a c t i o n ,  and the  consumer's  name, ad dr es s ,  and account  number.

38/  The f o l l o w i n g  d i s c l o s u r e s  may be made to ge t he r  or s e p a r a te l y  from other
required d i s c l o s u r e s :  the  c r e d i t o r ' s  i d e n t i t y  under § 2 2 6 . 1 8 ( a ) ,  the
v a r i a b l e  ra t e  example under § 2 2 6 . 1 8 ( f ) ( 4 ) ,  insurance  under § 2 2 6 . 1 8 ( n ) ,  
and c e r t a i n  s e c u r i t y  i n t e r e s t  charges  under § 2 2 6 . 1 8 ( o ) .
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( i i )  For t r a n s a c t i o n s  in which the  term i s  at  l e a s t  1 ye a r  and l e s s
than 10 y e a r s ,  a f i r s t  per iod not more than 11 days s h o r te r  or  21 days l on ge r
than a regular  per iod ;  and

( i i i )  For t r a n s a c t i o n s  in which the  term i s  at  l e a s t  10 y e a r s ,  a
f i r s t  per iod s h o r te r  than or not more than 32 days l onger  than a regu lar  pe r io d .

(5) I f  an o b l i g a t i o n  i s  payable  on demand, the  c r e d i t o r  sh a l l  make
the  d i s c l o s u r e s  based on an assumed matur i ty  o f  1 y e a r .  I f  an a l t e r n a t e  matur i ty
da te  i s  s t a t e d  in the  l e g a l  o b l i g a t i o n  between the  p a r t i e s ,  the  d i s c l o s u r e s  sh a l l
be based on tha t  d a t e .

( 6 ) ( i )  A s e r i e s  o f  advances under an agreement to  extend c r e d i t  up
to  a c e r t a i n  amount may be cons idered  as one t r a n s a c t i o n .

( i i )  When a mu l t i p l e - a dv a nc e  loan t o  f in a n ce  the  c o n s t r u c t io n  o f  a 
dw e l l ing  may be permanently f inanced by th e  same c r e d i t o r ,  th e  c o n s t r u c t io n  
phase and the  permanent phase may be t r e a t e d  as e i t h e r  one t r a n s a c t i o n  or more 
than one t r a n s a c t i o n .

(d) Mul t ip l e  c r e d i t o r s ;  m u l t i p l e  consumers . I f  a t r a n s a c t i o n  
i n v o l v e s  more than one c r e d i t o r ,  only one s e t  o f  d i s c l o s u r e s  s h a l l  be g iven  
and the  c r e d i t o r s  s h a l l  agree  among themse lve s  which c r e d i t o r  must comply with  
the  requirements  t h a t  t h i s  r e g u la t i o n  imposes on any or a l l  o f  them. I f  t h e r e  
i s  more than one consumer,  th e  d i s c l o s u r e s  may be made t o  any consumer who i s  
pr imar i ly  l i a b l e  on th e  o b l i g a t i o n .  I f  the  t r a n s a c t i o n  i s  r e sc i n d a b l e  under
§ 2 2 6 . 2 3 ,  however,  the  d i s c l o s u r e s  s h a l l  be made to  each consumer who has the  
r ig h t  t o  r e sc in d .

(e)  E f f ec t  o f  subsequent  e v e n t s . I f  a d i s c l o s u r e  becomes in accura te  
because  o f  an event  th a t  occurs  a f t e r  the  c r e d i t o r  d e l i v e r s  the  required d i s 
c l o s u r e s ,  the  inaccuracy  i s  not a v i o l a t i o n  o f  t h i s  r e g u l a t i o n ,  a l though new 
d i s c l o s u r e s  may be required under paragraph ( f )  o f  t h i s  s e c t i o n ,  § 2 2 6 . 1 9 ,  or
§ 22 6 .20 .

( f )  Early d i s c l o s u r e s . I f  d i s c l o s u r e s  are g iven be f ore  the  date
o f  consummation o f  a t r a n s a c t i o n  and a subsequent  event  makes them i n a c c u r a t e ,  
the  c r e d i t o r  sh a l l  d i s c l o s e  the  changed terms be fore  consummation,  i f  the  
annual percen tage  r a te  in the  consummated t r a n s a c t i o n  v a r i e s  from th e  annual  
percentage  ra te  d i s c l o s e d  under § 2 2 6 .1 8 (e )  by more than 1 /8  o f  1 percen tage  
po in t  in a regu lar  t r a n s a c t i o n ,  or more than 1 /4  o f  1 percen tage  po int  in an 
i r r e g u l a r  t r a n s a c t i o n ,  as d e f in e d  in § 2 2 6 . 2 2 ( a ) .

(g)  Mail or t e l e ph o ne  orders— delay  in d i s c l o s u r e s . I f  a c r e d i t o r  
r e c e i v e s  a purchase order or a reques t  for an e x te ns io n  o f  c r e d i t  by m a i l ,  t e l e 
phone,  or any o th er  w r i t t e n  or e l e c t r o n i c  communication w i thout  f a c e - t o - f a c e  or 
d i r e c t  t e l ephone  s o l i c i t a t i o n ,  the  c r e d i t o r  may delay the  d i s c l o s u r e s  un t i l  the  
due da te  o f  the  f i r s t  payment,  i f  the  f o l l o w i n g  information for  r e p r e s e n t a t i v e  
amounts or ranges o f  c r e d i t  i s  made a v a i l a b l e  in w r i t t e n  form t o  the  consumer
or to  the  pu b l i c  be fore  the  ac tua l  purchase order  or re ques t :
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(1) The cash p r i c e  or the  pr i n c ip a l  loan amount.

(2)  The t o t a l  s a l e  p r i c e .

(3) The f in a n c e  charge.

(4)  The annual percentage  r a t e ,  and i f  the  ra te  may i n c re a s e  a f t e r  
consummation,  th e  f o l l o w i n g  d i s c l o s u r e s :

( i )  The c ircumstances  under which the  ra te  may i n c r e a s e .

( i i )  Any l i m i t a t i o n s  on th e  i n c r e a s e .

( i i i )  The e f f e c t  o f  an i n c r e a s e .

(5)  The terms o f  repayment.

(h) S e r i e s  o f  s a l e s —de lay  in d i s c l o s u r e s . I f  a c r e d i t  s a l e  i s  one
o f  a s e r i e s  made under an agreement prov id ing  t ha t  subsequent  s a l e s  may be added 
t o  an ou t s ta nd ing  b a la nc e ,  the  c r e d i t o r  may de lay the  required d i s c l o s u r e s  
u n t i l  the  due date  o f  th e  f i r s t  payment fo r  th e  current  s a l e ,  i f  the  f o l l o w i n g  
two c o n d i t i o n s  are  met:

(1)  The consumer has approved in w r i t i n g  the  annual percen tage  rate
or  r a t e s ,  the  range o f  ba lances  t o  which they  app ly ,  and the  method o f  t r e a t i n g
any unearned f in an ce  charge on an e x i s t i n g  ba lance .

(2)  The c r e d i t o r  r e t a i n s  no s e c u r i t y  i n t e r e s t  in any property  a f t e r  
th e  c r e d i t o r  has r e ce i ve d  payments equal  t o  the  cash p r i c e  and any f inance  
charge a t t r i b u t a b l e  to  the  s a l e  o f  t h a t  proper ty .  For purposes  o f  t h i s  p r o v i 
s i o n ,  in the  case  o f  i tems purchased on d i f f e r e n t  d a t e s ,  the  f i r s t  purchased  
i s  deemed the  f i r s t  i tem paid f o r ;  in the  c a s e  o f  i tems purchased on the  same 
d a t e ,  the  l owes t  pr i ced  i s  deemed the  f i r s t  i tem paid for .

( i )  Interim s tudent  c r e d i t  e x t e n s i o n s . For each t r a n s a c t i o n  i n v o l v i n g
an in t e r i m  c r e d i t  e x t e n s i o n  under a s tudent  c r e d i t  program, the  c r e d i t o r  need 
not make the  f o l l o w i n g  d i s c l o s u r e s :  the  f in an ce  charge under § 2 2 6 . 1 8 ( d ) ,  the
payment s chedu le  under § 2 2 6 . 1 8 ( g ) ,  the  t o t a l  o f  payments under § 2 2 6 . 1 8 ( h ) ,  or  
the  t o t a l  s a l e  pr i c e  under § 2 2 6 . 1 8 ( j ) .

Sec t ion  226 .18  - -  Content o f  d i s c l o s u r e s .

For each t r a n s a c t i o n ,  the  c r e d i t o r  sh a l l  d i s c l o s e  the f o l l o w i n g  i n f o r 
mation as  a p p l i c a b l e :

(a)  C r e d i t o r . The i d e n t i t y  o f  the  c r e d i t o r  making the  d i s c l o s u r e s .

(b) Amount f i n a n c e d . The "amount f in an ced ,"  us ing  th a t  term,  and a
b r i e f  d e s c r i p t i o n  such as "the amount o f  c r e d i t  provided to  you or on your  
b eh a l f . "  The amount f inanced  i s  c a l c u l a t e d  by:

(1)  Determining the  pr i n c ip a l  loan amount or the  cash pr i c e  (sub
t r a c t i n g  any downpayment);
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( 2 )  Adding any o t h e r  amounts t h a t  are  f in a n ce d  by t h e  c r e d i t o r  and 
are  not  part  o f  t h e  f i n a n c e  charge ;  and

( 3 )  S u b t r a c t i n g  any prepaid  f in a n c e  c har ge .

( c )  I t e m i z a t i o n  o f  amount f i n a n c e d . ( 1 )  A s e p a r a t e  w r i t t e n  i t e m i z a 
t i o n  o f  t h e  amount f i n a n c e d ,  i n c l u d i n g :  39/

(1 )  The amount o f  any proceeds  d i s t r i b u t e d  d i r e c t l y  t o  t h e  consumer.

( i i )  The amount c r e d i t e d  t o  t h e  consumer 's  account  w i th  t h e  c r e d i t o r .

( i i i )  Any amounts paid t o  o t h e r  persons  by t h e  c r e d i t o r  on t h e  co nsu 
mer' s  b e h a l f .  The c r e d i t o r  s h a l l  i d e n t i f y  t h o s e  pe r s o n s .  4 0 /

( i v )  The prepa id  f i n a n c e  ch arge .

(2)  The c r e d i t o r  need not  comply wi th  paragraph ( c ) ( 1 )  o f  t h i s
s e c t i o n  i f  t h e  c r e d i t o r  pr o v i d e s  a s ta t em en t  t h a t  t h e  consumer has t h e  r i g h t  
t o  r e c e i v e  a w r i t t e n  i t e m i z a t i o n  o f  t h e  amount f i n a n c e d ,  t o g e t h e r  w i th  a spac e  
f o r  t h e  consumer t o  i n d i c a t e  whether  i t  i s  d e s i r e d ,  and th e  consumer does  not  
re qu e s t  i t .

(d)  Finance  c h a r g e . The " f ina nc e  cha rg e , "  u s in g  t h a t  t erm,  and a 
b r i e f  d e s c r i p t i o n  such as  "the d o l l a r  amount t h e  c r e d i t  w i l l  c o s t  you ."  4 1 /

( e )  Annual p e r c en ta ge  r a t e . The "annual per c en ta ge  r a t e , "  us i ng  
t h a t  t e rm,  and a b r i e f  d e s c r i p t i o n  such as  "the c o s t  o f  your  c r e d i t  as  a y e a r l y  
r a t e . "  4 2 /

39 /  Good f a i t h  e s t i m a t e s  o f  s e t t l e m e n t  c o s t s  prov ided f o r  t r a n s a c t i o n s  s u b j e c t  
t o  t h e  Real E s t a t e  S e t t l e m e n t  Procedures  Act (12 U.S.C.  2601 e t  s e q . )  may 
be s u b s t i t u t e d  f o r  t h e  d i s c l o s u r e s  requ ired  by paragraph ( c )  o f  t h i s  s e c t i o n .

40 /  The f o l l o w i n g  payees  may be d e s c r i b e d  u s in g  g e n e r i c  or  o t h e r  genera l  terms  
and need not  be f u r t h e r  i d e n t i f i e d :  p u b l i c  o f f i c i a l s  or  government a g e n c i e s ,
c r e d i t  r e p o r t i n g  a g e n c i e s ,  a p p r a i s e r s ,  and in s ur a nc e  companies .

4 1 /  The f i n a n c e  charge  s h a l l  be c o n s id e r e d  a c c u r a t e  i f  i t  i s  not  more than $5 
above or  below t h e  e xa c t  f i n a n c e  charge  in a t r a n s a c t i o n  i n v o l v i n g  an 
amount f in a n ce d  o f  $ 1 , 0 0 0  or  l e s s ,  or  not  more than $10 above or  below t h e  
e x a c t  f i n a n c e  charge  in  a t r a n s a c t i o n  i n v o l v i n g  an amount f in an ced  o f  more 
than $ 1 , 0 0 0 .

4 2 /  For any t r a n s a c t i o n  i n v o l v i n g  a f i n a n c e  charge  o f  $5 or  l e s s  on an amount 
f in a n ce d  o f  $75 or  l e s s ,  or  a f i n a n c e  charge  o f  $ 7 . 5 0  or  l e s s  on an amount  
f in a n ce d  o f  more than $75 ,  t h e  c r e d i t o r  need not  d i s c l o s e  t h e  annual pe rc en 
t a g e  r a t e .
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( f )  Var iab l e  r a t e . I f  t h e  annual per c en ta g e  r a te  may i n c r e a s e
a f t e r  consummation,  t h e  f o l l o w i n g  d i s c l o s u r e s :  43 /

(1)  The c i r cu m sta nc es  under which t h e  r a t e  may i n c r e a s e .

(2 )  Any l i m i t a t i o n s  on t h e  i n c r e a s e .

(3)  The e f f e c t  o f  an i n c r e a s e .

(4 )  An example o f  t h e  payment terms t h a t  would r e s u l t  from an
i n c r e a s e .

(g )  Payment s c h e d u l e . The number, amounts ,  and t im in g  o f  payments  
s c he du l ed  t o  repay t h e  o b l i g a t i o n .

(1 )  In a demand o b l i g a t i o n  wi th  no a l t e r n a t e  m a tu r i ty  d a t e ,  t h e
c r e d i t o r  may comply w i th  t h i s  paragraph by d i s c l o s i n g  t h e  due d a t e s  or payment
pe r io d s  o f  any s chedu led  i n t e r e s t  payments f o r  t h e  f i r s t  y e a r .

(2)  In a t r a n s a c t i o n  in which a s e r i e s  o f  payments v a r i e s  because  
a f i n a n c e  charge i s  a p p l i e d  t o  t h e  unpaid p r i n c i p a l  b a l a n c e ,  t h e  c r e d i t o r  may 
comply w i th  t h i s  paragraph by d i s c l o s i n g  t h e  f o l l o w i n g  in for m at i on :

( i )  The d o l l a r  amounts o f  t h e  l a r g e s t  and s m a l l e s t  payments in th e
s e r i e s .

( i i )  A r e f e r e n c e  t o  t h e  v a r i a t i o n s  in t h e  o t h e r  payments in the
s e r i e s .

(h)  Total  o f  payments . The " t o ta l  o f  payments ," us i ng  t h a t  term,  
and a d e s c r i p t i v e  e x p l a n a t i o n  such a s  "the amount you w i l l  have paid when you 
have made a l l  s chedu led  payments ." 4 4 /

( i )  Demand f e a t u r e . I f  t h e  o b l i g a t i o n  has a demand f e a t u r e ,  t h a t  
f a c t  s h a l l  be d i s c l o s e d .  When t h e  d i s c l o s u r e s  are  based on an assumed m atu r i ty  
o f  1 y e a r  as  provided in  § 2 2 6 . 1 7 ( c ) ( 5 ) ,  t h a t  f a c t  s h a l l  a l s o  be d i s c l o s e d .

( j )  Total  s a l e  p r i c e . In a c r e d i t  s a l e ,  t h e  " t o ta l  s a l e  p r i c e , "  
us in g  t h a t  t e rm,  and a d e s c r i p t i v e  e x p l a n a t i o n  ( i n c l u d i n g  t h e  amount o f  any 
downpayment) such as  "the t o t a l  p r i c e  o f  your  purchase  on c r e d i t ,  i n c l u d i n g
your downpayment o f  $_____." The t o t a l  s a l e  p r i c e  i s  t h e  sum o f  th e  cash p r i c e ,
th e  i t ems  d e s c r i b e d  in paragraph ( b ) ( 2 ) ,  and t h e  f i n a n c e  charge  d i s c l o s e d  under  
paragraph (d)  o f  t h i s  s e c t i o n .
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43 /  Informat ion  provided in accordance  wi th  v a r i a b l e  r a t e  r e g u l a t i o n s  o f  o t h e r  
f ede ra l  a g e n c i e s  may be s u b s t i t u t e d  f o r  t h e  d i s c l o s u r e s  required  by para
graph ( f )  o f  t h i s  s e c t i o n .

4 4 /  In any t r a n s a c t i o n  i n v o l v i n g  a s i n g l e  payment,  t h e  c r e d i t o r  need not  
d i s c l o s e  th e  t o t a l  o f  payments .
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(k) Prepayment.  (1) When an o b l i g a t i o n  i n c lu d e s  a f in an ce  charge  
computed from t ime to  t ime by a p p l i c a t i o n  o f  a ra t e  t o  the  unpaid pr in c ip a l  
ba l a n c e ,  a s tatement  i n d i c a t i n g  whether or not  a pe na l ty  may be imposed i f  the  
o b l i g a t i o n  i s  prepaid in f u l l .

(2) When an o b l i g a t i o n  i n c lu d e s  a f inan ce  charge o t he r  than the  
f i n a n c e  charge descr ibed in paragraph ( k ) ( l )  o f  t h i s  s e c t i o n ,  a s ta tement  
i n d i c a t i n g  whether or not the  consumer i s  e n t i t l e d  t o  a r eba te  o f  any f inance  
charge i f  the  o b l i g a t i o n  i s  prepaid in f u l l .

(1)  Late payment. Any d o l l a r  or percen tage  charge th a t  may be 
imposed be fore  maturi ty  due t o  a l a t e  payment,  o ther  than a de fe r r a l  or  
e x t e n s i o n  charge.

(m) Secur i ty  i n t e r e s t . The f a c t  t h a t  the  c r e d i t o r  has or w i l l  
acquire  a s e c u r i t y  i n t e r e s t  in the  property  purchased as part  o f  the  t r a n s 
a c t i o n ,  or in o ther  property  i d e n t i f i e d  by i tem or t y p e .

(n) Insurance . The i tems required by § 2 2 6 .4 ( d )  in order  t o  exc lude  
c e r t a i n  insurance  premiums from the  f inan ce  charge .

(o)  Certain s e c u r i t y  i n t e r e s t  c h a r g e s . The d i s c l o s u r e s  required by 
§ 2 2 6 . 4 ( e )  in order  to  exc lude  from the  f in an ce  charge c e r t a i n  f e e s  pre 
s c r i be d  by law or c e r t a i n  premiums fo r  insurance  in l i e u  o f  p e r f e c t i n g  a 
s e c u r i t y  i n t e r e s t .

(p) Contract  r e f e r e n c e . A s ta t ement  tha t  the  consumer should r e f e r  
t o  t h e  appropr iat e  c o n t ra c t  document fo r  information about nonpayment,  d e f a u l t ,  
t h e  r ig h t  t o  a c c e l e r a t e  the  matur i ty  o f  the  o b l i g a t i o n ,  and prepayment reba te s  
and p e n a l t i e s .  At the  c r e d i t o r ' s  o p t i o n ,  the  s ta tement  may a l s o  i n c lu d e  a 
r e f e r e n c e  to  the  c o nt ra c t  f or  fu r th e r  information about s e c u r i t y  i n t e r e s t s  and,  
in a r e s i d e n t i a l  mortgage t r a n s a c t i o n ,  about the  c r e d i t o r ' s  p o l i c y  regarding  
assumption o f  the  o b l i g a t i o n .

(q) Assumption p o l i c y . In a r e s i d e n t i a l  mortgage t r a n s a c t i o n ,  a 
s ta t ement  whether or not a subsequent  purchaser  o f  the  dw e l l in g  from the  con
sumer may be permi tted to  assume the  remaining o b l i g a t i o n  on i t s  o r i g i n a l  
t erms.

(r)  Required d e p o s i t . I f  the  c r e d i t o r  require s  the  consumer t o  main' 
t a i n  a d e p o s i t  as a c o n d i t i o n  o f  the  s p e c i f i c  t r a n s a c t i o n ,  a s ta tement  t h a t  the  
annual percen tage  ra te  does not r e f l e c t  the  e f f e c t  o f  the  required d e p o s i t .  45 /

Se c t i o n  226 .19 - -  Cer ta in  r e s i d e n t i a l  mortgage t r a n s a c t i o n s .

(a) Time o f  d i s c l o s u r e . In a r e s i d e n t i a l  mortgage t r a n s a c t i o n  sub
j e c t  t o  the  Real Es ta t e  Se t t l ement  Procedures Act (12 U.S.C.  2601 e t  s e q . )  
th e  c r e d i t o r  s h a l l  make good f a i t h  e s t i m a t e s  o f  the d i s c l o s u r e s  required by

45 /  A required d e p o s i t  need not i n c lu d e ,  f or  example: (1) an escrow account
for  i tems  such as  t a x e s ,  insurance  or r e pa i r s ;  (2)  a d e p o s i t  t h a t  earns  
not  l e s s  than 5 perc en t  per y ea r ;  or  (3) payments under a Morris Plan.
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§ 226 .18  be fore  consummation,  or s h a l l  d e l i v e r  or p l ac e  them in the  mail not  
l a t e r  than 3 b u s i n e s s  days a f t e r  the  c r e d i t o r  r e c e i v e s  the  consumer's  w r i t t e n  
a p p l i c a t i o n ,  whichever  i s  e a r l i e r .

(b) R ed i s c lo su re  r e q u i r e d . I f  the  annual percen tage  ra te  in the  
consummated t r a n s a c t i o n  v a r i e s  from the  annual percen tage  ra te  d i s c l o s e d  under  
§ 2 2 6 .1 8 ( e )  by more than 1 /8  o f  1 per cen tage  po in t  in a re gu lar  t r a n s a c t i o n  or  
more than 1 /4  o f  1 percen tage  po in t  in an i r r e g u l a r  t r a n s a c t i o n ,  as de f ined  in 
§ 22 6 .2 2 ,  the  c r e d i t o r  s h a l l  d i s c l o s e  th e  changed terms no l a t e r  than consum
mation or s e t t l e m e n t .

Sec t ion  226 . 20  — Subsequent d i s c l o s u r e  r e qu i rem en t s .

(a) R e f i n a n c i n g s . A r e f i n a n c i n g  occurs  when an e x i s t i n g  o b l i g a t i o n
t h a t  was su b j e c t  t o  t h i s  subpart  i s  s a t i s f i e d  and replaced  by a new o b l i g a t i o n  
undertaken by th e  same consumer.  A r e f i n a n c i n g  i s  a new t r a n s a c t i o n  r equ ir i ng  
new d i s c l o s u r e s  t o  the  consumer.  The new f i n an ce  charge s h a l l  inc lud e  any 
unearned port ion  o f  the  o ld  f in a n c e  charge th a t  i s  not c r e d i t e d  to  the  e x i s t i n g
o b l i g a t i o n .  The f o l l o w i n g  s h a l l  not be t r e a t e d  as a r e f in a nc in g :

(1)  A renewal o f  a s i n g l e  payment o b l i g a t i o n  with no change in the
o r i g i n a l  terms.

(2)  A reduc t ion  in the  annual percentage  ra te  wi th a corresponding  
change in the  payment s c he du le .

(3)  An agreement i n v o l v i n g  a cour t  proceed ing .

(4) A change in the  payment s chedule  or a change in c o l l a t e r a l
requirements  as a r e s u l t  o f  th e  consumer's  d e f a u l t  or de l inq uen cy ,  un l e s s  the  
ra te  i s  in c r e a s e d ,  or the  new amount f inanced  exceeds  the  unpaid balance  p lus  
earned f i n an ce  charge and premiums for  co n t in u a t i o n  o f  insurance  o f  the types  
de sc r ib ed  in § 2 2 6 . 4 ( d ) .

(5)  The renewal o f  op t io na l  insurance  purchased by the  consumer and 
added to  an e x i s t i n g  t r a n s a c t i o n ,  i f  d i s c l o s u r e s  r e l a t i n g  to  the  i n i t i a l  pur
chase  were provided as required by t h i s  subpar t .

(b) Assumptions . An assumption occurs  when a c r e d i t o r  e x p r e s s l y  
agrees  in w r i t i n g  with a subsequent  consumer t o  accep t  th a t  consumer as a 
primary o b l i g o r  on an e x i s t i n g  r e s i d e n t i a l  mortgage t r a n s a c t i o n .  Before the  
assumption o c c u r s ,  the  c r e d i t o r  sh a l l  make new d i s c l o s u r e s  to  the  subsequent  
consumer,  based on the  remaining o b l i g a t i o n .  I f  the  f i n an ce  charge o r i g i n a l l y  
imposed on the  e x i s t i n g  o b l i g a t i o n  was an add-on or  d i s co u n t  f inan ce  charge ,  
th e  c r e d i t o r  need only  d i s c l o s e :

(1) The unpaid balance  o f  the  o b l i g a t i o n  assumed.

(2)  The t o t a l  charges  imposed by the  c r e d i t o r  in connec t ion  with the  
assumpt ion .

(3)  The information required to  be d i s c l o s e d  under § 2 2 6 . 1 8 ( k ) ,  ( 1 ) ,  
(m) , and ( n ) .
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( 4 )  The annual pe r c e n ta g e  r a te  o r i g i n a l l y  imposed on t h e  o b l i g a t i o n .

(5)  The payment s c h e d u l e  under § 2 2 6 . 1 8 ( g )  and t h e  t o t a l  o f  payments
under § 2 2 6 . 1 8 ( h ) ,  based on t h e  remaining o b l i g a t i o n .

S e c t i o n  226 .2 1  - -  Treatment o f  c r e d i t  b a l a n c e s .

When a c r e d i t  ba la nc e  in e x c e s s  o f  $1 i s  c r e a t e d  in c o n n e c t i o n  wi th  
a t r a n s a c t i o n  ( through t r a n s m i t t a l  o f  funds t o  a c r e d i t o r  in e x c e s s  o f  t h e  t o t a l  
ba la nce  due on an a c c o u n t ,  through r e b a te s  o f  unearned f in a n c e  charges  or  i n s u r 
ance premiums,  or  through amounts o t h e r w i s e  owed t o  or he ld  f o r  t h e  b e n e f i t  o f  
a consumer ) ,  t h e  c r e d i t o r  s h a l l :

( a )  Cred i t  th e  amount o f  t h e  c r e d i t  ba lance  t o  th e  consumer 's  account ;

(b)  Refund any par t  o f  t h e  remaining c r e d i t  b a l a n c e ,  upon t h e  w r i t t e n  
r e q u e s t  o f  t h e  consumer; and

( c )  Make a good f a i t h  e f f o r t  t o  refund t o  th e  consumer by c a s h ,  
c hec k ,  or money o r d e r ,  or  c r e d i t  t o  a d e p o s i t  account  o f  t h e  consumer,  any 
par t  o f  t h e  c r e d i t  ba lance  remaining in t h e  account  f o r  more than 6 months ,  
e x c e p t  t h a t  no f u r t h e r  a c t i o n  i s  r e qu ired  i f  t h e  consumer 's  c ur r en t  l o c a t i o n  
i s  no t  known t o  t h e  c r e d i t o r  and cannot  be t r a c e d  through the  consumer 's  l a s t  
known addres s  or  t e l e p h o n e  number.

S e c t i o n  2 2 6 .2 2  - -  Determinat ion  o f  annual perc en t age  r a t e .

(a)  Accuracy o f  annual  per c en ta g e  r a t e . ( 1 )  The annual per c en ta ge  
r a te  i s  a measure o f  t h e  c o s t  o f  c r e d i t ,  e x p r e s s e d  as  a y e a r l y  r a t e ,  t h a t  
r e l a t e s  t h e  amount and t im in g  o f  v a l u e  r e c e i v e d  by t h e  consumer t o  t h e  amount 
and t i m in g  o f  payments made. The annual perc en t age  r a t e  s h a l l  be determined  
in accordance wi th  e i t h e r  th e  a c t u a r i a l  method or  t h e  United S t a t e s  Rule method.  
E x p l a n a t i o n s ,  e q u a t io n s  and i n s t r u c t i o n s  f o r  de t erm in ing  the  annual pe rc en t age  
r a te  in accordance  w i th  t h e  a c t u a r i a l  method are  s e t  f o r t h  in Appendix J t o  
t h i s  r e g u l a t i o n .  45a /

(2)  As a general  r u l e ,  t h e  annual pe r c en ta g e  r a te  s h a l l  be c o n s id er e d  
a c c u r a t e  i f  i t  i s  not  more than 1 / 8  o f  1 percen tag e  po i n t  above or  below the  
annual per c en ta ge  r a t e  de termined in accordance wi th  paragraph ( a ) ( 1 )  o f  t h i s  
s e c t i o n .

45 a /  An e r r o r  in d i s c l o s u r e  o f  t h e  annual per c en ta ge  r a te  or  f i n a n c e  charge  
s h a l l  n o t ,  in i t s e l f ,  be c o n s id e r e d  a v i o l a t i o n  o f  t h i s  r e g u l a t i o n  i f :
( 1 )  t h e  e r r o r  r e s u l t e d  from a co rrespond ing  e r r o r  in  a c a l c u l a t i o n  to o l  
used in good f a i t h  by t h e  c r e d i t o r ;  and (2 )  upon d i s c o v e r y  o f  t h e  e r r o r ,  
t h e  c r e d i t o r  promptly d i s c o n t i n u e s  use o f  t h a t  c a l c u l a t i o n  to o l  f o r  d i s 
c l o s u r e  purposes  and n o t i f i e s  the  Board in w r i t i n g  o f  t h e  e r r o r  in t h e  
c a l c u l a t i o n  t o o l .  This  f o o t n o t e  s h a l l  c e a s e  t o  be e f f e c t i v e  on Apri l  1,  
1982.
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(3)  In an i r r e g u l a r  t r a n s a c t i o n ,  t h e  annual pe r c en ta g e  r a t e  s h a l l  
be c o n s id e r e d  ac c ur a t e  i f  i t  i s  not  more than 1 / 4  o f  1 p e r c en ta g e  p o i n t  above  
or below t h e  annual pe rc en t age  r a t e  determined in  accordance w i th  paragraph
( a ) ( 1 )  o f  t h i s  s e c t i o n .  4 6 /

(b)  Computation t o o l s . ( 1 )  The Regu la t ion  Z Annual Per c en ta g e  Rate
Tab le s  produced by the  Board may be used t o  de t ermine  t h e  annual pe rc en t age  
r a t e ,  and any r a t e  det ermined from t h o s e  t a b l e s  in accordance wi th  t h e  accom
panying i n s t r u c t i o n s  compl i e s  wi th  t h e  requirement s  o f  t h i s  s e c t i o n .  Volume I 
o f  t h e  t a b l e s  a p p l i e s  t o  s i n g l e  advance t r a n s a c t i o n s  i n v o l v i n g  up t o  480 monthly  
payments or 104 weekly payments .  I t  may be used f o r  re gu la r  t r a n s a c t i o n s  and 
f o r  t r a n s a c t i o n s  wi th  any o f  th e  f o l l o w i n g  i r r e g u l a r i t i e s :  an i r r e g u l a r  f i r s t
p e r i o d ,  an i r r e g u l a r  f i r s t  payment,  and an i r r e g u l a r  f i n a l  payment.  Volume II  
o f  t h e  t a b l e s  a p p l i e s  t o  t r a n s a c t i o n s  i n v o l v i n g  m u l t i p l e  advances  and any type  
o f  payment or per iod  i r r e g u l a r i t y .

(2 )  C r e d i to r s  may use  any o t h e r  computat ion t o o l  in de t er m in in g  the  
annual per c en ta ge  r a t e  i f  t h e  r a t e  so  determined e q u a l s  t h e  r a te  det ermined in  
accordance w i th  Appendix J ,  w i t h i n  t h e  degree  o f  accuracy  s e t  f o r t h  in para
graph (a )  o f  t h i s  s e c t i o n .

( c )  S i n g l e  add-on r a te  t r a n s a c t i o n s . I f  a s i n g l e  add-on r a t e  i s  
a p p l i e d  t o  a l l  t r a n s a c t i o n s  w i th  m a t u r i t i e s  up t o  60 months and i f  a l l  payments  
are equal  in amount and p e r i o d ,  a s i n g l e  annual pe rc en t age  r a t e  may be d i s c l o s e d  
f o r  a l l  t h o s e  t r a n s a c t i o n s ,  so  l o ng  a s  i t  i s  th e  h i g h e s t  annual pe rc en t age  r a te  
f o r  any such t r a n s a c t i o n .

(d)  Certa in  t r a n s a c t i o n s  i n v o l v i n g  ranges  o f  b a l a n c e s . For purposes  
o f  d i s c l o s i n g  t h e  annual p e r c en ta ge  r a t e  r e f e r r e d  t o  in § 2 2 6 . 1 7 ( g ) ( 4 ) ( M a i l  or  
t e l e p h o n e  o r d e r s — de la y  in d i s c l o s u r e s )  and ( h ) ( S e r i e s  o f  s a l e s - - d e l a y  in  d i s 
c l o s u r e s ) ,  i f  t h e  same f i n a n c e  charge  i s  imposed on a l l  ba l anc es  w i t h in  a s p e 
c i f i e d  range o f  b a l a n c e s ,  t h e  annual percen tag e  r a t e  computed f o r  t h e  median 
ba la nce  may be d i s c l o s e d  f o r  a l l  t h e  b a l a n c e s .  However,  i f  t h e  annual p e r c e n t 
age r a t e  computed f o r  t h e  median ba la nce  u n d e r s t a t e s  t h e  annual percen tag e  r a t e  
computed fo r  t h e  l o w e s t  ba lanc e  by more than 8 per cen t  o f  t h e  l a t t e r  r a t e ,  the  
annual per c en ta ge  r a t e  s h a l l  be computed on whatever  lower ba lanc e  w i l l  produce  
an annual per cen tage  r a t e  t h a t  does  not  r e s u l t  in an unders ta tement  o f  more than  
than 8 p er cen t  o f  t h e  r a te  det ermined on t h e  l o w e s t  b a l an c e .

S e c t i o n  226 . 23  — Right  o f  r e s c i s s i o n .

(a)  Consumer's r i g h t  t o  r e s c i n d . ( 1)  In a c r e d i t  t r a n s a c t i o n  in 
which a s e c u r i t y  i n t e r e s t  i s  or  w i l l  be r e t a i n e d  or  acqu ired in  a consumer' s

46 /  For purposes  o f  paragraph ( a ) ( 3 )  o f  t h i s  s e c t i o n ,  an i r r e g u l a r  t r a n s a c t i o n  
i s  one t h a t  i n c l u d e s  one or  more o f  th e  f o l l o w i n g  f e a t u r e s :  m u l t i p l e
ad va nc es ,  i r r e g u l a r  payment p e r i o d s ,  or  i r r e g u l a r  payment amounts ( o t h e r  
than an i r r e g u l a r  f i r s t  per iod  or an i r r e g u l a r  f i r s t  or f i n a l  payment) .
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p r i n c ip a l  d w e l l i n g ,  each consumer whose ownership i n t e r e s t  i s  or w i l l  be sub
j e c t  t o  the  s e c u r i t y  i n t e r e s t  sh a l l  have the  r ig h t  t o  r e sc in d  th e  t r a n s a c t i o n ,  
except  for  t r a n s a c t i o n s  descr ibed  in paragraph ( f )  o f  t h i s  s e c t i o n .  47/

(2) To e x e r c i s e  the  r igh t  t o  r e s c i n d ,  the  consumer s h a l l  n o t i f y  the  
c r e d i t o r  o f  th e  r e s c i s s i o n  by m a i l ,  t e l egram or o ther  means o f  w r i t t e n  communi
c a t i o n .  Not ice  i s  cons idered given when mai l ed ,  when f i l e d  f o r  t e l e g r a p h i c  
t r an sm i s s i o n  o r ,  i f  s en t  by o ther  means,  when d e l i v e r e d  t o  th e  c r e d i t o r ' s  d e s i g 
nated p l ac e  o f  b u s i n e s s .

( 3)  The consumer may e x e r c i s e  the  r i g h t  t o  r e sc in d  u n t i l  midnight  o f  
the  t h i r d  bu s in e s s  day f o l l o w in g  consummation,  d e l i v e r y  o f  the  n o t i c e  r equired  
by paragraph (b) o f  t h i s  s e c t i o n ,  or d e l i v e r y  o f  a l l  mater ia l  d i s c l o s u r e s ,  48 /  
whichever  occurs  l a s t .  I f  the  required n o t i c e  or mater ia l  d i s c l o s u r e s  are  not  
d e l i v e r e d ,  the  r ig h t  to  r e sc ind sh a l l  e xp i re  3 y e a r s  a f t e r  consummation,  upon 
t r a n s f e r  o f  a l l  o f  th e  consumer's  i n t e r e s t  in the  prope r ty ,  or upon s a l e  o f  th e  
p ro pe r ty ,  whichever  occurs  f i r s t .  In the  case  o f  c e r t a i n  a d m i n i s t r a t i v e  procee 
d i n g s ,  the  r e s c i s s i o n  period sh a l l  be extended in accordance wi th  § 1 2 5 ( f )  o f  
the  a c t .

(4)  When more than one consumer in a t r a n s a c t i o n  has the  r i g h t  to  
r e s c i n d ,  the  e x e r c i s e  o f  the  r ig h t  by one consumer sh a l l  be e f f e c t i v e  as t o  
a l l  consumers.

. (b) Not ice  o f  r i gh t  t o  r e s c i n d . In a t r a n s a c t i o n  s u b j e c t  t o  r e s c i s 
s i o n ,  a c r e d i t o r  s h a l l  d e l i v e r  2 c o p i e s  o f  the  n o t i c e  o f  the  r ig h t  t o  r e sc i nd  
t o  each consumer e n t i t l e d  to  r e sc i n d .  The n o t i c e  s h a l l  be on a s epara te  document 
th a t  i d e n t i f i e s  the  t r a n s a c t i o n  and s h a l l  c l e a r l y  and co ns p i cu ou s ly  d i s c l o s e  
t h e  f o l l o w in g :

(1)  The r e t e n t i o n  or a c q u i s i t i o n  o f  a s e c u r i t y  i n t e r e s t  in the  con
sumer's  pr in c ip a l  d w e l l in g .

(2)  The consumer's  r i g h t  to  r e sc ind  the  t r a n s a c t i o n .

(3) How to  e x e r c i s e  the  r ig h t  t o  r e s c i n d ,  wi th  a form for  t h a t  pur
p o s e ,  d e s i g n a t i n g  the  address  o f  the  c r e d i t o r ' s  p l ac e  o f  b u s i n e s s .

(4)  The e f f e c t s  o f  r e s c i s s i o n ,  as de s cr ibed  in paragraph (d) o f  t h i s
s e c t i o n .

47 /  For purposes  o f  t h i s  s e c t i o n ,  the  a d d i t i o n  t o  an e x i s t i n g  o b l i g a t i o n  o f  a 
s e c u r i t y  i n t e r e s t  in a consumer's  pr i n c ip a l  dw e l l ing  i s  a t r a n s a c t i o n .
The r ig h t  o f  r e s c i s s i o n  a p p l i e s  only t o  the  a d d i t i o n  o f  the  s e c u r i t y  
i n t e r e s t  and not  the  e x i s t i n g  o b l i g a t i o n .  The c r e d i t o r  s h a l l  d e l i v e r  th e  
n o t i c e  required by paragraph (b) o f  t h i s  s e c t i o n  but need not d e l i v e r  new 
materia l  d i s c l o s u r e s .  De l i very  o f  the  required n o t i c e  s h a l l  begin the  
r e s c i s s i o n  per iod .

48 /  The term "material  d i s c l o s u r e s "  means the  required d i s c l o s u r e s  o f  the
annual percen tage  r a t e ,  the  f in a n c e  ch arge ,  the  amount f in a n ce d ,  the  t o t a l  
o f  payments,  and the  payment s c hed u l e .
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(5)  The date  the  r e s c i s s i o n  per iod  e x p i r e s .

( c)  Delay o f  c r e d i t o r ' s  performance. Unle ss  a consumer waives  the  
r ig h t  o f  r e s c i s s i o n  under paragraph ( e )  o f  t h i s  s e c t i o n ,  no money s h a l l  be 
di sbursed  o ther  than in e scrow,  no s e r v i c e s  s h a l l  be performed and no m a te r ia l s  
d e l i v e r e d  u n t i l  the  r e s c i s s i o n  period has ex p i red  and th e  c r e d i t o r  i s  reasonably  
s a t i s f i e d  t h a t  the consumer has not  r e sc in de d .

(d) E f f e c t s  o f  r e s c i s s i o n . (1)  When a consumer r e s c i n d s  a t r a n s 
a c t i o n ,  the  s e c u r i t y  i n t e r e s t  g i v in g  r i s e  t o  the  r ig h t  o f  r e s c i s s i o n  becomes 
void and the  consumer s h a l l  not be l i a b l e  f or  any amount,  i n c lu d in g  any f inan ce  
charge .

(2)  Within 20 ca l endar  days a f t e r  r e c e i p t  o f  a n o t i c e  o f  r e s c i s s i o n ,  
the  c r e d i t o r  shal l  return any money or property  t h a t  has been g iven to  anyone 
in connec t ion  with the  t r a n s a c t i o n  and s h a l l  t ake  any a c t i o n  nece s sary  to  
r e f l e c t  the  t erminat ion  o f  the  s e c u r i t y  i n t e r e s t .

(3)  I f  the  c r e d i t o r  has d e l i v e r e d  any money or  p ro pe r ty ,  the  consumer 
may r e ta i n  p o s s e s s i o n  u n t i l  the  c r e d i t o r  has met i t s  o b l i g a t i o n  under paragraph
( d ) ( 2 )  o f  t h i s  s e c t i o n .  When the  c r e d i t o r  has complied with tha t  paragraph,  
the  consumer sh a l l  t ender  the  money or property  to  the  c r e d i t o r  o r ,  where the  
l a t t e r  would be im prac t i cab le  or i n e q u i t a b l e ,  t ender  i t s  r easonable  va l ue .  At 
the  consumer's  o p t io n ,  tender  o f  property  may be made at  th e  l o c a t i o n  o f  the  
property  or at  the  consumer's  r e s i d e n c e .  Tender of  money must be made at  the  
c r e d i t o r ' s  de s ign a ted  p lace  o f  b u s i n e s s .  I f  the  c r e d i t o r  does not  t ake  p o s s e s 
s i o n  o f  the  money or property  w i th in  20 ca l endar  days a f t e r  the  consumer's  
t e n d e r ,  the  consumer may keep i t  w i thout  f ur th er  o b l i g a t i o n .

(4)  The procedures  o u t l i n e d  in paragraphs ( d ) ( 2 )  and (3) o f  t h i s  
s e c t i o n  may be modif ied  by cour t  order .

(e)  Consumer's waiver  o f  r i g h t  t o  r e s c i n d . The consumer may modify 
or waive the  r igh t  t o  r e sc i nd  i f  the  consumer determines  t h a t  the  ex te n s i o n  o f  
c r e d i t  i s  needed to  meet a bona f i d e  personal  f i n a n c i a l  emergency.  To modify 
or waive the  r i g h t ,  the  consumer s h a l l  g i ve  the c r e d i t o r  a dated w r i t t e n  s t a t e 
ment tha t  d e s c r i b e s  the  emergency,  s p e c i f i c a l l y  m od i f i e s  or waives  the  r ig h t  to  
r e s c i n d ,  and bears the  s i g n a t u r e  o f  a l l  o f  the  consumers e n t i t l e d  to  r e sc in d .  
Pr inted  forms for  t h i s  purpose are pr o h i b i t e d .

( f )  Exempt t r a n s a c t i o n s . The r igh t  t o  r e sc i nd  does not apply t o  
the  f o l l o w i n g :

(1) A r e s i d e n t i a l  mortgage t r a n s a c t i o n .

(2) A r e f i n a n c i n g  or c o n s o l i d a t i o n  by the  same c r e d i t o r  o f  an e x t e n 
s i on  o f  c r e d i t  a l ready s ecured by the consumer's  pr in c ip a l  d w e l l in g .  I f  the  
new amount f inanced exceeds  the  unpaid pr in c ipa l  balance  p lus  any earned  
unpaid f in an ce  charge on the  e x i s t i n g  debt ,  t h i s  exemption a p p l i e s  only t o  the  
e x i s t i n g  debt  and i t s  s e c u r i t y  i n t e r e s t .

(3)  A t r a n s a c t i o n  in which a s t a t e  agency i s  a c r e d i t o r .
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( 4)  An advance ,  o ther  than an i n i t i a l  advance,  in a s e r i e s  o f  advances
or in a s e r i e s  o f  s ing l e -payment  o b l i g a t i o n s  t h a t  i s  t r e a t e d  as a s i n g l e  t r a n s 
a c t i o n  under § 2 2 6 . 1 7 ( c ) ( 6 ) ,  i f  the  n o t i c e  required by paragraph (b) o f  t h i s  
s e c t i o n  and a l l  mater ia l  d i s c l o s u r e s  have been given to  t h e  consumer.

(5) A renewal o f  op t io na l  insurance  premiums t h a t  i s  not cons idered  
a r e f i n a n c i n g  under § 2 2 6 . 2 0 ( a ) ( 5 ) .

Sec t i on  22 6 .2 4  - -  A d v e r t i s i n g .

(a)  A c tu a l l y  a v a i l a b l e  t e r m s . I f  an adver t i s ement  for  c r e d i t  s t a t e s
s p e c i f i c  c r e d i t  t erms ,  i t  s h a l l  s t a t e  only  t h o s e  terms t h a t  a c t u a l l y  are or
w i l l  be arranged or o f f e r e d  by th e  c r e d i t o r .

(b) Adver t i s ement  o f  r a t e  o f  f in a n ce  charge . I f  an adver t i s ement
s t a t e s  a ra te  o f  f in an ce  charge ,  i t  sh a l l  s t a t e  the  ra te  as an "annual per 
centage  r a te , "  us ing  th a t  term.  I f  the  annual percen tage  r a te  may be increa se d  
a f t e r  consummation,  the  adver t i s ement  sh a l l  s t a t e  th a t  f a c t .  The advert i s ement  
s h a l l  not  s t a t e  any o ther  r a t e ,  excep t  t h a t  a s imple  annual r a t e  or p e r io d i c  
r a te  t h a t  i s  ap p l i ed  t o  an unpaid ba lance  may be s t a t e d  in conjunc t ion  w i t h ,  
but not  more c on sp ic u ou s ly  th an ,  the  annual percen tage  r a t e .

(c)  Advert isement  o f  terms tha t  r equ ire  ad d i t i o n a l  d i s c l o s u r e s .
(1)  I f  any o f  th e  f o l l o w i n g  terms i s  s e t  f or t h  in an a d ve r t i s e me nt ,  the  adver 
t i s e m e nt  sh a l l  meet the  requirements  o f  paragraph ( c ) ( 2 )  o f  t h i s  s e c t i o n :

(1) The amount or percen tage  o f  any downpayment.

( i i )  The number o f  payments or per iod  o f  repayment.

( i i i )  The amount o f  any payment.

( i v )  The amount o f  any f inan ce  charge.

(2) An adver t i s ement  s t a t i n g  any o f  the  terms in paragraph ( c ) ( 1 )  o f  
t h i s  s e c t i o n  sh a l l  s t a t e  the  f o l l o w i n g  t erms ,  49 /  as a p p l i c a b le :

( i )  The amount or percentage  o f  th e  downpayment.

( i i )  The terms o f  repayment.

( i i i )  The "annual percen tage  r a te ,"  us ing  t h a t  term,  and, i f  the  
ra te  may be increa sed  a f t e r  consummation,  t h a t  f a c t .

(d) Catalogs  and m ul t i p l e - pa g e  a d v e r t i s e m e n t s . (1)  I f  a c a t a l o g  or 
o t her  m u l t i p l e - p a g e  adver t i s ement  g i v e s  informat ion in a t a b l e  or s chedu le  in 
s u f f i c i e n t  d e t a i l  t o  permit  de t erminat ion  o f  the  d i s c l o s u r e s  required by para
graph ( c ) ( 2 )  o f  t h i s  s e c t i o n ,  i t  s h a l l  be cons idered  a s i n g l e  adver t i s ement  i f :

49 /  An example o f  one or more t y p i c a l  e x t e n s i o n s  o f  c r e d i t  wi th  a s ta t ement  

o f  a l l  the  terms a p p l i c a b l e  t o  each may be used.
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(1)  The t a b l e  or schedule  i s  c l e a r l y  s e t  f o r t h ;  and

( i i )  Any s ta t ement  o f  the  c r e d i t  terms in paragraph ( c ) ( 1 )  o f  t h i s  
s e c t i o n  appearing anywhere e l s e  in the  c a t a l o g  or adver t i s ement  c l e a r l y  r e f e r s  
t o  the  page on which the  t a b l e  or s chedule  b e g in s .

(2) A c a t a l o g  or m u l t i p l e - p a g e  adv er t i s em ent  compl ie s  wi th paragraph
( c ) ( 2 )  o f  t h i s  s e c t i o n  i f  the  t a b l e  or s chedu le  o f  terms i n c lu d e s  a l l  ap propr iat e  
d i s c l o s u r e s  for  a r e p r e s e n t a t i v e  s c a l e  o f  amounts up to  the  l e v e l  o f  the  more 
commonly s o l d  h i g h e r -p r i c e d  property or s e r v i c e s  o f f e r e d .

SUBPART D — MISCELLANEOUS 

S e c t i o n  226.25  — Record r e t e n t i o n .

(a) General r u l e . A c r e d i t o r  sh a l l  r e ta i n  ev idence  o f  compliance  
with t h i s  r e g u la t i o n  (o th er  than a d v e r t i s i n g  requirements  under §§ 226 . 16  and 
226 .24 )  f or  2 y e a r s  a f t e r  the  date  d i s c l o s u r e s  are required to  be made or 
a c t i o n  i s  r equired t o  be taken .  The a d m i n i s t r a t i v e  a g e nc i e s  r e s p o n s i b l e  f or  
e n f o r c i n g  the  re g u la t i o n  may require  c r e d i t o r s  under t h e i r  j u r i s d i c t i o n s  to  
r e t a i n  records  f o r  a l onger  period i f  nece s sary  t o  carry out t h e i r  enforcement  
r e s p o n s i b i l i t i e s  under § 108 o f  the  a c t .

(b) Inspec t ion  o f  r e c o r d s . A c r e d i t o r  sh a l l  permit  the  agency  
r e s p o n s i b l e  f or  en fo rc in g  t h i s  r e g u la t i o n  wi th  r e sp ec t  t o  th a t  c r e d i t o r  t o  
i n s p e c t  i t s  r e l e v an t  records  for  compl iance .

S e c t i o n  226 .26  - -  Use o f  annual percen tage  r a te  in oral  d i s c l o s u r e s .

(a)  Open-end c r e d i t . In an oral  r esponse  to  a consumer's  inquiry
about the  c o s t  o f  open-end c r e d i t ,  only  t h e  annual percen tage  r a te  or ra te s  
s h a l l  be s t a t e d ,  excep t  t h a t  the  p e r io d i c  ra t e  or r a te s  a l s o  may be s t a t e d .
I f  the  annual percen tage  r a te  cannot  be determined in advance because  t h e re  
are  f in a n ce  charges  o ther  than a p e r io d i c  r a t e ,  the  correspond ing  annual per 
centage  r a te  s h a l l  be s t a t e d ,  and o ther  c o s t  informat ion may be g i ven .

(b) Closed-end c r e d i t . In an oral  response  t o  a consumer's  inquiry  
about th e  c o s t  o f  c l o s e d - e nd  c r e d i t ,  only  the  annual percen tage  ra te  s h a l l  be 
s t a t e d ,  ex cep t  tha t  a s imple  annual ra t e  or p e r io d i c  rate  a l s o  may be s ta t e d  
i f  i t  i s  a pp l i ed  to  an unpaid ba lance .  I f  the  annual percen tage  ra te  cannot  
be determined in advance,  the  annual percen tage  ra te  for  a sample t r a n sa c t io n  
s h a l l  be s t a t e d ,  and o th er  c o s t  informat ion for  the  consumer's  s p e c i f i c  t r a n s 
a c t i o n  may be g iven .

Se c t i o n  226 .27  — Spanish language d i s c l o s u r e s .

All  d i s c l o s u r e s  required by t h i s  r e g u la t i o n  s h a l l  be made in th e
Eng l i sh  l anguage ,  excep t  in the  Commonwealth o f  Puerto Rico ,  where c r e d i t o r s  
may, at  t h e i r  o p t i o n ,  make d i s c l o s u r e s  in the  Spanish language .  I f  Spanish 
d i s c l o s u r e s  are  made, Engl i sh d i s c l o s u r e s  s h a l l  be provided on the  consumer's
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r e q u e s t ,  e i t h e r  in s u b s t i t u t i o n  for  or in ad d i t i o n  t o  th e  Spanish d i s c l o s u r e s .  
This  requirement for  prov i d in g  Eng l i sh  d i s c l o s u r e s  on request  s h a l l  not apply  
t o  adver t i s ement s  s u b j e c t  t o  §§ 226 .16  and 22 6 . 24  o f  t h i s  r e g u l a t i o n .

Sec t ion  226 .28  — E f f e c t  on s t a t e  l a w s .

(a)  I n c o n s i s t e n t  d i s c l o s u r e  re qu irem ent s . (1)  S t a t e  law r e q u i re 
ments th a t  are i n c o n s i s t e n t  with the  requirements  conta ined  in chapter  1 
(General  p r o v i s i o n s ) ,  chapter  2 (Credi t  t r a n s a c t i o n s ) ,  or  chapter  3 (Credi t  
a d v e r t i s i n g )  o f  the  a c t  and the  implementing p r o v i s i o n s  o f  t h i s  r e g u la t i o n  are  
preempted to  the  e x t e n t  o f  the  i n c o n s i s t e n c y .  A s t a t e  law i s  i n c o n s i s t e n t  i f  
i t  r e qu ir e s  a c r e d i t o r  t o  make d i s c l o s u r e s  or take  a c t i o n s  t h a t  c o n t r a d i c t  the  
requirements  o f  th e  f ed era l  law.  A s t a t e  law i s  c o n t r a d ic t o r y  i f  i t  r equ ire s  
the  use o f  the  same term to  represen t  a d i f f e r e n t  amount or a d i f f e r e n t  meaning 
than the  f edera l  law,  or i f  i t  r equ i re s  the  use  o f  a term d i f f e r e n t  from tha t  
required in the  f ed era l  law to  d e s c r i b e  th e  same i tem.  A c r e d i t o r ,  s t a t e ,  or  
o t he r  i n t e r e s t e d  party may reques t  the  Board to  determine whether a s t a t e  law 
requirement  i s  i n c o n s i s t e n t .  Af t er  the  Board determines  t h a t  a s t a t e  law i s  
i n c o n s i s t e n t ,  a c r e d i t o r  may not make d i s c l o s u r e s  us ing  the  i n c o n s i s t e n t  term 
or form.

( 2 ) ( i )  S t a t e  law requirements  are i n c o n s i s t e n t  with the  requirements  
conta ined in §§ 161 (Correc t ion  o f  b i l l i n g  e r r o r s )  or 162 (Regula t ion  o f  c r e d i t  
r epo r t s )  o f  th e  a c t  and the  implementing p r o v i s i o n s  o f  t h i s  r e g u la t i o n  and are  
preempted i f  they provide  r i g h t s ,  r e s p o n s i b i l i t i e s ,  or procedures  fo r  consumers  
or c r e d i t o r s  tha t  are d i f f e r e n t  from th ose  required by the  f ede ra l  law.  However,  
a s t a t e  law t h a t  a l l ow s  a consumer t o  inqu i re  about an open-end c r e d i t  account  
and imposes on the  c r e d i t o r  an o b l i g a t i o n  to  respond to  such inquiry  a f t e r  the  
t ime a l lowed in the  f ede ra l  law fo r  th e  consumer to  submit w r i t t e n  n o t i c e  o f  a 
b i l l i n g  error  sh a l l  not be preempted in any s i t u a t i o n  where the  t ime per iod  
f or  making wr i t t e n  n o t i c e  under t h i s  r e g u la t i o n  has ex p i re d .  I f  a c r e d i t o r  
g i v e s  w r i t t e n  n o t i c e  o f  a consumer's  r i g h t s  under such s t a t e  law,  the  n o t i c e  
sh a l l  s t a t e  t ha t  r e l i a n c e  on the  l onger  t ime per iod a v a i l a b l e  under s t a t e  law 
may r e s u l t  in the  l o s s  o f  important  r i g h t s  t h a t  could be preserved by a c t i n g  
more promptly under f ede ra l  law; i t  sh a l l  a l s o  e x p l a in  t h a t  the  s t a t e  law 
p r o v i s i o n s  apply only  a f t e r  e x p i r a t i o n  o f  the  t ime period fo r  submit t ing  a 
proper w r i t t e n  n o t i c e  o f  a b i l l i n g  error  under the  f ed era l  law.  I f  the  s t a t e  
d i s c l o s u r e s  are made on the  same s id e  o f  a page as the  required f edera l  d i s c l o 
s u r e s ,  t h e  s t a t e  d i s c l o s u r e s  s h a l l  appear under a demarcat ion l i n e  below the  
f edera l  d i s c l o s u r e s ,  and the  f edera l  d i s c l o s u r e s  s h a l l  be i d e n t i f i e d  by a 
heading i n d i c a t i n g  t ha t  they are made in compl iance  wi th f ed era l  law.

( i i )  S t a t e  law requirements  are i n c o n s i s t e n t  wi th the  requirements  
conta ined  in chapter  4 (Cred i t  b i l l i n g )  o f  the  ac t  ( o th er  than §§ 161 or  162)  
and the  implementing p r o v i s i o n s  o f  t h i s  r e g u la t i o n  and are preempted i f  the  
c r e d i t o r  cannot  comply wi th s t a t e  law wi thout  v i o l a t i n g  f edera l  law.

( i i i )  A s t a t e  may request  the  Board to  determine whether i t s  law 
i s  i n c o n s i s t e n t  wi th  c ha pt er  4 o f  the  ac t  and i t s  implementing p r o v i s i o n s .

(b) Equival ent  d i s c l o s u r e  re qu irem ent s . I f  the  Board determines  
t h a t  a d i s c l o s u r e  required by s t a t e  law (o ther  than a requirement  r e l a t i n g  to  
t h e  f in an ce  charge or annual percen tage  r a te )  i s  s u b s t a n t i a l l y  th e  same in
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meaning as a d i s c l o s u r e  required under the  ac t  or t h i s  r e g u l a t i o n ,  c r e d i t o r s  
in t h a t  s t a t e  may make the  s t a t e  d i s c l o s u r e  in l i e u  o f  the  f ed era l  d i s c l o s u r e .
A c r e d i t o r ,  s t a t e ,  or o ther  i n t e r e s t e d  party may reques t  the  Board t o  determine  
whether a s t a t e  d i s c l o s u r e  i s  s u b s t a n t i a l l y  the  same in meaning as a f ederal  
d i s c l o s u r e .

(c)  Request f or  de t er m in a t i o n . The procedures  under which a request  
f or  a de t erminat ion  may be made under t h i s  s e c t i o n  are s e t  f o r t h  in Appendix A.

Sec t ion  226 .2 9  - -  S t a t e  exemp t io ns .

(a)  General r u l e . Any s t a t e  may apply t o  the  Board to  exempt a 
c l a s s  o f  t r a n s a c t i o n s  w i th in  the  s t a t e  from the  requirements  o f  chapt er  2 
(Cred i t  t r a n s a c t i o n s )  or chapter  4 (Credi t  b i l l i n g )  o f  the  ac t  and the  c o r r e s 
ponding p r o v i s i o n s  o f  t h i s  r e g u l a t i o n .  The Board sh a l l  grant  an exemption i f  
i t  det ermines  t h a t :

(1)  The s t a t e  law i s  s u b s t a n t i a l l y  s i m i l a r  to  the  f edera l  law or ,  
in t h e  c as e  o f  c ha pt er  4,  a f fo r d s  th e  consumer g r e a t e r  p r o t e c t i o n  than the  
f ed era l  law; and

(2)  There i s  adequate pr o v i s i o n  fo r  en forcement .

(b) C i v i l  l i a b i l i t y . (1) No exempt ions  granted under t h i s  s e c t i o n
s h a l l  extend t o  the  c i v i l  I i a b i 1i t y  p r o v i s i o n s  o f  §§ 130 and 131 o f  the  a c t .

(2)  I f  an exemption has been granted ,  the  d i s c l o s u r e s  required by
t h e  a p p l i c a b l e  s t a t e  law ( ex c e pt  any a d d i t i o na l  requirements  not imposed by
federa l  law) s h a l l  c o n s t i t u t e  the  d i s c l o s u r e s  required by t h i s  a c t .

( c )  A p p l i c a t i o n s . The procedures  under which a s t a t e  may apply fo r  
an exemption under t h i s  s e c t i o n  are s e t  f or t h  in Appendix B.
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APPENDIX A — EFFECT ON STATE LAWS 

Request  f o r  de terminat ion

A reques t  f o r  a de t erminat ion  t h a t  a s t a t e  law i s  i n c o n s i s t e n t  or 
t h a t  a s t a t e  law i s  s u b s t a n t i a l l y  t h e  same as  t h e  a c t  and r e g u la t i o n  s h a l l  be 
in w r i t i n g  and addres sed t o  the  S e c r e t a r y ,  Board o f  Governors o f  the  Federal  
Reserve System,  Washington,  D.C. 20551.  The reques t  s h a l l  be made pursuant  t o  
t h e  procedures  here in  and th e  Board's  Rules  o f  Procedure (12 CFR Part  2 6 2 ) .

Support ing documents

A reques t  f o r  a de terminat ion  s h a l l  i nc lud e  th e  f o l l o w i n g  i tems:

(1)  The t e x t  o f  th e  s t a t e  s t a t u t e ,  r e g u l a t i o n ,  or o th er  document  
t h a t  i s  the  s u b j e c t  o f  th e  re qu es t .

( 2)  Any o ther  s t a t u t e ,  r e g u l a t i o n ,  or  j u d i c i a l  or a d m i n i s t r a t i v e  
opin ion t h a t  implements ,  i n t e r p r e t s ,  or a p p l i e s  th e  r e l e v a n t  p r o v i s i o n .

(3)  A comparison o f  the  s t a t e  law wi th  the  correspond ing  pr o v i s i o n  
o f  t h e  f ed era l  law,  i n c lu d in g  a f u l l  d i s c u s s i o n  o f  t h e  b a s i s  f o r  th e  r equ es t in g  
p a r t y ' s  b e l i e f  t h a t  t h e  s t a t e  p r o v i s i o n  i s  e i t h e r  i n c o n s i s t e n t  or s u b s t a n t i a l l y  
the  same.

(4)  Any o th er  information  t h a t  th e  re qu e s t i ng  party b e l i e v e s  may 
a s s i s t  the  Board in i t s  de t er m in a t io n .

Pub l i c  n o t i c e  o f  de terminat ion

No t i c e  t h a t  th e  Board in t en d s  t o  make a de terminat ion ( e i t h e r  on 
re ques t  or  on i t s  own mot ion)  w i l l  be pub l i sh ed  in t h e  Federal  R e g i s t e r , w i th  
an oppor tun i ty  f o r  p u b l i c  comment, u n l e s s  th e  Board f i n d s  t h a t  n o t i c e  and 
oppor tun i ty  fo r  comment would be i m p r a c t i c a b l e ,  unnece s s ary ,  or  contrary  t o  
t h e  p u b l i c  i n t e r e s t  and p u b l i s h e s  i t s  r easons  f o r  such d e c i s i o n .

Subjec t  t o  th e  Board's  Rules  Regarding A v a i l a b i l i t y  o f  Information  
(12 CFR Part  2 6 1 ) ,  a l l  r eq ue s t s  made, in c lu d in g  any documents and o ther  
mater ia l  submit ted in support  o f  th e  r e q u e s t s ,  w i l l  be made a v a i l a b l e  f o r  
p u b l i c  i n s p e c t i o n  and copying .

N o t i c e  a f t e r  de terminat ion

Not i ce  o f  a f i n a l  de terminat ion  w i l l  be pub l i shed  in t h e  Federal  
R e g i s t e r , and th e  Board w i l l  f u r n i s h  a copy o f  such n o t i c e  t o  th e  party who 
made th e  re ques t  and to  th e  appropr ia t e  s t a t e  o f f i c i a l .

Reversal  o f  de t erminat ion

The Board r e se r v e s  th e  r ig h t  t o  r e v er s e  a de t erminat ion fo r  any 
reason bear ing on th e  coverage  or e f f e c t  o f  s t a t e  or f ed era l  law.

Not i ce  o f  r e v er s a l  o f  a de t erminat ion  w i l l  be pub l i shed  in the  
Federal  R e g i s t e r  and a copy fu rn i sh ed  t o  the  appro pr ia t e  s t a t e  o f f i c i a l .
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APPENDIX B — STATE EXEMPTIONS 

Ap pl i ca t ion

Any s t a t e  may apply t o  the  Board fo r  a det erminat ion  t h a t  a c l a s s  o f  
t r a n s a c t i o n s  s u b j e c t  t o  s t a t e  law i s  exempt from th e  requirements  o f  th e  act  
and t h i s  r e g u l a t i o n .  An a p p l i c a t i o n  s h a l l  be in w r i t i n g  and addres sed t o  the  
S e c r e t a r y ,  Board o f  Governors o f  the  Federal  Reserve System,  Washington,  D.C.  
20551,  and sh a l l  be s i gned  by the  appropr ia t e  s t a t e  o f f i c i a l .  The a p p l i c a t i o n  
s h a l l  be made pursuant  t o  th e  procedures  he re in  and the  Board's  Rules  o f  Proce 
dure (12 CFR Part 2 62 ) .

Support ing documents

An a p p l i c a t i o n  s h a l l  be accompanied by:

(1)  The t e x t  o f  t h e  s t a t e  s t a t u t e  or r e g u la t i o n  t h a t  i s  th e  s u b j e c t  
o f  t h e  a p p l i c a t i o n ,  and any o t he r  s t a t u t e ,  r e g u l a t i o n ,  or j u d i c i a l  or adminis 
t r a t i v e  opinion  t h a t  implements ,  i n t e r p r e t s ,  or a p p l i e s  i t .

(2)  A comparison o f  th e  s t a t e  law wi th th e  correspond ing  p r o v i s i o n s  
o f  t h e  f edera l  law.

(3)  The t e x t  o f  the  s t a t e  s t a t u t e  or r e g u l a t i o n  t h a t  prov ides  fo r  
c i v i l  and cr iminal  l i a b i l i t y  and a d m i n i s t r a t i v e  enforcement  o f  th e  s t a t e  law.

(4)  A s ta t ement  o f  th e  p r o v i s i o n s  fo r  enforcement ,  in c lu d in g  an 
i d e n t i f i c a t i o n  o f  th e  s t a t e  o f f i c e  t h a t  ad m in i s t er s  th e  r e l e v a n t  l aw,  informa
t i o n  on the  funding and the  number and q u a l i f i c a t i o n s  o f  personnel  engaged in 
enforcement ,  and a d e s c r i p t i o n  o f  t h e  enforcement  procedures  t o  be f o l l o w e d ,  
i n c lu d in g  informat ion on examinat ion proce dur es ,  p r a c t i c e s ,  and p o l i c i e s .
I f  an exemption a p p l i c a t i o n  ex tends  t o  f e d e r a l l y  char tered  i n s t i t u t i o n s ,  th e  
a p p l i c a n t  must fu rn i sh  ev id en ce  t h a t  arrangements  have been made wi th th e  
appropr iat e  f ed era l  a g e n c i e s  t o  ensure  adequate enforcement  o f  s t a t e  law in 
regard t o  such c r e d i t o r s .

( 5 )  A s ta t ement  o f  r easons  t o  support  th e  a p p l i c a n t ' s  c l a im t h a t  an 
exemption should be granted .

Pub l i c  n o t i c e  o f  a p p l i c a t i o n

Not i ce  o f  an a p p l i c a t i o n  w i l l  be p u b l i s h e d ,  wi th  an oppor tuni ty  fo r  
p u b l i c  comment, in th e  Federal  R e g i s t e r , u n l e s s  the  Board f i n d s  t h a t  n o t i c e  
and oppor tuni ty  f o r  comment would be i m p r a c t i c a b l e ,  unnece s s ary ,  or  contrary  
t o  th e  pub l i c  i n t e r e s t  and p u b l i s h e s  i t s  r easons  fo r  such d e c i s i o n .

Subjec t  t o  th e  Board's  Rules  Regarding A v a i l a b i l i t y  o f  Information  
(12 CFR Part  2 61 ) ,  a l l  a p p l i c a t i o n s  made, in c lu d in g  any documents and o ther  
mater ia l  submit ted in support  o f  th e  a p p l i c a t i o n s ,  w i l l  be made a v a i l a b l e  f o r  
p u b l i c  i n s p e c t i o n  and copy ing .  A copy o f  th e  a p p l i c a t i o n  a l s o  w i l l  be made 
a v a i l a b l e  at  the  Federal  Reserve Bank o f  each d i s t r i c t  in which th e  a p p l i c a n t  
i s  s i t u a t e d .
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Favorable  de t erminat ion

I f  the  Board determines  on th e  b a s i s  o f  the  informat ion be fore  i t
t h a t  an exemption should be granted ,  n o t i c e  o f  the  exemption w i l l  be pub l i shed
in the  Federal  R e g i s t e r , and a copy furn i shed  t o  th e  ap p l i ca n t  and t o  each  
f ed era l  o f f i c i a l  r e s p o n s i b l e  f or  a d m i n i s t r a t i v e  enforcement .

The app ropr ia t e  s t a t e  o f f i c i a l  s h a l l  inform th e  Board w i th in  30 days  
o f  any change in i t s  r e l e v a n t  law or  r e g u l a t i o n s .  The o f f i c i a l  s h a l l  f i l e  wi th  
t h e  Board such p e r i o d i c  r epor t s  as  the  Board may r e qu ir e .

The Board w i l l  inform the  appropr ia t e  s t a t e  o f f i c i a l  o f  any s u b s e 
quent  amendments t o  the  f ed era l  l aw,  r e g u l a t i o n ,  i n t e r p r e t a t i o n s ,  or enforcement
p o l i c i e s  t h a t  might  req u ire  an amendment t o  s t a t e  law,  r e g u l a t i o n ,  i n t e r p r e 
t a t i o n s ,  or enforcement  procedures .

Adverse de terminat ion

I f  th e  Board makes an i n i t i a l  de terminat ion  t h a t  an exemption should  
not  be gran ted ,  the  Board w i l l  a f fo r d  the  a p p l i c a n t  a r easonable  oppor tuni ty  
t o  demonstrate  fu r th e r  t h a t  an exemption i s  proper .  I f  the  Board u l t i m a t e l y  
f i n d s  t h a t  an exemption should not  be granted ,  n o t i c e  o f  an adverse  de termin
a t i o n  w i l l  be pub l i shed  in th e  Federal  R e g i s t e r  and a copy furn ished to  the  
a p p l i c a n t .

Revocat ion o f  exemption

The Board r e se r v e s  the  r ig h t  t o  revoke an exemption i f  a t  any t ime  
i t  de termines  t h a t  the  s tandards  required for  an exemption are not met.

Before  tak ing  such a c t i o n ,  the  Board w i l l  n o t i f y  the  appropr ia te  
s t a t e  o f f i c i a l  o f  i t s  i n t e n t ,  and w i l l  a f fo r d  th e  o f f i c i a l  such oppor tun i ty  as  
i t  deems appropr ia t e  in the  c ircumstances  t o  demonstrate  th a t  r e vo ca t io n  i s  
improper.  I f  the  Board u l t i m a t e l y  f i n d s  t h a t  r e vo ca t io n  i s  proper ,  n o t i c e  o f  
th e  Board's i n t e n t i o n  t o  revoke such exemption w i l l  be pub l i shed in the  Federal  
R e g i s t e r  wi th  a reasonab le  period o f  t ime fo r  i n t e r e s t e d  persons  t o  comment.

Not i ce  o f  r ev oca t i on  o f  an exemption w i l l  be pub l i shed in the  Federal  
R e g i s t e r .  A copy o f  such n o t i c e  w i l l  be fu rn i sh ed  t o  th e  appropr ia t e  s t a t e  
o f f i c i a l  and t o  the  f edera l  o f f i c i a l s  r e s p o n s i b l e  f o r  enforcement .  Upon revo
ca t i o n  o f  an exempt ion,  c r e d i t o r s  in t h a t  s t a t e  s h a l l  then be s u b j e c t  t o  th e  
requirements  o f  th e  f ed era l  law.
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APPENDIX C — ISSUANCE OF STAFF INTERPRETATIONS

O f f i c i a l  s t a f f  i n t e r p r e t a t i o n s

O f f i c i a l s  in t h e  Board's  D i v i s i o n  o f  Consumer and Community A f f a i r s  
are au t hor i zed  t o  i s s u e  o f f i c i a l  s t a f f  i n t e r p r e t a t i o n s  o f  t h i s  r e g u l a t i o n .
These i n t e r p r e t a t i o n s  prov ide  th e  p r o t e c t i o n  a f for de d  under § 1 3 0 ( f )  o f  th e  
a c t .  Except in unusual  c i r c u m s ta n c e s ,  such i n t e r p r e t a t i o n s  w i l l  not  be i s s u e d  
s e p a r a t e l y  but w i l l  be incorpora ted  in an o f f i c i a l  commentary t o  th e  r e g u l a 
t i o n  which w i l l  be amended p e r i o d i c a l l y .

Requests  f or  i s s ua n ce  o f  o f f i c i a l  s t a f f  i n t e r p r e t a t i o n s

A re ques t  f o r  an o f f i c i a l  s t a f f  i n t e r p r e t a t i o n  s h a l l  be in w r i t i n g  
and addres sed  t o  th e  D i r e c t o r ,  D i v i s i o n  o f  Consumer and Community A f f a i r s ,
Board o f  Governors o f  the  Federal  Reserve System,  Washington,  D.C. 20551.  The 
r equ es t  sh a l l  c o n t a in  a complete  s ta tement  o f  a l l  r e l e v a n t  f a c t s  concern ing  the  
i s s u e ,  in c lu d in g  c o p i e s  o f  a l l  p e r t i n e n t  documents .

Scope o f  i n t e r p r e t a t i o n s

No s t a f f  i n t e r p r e t a t i o n s  w i l l  be i s s u e d  approving c r e d i t o r s '  f orms,  
s t a t e m e n t s ,  or  c a l c u l a t i o n  t o o l s  or methods.  This r e s t r i c t i o n  does  not  apply  
t o  forms,  s t a t e m e n t s ,  t o o l s ,  or methods whose use  i s  r equired or sa nc t io ned  by 
a government agency.
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APPENDIX D - -  MULTIPLE ADVANCE CONSTRUCTION LOANS

Se c t i o n  2 2 6 . 1 7 ( c ) ( 6 )  permi ts  c r e d i t o r s  t o  t r e a t  m u l t i p l e  advance  
l oans  t o  f in a n ce  c o n s t r u c t i o n  o f  a dw e l l in g  t h a t  may be permanently f inanced  
by the  same c r e d i t o r  e i t h e r  as  a s i n g l e  t r a n s a c t i o n  or as  more than one t r a n s 
a c t i o n .  I f  t h e  ac tua l  s c hedu le  o f  advances i s  not known, the  f o l l o w i n g  methods
may be used to  e s t i m a t e  the  i n t e r e s t  por t ion  o f  the  f in a n ce  charge and the
annual percen tage  r a te  and t o  make d i s c l o s u r e s .  I f  the  c r e d i t o r  choose s  t o
d i s c l o s e  the  c o n s t r u c t i o n  phase s e p a r a t e l y ,  whether i n t e r e s t  i s  payable  p e r i 
o d i c a l l y  or at  th e  end o f  c o n s t r u c t i o n ,  Part  I may be used.  I f  the  c r e d i t o r
choose s  t o  d i s c l o s e  th e  c o n s t r u c t i o n  and th e  permanent f i n a n c i n g  as  one t r a n s 
a c t i o n ,  Part I I  may be used.

Part I -  Construc t ion  per iod d i s c l o s e d  s e p a r a t e l y .

A. I f  i n t e r e s t  i s  payable  only on the  amount a c t u a l l y  advanced for  the  t ime i t
i s  ou t s tand ing :

1.  Est imated i n t e r e s t  -  Assume t h a t  o n e - h a l f  o f  t h e  commitment amount i s
o u t s ta nd in g  at  t h e  c o n t r a c t  i n t e r e s t  ra t e  f o r  th e  e n t i r e  c o n s t r u c t i o n
per iod .

2 .  Est imated annual percen tage  r a te  -  Assume a s i n g l e  payment loan t h a t
matures a t  the  end o f  th e  c o n s t r u c t i o n  per iod .  The f in a n ce  charge i s  
t h e  sum o f  th e  e s t im a te d  i n t e r e s t  and any prepaid f in an ce  charge .  The 
amount f in anced  f o r  computat ion purposes  i s  determined by su b t r a c t i n g
any prepaid f in a n c e  charge from o n e - h a l f  o f  th e  commitment amount.

3.  Repayment s c he du le  -  The number and amounts o f  any i n t e r e s t  payments  
may be omi tted in d i s c l o s i n g  th e  payment s chedu le  under § 2 2 6 . 1 8 ( g ) .
The f a c t  t h a t  i n t e r e s t  payments are required and the  t iming  o f  such 
payments s h a l l  be d i s c l o s e d .

4 .  Amount f inanced  -  The amount f inanced  f o r  d i s c l o s u r e  purposes  i s  the
e n t i r e  commitment amount l e s s  any prepaid f in a n c e  charge.

B. I f  i n t e r e s t  i s  payable  on the  e n t i r e  commitment amount w i thout  regard to
th e  da t e s  or amounts o f  actua l  d i sbursement :

1.  Est imated i n t e r e s t  -  Assume t h a t  th e  e n t i r e  commitment amount i s  o u t 
s tand ing  a t  th e  c o n t r a c t  i n t e r e s t  r a t e  f o r  t h e  e n t i r e  c o n s t r u c t io n  
per io d .

2 .  Est imated annual percen tage  ra te  -  Assume a s i n g l e  payment loan t h a t  
matures a t  the  end o f  t h e  c o n s t r u c t io n  pe r io d .  The f in an ce  charge i s  
t h e  sum o f  th e  e s t im a te d  i n t e r e s t  and any prepaid f i n an ce  charge .  The 
amount f in anced  f o r  computat ion purposes  i s  determined by s ub tr a c t in g  
any prepaid f in a n c e  charge from o n e - h a l f  o f  the  commitment amount.

3.  Repayment s ch ed u l e  -  I n t e r e s t  payments s h a l l  be d i s c l o s e d  in making th e  
repayment s c hedu le  d i s c l o s u r e  under § 2 2 6 . 1 8 ( g ) .
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4. Amount f in anced  -  The amount f inanced  fo r  d i s c l o s u r e  purposes  i s  the  
e n t i r e  commitment amount l e s s  any prepaid f i n an ce  charge .

Example:

Assume a $50 ,000  l oan commitment a t  10.5% i n t e r e s t  wi th  a 5-month c o n s t r u c t io n
period and a prepaid f i n a n ce  charge  o f  2

(A)

Est imated I n t e r e s t :

$25 ,000  x . 105 4 12 x 5 = $ 1 , 0 9 3 . 7 5

Est imated APR:

( 1 , 0 9 3 . 7 5  + 1 , 0 0 0 )  x 100 + 5 x 12 = 
( 2 5 ,00 0  -  1 , 000)

20.94%

D i s c l o s u r e s :

Amount f inanced  $ 4 9 ,0 0 0 .0 0

Prepaid f in an ce  charge 1 ,0 0 0 .0 0

FINANCE CHARGE (Es t imate )  2 , 0 9 3 . 7 5

ANNUAL PERCENTAGE RATE (E s t imate )  20.94%

Repayment: One payment o f  p r i n c ip a l  o f
$50 ,00 0  on 12 -1 2 -80 .  I n t e r e s t  on the  
amount o f  c r e d i t  ou t s ta nd ing  w i l l  be 
paid  monthly.

Total  o f  payments (Es t imate )  $5 1 , 0 9 3 . 7 5

p o i n t s .

(B)

$50 ,0 00  x . 105 4 12 x 5 = $ 2 , 1 8 7 . 5 0

( 2 , 1 8 7 . 5 0  + 1 ,00 0 )  x 100 * 5 x 12 =
(25 ,00 0  -  1 ,000)

31.88%

$ 4 9 ,0 00 .0 0

1 ,000.00

3 , 1 8 7 . 5 0

31.88%

4 monthly payments o f  $ 4 3 7 .5 0 ,  beg inning  
8 - 1 2 - 8 0 ,  and a f i n a l  payment o f  $ 5 0 ,4 3 7 .5 0  
on 1 2 -1 2 - 8 0 .

$ 5 2 ,1 87 .5 0

Part  II -  Cons truc t ion  and permanent f in a n c i ng  d i s c l o s e d  as one t r a n s a c t i o n .

A. The c r e d i t o r  s h a l l  e s t i m a t e  th e  i n t e r e s t  payable  during th e  c o n s t r u c t i o n
period t o  be inc luded  in th e  t o t a l  f in a n ce  charge as  f o l l o w s :

1. I f  i n t e r e s t  i s  payable  only on the  amount a c t u a l l y  advanced f o r  the
t ime i t  i s  o u t s t a n d i n g ,  assume t h a t  o n e - h a l f  o f  the  commitment amount
i s  ou t s ta nd ing  at  t h e  c o n t r a c t  i n t e r e s t  r a t e  f o r  the  e n t i r e  c o n s t r u c 
t i o n  pe r io d .

2.  I f  i n t e r e s t  i s  payable  on th e  e n t i r e  commitment amount w i thout  regard
t o  th e  da te s  or amounts o f  ac tua l  d i sbursement ,  assume t h a t  t h e  e n t i r e  
commitment amount i s  ou t s tan d in g  a t  th e  c o n t r a c t  ra t e  f o r  the  e n t i r e  
c o n s tr u c t io n  pe r io d .
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B. The c r e d i t o r  s h a l l  compute the  e s t im a te d  annual percen tage  r a te  as f o l l o w s :

1. Est imated i n t e r e s t  payable  during the  c o n s t r u c t io n  period sh a l l  be 
t r e a t e d  fo r  computat ion purposes  as a prepaid f in an ce  charge (a l though  
i t  sh a l l  not be t r e a t e d  as  a prepaid f in a n c e  charge for  d i s c l o s u r e  
purp os es ) .

2.  The number o f  payments s h a l l  not i nc lu d e  any payments o f  i n t e r e s t  only  
t h a t  are  made during the  c o n s t r u c t i o n  pe r iod .

3.  The f i r s t  payment period s h a l l  c o n s i s t  o f  o n e - h a l f  o f  th e  c o n s t r u c t io n  
per iod p lus  the  per iod between the  end o f  th e  c o n s t r u c t io n  period and 
th e  f i r s t  a m ort i za t i on  payment.

C. The c r e d i t o r  s h a l l  d i s c l o s e  th e  repayment s chedule  as f o l l o w s :

1. For l oans  under paragraph A . I .  o f  Part  I I ,  wi thout  r e f l e c t i n g  the  
number or amounts o f  payments o f  i n t e r e s t  only  t h a t  are made during  
t h e  c o n s t r u c t io n  per iod .  The f a c t  t h a t  i n t e r e s t  payments must be made 
and th e  t iming  o f  such payments s h a l l  be d i s c l o s e d .

2.  For l oans  under paragraph A.2.  o f  Part  I I ,  in c lu d in g  any payments o f  
i n t e r e s t  only  t h a t  are made during t h e  c o n s t r u c t io n  per iod .

D. The c r e d i t o r  s h a l l  d i s c l o s e  th e  amount f inanced  as  the  e n t i r e  commitment
amount l e s s  any prepaid f in a n ce  charge .

Example:

Assume a $50 ,000  l oan  commitment at  10.5% i n t e r e s t  wi th  a 5-month c o n s tr u c t io n  
per iod and a prepaid f in a n c e  charge o f  2 p o i n t s ,  f o l l o wed  by 30-year  permanent  
f in a n c i n g  a t  th e  same r a te  wi th  monthly amo rt i za t io n  payments o f  $45 7 . 37 .

Computation o f  Est imated APR

I n t e r e s t  on I n t e r e s t  on
Amount Advanced En t i r e  Commitment

Es t imated c o n s t r u c t io n  i n t e r e s t :

$25 , 00 0  x . 105 4 12 x 5

Es t imated t o t a l  f in an ce  charge:

360 x $457 .37  = $1 64 ,6 5 3 .2 0
Pr i n c ip a l  -  5 0 ,0 0 0 . 0 0
I n t e r e s t  on
Permanent Fin.  11 4 ,6 5 3 .2 0  
Cons truc t ion
I n t e r e s t  + 1 , 0 9 3 . 7 5
P o in t s  + 1 , 0 0 0 . 0 0

$ 1 , 0 9 3 . 7 5

$1 16 ,7 4 6 .9 5

$50 ,000  x . 105 4 12 x 5 = $ 2 , 1 8 7 .5 0

$164 ,65 3 .2 0  
-  5 0 , 00 0 . 00

114 ,65 3 .2 0

+ 2 ,1 8 7 . 5 0  
+ 1 , 000.00 $ 1 1 7 ,8 4 0 .7 0
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Est imated amount f inanced:

Pr i nc i pa l
Cons truc t ion
I n t e r e s t
Po in t s

$ 5 0 , 0 0 0 . 0 0

-  1 , 0 93 .7 5
- 1 ,000 .00

Number o f  payments  

Payment amount

F i r s t  payment period (5 * 2) + 1

Est imated APR ( A c tu a r i a l )

Es t imated APR (Volume I ) :

11 ,6 74 ,6 95  = 243.70  = FC/$100  
4 7 ,9 0 6 . 2 5

F i r s t  period adjustment  =
3 m o . , 15 days = +5 .0

Using 365 payment l i n e ,  th e  f i g u r e  
c l o s e s t  t o  243 . 70  i s  2 4 7 . 0 0 ,  which 
corresponds  t o  an APR o f

$ 4 7 , 9 0 6 .2 5  

360 

$ 457 .37

3 1/2  months  

10.75%

11%

Amount f inanced  

Prepaid f in a n c e  charge  

FINANCE CHARGE (Est imate)

ANNUAL PERCENTAGE RATE (Est imate )

D i s c lo s u r e s  

$ 4 9 , 0 0 0 .0 0  

1 , 000.00  

1 1 6 , 74 6 . 95  

11%

Repayment: I n t e r e s t  on the  amount
o f  c r e d i t  ou t s tan d in g  during the  
c o n s t r u c t i o n  per iod w i l l  be paid  
monthly ,  f o l l o w e d  by 360 monthly  
payments o f  $4 5 7 .3 7 ,  beginning  
1 -1 2 -8 1 .

-  2 , 1 8 7 . 5 0
-  1 , 0 0 0 . 0 0  $ 4 6 , 8 1 2 . 5 0

360 

$ 457 .37

(5 4 2) + 1 3 1 /2  months

11.03%

$ 50,000.00

11 ,7 8 4 ,0 7 0  = 251 .73  = FC/$100
4 6 , 8 1 2 . 5 0

F i r s t  per iod  adjustment  =
3 m o . , 15 days = +5 .0

Using 365 payment l i n e ,  the  
f i g u r e  c l o s e s t  t o  2 5 1 .7 3  i s  
25 3 . 9 3 ,  which corresponds  to  
an APR o f  11.25%

$ 4 9 , 0 0 0 . 0 0  

1, 000.00 

1 1 7 ,8 4 0 .7 0  

11.25%

5 monthly payments o f  $437 .50  
beginning  8 - 1 2 - 8 0 ,  f o l l o we d  by 360  
monthly payments o f  $457.37  be g in 
ning 1 - 12 - 81 .

Total  o f  payments (Es t imate ) $1 6 5 ,7 4 6 . 9 5 $ 1 6 6 ,8 4 0 . 7 0
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APPENDIX E — RULES FOR CARD ISSUERS THAT BILL ON A TRANSACTI0N-8Y-TRANSACTION 
BASIS

The fo l l o w i n q  p r o v i s i o n s  o f  Subpart B apply i f  c r e d i t  cards  are  
i s s ue d  and (1)  the  card i s s u e r  and th e  s e l l e r  are the  same or r e l a t e d  persons ;
(2)  no f inan ce  charge i s  imposed; (3)  consumers are b i l l e d  in f u l l  f or  each 
use o f  the  card on a t r a n s a c t i o n - b y - t r a n s a c t i o n  b a s i s ,  by means o f  an i n v o i c e  
or o ther  s ta tement  r e f l e c t i n g  each use o f  the  card;  and (4)  no cumulat ive  
account  i s  maintained which r e f l e c t s  the  t r a n s a c t i o n s  by each consumer during  
a period o f  t im e ,  such as a month:

Sec t io n  2 2 6 . 6 ( d ) ,  and , as a p p l i c a b l e ,  § 2 2 6 .6 ( b )  and ( c ) . The d i s c i o  
sure  required by § 2 2 6 . 5 ( b J  sh a l l  be l i m i t e d  t o  t h o s e  charges  th a t  are or may 
be imposed as a r e s u l t  o f  the  de fe r r a l  o f  payment by use o f  the  card ,  such as  
l a t e  payment or de l inquency ch arges .

Sec t ion  2 2 6 . 7 ( b ) and 5 2 2 6 . 7 ( k ) . Cre d i tor s  may comply by p lac inq  the  
required d i s c l o s u r e s  on th e  i n v o i c e  or s ta t ement  s en t  t o  the  consumer for  each 
t r a n s a c t i o n .

Sec t io n  2 2 6 . 9 ( a ) . Cr ed i tor s  may comply by ma i l ing  or d e l i v e r i n g  the  
s tat ement  required by § 2 2 6 . 6 ( d )  (See Appendix G-3) t o  each consumer r e c e i v i n q  
a t r a n s a c t i o n  i n v o i c e  during a one-month period chosen by the  card i s s u e r  or 
by sending e i t h e r  th e  s ta t ement  prescr ibe d  by § 2 2 6 . 6 ( d )  or an a l t e r n a t i v e  
b i l l i n g  error  r i g h t s  s ta t ement  s u b s t a n t i a l l y  s i m i l a r  t o  th a t  in Appendix G-4,  
wi th each i n v o i c e  s e n t  t o  a consumer.

S e c t i on 22 6 . 9 ( c ) .

S e c t i o n  2 2 6 . 1 0 .

S e c t i on 2 2 6 . 1 1 . This s e c t i o n  a p p l i e s  when a card i s s u e r  r e c e i v e s  a 
payment or o t he r  c r e d i t  t h a t  exceeds  by more than $1 the  amount due,  as shown 
on the  t r a n s a c t i o n  i n v o i c e .  The requirement  t o  c r e d i t  amounts t o  an account  
may be complied wi th by o th er  reasonable  means,  such as by a c r e d i t  memorandum. 
Si nce  no p e r i o d i c  s tat ement  i s  provided ,  a n o t i c e  o f  the  c r e d i t  balance  s h a l l  
be s e n t  t o  the  consumer w i t h in  a reasonable  period o f  t ime f o l l o w i n g  i t s  occur 
rence  u n l e s s  a refund o f  the  the c r e d i t  ba lance  i s  mai led or d e l i v e r e d  to  the  
consumer w i t h i n  5 b u s i n e s s  days o f  i t s  r e c e i p t  by the  card i s s u e r .

Sec t ion  226 .12  i nc luding  § 2 2 6 . 1 2 ( c )  and ( d ) ,  as a p p l i c a b l e . Sec t i on  
2 2 6 . 1 2 ( e )  i s  i n a p p l i c a b l e .

Sec t i o n  2 2 6 . 1 3 , as a p p l i c a b l e . All  r e f e r e n c e s  to  "per iod i c  s tat ement  
s h a l l  be read t o  i n d i c a t e  th e  i n v o i c e  or o ther  s ta t ement  for  th e  r e l e v a n t  t ran s  
a c t i o n .  All  a c t i o n s  wi th regard t o  c o r r e c t i n g  and a d j u s t i n g  a consumer's  
account  may be taken by i s s u i n g  a refund or a new i n v o i c e ,  or by o ther  appro
p r i a t e  means c o n s i s t e n t  wi th the  purposes  o f  the  s e c t i o n .
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APPENDIX F - -  ANNUAL PERCENTAGE RATE COMPUTATIONS FOR CERTAIN OPEN-END 
CREDIT PLANS

In de termining the  denominator o f  th e  f r a c t i o n  under § 2 2 6 . 1 4 ( c ) ( 3 ) ,  
no amount w i l l  be used more than once when adding t h e  sum o f  th e  ba l anc es  1/  
s u b j e c t  t o  p e r io d i c  r a t e s  t o  the  sum o f  th e  amounts s u b j e c t  t o  s p e c i f i c  ” 
t r a n s a c t i o n  char ges .  In every c a s e ,  th e  f u l l  amount o f  t r a n s a c t i o n s  s u b j e c t  t o  
s p e c i f i c  t r a n s a c t i o n  charges  s h a l l  be inc luded  in th e  denominator.  Other  
balances  or part s  o f  ba lances  s h a l l  be inc luded  according  t o  t h e  manner o f  
de termining  the  balance  s u b j e c t  t o  a p e r i o d i c  r a t e ,  as i l l u s t r a t e d  in the  
f o l l o w i n g  examples o f  account s  on monthly b i l l i n g  c y c l e s :

1. Previous  b a l an c e - - no ne .

A s p e c i f i c  t r a n s a c t i o n  o f  $100 occu rs  on the  f i r s t  day o f  the  b i l l i n g  
c y c l e .  The average d a i l y  ba lance  i s  $100.  A s p e c i f i c  t r a n s a c t i o n  charge o f  3% 
i s  a p p l i c a b l e  t o  the  s p e c i f i c  t r a n s a c t i o n .  The p e r i o d i c  ra te  i s  1 1/2% a p p l i 
c ab l e  t o  the  average  d a i l y  ba l anc e .  The numerator i s  t h e  amount o f  th e  f in an ce  
charge ,  which i s  $ 4 . 5 0 .  The denominator i s  the  amount o f  the  t r a n s a c t i o n  (which 
i s  $100 ) ,  plus  th e  amount by which th e  balance  s u b j e c t  t o  the  p e r i o d i c  ra t e  
e xceeds  the  amount o f  th e  s p e c i f i c  t r a n s a c t i o n s  (such e x c e s s  in t h i s  c a s e  i s  0 ) ,  
t o t a l i n g  $100.

The annual percen tage  r a t e  i s  th e  q u o t i e n t  (which i s  4 1/2%) m u l t i 
p l i e d  by 12 ( the  number o f  months in a y e a r ) ,  i . e . ,  54%.

2. Previous  b a l an c e - - $1 00 .

A s p e c i f i c  t r a n s a c t i o n  o f  $100 occurs  a t  the  midpoint  o f  th e  b i l l i n g  
c y c l e .  The average  d a i l y  balance  i s  $150.  A s p e c i f i c  t r a n s a c t i o n  charge  o f  3% 
i s  a p p l i c a b l e  t o  the  s p e c i f i c  t r a n s a c t i o n .  The p e r i o d i c  ra t e  i s  1 1/2% a p p l i 
c ab l e  t o  th e  average  d a i l y  ba l anc e .  The numerator i s  th e  amount o f  the  f in a n ce  
charge which i s  $ 5 .2 5 .  The denominator i s  th e  amount o f  th e  t r a n s a c t i o n  (which 
i s  $100 ) ,  p lus  th e  amount by which th e  ba lance  s u b j e c t  t o  th e  p e r i o d i c  r a t e  
exceeds  th e  amount o f  th e  s p e c i f i c  t r a n s a c t i o n  (such e x c e s s  in t h i s  c a s e  i s  
$ 5 0 ) ,  t o t a l i n g  $150.  As ex p l a i ne d  in example 1, th e  annual percen tage  r a te  i s  
3 1/2% x 12 = 42%.

3.  I f ,  in example 2 ,  t h e  p e r i o d i c  r a t e  a p p l i e s  only  t o  th e  prev ious  
ba l anc e ,  th e  numerator i s  $ 4 .5 0  and th e  denominator i s  $200 ( the  amount o f  th e  
t r a n s a c t i o n ,  $100,  p lus  the  balance  s u b j e c t  only t o  the  p e r i o d i c  r a t e ,  t h e  $100  
previous  b a l a n c e ) .  As ex p l a in ed  in example 1,  the  annual percen tage  r a t e  i s
2 1/4% x 12 = 27%.

1 /  Where a po r t ion  o f  the  f in a n c e  charge i s  determined by a p p l i c a t i o n  o f  one  
or more d a i l y  p e r i o d i c  r a t e s ,  the  phrase  "sum o f  t h e  balances" s h a l l  a l s o  
mean the  "average o f  d a i l y  ba la nc es . "
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4 .  I f ,  in example 2 ,  t h e  p e r i o d i c  r a t e  a p p l i e s  only  t o  an ad j u s t e d  
ba lan ce  ( pr ev i ous  ba lance  l e s s  payments and c r e d i t s )  and th e  consumer made a 
payment o f  $50 a t  t h e  midpoint  o f  t h e  b i l l i n g  c y c l e ,  t h e  numerator i s  $ 3 . 7 5  and 
t h e  denominator  i s  $150 ( th e  amount o f  t h e  t r a n s a c t i o n ,  $100,  p l u s  t h e  ba lance  
s u b j e c t  t o  t h e  p e r i o d i c  r a t e ,  th e  $50 a d j u s t e d  b a l a n c e ) .  As e x p l a i n e d  in 
example 1,  th e  annual pe rc en tag e  r a t e  i s  2 1/2% x 12 = 30%.

5. Prev ious  ba l -ance- -$100.

A s p e c i f i c  t r a n s a c t i o n  ( check)  o f  $100 o c c u r s  a t  th e  midpoint  o f  th e  
b i l l i n g  c y c l e .  The average  d a i l y  ba lanc e  i s  $150.  The s p e c i f i c  t r a n s a c t i o n  
charge  i s  $ . 2 5  per  check.  The p e r i o d i c  r a t e  i s  1 1/2% a p p l i e d  t o  t h e  average  
d a i l y  ba l a n c e .  The numerator i s  t h e  amount o f  t h e  f i n a n c e  c h a r g e ,  which i s  
$ 2 . 5 0  and i n c l u d e s  th e  $ . 2 5  check charge  and t h e  $ 2 . 2 5  r e s u l t i n g  from t h e  a p p l i 
c a t i o n  o f  t h e  p e r i o d i c  r a t e .  The denominator  i s  t h e  f u l l  amount o f  t h e  s p e c i f i c  
t r a n s a c t i o n  (which i s  $100)  p l u s  t h e  amount by which t h e  average  d a i l y  ba lance  
ex c ee ds  t h e  amount o f  t h e  s p e c i f i c  t r a n s a c t i o n  (which in t h i s  c a s e  i s  $ 5 0 ) ,  
t o t a l i n g  $150.  As e x p l a in e d  in example 1 ,  t h e  annual per c en ta g e  r a t e  would be 
1 2/3% x 12 = 20%.

6.  Prev ious  b a l a n c e - - n o n e .

A s p e c i f i c  t r a n s a c t i o n  o f  $100 o cc ur s  a t  t h e  midpoint  o f  t h e  b i l l i n g  
c y c l e .  The average  d a i l y  ba la nc e  i s  $50 .  The s p e c i f i c  t r a n s a c t i o n  charge  i s  
3% o f  t h e  t r a n s a c t i o n  amount or  $ 3 . 0 0 .  The p e r i o d i c  r a t e  i s  1 1/2% per  month 
a p p l i e d  t o  t h e  average  d a i l y  b a l a n c e .  The numerator i s  t h e  amount o f  t h e  
f i n a n c e  c ha r ge ,  which i s  $ 3 . 7 5 ,  i n c l u d i n g  t h e  $ 3 . 0 0  t r a n s a c t i o n  charge  and $ . 7 5  
r e s u l t i n g  from a p p l i c a t i o n  o f  t h e  p e r i o d i c  r a t e .  The denominator  i s  th e  f u l l  
amount o f  t h e  s p e c i f i c  t r a n s a c t i o n  ($100)  p l u s  t h e  amount by which t h e  ba lance  
s u b j e c t  t o  th e  p e r i o d i c  r a t e  ex c ee ds  t h e  amount o f  t h e  t r a n s a c t i o n  ( $ 0 ) .  Where 
t h e  s p e c i f i c  t r a n s a c t i o n  amount e xc ee d s  t h e  ba la nce  s u b j e c t  t o  t h e  p e r i o d i c  r a t e ,  
t h e  r e s u l t i n g  number i s  c o n s id e r e d  t o  be z e ro  r a t h er  than a n e g a t i v e  number 
( $50  -  $100 = - $ 5 0 ) .  The denominator ,  in t h i s  c a s e ,  i s  $100.  As e x p l a i n e d  in 
example 1,  t h e  annual p e r c en ta ge  r a t e  i s  3 3/4% x 12 = 45%.
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G-1 -Balance Computation Methods Model Clauses (§ §226.6 and 226.7)

G-2—Liability for Unauthorized Use Model Clause (§226.12)

G-3—Long Form Billing Error Rights Model Form (§§226.6  and 226.9)

G-4—Alternative Billing Error Rights Model Form (§226.9)

G-5-Rescission Model Form (When Opening an Account) (§226.15)

G-6—Rescission Model Form (For Each Transaction) (§226.15)

G-7—Rescission Model Form (When..Ln«easing the Credit Limit) (§226.15)

G-8—Rescission Model Form (When Adding a Security Interest) (§226.15)

G-9—Rescission Model Form (When Increasing the Security) (§226.15)
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G-1— Balance Computation Methods Mode! Clauses

(a) Adjusted balance method

We figure [a portion of] the finance charge on your account by 

applying the periodic rate to the "adjusted balance'' of your ac

count. We get the "adjusted balance'' by taking the balance you 

owed at the end of the previous billing cycle and subtracting [any 

unpaid finance charges and] any payments and credits received 

during the present billing cycle.

(b) Previous balance method

We figure [a portion of] the finance charge on your account by 

applying the periodic rate to the amount you owe at the begin

ning of each billing cycle [minus any unpaid finance charges.] We 

do not subtract any payments or credits received during the bill

ing cycle. [The amount of payments and credits to your account 

this billing cycle was S _________________ ]

(c) Average daily balance method (excluding current trans

actions)

We figure [a portion of] the finance charge on your account by 

applying the periodic rate to the ''average daily balance" of your

account (excluding current transactions). To get the "average 

daily balance" we take the beginning balance of your accouni 

each day and subtract any payments or credits [and any unpaid 

finance charges]. We do not add in any new [purchases/advances/ 

loans]. This gives us the daily balance. Then, we add all the daily 

balances for the billing cycle together and divide the total by the 

number of days in the billing cycle. This gives us the "average 

daily balance."

(d) Average daily balance method (including current trans

actions)

We figure [a portion of] the finance charge on your account by 

applying the periodic rate to the "average daily balance" of your 

account (including current transactions). To get the "average 

daily balance" we take the beginning balance of your account 

each day, add any new [purchases/advances/loans], and subtract 

any payments or credits, [and unpaid finance charges] . This gives 

us the daily balance. Then, we add up all the daily balances for 

the billing cycle and divide the total by the number of days in 

the billing cycle. This gives us the "average daily balance."

G-2—Liability for Unauthorized Use Model Clause

You may be liable for the unauthorized use of your credit card the loss, theft, or possible unauthorized use. In any case, your

[or other term that describes the credit card.] You will not be liability will not exceed [insert S50 or any lesser amount under

liable for unauthorized use that occurs after you notify [name of agreement with the cardholder.]

card issuer or its designee] at [address], orally or in writing, of
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G-3—Long Form Billing Error Rights Model Form

Y O UR B ILLING  RIGHTS

KEEP THIS  NOTICE FOR FUTURE USE

This notice contains important information about your rights and our responsibilities under the Fair Credit Billing Act.

Notify Us In Case of Errors or Questions About Your Bill

If you think your bill is wrong, or if you need more information 

about a transaction on your bill, write us [on a separate sheet] at 

[address] [the address listed on your b i l l ] . Write to us as soon as 

possible. We must hear from you no later than 60 days after we 

sent you the first bill on which the error or problem appeared. 

You can telephone us, but doing so will not preserve your rights.

In your letter, give us the following information:

• Your name and account number.

• The dollar amount of the suspected error.

• Describe the error and explain, if you can, why you believe 

there is an error. If you need more information, describe the 

item you are not sure about.

If you have authorized us to pay your credit card bill automa

tically from your savings or checking account, you can stop the 

payment on any amount you think is wrong. To stop the pay

ment your letter must reach us three business days before the 

automatic payment is scheduled to occur.

Your Rights and Our Responsibilities After We Receive Your 

Written Notice

We must acknowledge your letter within 30 days, unless we have 

corrected the error by then. Within 90 days, we must either 

correct the error or explain why we believe the bill was correct.

After we receive your letter, we cannot try to collect any amount 

you question, or report you as delinquent. We can continue to 

bill you for the amount you question, including finance charges, 

and we can apply any unpaid amount against your credit limit. 

You do not have to pay any questioned amount while we are in

vestigating, but you are still obligated to pay the parts of your 

bill that are not in question.

If we find that we made a mistake on your bill, you will not ha - 

to pay any finance charges related to any questioned amount. It 

we didn't make a mistake, you may have to pay finance charges 

and you will have to make up any missed payments on the 

questioned amount. In either case, we will send you a statement 

of the amount you owe and the date that it is due.

If you fail to pay the amount that we think you owe, we may 

report you as delinquent. However, if our explanation does not 

satisfy you and you write to us within ten days telling us that 

you still refuse to pay, we must tell anyone we report you to that 

you have a question about your bill. And, we must tell you the 

name of anyone we reported you to. We must tell anyone we 

report you to that the matter has been settled between us when 

it finally is.

If we don't follow these rules, we can’t collect the first $50 

of the questioned amount, even if your bill was correct.

Special Rule for Credit Card Purchases

If you have a problem with the quality of property or services 

that you purchased with a credit card, and you have tried in good 

faith to correct the problem with the merchant, you may have 

the right not to pay the remaining amount due on the property 

or services. There are two limitations on this right:

(a) You must have made the purchase in your home state or, if 

not within your home state, within 100 miles of your current 

mailing address; and

(b) The purchase price must have been more than S50.

These limitations do not apply if we own or operate the mer

chant, or if we mailed you the advertisement for the property or 

services.
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G-4—Alternative Billing Error Rights Model Form

B ILLING  RIGHTS S U M M A R Y

In Case of Errors or Questions About Your Bill

If you think your bill is wrong, or if you need more information 

about a transaction on your bill, write us [on a separate sheet] 

at [address] [the address shown on your bill] as soon as possible. 

We must hear from you no later than 60 days after we sent you 

the first bill on which the error or problem appeared. You can 

telephone us, but doing so wiii not preserve your rights.

In your letter, give us the following information:

• Your name and account number.

• The dollar amount of the suspected error.

• Describe the error and explain, if you can, why you believe 

there is an error. If you need more information, describe the 

item you are unsure about.

You do not have to pay any amount in question while we are in

vestigating, but you are still obligated to pay the parts of your bill 

that are not in question. While we investigate your question, we 

cannot report you as delinquent or take any action to collect the 

amount you question.

Special Ruie for Credit Card Purchases

If you have a problem with the quality of goods or services thaT 

you purchased with a credit card, and you have tried in good 

faith to correct the problem with the merchant, you may not 

have to pay the remaining amount due on the goods or services. 

You have this protection only when the purchase price was mors 

than S50 and the purchase was made in your home state or wit4 

in 100 miles of your mailing address. ( If  we own or operate ti 

merchant, or if we maiied you the advertisement for the property 

or service:, all purchases are covered regardless of amount or 

location of purchase.)
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G -5— Rescission Model Form (When Opening An Account)

NO TIC E  OP R IG H T  TO CANCEL

1. Your Right to Cancel.

We have agreed to establish an open-end credit account for you, 

and you have agreed to give us a [mortgage/lien/security interest! 

[on/in] your home as security for the account. You have a legal 

right under federal law to cancel the account, without cost, 

within three business days after the latest of the following events:

(1) the opening date of your account which is

_________________________________; or

(2) the date you received your Truth-in-Lending disclosures; or

(3) the date you received this notice of your right to cancel the 

account.

If you cancel the account, the [mortgage/lien/security interest] 

[on/in] your home is also cancelled. Within 20 days of receiving 

your notice, we must take the necessary steps to reflect the fact 

that the [mortgage/lien/security interest] [on/in] your home has 

been cancelled. We must return to you any money or property 

you have given to us or to anyone else in connection with the 

account.

You may keep any money or property we have given you until 

we have done the things mentioned above, but you must then 

offer to return the money or property. If it is impractical or 

unfair for you to return the property, you must offer its reason

able value. You may offer to return the property at your home or 

at the location of the property. Money must be returned to the 

address shown below. If we do not take possession of the money 

or property within 20 calendar days of your offer, you may keep 

it without further obligation.

2. How to Cancel.

If you decide to cancel the account, you may do so by notifying 

us, in writing, at

( c r e d i to r 's  n a m e  and business address).

You may use any written statement that is signed and dated by 

you and states your intention to cancel, or you may use tl.L 

notice by dating and signing below. Keep one copy of this notice 

no matter how you notify us because it contains important in

formation about your rights.

If you cancel by mail or telegram, you must send the notice no

later than midnight of (da te )

(or midnight of the third business day following the latest o f the 

three events listed above). If you send or deliver your written 

notice to cancel some other way, it must be delivered to the 

above address no later than that time.

I WISH TO CANCEL.

C o n s u m e r 's  S ig n a tu re  O a ie
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G -6— Rescission Model Form (For Each Transaction)

NO TIC E  OF R IG H T  TO CANCEL

1. Your Right to Cancel.

We have extended credit to you under your open-end credit 

account. This extension of credit will increase the amount you 

owe on your account. We already have a [mortgage/lien/security 

interest] [on/ini your home as security for your account. You  

have a legal right under federal law to cancel the extension of 

credit, without cost, within three business days after the latest of 

the following events:

(1) the date of the additional extension of credit which is

_________________________________ ; or

(2) the date you received your Truth-in-Lending disclosures; or

(3) the date you received this notice of your right to cancel the 

additional extension of credit.

If  you cancel the additional extension of credit, your cancellation 

will only apply to the additional amount and to any increase 

in the [mortgage/lien/security interest] that resulted because of 

the additional amount. It will not affect the amount you present

ly owe, and it will not affect the [mortgage/lien/security interest! 

we already have [on/in] your home. Within 20 calendar days 

after we receive your notice of cancellation, we must take the 

necessary steps to reflect the fact that any increase in the [m ort

gage/lien/security interest] [on/in] your home has been cancell

ed. We must also return to you any money or property you have 

given to us or to anyone else in connection with this extension 

of credit.

You may keep any money or property we have given you until 

we have done the things mentioned above, but you must then 

offer to return the money or property. If it is impractical or 

unfair for you to return the property, you must offer its reason

able value. You may offer to return the property at your home or 

at the location of the property. Money must be returned to the 

address shown below. If we do not take possession of the money 

or property within 20 calendar days of your offer, you may keep 

it without further obligation.

2. How to Cancel.

If you decide to cancel the additional extension of credit, you 

may do so by notifying us, in writing, at

( c r e d i t o r 's  n » m i  and b u s m t u  a d d rw s ) .

You may use any written statement that is signed and dated I. 

you and states your intention to cancel, or you may use this 

notice by dating and signing below. Keep one copy of this notice 

no matter how you notify us because it contains important in

formation about your rights.

If you cancel by mail or telegram, you must send the notice no

later than midnight of (aat«)

(or midnight of the third business day following the latest of the 

three events listed above).

I WISH TO CANCEL.

C o n s u m e r 's  S ig n a tu re  O a t *



-  6 1  - Appendix G

G-7— Rescission Model Form (When Increasing the Credit Limit)

NO TICE OF R IG H T  TO CANCEL

1. Your Right to Cancel.

We have agreed to increase the credit limit on your open-end 

credit account. We have a [mortgage/lien/security interest] 

[on/in] your home as security for your account. Increasing the 

credit limit will increase the amount of the [mortgage/lien/ 

security interest] [on/in] your home. You have a legal right 

under federal law to cancel the increase in your credit limit, 

without cost, within three business days after the latest of the 

following events:

(1) the date of the increase in your credit limit which is

_________________________________ ; or

(2! the date you received your Truth-in-Lending disclosures; or

(3) the date you received this notice of your right to cancel the

increase in your credit limit.

If you cancel, your cancellation will apply only to the increase in 

your credit limit and to the [mortgage/lien/security interest] that 

resulted from the increase in your credit limit. It will not affect 

the amount you presently owe, and it will not affect the [mort

gage/lien/security interest! we already have [on/in] your home. 

Within 20 calendar days after we receive your notice of cancella

tion, we must take the necessary steps to reflect the fact that any 

increase in the f mortgage/lien/security interest] [on/in] your 

home has been cancelled. We must also return to you any money 

or property you have given to us or to anyone else in connection 

with this increase.

You may keep any money or property we have given you until 

we have done the things mentioned above, but you must then 

offer to return the money or property. If it is impractical or un

fair for you to return the property, you must offer its reasonable 

value. You may offer to return the property at your home or at 

the location of the property. Money must be returned to the 

address shown below. If we do not take possession of the money 

or property within 20 calendar days of your offer, you may keep 

it without further obligation.

2. How to Cancel.

If you decide to cancel the increase in your credit limit, you may 

do so by notifying us, in writing, at

( c r e d i to r 's  nam e and business address).

You may use any written statement that is signed and dated by 

you and states your intention to cancel, or you may use t; 

notice by dating and signing below. Keep one copy of this notice 

no matter how you notify us because it contains important in

formation about your rights.

If you cancel by mail or telegram, you must send the notice no

later than midnight of id*«)

(or midnight of the third business day following the latest of the 

three events listed above). If you send or deliver your written 

notice to cancel some other way, it must be'delivered to the 

above address no later than that time.

I WISH TO CANCEL.

C o n s u m e r 's  S ig n a tu re  O a te
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G -8— Rescission Model Form (When Adding a Security Interest)

NO TIC E OF R IG H T  TO CANCEL

1. Your Right to Cancel.

You have agreed to give us a [mortgage/lien/security interest] 

[on/in] your home as security for your existing open-end credit 

account. You have a legal right under federal law to cancel the 

[mortgage/lien/security interest], without cost, within three 

business days after the latest of the following events:

(1) the date of the [mortgage/lien/security interest]

which is_________________________________ ; or

(2) the date you received your Truth-in-Lending disclosures; or

(3) the date you received this notice of your right to cancel the 

[mortgage/lien/security interest] .

If you cancel the [mortgage/lien/security interest], your cancella

tion will apply only to the [mortgage/lien/security interest]. It 

will not affect the amount you owe on your account. Within 20 

calendar days after we receive your notice of cancellation, we 

must take the necessary steps to reflect that any [mortgage/lien/ 

security interest] [on/in] your home has been cancelled. We 

must also return to you any money or property you have given 

to us or to anyone else in connection with this increase.

2. How to Cancel.

If you decide to cancel the [mortgage/lien/security interest], you 

may do so by notifying us, in writing, at

( c r e d i to r 's  nam e and business address).

You may use any written statement that is signed and dated b 

you and states your intention to cancel, or you may use t! 

notice by dating and signing below. Keep one copy of this notic. 

no matter how you notify us because it contains important ir  

formation about your rights.

If you cancel by maii or telegram, you must send the notice no

later than midnight of (date)

(or midnight of the third business day following the latest of the 

three events listed above). If you send or deliver your written 

notice to cancel some other way, it must be delivered to the 

above addrass no iater than that time.

I WISH TO CANCEL.

You may keep any money or property we have given you until -----------------------------------------------------------------------------  -------

we have done the things mentioned above, but you must then consumer's Signature o«™

offer to return the money or property. If it is impractical or un

fair for you to return the property, you must offer its reasonable 

value. You may make the offer at your home or at the location of 

the property. Money must be returned to the address shown be

low. If we do not take possession of the money or property with

in 20 calendar days of your offer, you may keep it without 

further obligation.
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G-9— Rescission Model Form (When Increasing the Security)

NO TIC E  OF R IG H T  TO CANCEL

1. Your Right to Cancel.

You have agreed to increase the amount of the [mortgage/lien/ 

security interest] [on/inl your home that we hold as security for 

your open-end credit account. You have a legal right under 

federal law to cancel the increase, without cost, within three 

business days after the latest of the following events:

(1) the date of the increase in the security which is

---------------------------------------------------------; or

(2) the date you received your Truth-in-Lending disclosures; or

(3) the date you received this notice of your right to cancel the 

increase in the security.

If you cancel the increase in the security, your cancellation will 

apply only to the increase in the amount of the [mortgage/lien/ 

security interest]. It will not affect the amount you presently 

owe on your account, and it will not affect the [mortgage/lien/ 

security interest] we already have [on/in] your home. Within 

20 calendar days after we receive your notice of cancellation, 

we must take the necessary steps to reflect that any increase in 

the [mortgage/lien/security interest] [on/in] your home has been 

cancelled. We must also return to you any money or property 

you have given to us or to anyone else in connection with this 

increase.

You may keep any money or property we have given you until 

we have done the things mentioned above, but you must then 

offer to return the money or property. If it is impractical or un

fair for you to return the property, you must offer its reasonable 

value. You may offer to return the property at your home or at 

the location of the property. Money must be returned to the 

address shown below. If we do not take possession of the money 

or property within 20 calendar days of your offer, you may keep 

it without further obligation.

2. How to Cancel.

If you decide to cancel the increase in security, you may do so by 

notifying us, in writing, at

( c r e d i to r 's  n a m e  and business address).

You may use any written statement that is signed and dated by 

you and states your intention to cancel, or you may use thi.r 

notice by dating and signing below. Keep one copy of this noticr 

no matter how you notify us because it contains important i. 

formation about your rights.

If  you cancel by mail or telegram, you must send the notice no

later than midnight of (date)

(or midnight of the third business day following the latest o f the 

three events listed above). If you send or deliver your written 

notice to cancel some other way, it must be delivered to the 

above address no later th3n that time.

I WISH TO CANCEL.

C o n s u m e r 's  S ig n a tu re  D a t e
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H-1— Credit Sale Model Form (§226 .18)

H -2—Loan Model Form (§226 .18)

H-3—Amount Financed Itemization Model Form (§ 2 2 6 .1 8(c ))

H-4—Variable Rate Model Clauses {§ 226.18 ( f ) )

H-5—Oemand Feature Model Clauses (§ 226 .18 (i])

H-6—Assumption Policy Model Clause (§ 2 2 6 .1 S(q))

H-7—Required Deposit Model Clause (§ 2 2 6 .1 8(r))

H -8—Rescission Model Form (General) (§226 .23)

H -9—Rescission Model Form (Refinancing) (§226 .23)

H-10—Credit Sale Sample

H -11 -Installment Loan Sample

H-12—Refinancing Sample

H -13—Mortgage with Demand Feature Sample

H-14—Variable Rate Mortgage Sample

H-15—Graduated Payment Mortgage Sample

APPENDIX H— CLOSED-END MODEL FORMS AND CLAUSES
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H-1—Credit Sale Model Form
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A N N U A L F IN A N C E Am ount Total of Total Sale Price
P E R C E N TA G E C H A R G E Financed Payments The total cost of your  p u r 

R A T E The dollar am ount The  am o un t o f  credit The am o u nt you will chase on credit, including

The cos: o f  your credit the credit  w*ll cost provided to you or on have paid a fter  you your do w n p ay m en t  of

as a yearly rate. you. your behalf. have made all payments  

as scheduled.

% s s s S

You have the right to receive at this time an itemization of the Amount Financed.

□  I want an itemization. D  I do not want an itemization.

Your payment schedule will be:

N u m oer of Payments ! A m o u n t  of Payments When Payments A re  Oue

Insurance

Credit life insurance and credit disability insurance are not required to obtain credit, and will not be provided uniess you sign 

and agree to pay the additional cost. __________________________________________________________________

! Type  | Premium Sianature

Credit Life
I

I want credit life

insurance. S ig n a tu re

Credit Disaoility • I want credit disability 

insurance. Signature

; Credit Life and j 

I Disability

I want credit life and

disability insurance. s i g n a t u r e

You may obtain property insurance from anyone you want that is acceptable to (creditor). If you get the insurance 

from .creditor', you will pay S__________________

Security: You are giving a security interest in:

□  the gpods or property being purchased.

□  (b r ie f  des cr ip t io n  o f  o t h e r  p r o p e r t y ) .

Filing fees S ______________  Non-filing insurance S ______________

Late Charge: If a payment is late, you will be charged S _____________ / --------------------% of the payment.

Prepayment: If you pay off early, you

□  may □  will not have to pay a penalty.

□  may □  will not be entitled to a refund of part of the finance charge.

See your contract documents for any additional information about nonpayment, default, any required repayment in full before 

the scheduled date, and prepayment refunds and penalties.

e means an estimate
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H-2—Loan Model Form
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1

A N N U A L F IN A N C E Am ount Total of
P E R C E N TA G E C H A R G E Financed Payments
R A TE The dollar am ount The  am ount o f  c redit The am o un t y ou  wil l

The  cost o f  your  credit the credit will cost provided to you  or on have paid a fter  you

as a yearly rate. you. your behalf. have made ail payments  

as scheduled.

% s s s

You have the right to receive at this time an itemization of the Amount Financed.

□  I want an itemization. □  I do not want an itemization.

Your payment schedule will be:

Num ber of Payments A m o u n t  of Payments When Payments Are  Due

Insurance

Credit life insurance and credit disability insurance are not required to obtain credit, and will not be provided unless you sign 

and agree to pay the additional cost. _________________________________________________________________

! Type Premium Signature

I Credit Life 1 want credit life 

insurance.
.. _ . |

S ig n a tu re

I Credit Disability

1
1 want credit disability 

insurance. S ig n a tu re

| Credit Life and 1 want credit life and

! Disability disability insurance. S ig n a tu re

You may obtain property insurance from anyone you want that is acceptable to ( c r a d i to r ) .  If you get the insurance 

from (creditor), you will pay S__________________

Security: You are giving a security interest in:

D  the goods or property being purchased.

O  (tsriaf descn 'Dtion o f  o t h e r  p r o o e r r y ) .

Filing fees S ______________  Non-filing insurance S ______________
♦

Late Charge: If a payment is late, you will be charged S _____________ /___________ % of the payment.

Prepayment: If you pay off early, you

□  may □  will not have to pay a penalty.

□  may □  will not be entitled to a refund of part of the finance charge.

See your contract documents for any additional information about nonpayment, default, any required repayment in full before 

the scheduled date, and prepayment refunds and penalties.

e means an estimate
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Itemization of the Amount Financed of $ _________________________
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S_______________  Amount given to you directly

S_______________  Amount paid on your account

Amount paid to others on your behalf

S_______________  to [public officials] [credit bureau] [appraiser] [insurance company]

S -----------------------------  t o  ( n i m i  of another creditor)

S ___________________  tO (othar)

$ Prepaid finance charge
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The annual percentage rate may increase during the term of this transaction if:

[the prime interest rate of (creditor) increases.]

[the balance in your deposit account fails below S - --------------------------- 1

[you terminate your employment with (employer) .]

[The interest rate will not increase above__________ %.]

(The maximum interest rate increase at one time will b e___________%.l

[The rate will not increase more than once every (time oeriod) .1

Any increase will take the form of:

[higher payment amounts.]

[more payments of the same amount.]

[a larger amount due at maturity.]

Example based on the specific Transaction

(If  the interest rate increases b y __________ % in (time oenooi,

[your regular payments will increase to S_________________ ]

(you will have to make________ additional payments.]

[your final payment will increase to S _________________] ]

Example based on a typical transaction
[If your loan were for S ________________ a t ___________% for itsrmi and the rate increased t o ------------------% in itime period),

(your regular payments would increase by S ________________ .]

[you would nave to m ake_______ additional payments.]

[your final payment would increase by S_________________ ] !

H-5—Demand Feature Model Clauses

This obligation [is payable on demand.]

(has a demand feature.!

[All disclosures are based on an assumed maturity of one year.]

H-6—Assumption Policy Model Clause

Assumption: Someone buying your house [may, subject to conditions, be allowed to] [cannot] assume the remainder of the mortgage

on the original terms.

H-7—Required Deposit Model Clause

The annual percentage rate does not take into account your required deposit.
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NO TIC E OF R IG H T  TO CANCEL  

Your Right to Cancel

You are entering into a transaction that will result in a [mortgage/ 

lien/' security interest] [on/inj your home. You have a legal right 

under federal law to cancel this transaction, without cost, within 

three business days from whichever of the following events occurs 

last:

(1) the date of the transaction, which is

____________________________________ ; or

(2) the date you received your Truth in Lending disclosures; or

(3) the date you received this notice of your right to cancel.

If you cancel the transaction, the [mortgage/lien/security in

terest]' is also cancelled. Within 20 calendar days after we receive 

your notice, we must take the steps necessary to reflect the fact 

that the [mortgage/lien/security interest! [on/ini your home has 

been cancelled, and we must return to you any money or pro

perty you have given to us or to anyone else in connection-with 

this transaction.

You may keep any money or property we have given you until 

we have done the things mentioned above, but you must then 

offer to return the money or property. If it is impractical or 

unfair for you to return the property, you must offer its reason

able vaiue. You may offer to return the property at your home or 

at the location of the property. Money must be returned to the 

address below. If we do not take possession of the money or 

property within 20 calendar days of your offer, you may keep it 

without further obligation.

H-8— Rescission Model Form (General)

How to Cancel

If you decide to cancel this transaction, you may do so by noti

fying us in writing, at

( c r e d i to r ' s  n a m e  and  business adoress).

You may use any written statement that is signed and dated by 

you and states your intention to cancel, and or you may use'this 

notice by dating and signing below. Keep one copy of this notic 

because it contains important information about your rights.

If you cancel by mail or telegram, you must send the notice no

later than midnight of (date)

(or midnight of the third business day following the latest of the 

three events listed above). If you send or deliver your written  

notice to cancel some other way, it must be delivered to the 

above address no later than that time.

I WISH TO CANCEL

C o n s u m e r 's  S ig n a tu re  D a te
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NO TICE OF RIGHT TO CANCEL 

Your Right to Cancel

You are entering into a new transaction to increase the amount of 

credit provided to you. We acquired a [mortgage/lien/security 

interest] [on/in] your home under the original transaction and 

will retain that [mortgage/lien/security interest] in the new 

transaction. You have a legal right under federal law to cancel the 

new transaction, without cost, within three business days from 

whichever of the following events occurs last:

(1) the date of the new transaction, which is

----------------------------------------------------------; or

(2) the date you received your new Truth in Lending disclosures; 

or

(3) the date you received this notice of your right to cancel.

If you cancel the new transaction, your cancellation will apply 

only to the increase in the amount of credit. It will not affect the 

amount that you presently owe or the [mortgage/lien/security 

interest] we aireadv have [on/in] your home. If you cancel, the 

[mortgage/lien/security interest] as it applies to the increased 

amount is also cancelled. Within 20 calendar days after we receive 

your notice of cancellation of the new transaction, we must take 

the steps necessary to reflect the fact that our [mortgage/lien/ 

security interest] [on/in] your home no longer applies to the 

increase of credit. We must also return any money you have given 

to us or anyone else in connection with the new transaction.

You may keep any money we have given you in the new trans

action until we have done tne things mentioned above, but you 

must then offer to return the money at the address beiow. If 

we do not take possession of the money within 20 calendar days 

of your offer, you may keep it without further obligation.

How to Cancel

If you decide to cancel the new transaction, you may do so by 

notifying us in writing, at

(c r e d i to r 's  n a m e  and business address) .

You may use any written statement that is signed 3nd dated by 

you and states your intention to cancel, or you may use this, 

notice by dating and signing below. Keep one copy of this notice 

because it contains important information about your rights.

If you cancel by mail or telegram, you must send the notice no

later than midnight of (da te )

(or midnight of the third business day following the latest of the 

three events listed above). If you send or deliver your written  

notice to cancel some other way, it must be delivered to the 

above address no later than that time.

I WISH TO CANCEL

C o n s u m e r 's  S i g n a tu r e  D a te
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Big Wheel Auto Alice Green

A N N U A L F IN A N C E Amount
PE R CE NTA G E C H A R G E Financed
R ATE The dollar amount The amount of  credit

The cost of your credit the credit will cost provided to you or  on

as a yearly rate. you. your  benalf.

I4 .s4 % s 14% .  S O 5 6 1 0 7 . 5 0

Total of  
Payments
The am o unt  you will 

have paid after you  

nave made all payments  

as scheduled.

Total Sale Price
The total cost of your  p u r 

chase on credit, including  

y our  do w no aym en t  o f

.  1 5 6 0 -

7&o4.3o!sqiaq.ao
You have the right to receive at this time an itemization of the Amount Financed.

□  I want an itemization.  ̂ d0 not want 3° itemization.

Your payment schedule will be:

j Number of Payments | A m o u n t  of Payments 1 When Payments Are  Due

3 ( P *3l u . a a K o rv tW i.
J j  j

Insurance

Credit life insurance and credit disability insurance are not required to obtain credit, and will not be provided unless you sign 

and agree to pay the additional cost. ___________________________________________________

! Type P'ermum Sianature

1 Credit Life

^ I Q . 0 -
1 want credit life

J

\

5

insurance. Signature _  '
1 Credit Disability 1 want credit aisaoility

insurance. Signature

1 Credit Life and 1 want credit iife and

Disability disability insurance. Signature

Security: You are giving a security interest in: 

the goods being ourchased.

□ _______________________

s l X S DFiling fees S I *  1 Non-filing insurance S ______________

Late Charge: If a payment is late, you will be charged S10.

Prepayment: If you pay off early, you

D  may □  will not have to pay a penalty.

^ S ^n ay  D  will not be entitled to a refund of part of the finance charge.

See your contract documents for any additional information about nonpayment, default, any required repayment in full before 

the scheduled date, and prepayment refunds and penalties.

I have received a copy of this statement.

QJjALi '0AJLPAJ S ' l=BLI
S i g n a t u r e  '  D a t e

e  m e a n s  a n  e s t i m a t e
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Friendly Bank & Trust Co.

700 East Street 

Little Creek, USA

Lisa Stone 
22-4859-22 
300 Maple Avenue 
Little Creek, USA

A N N U A L F IN A N C E Amount Total of
PER CE NTA G E C H A R G E Financed Payments
R ATE The dollar amount The amounf of credit The amount you will

The cost of your credit the credit will cost provided to you or on have oaid after you

as a yearly rate. you. your behalf. have made alt oayments  

as scheduled

\£b * s y i5.3/ s5£> 00- s 5^75.3/

You have the right to receive at this time an itemization of the Amount Financed. 

O  I want an itemization. ^ 8 ^ I do not want an itemizarion.

Number of Payments A m o u n t  of Payments j When Payments Are  Due

\ *awi.02>®i Uilffl
* 335/3 U yvVor\*Wju b̂ nWvu/vvcj t l i  m

Late Charge: If a payment is late, you will be charged S5 or 10% of the payment, whichever is less.

Prepayment: If you oay off aarly, you ^ ^ ^ ^ a y  □  will not have to Day a penalty.

Required Deposit: The annual percentage rate does not take into account your required deposit.

See your contract documents for any additional information about nonpayment, default, any required repayment in full before 

the scheduled date, and prepayment refunds and penalties.

e means an estimate
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H-12— Refinancing Sample

Everyone’s Credit Union "boduu'QaiuLIjtm

A N N U A L F IN A N C E Amount Total of
PE R C E N TA G E C H A R G E Financed Payments
RATE The dollar amount The amount of credit The am o unt  you will

The cost or your credit m e credu wilt cost yrovided to you or  on have paid after  you

as a yearly rate. you. your behaif. have made ail payments  

as scheduled.

1 5  % s 1 2 2 5 . 0 k . 3 5 " !  7 7 . 7 3 s k 4 f e 2 / . 7 9

Your payment schedule will be:

; ^ u m o e r  of Payments i A m o u n t  of Payments When Payments A r e  Due

35  ^i^q.ss MonS4\iu s+arti'nq 5-1-81
1 1*179.2.4

Insurance

Credit iife insurance and credit disability insurance are not required to obtain credit, and will not be provided unless you sign 

ar.d agree to pay the additional cost.

T y o e  } Premium Signature

Credit Life 1 want credit life

insurance. Sianaturs |

Credit (Disability

1

1 want credit disability (  0 iT \h '
> jh  . 1

*177.7 insurance. 4 ^ \
V

Security: You are giving a security interest in: Q  the goods or property being purchased.

your automobile.

Late Charge: If a payment is late, you will be charged 20% of the interest due with a minimum charge of S.05.

Prepayment: If you pay off early, you will not have to pay a penalty.

See your contract documents for any additional information about nonpayment, default, any required repayment in full before 

the scheduled date, and prepayment refunds and penalties.

e means an estimate

Itemization of the Amount Financed of S. 5 1 7 7 . 7 3

s ___|poo- Amount given to you directly
S 3 0 0 0 - Amount paid on your account

Amount paid to others on your behalf 

S _________________ to public officials . .

to P o o p  C r e c U J Ls ____5 0 0  Z-
s ____S m n
s H T . 7 3
s __________

« Acme. Rrxance. Co • 
to Pan- (oalcxc.’H c TEns.
for credit report

S Prepaid finance charge
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Mortgage Savings and Loan Assoc. Glenn Jones
Date: April 15, 1981 70Q  Oak Drive 

Little Creek, USA

A N N U A L
P E R C E N TA G E
R A T E
The cost o f  your credit 

as a yearly rate.

F IN A N C E
C H A R G E
The dollar amount  

the credit  will cost 

y o u .

Amount
Financed
The amount o f  credit  

provided to you or on  

your behalf.

Total of 
Payments
The am o un t  you will 

have paid after  you  

nave made ail payments  

as scheduled.

I4.SS- % s | 5 k , 5 5 l . 5 t s4 4 > 0 5 . U ^ 0 1 ,1 5 7 .1 0

Your payment schedule will be:--  r
N u m b er  of Payments A m o u n t  of Dayments I When Payments Ar Due

3U o : *5 5 ? . 7 7 M o j u  fc ^ r jin ru rv y  ( o i l  1 ^ 1

J  J J '
This obligation has a demand feature.

You may obtain property insurance from anyone you want that is acceptable to Mortgage Savings and Loan Assoc.. If you get 

the insurance from Mortgage Savings and Loan Assoc, you will pay S I S O ' / U L A J U

Security: You are giving a security interest in: 

the goods or property being purchased.

□ __________________________

Late Charge: If a payment is late, you will be charged S . of ■he payment.

Prepayment: If you pay off early, you may have to pay a penalty.

Assumption: Someone buying your house may, subject to conditions, be allowed to assume the remainder of the mortgage on 

the original terms.

See your contract documents for any additional information about nonpayment, default, any reauired repayment in full before 

the scheduled date, and prepayment refunds and penalties.

e means an estimate
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State Savings and Loan Assoc. Anne Jones 
600 Pine Lane 
Little Creek, USA

Account number: 210802-47

A N N U A L
PER CE NTA G E
R A T E
The cost of your credit 

as a yearly rate.

I S . O  7

F IN A N C E
C H A R G E
The dollar amount  

the credit will  cost 

you.

Amount
Financed
The am ount  of credit  

provided to you or on 

your behalf.

Total of  
Payments
The am o unt  you will 

have paid after you 

have made all payments  

as scheduled.

sA O I  1 5 7 .  s a

Your payment schecule will be:

1 Number o f  Payments : A m o u n t  of Payments 1 When Payments Are Due i

3 ( * 0  7 ■ W n r \ 4 4 v J L u  h i j q i n n m q  1

Variable Rata

The annual percentage r3te may increase during the term of this transaction if the prime rate of State Savings and Loan Assoc, 

increases. The rate may not increase more often than ones a year, and may not increase by more than 1% annually. The interest

rate will not increase above % Any increase will take the form of higher payment amounts. If the interest rate in

creases by______ { ___ % in e n e  u e a y .. vour regular oavment would increase to S. 5 3 4 . 5 1

Security: You are giving a security interest in the property being purchased.

Late Charge: If a payment is late, you will be charged 5% of the payment.

Prepayment: if you pay off early, you ^ S ^ m ay  □  will not have to pay a penalty.

Assumption: Someone buying your house may, subject to conditions, be allowed to assume the remainder of the mortgage on 

the original terms.

See your contract documents for any additional information about nonoayment, default, any required repayment in full before 

the scheduled date, and prepayment refunds and penalties.

e means an estimate
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Convenient Savings and Loan Account number: 4862-88

Michael Jones
500 Walnut Court, Little Creek USA

A N N U A L F IN A N C E Amount Total of
PE R CENTA G E C H A R G E Financed Payments
RATE The dollar amount The am ount  of credit The amount you wiif j
The cost o f  your  credit the credi t will cost provided to you or on have qaid after you

as a yearly rate. y o u . your behalf. have made all payments  

as scheduled.

1 5 . 5 7  % s l l % 9 7 0 ^ S V 3 , 7 7 7

Your payment schedule will be:

N um ber  of 3 3vment$

1 O j

A m o u n t  of Payments When Payments Are  Due

r A o n - V - h l t i  b e . a i n n i n q  &> i v \

I S L $  4 7 R .  L l "  3  *  ^  t  i

1 Q j $  5 l S . l l "  "  ( o i l n

1 3 . *  S 5 3 . I 3 "  "  I*h 1 * 4

! i a  _ 4  5 ^ 3 . 9 1 11 "  L >1 S ' S

V t t r i J i r y j  - F r o n r i
< /  *277 7 rs -i—

V  1* /
l i f t *

■ ■ -  r

is (po T o

$  (p 3 7 .3 7

Security: You are giving a security interest in the property being purchased.

L3te Charge: If a payment is late, you will be charged 5% of the payment.

Prepayment: If you pay off early, you

£8J^nay C3 wiil not have to oay a penalty.

.jS^may □  wili not be entitled to a refund of part of the finance c.narge.

Assumption: Someone buying your home cannot assume tne remainder of the mortgage on the original terms.

See your contract documents for any additional information about nonpayment, default, any required repayment in full before 

the scheduled date, and prepayment refunds and penalties.

a means an estimate
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The f o l l o w i n g  l i s t  i n d i c a t e s  which f e d e r a l  agency e n f o r c e s  R e gu l a t io n  Z f o r  
p a r t i c u l a r  c l a s s e s  o f  b u s i n e s s e s .  Any q u e s t i o n s  co nc e rn in g  compl iance  by a 
p a r t i c u l a r  b u s i n e s s  shou ld be d i r e c t e d  t o  t h e  a p p r o p r i a te  enforcement  agency .

NATIONAL BANKS

O f f i c e  o f  Customer and Community Programs  
Comptrol ler  o f  t h e  Currency  
Washington,  D.C. 20219

STATE MEMBER BANKS

Federal  Reserve  Bank s e r v i n g  t h e  d i s t r i c t  in which t h e  S t a t e  member bank i s  
l o c a t e d .

NONMEMBER INSURED BANKS

Federal  D e p o s i t  Insurance Corporat ion Regional  D i r e c t o r  f o r  t h e  r eg ion  in which 
t h e  nonmember in s ur ed  bank i s  l o c a t e d .

SAVINGS INSTITUTIONS INSURED BY THE FSLIC AND MEMBERS OF THE FHLB SYSTEM (EXCEPT 
FOR SAVINGS BANKS INSURED BY FDIC)

The Federal  Home Loan Bank Board S u p er v i s or y  Agent in t h e  d i s t r i c t  in which t he  
i n s t i t u t i o n  i s  l o c a t e d .

FEDERAL CREDIT UNIONS

Regional  o f f i c e  o f  t h e  Nat iona l  C r e d i t  Union A d m i n i s t r a t i o n  s e r v i n g  t h e  area in 
which t h e  f e d e r a l  c r e d i t  union i s  l o c a t e d .

CREDITORS SUBJECT TO CIVIL AERONAUTICS BOARD

D i r e c t o r ,  Bureau o f  Consumer P r o t e c t i o n  
C i v i l  A e r o n a u t i c s  Board 
1825 Conn ect i cu t  Avenue,  N.W.
Washington,  D.C. 20428

CREDITORS SUBJECT TO PACKERS AND STOCKYARDS ACT

Near es t  Packers and Stockyards  A d m in i s t r a t i o n  area  s u p e r v i s o r .

FEDERAL LAND BANKS, FEDERAL LAND BANK ASSOCIATIONS, FEDERAL INTERMEDIATE CREDIT 
BANKS AND PRODUCTION CREDIT ASSOCIATIONS

Farm C r e d i t  Ad m i n i s t r a t i o n  
490 L'Enfant  P l a z a ,  S.W.
Washington,  D.C. 20578

APPENDIX I -- FEDERAL ENFORCEMENT AGENCIES
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RETAIL, DEPARTMENT STORES, CONSUMER FINANCE COMPANIES, ALL OTHER CREDITORS, AND 
ALL NONBANK CREDIT CARD ISSUERS ( C r e d i t o r s  o p e r a t i n g  on a l o c a l  or  r e g io n a l  
b a s i s  should use  t h e  add re ss  o f  t h e  FTC Regional  O f f i c e  in which th e y  o p e r a t e . )

D i v i s i o n  o f  Cre d i t  P r a c t i c e s  
Bureau o f  Consumer P r o t e c t i o n  
Federal  Trade Commission 
Washington,  D.C. 20580
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APPENDIX J —  ANNUAL PERCENTAGE RATE COMPUTATIONS FOR CLOSED-END CREDIT 
TRANSACTIONS

(a) Introduction. (1) Section 226.22(a) of Regulation Z provides that
the annual percentage rate for other than open end credit transactions shall be 
determined in accordance with either the actuarial method or the United States 
Rule method. This appendix contains an explanation of the actuarial method
as well as equations, instructions and examples of how this method applies to 
single advance and multiple advance transactions.

(2) Under the actuarial method, at the end of each unit-period (or 
fractional unit-period) the unpaid balance of the amount financed is increased 
by the finance charge earned during that period and is decreased by the total 
payment (if any) made at the end of that period. The determination of unit- 
periods and fractional unit-periods shall be consistent with the definitions 
and rules in paragraphs (b)(3), (4) and (5) of this section and the general 
equation in paragraph (b)(8) of this section.

(3) In contrast, under the United States Rule method, at the end of 
each payment period, the unpaid balance of the amount financed is increased by 
the finance charge earned during that payment period and is decreased by the 
payment made at the end of that payment period. If the payment is less than 
the finance charge earned, the adjustment of the unpaid balance of the amount 
financed is postponed until the end of the next payment period. If at that 
time the sum of the two payments is still less than the total earned finance 
charge for the two payment periods, the adjustment of the unpaid balance of 
the amount financed is postponed still another payment period, and so forth.

(b) Instructions and equations for the actuarial method. (1) General 
rule. The annual percentage rate shall be the nominal annual percentage rate 
determined by multiplying the unit-period rate by the number of unit-periods in 
a year.

(2) Term of the transaction. The term of the transaction begins 
on the date of its consummation, except that if the finance charge or any
portion of it is earned beginning on a later date, the term begins on the later
date. The term ends on the date the last payment is due, except that if an 
advance is scheduled after that date, the term ends on the later date. For 
computation purposes, the length of the term shall be equal to the time interval
between any point in time on the beginning date to th§ same point in time on
the ending date.



Appendix J - 80 -

(3) Definitions of time intervals, (i) A period is the interval 
of time between advances or between payments and includes the Interval of 
time between the date the finance charge begins to be earned and the date 
of the first advance thereafter or the date of the first payment thereafter, 
as applicable.

(ii) A common period is any period that occurs more than once in 
a transaction.

(iii) A standard interval of time is a day, week, semimonth, 
month, or a multiple of a week or a month up to, but not exceeding, 1 year.

(iv) All months shall be considered equal. Full months shall be 
measured from any point in time on a given date of a given month to the 
same point in time on the same date of another month. If a series of pay
ments (or advances) is scheduled for the last day of each month, months 
shall be measured from the last day of the given month to the last day of 
another month. If payments (or advances) are scheduled for the 29th or 30th 
of each month, the last day of February shall be used when applicable.

(4) Unit-period, (i) In all transactions other than a single 
advance, single payment transaction, the unit-period shall be that common 
period, not to exceed 1 year, that occurs most frequently in the transaction, 
except that

(A) If 2 or more common periods occur with equal frequency, the 
smaller of such common periods shall be the unit-period; or

(B) If there is no common period in the transaction, the unit- 
period shall be that period which is the average of all periods rounded to 
the nearest whole standard interval of time. If the average is equally 
near 2 standard intervals of time, the lower shall be the unit-period.

(ii) In a single advance, single payment transaction, the unit- 
period shall be the term of the transaction, but shall not exceed 1 year.

(5) Number of unit-periods between 2 given dates, (i) The number
of days between 2 dates shall be the number of 24-hour intervals between
any point in time on the first date to the same point in time on the second
date.

(ii) If the unit-period is a month, the number of full unit-
periods between 2 dates shall be the number of months measured back from the
later date. The remaining fraction of a unit-period shall be the number of 
days measured forward from the earlier date to the beginning of the first 
full unit-period, divided by 30. If the unit-period is a month, there are 
12 unit-periods per year.
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(iii) If the unit-period is a semimonth or a multiple of a month not
exceeding 11 months, the number of days between 2 dates shall be 30 times the
number of full months measured back from the later date, plus the number of 
remaining days. The number of full unit-periods and the remaining fraction of 
a unit-period shall be determined by dividing such number of days by 15 in the 
case of a semimonthly unit-period or by the appropriate multiple of 30 in the
case of a multimonthly unit-period. If the unit-period is a semimonth, the
number of unit-periods per year shall be 24. If the number of unit-periods is 
a multiple of a month, the number of unit-periods per year shall be 12 divided 
by the number of months per unit-period.

(iv) If the unit-period is a day, a week, or a multiple of a week, 
the number of full unit-periods and the remaining fractions of a unit-period 
shall be determined by dividing the number of days between the 2 given dates by 
the number of days per unit-period. If the unit-period is a day, the number
of unit-periods per year shall be 365. If the unit-period is a week or a 
multiple of a week, the number of unit-periods per year shall be 52 divided by 
the number of weeks per unit-period.

(v) If the unit-period is a year, the number of full unit-periods 
between 2 dates shall be the number of full years (each equal to 12 months) 
measured back from the later date. The remaining fraction of a unit-period 
shall be

(A) The remaining number of months divided by 12 if the remaining 
interval is equal to a whole number of months, or

(B) The remaining number of days divided by 365 if the remaining 
interval is not equal to a whole number of months.

(vi) In a single advance, single payment transaction in which the 
term is less than a year and is equal to a whole number of months, the number 
of unit-periods in the term shall be 1, and the number of unit-periods per year 
shall be 12 divided by the number of months in the term or 365 divided by the 
number of days in the term.

(vii) In a single advance, single payment transaction in which the 
term is less than a year and is not equal to a whole number of months, the number 
of unit-periods in the term shall be 1, and the number of unit-periods per
year shall be 365 divided by the number of days in the term.

(6) Percentage rate for a fraction of a unit-period. The percentage 
rate of finance charge for a fraction (less than 1) of a unit-period shall be 
equal to such fraction multiplied by the percentage rate of finance charge per 
unit-period.
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(7) Symbols. The symbols used to express the terms of a trans
action in the equation set forth in paragraph (b)(8) of this section are 
defined as follows:

A ■ The amount of the kth advance, 
k

q ■ The number of full unit-periods from the beginning of 
k the term of the transaction to the kth advance.

e ** The fraction of a unit-period in the time interval 
k from the beginning of the term of the transaction 

to the kth advance.

m ■ The number of advances.

P = The amount of the jth payment.

J

t ■ The number of full unit-periods from the beginning 
j of the term of the transaction to the jth payment.

f ■ The fraction of a unit-period in the time interval 
j from the beginning of the term of the transaction 

to the jth payment.

n * The number of payments.

i * The percentage rate of finance charge per unit-period,
expressed as a decimal equivalent.

Symbols used in the examples shown in this supplement are defined as follows

a = The present value of 1 per unit-period for x unit-
"x| periods, first payment due immediately.

= 1 +  1 +  1 + ............................................+  1
(1+i) 2 x-1

(1+i) (1+i)

w ■ The number of unit-periods per year.

I ■ wi x 100 * The nominal annual percentage rate.
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(8) General equation. The following equation sets forth the 
relationship among the terms of a transaction:

A
1 2

q
(1+e i)(l+i) 1

1

q
(l+e i)(l+i) 2

2

m

(l+e i)(l+i) m 
m

t t
(1+f i)(1+i) 1 (1+f i)(l+i) 2 

1 2
(1+f i)(l+i) n 

n

(9) Solution of general equation by Iteration process, (i) The 
general equation in paragraph (b)(8) of this section, when applied to a 
simple transaction in which a loan of $1000 is repaid by 36 monthly payments 
of $33 .61  each, takes the special form:

33 .61  a
A - 36l

(1+i)

Step 1: Let I “ estimated annual percentage rate 3

1
Evaluate expression for A, letting i = I /(100w)

1
Result (referred to as A' )■

Step 2: Let I
2

I + .1 -
1

Evaluate expression for A, letting 1 

Result (referred to as A " ) ■

Step 3: Interpolate for I (annual percentage rate):

I -  I  +

I /(lOOw) 
2

f a - A')

L(A'.
'-A' )

-  12 .50  + . 1 1 (1000.000000 -  1004.674391)  » 
{(1003.235366 -  1 0 0 4 .674391)J

Step 4: First iteration, let I ■ 12.82483042 % and repeat
1

Steps 1, 2, and 3 obtaining a new I =

12.82557859 % and repeatSecond Iteration, let I ■
1

Steps 1, 2, and 3 obtaining a new I

12.50 % 

.010416667 

1004.674391 

12.60 X

.010500000

1003.235366

12.82483042 %

12.82557859 Z

12.82557529 %

In this case, no further iterations are required to obtain the annual 
percentage rate correct to two decimal places, 12.83%.

a
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(11) When the Iteration approach Is used, It Is expected that 
calculators or computers will be programmed to carry all available decimals 
throughout the calculation and that enough iterations will be performed to 
make virtually certain that the annual percentage rate obtained, when rounded 
to 2 decimals, is correct. Annual percentage rates in the examples below 
were obtained by using a 10 digit programmable calculator and the iteration 
procedure described above.

(c) Examples for the actuarial method. (1) Single advance trans
action, with or without an odd first period, and otherwise regular. The 
general equation in paragraph (b)(8) of this section can be put in the 
following special form for this type of transaction:

A -________1
t

(l+fi)(l+i)

Example (i): Monthly payments (regular first period)

Amount advanced (A) ■ $5000. Payment (P) ■ $230.
Number of payments (n) ■ 24.
Unit-period = 1 month. Unit-periods per year (w) = 12. 
Advance, 1-10-78. First payment, 2-10-78.
From 1-10-78 through 2-10-78 ■ 1 unit-period, (t “ 1; f= 0) 
Annual percentage rate (I) ■ wi - .0969 = 9.69 %

Example (ii): Monthly payments (long first period)

Amount advanced (A) ■ $6000. Payment (P) = $200.
Number of payments (n) ■ 36.
Unit-period « 1 month. Unit-periods per year (w) - 12. 
Advance, 2-10-78. First payment, 4-1-78.
From 3-1-78 through 4-1-78 ■ 1 unit-period, (t - 1)
From 2-10-78 through 3-1-78 ■ 19 days, (f = 19/30)
Annual percentage rate (I) ■ wi = .1182 ** 11.82%

Example (iii): Semimonthly payments (short first period)

Amount advanced (A) ** $5000. Payment (P) * $219.17.
Number of payments (n) ■ 24.
Unit-period - 1/2 month. Unit-periods per year (w) - 24. 
Advance, 2-23-78. First payment, 3-1-78. Payments made 
on 1st and 16th of each month.
From 2-23-78 through 3-1-78 ■ 6 days, (t ■ 0; f = 6/15)
Annual percentage rate (I) * wi - .1034 = 10.34 %

Example (iv): Quarterly payments (long first period)

Amount advanced (A) = $10,000. Payment (P) ■ $385.
Number of payments (n) ** 40.
Unit-period ■ 3 months. Unit-periods per year (w) “ 4. 
Advance, 5-23-78. First payment, 10-1-78.
From 7-1-78 through 10-1-78 ■ 1 unit-period, (t ■ 1)
From 6-1-78 through 7-1-78 ■ 1 month ■ 30 days. From 
5-23-78 through 6-1-78 - 9 days, (f - 39/90)
Annual percentage rate (I) ■ wi ■ .0897 ■ 8.97 %
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Example (v): Weekly payments (long first period)

Amount advanced (A) = $500. Payment (P) * $17.60.
Number of payments (n) ■ 30.
Unit-period » 1 week. Unit-periods per year (w) * 52. 
Advance, 3-20-78. First payment, 4-21-78.
From 3-24-78 through 4-21-78 ■ 4 unit-periods. (t ■ 4)
From 3-20-78 through 3-24-78 ■ 4 days, (f - 4/7)
Annual percentage rate (I) ■ wi - .1496 » 14.96 %

(2) Single advance transaction, with an odd first payment, with 
or without an odd first period, and otherwise regular. The general equation
in paragraph (b)(8) of this section can be put in the following special
form for this type of transaction:

A-

(l+fi)(l+i)

P a_
P + n-Tj  

1
(1+i)

Example (i): Monthly payments (regular first period and irregular
first payment)

Amount advanced (A) ■ $5000. First payment^P =̂* $250.

Regular payment (P) * $230. Number of payments (n) *24. 
Unit-period - 1 month. Unit-periods per year (w) - 12. 
Advance, 1-10-78. First payment, 2-10-78.
From 1-10-78 through 2-10-78 - 1 unit-period, (t ■ 1; f ■ 0) 
Annual percentage rate (I) ■ wi ■ .1008 = 10.08%

Example (ii): Payments every 4 weeks (long first period and 
irregular first payment)

Amount advanced (A) ■ $400. First payment

( 'O '
$39.50.

Regular payment (P) * $38.31. Number of payments (n) * 12. 
Unit-period ■ 4 weeks. Unit-periods per year (w) ■ 52/4 *13. 
Advance, 3-18-78. First payment, 4-20-78.
From 3-23-78 through 4-20-78 * 1 unit-period, (t ■ 1)
From 3-18-78 through 3-23-78 ■ 5 days, (f ■ 5/28)
Annual percentage rate (I) * wi ■ .2850 ■ 28.50%

(3) Single advance transaction, with an odd final payment, with 
or without an odd first period, and otherwise regular. The general equation
in paragraph (b)(8) of this section can be put in the following special
form for this type of transaction:

A ■ 1

(l+fi)(l+i)

P a  + Pn
n-1

(1+i)

1
t

t
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Example (i): Monthly payments (regular first period and irreg
ular final payment)

Amount advanced (A) ■ $5000. Regular payment (P) ■ $230.

Final payment c . v  $280. Number of payments (n) ■ 24.

Unit-period - 1 month. Unit-periods per year (w) =12.
Advance, 1-10-78. First payment, 2-10-78.
From 1-10-78 through 2-10-78 - 1 unit-period, (t - 1; f - 0)
Annual percentage rate (I) * wi - .1050 ■ 10.50%

Example (ii)i Payments every 2 weeks (short first period and irreg
ular final payment)

Amount advanced (A) » $200. Regular payment (?) - $9.50.
Final payment ^P Nj* $30. Number of payments (n) * 20.

Unit-period =* 2 weeks. Unit-periods per year (w) => 52/2 - 26.
Advance, 4-3-78. First payment, 4-11-78.
From 4-3-78 through 4-11-78 ■ 8 days, (t * 0; f ■ 8/14)
Annual percentage rate (I) * wi ■ .1222 ■ 12.22%

(4) Single advance transaction, with an odd first payment, odd 
final payment, with or without an odd first period, and otherwise regular.
The general equation in paragraph (b)(8) of this section can be put in the 
following special form for this type of transaction:

A -
t

(l+fi)(l+i)

P a ___ P
P + n-2| + n
1 n-1

(1+i) (1+i)

L
Example (1): Monthly payments (regular first period, irregular
first payment, and irregular final payment)

Amount advanced (A) ■ $5000. First payment ^P ^ = $250.

Regular payment (P) ■ $230. Final payment ^P ^ * $280.

Number of payments (n) ■ 24. Unit-period ■ 1 month. 
Unit-periods per year (w) ■ 12.
Advance, 1-10-78. First payment, 2-10-78.
From 1-10-78 through 2-10-78 - 1 unit-period, (t ■ 1; f * 0) 
Annual percentage rate (I) ■ wi ■ .1090 ■ 10.90%

Example (ii): Payments every two months (short first period, irreg
ular first payment, and Irregular final payment)

♦

Amount advanced (A) ■ $8000. First payment^ P ^ ■ $449.36.

Regular payment (P) * $465. Final payment^ P $200.

Number of payments (n) ■ 20. Unit-period ■ 2 months. 
Unit-periods per year (w) ■ 12/2 - 6.

Advance, 1-10-78. First payment, 3-1-78.
From 2-1-78 through 3-1-78 ■ 1 month. From 1-10-78 
through 2-1-78 - 22 days, (t ■ 0; f * 52/60)

Annual percentage rate (I) ■ wi ■ .0730 ■ 7.30%
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(5) Single advance, single payment transaction* The general 
equation in paragraph (b)(8) of this section can be put in the special 
forms below for single advance, single payment transactions. Forms 1 
through 3 are for the direct determination of the annual percentage rate 
under special conditions. Form 4 requires the use of the iteration procedure 
of paragraph (b)(9) of this section and can be used for all single advance, 
single payment transactions regardless of term.

Form 1 - Term less than 1 year:

Form 3 - Term equal to exactly a year or exact multiple of a year:

- 1/t -1
I =» 100

( j )  - 1

Form 4 - Special form for iteration procedure (no restriction on term):

A ” _______ P________

t
(1 + fi)(l + i)

Example (i): Single advance, single payment (term of less than
1 year, measured in days)

Amount advanced (A) ■ $1000. Payment (P) ■ $1080.
Unit-period * 255 days. Unit-periods per year (w) = 365/255.
Advance, 1-3-78. Payment, 9-15-78.
From 1-3-78 through 9-15-78 ■ 255 days, (t ■ 1; f ■ 0)
Annual percentage rate (I) ■ wi ■ .1145 ■ 11.45%. (Use Form 1 or 4.)

Example (ii): Single advance, single payment (term of less than
1 year, measured in exact calendar months)

Amount advanced (A) ■ $1000. Payment (P) ■ $1044.
Unit-period =» 6 months. Unit-periods per year (w) *2.
Advance, 7-15-78. Payment, 1-15-79.
From 7-15-78 through 1-15-79 " 6 mos. (t ■ 1; f * 0)
Annual percentage rate (I) * wi ■ .0880 ** 8.80%. (Use Form 1 or 4.)

Example (ill): Single advance, single payment (term of more than
1 year but less than 2 years, fraction measured in exact months)

Amount advanced (A) ■ $1000. Payment (P) ■ $1135.19.
Unit-period =■ 1 year. Unit-periods per year (w) ■ 1.
Advance, 7-17-78. Payment, 1-17-80.
From 1-17-79 through 1-17-80 =» 1 unit-period, (t * 1)
From 7-17-78 through 1-17-79 ** 6 mos. (f * 6/12)
Annual percentage rate (I) “ wi " .0876 m 8.76%. (Use Form 2 or 4.)
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Example (iv): Single advance, single payment (term of exactly
2 years)

Amount advanced (A) =» $1000. Payment (P) *■ $1240.
Unit-period = 1 year. Unit-periods per year (w) - 1.
Advance, 1-3-78. Payment, 1-3-80.
From 1-3-78 through 1-3-79 ■ 1 unit-period. (t =* 2; f =* 0)
Annual percentage rate (I) = wi ■ .1136 = 11.36%. (Use Form 3 or ' i . )

(6) Complex single advance transaction.

Example (i): Skipped payment loan (payments every 4 weeks)

A loan of $2135 is advanced on 1-25-78. It is to be repaid 
by 24 payments of $100 each. Payments are due every 4 weeks 
beginning 2-20-78. However, in those months in which 2 pay
ments would be due, only the first of the 2 payments is made 
and the following payment is delayed by 2 weeks to place it in 
the next month.
Unit-period « 4 weeks. Unit-periods per year (w) ** 52/4 =* 13.
First series of payments begins 26 days after 1-25-78.
(t - 0; f - 26/28)

1 1

Second series of payments begins 9 unit-periods plus 2 weeks
after start of first series, (t ■ 10; f ■ 12/28)

2 2

Third series of payments begins 6 unit-periods plus 2 weeks 
after start of second series. (t ■ 16; f =• 26/28)

3 3

Last series of payments begins 6 unit-periods plus 2 weeks
after start of third series, (t - 23; f 3 12/28)

4 4

The general equation in paragraph (b)(8) of this section can be 
written in the special form:

100 a 100 a
2135 =■ 91 + 61 +

10
(l+(26/28)i) (l+(12/28)i)(l+i)

100 a 100 * ‘
________________l \ ____ + ________________________

16 23
(l+(26/28)i)(l+i) (l+(12/28)i)(1+i)

Annual percentage rate (I) ■ wi ■ .1200 ■ 12.00%
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Example (ii): Skipped payment loan plus single payments

A loan of $7350 on 3-3-78 is to be repaid by 3 monthly payments 
of $1000 each beginning 9-15-78, plus a single payment of $2000 
on 3-15-79, plus 3 more monthly payments of $750 each beginning 
9-15-79, plus a final payment of $1000 on 2-1-80.
Unit-period ** 1 month. Unit-periods per year (w) ■ 12.
First series of payments begins 6 unit-periods plus 12 days after 
3-3-78. (t - 6; f - 12/30)

1 1

Second series of payments (single payment) occurs 12 unit-periods 
plus 12 days after 3-3-78. (t ■ 12; f “ 12/30)

2 2

Third series of payments begins 18 unit-periods plus 12 days after 
3-3-78. (t =■ 18; f - 12/30)

3 3

Final payment occurs 22 unit-periods plus 29 days after 3-3-78.

(t - 22; f - 29/30)
4 4

The general equation in paragraph (b)(8) of this section can be 

written in the special form:

1000 a 2000
7350 - 3l + +

6 12 
(l+( 12/30 )i) (1+i) (l+(12/30)i)( 1+i )

750 a 1000
3l +

18 22 
(l+(12/30)1)(1+i) (l+(29/30)i)(1+i)

Annual percentage rate (I) ■ wi =* .1022 = 10.22%

Example (iii): Mortgage with varying payments

A loan of $39,688.56 (net) on 4-10-78 is to be repaid by 360 
monthly payments beginning 6-1-78. Payments are the same for 
12 months at a time as follows:
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Year
Monthly
payment Year

Monthly
payment Year

Monthly
payment

1 $291.81 11 $385.76 21 $380.43

2 300.18 12 385.42 22 379.60

3 308.78 13 385.03 23 378.68

4 317.61 14 384.62 24 377.69

5 326.65 15 384.17 25 376.60

6 335.92 16 383.67 26 375.42

7 345.42 17 383.13 27 374.13

8 355.15 18 382.54 28 372.72

9 365.12 19 381.90 29 371.18

10 375.33 20 381.20 30 369.50

Unit-period ■ 1 month. Unit-periods per year (w) “ 12.
From 5-1-78 through 6-1-78 ■ 1 unit-period, (t * 1)
From 4-10-78 through 5-1-78 - 21 days, (f - 21/30)

The general equation in paragraph (b)(8) of this section can be 
written in the special form:

• •

39,688.56 - lF\ 291.81 + 300.18 + 308.78 + . . .
(l+(21/30)i)(1+i) 12 24

(1+i) (1+i) - 
^  . . . . + 369.50

348
(1+i)

Annual percentage rate (I) * wi = .0980 ■ 9.80%

(7) Multiple advance transactions.

Example (1): Construction loan

Three advances of $20,000 each are made on 4-10-79, 6-12-79, and 
9-18-79. Repayment is by 240 monthly payments of $612.36 each 
beginning 12-10-79.
Unit-period ■ 1 month. Unit-periods per year (w) - 12.
From 4-10-79 through 6-12-79 * (2+2/30) unit-periods.
From 4-10-79 through 9-18-79 =■ (5+8/30) unit-periods.
From 4-10-79 through 12-10-79 * (8) unit-periods.

The general equation in paragraph (b)(8) of this section is 
changed to the single advance mode by treating the 2nd and 
3rd advances as negative payments:



_ 91 - Appendix J

612.36 a
20,000 240^ - 20,000 20,000

8 2 5
(1+i) (l+(2/30)i)( 1+i) (l+(8/30)i)(1+i)

Annual percentage rate (I) = wi = .1025 ■ 10.25%

Example (ii) : Student loan

A student loan consists of 8 advances: $1800 on 9-5-78, 9-5-79,
9-5-80, and 9-5-81; plus $1000 on 1-5-79, 1-5-80, 1-5-81, and 
1-5-82. The borrower is to make 50 monthly payments of $240 
each beginning 7-1-78 (prior to first advance).
Unit-period ■ 1 month. Unit-periods per year (w) = 12.
Zero point is date of first payment since it precedes first advance. 
From 7-1-78 to 9-5-78 - (2 + 4/30) unit-periods.

" 9-5-79 - (14 + 4/30) ”

" 9-5-80 - (26 + 4/30) “

" 9-5-81 = (38 + 4/30) "

" 1-5-79 = (6 + 4/30) "

" 1-5-80 - (18 + 4/30) "

” 1-5-81 = (30 + 4/30) "

" 1-5-82 - (42 + 4/30) ”

Since the zero point is date of first payment, the general equation 
in paragraph (b)(8) of this section is written in the single 
advance form below by treating the first payment as a negative 
advance and the 8 advances as negative payments:

240 a
- 240 49? - 1800

(1+i) ( l + ( 4 / 3 0 ) i )
(1+i)

14 26
(1+i) (1+i)

38

(1+i)

1000
(l+(4/30)i) 6 18 30 42

(1+i) (1+i) (1+i) (1+i)

Annual percentage rate (I) * wi - .3204 » 32.04%



FEDERAL RESERVE SYSTEM

12 CFR Part  213 

[Reg.  M; Docket No. R-0354]  

Consumer Leasing

AGENCY: Board o f  Governors o f  t h e  Federal  Reserve System.

ACTION: Final  r u l e .

SUMMARY: The Board i s  adopt ing  in f i n a l  form Regula t ion M, which implements
t h e  consumer l e a s i n g  p r o v i s i o n s  o f  the  Truth in Lending Act ,  as amended by 
Congress  in March 1980.  The Board publ i shed  a proposed r e v i s i o n  f o r  comment 
on May 5,  1980,  and a second on December 5 ,  1980,  both as part  o f  t he  general  
r e v i s i o n  o f  Regula t ion  Z. The consumer l e a s i n g  por t ion  i s  now be ing  i s s u e d  
as  a s e p a r a t e  r e g u l a t i o n  t o  make i t  e a s i e r  f o r  l e s s o r s  t o  use .  Sub s tant iv eTy ,  
t h i s  r e g u l a t i o n  i s  a lmos t  i d e n t i c a l  t o  t he  l e a s i n g  p r o v i s i o n s  c u r r e n t l y  found 
in Regula t ion Z; t h e r e f o r e ,  i t  w i l l  not  req u i re  l e s s o r s  t o  amend t h e i r  e x i s t i n g  
l e a s i n g  forms or  a l t e r  t h e i r  cu rrent  methods o f  op e r a t i o n .

EFFECTIVE DATE: Apri l  1,  1981.

FOR FURTHER INFORMATION CONTACT: Barbara Ranagan, S t a f f  At torney ( 2 0 2 - 4 5 2 - 3 6 6 7 ) ,
or Steven Z e i s e l ,  S t a f f  At torney ( 2 0 2 -4 5 2 - 3 8 6 7 ) ,  D i v i s i o n  o f  Consumer and 
Community A f f a i r s ,  Board o f  Governors o f  t h e  Federal  Reserve System,  Washington,  
D.C. 20551.

SUPPLEMENTARY INFORMATION: (1)  I n t r o d u c t i o n . In March 1980,  Congress adopted
t h e  Truth in Lending S i m p l i f i c a t i o n  and Reform Act ( T i t l e  VI o f  the  Depos i tory  
I n s t i t u t i o n s  Der egu la t ion  and Monetary Control  Act ,  Pub. L. 9 6 - 2 2 1 ) ,  which 
c o nt a in e d  sweeping r e v i s i o n s  t o  Truth in Lending.  The consumer l e a s i n g  p r o v i 
s i o n s  co nt a in ed  in chapter  5 o f  t h e  a c t  were not ad dr e ss ed ,  a l though r e v i s i o n s  
t o  o t h e r  c ha pt e rs  o f  t he  a c t  a f f e c t e d  consumer l e a s i n g  in minor ways.  While the  
a c t  does  not  become f u l l y  e f f e c t i v e  u n t i l  Apri l  1 ,  1982,  t h e  Board i s  required  
t o  adopt f i n a l  r u l e s  implementing t h e  a c t  by Apri l  1,  1981.  Lessors  may begin  
complying wi th  t h e  new r e g u l a t i o n s  a t  t h a t  t im e .

The Board pu bl i s he d  proposed r e v i s i o n s  o f  Regulat ion Z on May 5 ,  1980 
(45 FR 29 7 0 2 ) ,  and December 5 ,  1980 (45 FR 80 6 4 8 ) .  Both pro posa l s  cont a in ed  
amendments t o  t h e  l e a s i n g  p r o v i s i o n s  t h a t  went somewhat beyond t he  l i m i t e d  
r e v i s i o n s  required under t h e  a c t .

The f i n a l  v e r s i o n  o f  r e v i s e d  Regula t ion  Z (which i s  a l s o  be ing  adopted  
a t  t h i s  t ime)  implements o n l y  t he  c r e d i t  p r o v i s i o n s  o f  t h e  a c t .  This  r e g u l a t i o n  
implements the  consumer l e a s i n g  p o r t i o n .  I t  c o n t a i n s  l e a s i n g  d e f i n i t i o n s ,  
d i s c l o s u r e s ,  and a d v e r t i s i n g  re qui rements ,  as we l l  as  t h e  general  r e g u la t o r y
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p r o v i s i o n s  in current  Regula t ion Z a p p l i c a b l e  t o  l e a s i n g .  Though i t  has been 
g iven  a new name and an i d e n t i t y  o f  i t s  own, t h i s  r e g u l a t i o n  i s  almost  i d e n t i c a l  
t o  t h e  l e a s i n g  p r o v i s i o n s  o r i g i n a l l y  in Regula t ion Z.

The Board has se parated  Regula t ion  M from Regula t ion Z as part  o f  i t s  
commitment t o  ea se  t h e  r e g u l a t o r y  burden and f a c i l i t a t e  compliance.  The Truth 
in Lending and Consumer Leas ing Acts  govern two d i f f e r e n t  t ype s  o f  consumer  
t r a n s a c t i o n s .  A l e s s o r  may have no i n t e r e s t  in ex ten d in g  c r e d i t ,  and a c r e d i t o r  
may never l e a s e  personal  proper ty  t o  consumers.  Each r e g u la t i o n  w i l l  be e a s i e r  
t o  use  i f  i t  does  not  c o n t a in  p r o v i s i o n s  t h a t  r e g u l a t e  t h e  o t h e r .

A second c o n s i d e r a t i o n  prompted t he  Board t o  remove t h e  l e a s i n g  pro
v i s i o n s  from Regulat ion Z. The Board i s  recommending t o  Congress t h a t  i t  
c o n s i d e r  s i m p l i f y i n g  t h e  Consumer Leasing Act in the  near f u t u r e ,  t o  c on t in ue  
t h e  p r o c e ss  begun wi th t h e  Truth in Lending S i m p l i f i c a t i o n  and Reform Act .  I f  
th e  l e a s i n g  p r o v i s i o n s  were t o  remain part  o f  Regula t ion  Z, an amendment t o  the  
Consumer Leasing Act would r e q u ir e  an amendment t o  Regulat ion Z s h o r t l y  a f t e r  
i t s  p u b l i c a t i o n  in f i n a l  form. As r e s t r u c t u r e d ,  Regula t ion  Z w i l l  be un af f ec t e d  
by any f u t u r e  amendment t o  the  Consumer Leasing Act .

As ide  from i t s  new package (and one r e v i s i o n  mandated by t h e  a c t ,  
d e a l i n g  wi th  m u l t i p l e  l e s s o r s  and m u l t i p l e  l e s s e e s ) ,  Regulat ion M mirrors  the  
su bs ta nc e  o f  the  current  l e a s i n g  p r o v i s i o n s  o f  Regula t ion  Z. None o f  t h e  l e a s i n g  
m o d i f i c a t i o n s  s ug g e s te d  in the  two e a r l i e r  prop os a l s  t o  r e v i s e  Regulat ion Z has  
been adopted.  Though i t  i s  committed t o  s i m p l i f y  and c l a r i f y  t h e  l e a s i n g  r u l e s ,  
t h e  Board b e l i e v e s  t h a t  any r e g u l a t o r y  amendments a t  t h i s  t ime  would be c ou n t e r 
p r o d u c t i v e .  Lessors  would be required  t o  s tudy  and master new r u l e s  t w i c e  with in  
a sh or t  t ime  i f  Congress should l a t e r  amend the  ac t  t o  req u i re  f u r t h e r  re gu la to r y  
change.  The Board b e l i e v e s  t h a t  such s t a t u t o r y  change i s  d e s i r a b l e  and i s  
encourag ing  Congress t o  pursue i t .  Meanwhile,  the  Board w i l l  not  burden l e s s o r s  
with t h e  need t o  a l t e r  t h e i r  forms or procedures  more than n e c e s s a r y .  To avoid  
doing so i n a d v e r t e n t l y ,  the  Board has adopted a lmost  verbatim the  f a m i l i a r  
l anguage  o f  Regula t ion Z.

The Board a p p r e c i a t e s  t h e  numerous comments i t  re ce iv e d  in response  
t o  both pub l i she d  p r o p o s a l s .  The s u g g e s t i o n s  o f  ways t o  s i m p l i f y ,  c l a r i f y  and 
o t h e r w i s e  improve t h e  r e g u l a t i o n  w i l l  be ex tremely  v a l u a b l e  as t h e  Board con
s i d e r s  s p e c i f i c  l e g i s l a t i v e  recommendations.

Only one amendment t o  t h e  Truth in Lending Act mandated a c o r r e s 
ponding amendment t o  t h e  c u r r en t  l e a s i n g  r u l e s .  The r e g u l a t i o n ,  in § 2 1 3 . 4 ( c ) ,  
pr ov id e s  t h a t  on l y  one l e s s o r  need make t h e  required  d i s c l o s u r e s ,  and t h a t  the  
d i s c l o s u r e s  may be made t o  any l e s s e e  who i s  p r im ar i ly  l i a b l e .  The l e s s o r s  may 
d e c i d e  among the mse lve s  which one w i l l  make the  d i s c l o s u r e s .  In a l l  o t her  
r e s p e c t s ,  t h i s  r e g u l a t i o n  r e q u i r e s  no change in l e a s i n g  procedures .

The model l e a s e  d i s c l o s u r e s  found in t h e  cur rent  Board i n t e r p r e t a t i o n s  
now appear in Appendix C. Current s t a f f  i n t e r p r e t a t i o n s  may be in c o r p o r a t e d ,  
as n e c e s s a r y ,  in a commentary t o  be publ i shed  l a t e r .  To t h e  e x t e n t  th at  
Reg ula t ion  M i s  the  same as t h e  l e a s i n g  p r o v i s i o n s  in current  Regulat ion Z, 
l e s s o r s  may con t inu e  t o  r e l y  on the  e x i s t i n g  s t a f f  l e t t e r s  u n t i l  they  are  
r e sc in de d  or  in co rp or a te d  i n t o  a commentary.
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(2)  Regulatory P r o v i s i o n s . A s e c t i o n - b y - s e c t i o n  a n a l y s i s  o f  the  
r e gu la t or y  p r o v i s i o n s  f o l l o w s .  "Regulat ion Z" r e f e r s  to  t h a t  r e g u l a t i o n  p r i or  
t o  t h e  amendments e f f e c t i v e  Apri l  1,  1981.

S e c t i o n  213.1  - -  General p r o v i s i o n s .

This  s e c t i o n  c o n t a i n s  the  general  p r o v i s i o n s  l o c a t e d  in § 226.1 o f  
Regula t ion  Z. The p r o v i s i o n  on i s s u a n c e  o f  s t a f f  i n t e r p r e t a t i o n s  i s  new. As 
i t  i s  more general  than the  Regula t ion  Z p r o v i s i o n ,  l e s s o r s  should encounter  
no d i f f i c u l t y  complying wi th the  new p r o v i s i o n .

Se c t io n  21 3 .2  — D e f i n i t i o n s  and r u l e s  o f  c o n s t r u c t i o n .

All  t h e  d e f i n i t i o n s  in  § 2 1 3 . 2 ( a )  are  drawn from § 2 2 6 . 2  o f  Regula
t i o n  Z. The d e f i n i t i o n  o f  " a g r ic u l t u r a l  purpose" has been a l t e r e d  t o  conform 
t o  t h e  amended a c t ,  and i t  now encompasses  t h e  a c q u i s i t i o n  o f  personal  property  
and s e r v i c e s  used pr i mar i ly  in farming.

S e c t i o n  2 1 3 . 2 ( b )  corresponds  t o  t he  r u l e s  o f  c o n s t r u c t i o n  in 
§ 2 2 6 . 2 ( j j ) ,  (kk ) ,  and (11 )  o f  Regula t ion  Z.

S e c t i o n  2 1 3 .3  - -  Exempted t r a n s a c t i o n s .

This  s e c t i o n  i s  s u b s t a n t i v e l y  unchanged from § 2 2 6 . 3 ( f )  o f  Regula t ion  Z.

S e c t i o n  2 1 3 . 4  - -  D i s c l o s u r e s .

The general  requirements  o f  paragraph (a)  have been c o n s o l i d a t e d  from 
§§ 2 2 6 . 6 ( a )  and 2 2 6 . 1 5 ( a )  o f  Regula t ion  Z. Paragraph ( b ) ,  regard ing  the  d i s 
c l o s u r e  o f  a d d i t io n a l  i n fo r m at i on ,  i s  taken from § 2 2 6 . 6 ( c )  o f  Regula t ion  Z.

Paragraph ( c )  i s  a new p r o v i s i o n  mandated by an amendment t o  § 121 
o f  t he  a c t .  I t  prov ides  t h a t  only one o f  t h e  l e s s o r s ,  in a l e a s e  t r a n s a c t i o n  
i n v o l v i n g  more than one l e s s o r ,  need make t he  required  d i s c l o s u r e s .  The l e s s o r  
who w i l l  d i s c l o s e  may be dec ided  by the  l e s s o r s  t h e m s e lv e s .  When a l e a s e  
i n v o l v e s  more than one l e s s e e ,  the  d i s c l o s u r e s  may be made t o  any l e s s e e  who 
i s  pr i ma r i ly  l i a b l e  on the  l e a s e .  This  new p r o v i s i o n  does  not  a l t e r  t he  r e q u ir e 
ment in  § 2 1 3 . 4 ( a ) ( 2 )  t h a t  t h e  d i s c l o s u r e  s ta te men t  i d e n t i f y  "the l e s s o r  and 
t h e  l e s s e e . "  The Board c o n t in u e s  t o  i n t e r p r e t  t h i s  p r o v i s i o n  t o  r eq u i re  t h a t  
a l l  the  l e s s o r s  and l e s s e e s  be i d e n t i f i e d  by name, even though only one l e s s o r  
g i v e s  t h e  d i s c l o s u r e s  and only one l e s s e e  r e c e i v e s  them.

Paragraph ( d ) ,  which permi t s  t h e  l e s s o r  ' t o  make e s t i m a t e s  in c e r t a i n  
c ir c u m s t a n c e s ,  i s  unchanged from § 2 2 6 . 6 ( f )  o f  Regula t ion  Z. Paragraph ( e ) ,  
regard ing subsequent  o c c u r r e n c e s ,  i s  s u b s t a n t i v e l y  unchanged from § 2 2 6 . 6 ( g )  o f  
Regu la t io n  Z. Paragraph ( f ) ,  regarding  l ea p  y e a r ,  i s  s u b s t a n t i v e l y  unchanged 
from § 2 2 6 . 6 ( j )  o f  Regulat ion Z. Paragraph ( g ) ,  which c o n t a in s  the  s p e c i f i c  
d i s c l o s u r e  requirements ,  and paragraph ( h ) ,  regard ing  r e n e g o t i a t i o n s  and 
e x t e n s i o n s ,  are s u b s t a n t i v e l y  unchanged from t h e  co rrespond ing  p r o v i s i o n s  in  
§ 22 6 . 1 5 ( b )  and (c)  o f  Regula t ion  Z.
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Paragraphs ( a ) ,  ( b ) ,  ( c ) ,  and (d)  are  i d e n t i c a l  t o  the  l e a s i n g  pro
v i s i o n s  s e t  f o r t h  in  § 2 2 6 . 1 0 ( a ) ,  ( b ) ,  ( g ) ,  and (h) o f  Regulat ion Z, r e s p e c t i v e l y

Section 213.5 -- Advertising.

S e c t i o n  2 1 3 . 6  - -  P r e s e r v a t io n  and i n s p e c t i o n  o f  e v id en ce  o f  c om pl ia nce .

This s e c t i o n  c o n t a i n s  the  r e l e v a n t  po r t io n s  o f  § 2 2 6 . 6 ( i ) o f  Regula
t i o n  Z. The enforcement  g u i d e l i n e s  po r t io n  has not  been in corporated  in t h i s  
s e c t i o n ,  as i t  i s  i n a p p l i c a b l e  t o  l e a s i n g .

S e c t i o n  2 1 3 . 7  — I n c o n s i s t e n t  s t a t e  re qu ir e m e nt s .

This s e c t i o n  i s  unchanged from Regulat ion Z, § 2 2 6 . 6 ( b ) ( 3 ) .  The a d d i 
t i o n  o f  c a p t io n s  t o  paragraphs (a)  and (b) imports no s u b s t a n t i v e  change.

S e c t i o n  2 13 .8  - -  Exemption o f  c e r t a i n  s t a t e  re gu l a t ed  t r a n s a c t i o n s .

This  s e c t i o n  i n c o r p o r a t e s  t h e  l e a s i n g  p r o v i s i o n s  o f  § 226 .12  o f  
Regula t ion  Z wi th no s u b s t a n t i v e  change.

APPENDICES A -  D

Appendix A c o n t a in s  the  procedures  and c r i t e r i a  f o r  s t a t e  exemptions  
from t h e  a c t .  It  has been adopted,  with no s u b s t a n t i v e  a l t e r a t i o n s ,  from 12
CFR § 2 2 6 .8 0 ,  S e c t i o n  I .

Appendix B, procedures  and c r i t e r i a  f o r  Board de ter m in at i ons  regarding  
preempt ion,  c o n t a i n s  no s u b s t a n t i v e  a l t e r a t i o n s  from 12 CFR § 2 2 6 . 8 0 ,  Se c t i o n  I I .

Appendix C c o n t a i n s  model forms and i n s t r u c t i o n s .  The forms are  
unchanged from Regula t ion  Z, though they have been en larg ed  t o  improve t h e i r  
c l a r i t y .  The i n s t r u c t i o n s  t h a t  accompany t h e  forms have only been amended by 
d e l e t i o n  o f  c i t a t i o n s  t o  t h e  r e g u l a t i o n .

As provided in amended § 105(b)  o f  the  a c t ,  use o f  t h e  model forms i s  
not r e q u i r e d ,  but l e s s o r s  u s in g  them proper ly  w i l l  be deemed t o  be in compliance  
wi th  t he  r e g u l a t i o n .  Lessors  may rearrange the  forms wi thout  l o s i n g  the  
p r o t e c t i o n  prov ided by t h e  a c t ;  however,  t he  rearrangement may not be so
e x t e n s i v e  as t o  a f f e c t  t h e  s u b s t a n c e ,  c l a r i t y ,  or meaningful  sequence o f  the
d i s c l o s u r e s .  Any r e v i s i o n s  wi th t h a t  e f f e c t  would de pr iv e  l e s s o r s  o f  t he  
p r o t e c t i o n  from c i v i l  l i a b i l i t y  a f fo rd ed  by t h e  a c t .

In a d d i t i o n  t o  changing t he  format,  l e s s o r s  may d e l e t e  from t h e  model  
forms d i s c l o s u r e s  t h a t  are  i n a p p l i c a b l e  t o  a p a r t i c u l a r  l e a s e  t r a n s a c t i o n .  
Examples o f  ways t o  d e l e t e  i n a p p l i c a b l e  in format ion  in c lu d e  c r o s s i n g  o u t ,  
w h i t i n g  o u t ,  f i l l i n g  in "N/A" (not  a p p l i c a b l e ) ,  checking a box f o r  a p p l i c a b l e  
d i s c l o s u r e s ,  or  c i r c l i n g  a p p l i c a b l e  d i s c l o s u r e s .
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Appendix D c o n t a i n s  a l i s t  o f  f ed era l  a g e n c ie s  r e s p o n s i b l e  for  
e n f o r c i n g  Regula t ion  M.

(3)  Text o f  amendments . Pursuant t o  the  au t h or i t y  granted in 
§ 105 o f  the  Truth in Lending Act as amended by Sec .  605,  Pub. L. 96 -2 21 ,
94 S t a t .  170 (15 U.S.C 1 6 0 4 ) ,  the  Hoard adopts  Regula t ion M (12 CFR Part  213)  
t o  read as f o l l o w s :

PART 213 — CONSUMER LEASING

213.1 General p r o v i s i o n s .

213.2  D e f i n i t i o n s  and r u l e s  o f  c o n s t r u c t i o n .

213 .3  Exempted t r a n s a c t i o n s .

213 .4  D i s c l o s u r e s .

213.5  A d v e r t i s i n g .

213.6  Pr e s e r v a t io n  and i n s p e c t i o n  o f  e v id e n c e  o f  compl iance .

213 .7  I n c o n s i s t e n t  s t a t e  requirements .

2 13 .8  Exenption o f  c e r t a i n  s t a t e  r e g u la t e d  t r a n s a c t i o n s .

Appendix A Procedures and c r i t e r i a  for  s t a t e  exemptions  from t he  Consumer
Leasinq Act .

Appendix B Procedures and c r i t e r i a  for  Board de ter min at ion  regard ing
preemption.

Appendix C Model forms.

Appendix D Federal  enforcement  a g e n c i e s .

S e c t i o n  213.1 — General p r o v i s i o n s .

(a) A u t h o r i t y . This r e g u l a t i o n ,  known as Regula t ion M, i s  i s s u e d  
by the  Board o f  Governors o f  the  Federal  Reserve System t o  implement the  
consumer l e a s i n q  p o r t io n s  o f  t he  Truth in Lending A c t ,  which i s  T i t l e  I o f  the  
Consumer Cred i t  P r o t e c t io n  Act ,  as amended (15 IJ.S.C. 1601 e t  s e q . ) .

(b) Purpose . The purpose o f  t h i s  r e g u l a t i o n  i s  to  as sur e  t h a t  
l e s s e e s  o f  personal  property  are g iven  meaningful  d i s c l o s u r e s  o f  l e a s e  t erms,  
t o  d e l i m i t  the  u l t i m a t e  l i a b i l i t y  o f  l e s s e e s  in l e a s i n g  personal  property  and 
t o  r eq u i re  meaningful  and a c c ur a te  d i s c l o s u r e s  o f  l e a s e  terms in a d v e r t i s i n g .
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( c )  Enforcement and l i a b i l i t y .  S e c t i o n  108 o f  t h e  ac t  c o n t a i n s  the  
a d m i n i s t r a t i v e  enforcement  p r o v i s i o n s .  Se c t i o n s  112,  130,  131,  and 185 o f  t h e  
a c t  co nt a i n  the  l i a b i l i t y  p r o v i s i o n s  f o r  f a i l i n g  t o  comply wi th the  requirements  
o f  the  ac t  and t h i s  r e g u l a t i o n .

(d) I ssuance o f  s t a f f  i n t e r p r e t a t i o n s . (1)  O f f i c i a l s  in the  Board's  
D i v i s i o n  o f  Consumer and Community A f f a i r s  are  aut hor ize d  t o  i s s u e  o f f i c i a l  
s t a f f  i n t e r p r e t a t i o n s  o f  t h i s  r e g u l a t i o n .  O f f i c i a l  s t a f f  i n t e r p r e t a t i o n s  
provide  the  formal p r o t e c t i o n  a f for ded  under § 13 0 ( f )  o f  the  a c t .

(2)  A reques t  f o r  an o f f i c i a l  s t a f f  i n t e r p r e t a t i o n  s h a l l  be in w r i t i n g  
and addressed t o  t h e  D i r e c t o r ,  D i v i s i o n  o f  Consumer and Community A f f a i r s ,  Board 
o f  Governors o f  the  Federal  Reserve System, Washington,  D.C. 20551.  The 
reques t  s h a l l  c on t a i n  a complete  s ta tement  o f  a l l  r e l e v a n t  f a c t s  co ncern ing  the  
i s s u e ,  i n c l u d i n g  c o p i e s  o f  a l l  p e r t i n e n t  documents.

(3)  No s t a f f  i n t e r p r e t a t i o n s  w i l l  be i s s u e d  approving l e s s o r ' s  forms ,  
s t a t e m e n t s ,  c a l c u l a t i o n  t o o l s ,  or methods.  This  r e s t r i c t i o n  does not  apply t o  
forms,  s t a t e m e n t s ,  t o o l s ,  or methods whose use i s  required or s an c t i on e d  by a 
government agency.

S e c t i o n  21 3 .2  - -  D e f i n i t i o n s  and r u l e s  o f  c o n s t r u c t i o n .

(a)  D e f i n i t i o n s . For t he  purposes  o f  t h i s  r e g u l a t i o n ,  u n l e s s  t h e  
c o n t e x t  i n d i c a t e s  o t h e r w i s e ,  t h e  f o l l o w i n g  d e f i n i t i o n s  apply:

"A c t " means t h e  Truth in  Lending Act (15 U.S.C.  1601 e t  s e q . ) .

"A dv er t i se m ent " means any commercial  message in any newspaper,  magazine ,  
l e a f l e t ,  f l y e r  or  c a t a l o g ,  on r a d i o ,  t e l e v i s i o n  or pu b l i c  address  sys tem,  in 
d i r e c t  mail  l i t e r a t u r e  or o t her  p r i n te d  mater ia l  on any i n t e r i o r  or e x t e r i o r  
s ig n  or  d i s p l a y ,  in any window d i s p l a y ,  in any p o i n t - o f - t r a n s a c t i o n  l i t e r a t u r e  
or p r i c e  tag  which i s  d e l i v e r e d  or made a v a i l a b l e  t o  a l e s s e e  or  p r o s p e c t i v e  
l e s s e e  in any manner whatsoever.

"Agr icu ltura l  pur pose" means a purpose r e l a t e d  t o  the  pr od uc t io n ,  
h a r v e s t ,  e x h i b i t i o n ,  market ing ,  t r a n s p o r t a t i o n ,  p r o c e s s i n g ,  or  manufacture o f  
a g r i c u l t u r a l  products  by a natural  person who c u l t i v a t e s ,  p l a n t s ,  pr op ag at e s ,  
or nurtures  t h o s e  a g r i c u l t u r a l  pr od u c t s ,  i n c l u d i n g  but not  l i m i t e d  t o  the  a c q u i 
s i t i o n  o f  personal  property  and s e r v i c e s  used pr i ma r i ly  in farming.  "Agr icul 
tura l  products" i n c lu d e s  a g r i c u l t u r a l ,  h o r t i c u l t u r a l ,  v i t i c u l t u r a l , and dairy  
p r o d u c t s ,  l i v e s t o c k ,  w i l d l i f e ,  p o u l t r y ,  b e e s ,  f o r e s t  pr od uc ts ,  f i s h  and shelly-  
f i s h ,  and any products  t h e r e o f ,  i n c lu d in g  proc ess ed  and manufactured p r o d u c t s ,  
and an> and a l l  product s  ra i s e d  or produced on farms and any proc essed  or manu
fa c t u r e d  products  t h e r e o f .

"Arrange f o r  l e a s e  o f  personal  p r o p e r t y " means t o  provide  or o f f e r  t o  
provide  a l e a s e  which i s  or w i l l  be extended by another person under a b u s i n e s s  
o r  o t he r  r e l a t i o n s h i p  pursuant  t o  which t he  person arrang ing such l e a s e :

(1)  Rece ives  or w i l l  r e c e i v e  a f e e ,  compensat ion,  or o t her  c o n s i d e r a 
t i o n  f o r  such s e r v i c e ;  or
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(2) Has knowledge o f  t h e  l e a s e  terms and p a r t i c i p a t e s  in t h e  prepara
t i o n  o f  the  c o n t r a c t  documents requ ired  in c on ne c t i on  wi th t he  l e a s e .

"Board" r e f e r s  t o  the  Board o f  Governors o f  the  Federal  Reserve
System.

"Consumer l e a s e " means a c o n t r a c t  in t he  form o f  a bai lment  or  l e a s e  
f o r  the  use  o f  personal  property  by a natural  person pr i mar i ly  f o r  p e r s o n a l ,  
f am i ly  or household purposes ,  f o r  a per iod  o f  t ime e xc eed in g  four months,  fo r  
a t o t a l  contra c tu a l  o b l i g a t i o n  not e xc eed in g  $2 5 ,0 0 0 ,  whether or not  t he  l e s s e e  
has the  opt ion  t o  purchase or o t he rw is e  become the  owner o f  t h e  property  at  the  
e x p i r a t i o n  o f  t h e  l e a s e .  I t  does not in c lu d e  a l e a s e  which meets  the  d e f i n i t i o n  
o f  a c r e d i t  s a l e  in Regula t ion  Z, 12 CFR Part 2 2 6 . 2 ( a )  nor does i t  in c lu d e  a l e a s e  
f o r  a g r i c u l t u r a l ,  b u s i n e s s  or commercial  purposes  or one made t o  an o r g a n i z a t i o n .

"Lessee" means a natural  person who l e a s e s  under,  or who i s  o f f e r e d  a 
consumer l e a s e .

"L e s s o r 11 means a person who, in the  ordinary course  o f  b u s i n e s s  regu
l a r l y  l e a s e s ,  o f f e r s  t o  l e a s e ,  or  arranges f o r  t h e  l e a s i n g  o f  personal  property  
under a consumer l e a s e .

"O r g a n iz a t io n " means a c o r p o r a t i o n ,  t r u s t ,  e s t a t e ,  p a r t n e r s h i p ,  
c o o p e r a t i v e ,  a s s o c i a t i o n ,  government,  or governmental  s u b d i v i s i o n ,  agency ,  or  
i n s t r u m e n t a l i t y .

"P e r i o d " means a day,  week,  month,  or  o t her  s u b d i v i s i o n  o f  a y e a r .

"Person11 means a natural  person or an o r g a n i z a t i o n .

"Personal  p r o p e r t y " means any proper ty  which i s  not real  property  
under the  law o f  t h e  s t a t e  where i t  i s  l o c a t e d  a t  the  t ime i t  i s  o f f e r e d  or  
made a v a i l a b l e  f o r  l e a s e .

"Real p r o p e r t y " means property  which i s  real  property  under t he  law 
o f  t he  s t a t e  in which i t  i s  l o c a t e d .

"Real ized v a l u e " means (1)  t h e  p r i c e  r e c e i v e d  by the  l e s s o r  f o r  the  
l e a s e d  property  a t  d i s p o s i t i o n ,  (2)  the  h i g h e s t  o f f e r  f o r  d i s p o s i t i o n ,  or
(3)  t h e  f a i r  market va l ue  at  t h e  end o f  the  l e a s e  term.

"S e c u r i t y  i n t e r e s t " and "s e c u r i t y " mean any i n t e r e s t  in property  
which se cu re s  payment or  performance o f  an o b l i g a t i o n .  The terms i n c l u d e ,  but  
are not l i m i t e d  t o ,  s e c u r i t y  i n t e r e s t s  under t h e  Uniform Commercial Code, real
proper ty  mortgages ,  deeds o f  t r u s t ,  and o t he r  consensual  or  c o n f e s s e d  l i e n s
whether or not recorded,  m e c h a n ic ' s ,  m at e r ia lm an 's ,  a r t i s a n ' s ,  and o t her  s i m i l a r
l i e n s ,  vendor ' s  l i e n s  in both real  and personal  pr op e r ty ,  any l i e n  on property
a r i s i n g  by oper at i on  o f  l aw,  and any i n t e r e s t  in a l e a s e  when used t o  s ecu re
payment or performance o f  an o b l i g a t i o n .

"S t a t e " means any s t a t e ,  t h e  D i s t r i c t  o f  Columbia,  t h e  Commonwealth o f  
Puerto Rico ,  and any t e r r i t o r y  or p o s s e s s i o n  o f  t h e  United S t a t e s .
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"Total  l e a s e  o b l i g a t i o n " eq ua l s  the  t o t a l  o f  (1)  the  scheduled p e r i o d i c  
payments under t he  l e a s e ,  (2)  any nonrefundable cash payment required o f  the  
l e s s e e  or agreed upon by the  l e s s o r  and l e s s e e  or any t r a d e - i n  a l lowance made 
at  consummation,  and (3)  t he  e s t i m a t e d  va lue  o f  t h e  l e a s e d  property  at  the  end 
o f  t h e  l e a s e  term.

"Value a t  consummation" equa l s  the  c o s t  t o  t h e  l e s s o r  o f  the  l e a s e d  
proper ty  i n c l u d i n g ,  i f  a p p l i c a b l e ,  any i n c r e a s e  or  markup by the  l e s s o r  p r i or  
t o  consummation.

(b)  Rules o f  c o n s t r u c t i o n . For purposes  o f  t h i s  r e g u l a t i o n ,  the  
f o l l o w i n g  r u l e s  o f  c o n s t r u c t i o n  apply:

(1)  Unless  the  c o n t e x t  i n d i c a t e s  o t h e r w i s e ,  " l ease" s h a l l  be cons trued  
t o  mean "consumer l e a s e . "

(2)  A t r a n s a c t i o n  s h a l l  be co ns i der ed  consummated a t  the  t ime a con
t r a c t u a l  r e l a t i o n s h i p  i s  c r e a t e d  between the  l e s s o r  and l e s s e e ,  i r r e s p e c t i v e  o f  
t h e  t ime o f  t h e  performance o f  e i t h e r  par t y .

(3)  Capt ions  and c a t c h l i n e s  are  intended  s o l e l y  as a i d s  t o  conven ient  
r e f e r e n c e ,  and no i n f e r e n c e  as  t o  t h e  i n t e n t  o f  any p r o v i s i o n  may be drawn from 
them.

S e c t i o n  2 13 .3  - -  Exempted t r a n s a c t i o n s .

This  r e g u l a t i o n  does not apply t o  l e a s e  t r a n s a c t i o n s  o f  personal  
property which are i n c i d e n t  t o  t h e  l e a s e  o f  real  property  and which provide  
t h a t  (a)  t he  l e s s e e  has no l i a b i l i t y  fo r  the  va lue  o f  t h e  property  a t  t he  end 
o f  the  l e a s e  term e xc ept  f o r  abnormal wear and t e a r ,  and (b)  t h e  l e s s e e  has no 
o p t io n  t o  purchase t h e  l e a s e d  pr ope r ty .

S e c t i o n  2 1 3 . 4  — D i s c l o s u r e s .

(a) General r e qu ir e m e nt s . (1)  Any l e s s o r  s h a l l ,  in accordance with  
t h i s  r e g u l a t i o n  and t o  t h e  e x t e n t  a p p l i c a b l e ,  make t h e  d i s c l o s u r e s  required by 
paragraph (g)  o f  t h i s  s e c t i o n  wi th r e s p e c t  t o  any consumer l e a s e .  Such d i s c l o 
sures  s h a l l  be made c l e a r l y ,  c o n s p i c u o u s l y ,  in meaningful  s equence ,  and in 
accordance wi th t he  f u r t h e r  requirements  o f  t h i s  s e c t i o n .  Al l  numerical  amounts 
and pe rc ent age s  s h a l l  be s t a t e d  in f i g u r e s  and s h a l l  be pr in te d  in not l e s s  
than t h e  e q u i v a l e n t  o f  1 0 - p o in t  t y p e ,  . 075 inch computer t y p e ,  or e l i t e  s i z e  
t y p e w r i t t e n  numerals ,  or s h a l l  be l e g i b l y  handwrit t en .

(2)  D i s c l o s u r e s  s h a l l  be made p r i or  t o  the  consummation o f  the  
l e a s e  on a dated w r i t t e n  s ta te men t  which i d e n t i f i e s  t h e  l e s s o r  and the  l e s s e e ,  
and a copy o f  t he  s ta tement  s h a l l  be g iven t o  the  l e s s e e  at  t h a t  t im e .  Al l  o f  
the  d i s c l o s u r e s  s h a l l  be made t o g e t h e r  on e i t h e r  ( i )  t h e  c o n t r a c t  or o t her  
ins trument  e v id en c i ng  t h e  l e a s e  on t h e  same page and above the  p l ac e  f o r  the  
l e s s e e ' s  s i g n a t u r e ;  or ( i i )  a s e p a r a te  s tatement  which i d e n t i f i e s  the  l e a s e  
t r a n s a c t i o n .
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(3) In any l e a s e  o f  m u l t i p l e  i t e m s ,  the  d e s c r i p t i o n  required by 
paragraph ( g ) ( 1 )  o f  t h i s  s e c t i o n  may be provided on a s ep ar at e  s ta tement  or  
s ta te me nt s  which are  incorp ora ted  by r e f e r e n c e  in the  d i s c l o s u r e  s ta tement  
required  by paragraph (a)  o f  t h i s  s e c t i o n .

(4 )  Al l  d i s c l o s u r e s  required t o  be g iven by t h i s  r e g u l a t i o n  s h a l l  be 
made in the  Engl i sh language e xc ept  in t h e  Commonwealth o f  Puerto Rico ,  where 
d i s c l o s u r e s  may be made in the  Spanish language wi th Engl ish  language d i s c l o 
sures  provided upon t h e  cus tomer ' s  r e q u e s t ,  e i t h e r  in s u b s t i t u t i o n  f o r  the  
Spanish d i s c l o s u r e s  or as a d d i t i o n a l  in format ion in accordance wi th paragraph 
(b) o f  t h i s  s e c t i o n .

(b) Addi t iona l  i n f o r m a t i o n . At the  l e s s o r ' s  o p t i o n ,  a d d i t io n a l  
in format ion  or e x p l a n a t i o n s  may be su pp l i ed  wi th any d i s c l o s u r e  required by 
t h i s  r e g u l a t i o n ,  but none s h a l l  be s t a t e d ,  u t i l i z e d ,  or p laced so as t o  mis l ead  
or c on fu s e  t h e  l e s s e e  or c o n t r a d i c t ,  obs cur e ,  or  d e t r a c t  a t t e n t i o n  from t h e  
in format ion  required  t o  be d i s c l o s e d .  Any l e s s o r  who e l e c t s  t o  make d i s c l o s u r e s  
s p e c i f i e d  in any p r o v i s i o n  o f  s t a t e  law which,  under § 2 1 3 . 7  o f  t h i s  r e g u l a t i o n ,  
i s  i n c o n s i s t e n t  wi th t h e  requirements  o f  the  a c t  and t h i s  r e g u l a t i o n  may - 

(1)  Make such i n c o n s i s t e n t  d i s c l o s u r e s  on a s e p ar at e  paper apart
from the  d i s c l o s u r e s  made pursuant  t o  t h i s  r e g u l a t i o n ;  or

(2) Make such i n c o n s i s t e n t  d i s c l o s u r e s  on t h e  same s ta te ment  on 
which d i s c l o s u r e s  required by t h i s  r e g u l a t i o n  are made, provided:

( i )  All d i s c l o s u r e s  required by t h i s  r e g u l a t i o n  appear s e p a r a t e l y  and 
above any o t h e r  d i s c l o s u r e s ,

( i i )  D i s c l o s u r e s  required by t h i s  r e g u l a t i o n  are  i d e n t i f i e d  by a 
c l e a r  and consp icuous  heading i n d i c a t i n g  t h a t  they are  made in compliance  with  
f e d e r a l  law,  and

( i i i )  Al l  i n c o n s i s t e n t  d i s c l o s u r e s  appear s e p a r a t e l y  and below a 
consp icuous  demarcat ion l i n e ,  and are  i d e n t i f i e d  by a c l e a r  and consp icuous  
heading i n d i c a t i n g  t h a t  t h e  s ta t em ent s  made t h e r e a f t e r  are i n c o n s i s t e n t  wi th  
t h e  d i s c l o s u r e  requirements  o f  the  f ed er a l  Consumer Leasing Act.

( c)  Mul t ip le  l e s s o r s ;  m u l t i p l e  l e s s e e s . When a t r a n s a c t i o n  i n v o l v e s  
more than one l e s s o r ,  only one l e s s o r  need make t h e  d i s c l o s u r e s  required  by 
t h i s  r e g u l a t i o n ,  and t h e  one t h a t  d i s c l o s e s  s h a l l  be t h e  one chosen by t he  
l e s s o r s .  When a l e a s e  i n v o l v e s  more than one l e s s e e ,  the  d i s c l o s u r e s  may
be made t o  any l e s s e e  who i s  pr i mar i ly  l i a b l e  on the  l e a s e .

(d) Unknown in format ion  e s t i m a t e . I f ,  a t  the  t ime d i s c l o s u r e s  must 
be made, an amount or o th er  i tem o f  in form at ion  required t o  be d i s c l o s e d ,  or  
needed t o  determine a requ ired  d i s c l o s u r e ,  i s  unknown or not  a v a i l a b l e  t o  t he  
l e s s o r  and the  l e s s o r  has made a rea son abl e  e f f o r t  t o  a s c e r t a i n  i t ,  t h e  l e s s o r  
may use  an e s t i m a t e d  amount or an approximat ion o f  t h e  i n fo r m a t i o n ,  provided  
t h e  e s t i m a t e  or approximat ion i s  c l e a r l y  i d e n t i f i e d  as such,  i s  r e a s o n a b l e ,  i s  
based on t h e  b e s t  in format ion a v a i l a b l e  t o  t h e  l e s s o r ,  and i s  not  used f o r  t h e



§ 213.4 -  10 -

purpose o f  c i rcumventing  or evading the  d i s c l o s u r e  requirements  o f  t h i s  r e g u l a 
t i o n .  Notwi ths tanding  t h e  requirement o f  t h i s  paragraph t h a t  the  e s t i m a t e  be 
based on the  be s t  in format ion a v a i l a b l e ,  a l e s s o r  i s  not precluded in a pur
chas e  opt ion  l e a s e  from un d er s t a t i n g  the  e s t im at e d  va lue  o f  the  l e a s e d  property  
at  the  end o f  the  term in computing the  t o t a l  l e a s e  o b l i g a t i o n  as  required in 
paragraph ( g ) ( 1 5 ) ( i )  o f  t h i s  s e c t i o n .

( e )  E f f e c t  o f  subsequent  o c c u r r e n c e . I f  in format ion  required t o  be 
d i s c l o s e d  in accordance with t h i s  r e g u l a t i o n  i s  subsequent ly  rendered i n ac cu ra t e  as  
a r e s u l t  o f  any a c t ,  oc c ur re nc e ,  or agreement subsequent  t o  the  d e l i v e r y  o f  the  
required d i s c l o s u r e s ,  t he  inaccuracy r e s u l t i n g  there from does not c o n s t i t u t e  a 
v i o l a t i o n  o f  t h i s  r e g u l a t i o n .  U

( f )  Leap y e a r . Any va r iance  in any term required under t h i s  r e g u la 
t i o n  t o  be d i s c l o s e d ,  or s t a t e d  in any a d v e r t i s e m e n t ,  which occurs  by reason o f  
t h e  a d d i t i o n  o f  February 29 in each l eap  y e a r ,  may be d i s r e g a r d e d ,  and such 
term may be d i s c l o s e d  or s t a t e d  wi thout  regard t o  such va r ia n c e .

(g)  S p e c i f i c  d i s c l o s u r e  re qui rem ent s . In any l e a s e  s u b j e c t  t o  t h i s  
s e c t i o n ,  the  f o l l o w i n g  i t e m s ,  as a p p l i c a b l e ,  s h a l l  be d i s c l o s e d :

(1)  A b r i e f  d e s c r i p t i o n  o f  the  l e a s e d  pr op e r ty ,  s u f f i c i e n t  t o  i d e n t i f y  
t h e  property  t o  the  l e s s e e  and l e s s o r .

(2)  The t o t a l  amount o f  any payment,  such as a refundable  s e c u r i t y  
d e p o s i t  paid by c a s h ,  check or s i m i l a r  means,  advance payment,  c a p i t a l i z e d  c o s t  
r e du c t i on  or any t r a d e - i n  a l l o w a n c e ,  a p p r o p r i a te l y  i d e n t i f i e d ,  t o  be paid by 
t he  l e s s e e  a t  consummation o f  t h e  l e a s e .

(3)  The number, amount,  and due d at e s  or  per iods  o f  payments scheduled  
under t he  l e a s e  and t h e  t o t a l  amount o f  such p e r i o d i c  payments.

(4)  The t o t a l  amount paid or payable  by t h e  l e s s e e  during t he  l e a s e  
term f o r  o f f i c i a l  f e e s ,  r e g i s t r a t i o n ,  c e r t i f i c a t e  o f  t i t l e ,  l i c e n s e  f e e s ,  or  
t a x e s .

(5 )  The t o t a l  amount o f  a l l  o th er  c h a r g e s ,  i n d i v i d u a l l y  i t e m i z e d ,  
payable by the  l e s s e e  t o  t h e  l e s s o r ,  which are  not  inc luded in the  p e r i o d i c  
payments .  This t o t a l  i n c l u d e s  the  amount o f  any l i a b i l i t i e s  t h e  l e a s e  imposes  
upon the  l e s s e e  a t  t h e  end o f  t h e  t erm,  but e xc lu d es  t h e  p o t e n t i a l  d i f f e r e n c e  
between the  e s t i ma te d  and r e a l i z e d  v a l u e s ,  required  t o  be d i s c l o s e d  under 
paragraph ( g ) (13) o f  t h i s  s e c t i o n .

1 /  Such a c t s ,  o c c u r r e n c e s ,  or agreements  in c lu d e  the  f a i l u r e  o f  the  l e s s e e  t o  
perform h i s  o b l i g a t i o n s  under t h e  c o n t r a c t  and such a c t i o n s  by the  l e s s o r  
as may be proper t o  p r o t e c t  h i s  i n t e r e s t s  in such c i r c u m s ta n c e s .  Such 
f a i l u r e  may r e s u l t  in t he  l i a b i l i t y  o f  t h e  l e s s e e  t o  pay de l inquency  c h a r g e s ,  
c o l l e c t i o n  c o s t s ,  or expenses  o f  t he  l e s s o r  f o r  p e r f e c t i o n  or a c q u i s i t i o n  
of  any s e c u r i t y  i n t e r e s t  or amounts advanced by the  l e s s o r  on b e h a l f  o f  the  
l e s s e e  in connnect ion  wi th i n s u r a n c e ,  r e pa ir s  t o ,  or  pr e s e r v a t io n  o f  l e a s e d  
proper ty .
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(6)  A b r i e f  i d e n t i f i c a t i o n  o f  insurance  in conn ec t io n  wi th t h e  l e a s e  
i n c l u d i n g  ( i )  i f  provided or paid f o r  by t h e  l e s s o r ,  the  t ype s  and amounts o f  
cove rag es  and c o s t  t o  t h e  l e s s e e ,  or ( i i )  i f  not  provided or paid f o r  by t he  
l e s s o r ,  t he  t yp e s  and amounts o f  coverages  required o f  the  l e s s e e .

(7)  A s ta te ment  i d e n t i f y i n g  any e xp re ss  w ar r an t i e s  or gua rantees  
a v a i l a b l e  t o  t he  l e s s e e  made by t h e  l e s s o r  or manufacturer wi th  r e sp e c t  t o  the  
l e a s e d  prope r ty .

(8)  An i d e n t i f i c a t i o n  o f  the  party r e s p o n s i b l e  f o r  m ain ta in in g  or 
s e r v i c i n g  the  l e a s e d  proper ty  t o g e t h e r  wi th a b r i e f  d e s c r i p t i o n  o f  t h e  r e s p o n s i 
b i l i t y ,  and a s ta tement  o f  re ason able  s tandards  f o r  wear and u s e ,  i f  the  l e s s o r  
s e t s  such s ta nd ar ds .

(9)  A d e s c r i p t i o n  o f  any s e c u r i t y  i n t e r e s t ,  o t her  than a s e c u r i t y  
d e p o s i t  d i s c l o s e d  under paragraph ( g ) ( 2 )  o f  t h i s  s e c t i o n ,  he ld  or t o  be r e ta i n e d  
by t he  l e s s o r  in  c on ne c t i on  wi th  t h e  l e a s e  and a c l e a r  i d e n t i f i c a t i o n  o f  the  
proper ty  t o  which t h e  s e c u r i t y  i n t e r e s t  r e l a t e s .

(10)  The amount or  method o f  de termin ing  the  amount o f  any pena l ty  
or o t he r  charge f o r  d e l in q u e n c y ,  d e f a u l t ,  or  l a t e  payments.

(11)  A s ta tement  o f  whether or not t h e  l e s s e e  has t he  opt ion  t o  
purchase  t h e  l e a s e d  property  and,  i f  a t  t he  end o f  t h e  l e a s e  t erm,  at  what  
p r i c e ,  and, i f  p r i o r  t o  t h e  end o f  t h e  l e a s e  term,  a t  what t i m e ,  and t h e  pr i c e  
or method o f  de termin ing  t h e  p r i c e .

(12) A s ta te ment  o f  t h e  c o n d i t i o n s  under which t he  l e s s e e  or l e s s o r  
may term in ate  t h e  l e a s e  p r i o r  t o  t h e  end o f  t h e  l e a s e  term and the  amount or 
method o f  determin ing t h e  amount o f  any pen a l ty  or o t he r  charge f o r  e a r l y  
t e r m i n a t i o n .

(13)  A s ta te ment  t h a t  t h e  l e s s e e  s h a l l  be l i a b l e  f o r  t he  d i f f e r e n c e  
between t h e  e s t i m a t e d  v a lu e  o f  t h e  property  and i t s  r e a l i z e d  va lue  at  e a r l y  
t er m in a t i o n  or  t he  end o f  t h e  l e a s e  term,  i f  such l i a b i l i t y  e x i s t s .

(14)  Where t h e  l e s s e e ' s  l i a b i l i t y  a t  e a r l y  t e r m in at io n  or a t  t h e  end 
o f  t h e , l e a s e  term i s  based on t h e  e s t i m a t e d  va lue  o f  t h e  l e a s e d  pr op e r ty ,  a 
s ta te ment  t h a t  t h e  l e s s e e  may ob ta in  a t  the  end o f  t he  l e a s e  term or a t  e a r l y  
t e r m i n a t i o n ,  a t  t he  l e s s e e ' s  e x p e n s e ,  a p r o f e s s i o n a l  appra i sa l  o f  t he  value  
which could be r e a l i z e d  at  s a l e  o f  t h e  l e a s e d  property  by an independent  t h i r d  
party  agreed t o  by the  l e s s e e  and the  l e s s o r ,  which ap pra i s a l  s h a l l  be f i n a l  
and binding on t h e  p a r t i e s .

(15)  Where t h e  l e s s e e ' s  l i a b i l i t y  a t  the  end o f  the  l e a s e  term i s  
based upon t h e  e s t i m a t e d  va lue  o f  t h e  l e a s e d  proper ty :

( i )  The va lue  o f  t he  property  a t  consummation o f  the  l e a s e ,  the  
i t e m iz e d  t o t a l  l e a s e  o b l i g a t i o n  a t  t h e  end o f  the  l e a s e  t erm,  and t h e  d i f f e r e n c e  
between them.
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( i i )  That t h e r e  i s  a r e b u t t a b l e  presumption t h a t  the  e s t i ma te d  value  
o f  t h e  l e a s e d  property  a t  t h e  end o f  t h e  l e a s e  term i s  unreasonable  and not in 
good f a i t h  t o  t h e  e x t e n t  t h a t  i t  exceeds  t he  r e a l i z e d  value  by more than t h r ee  
t im es  the  average payment a l l o c a b l e  t o  a monthly pe r io d ,  and t h a t  the  l e s s o r  
cannot  c o l l e c t  the  amount o f  such e x c e s s  l i a b i l i t y  u n l e s s  the  l e s s o r  br in gs  a 
s u c c e s s f u l  a c t i o n  in court  in which t h e  l e s s o r  pays t h e  l e s s e e ' s  a t t o r n e y ' s  
f e e s ,  and t h a t  t h i s  p r o v i s i o n  regard ing the  presumption and a t t o r n e y ' s  f e e s  does  
not apply t o  t he  e x t e n t  the  e x c e s s  o f  e s t i m a t e d  va lue  over  r e a l i z e d  value  i s  
due t o  unreasonable  wear or u s e ,  or e x c e s s i v e  use .

( i i i )  A s ta tement  t h a t  t h e  requirements  o f  paragraph ( g ) ( 1 5 ) ( i i )  o f  
t h i s  s e c t i o n  do not prec lude  the  r ig h t  o f  a w i l l i n g  l e s s e e  t o  make any mutual ly  
a g r e ea b le  f i n a l  adjustment  regard ing  such e x c e s s  l i a b i l i t y .

(h) R en e g o t ia t i o n s  or e x t e n s i o n s . I f  any e x i s t i n g  l e a s e  i s  renego
t i a t e d  or ex ten de d ,  such r e n e g o t i a t i o n  or e x t e n s i o n  s h a l l  be co ns i der ed  a new 
l e a s e  s u b j e c t  t o  the  d i s c l o s u r e  requirements  o f  t h i s  r e g u l a t i o n ,  except  t h a t  the  
requirements  o f  t h i s  paragraph s h a l l  not  apply t o  (1)  a l e a s e  o f  m u l t i p l e  i tems  
where a new i t e m (s )  i s  provided or a p r e v i o u s l y  l e a s e d  i t e m (s )  i s  re turned ,  and 
the  average payment a l l o c a b l e  t o  a monthly per iod  i s  not  changed by more than 
25 per  c e n t ,  or  (2)  a l e a s e  which i s  extended f o r  not more than 6 months on a 
month-to-month b a s i s  or o t h e r w is e .

S e c t i o n  2 1 3 . 5  — A d v e r t i s i n g .

(a)  General r u l e . No a dv er t i s em en t  t o  a i d ,  promote,  or a s s i s t  
d i r e c t l y  or i n d i r e c t l y  any consumer l e a s e  may s t a t e  t h a t  a s p e c i f i c  l e a s e  o f  
any property  at  s p e c i f i c  amounts or terms i s  a v a i l a b l e  u n l e s s  t h e  l e s s o r  us ua l ly  
and cus tom ar i ly  l e a s e s  or w i l l  l e a s e  such property  at  t h o s e  amounts or t erms .

(b) Catalogs  and mul t i -p ag e  a d v e r t i s e m e n t s . I f  a c a t a l o g  or o ther  
m u l t i p l e - p a g e  ad ve r t i se me nt  s e t s  f o r t h  or  g i v e s  in format ion  in s u f f i c i e n t  d e t a i l  
t o  permit  de t erm in at i on  o f  the  d i s c l o s u r e s  required by t h i s  s e c t i o n  in a t a b l e  
or s c hed ul e  o f  l e a s e  t erm s ,  such c a t a l o g  or m u l t i p l e - p a g e  adver t i sement  s h a l l
be c on s id er e d  a s i n g l e  adv er t i sement  provided

(1) The t a b l e  or schedule  and t he  d i s c l o s u r e s  made t h e r e i n  are  s e t  
f o r t h  c l e a r l y  and c o n s p i c u o u s ly ;  and

(2 )  Any s ta tement  o f  l e a s e  terms appearing in any p l a c e  o t her  than  
in t h a t  t a b l e  or  s c he dul e  o f  l e a s e  terms c l e a r l y  and c on s p i cu ou s ly  r e f e r s  t o  
t h e  page or pages on which t h a t  t a b l e  or sche dule  appears ,  u n l e s s  t h a t  s ta tement  
c f i s c l o s e s  a l l  o f  t he  l e a s e  terms required  t o  be s t a t e d  under t h i s  s e c t i o n .

( c )  Terms t h a t  requ ire  a d d i t i o n a l  i n f o r m a t i o n . No adver t i se men t  to  
a i d ,  promote,  or  a s s i s t  d i r e c t l y  or  i n d i r e c t l y  any consumer l e a s e  sh a l l  s t a t e  
t h e  amount o f  any payment,  the  number o f  required payments ,  or t h a t  any or  no 
downpayment or o t he r  payment i s  required a t  consummation o f  t h e  l e a s e  u n l e s s  
t h e  adver t i se men t  a l s o  s t a t e s  c l e a r l y  and c on s p i cu ou s ly  each o f  t he  f o l l o w i n g  
i t ems  o f  informat ion as a p p l i c a b l e :
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(1) That t he  t r a n s a c t i o n  a d v e r t i s e d  i s  a l e a s e .

(2)  The t o t a l  amount o f  any payment such as a s e c u r i t y  d e p o s i t  or 
c a p i t a l i z e d  c o s t  red uct ion  required a t  the  consummation o f  the  l e a s e ,  or th at  
no such payments are re qu ired .

(3 )  The number, amounts,  due d at e s  or pe r io d s  o f  s cheduled payments,  
and t h e  t o t a l  o f  such payments under the  l e a s e .

(4)  A s ta tement  o f  whether or not the  l e s s e e  has t h e  op t io n  t o  pur
chase  t h e  l e a s e d  property  and a t  what p r i c e  and t ime .  The method o f  de termining
t h e  p r i c e  may be s u b s t i t u t e d  fo r  d i s c l o s u r e  o f  the  p r i c e .

(5)  A s ta t ement  o f  t h e  amount or method o f  de termining the  amount
o f  any l i a b i l i t i e s  t h e  l e a s e  imposes upon t he  l e s s e e  a t  t h e  end o f  the  term and 
a s ta tement  t h a t  t h e  l e s s e e  s h a l l  be l i a b l e  f o r  t h e  d i f f e r e n c e ,  i f  any,  between  
t h e  e s t i m a t e d  va lue  o f  the  l e a s e d  property  and i t s  r e a l i z e d  va lue  a t  the  end o f  
th e  l e a s e  term,  i f  the  l e s s e e  has such l i a b i l i t y .

(d) M ul t ip l e  i tem l e a s e s ;  merchandise t a g s . I f  a merchandise  tag  
f o r  an item normally inc lu de d  in a m u l t i p l e  i tem l e a s e  s e t s  f o r t h  information  
which would r eq ui re  a d d i t i o n a l  d i s c l o s u r e s  under paragraph (c )  o f  t h i s  s e c t i o n ,  
such merchandise  t a g  need not co nt a in  such ad d i t io n a l  d i s c l o s u r e s ,  provided i t  
c l e a r l y  and c o n s p i cu o u s ly  r e f e r s  t o  a s ig n  or d i s p l a y  which i s  prominent ly  
pos ted in t h e  l e s s o r ' s  showroom. Such s ig n  or d i s p l a y  s h a l l  cont a in  a t a b l e  
or sche dul e  o f  t h o s e  i tems  o f  in format ion  t o  be d i s c l o s e d  under paragraph (c)  
o f  t h i s  s e c t i o n .

Se c t io n  2 1 3 .6  — Pr e s e r v a t io n  and i n s p e c t i o n  o f  e v i d en ce  o f  co m p l ia nc e .

(a)  Evidence o f  compliance wi th t h e  requirements  imposed under t h i s  
r e g u l a t i o n ,  o t he r  than a d v e r t i s i n g  requirements  under § 2 1 3 . 5 ,  s h a l l  be preserved  
by t h e  l e s s o r  f o r  a per iod  o f  not  l e s s  than 2 y e a r s  a f t e r  t h e  date  such d i s c l o 
sur e  i s  required  t o  be made.

(b)  Each l e s s o r  s h a l l ,  when d i r e c t e d  by t h e  appr opr ia te  ad m in i s tr a 
t i v e  enforcement  a u t h o r i t y  d e s ig n a te d  in  § 108 o f  t h e  a c t ,  permit  t h a t  au t h o r i t y  
or i t s  duly aut hor ize d  r e p r e s e n t a t i v e  t o  i n s p e c t  i t s  r e l e v a n t  records  and ev idence  
o f  compliance  wi th t h i s  r e g u l a t i o n .

Se c t i o n  2 1 3 .7  - -  I n c o n s i s t e n t  s t a t e  r e qu ire m en ts .

(a)  Preemption. A s t a t e  law which i s  s i m i l a r  in n a t u r e ,  purpose ,  
s c o p e ,  i n t e n t ,  e f f e c t ,  or r e q u i s i t e s  t o  a s e c t i o n  o f  chapter  5 o f  t h e  a c t  i s  
not i n c o n s i s t e n t  wi th t h e  a c t  or t h i s  r e g u l a t i o n  wi t h in  the  meaning o f  § 186(a)  
o f  the  a c t  i f  t h e  l e s s o r  can comply wi th t h e  s t a t e  l*aw wi thout  v i o l a t i n g  t h i s  
r e g u l a t i o n .  I f  a l e s s o r  cannot  comply wi th a s t a t e  law wi thout  v i o l a t i n g  a 
p r o v i s i o n  o f  t h i s  r e g u l a t i o n  which implements a s e c t i o n  o f  chapter  5 o f  t h e  
a c t ,  such s t a t e  law i s  i n c o n s i s t e n t  wi th  the  requirements  o f  t h e  a c t  and t h i s  
r e g u l a t i o n  w i t h in  t h e  meaning o f  § 186(a)  o f  t h e  a c t  and i s  preempted.



§ 213.8 - 14 -

(b)  Procedures . A s t a t e ,  through i t s  governor ,  a t to r n e y  general  , 
or  o t he r  appr opr ia te  o f f i c i a l  having primary enforcement  or i n t e r p r e t a t i v e  
r e s p o n s i b i l i t i e s  f o r  i t s  consumer l e a s i n g  law,  may apply t o  the  Board f o r  a 
de te r m in a t io n  t h a t  t h e  s t a t e  law o f f e r s  g r e a t e r  p r o t e c t i o n  and b e n e f i t  to  
l e s s e e s  than a comparable p r o v i s i o n ( s )  o f  cha pt er  5 o f  the  ac t  and i t s  imple 
menting p r o v i s i o n ( s )  in t h i s  r e g u l a t i o n ,  or i s  o t he rw is e  not  i n c o n s i s t e n t  with  
ch a pt e r  5 o f  t he  a c t  and t h i s  r e g u l a t i o n ,  or f o r  a de ter min at io n  wi th  r e sp e c t  
t o  any i s s u e s  not  c l e a r l y  covered by paragraph (a)  o f  t h i s  s e c t i o n  as t o  the  
c o n s i s t e n c y  or i n c o n s i s t e n c y  o f  a s t a t e  law wi th  ch a pt e r  5 o f  the  ac t  or i t s  
implementing p r o v i s i o n s  in t h i s  r e g u l a t i o n .

S e c t i o n  2 13 .8  — Exemption o f  c e r t a i n  s t a t e  re g u l a te d  t r a n s a c t i o n s .

(a)  Exemption fo r  s t a t e  r e g u la t e d  t r a n s a c t i o n s . In accordance with  
t he  p r o v i s i o n s  o f  Appendix A t o  Regula t ion  M, any s t a t e  may make a p p l i c a t i o n  
t o  t h e  Board f o r  exemption o f  any c l a s s  o f  t r a n s a c t i o n s  wi t h i n  t h e  s t a t e  from 
t he  requirements  o f  ch a pt e r  5 o f  the  ac t  and t h e  corresponding  p r o v i s i o n s  o f  
t h i s  r e g u l a t i o n ,  provided t h a t

(1)  The Board de termines  t h a t  under t he  law o f  t h a t  s t a t e ,  t h a t  
c l a s s  o f  t r a n s a c t i o n s  i s  s u b j e c t  t o  requirements  s u b s t a n t i a l l y  s i m i l a r  t o  t h os e  
imposed under chapter  5 o f  the  a c t  and the  corresponding  p r o v i s i o n s  o f  t h i s  
r e g u l a t i o n ;  or t he  l e s s e e  i s  a f for de d  g r e a t e r  p r o t e c t i o n  and b e n e f i t  than i s  
a f fo r d e d  under chapter  5 o f  t he  a c t ,  and

(2) There i s  adequate p r o v i s i o n  f o r  enforcement .

(b) Procedures and c r i t e r i a . The procedures  and c r i t e r i a  under 
which a s t a t e  may apply f o r  t he  de t erm in at i on  provided fo r  in paragraph (a)  o f  
t h i s  s e c t i o n  are  s e t  f o r t h  in Appendix A t o  Regula t ion  M.

( c )  C i v i l  l i a b i l i t y . In order t o  as s ur e  t h a t  t h e  concurrent  
j u r i s d i c t i o n  o f  f ed era l  and s t a t e  c o u r t s  c r e a t e d  in §§ 130(e)  and 185 (c )  o f  the  
a c t  s h a l l  c o n t in u e  t o  have s u b s t a n t i v e  p r o v i s i o n s  t o  which such j u r i s d i c t i o n  
s h a l l  a pp l y ,  and g e n e r a l l y  t o  a id  in implementing the  ac t  wi th r e s p e c t  t o  any 
c l a s s  o f  t r a n s a c t i o n s  exempted pursuant  to  paragraph (a)  o f  t h i s  s e c t i o n  and 
Appendix A, t h e  Board pursuant  t o  §§ 105 and 186(b)  o f  t he  a c t  hereby p r e s c r i b e s  
t h a t

(1)  No such exemptions  s h a l l  be deemed t o  extend t o  the  c i v i l  
l i a b i l i t y  p r o v i s i o n s  o f  §§ 130,  131,  and 185 o f  the  a c t ;  and

(2) Af ter  an exemption has been gr anted ,  t h e  d i s c l o s u r e  requirements  
o f  the  a p p l i c a b l e  s t a t e  law s h a l l  c o n s t i t u t e  t h e  d i s c l o s u r e  requirements  o f  t h e  
a c t ,  e x c ep t  to  t h e  e x t e n t  t h a t  such s t a t e  law imposes d i s c l o s u r e  requirements  
not imposed by the  a c t .  Information required  under such s t a t e  law wi th  t h e  
e x c e p t i o n  o f  t h o s e  p r o v i s i o n s  which impose d i s c l o s u r e  requirements  not  imposed 
by the  ac t  s h a l l ,  a c c o r d i n g l y ,  c o n s t i t u t e  a "requirement imposed" under chapter  
5 o f  the  ac t  f o r  the  purpose o f  § 1 3 0 ( a ) .
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APPENDIX A — PROCEDURES AND CRITERIA FOR STATE EXEMPTIONS FROM THE CONSUMER 
LEASING ACT

(a) A p p l i c a t i o n . Any s t a t e  may make ap p l i ca t on  t o  the  Board, pur
suant  t o  the  terms o f  t h i s  appendix and the  Board's Rules o f  Procedure (12 CFR 
Part  2 6 2 ) ,  f o r  a de ter min at io n  t h a t  under t h e  laws o f  t h e  s t a t e ,  1 /  "consumer 
l e a s e "  t r a n s a c t i o n s  as provided in § 181(1)  o f  t h e  ac t  and § 2 1 3 . 1  o f  t h i s  
r e g u l a t i o n ,  w i t h i n  th a t  s t a t e  are s u b j e c t  t o  requirements  which are s u b s t a n t i a l l y  
s i m i l a r  t o  t h o s e  imposed under chapter  5 o f  t h e  a c t  2 /  or which provide  g r e a te r  
p r o t e c t i o n  and b e n e f i t  t o  l e s s e e s  than t h o s e  provided under chapter  5 ,  and th at  
t h e r e  i s  adequate p r o v i s i o n  for  enforcement  o f  such requirements .  Such a p p l i 
c a t i o n  s h a l l  be made by l e t t e r  addressed  t o  the  Board s ign ed  by the  governor ,  
the  a t to r ne y  g e n e r a l ,  or any o f f i c i a l  o f  t h e  s t a t e  having r e s p o n s i b i l i t i e s  
under the  s t a t e  laws which are a p p l i c a b l e  t o  t he  r e l e v a n t  c l a s s  o f  t r a n s a c t i o n s .

(b) Support ing documents. The a p p l i c a t i o n  s h a l l  be accompanied by:

(1) A copy o f  t he  f u l l  t e x t  o f  t h e  laws o f  t h e  s t a t e  which are  
c la imed by t he  a p p l i c a n t  t o  impose requirements  s u b s t a n t i a l l y  s i m i l a r  t o  t h o s e  
imposed under chapter  5 o r  t o  provide  g r e a t e r  p r o t e c t i o n  and b e n e f i t  t o  l e s s e e s  
than does c h a p t e r  5 wi th  r e sp e c t  t o  "consumer l ea se "  t r a n s a c t i o n s  as de f in e d  in  
§ 213 .2  o f  t h i s  r e g u l a t i o n .

(2)  A comparison o f  each requirement  o f  s t a t e  law wi th t h e  c o r r e s 
ponding requirement  o f  ch apter  5,  t o g e t h e r  wi th  reasons  t o  support  t h e  c la im  
t h a t  the  requirements  o f  s t a t e  law are s u b s t a n t i a l l y  s i m i l a r  t o  or provide  
g r e a t e r  p r o t e c t i o n  and b e n e f i t  t o  l e s s e e s  than requirements  o f  cha pt er  5 wi th  
r e s p e c t  t o  t h e  c l a s s  o f  consumer l e a s e  t r a n s a c t i o n s .  I t  s h a l l  a l s o  demonstrate  
t h a t  any d i f f e r e n c e s  are  not i n c o n s i s t e n t  wi th  and do not r e s u l t  in  a diminut ion  
in  t h e  p r o t e c t i o n  and b e n e f i t  a f for de d  l e s s e e s  under chapter  5 and s t a t e  t h a t  
t h e r e  are no o t he r  s t a t e  laws which,  due t o  t h e i r  r e l a t i o n s  t o  t h e  s t a t e  law 
under c o n s i d e r a t i o n ,  should be c on s id ere d  by the  Board in making i t s  de termi 
n a t io n .

(3)  A copy o f  the  f u l l  t e x t  o f  the  laws o f  the  s t a t e  which provide  
f o r  enforcement  o f  the  s t a t e  laws r e f e r r e d  t o  in paragraph ( b ) ( 1 )  o f  t h i s  
appendix.

(4)  A comparison o f  the  p r o v i s i o n s  o f  s t a t e  law wi th the  p r o v i s i o n s  
o f  §§ 108,  112,  130,  131,  1 8 3 ( a ) ,  1 8 3 ( b ) ,  and 185 o f  t h e  a c t ,  t o g e t h e r  wi th  
reasons  t o  support  t h e  c la im t h a t  such s t a t e  laws prov ide  f o r

1J  Any r e f e r e n c e  t o  s t a t e  law in t h i s  appendix i n c lu d e s  a re fe r e nc e  t o  any 
r e g u l a t i o n s  which implement s t a t e  law and formal i n t e r p r e t a t i o n s  t h e r e o f  by 
a court  o f  competent  j u r i s d i c t i o n  or a duly aut hor ize d  agency o f  t h a t  s t a t e .

2 /  Any r e f e r e n c e  in t h i s  appendix t o  c h a p t e r  5 o f  t h e  a c t  or any s e c t i o n  t h e r e o f  
in c lu d e s  a r e f e r e n c e  t o  the  implementing p r o v i s i o n s  o f  t h i s  r e g u l a t i o n  and 
t h e  Board's  formal i n t e r p r e t a t i o n s  t h e r e o f .
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( i )  A d mi n i s tr a t iv e  enforcement  o f  the  s t a t e  laws r e fe r r ed  t o  in  
paragraph ( b ) ( 1 )  o f  t h i s  appendix which i s  e q u i v a l e n t  t o  the enforcement  pro
v ided under § 108 o f  the  a c t ;

( i i )  Criminal  l i a b i l i t y  fo r  w i l l f u l  and knowinq v i o l a t i o n  o f  the
s t a t s  law wi th p e n a l t i e s  s u b s t a n t i a l l y  s i n i l a r  t o  t hos e  pre sc r ib e d  under
§ 112 o f  the  a c t ,  e xc ep t  t h a t  more se v er e  p e n a l t i e s  may be provided;

( i i i )  C i v i l  l i a b i l i t y  fo r  f a i l u r e  t o  comply wi th the  requirements  o f
t h e  s t a t e  law,  i n c lu d in g  c l a s s  a c t i o n  l i a b i l i t y ,  which i s  s u b s t a n t i a l l y  s i m i l a r
to  t h a t  provided under §§ 130,  131,  185(h)  o f  t h e  a c t ,  ex cept  t h a t  more s e v er e
p e n a l t i e s  may be provided;

( i v )  In l e a s e s  where the l e s s e e ' s  l i a b i l i t y  at  the  end o f  the  l e a s e  
term i s  based on the  e s t i m a t e d  va lue  o f  the  l e a s e d  pr op e r ty ,  a l i m i t a t i o n  on 
th e  l e s s e e ' s  l i a b i l i t y  a t  the  end o f  the  l e a s e  term s u b s t a n t i a l l y  s i m i l a r  to  
t h a t  provided by § 183(a)  o f  the  a c t ,  ex cept  t h a t  a s t r i c t e r  l i m i t a t i o n  may be 
prov ided;

(v )  A p r o v i s i o n  p r e s c r i b i n g  t h a t  a l l  p e n a l t i e s  and o t her  charges  for  
de l in q u e n c y ,  d e f a u l t  or e a r l y  t er m in a t i o n  s p e c i f i e d  in the  l e a s e  must be reason
a b l e  s u b s t a n t i a l l y  s i m i l a r  t o  that  provided in § 183(b) o f  the  a c t ,  e xc ept  that  
a s t r i c t e r  p r o v i s i o n  may be prov ided;  and

( v i )  A s t a t u t e  o f  l i m i t a t i o n s  t h a t  p r e s c r i b e s  a per iod in which to  
i n s t i t u t e  c i v i l  a c t i o n s  o f  s u b s t a n t i a l l y  s i m i l a r  durat ion  as t h a t  provided  
under § 185(c)  o f  the  a c t ,  ex cept  t h a t  a lo nger  period may be provided.

(5)  A s ta tement  i d e n t i f y i n g  t h e  o f f i c e  des iq nat ed  or t o  be d e s ig n a te d  
t o  ad m in i s t er  the  s t a t e  laws r e fe r r ed  t o  in paragraph ( b ) ( 1 )  o f  t h i s  appendix,  
t o g e t h e r  wi th comple te  in format ion  regarding t h e  f i s c a l  arrangements for  
a d m i n i s t r a t i v e  enforcement  ( i n c l u d i n g  t he  amount o f  funds a v a i l a b l e  or to  be 
p r o v i d e d ) ,  the  number and q u a l i f i c a t i o n s  o f  personnel  engaged t h e r e i n ,  and a 
d e s c r i p t i o n  o f  the  procedures  under which such s t a t e  laws are t o  be ad m in i s t ra 
t i v e l y  e n f o r c e d ,  i n c lu d in g  a d m i n i s t r a t i v e  enforcement  with r e sp e c t  t o  f e d e r a l l y -  
ch ar te r e d  l e s s o r s .  V  The f or e go i n g  s ta tement  should in c lu d e  reasons  t o  support  
t he  c la im t h a t  t h e re  i s  adequate p r o v i s i o n  f o r  enforcement  o f  such s t a t e  laws.

( c)  C r i t e r i a  f o r  d e t e r m i n a t i o n . The Board w i l l  c on s id er  the  f o l l o w i n g  
c r i t e r i a  along wi th any o t he r  r e l e v a n t  in format ion  in making a de t erminat ion  
whether th* laws o f  a s t a t e  impose requirements  s u b s t a n t i a l l y  s i m i l a r  t o  or  pro
v ide  g r e a t e r  p r o t e c t i o n  and b e n e f i t  t o  l e s s e e s  than under cha pt er  5,  and whether  
t h e r e  i s  adequate p r o v i s i o n  f o r  enforcement  o f  such laws:

3 /  Tra nsa c t ion s  wi t h i n  a s t a t e  in which a f e d e r a l l y - c h a r t e r e d  i n s t i t u t i o n  i s  a 
l e s s o r  s h a l l  not be s u b j e c t  t o  the  exempt ion,  and such f e d e r a l l y - c h a r t e r e d  
l e s s o r s  s h a l l  remain s u b j e c t  to  the  requirements  o f  the  ac t  and ad m in i s t ra 
t i v e  enforcement  by t h e  appr opr ia te  f e d e r a l  a u t h o r i t y  under § 108 o f  the  
a c t ,  u n l e s s  i t  i s  e s t a b l i s h e d  t o  the  s a t i s f a c t i o n  o f  the  Board th at  appro
p r i a t e  arrangements have been made wi th such f ed era l  a u t h o r i t i e s  t o  as s ur e  
e f f e c t i v e  enforcement  o f  the  requirements  o f  s t a t e  laws wi th r e sp ec t  to  
such l e s s o r s .
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(1) In order f o r  p r o v i s i o n s  o f  s t a t e  law t o  be s u b s t a n t i a l l y  s i m i l a r  
t o  or prov ide  g r e a te r  p r o t e c t i o n  and b e n e f i t  t o  l e s s e e s  than the  p r o v i s i o n  o f
cha pt e r  5 ,  the  p r o v i s i o n s  o f  s t a t e  law i ; /  s h a l l  requ ire  that

(1)  D e f i n i t i o n s  and r u l e s  o f  c o n s t r u c t i o n  import the  sane meaning 
and have t he  same a p p l i c a t i o n  as t h o s e  p r e s cr ib e d  under § 21 3 .2  o f  t h i s  r e q u l a 
t i o n ;

( i i )  Lessors  make a l l  o f  the  a p p l i c a b l e  d i s c l o s u r e s  required by t h i s  
r e q u l a t i o n  and w i t h in  t h e  same (or  more s t r i n q e n t )  t i n e  per iod s  as are p r e s cr ib e d  
by t h i s  r e q u l a t i o n ;

( i i i )  Lessors  abide  by o b l i g a t i o n s  s u b s t a n t i a l l y  s i m i l a r  t o  t hos e
pr e s cr ib e d  by cha pt er  5,  under c o n d i t i o n s  s u b s t a n t i a l l y  s i m i l a r  t o  (or more 
s t r i n q e n t  than)  t h o s e  pr e sc r ib e d  in chapter  5;

( i v )  Lessors  abide  by t he  same (or  more s t r i n q e n t )  p r o h i b i t i o n s  as
are  provided in chapter  5;

(v)  Less ees  need comply wi th no o b l i g a t i o n s  or r e s p o n s i b i l i t i e s  
which are  more c o s t l y  or burdensome as a c o n d i t i o n  o f  e x e r c i s i n g  any o f  the  
r i g h t s  or g a in in g  the  b e n e f i t s  and p r o t e c t i o n s  in the  s t a t e  law which correspond  
t o  t h o s e  a f fo rd ed  by ch a pt e r  5,  than t h o s e  o b l i g a t i o n s  or r e s p o n s i b i l i t i e s  
imposed upon l e s s e e s  in chapter  5; and

( v i )  S u b s t a n t i a l l y  s i m i l a r  or  more f av or ab le  r i g h t s  and p r o t e c t i o n s  
are  provided t o  l e s s e e s  under c o n d i t i o n s  s u b s t a n t i a l l y  s i m i l a r  t o  or more fa vo r 
a b l e  ( t o  l e s s e e s )  than t h o s e  a f fo rd ed  by ch apter  5.

(2)  In de termining whether the  p r o v i s i o n s  for  enforcement  o f  t h e  
s t a t e  law r e fe r r e d  t o  in paraqraph ( b ) ( 1 )  o f  t h i s  appendix are adequate ,  c o n s i 
d e r a t i o n  w i l l  be g iven t o  the  e x t e n t  t o  which,  under t he  laws o f  the  s t a t e ,  
p r o v i s i o n  i s  made fo r

( i )  A d m i n i s t r a t i v e  en forcement ,  i n c l u d i n g  nec essary  f a c i l i t i e s ,  
personne l  and funding;

( i i )  Criminal  l i a b i l i t y  f o r  w i l l f u l  and knowing v i o l a t i o n  wi th  
p e n a l t i e s  s u b s t a n t i a l l y  s i n i l a r  to  t h o s e  p r e s cr ib e d  under § 112 o f  the  a c t ,  
e x c e p t  t h a t  more se v er e  cr imina l  p e n a l t i e s  may be pr e s cr ib e d;

( i i i )  C i v i l  l i a b i l i t y  fo r  f a i l u r e  t o  comply wi th the  p r o v i s i o n s  o f  
t h e  s t a t e  law s u b s t a n t i a l l y  s i m i l a r  t o  t h a t  provided under §§ 130,  131 and 
135(b)  o f  t he  a c t ,  e x c ep t  t h a t  more se v er e  c i v i l  l i a b i l i t y  p e n a l t i e s  may be 
p r e s c r i b e d ;

4 /  This paraqraph i s  not  to  be cons tr ued  as i n d i c a t i n g  th at  the  Board w i l l  
co n s id er  a d v e r s e l y  any a d d i t i o n a l  requirements  o f  s t a t e  law which are  not  
i n c o n s i s t e n t  wi th t h e  purpose o f  the  ac t  or t h e  requirements  imposed under 
chapt er  5.



Appendix A -  18 -

( i v )  In l e a s e s  where the  l e s s e e ' s  l i a b i l i t y  at the  end o f  the  l e a s e  
t e r n  i s  based on t he  e s t i m a t e d  value  o f  the  l e a s e d  pr op e r ty ,  a l i m i t a t i o n  on 
t h e  l e s s e e ' s  l i a b i l i t y  at  t he  end o f  the  l e a s e  term s u b s t a n t i a l l y  s i m i l a r  to  
t h a t  provided in  § 183(a)  o f  the  a c t  , and a p r o v i s i o n  re qui r in g  t h a t  p e n a l t i e s  
be re ason able  s u b s t a n t i a l l y  s i m i l a r  t o  th a t  provided in § 133(b) o f  the  a c t ,  
e x c ep t  t h a t  s t r i c t e r  s tandards  on end-term l i a b i l i t y  and pena l ty  p r o v i s i o n s  
may be p r e s c r i b e d ;  and

(v )  A s t a t u t e  o f  l i m i t a t i o n s  wi th  r e s p e c t  to  c i v i l  l i a b i l i t y  o f  sub
s t a n t i a l l y  s i m i l a r  durat ion  t o  t h a t  provided under § 185(c)  o f  the  a c t ,  except  
t h a t  a lo nger  durat ion  may be prov ided.

(d)  Pub l i c  n o t i c e  o f  f i l i n g  and proposed rul emaking. Fol lowing  
i n i t i a l  review o f  an a p p l i c a t i o n  f i l e d  in accordance with the  requirements  o f  
paragraphs (a)  and (b) o f  t h i s  appendix ,  n o t i c e  o f  such f i l i n g  and proposed  
rulemaking w i l l  he publ i shed  by the  Board in t he  Federal  R e g i s t e r , and a copy 
o f  such a p p l i c a t i o n  w i l l  be made a v a i l a b l e  fo r  examinat ion by i n t e r e s t e d  per 
sons  durinq b u s i n e s s  hours a t  the  Board and a t  the  Federal  Reserve Bank o f  
each Federal  Reserve D i s t r i c t  in which any part  o f  the  s t a t e  o f  the  ap p l i ca n t  
i s  s i t u a t e d .  A rea son abl e  period o f  t ime w i l l  be a l lowed from the  date  o f  
such p u b l i c a t i o n  fo r  t h e  Board t o  r e c e i v e  w r i t t e n  comments from i n t e r e s t e d  
persons  wi th r e s p e c t  t o  t h a t  a p p l i c a t i o n .

( e)  Exemption from requirements  o f  chapter  5.  I f  the  Board determines  
th at  under the  law o f  a s t a t e  consumer l e a s e  t r a n s a c t i o n s  are s u b j e c t  t o  r e q u i r e 
ments which are  s u b s t a n t i a l l y  s i m i l a r  t o  or which prov ide  g r e a t e r  p r o t e c t i o n
and b e n e f i t  to  l e s s e e s  than t h o s e  imposed under cha pt e r  5 and t h a t  t h e re  i s  
adequate  p r o v i s i o n  fo r  enforcement ,  the  Board w i l l  exempt such c l a s s  o f  t r a n s 
a c t i o n s  in th at  s t a t e  from the  requirements  o f  cha pt er  5 in t h e  f o l l o w i n g
manner and s u b j e c t  t o  the  f o l l o w i n g  c o n d i t i o n s :

(1)  Not i ce  o f  the  exemption w i l l  be publ i shed  in the  Federal  R e g i s t e r ,
and the  Board w i l l  f u r n i s h  a copy o f  such n o t i c e  t o  t h e  o f f i c i a l  who made appl i ca  
t i o n  fo r  such exemption and t o  each f eder a l  a u t h o r i t y  r e s p o n s i b l e  fo r  ad m in i s t ra 
t i v e  enforcement  o f  the  requirements  o f  chapter  5.

(2)  The appr opr ia te  o f f i c i a l  o f  any s t a t e  which r e c e i v e s  an exemption
s h a l l  inform the  Board w i t h in  30 days o f  the  occurrence  o f  any change in i t s  
r e l a t e d  law ( i n c l u d i n g  r e g u l a t i o n s ) .  The report  o f  any such change sh a l l  
c o n t a in  the  f u l l  t e x t  o f  t h a t  change t o g e t h e r  wi th s ta t em ent s  s e t t i n g  f o r t h  the  
in format ion and o p in io ns  wi th r e s p e c t  t o  t h a t  change as s p e c i f i e d  in paragraphs
( b ) ( 2 )  and (4)  o f  t h i s  appendix.  The o f f i c i a l  who has r e ce i v e d  an exemption

’s h a l l  f i l e  wi th the  Board from t ime  to  t ime such re por t s  as the  Board may require

(3)  The Board w i l l  inform t he  o f f i c i a l  o f  any subsequent  amendments
t o  c h ap t e r  5 ( i n c l u d i n g  t he  implementing p r o v i s i o n s  o f  t h i s  r e g u l a t i o n  and the  
Board' s  formal i n t e r p r e t a t i o n s )  which might c a l l  fo r  amendment o f  s t a t e  law,
r e g u l a t i o n s  or formal i n t e r p r e t a t i o n s  t h e r e o f .

( f )  Adverse d e t e r m in a t i o n .  (1)  I f  the  Board de n i e s  the  a p p l i c a t i o n  
f or  exempt ion,  i t  w i l l  n o t i f y  the  approp r ia te  s t a t e  o f f i c i a l  o f  t h e  f a c t s  upon 
which i t s  d e c i s i o n  i s  based and s h a l l  a f fo r d  that  s t a t e  a reasonable  opportun i ty  
t o  demonstrate or a c h i e v e  compl iance .



- 19 - Appendix B

(2)  I f ,  a f t e r  g i v i n g  the  s t a t e  an opportun i ty  t o  demonstrate or  
a c h i e v e  compl iance ,  the  Board f in d s  th a t  i t  s t i l l  cannot  grant  the  exempt ion,  
t he  Board w i l l  pu b l i s h  in t h e  Federal  R e g i s t e r a n o t i c e  o f  i t s  d e c i s i o n  and 
w i l l  fu r n i s h  a copy o f  such n o t i c e  t o  the  o f f i c i a l  who made a p p l i c a t i o n  fo r  
such exempt ion.

(g)  Revoca t ion o f  exempt ion.  (1)  The Board r e s e r v e s  t h e  r i g h t  to  
revoke any exemption i f  a t  any t ime  i t  de termines  t h a t  the  s t a t e  law does n o t ,  
in f a c t ,  impose requirements  which are s u b s t a n t i a l l y  s i m i l a r  t o  or provide
g r e a t e r  p r o t e c t i o n  and b e n e f i t  t o  l e s s e e s  than t h os e  imposed under cha pt er  5,
or t h a t  t h e r e  i s  n o t ,  in f a c t ,  adequate  p r o v i s i o n  f o r  enforcement .

(2) Before revoking any s t a t e  exempt ion,  the  Board w i l l  n o t i f y  t he
ap pr op r i a te  s t a t e  o f f i c i a l  o f  the  f a c t s  or conduct  which in the  op i n ion  o f  the  
Board warrants such re vo ca t i o n  and s h a l l  a f f o r d  t h a t  s t a t e  such oppor tun i ty  as  
t h e  Board deems ap pr opr ia te  to  demonstrate or a c h ie ve  compliance .

(3)  I f ,  a f t e r  having been a f for de d  t h e  opportun i ty  t o  demonstrate or  
a c h i e v e  comp l ianc e ,  the  Board de termines  t h a t  the  s t a t e  has not  done s o , . n o t i c e  
o f  the  Board's  i n t e n t i o n  t o  revoke such exemption s h a l l  be pub l i she d  as a 
n o t i c e  o f  proposed rulemaking in t he  Federal  R e g i s t e r . A per iod  o f  t ime w i l l  
be a l lowed  from t he  dat e  o f  such p u b l i c a t i o n  fo r  the  Board t o  r e c e i v e  w r i t t e n  
comments from i n t e r e s t e d  pe rs ons .

(4)  In the  event  o f  r e v o c a t i o n  o f  such exempt ion,  n o t i c e  o f  such 
r e v o c a t i o n  s h a l l  be pub l i she d  by the  Board in the  Federal  R e g i s t e r , and a copy 
o f  such n o t i c e  s h a l l  a l s o  be furn i shed  t o  t h e  ap pr op r i a te  s t a t e  o f f i c i a l  and to  
t h e  f ed er a l  a u t h o r i t i e s  r e s p o n s i b l e  fo r  enforcement  o f  requirements  o f  chapt er  
5,  and the  c l a s s  o f  t r a n s a c t i o n s  a f f e c t e d  w i t h in  t h a t  s t a t e  s h a l l  then be 
s u b j e c t  t o  t h e  requirements  o f  cha pt e r  5 ,  t o  a d m i n i s t r a t i v e  enforcement  as  
provided under § 108,  t o  cr iminal  l i a b i l i t y  as provided under § 112,  and t o  
c i v i l  l i a b i l i t y  as  provided under §§ 130,  131,  and 185(b)  o f  the  a c t .

APPENDIX B — PROCEDURES AND CRITERIA FOR BOARD DETERMINATION REGARDING 
PREEMPTION

Procedures and c r i t e r i a  under which any s t a t e  may apply f o r  a d e t e r 
minat ion t h a t  a s t a t e  law U  i s  not  i n c o n s i s t e n t  with and not preempted by a 
p r o v i s i o n  o f  chapter  5 o f  the  ac t  jV pursuant  t o  § 21 3 .7  o f  t h i s  r e g u l a t i o n .

(a)  A p p l i c a t i o n . Any s t a t e  may make a p p l i c a t i o n  t o  t h e  Board pursuant  
t o  the  terms o f  t h i s  appendix and the  Board's  Rules  o f  Procedure (12 CFR Part 2 6 2 ) ,

y  Any r e f e r e n c e  t o  s t a t e  law in t h i s  appendix i n c l u d e s  a r e f e r e n c e  t o  any
r e g u l a t i o n s  which implement s t a t e  law and formal i n t e r p r e t a t i o n s  t h e r e o f  by 
a cour t  o f  competent j u r i s d i c t i o n  or a duly a ut ho r iz e d  agency o f  t h a t  s t a t e .

y  Any r e f e r e n c e  in t h i s  appendix t o  cha pt e r  5 o f  t h e  a c t  or any s e c t i o n . t h e r e o f  
i n c l u d e s  a r e f e r e n c e  t o  the  implementing p r o v i s i o n s  o f  t h i s  r e g u l a t i o n  and 
t he  Board's  formal i n t e r p r e t a t i o n s  t h e r e o f .
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for  a de ter min at ion  t h a t  a law o f  such s t a t e  i s  c o n s i s t e n t  2 /  wi th a p r o v i s i o n  
o f  cha pt er  5 o f  the  a c t ,  because such s t a t e  law prov ides  g r e a t e r  p r o t e c t i o n  
and b e n e f i t  t o  l e s s e e s  than does the  p r o v i s i o n  o f  chapt er  5,  t h a t  such law i s  
c o n s i s t e n t  wi th a p r o v i s i o n  o f  ch apt er  5 for  any o ther  re aso n ,  or for a d e t e r 
minat ion o f  any i s s u e s  not  c l e a r l y  covered by § 213 .7  o f  t h i s  re q u l a t i o n  wi th  
regard t o  the  r e l a t i o n s h i p  o f  the  f ed era l  law t o  t he  s t a t e  law. Such a p p l i c a 
t i o n  s h a l l  be made by l e t t e r  addressed to  the  Board s igned  by the  qovernor ,  
at to r n e y  general  or any o f f i c i a l  o f  the  s t a t e  having r e s p o n s i b i l i t i e s  under  
the  s t a t e  law.

(b) Supporting document s .  The a p p l i c a t i o n  s h a l l  be accompanied by:

(1)  A copy o f  the  f u l l  t e x t  o f  the  laws o f  the  s t a t e  which are
cla imed by the  a p p l i c a n t  to  be c o n s i s t e n t  wi th a p r o v i s i o n  o f  chapter  5 or
whose r e l a t i o n s h i p  (wi th reqard to  c o n s i s t e n c y  or i n c o n s i s t e n c y )  to  a p r o v i s i o n  
o f  chapter  5 i s  c la imed by the  a p p l i c a n t  to  he not c l e a r l y  covered by the  
s tandards  and c r i t e r i a  for  comparison s e t  fo r t h  in § 2 1 3 .7  o f  t h i s  r e g u l a t i o n .

(2) A comparison o f  each requirement  o f  t h e  s t a t e  law wi th the  
corresponding requirement  o f  ch apter  5,  wi th reasons  t o  support  the  c la im th at  
t h e  s t a t e  law i s  c o n s i s t e n t  wi th a p r o v i s i o n  o f  chapter  5 or  t h a t  the  r e l a t i o n s h i p  
(wi th  reqard t o  c o n s i s t e n c y  or i n c o n s i s t e n c y )  between the  s t a t e  law and chapter  5 
i s  not c l e a r l y  covered by the  s tandards  and c r i t e r i a  s e t  f o r t h  in § 213 .7  o f  t h i s  
r e g u l a t i o n .

(3)  A copy o f  the  f u l l  t e x t  o f  any p r o v i s i o n s  o f  s t a t e  law correspond
ing t o  §§ 112,  130,  131,  1 8 3 ( a ) , 1 8 3 ( b ) ,  1 8 5 ( b ) ,  and 185(c )  o f  t h e  ac t  ( i f
a p p l i c a b l e ) ,  t o g e t h e r  wi th  reasons  f o r  the  a p p l i c a n t ' s  c la im t h a t  such s t a t e  
p r o v i s i o n s  are not i n c o n s i s t e n t  (because they provide  g r e a t e r  p r o t e c t i o n  and 
b e n e f i t  t o  l e s s e e s  or fo r  o t he r  reasons)  w i th  the  a c t .

(4)  A s ta tement  t h a t  t h e r e  are  no s t a t e  laws ( i n c l u d i n q  a d m i n i s t r a t i v e  
or j u d i c i a l  i n t e r p r e t a t i o n s )  o t he r  than t h o s e  submit ted t o  the  Board which have 
any bear ing  on whether or not the  s t a t e  law i s  c o n s i s t e n t  wi th a p r o v i s i o n  o f  
chapter  5.

(5)  A s ta t ement  i d e n t i f y i n g  the  o f f i c e  d e s ig n a te d  or t o  be de s ig na ted  
t o  a dm in i s t er  t h e  s t a t e  laws r e fe r r ed  t o  in paragraph ( b ) ( 1 )  o f  t h i s  appendix.
I f  no such a d m i n i s t r a t i v e  o f f i c e  e x i s t s ,  then a s tatement  i d e n t i f y i n g  the  o f f i c e  
t o  which the  Board can address  any correspondence  regard ing t h e  reques t  for  
such de t erm in at i on  s h a l l  accompany the  a p p l i c a t i o n .

( c)  C r i t e r i a  for  d e t e r m i n a t i o n . The Board w i l l  c on s id er  the  f o l l o w i n g  
c r i t e r i a  a long  wi th any o t he r  r e l e v a n t  i n fo r m a t i o n ,  in a d d i t io n  t o  the c r i t e r i a

2 /  For purposes  o f  t h i s  appendix,  the  terms " c o n s i s t e n t "  and "not i n c o n s i s t e n t "  
s h a l l  convey the  same meaninn and s h a l l  in v o lv e  t he  same e v i d e n t i a r y  showing.
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s e t  f o r t h  in § 2 13 .7  o f  t h i s  r e q u l a t i o n ,  in making a de terminat ion  o f  whether  
or not s t a t e  lav; i s  i n c o n s i s t e n t  wi th a p r o v i s i o n  o f  chapter  5.  In order fo r  
p r o v i s i o n s  o f  s t a t e  law to  be determined t o  be c o n s i s t e n t  with a p r o v i s i o n  o f  
ch apter  5 ,  the  p r o v i s i o n s  o f  s t a t e  law 4 /  s h a l l ,  to  the  e x t e n t  r e l e v a n t  t o  the  
d e t e r m in a t i o n ,  require  t h a t

(1)  D e f i n i t i o n s  and r u l es  o f  c o n s t r u c t i o n  import the  same meaning and 
have the  same a p p l i c a t i o n  as t h o s e  p r es cr i be d  by t h i s  r e q u l a t i o n ;

(2) Lessors  make a l l  o f  the  a p p l i c a b l e  d i s c l o s u r e s  required by the  
correspondinq o r o v i s i o n  o f  cha pt er  5 and t h i s  r e q u l a t i o n ,  and wi t h i n  t h e  same 
( or  more s t r i n q e n t )  t ime per iods  as th os e  p r e s cr ib e d  by t h i s  r e q u l a t i o n ;

(3)  Lessors  abide  by o b l i q a t i o n s  s u b s t a n t i a l l y  s i m i l a r  t o  t h os e
p r e s cr i b e d  by a p r o v i s i o n  o f  chapter  5 under c o n d i t i o n s  s u b s t a n t i a l l y  s i m i l a r
(or more s t r i n q e n t )  to  t hos e  in chapter  5;

(4)  Lessors  abide  by the  same (or more s t r i n q e n t )  p r o h i b i t i o n s  as
are provided by chapter  5;

(5)  Lessees  need comply wi th no o b l i g a t i o n s  or r e s p o n s i b i l i t i e s  
which are more c o s t l y  or  burdensome as a c o n d i t i o n  o f  e x e r c i s i n g  any o f  t h e  
r i g h t s  or ga in in g  the  b e n e f i t s  and p r o t e c t i o n s  provided in the  s t a t e  law,  which 
correspond to  t h o s e  a f fo rd ed  by ch apt er  5,  than t hos e  o b l i g a t i o n s  or  r e s p o n s i 
b i l i t i e s  imposed on l e s s e e s  in chapter  5; and

(6) Lessees  are  to  have r i g h t s  and p r o t e c t i o n s  s u b s t a n t i a l l y  s i m i l a r  
t o  or more f a v o ra b le  than t h o s e  provided by the  corresponding  p r o v i s i o n s  o f  
c hap te r  5 under c o n d i t i o n s  and w i t h i n  t ime per iod s  which are s u b s t a n t i a l l y  
s i m i l a r  to  or more f av ora b l e  ( to  l e s s e e s )  than t h os e  prescr ibe d  by chapter  5.  5 /

(d)  Pu bl i c  n o t i c e  o f  f i l i n g  and proposed rulemaking. In conn ec t ion  
with any a p p l i c a t i o n  which has been f i l e d  in accordance wi th the  requirements  
o f  paragraphs (a)  and (b)  o f  t h i s  appendix ,  n o t i c e  o f  such f i l i n g  and proposed  
rulemakinq w i l l  be be publ i shed  by the  Board in the  Federal  R e g i s t e r , and a copy 
o f  such a p p l i c a t i o n  w i l l  be nade a v a i l a b l e  for  examinat ion by i n t e r e s t e d  persons  
dur ing b u s i n e s s  hours a t  the  Board and at  the  Federal  Reserve Bank o f  each 
Federal  Reserve D i s t r i c t  in which any part  o f  t h e  s t a t e  o f  the  a p p l i c a n t  i s

4 /  This  paragraph i s  not to  be cons trued as i n d i c a t i n g  that  the  Board would 
c on s id er  a d v e r s e l y  any a d d i t io n a l  requirements  o f  s t a t e  law which are  not  
i n c o n s i s t e n t  wi th the  purposes  o f  the  ac t  or the  requirements  imposed 
under cha pt e r  5.

J)/ A s t a t e  may make a showing t h a t  in c e r t a i n  l i m i t e d  r e ad i ly  i d e n t i f i a b l e  
c ircumstances  a law which may o t he rw is e  be i n c o n s i s t e n t  with a p r o v i s i o n  
o f  chapter  5 i s  not i n c o n s i s t e n t  under the  c r i t e r i a  s e t  for th  in para
graph (c )  o f  t h i s  Appendix.  The Board may de termine  such s t a t e  law t o  be 
c o n s i s t e n t  only under t h o s e  c i rcum stan ce s  but w i l l  make no such de ter min at ion  
i f  doing so  would mis l ead  or co nf us e  l e s s e e s .
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s i t u a t e d .  A per iod o f  t ime w i l l  be a l lowed from the  dat e  o f  such p u b l i c a t i o n  
f o r  the  Board t o  r e c e i v e  w r i t t e n  comments from i n t e r e s t e d  persons  with re sp ec t  
t o  t h a t  a p p l i c a t i o n .

( e )  Determinat ion t h a t  a s t a t e  law i s  c o n s i s t e n t  wi th  chapter  5.  I f  
t h e  Board de termines  on t h e  b a s i s  o f  t h e  in format ion b e f ore  i t  t h a t  t he  law o f
a s t a t e  i s  c o n s i s t e n t  wi th  a p r o v i s i o n  o f  chapt er  5 ,  n o t i c e  o f  such de terminat ion  
s h a l l  be pub l i she d  in t h e  f o l l o w i n g  manner and s h a l l  be s u b j e c t  t o  the  f o l l o w i n g  
c o n d i t i o n s :

(1)  Not i ce  o f  t h e  de t erm in at i on  w i l l  be publ i shed  in t h e  Federal  
R e g i s t e r , and the  Board w i l l  f u r n i s h  a copy o f  such n o t i c e  t o  t h e  o f f i c i a l  who 
made a p p l i c a t i o n  f o r  such exemption and t o  each f eder a l  a u t h o r i t y  r e s p o n s i b l e  
f o r  a d m i n i s t r a t i v e  enforcement  o f  t h e  requirements  o f  chapter  5.

(2 )  The ap propr ia te  o f f i c i a l  o f  any s t a t e  which r e c e i v e s  such a 
d e te r m in at io n  s h a l l  inform the  Board wi t h in  30 days o f  the  occurrence  o f  any 
change in i t s  r e l a t e d  law (or  r e g u l a t i o n s ) .  The report  o f  any such change  
s h a l l  co nt a i n  c o p i e s  o f  the  f u l l  t e x t  o f  the  law,  as changed,  t o g e t h e r  wi th  
s ta t e m e n t s  s e t t i n g  f o r t h  t h e  informat ion and o p i n i o n s  wi th r e s p e c t  t o  t h a t  
change as s p e c i f i e d  in paragraphs ( b ) ( 2 )  and (4)  o f  t h i s  appendix.  The 
ap pr op r ia te  o f f i c i a l  o f  any s t a t e  which has r e ce i v e d  such a de t erminat ion  
s h a l l  f i l e  w i th the  Board from t ime  t o  t ime such re po r t s  as  the  Board may 
requi  re .

(3)  The Board w i l l  inform the  approp r ia te  o f f i c i a l  o f  any s t a t e  
which r e c e i v e s  such a de t erm in at i on  o f  any subsequent  amendments t o  chapter  5 
( i n c l u d i n g  the  implementing p r o v i s i o n s  o f  t h i s  r e g u l a t i o n  and the  Board's  formal  
i n t e r p r e t a t i o n s )  which might  c a l l  f o r  amendment o f  s t a t e  law,  r e g u l a t i o n s ,  or 
formal i n t e r p r e t a t i o n s .

( f )  Adverse d e t e r m in a t i o n .  (1)  I f ,  a f t e r  p u b l i c a t i o n  o f  n o t i c e  in 
th e  Federal  R e g i s t e r  as provided under paragraph (d)  o f  t h i s  appendix ,  the  
Board f i n d s  t h a t  such s t a t e  law i s  i n c o n s i s t e n t  wi th a p r o v i s i o n  o f  chapt er  5,  
i t  w i l l  n o t i f y  t h e  appr opr ia te  s t a t e  o f f i c i a l  o f  the  f a c t s  upon which such 
f i n d i n g  i s  based and s h a l l  a f f o r d  t h a t  s t a t e  o f f i c i a l  a reason able  oppo rt un i ty  
t o  demonstrate f u r t h e r  t h a t  such s t a t e  law i s  not  i n c o n s i s t e n t  wi th t he  c o r 
responding p r o v i s i o n s  o f  chapter  5 ,  i f  such s t a t e  o f f i c i a l  d e s i r e s  t o  do so .

(2)  I f ,  a f t e r  having a f fo r de d  the  s t a t e  o f f i c i a l  such f u r th e r  oppor
t u n i t y  t o  demonstrate t h a t  t he  s t a t e  law i s  c o n s i s t e n t  wi th a p r o v i s i o n  o f  
ch ap te r  5,  the  Board f i n d s  t h a t  t he  s t a t e  law i s  i n c o n s i s t e n t ,  i t  w i l l  pub l i sh  
in t h e  Federal  R e g i s t e r  a n o t i c e  o f  i t s  d e c i s i o n  wi th r e s p e c t  t o  such a p p l i c a t i o n  
and w i l l  fu r n i s h  a copy o f  such n o t i c e  t o  the  o f f i c i a l  who made a p p l i c a t i o n  f o r  
t h e  d e t e r m in a t i o n .

(g )  Reversal  o f  d e t e r m in a t i o n .  (1)  The Board r e se r v e s  the  r i g h t
t o  r e v e r s e  any de ter min at io n  made under t h i s  appendix t o  t h e  e f f e c t  t h a t  a s t a t e  
law i s  c o n s i s t e n t  wi th a p r o v i s i o n  o f  chapter  5 because  o f  subse que nt ly  d i s 
covered f a c t s ,  a change in t he  s t a t e  or f ed era l  law (by amendment or ad m in i s t ra 
t i v e  or j u d i c i a l  i n t e r p r e t a t i o n  or o t h e r w is e )  or  fo r  any o t he r  reason bearing  
on the  coverage  or impact o f  the  s t a t e  or f ed er a l  law.
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(2)  Before r e v e r s i n g  any such d e t e r m in a t i o n ,  t h e  Board w i l l  n o t i f y  
t h e  ap pr op r i a te  s t a t e  o f f i c i a l  o f  the  f a c t s  or conduct  which,  in the  op in ion  o f  
th e  Board, warrants  such re v er sa l  and sh a l l  a f f o r d  t h a t  s t a t e  such oppo rt un i ty  
as the  Board deems appropr ia te  under t he  c ircumstances  t o  demonstrate t h a t  the  
det erm in at i on  should not  be re v er se d .

( 3 )  I f ,  a f t e r  having been a f forded  t he  oppo rt un i ty  t o  demonstrate  
t h a t  i t s  law i s  c o n s i s t e n t  wi th a p r o v i s i o n  o f  chapter  5,  the  Board de termines  
t h a t  the  s t a t e  has not done s o ,  n o t i c e  o f  t he  Board' s  i n t e n t i o n  t o  r e v er s e  such 
d et erm in at i on  s h a l l  be pub l i she d  as  a n o t i c e  o f  proposed rulemaking in the  
Federal  R e g i s t e r . A reason able  pe r iod  o f  t ime  w i l l  be a l lowed from the  da t e  o f  
such p u b l i c a t i o n  for  the  Board t o  r e c e i v e  w r i t t e n  comments from i n t e r e s t e d  pe r s on s .

(4 )  In the  ev en t  o f  r e v er s a l  o f  such d e t e r m in a t i o n ,  n o t i c e  s h a l l  be 
pu bl i s hed  by the  Board in t h e  Federal  R e g i s t e r , and a copy o f  such n o t i c e  sh a l l  
a l s o  be fur n i s hed  t o  t h e  ap propr ia te  s t a t e  o f f i c i a l  and t o  the  f ed er a l  a u t h o r i t i e s  
r e s p o n s i b l e  f o r  enforcement  o f  t h e  requirements  o f  chapter  5,  and the  s t a t e  law 
a f f e c t e d  s h a l l  then be c o ns id er e d  i n c o n s i s t e n t  wi th and preempted by chapter  5 
w i t h in  t h e  meaning o f  § 186(a)  o f  t h e  a c t .
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APPENDIX C—MODEL FORMS

C-1— Model Open-End or Finance Vehicle Lease Disclosures 

C-2—Model Closed-End or Net Vehicle Lease Disclosures 

C-3—Model Furniture Lease Disclosures
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C-1— Model Open-End or Finance Vehicle Lease Disclosures

Appendix C

1. LESSOR(S)

Date.

These disclosures are provided pursuant to the Federal Consumer Leasing Act.
LESSEE(S)

2. Description of leased property
Year Make Model Body Style Vehicle ID #

(a) Initial Charges, consisting of
D  Capitalized Cost Rednrtinn |—] Trade-in Allnwanne [~| $

s _ .

(b) Other Charges Payable at Inception, consisting of 
I- ! Advance Monthly Payment of

□  Refundable Security Deposit □  Delivery Charge
□  Registration Fees d --------------------------------------------- -

S

Total Payment Due at Inception:

(a) Basic Monthly Payment: S .....................

a

(b) Other Charges Payable M onth ly:
□  Maintenance □  Registration Fees 
n  Insurance (“ I

$

Total Monthly Payment:
Term of this lease:
The first monthly payment of S is due on • subsequent 
Pavments of S nn the nf each month thereafter.

$, .Total of Basic Monthly Payments:
Total of Other Charges Payable to Lessor:
(“1 Disposition $ PI Maintenanne $
n  s $

Fees and Taxes
Total amount you will pay during the term for official fees, registration, certificate of title, license fees 

and taxes. $

Insurance
The following types and amounts of insurance will be acquired in connection with this lease:

s
We (lef'snr) will provide the insnrfinrp rnuerage quoted qhnue fnr a tntal premium mqt of S

□  You (lessee) agree to provide insurance coverage in the amounts and types indicated above.
Fstimated value nf the vphirle at the end nf the Ipaie tprm:

(Your liability for this sum may be limited. See Item 14.) $
Total Lease Obligation: 
(Items 3(a), 6 and 10.) 
Initial Value of Vehicle: 
Difference:
(Item 11 less Item 12.)

$

$

$

3.

12 .

13.

14. End of Term Liability
(a) The estimated value of the vehicle stated in Item 10 is based on a reasonable, good faith estimate of the value of the vehicle at
the end of the lease term. If the actual value of the vehicle at that time is greater than the estimated value, you will have no fur
ther liability under this lease, except for other charges already incurred [and are entitled to a credit or refund of any surplus].

If the actual value of the vehicle is less than the estimated value, you will be liable for any difference up to $  --------------------------
(3 times Item 4(a)). For any difference in excess of that amount, you will be liable only if

1. Excessive use or damage [as described in Item 15] [representing more than normal wear and tear] resulted in an unusually
low value at the end of the term.

2. You voluntarily agree with us after the end of the lease term to make a higher payment.
3. The matter is not otherwise resolved and we win a lawsuit against you seeking a higher payment.
Should we bring a lawsuit against you, we must prove that our original estimate of the value of the leased property at the end 
of the lease term was reasonable and was made in good faith. For example, we might prove that the actual value was less than 

the original estimated value, although the original estimate was reasonable, because of an unanticipated decline in value for 
that type of vehicle.

Unless we prove that the excess amount owed was the result of excessive use or unreasonable wear and tear, we will pay 
your reasonable attorney's fees.

(b) If you disagree with the value we assign to the vehicle, you may obtain, at your own expense, from an independent third
party agreeable to both of us, a professional appraisal of th e _______________ value of the leased vehicle which could be realized at
sale. The appraised value shall then be used as the actual value.
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15. Standards for Wear and Use

The following standards are applicable for determining unreasonable or excessive wear and use of the leased vehicle:

16. Maintenance

[You are responsible for the following maintenance and servicing of the leased vehicle:

[We are responsible for the following maintenance and servicing of the leased vehic le:_________________________________________

.1
17. Warranties

The leased vehicle is subject to the following express warranties:______________________________________________________________

18. Early Termination and Default
(a) You may terminate this lease before the end of the lease term under the following conditions:

The charge for such early termination is

(b) We may terminate this lease before the end of the lease term under the following conditions:

Upon such termination we shall be entitled to the following charge(s) for

(c) To the extent these charges take into account the value of the vehicle at the end of the lease term, you have the same right to 
a professional appraisal as that stated in Item 14(b).

19. Security Interest

We reserve a security interest of the following type in the property listed below to secure performance of your obligations under 
this lease: ________ ____________ _______________________________________________________________________________________________

20. Late Payments
The charge for late payments is______________________________________________________________________________________________

21. Option to Purchase

[You have an option to purchase the leased vehicle at the following t im es :____________________________________________________

If at the end of the term, the price will bfi $ _________________

If prior to the end of the term, the price will be $ ___________________________ _____________________________________________ _

 1
[You have no option to purchase the leased vehicle.]
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Instructions for Completion of Model Open-End or Finance Vehicle Lease Disclosures

G E N E R A L  INSTRUC TIO NS

Completion of this form may be facilitated by reference to the 

following instructions. Any question as to the permissibility or 

accuracy of a specific disclosure may be answered by reference to 

Regulation M, 12 CFR Part 213.

Information which is required to be disclosed may be estimated 

if the information is unknown or unavailable, provided that the 

information is clearly identified as an estimate and the estimate 

is based on the best information available and is reasonable.

Any inapplicable disclosures should be deleted. This form is based 

on a monthly periodic payment. Any lessor whose lease contem

plates a different payment period should change the form where 

it refers to "monthly" amounts to read "weekly" or other time 

period, as appropriate.

All numerical amounts must be stated in figures and shall be 

printed in not less than the equivalent of ten point type or elite 

typewritten numerals or legibly handwritten. Paragraph numbers 

need not be printed in ten point type or its equivalent.

SPECIFIC INSTRUC TIO NS

Item 1. The disclosures must be made on a written dated state

ment. All lessors and lessees must be identified by name. If, for 

example, one person arranges the lease and another person enters 

into the lease, both must be identified as lessors. An address may 

augment the identification but need not be supplied as part of 

the disclosure form.

Item 2. This disclosure provides a brief description of the leased 

property. Lessors may include a more detailed description includ

ing, for example, special accessories. There is no requirement that 

a vehicle identification number for the vehicle be disclosed.

Item 3. This disclosure shows the total amount of any initial 

payment the customer must make when the lease is entered into. 

The components of the initial payment must be identified and 

may. at the lessor's option, be itemized with respect to dollar 

amount.

This item is divided into two distinct parts. The items identified 

in 3(a) are those which are included in the calculation of the 

"Total Lease Obligation." Those which appear in 3(b) are not in

cluded in the "Total Lease Obligation." For convenient reference 

and to provide the customer with the total amount due at the 

inception of the lease, subtotals for 3(a) and 3(b) are provided as 

well as a combined total of 3(a) and 3(b) (shown as "Total 

Payment Due at Inception").

The term "Capitalized Cost Reduction" is used to indicate pay

ment in the nature of a downpayment which reduces the value 

of the leased vehicle to be amortized over the term of the lease.

collected at the inception of the lease which are to be attributed 

to a monthly paymentfs). For example, if the first month's rental 

payment is collected at the inception, the form might read 

"Advance Monthly Payment of the first month's rent" or a 

similar phrase. If the last month's payment, or any other payment 

in the nature of rental for a portion of the term, is collected at 

the inception, appropriate language should be provided to de

scribe the components of the "Advance Monthly Payment."

Checklists are provided for both 3(a) and 3(b) to aid in identify

ing their components. Blank spaces and check boxes are provided 

to identify any other elements which are to be included in these 

items.

Item 4. This item discloses the payment the lessee must make 

each payment period. This item is divided into two parts. The 

terms in 4(a) are those portions of each payment which are in

cluded in the computation of the "Total Lease Obligation." This 

item includes sales/use taxes paid on the periodic (monthly) 

payment. The terms in 4(b) are not included in the "Total Lease 

Obligation." For convenient reference and to provide the cus

tomer with the total amount of each payment, subtotals are pro

vided for 4(a) and 4(b) as well as the combined total of 4(a) and 

4(b) (shown as the "Total Monthly Payment"). The components 

of 4(a) and 4(b) may be itemized as to dollar amount.

Item 5. This item discloses the term of the lease, the date of the 

first periodic payment and the dates or periods of all subsequent 

periodic payments. The blank spaces should be filled in with the 

appropriate terms. For example, after the phrase "Term of this 

lease:" the lessor may place the words "24 months" or "April 

2, 1977, through April 2, 1979," as appropriate. In the blank 

spaces provided after the phrase "The first monthly payment o f:"  

should be the appropriate amount and date. The first monthly  

payment may be part or all of the "Advance Monthly Payment" 

disclosed under 3(b). The phrase "subsequent payments of"  

should be preceded by the appropriate number of payments and 

followed with the appropriate terms, such as "$100.00 on the 2d 

of each month thereafter.'*

Item 6. This item discloses the total of the basic monthly pay

ments payable over the term of the lease. This figure is computed 

by multiplying the basic monthly payment from Item 4(a) by 

the number of subsequent payments in Item 5 and adding to the 

product the basic portion of the first monthly payment. This 

figure will be used in computing the "Total Lease Obligation."

Item 7. This item discloses the total of other charges payable 

to the lessor. This excludes charges for official fees, taxes, in

surance and charges disclosed as totals under other items. The 

individual components must be identified and itemized as to 

amount. A blank check box is provided in order to add to the list, 

as necessary.

Item 8. This item discloses the total amount to be paid by the 

lessee during the lease term for taxes and other official fees.

The "Advance Monthly Payment" is the total of all amounts Item 9. This item requires disclosure of the types and amounts
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of insurance coverage, with their total premium cost, if the in

surance is provided by the lessor. In the alternative, only the 

types and amounts of coverage required of the lessee must be 

disclosed if the lessee provides the insurance coverage. The dis

closure is to be completed by identifying the types and amounts 

of insurance coverage following the colon at the end of the first 

sentence. If the lessor is to provide the coverage the top check 

box should be filled in and the total premium cost indicated in 

the blank space provided. Otherwise the bottom check box 

should be filled in.

Item 10. This item provides for disclosure of the estimated value 

of the leased vehicle at the end of the term, an element of the 

"Total Lease Obligation." A blank space is provided in which to 

indicate whether the value shown is, for example, "retail" or 

"wholesale" value.

Items 11, 12 and 13. These items provide for disclosure of the 

difference between the "Total Lease Obligation" and the vehicle's 

value at the inception of the lease. The definition of "Total 

Lease Obligation" is the sum of any initial charges (Item 3(a)), 

the total of basic monthly payments (Item 6) and the estimated 

value of the property at the end of the term (Item 10). The 

"Total Lease Obligation” does not include items such as refund

able security deposits and insurance premiums.

Item 14. This item provides disclosures with respect to the 

lessee's liability at the end of the lease term. The bracketed 

phrase in the second sentence is appropriate only where the 

lessee will be given any surplus resulting from the disposition. 

The lessor may, in Item 14(a) 1, reference the standards set forth 

in Item 15, if the lessor set such standards. If the lessor does not 

set standards for wear and use, the second bracketed phrase 

should be used. Item 14(b) discloses the lessee's right to an in

dependent appraisal. The blank space in Item 14(b) is provided 

to indicate whether the value of the appraisal should be, for 

example, "wholesale" or "retail." This item should be consistent 

with the type of value used in Item 10.

Item 15. This item discloses reasonable standards for wear and 

use established by the lessor. The lessor is permitted but not 

required to set such standards. Therefore, the disclosure may

be omitted by lessors who do not set standards for wear and use.

Item 16. This item provides for disclosure of the maintenance 

and servicing responsibilities of the parties. These responsibilities 

may be allocated either to the lessor or to the lessee, or may be 

divided between them.

Item 17. This item discloses all express warranties on the leased 

property made by the manufacturer or lessor and available to the 

lessee. A brief identification of the warranty must be supplied. A 

reference to the standard manufacturer's warranty, for example, 

would suffice.

Item 18. This item discloses the conditions under which the 

lessee may terminate the lease prior to the end of the lease term. 

It also discloses the amount or method of determining the amount 

of the charge which the lessee must pay for early termination. 

This item should disclose the conditions under which the lessor 

may terminate the lease prior to the end of the term, such as 

default. This item should also be used to disclose the amount or 

method of determining the amount of any default charges. The 

charges or method of determining the charges for early termina

tion by the lessor other than for lessee's default should be sepa

rately specified in this item.

Item 19. This disclosure of the security taken must include, in 

the space provided, a brief identification of the types of security 

interests and an identification of the property covered by each.

Item 20. This disclosure indicates the amount or method of de

termining the amount of any charges for late payment.

Item 21. This item provides alternative disclosures covering the 

several options a lessor may offer to a lessee to purchase the 

leased property. A lessor should use the disclosures applicable 

to the lease plan used. For example, if no option to purchase is 

offered, only the last sentance of the item should be used. If the 

lessor offers an option to purchase, the times at which it may be 

exercised must be supplied. The price must be disclosed for an 

option exercised at the end of the term and the price or method 

of computing the price for an option exercised during the lease 

term must be supplied.
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C -2— Model Closed-End or Net Vehicle Lease Disclosures

1. LESSOR(S)

D a te .

These disclosures are provided pursuant to the Federal Consumer Leasing Act.

LESSEE(S)

2. Description of leased property
Year I Make T Model Body Style Vehicle ID =

3. Total Payment Due at Inception:
□  Capitalized Cost Reduction
□  Trade-in Allowance
□  Advance Monthly Payment o f .
□  Refundable Security Deposit

□  Delivery Charge
□  Registration Fees

□ ___________
4. Term of this lease:

The first monthly payment of S _____
p a y m e n t s  n f  $ ___________________ n n  t h e .

. is due o n .
.o f  each month thereafter.

.subsequent

5. Total Monthly Payment:

6. Total of Monthly Payments:
7. Total of Other Charges Payable to Lessor:

H] Disposition S _______________  C] Maintenance S_

□ _________________________________S___________
8. Fees and Taxes

Total amount you will pay during the term for official fees, registration, certificate of title, license fees 

and taxes.
9. Insurance

The following types and amounts of insurance will be acquired in connection with this lease:

□  We (lessor) will provide the insurance coverage quoted above for a total premium cost of S_
□  You (lessee) agree to provide insurance coverage in the amounts and types indicated above. S.

10. Standards for Wear and Use
The following standards are applicable for determining unreasonable or excessive wear and use of the leased vehicle:

$

S

$

11. Maintenance
[You are responsible for the following maintenance and servicing of the leased vehicle:

[We are responsible for the following maintenance and servicing of the leased vehicle:
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12. Warranties

The leased vehicle is subject to the following express warranties:

13. Early Termination and Default
(a) You may terminate this lease before the end of the lease term under the following conditions:

The charge for such early termination is

(b) We may terminate this lease before the end of the lease term under the following conditions:

Upon such termination we shall be entitled to the following charge(s) for

(c) To the extent that these charges take into account the value of the vehicle at the end of the lease term, if you disagree with 
the value we assign to the vehicle, you may obtain at your own expense, from an independent third party agreeable to both of us,
a professional appraisal of th e ____________________value of the leased vehicle which could be realized at sale. The appraised value
shall then be used as the actual value.

14. Security Interest

We reserve a security interest of the following type in the property listed below to secure performance of your obligations under 
this lease: __________________________________________________________________________________________________________________

15. Late Payments
The charge for late payments is

16. Lessee's Option to Purchase
[You have an option to purchase the leased vehicle at the following times:

If at the end of the term, the price will be $ ______________ .
If prior to the end of the term, the price will be $ ____________________________________________________________________________

_______________________________________ _______________________________________________]
[You have no option to purchase the leased vehicle.)
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Instructions for Completion of Model Closed-End or Net Vehicle Lease Disclosures

G E N E R A L  INSTR U C TIO N S

Completion of this form may be facilitated by reference to the 

following instructions. Any question as to the permissibility or 

accuracy of a specific disclosure may be answered by reference to 

Regulation M, 12 CFR Part 213.

Information which is required to be disclosed may be estimated 

if the information is unknown or unavailable, provided that the 

information is clearly identified as an estimate and the estimate 

is based on the best information available and is reasonable.

Any inapplicable disclosures should be deleted. This form is based 

on a monthly periodic payment. Any lessor whose lease contem

plates a different payment period should change the form where 

it refers to "monthly" amounts to read "weekly" or other time 

period, as appropriate. All numerical amounts must be stated in 

figures and shall be printed in not less than the equivalent of ten 

point type or elite typewritten numerals or legibly handwritten. 

Paragraph numbers need not be printed in ten point type or its 

equivalent.

SPECIFIC INS TRUC TIO NS

Item 1. The disclosures must be made on a written dated state

ment. All lessors and lessees must be identified by name. If, for 

example, one person arranges the lease and another person enters 

into the lease, both must be identified as lessors. An address may 

augment the identification but need not be supplied as part of 

the disclosure form.

Item 2. This disclosure provides a brief description of the leased 

property. Lessors may include a more detailed description includ

ing, for example, special accessories. There is no requirement that 

a vehicle identification number for the vehicle be disclosed.

Item 3. This disclosure shows the total amount of any initial 

payment the customer must make when the lease is entered into. 

The components of the initial payment must be identified and 

may, at the lessor's option, be itemized with respect to dollar 

amount.

The term "Capitalized Cost Reduction" is used to indicate a pay

ment in the nature of a downpayment which reduces the value of 

the leased vehicle to be amortized over the term of the lease.

The "Advance Monthly Payment" is the total of all amounts 

collected at the inception of the lease which are to be attributed 

to a monthly payment(s). For example, if the first month's 

rental payment is collected at the inception, the form might read 

"Advance Monthly Payment of the first month's rent" or a 

similar phrase. If the last month's payment, or any other payment 

in the nature of rental for a portion of the term, is collected at 

the inception, appropriate language should be provided to de

scribe the components of the "Advance Monthly Payment."

Checklists are provided to aid in identifying the components.

Blank spaces and check boxes are provided to identify any other 

elements which are to be included in this item.

Item 4. This item discloses the term of the lease, the date of the 

first periodic payment and the dates or periods of all subsequent 

periodic payments. The blank spaces should be filled in with the 

appropriate terms. For example, after the phrase "Term of this 

lease:" the lessor may place the words "24 months" or "April

2, 1977, through April 2, 1979," as appropriate. In the blank 

spaces provided after the phrase "The first monthly payment o f:"  

should be the appropriate amount and date. The first monthly 

payment may be part or all of the "Advance Monthly Payment" 

disclosed under Item 3. The phrase "subsequent payments of"  

should be preceded by the appropriate number of payments 

and followed with the appropriate terms, such as "S100.00 on 

the 2d of each month thereafter."

Item 5. This item discloses the payment the lessee must make 

each payment period. The component parts of the "Total Month

ly Payment" may but need not be identified and itemized as to 

amount.

Item 6. This item discloses the total of the monthly payments 

payable over the term of the lease. This figure is computed by 

multiplying the monthly payment from Item 5 by the number of 

subsequent payments in Item 4 and adding the first monthly 

payment to the product.

Item 7. This item discloses the total of other charges payable to 

the lessor. This excludes charges for official fees, taxes, insurance 

and charges disclosed as totals under other items. The individual 

components must be identified and itemized as to amount. A 

blank check box is provided in order to add to the list, as neces

sary.

Item 8. This item discloses the total amount to be paid by the 

'sssee during the lease term for taxes and other official fees.

Item 9. This item requires disclosure of the types and amounts 

of insurance coverage, with their total premium cost, if the 

insurance is provided by the lessor. In the alternative, only the 

types and amounts of coverage required of the lessee must be 

disclosed if the lessee provides the insurance coverage. The dis

closure is to be completed by identifying the types and amounts 

of insurance coverage following the colon at the end of the first 

sentence. If the lessor is to provide the coverage the top check 

box should be filled in and the total premium cost indicated in 

the blank space provided. Otherwise the bottom check box 

should be filled in.

Item 10. This item discloses reasonable standards for wear and 

use established by the lessor. The lessor is permitted but not re

quired to set such standards. Therefore, the disclosure may be 

omitted by lessors who do not set standards for wear and use.

Item 11. This item provides for disclosure of the maintenance 

and servicing responsibilities of the parties. These responsibilities
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may be allocated either to the lessor or to the lessee, or may be 

divided between them.

Item 12. This item discloses all express warranties on the leased 

property made by the manufacturer or lessor and available to the 

lessee. A brief identification of the warranty must be supplied. A 

reference to the standard manufacturer's warranty, for example, 

would suffice.

Item 13. This item discloses the conditions under which the 

lessee may terminate the lease prior to the end of the lease term. 

It also discloses the amount or method of determining the amount 

of the charge which the lessee must pay for early termination. 

This item should disclose the conditions under which the lessor 

may terminate the lease prior to the end of the term, such as de

fault. This item should also be used to disclose the amount or 

method of determining the amount of any default charges. The 

charges or method of determing the charges for early termination 

by the lessor other than for lessee's default should be separately 

specified in this item. The blank space in 13(c) is provided to

32 -  .
indicate whether the appraisal should be, for example, "retail" 

or "wholesale."

Item 14. This disclosure of the security taken must include, in 

the space provided, a brief identification of the types of security 

interests and an identification of the property covered by each.

Item 15. This disclosure indicates the amount or method of 

determining the amount of any charges for late payment.

Item 16. This item provides alternative disclosures covering the 

several options a lessor may offer to a lessee to purchase the 

leased property. A lessor should use the disclosures applicable 

to the lease plan used. For example, if no option to purchase is 

offered, only the last sentence of the item should be used. If the 

lessor offers an option to purchase, the times at which it may 

be exercised must be supplied. The price must be disclosed for 

an option exercised at the end of the term and the price or 

method of computing the price for an option exercised during 

the lease term must be supplied.
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Date______________

These disclosures are provided pursuant to the Federal Consumer Leasing Act.

1. LESSOR(S) LESSEE(S)
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2. Description of leased property [is attached].
Item Color Stock - Mfg. Qty.

3. Total Payment Due at Inception:
□  Refundable Security Deposit □  Delivery Charge S
□  Advance Monthly Payment o f _______________  □  ______________________________ I

4. T e r m  n f  th is  lease:

The first monthly payment nf £ is due on subsequent
p a y m e n t s  o f  $  o n  t h e of each month thereafter.

5. Total Monthly Payment:
6. Total of Monthly Payments:
7. Total of Other Charges Payable to Lessor: 

f l  Pick-up Charge $ n  S
8. Fees and Taxes

Total amount you will pay during the term for official fees and taxes.
9. Insurance

1 1 Yqu HpjspqI aaree t n  n r o v iH e  in$iir3nQg m u a r agp o f  f o l [ o w i n n  tx /o p j  in  t h e  f o l l o w i n g  a m o u n t s *

f l  W e  ( le s s o r l  w i l l  n r o v iH e  t h e  f o l l o w i n n  t v n e s  a n d  a m o u n t s  n f  in s u r a n r e  r o v e r a n e :

Total premium cost:
□  You agree to pay a waiver fee of S _______________ per month in lieu of insurance.
Total Waiver Fee:
Maintenance

[You are responsible for the following maintenance of the leased property:
.1

[We are responsible for the following maintenance of the leased property:

.]
11. Warranties

The leased property is subject to the following express warranties:
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12. Standards for Wear and Use

The following standards are applicable for determining unreasonable or excessive wear and use of the leased property: ..

13. Early Termination and Default
(a) You may terminate this lease before the end of the lease term under the following conditions:

The charge for such early termination is

(b) We may terminate this lease before the end of the lease term under the following conditions:

Upon such termination we shall be entitled to the following charge(s):

14. Security Interest
We reserve a security interest of the following type in the property listed below to secure performance of your obligations under 
this lease: _________________________________________________________________________________________________________________

15. Late Payments
The charge for late payments i s _____

16. Option to Purchase

[You have an option to purchase any or all items of the leased property at the following times:

If at the end of the term, the price will be $

If prior to the end of the term, the price will be $ ____________________________________________________________________________

_____________________________________________________________________________________ ]
[You have no option to purchase the leased property.]
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Instructions for Completion of Model Furniture Lease Disclosures

G E N E R A L  INSTRUC TIO NS

Completion of this form may be facilitated by reference to the 

following instructions. Any question as to the permissibility or 

accuracy of a specific disclosure may be answered by reference to 

Regulation M, 12 CFR Part 213.

Information which is required to be disclosed may be estimated 

if the information is unknown or unavailable, provided that the 

information is clearly identified as an estimate and the estimate 

is based on the best information available and is reasonable.

Any inapplicable disclosures should be deleted. This form is based 

on a monthly periodic payment. Any lessor whose lease contem

plates a different payment period should change the form where 

it refers to “monthly" amounts to read "weekly" or other time 

period, as appropriate.

All numerical amounts must be stated in figures and shall be 

printed in not less than the equivalent of ten point type or elite 

typewritten numerals or legibly handwritten. Paragraph numbers 

need not be printed in ten point type or its equivalent.

SPECIFIC INSTRUC TIO NS

Item 1. The disclosures must be made on a written dated state

ment. All lessors and lessees must be identified by name. If, for 

example, one person arranges the lease and another person enters 

into the lease, both must be identified as lessors. An address may 

augment the identification but need not be supplied as part of 

the disclosure form.

Item 2. This disclosure provides a brief description of the leased 

items. In the left column the name of the item should appear. 

The relevant entry should be made in the appropriate box in the 

columns to the right of the names of the items as indicated by 

the column headings. All of the descriptive elements in the 

column headings, except the one labeled "Item ,"  are examples 

only. Those which are inapplicable to a lease plan may be deleted. 

Other descriptive column headings may be added (as indicated 

by the blank cplumns) if the lessor desires.

Item 3. This disclosure shows the total amount of any initial pay

ment the customer must make when the lease is consummated. 

The components of the initial payment must be identified and 

may, at the lessor's option, be itemized with respect to dollar 

amount. Additional components may be added to the list, as 

necessary, by use of the blank check box.

The "Advance Monthly Payment" is the total of all amounts 

collected at the inception of the lease which are to be attributed 

to a monthly payment(s). For example, if the first month's rental 

payment is collected at the inception, the form might read 

"Advance Monthly Payment of the first month's rent" or a 

similar phrase. If the last month's payment, or any other payment 

in the nature of rental for a portion of the term, is collected at 

the inception, appropriate language should be provided to de

scribe the components of the "Advance Monthly Payment."

Item 4. This item discloses the term of the lease, the date of the 

first periodic payment and the dates or periods of all subsequent 

periodic payments. The blank spaces should be filled in with the 

appropriate terms. For example, after the phrase "Term of this 

lease:" the lessor may place the words "24 months" or "April 2, 

1977, through April 2, 1979," as appropriate. In the blank spaces 

provided after the phrase "The first monthly payment of:"  

should be the appropriate amount and date. The first monthly 

payment may be part or all of the "Advance Monthly Payment" 

disclosed under Item 3. The phrase "subsequent payments of"  

should be preceded by the appropriate number of payments and 

followed with the appropriate terms, such as "$100.00 on the 2d 

of each month thereafter."

Item 5. This item discloses the payment the lessee must make 

each month. The component parts of the monthly payment may 

but need not be itemized as to amount.

Item 6. This item discloses the total of the monthly payments 

payable over the term of the lease. This figure is computed by 

multiplying the amount of the monthly payment in Item 5 by 

the number of subsequent payments in Item 4 and adding to that 

product the amount of the first monthly payment.

Item 7. This item discloses the total of other charges payable to 

the lessor. This excludes charges for official fees, taxes, insurance 

and charges disclosed as totals under other items. The individual 

components must be identified and itemized as to amount. A 

blank check box is provided in order to add to the list, as neces

sary.

Item 8. This item discloses the total amount to be paid by the 

lessee during the lease term for taxes and other official fees.

Item 9. This item provides alternative methods of disclosing 

insurance coverage. It provides a disclosure for situations in which 

the lessee provides the coverage, in which case the types and 

amounts of coverage must be specified. It provides a disclosure 

for situations in which the lessee procures coverage through the 

lessor, in which case the types, amounts and costs of coverage 

must be specified. It also provides for disclosure of a fee in lieu 

of insurance.

Item 10. This item provides for disclosure of the maintenance 

and servicing responsibilities of the parties. These responsibilities 

may be allocated either to the lessor or to the lessee, or may be 

divided between them.

Item 11. This item discloses all express warranties applicable to 

the leased property made by the manufacturer or lessor and 

available to the lessee. A brief identification of the warranty must 

be supplied. A reference to the standard manufacturer's warranty 

would suffice.

Item 12. This item discloses standards for wear and use establish

ed by the lessor. The lessor is permitted, but not required, to set 

such standards.



Item 13. This item discloses the conditions under which the 

lessee may terminate the lease prior to the end of the lease term. 

It also discloses the amount or method of determining the amount 

of the charge which the lessee must pay for early termination. 

This item should disclose the conditions under which the lessor 

may terminate the lease prior to the end of the term, such as de

fault. This item should also be used to disclose the amount or 

method of determining the amount of any default charges. The 

cahrges or method of determining the charges for early termina

tion by the lessor other than for lessee's default should be sepa

rately specified in this item.

Item 14. This disclosure of the security taken must include, in 

the space provided, a brief identification of the types of security 

interests and an identification of the property covered by each 

such interest.

Appendix C

Item 15. This disclosure indicates the amount or method of 

determing the amount of any charges for late payment.

Item 16. This item provides alternative disclosures covering the 

several options a lessor may offer to a lessee to purchase the 

leased property. A lessor should use the disclosures applicable to 

the lease plan used. For example, if no option to purchase is 

offered, only the last sentence of the item should be used. If the 

lessor offers an option to purchase, the times at which it may be 

exercised must be supplied. The price must be disclosed for an 

option exercised at the end of the term and the price or method 

of computing the price for an option exercised during the lease 

term must be supplied.
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The f o l l o w i n g  l i s t  i n d i c a t e s  which f ed er a l  agency e n f o r c e s  Regula t ion  M 
f o r  p a r t i c u l a r  c l a s s e s  o f  b u s i n e s s .  Any q u e s t i o n s  concerning  compliance  by a 
p a r t i c u l a r  b u s i n e s s  should be d i r e c t e d  t o  the  ap propr i a te  enforcement  agency.

NATIONAL BANKS:

Consumer Community and Fa ir  Lending Examination D i v i s i o n  
Comptrol ler  o f  the  Currency 
Washington,  D.C. 20219

STATE MEMBER BANKS:

Federal  Reserve Bank s e r v i n g  the  d i s t r i c t  in which t he  s t a t e  member bank i s  l o c a t e d .  

NONMEMBER INSURED BANKS:

Federal  De pos i t  Insurance Corporat ion Regional  D i r e c t o r  f o r  the  reg ion in which 
th e  nonmember insured  bank i s  l o c a t e d .

SAVINGS INSTITUTIONS INSURED BY THE FSLIC AND MEMBERS OF THE FHLB SYSTEM (EXCEPT 
FOR SAVINGS BANKS INSURED BY FDIC):

The Federal  Home Loan Bank Board Sup erv i sory  Agent in the  d i s t r i c t  in which the  
i n s t i t u t i o n  i s  l o c a t e d .

FEDERAL CREDIT UNIONS:

Regional  o f f i c e  o f  t h e  Nat ional  Cred i t  Union Admin i s tra t ion  s e r v i n g  the  area in 
which the  Federal  c r e d i t  union i s  l o c a t e d .

THOSE SUBJECT TO CIVIL AERONAUTICS BOARD:

D i r e c t o r ,  Bureau o f  Consumer P r o t e c t i o n
C i v i l  Aeronaut i cs  Board
1825 Connect i cut  Avenue, N.W.
Washington,  D.C. 20428

THOSE SUBJECT TO PACKERS AND STOCKYARDS ACT:

Neares t  Packers and Stockyards  Ad min i s tra t ion  area s u p e r v i s o r .

FEDERAL LAND BANKS, FEDERAL LAND BANK ASSOCIATIONS, FEDERAL INTERMEDIATE CREDIT 
BANKS, AND PRODUCTION CREDIT ASSOCIATIONS:

Farm Cre d i t  Admin i s trat ion  
490 L'Enfant  P la z a ,  S.W.
Washington,  D.C. 20578

APPENDIX D —  FEDERAL ENFORCEMENT AGENCIES
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ALL OTHER LESSORS (L es sor s  op er at i nq  on a l o c a l  or  r eg ion a l  b a s i s  should use  
t h e  address  o f  t h e  FTC Regional  O f f i c e  in which they  o p e r a t e ) :

D i v i s i o n  o f  Credi t  P r a c t i c e s  
Bureau o f  Consumer P r o t e c t i o n  
Federal  Trade Commission 
Washington,  D.C. 20580

By order  o f  the  Board o f  Governors ,  March 26 ,  1981.

( s i g n e d )  James McAfee_________
" James McAfee 

A s s i s t a n t  Sec re t ar y  o f  t h e  Board

[SEAL]




