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SUBJECT

Proposed changes to the official staff conmentary on Regulation E, 
Electronic Fund Transfer and Regulation Z, Truth in Lending

DETAILS

The Board o f  Governors o f  t he  Federal  Reserve System has r eq ues t e d  
pub l i c  comment t o  t he  o f f i c i a l  s t a f f  commentar ies  to  Regu la t i on  E and 
Regu la t i on  Z. The commentar ies  app ly  and i n t e r p r e t  t he  r equ i remen t s  o f  
Regu la t i on  E and Regu la t i on  Z and a r e  a s u b s t i t u t e  f o r  i n d i v id u a l  s t a f f  
i n t e r p r e t a t i o n s  o f  the  r e g u l a t i o n s .

Comments on t he  proposed changes should be submi t t ed  in w r i t i n g  to 
Wil l iam W. Wi les ,  S e c r e t a r y ,  Board o f  Governors o f  the  Federal  Reserve System,  
Washington,  D.C. ,  20551. Comments on t he  commentary t o  Regula t i on  E should
inc lude  a r e f e r e n c e  t o  EFT-2 and comments on the  commentary t o  Regu la t i on  Z 
should  i nc lude  a r e f e r e n c e  t o  TIL-1.  All  comments must  be r ec e i ved  by 
February  7,  1986.

ATTACHMENTS

Two Board n o t i c e s  as pu b l i shed  in the  Federal  R e g i s t e r  a r e  a t t a c h e d .

MORE INFORMATION

For f u r t h e r  i n f o r m a t i o n ,  p l e a s e  c o n t a c t  Sharon Sweeney r eg a rd in g  
Regu la t i on  Z and John Rogers r eg a rd in g  Regu la t i on  E in t h i s  Bank' s  Legal 
Department  a t  (214) 651-6228.

S i n c e r e l y  y o u r s ,

WILLIAM H. WALLACE
FIRST VICE P R E SID E N T

For additional copies of any circular please contact the Public Affairs Department at (214) 651-6289. Banks and others are 
encouraged to use the following incoming WATS numbers in contacting this Bank (800) 442-7140 (intrastate) and (800) 
527-9200 (interstate).
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FEDERAL RESERVE SYSTEM 

12 CFR P a r t  205 

[Reg.  E; EFT-2]

ELECTRONIC FUND TRANSFERS 

Proposed Update t o  O f f i c i a l  S t a f f  Commentary

AGENCY:. Board o f  Governors of  t h e  Federal  Reserve System.

ACTION: 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 .

SUMMARY: The Board i s  p ub l i sh i n g  f o r  comment proposed changes t o  t he  o f f i c i a l

s t a f f  commentary t o  Regu la t i on  E ( E l e c t r o n i c  Fund T r a n s f e r s ) .  The commentary

a p p l i e s  and i n t e r p r e t s  t he  r equi rement s  o f  Regula t i on  E and i s  a s u b s t i t u t e  

f o r  i n d i v id u a l  s t a f f  i n t e r p r e t a t i o n s  of  t he  r e g u l a t i o n .  The proposed r e v i s i o n s  

add re s s  qu es t i o n s  t h a t  have a r i s e n  about  t h e  r e g u l a t i o n .

DATE: Comments must be r ec e ived  on or  be fo re  February  7,  1986.

ADDRESS: Comments should  be mai led  t o  Wi l l i am W. Wi l es ,  S e c r e t a r y ,  Board of

Governors of  t h e  Federal  Reserve System, Washington,  D.C. 20551,  or  d e l i v e r e d  

t o  Room B-2223, 20th and C S t r e e t s ,  N.W., Washington,  D.C. between 8:45 a.m.  

and 5:15 p.m. weekdays.  Comments should i nc lud e  a r e f e r e n c e  t o  EFT-2. Comments 

may be i n s pe c t e d  i n  Room B-1122 between 8:45 a.m. and 5:15 p.m. weekdays.

FOR FURTHER INFORMATION: Contact  Gerald P.  Hurst  or  John C. Wood, Sen ior

A t to rn e y s ,  D iv is ion  of  Consumer and Community A f f a i r s ,  Board o f  Governors 

of  t h e  Federa l  Reserve System, Washington,  D.C. 20551,  (202) 452-3667 or  

(202) 452-2412,  o r  Joy W. O 'Conne l l ,  Telecommunicat ion Device f o r  t h e  Deaf 

(TDD) a t  (202) 452-3224.

SUPPLEMENTARY INFORMATION: (1) G e n e r a l . The E l e c t r o n i c  Fund T r a n s f e r  Act

(15 U.S.C.  1693 e t  s e q .)  governs any t r a n s f e r  of  funds t h a t  i s  e l e c t r o n i c a l l y  

i n i t i a t e d  and t h a t  d e b i t s  or  c r e d i t s  a consumer ' s  a ccoun t .  This  s t a t u t e  i s



implemented by t h e  Board ' s  Regula t i on  E (12 CFR P a r t  205) .  E f f e c t i v e  September 

24,  1981, an o f f i c i a l  s t a f f  commentary (EFT-2,  Supp. I I  t o  12 CFR P a r t  205) 

was p ub l i she d  t o  i n t e r p r e t  t h e  r e g u l a t i o n .  The commentary i s  des igned t o  

p rovide  guidance t o  f i n a n c i a l  i n s t i t u t i o n s  in  apply ing  t h e  r e g u l a t i o n  t o  

s p e c i f i c  s i t u a t i o n s .  The commentary i s  updated p e r i o d i c a l l y  t o  addres s  

s i g n i f i c a n t  q u e s t i o n s  t h a t  a r i s e .  There have been t h r e e  updat e s  so f a r ;  t h e s e  

were pub l i shed  on Apr i l  6 ,  1983 (48 FR 14880) ,  October  18,  1984 (49 FR 40794) ,  

and Apri l  3 ,  1985 (50 FR 13180) .  This n o t i c e  co n t a in s  t h e  proposed f o u r th  

upd a t e .  I t  i s  expec ted t h a t  i t  w i l l  be adopted i n  f i n a l  form in  March 1986.

(2) Proposed r e v i s i o n s . Proposed qu e s t i o n  3 -7 .5  responds t o  s ev e r a l  

i n q u i r i e s  as t o  whether  r e q u i r i n g  payment by p r e a u t h o r i z e d  e l e c t r o n i c  fund 

t r a n s f e r s  (EFTs) as p a r t  of  a biweekly mortgage program would v i o l a t e  t he  

compulsory use p r o h i b i t i o n  in § 913 o f  the  E l e c t r o n i c  Fund T r a n s f e r  Act (15 

U.S.C.  1693k( 1 ) ) .  Ques t ion 3 -7 .5  would make c l e a r  t h a t  such a program does 

not  v i o l a t e  t h e  compulsory use p r o h i b i t i o n  when t h e  program i s  not  t h e  only 

c r e d i t  op t i on  o f f e r e d  by t he  c r e d i t o r  and t he  program p rovides  a c o s t - r e l a t e d  

i n c e n t i v e  f o r  repayment by EFTs.

Proposed q u es t i o n  10-18.75 responds  t o  numerous r e q u e s t s  t h a t  

t he  s t a f f  f u r t h e r  c l a r i f y  t he  s t a t u t o r y  and r e g u l a to r y  p r o v i s i o n s  r e q u i r i n g  

p r e a u t h o r i z e d  EFTs t o  be " au th o r i ze d  by t he  consumer only in  w r i t i n g . "

(15 U.S.C.  § 1693e(a)  and 12 CFR § 20 5 . 1 0 ( b ) . )  S p e c i f i c a l l y ,  :ne s t a f f  has 

been asked whether  t h e  r equi rement  i s  met by a payee s i g n in g  a w r i t t e n  

a u t h o r i z a t i o n  as the  consumer ' s  ag en t ,  based on t he  consumer ' s  o r a l  

a u t h o r i z a t i o n  of  t he  p r e a u t h o r i z e d  EFTs du r ing  a taped t e l epho ne  

c o n v e r s a t i o n .  Although t h e  s t a f f  b e l i e v e s  t h a t  e x i s t i n g  q u e s t i o n  10-18.5 

can be viewed as add r e s s in g  t h i s  s i t u a t i o n ,  ques t i on  10-18.75 would be
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added t o  make c l e a r  t h a t  t h i s  p rocedure  does not  comply wi th  t he  r equ i rement  

t h a t  p r e a u t h o r i z e d  EFTs be a u t h o r i z e d  in  w r i t i n g  by t he  consumer.

L i s t  of  s u b j e c t s  i n  12 CFR Pa r t  205

Banks,  banking;  Consumer p r o t e c t i o n ;  E l e c t r o n i c  fund t r a n s f e r s ;

Federal  Reserve System; P e n a l t i e s .

(3) Text o f  r e v i s i o n s . The proposed r e v i s i o n s  t o  t h e  O f f i c i a l  

S t a f f  Commentary on Regu la t i on  E (EFT-2,  Supp. I I  t o  12 CFR P a r t  205) read 

as fo l l ows :

SECTION 205.3 — Exemptions

0 3 - 7 .5 :  Compulsory use - -  b iweekly loan p rograms . A l e n d e r  o f f e r s  consumers

the  op t i on  of  a mortgage loan i n v o l v in g  biweekly payments ,  which r e s u l t s  in t he  

repayment of  t h e  loan in  a s h o r t e r  t ime and in a lower t o t a l  f i na nce  charge 

t han a loan i nvo l v ing  monthly payments .  An i n t e g r a l  p a r t  of  t h i s  op t i on  i s  a 

r equ i r emen t  t h a t  consumers make t h e  biweekly payments by p r ea u t h o r i z e d  e l e c t r o n i c  

fund t r a n s f e r s .  Does t h i s  au toma t ic  t r a n s f e r  r equi rement  v i o l a t e  t h e  a c t ' s  

p r o h i b i t i o n  a g a i n s t  compulsory use of  e l e c t r o n i c  fund t r a n s f e r s ?

A: No, i t  does n o t ,  given t h a t  t h e  lower f i n an ce  charge  p rov ides  a c o s t - r e l a t e d

i n c e n t i v e  t o  consumers.  (§ 2 0 5 . 3 ( d ) ( 3 ) ,  § 913)

★  * * ★  *

SECTION 205.10 — P r ea u th o r i z ed  T r an s f e r s

Q 10-18.75:  P r eau tho r i zed  d e b i t s  — a u t h o r i z a t i o n  by a g e n t . A t e l e m a r k e t i n g

company ( d i r e c t l y  or  through an agen t )  asks  consumers t o  make the  monthly 

payments f o r  t h e i r  purchases  by p r ea u t h o r i z e d  e l e c t r o n i c  fund t r a n s f e r s .  I f  

a consumer a g r e e s ,  t he  company o b t a in s  t he  consumer ' s  bank account  number and 

completes  a w r i t t e n  a u t h o r i z a t i o n  based on t he  t e l ephone  co n ve r s a t i o n  (which
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the  company r e c o r d s ) .  The company s ign s  t h e  a u t h o r i z a t i o n  as t h e  consumer ' s  

ag en t ,  sends t h e  a u t h o r i z a t i o n  t o  t h e  consumer ' s  a cc o un t -h o ld in g  f i n a n c i a l  

i n s t i t u t i o n ,  and sends t h e  consumer a w r i t t e n  co n f i rm a t io n  of  t h e  t r a n s a c t i o n .  

Does t h i s  p rocedu re  s a t i s f y  t h e  r equi rement  of  t h e  a c t  and r e g u l a t i o n  t h a t  

p r e a u t h o r i z e d  EFTs may be au t h o r i z ed  by tl^e consumer only  i n  w r i t i n g ?
I
|

A: No. The r equi rement  t h a t  p r e a u t h o r i z ^ d  EFTs may be a u t h o r i z e d  by t h e

consumer only i n  w r i t i n g  cannot  be met by a payee s i g n in g  a w r i t t e n  a u t h o r i 

z a t i o n  on t h e  consumer ' s  b e h a l f ,  wi th  onl^  an o ra l  a u t h o r i z a t i o n  from th e  

consumer.  (Nor does t h e  t a pe  r ec o r d i ng  o^ t h e  t e l ep ho ne  c o n ve r s a t i o n  c o n s t i t u t e  

an a u t h o r i z a t i o n  by t h e  consumer " in  w r i t i n g "  f o r  purposes  o f  t h e  r e q u i r e m en t . )  

To a l low a payee t o  complete  a w r i t t e n  a u t h o r i z a t i o n  f o r  p r e a u t h o r i z e d  EFTs 

as t he  consumer ' s  agent  based on a t e l e p ho ne  a u t h o r i z a t i o n  would r ende r  t h e  

s t a t u t o r y  and r e g u l a t o r y  r equi rement  mean ing l e s s .  (§ 202 .10 (b ) )

* * * * *

Board o f  Governors of  t h e  Federal  Reserve System, December 5 ,  1985.

( s i gned )  Wil l iam W. Wiles 
Wil h a m  W. Wiles 

S e c r e t a r y  of  t h e  Board
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FEDERAL RESERVE SYSTEM 

12 CFR P a r t  226 

[Reg.  Z; TIL-1]

TRUTH IN LENDING 

Proposed Update t o  O f f i c i a l  S t a f f  Commentary

AGENCY: Board o f  Governors of  t h e  Federal  Reserve System.

ACTION: 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 .

SUMMARY: The Board i s  p ub l i sh i n g  f o r  comment proposed changes t o  t he  o f f i c i a l

s t a f f  commentary t o  Regu la t i on  Z (Truth  in  Lend ing) .  The commentary a p p l i e s

and i n t e r p r e t s  t he  r equi rement s  of  Regula t i on  Z and i s  a s u b s t i t u t e  f o r

in d i v id u a l  s t a f f  i n t e r p r e t a t i o n s  of  t he  r e g u l a t i o n .  The proposed r e v i s i o n s

addres s  a v a r i e t y  of  q ue s t i o n s  t h a t  have a r i s e n  about  t he  r e g u l a t i o n ,  and

inc lu d e  new m a te r i a l  and changes in  e x i s t i n g  m a t e r i a l .

DATE: Comments must be r ec e ived  on or  b e fo re  February  7 ,  1986.

ADDRESS: Comments should be mai led t o  Wil l iam W. Wi les ,  S e c r e t a r y ,  Board of

Governors of  t h e  Federal  Reserve System,  Washington,  D.C. 20551,  o r  d e l i v e r e d

to  Room B-2223,  2Uth and C S t r e e t s ,  N.W., Washington,  D.C. between 8:45 a.m.

and 5:15 p.m. weekdays.  Comments should i nc lud e  a r e f e r e n c e  t o  TIL-1.

Comments may be i n spe c t e d  in Room B-1122 between 8:45 and 5:15 p.m. weekdays.

FOR FURTHER INFORMATION: Contact  t h e  fo l l owing  a t t o r n e y s  in  t h e  D iv is ion  of

Consumer and Community A f f a i r s ,  Board o f  Governors of  t he  Federal  Reserve

System,  Washington,  D.C. 20551,  a t  (20 2 ) 45 2 - 366 7 or  (20 2 ) 45 2 -3 8 6 7:

Subpar t  A - -  Adr ienne Hurt
Subpar t  B — Gerald Hur s t ,  Susan Kraeger
Subpar t  C - -  Michael Bylsma, Leonard Chanin,  Adr ienne Hurt

or  Joy W. O 'Conne l l ,  Telecommunicat ion Device fo r  t h e  Deaf (TDD) a t  (202)

452-3244.
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SUPPLEMENTARY INFORMATION: (1) Ge ne r a l . The Truth i n  Lending Act (15 U.S.C.

1601 e t  s e q . )  governs  consumer c r e d i t  t r a n s a c t i o n s  and i s  implemented by t h e  

Board ' s  Regula t i on  Z (12 CFR P a r t  226 ) .  E f f e c t i v e  October  13 ,  1981,  an 

o f f i c i a l  s t a f f  commentary (TIL-1,  Supp. I t o  12 CFR P a r t  226) was publ i shed  

t o  i n t e r p r e t  t h e  r e g u l a t i o n .  The commentary i s  des igned  t o  p rov ide  guidance  

t o  c r e d i t o r s  in app ly ing  t h e  r e g u l a t i o n  t o  s p e c i f i c  t r a n s a c t i o n s .  The commen

t a r y  i s  updated p e r i o d i c a l l y  t o  add re s s  s i g n i f i c a n t  q u e s t i o n s  t h a t  a r i s e .

There have been f o u r  general  updat es  so f a r  - -  t h e  f i r s t  in  September 1982 

(47 FR 41338) ,  t h e  second i n  Apr i l  1983 (48 FR 14882) ,  t h e  t h i r d  i n  Apri l  

1984 (49 FR 13482) ,  and t h e  f o u r t h  in  Apr i l  1985 (50 FR 13181) .  There was 

a l s o  a l i m i t e d  updat e  conce rn ing  f ee s  f o r  t h e  use of  automated t e l l e r  machines ,  

which was adopted in  October  1984 (49 FR 40560) .  This  n o t i c e  co n t a in s  t he  

proposed f i f t h  genera l  u pda t e .  I t  i s  expec ted  t h a t  i t  w i l l  be adopted in  

f i n a l  form in  March 1986 wi th  op t i o na l  compl iance u n t i l  t h e  uni form e f f e c t i v e  

da t e  o f  October  1 f o r  mandatory compl iance .

C e r t a in  conven t ions  have been used t o  h i g h l i g h t  t he  proposed 

r e v i s i o n s .  New language i s  shown i n s i d e  bo ld - f ac ed  a r rows ,  whi le  language 

t h a t  would be d e l e t e d  i s  s e t  o f f  wi th  b r a c k e t s .

(2) Proposed r e v i s i o n s . Fol lowing i s  a b r i e f  d e s c r i p t i o n  of  t h e  

proposed r e v i s i o n s  t o  t h e  commentary:

SUBPART A - General 

SECTION 226.4 - -  Finance Charge 

4(b)  Examples of  Finance Charges 

Paragraph 4 ( b ) ( 5 )

Comment 4 ( b ) ( 5 ) - 2  would be added t o  ex p l a in  t h e  s i t u a t i o n s  in which 

premiums or  o t h e r  charges  f o r  r e s id ua l  va lue  i n su ra nce  ob t a ine d  by a c r e d i t o r



or  consumer are  i n c lu d a b l e  in  t he  f i n a n ce  cha rg e .  In 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 ,  

most no tab ly  automobi le  ba l l oon  payment f i n a n c in g ,  such i n su ran ce  guaran t ee s  

t h e  e s t i m a t ed  r e s id ua l  va lue  of  t h e  p r o pe r ty  purchased based on t he  term of  

t h e  agreement ;  t h a t  e s t i ma te d  va lue  u s u a l l y  i s  e q u i v a l e n t  t o  t h e  f i n a l  ba l l oon  

payment due.

SUBPART B -  OPEN-END CREDIT 

SECTION 226.7 - -  P e r io d i c  Sta t ement  

7 ( c)  C r e d i t s

Comment 7 ( c ) - 4  would be added t o  make c l e a r  t h a t ,  where t h e  c r e d i t o r

p rov ides  t he  da t e s  and amounts of  any c r e d i t s  made t o  t h e  account  du r ing  t h e

b i l l i n g  c y c l e ,  t he  r e g u l a t i o n  does not  r e q u i r e  t h a t  t h e  c r e d i t o r  a l s o  d i s c l o s e  

a t o t a l  f o r  each p a r t i c u l a r  type of  c r e d i t  made t o  t h e  account  ( f o r  example,  

payments) ;  nor  does t he  r e g u l a t i o n  r e q u i r e  t h a t  t h e  c r e d i t o r  p rov ide  a t o t a l  

f i g u r e  f o r  a l l  c r e d i t s  made t o  t he  account  dur ing  t he  b i l l i n g  c y c l e .

SECTION 226. 8 - - I d e n t i f i c a t i o n  of T r an sa c t i o ns

In comment 8-5 c e r t a i n  m a te r i a l  would be d e l e t e d ;  the  d e l e t e d

m a te r i a l  would be i n c o r p o ra t e d  in new comment 8 - 8 .  Comment 8 -8  would be added

to  c l a r i f y  t h e  i d e n t i f i c a t i o n  of  t r a n s a c t i o n  r equi remen ts  f o r  t r a n s a c t i o n s  in 

which a c r e d i t o r  and a s e l l e r  have a c o rp o r a t e  connec t i on .  Comment 8 -8  would 

make c l e a r  t h a t  in c e r t a i n  i n s t a n c e s  c r e d i t o r s  may d e s c r i b e  t r a n s a c t i o n s  i n 

volv ing  s e l l e r s  wi th whom they have a co rp o r a t e  connec t i on  us ing  t h e  i d e n t i f i c a t i o n  

r equi rement s  f o r  u n r e l a t e d  c r e d i t o r s  and s e l l e r s  (§ 2 2 6 . 8 ( a ) ( 3 ) ) ,  i n s t e a d  of  

t h e  i d e n t i f i c a t i o n  r equi rement s  f o r  r e l a t e d  c r e d i t o r s  and s e l l e r s  (§ 2 2 6 . 8 ( a ) ( 2 ) ) .  

C r e d i t o r s  may use t he  r u l e s  i n  § 2 2 6 . 8 ( a ) ( 3 )  when (1) t h e  t r a n s a c t i o n s  occur  

under  a c r e d i t  p lan  t h a t  was e s t a b l i s h e d  p r im a r i l y  f o r  use  with s e l l e r s  t h a t  

do not  have a co rp o r a t e  connec t i on  with t he  c r e d i t o r ,  or  (2) the  t r a n s a c t i o n s
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i nvo lve  a s e l l e r  whose connec t ion  wi th  t h e  c r e d i t o r  would not  be known t o  t h e  

consumer ( f o r  example,  where t h e  c r e d i t o r ' s  and s e l l e r ' s  names a r e  not  s i m i l a r ,  

and t h e  p e r i o d i c  s t a t em en t s  a r e  i s su ed  only  in  t h e  c r e d i t o r ' s  name).  The 

second s i t u a t i o n  i s  c u r r e n t l y  add res sed  by comment 8 - 5 ;  as i n d i c a t e d  above,  

t h a t  m a te r i a l  has been d e l e t e d  from comment 8-5 and i n c o r p o r a t e d  i n  new 

comment 8 - 8 .  S t a f f  b e l i e v e s  t h a t ,  in  t h e  c i r cums tances  d e s c r ib e d  in comment 

8 -8 ,  t h e  i n fo r ma t ion  provided  t o  consumers under  § 2 2 6 . 8 ( a ) ( 3 )  would be a t

l e a s t  as u sefu l  as t h a t  provided  under  § 2 2 6 . 8 ( a ) ( 2 ) .

SECTION 226.12 - -  Specia l  C red i t  Card P r ov i s io ns  

12(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  

Paragraph 12(d) (2)

Comment 1 2 ( d ) ( 2 ) - l  would be r ev i s e d  t o  c l a r i f y  t h e  s e c u r i t y  i n t e r e s t  

exce p t ion  t o  t h e  p r o h i b i t i o n  on a c r e d i t  card i s s u e r ' s  o f f s e t t i n g  a c a r d h o l d e r ' s  

i n de b t ednes s  a g a i n s t  funds of  t he  ca r dh o ld e r  t h a t  a re  on d e p o s i t  wi th t h e  card  

i s s u e r .  The comment would make c l e a r  t h a t  t h e  excep t ion  does not  i nc lu d e  any 

s e c u r i t y  i n t e r e s t  t h a t  may r e s u l t  from a card  i s s u e r ' s  r o u t i n e l y  i nc lu d i n g  

language in i t s  c r e d i t  card  agreements  wi th consumers p rov id ing  f o r  such s e c u r i t y  

i n t e r e s t s .  Comment 1 2 ( d ) ( 2 ) -2 would be d e l e t e d  s i n ce  i t  would be i n c o n s i s t e n t  

wi th t he  r equi rement s  of  comment 1 2 ( d ) ( 2 ) - l  as r e v i s e d .  Comment 1 2 (d ) ( 2 ) - 3

would be r ed es ig na t ed  comment 1 2 ( d ) ( 2 ) -2.

SECTION 226.16 - -  Adve r t i s i ng

16(b) Adver t i sement  of  Terms That  Requi re  Addi t i ona l  D i s c l o s u r e s

A new comment 16 (b )-1 would be added t o  i n d i c a t e  t h a t ,  in  an 

a d v e r t i s e m e n t ,  t he  d i s c l o s u r e s  r eq u i r ed  by § 226. 1 6 ( b ) ( 1 ) - ( 3 )  need be made 

only when t h e  adve r t i s emen t  r e f l e c t s  one or  more of  t he  d i s c l o s u r e  terms 

con ta ined  in  § 226 .6(a )  or  2 2 6 . 6 ( b ) .  In l i g h t  of  t h i s  new comment, comment



16 ( b ) -2  would be r e de s ig n a t e d  comment 16 (b )-3 and would be r ev i s e d  t o  d e l e t e  

t h e  example i n d i c a t i n g  t h a t  t h e  i m p l i c i t  d i s c l o s u r e  of  a s e c u r i t y  i n t e r e s t  

r e q u i r e s  t h a t  t h e  a d d i t i o n a l  a d v e r t i s i n g  d i s c l o s u r e s  o f  § 226 . 1 6 ( b ) ( l ) - ( 3 )  

be made. P re sen t  comment 16 (b )-1 would be r e d e s ig n a t e d  comment 1 6 ( b ) - 2 ,  and 

comments 16 (b) -3  t h rough 16 (b )-7 would be r e d e s ig n a t e d  comments 16 ( b )-4 

t hrough 1 6 ( b ) - 8 .

SUBPART C - -  CLOSED-END CREDIT

SECTION 226.17 - -  General D i s c lo s u r e  Requi rements

17(a)  Form o f  D i sc lo s u r e s

Paragraph 1 7 ( a ) ( 1 )

Comment 1 7 ( a ) (1 ) -4  would be r e v i s e d  t o  c l a r i f y  t h e  d i s c l o s u r e  of  

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  s e c t i o n s  §§ 226 .4 (e )  and 2 2 6 . 1 8 (o ) .  

Footno t e  38 g ive s  c r e d i t o r s  t he  op t i on  of  making t h i s  d i s c l o s u r e  e i t h e r  wi th 

t he  s eg reg a t ed  d i s c l o s u r e s  or  e l s e w he re .  The r e v i s e d  comment would make 

c l e a r  t h a t  i f  a c r e d i t o r  chooses  t o  l i s t  s e c u r i t y  i n t e r e s t  charges  in t he  

i t e m i z a t i o n  of  t h e  amount f i n a n ce d ,  no f u r t h e r  d i s c l o s u r e  of  t hose  charges  

would be n ec e s s a r y .

Comment 17(a ) ( 1 ) - 7  would be added t o  c l a r i f y  t he  d i s c l o s u r e  of  

ba l loon  payment f i n a n c i n g ,  having some c h a r a c t e r i s t i c s  of  both a l e a s e  

t r a n s a c t i o n  s u b j e c t  t o  Regula t i on  M and a c r e d i t  t r a n s a c t i o n  s u b j e c t  t o  

Regula t i on  Z. Such hyb r id  t ypes  of  f i n a n c i n g  a r e  i n c r e a s i n g l y  being o f f e r e d ,  

p a r t i c u l a r l y  in  t h e  a r ea  of  automobi le  f i n a n c in g .  In t h e s e  t r a n s a c t i o n s  

where ownership r i g h t s  t o  t h e  p ro p e r ty  s u b j e c t  t o  t he  t r a n s a c t i o n  ve s t  i n  t h e  

consumer upon consummation,  c r e d i t o r s  must comply wi th  t he  d i s c l o s u r e  r e q u i r e 

ments of  t h i s  r e g u l a t i o n .  Th e re fo re ,  a d d i t i o n a l  i n f o r m a t i o n ,  such as op t i o n s
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opt ions  t h a t  a borrower may choose in  l i e u  of  making a l a r g e  f i n a l  payment ,  

should  not  be inc luded  in  t h e  s e g r eg a t ed  Truth  in Lending d i s c l o s u r e s .

Paragraph 17 (c) (2)

Comment 1 7 ( c ) ( 2 ) - 3  would be added t o  c l a r i f y  t he  use of  e s t i ma t ed  

d i s c l o s u r e s  in  s i m p l e - i n t e r e s t  t r a n s a c t i o n s .  C r ed i t o r s  should not  l abe l  

d i s c l o s u r e s  as e s t i m a t e s  i f  t he  only reason f o r  t h e  d e s i g n a t i o n  i s  t he  f a c t  

t h a t  consumers may make payments on o t h e r  t han s cheduled  due d a t e s .  C r e d i t o r s  

should assume t h a t  a l l  payments w i l l  be t im e l y  in  making t h e i r  d i s c l o s u r e  

c a l c u l a t i o n s .

SECTION 226.18 — Content  of  D i s c l o s u re s  

18 ( f )  Va r i ab l e  Rate

Comment 18 ( f ) -2  would be r ev i s e d  t o  add res s  t he  b a s i s  f o r  f i n a l  

d i s c l o s u r e s  in  t r a n s a c t i o n s  fo r  which c r e d i t o r s  must g ive  e a r l y  d i s c l o s u r e s  

t h r e e  days a f t e r  a p p l i c a t i o n  under  § 226.19 .  I f  c r e d i t o r s  choose t o  r e d i s c l o s e  

a t  s e t t l e m e n t ,  r a t h e r  than a t  consummation,  d i s c l o s u r e s  may b,e based on t h e  

terms in e f f e c t  a t  s e t t l e m e n t ,  r a t h e r  than  a t  consummation.

Comment 1 8 ( f ) -6 would be expanded t o  cover  mortgages c o n t a in i n g  an 

op t i on  p e r m i t t i n g  consumers to  con ve r t  an a d j u s t a b l e - r a t e  mortgage t o  a 

f i x e d - r a t e  mor tgage .  This type  of  op t i on  i s  a v a r i a b l e - r a t e  f e a t u r e  t h a t  

must be d i s c l o s e d .  C r e d i t o r s  must d i s c l o s e  t h e  l i m i t s  on an i n c r e a s e  upon 

conver s ion  and t he  e f f e c t s  of  an i n c r e a s e .  However, no example of  payment 

terms t h a t  could r e s u l t  once a consumer e x e r c i s e s  t he  op t i on  would be r e q u i r e d .

18(k) Prepayment 

Paragraph 1 8 ( k ) ( l )

Comment 18 ( k ) ( 1 ) - 1  would be r e v i s e d  t o  c l a r i f y  t h a t  prepayment 

p e n a l t i e s  i nc lude  i n t e r e s t  charges  a s s e s se d  f o r  any pe r io d  of  t ime a f t e r  t h e
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da t e  prepayment i n  f u l l  i s  made. Such charges  a r e  a s s e s se d  s t r i c t l y  because  

prepayment  in  f u l l  has been made a t  a d a t e  e a r l i e r  than m a t u r i t y .  For example,  

under  r e g u l a t i o n s  o f  t h e  Department of  Housing and Urban Development (24 CFR 

P a r t s  203,  213,  222 and 234 ) ,  a l e nd e r  who acc ep t s  prepayment  in  f u l l  on a 

da t e  o t h e r  than  t h e  i n s t a l l m e n t  due da t e  may a s s e s s  a charge  f o r  i n t e r e s t  t o  

t h e  end o f  t h e  month.  The r e v i s i o n  would make c l e a r  t h a t  t h e  i n t e r e s t  charge  

a s s e s se d  from th e  da t e  of  prepayment  in  f u l l  u n t i l  t h e  end of  t he  month i s  a 

prepayment  p e n a l t y .

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

Comments 18(m)- l  and 18(m)-3 would be amended t o  c l a r i f y  a c c e p t a b l e  

d e s c r i p t i o n s  of  s e c u r i t y  i n t e r e s t s  f o r  t r a n s a c t i o n s  in  which t h e  p roceed s ,  o r  

a p o r t i o n  o f  t h e  p roceeds ,  a r e  used t o  purchase t h e  c o l l a t e r a l .  The r e v i s i o n  

would make c l e a r  t h a t  c r e d i t o r s  may i d e n t i f y  t he  c o l l a t e r a l  g e n e r a l l y  as " t he  

p r o pe r t y  purchased"  o r ,  i n s t e a d ,  may i d e n t i f y  t h e  c o l l a t e r a l  by i tem or  t y p e ,  

in  accordance  vyith § 226 .18(m) (2 ) .

SECTION 226.23 - -  Right  of  Resc i s s i on  

23 ( f )  Exempt T ra ns ac t i o ns

Comment 2 3 ( f ) - 8  would be r ev i s ed  t o  c l a r i f y  t he  a p p l i c a t i o n  of  t he  

r i g h t  of  r e s c i s s i o n  t o  an account  t h a t  conve r t s  from an open-end t o  a c losed -end  

t r a n s a c t i o n .  In some c a s e s ,  c r e d i t o r s  del ay  c losed -end  d i s c l o s u r e s  u n t i l  

conve rs ion of  an account  even i f  consummation of  t he  c lo se d -e nd  t r a n s a c t i o n  

occu rs  when t h e  account  i s  opened,  as pe rm i t t ed  by comment 1 7 ( b ) -2 .  Comment 

2 3 ( f ) - 8  would be amended t o  p rovide  t h a t  no new r i g h t  of r e s c i s s i o n  a r i s e s  a t  

conv e r s ion ,  r e g a r d l e s s  of  a c r e d i t o r ' s  compliance wi th r e s c i s s i o n  p r o v i s io n s  

a t  t he  opening of  an accoun t .
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SECTION 226.24 - -  Adve r t i s i ng

Comments 2 4 ( b ) - l  and 2 4 ( c ) (2 ) -3  would be amended t o  permi t  t he  

a b b r e v i a t i o n  "APR" to  be used i n s t e a d  of  t h e  term "annual  pe r c en t ag e  r a t e "  

i n  a d v e r t i s e m e n t s .  This  change would make more c o n s i s t e n t  t h e  a d v e r t i s i n g  of  

annual  pe r cen t age  r a t e s  f o r  open-end and c l o se d -end  c r e d i t .

L i s t  o f  Sub jec t s  in 12 CFR Pa r t  226

A d v e r t i s i n g ;  Banks,  banking;  Consumer p r o t e c t i o n ;  C r e d i t ;  Federal  

Reserve System; Finance;  P e n a l t i e s ;  Truth in l e nd ing .

(3) Text o f  r e v i s i o n s . The proposed r e v i s i o n s  t o  t h e  commentary 

(TIL-1,  Supplement I t o  12 CFR P a r t  226) read as fo l l ows :

SUPPLEMENT I - O f f i c i a l  S t a f f  Commentary -  TIL-1

SUBPART A - GENERAL

* * * * *

SECTION 226.4 - -  Finance Charge

* ★ * * *

4(b)  Examples of  Finance Charges

* * * * *

Paragraph 4 (b ) ( 5 )

* * * * *

►  2.  Residual  value  i n s u r a n c e . Where a c r e d i t o r  r e q u i r e s  a consumer t o  

ma in t a in  r e s id ua l  va lue  i n s u rance  or  where a c r e d i t o r  i s  a b e n e f i c i a r y  of  

such i n s u r a n c e ,  t he  premiums must be inc luded  in  t he  f i nance  charge  f o r  t h e

pe r iod  t h a t  t he  i n su ra nce  i s  to be m a in t a in ed .*



SUBPART B - OPEN-END CREDIT

* * ★  ★  ★

SECTION 226.7 - -  P e r io d i c  Statement  

7 ( c )  C r ed i t s

►  4 .  T o t a l s . Where t h e  c r e d i t o r  p rov ides  t he  d a t e s  and amounts of  c r e d i t s  

made t o  t h e  account  dur ing t he  b i l l i n g  c y c l e ,  t h e  c r e d i t o r  need not  d i s c l o s e  

t o t a l  f i g u r e s  f o r  t h e  amounts c r e d i t e d . *

★  ★  ★  * *

SECTION 226.8 - -  I d e n t i f i c a t i o n  of  T r an sa c t i o ns

* * ★ * *

5 .  Same o r  r e l a t e d  p e r s o n s . » For purposes  of  i d e n t i f y i n g  t r a n s a c t i o n s ,  t h e *

[The ]  te rm "same or  r e l a t e d  per sons"  r e f e r s  t o ,  f o r  example:

° Franch i sed  or  l i c e n s e d  s e l l e r s  of  a c r e d i t o r ' s  p roduc t  or  s e r v i c e  

o S e l l e r s  who a s s ig n  or  s e l l  open-end s a l e s  accounts  t o  a c r e d i t o r  or

a r r an ge  f o r  such c r e d i t  under  a p lan  t h a t  a l lows  t h e  consumer t o  use

the  c r e d i t  only i n  t r a n s a c t i o n s  wi th t h a t  s e l l e r  

[A person i s  not  r e l a t e d  t o  t h e  c r e d i t o r  merely because ,  f o r  example:

° The person and t he  c r e d i t o r  have an agreement  by which t he  person 

i s  au th o r i z ed  t o  honor t h e  c r e d i t o r ' s  c r e d i t  card under  t he  terms 

s p e c i f i e d  i n  t h e  agreement  

° The person and t he  c r e d i t o r  have a co r p o r a t e  con nec t i o n ,  such as 

s u b s i d i a r y - p a r e n t , i f  t h a t  connec t ion  i s  not  obvious from the  

names they  u s e .  For example,  i f  XYZ card i s s u e r  owns t h e  ABC h o t e l ,  

t h e  card  i s s u e r  and t he  ho te l  a r e  not  " r e l a t e d . "]
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►  A s e l l e r  i s  not  r e l a t e d  t o  t he  c r e d i t o r  when t he  only connec t i on  between

t h e  s e l l e r  and t he  c r e d i t o r  i s  an agreement  by which t h e  s e l l e r  i s  a u t ho r i z ed  

t o  honor  t he  c r e d i t o r ' s  c r e d i t  card under  t h e  terms s p e c i f i e d  in  t he  a g r e e m e n t . <

* * * * *

►  8 .  T r an sa c t i o ns  i nvo l v ing  c r e d i t o r s  and s e l l e r s  wi th  c o r p o r a t e  c o n n e c t i o n s .

In a c r e d i t  card plan  e s t a b l i s h e d  f o r  use p r i m a r i l y  wi th  s e l l e r s  t h a t  have 

no c o r p o r a t i o n  connec t ion  wi th  t h e  c r e d i t o r ,  t h e  c r e d i t o r  may d e s c r i b e  a l l  

t r a n s a c t i o n s  under  t h e  p lan by us ing  t h e  r u l e s  in  s e c t i o n  2 2 6 . 8 (a ) ( 3 )  - -  c r e d i t o r  

and s e l l e r  not  same o r  r e l a t e d  per sons  — in c l u d in g  t r a n s a c t i o n s  i nvo lv ing  

a s e l l e r  t h a t  has a c o r p o r a t e  connec t i on  with t h e  c r e d i t o r .  In o t h e r  c r e d i t  

card  p l a n s ,  t he  c r e d i t o r  may d e s c r i b e  t r a n s a c t i o n s  i nvo lv ing  a s e l l e r  t h a t  has 

a c o r p o r a t e  connec t i on  with  t he  c r e d i t o r ,  such as s u b s i d i a r y - p a r e n t ,  u s ing  

t he  r u l e s  in s e c t i o n  2 2 6 . 8 ( a ) ( 3 )  i f  t he  c i r cums tances  a r e  such t h a t  i t  i s  

u n l i k e l y  t h a t  t he  consumer would know of  t h e  co r p o r a t e  connec t i on  between t h e  

c r e d i t o r  and t h e  s e l l e r  - -  f o r  example,  where t he  names of  t h e  c r e d i t o r  and 

t h e  s e l l e r  a r e  not  s i m i l a r ,  and t h e  p e r i o d i c  s t a t emen t  i s  i s sued  in t he  name 

of t he  c r e d i t o r  o n l y . «

★ * * * *

SECTION 226.12 - -  Specia l  C red i t  Card P ro v i s ion s

* * * * *

12(d) O f f s e t s  by Card I s s u e r  P ro h ib i t e d

* * * * *

Paragraph 12(d) (2)

1.  S ec u r i t y  i n t e r e s t  — l i m i t a t i o n s . In o rde r  to  q u a l i f y  f o r  t h e  excep t ion  

s t a t e d  in  s e c t i o n  2 2 6 . 1 2 ( d ) ( 2 ) ,  a s e c u r i t y  i n t e r e s t  must be a f f i r m a t i v e l y  

agreed t o  by the  consumer * ( f o r  example,  by s i gn ing  a s e p a r a t e  s e c u r i t y  

agreement )4, must be d i s c l o s e d  in  the  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  under
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s e c t i o n  226 .6 ,  ► must be s p e c i f i c  in amoun t , « and must be o b t a ine d  and en fo rced  

only  through p rocedures  e q ua l l y  a v a i l a b l e  t o  o th e r  c r e d i t o r s .  »An example of  

a p e r m i s s i b l e  s e c u r i t y  i n t e r e s t  i n  d e p o s i t  account  funds would be one in  

which* [For  example , ]  t h e  consumer [may o f f e r ]  ► o f f e r s *  a s av ings  account  (as  

an a l t e r n a t i v e  t o  o t h e r  persona l  p r o p e r t y ,  such as an automobi l e)  as s e c u r i t y  

[ f o r  c r e d i t  card  i n d e b t e d n e s s . ]  »in  o r de r  t o  q u a l i f y  f o r  a c r e d i t  ca rd  l i n e . 4 

Another  example of  a p e r m i s s i b l e  s e c u r i t y  i n t e r e s t  in  d e p o s i t  account  funds 

would be one g r an t ed  by t he  consumer in  r e t u r n  f o r  an i n c e n t i v e  o f f e r ed  by 

t he  i s s u e r  ( f o r  example,  lower r a t e s  on t he  c r e d i t  ca rd  a c c o u n t ) .  ► Rout ine ly  

i n c l u d in g  in agreements  c o n t r a c t  language t h a t  i n d i c a t e s  t h a t  consumers a re  

g iv ing  a s e c u r i t y  i n t e r e s t  in  any d ep os i t  accounts  he ld  by t h e  i s s u e r  does 

not  come w i th in  t h e  s e c u r i t y  i n t e r e s t  excep t ion  of  s e c t i o n  2 2 6 . 1 2 ( d ) ( 2 ) . *

[“2.  S ec u r i t y  i n t e r e s t  - -  a f t e r - a c q u i r e d  p r o p e r t y . As used i n  s e c t i o n  226 . 1 2 ( d ) ,  

t h e  term " s e c u r i t y  i n t e r e s t "  does not  exc lude  (as  i t  does f o r  o t h e r  Regula t i on  

Z pu rposes )  i n t e r e s t s  in  a f t e r - a c q u i r e d  p r o p e r t y .  Thus, a consensual  s e c u r i t y  

i n t e r e s t  in d e p o s i t - a c c o u n t  f unds ,  i nc lu d i n g  funds dep os i t ed  a f t e r  the  g r a n t i n g  

of  t he  s e c u r i t y  i n t e r e s t ,  would c o n s t i t u t e  a p e r m i s s i b l e  exce p t ion  t o  the  

p r o h i b i t i o n  on o f f s e t s . ]

* * * * ★

Comment 1 2 ( d ) (2) -3  i s  r e d e s ig n a t e d  1 2 ( d ) ( 2 ) - 2 .

★  ★  ★  ★  ★

SECTION 226.16 - -  Adve r t i s i ng

★ ★ ★ ★ ★

16(b) Adver t i sement  of  Terms That Requi re  Addi t i ona l  D i s c l o s u r e s

►  1. Terms r e q u i r i n g  a d d i t i o n a l  d i s c l o s u r e s . In s e c t i o n  226.16(b)  t h e  

phrase  " t he  terms r eq u i r ed  to  be d i s c l o s e d  under  s e c t i o n  226.6"  r e f e r s  t o  the  

terms in s e c t i o n  226 .6(a )  and 226 . 6 ( b ) .«
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★ * * * *

Comments 16 (b )-1 i s  r ed es ig n a t e d  comment 1 6 ( b ) - 2 .

* * * * *

[*2.] >3 .< I m p l i c i t  t e r m s . Sec t i on  226.16 (b)  a p p l i e s  even i f  t h e  t r i g g e r i n g  

te rm i s  not  s t a t e d  e x p l i c i t l y ,  but  may be r e a d i l y  de t ermined  from the  a d v e r t i s e 

ment .  [Fo r  example,  a s t a t eme n t  t h a t  “t he  eq u i ty  i n  your  home becomes spendabl e  

w i th  an XYZ l i n e  of  c r e d i t "  i m p l i c i t l y  s t a t e s  t h a t  t h e  c r e d i t o r  w i l l  t a k e  a 

s e c u r i t y  i n t e r e s t  in t h e  consumer ' s  home.]

* * * * *

Comments 1 6 ( b ) -3 t hrough 16 (b )-7 a r e  r ed es ig n a t e d  comments 16 ( b )-4 through 

1 6 ( b ) - 8 .

* * * * *

SUBPART C - -  CLOSED-END CREDIT

SECTION 226.17 - -  General D i s c l o s u re  Requi rements

17(a)  Form o f  D i sc lo s u r e s

Paragraph 17 ( a ) ( 1 )

* * * * *

4 .  Content  of  s eg reg a t ed  d i s c l o s u r e s . Foo tnot es  37 and 38 c o n t a in  ex ce p t i on s  

t o  t he  requ i remen t  t h a t  t h e  d i s c l o s u r e s  under  s e c t i o n  226.18 be s eg rega t ed  

from m a te r i a l  t h a t  i s  not  d i r e c t l y  r e l a t e d  t o  t hose  d i s c l o s u r e s .  Footnot e  37 

l i s t s  t h e  i tems t h a t  may be added t o  t h e  s eg reg a t ed  d i s c l o s u r e s ,  even though 

not d i r e c t l y  r e l a t e d  t o  t hose  d i s c l o s u r e s .  Footnot e  38 l i s t s  t he  i tems 

r eq u i r e d  under  s e c t i o n  226.18 t h a t  may be d e l e t ed  from the  s eg r ega t e d  

d i s c l o s u r e s  and appear  e l s e whe re .  Any one or  more of  t h e se  a d d i t i o n s  o r  

d e l e t i o n s  may be combined and appear  e i t h e r  t o g e t h e r  wi th  or  s e p a r a t e  from
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the  s eg reg a t ed  d i s c l o s u r e s .  The i t e m i z a t i o n  of  t h e  amount f i nanced  under  

s e c t i o n  2 2 6 . 1 8 (c ) ,  however,  must be s e p a r a t e  from th e  o t h e r  s eg rega t ed  d i s c l o 

su re s  under  s e c t i o n  226 .18 .  » I f  a c r e d i t o r  chooses t o  i n c lu d e  in  t h e  amount 

f i nanced  i t e m i z a t i o n  t h e  s e c u r i t y  i n t e r e s t  charges  r e q u i r e d  t o  be i t emized  

under  s e c t i o n s  226 .4 (e )  and 2 2 6 . 1 8 ( o ) ,  t h e  c r e d i t o r  need not  l i s t  t h e s e  

cha rges  e l s e w h e r e . <

★ ★ * * *

►  7 .  Bal loon payment f i n a n c in g  wi th  l e a s i n g  c h a r a c t e r i s t i c s . In c e r t a i n  

c r e d i t  s a l e  or  loan t r a n s a c t i o n s ,  a consumer may reduce t h e  d o l l a r  amount of  

t he  payments t o  be made du r ing  t h e  cou r se  of  t h e  t r a n s a c t i o n  by ag ree ing  t o  

make a l a r g e  f i n a l  payment based upon t h e  r e s id u a l  va lue  of  t h e  p r op e r ty  

purchased a t  t he  end of  t h e  loan t e rm .  The consumer may have a number of  

o p t i o n s  wi th  r e s p ec t  t o  t h e  f i n a l  payment,  i n c lu d in g ,  among o t h e r  t h i n g s ,  

r e t a i n i n g  t he  p r op e r ty  and making t h e  f i n a l  payment,  r e f i n a n c in g  t h a t  payment ,  

o r  t r a n s f e r r i n g  t he  p ro pe r ty  t o  t h e  c r e d i t o r  in l i e u  of  t he  f i n a l  payment.
■■ ■  ■  T i i ,  ■ u  ■ » .  . ■  — . . . . .  . . . .  . . ■ ;  t  *

Such t r a n s a c t i o n s  may have some of  t he  c h a r a c t e r i s t i c s  of  l e a s e  t r a n s a c t i o n s  

s u b j e c t  t o  Regu la t i on  M, but  a re  cons ide red  c r e d i t  t r a n s a c t i o n s  where t i t l e  

t o  t h e  p ro p e r ty  v e s t s  in t he  consumer upon consummation.  These t r a n s a c t i o n s  

a r e  governed by t he  d i s c l o s u r e  r equ i rement s  of  t h i s  r e g u l a t i o n  i n s t e a d  of  

Regu la t i on  M. The re fo re ,  c r e d i t o r s  should not  i nc lud e  in  t h e  s eg r eg a t ed

Truth in Lending d i s c l o s u r e s  a d d i t i o n a l  i n fo rm a t i on .  D i s c l o s u r e s  should show 

the  l a r g e  f i n a l  payment in t he  payment s chedule  wi thout  ment ion ing ,  f o r  example,  

o t h e r  op t i on s  a v a i l a b l e  t o  a borrower  a t  m a t u r i t y . *

★  ★  ★  ★  ★

17(c)  Basis  of  D i sc lo su re s  and Use of  Es t imates



Paragraph 17(c ) (2)

* * * * *

►  3.  S i m p l e - i n t e r e s t  t r a n s a c t i o n s . I f  consumers do not  make t ime l y  payments 

i n  a s i m p l e - i n t e r e s t  t r a n s a c t i o n ,  some of  t h e  amounts c a l c u l a t e d  f o r  t he

d i s c l o s u r e s  w i l l  d i f f e r  from amounts t h a t  consumers w i l l a c t u a l l y  pay over

th e  te rm of  t he  t r a n s a c t i o n .  C r e d i t o r s  should not l abe l d i s c l o s u r e s  as

e s t i m a t e s  in  t h e se  t r a n s a c t i o n s  i f  t he  only  reason f o r  u n c e r t a i n t y  about  t h e

amounts d i s c l o s e d  i s  t h e  f a c t  t h a t  payments may be l a t e . For example,  a l though

th e  f i n a nc e  charge  and t o t a l  of  payments may be l a r g e r  than  d i s c l o s e d  i f  

consumers h a b i t u a l l y  make l a t e  payments ,  c r e d i t o r s  should  not  l abe l  t h e s e  

amounts as e s t i m a t e s .  All d i s c l o s u r e s  should  be based on t he  assumpt ion t h a t  

payments w i l l  be made on t i m e . 4

* * * * *

SECTION 226.18 - -  Content  o f  D i sc lo su re s

* * * * *

18( f )  Va r i ab l e  Rate

* * * * *

2.  Basis  f o r  d i s c l o s u r e s . For t r a n s a c t i o n s  s u b j e c t  t o  t he  r equi rement s  of

s e c t i o n  2 2 6 . 1 8 ( f ) ,  t he  d i s c l o s u r e s  must be given f o r  t h e  fu l l  te rm o f  the  

t r a n s a c t i o n  and must be based on t h e  terms in  e f f e c t  a t  the  t ime of  consummation.  

However, [ i n ]

►  o__ in« a v a r i a b l e - r a t e  t r a n s a c t i o n  with e i t h e r  a s e l l e r  buydown

t h a t  i s  r e f l e c t e d  i n  t h e  c r e d i t  c o n t r a c t  or  a consumer buydown, d i s c l o s u r e s  

should not  be based s o l e l y  on t he  i n i t i a l  t e rm s .  In t hose  t r a n s a c t i o n s ,  t h e  

d i s c l o s e d  annual  pe r cen t age  r a t e  should be a composi te  r a t e  based on t he  

lower r a t e  f o r  t he  buydown pe r iod  and t he  r a t e  t h a t  i s  the  b a s i s  of  t h e

- 19 -



v a r i a b l e  r a t e  f e a t u r e  f o r  t he  remainder  of  t h e  t e rm.  (See t h e  commentary 

t o  s e c t i o n  226 .17(c)  f o r  a d i s c u s s i o n  of  buydown t r a n s a c t i o n s . )

►  o In a v a r i a b l e - r a t e  t r a n s a c t i o n  i n  which a c r e d i t o r  r e d i s c l o s e s  

a f t e r  g iv i ng  d i s c l o s u r e s  t h r e e  days a f t e r  a p p l i c a t i o n ,  as r e q u i r e d  by s e c t i o n  

226 .19 ,  t he  f i n a l  d i s c l o s u r e s  need not  be based on t he  terms i n  e f f e c t  a t  t h e  

t ime o f  consummation.  I f ,  as p e r m i t t ed  by s e c t i o n  22 6 . 1 9 (b ) ,  c r e d i t o r s  de l ay 

r e d i s c l o s u r e  u n t i l  s e t t l e m e n t ,  c r e d i t o r s  may base t h e i r  d i s c l o s u r e s  on t h e  

t erms in  e f f e c t  a t  s e t t l e m e n t ,  r a t h e r  than  t h o s e  i n  e f f e c t  a t  consummation.«

* * * * *

6 .  Examples o f  v a r i a b l e - r a t e  t r a n s a c t i o n s . The fo l l owing  t r a n s a c t i o n s  

c o n s t i t u t e  v a r i a b l e  r a t e  t r a n s a c t i o n s :  ***

►  ° V a r i a b l e - r a t e  t r a n s a c t i o n s  wi th an op t i on  p e r m i t t i n g  consumers t o  

conve r t  a t  a l a t e r  t ime t o  a f i x e d - r a t e  l oan .  The conver s ion  op t i on  i s  a 

v a r i a b l e - r a t e  f e a t u r e  t h a t  should  be d i s c l o s e d .  C re d i t o r s  should d i s c l o s e  

any l i m i t a t i o n s  on a r a t e  i n c r e a s e  r e s u l t i n g  from con ve r s io n ,  along wi th  the  

e f f e c t s  of  an i n c r e a s e .  An example of  an i n c r e a s e  r e s u l t i n g  from a consumer ' s  

e x e r c i s i n g  t h e  conver s ion  f e a t u r e  need not  be i n c l u d e d . *

* * * * *

18(k)  Prepayment

* * * * *

Paragraph 18(k ) (1)

1.  P e n a l t y . This  a p p l i e s  only t o  t hose  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 akes  account  of  a l l  scheduled  r e du c t i o n s  in  p r i n c i p a l ,  as well  

as  t r a n s a c t i o n s  in which i n t e r e s t  c a l c u l a t i o n s  a r e  made d a i l y .  The term 

"pena l t y "  as used here  encompasses only t hose  charges  t h a t  a r e  a s se s se d  

s t r i c t l y  because of  t he  prepayment in f u l l  o f  a s i m p l e - i n t e r e s t  o b l i g a t i o n ,
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as an a d d i t i o n  t o  a l l  o t h e r  amounts .  [ I t ems  which a r e  not  p e n a l t i e s  i n c l u d e ,  

f o r  example:

o Loan gua ran t ee  f ees  

o In t e r im  i n t e r e s t  on a s t u d en t  loan 

However, a minimum f inance  charge i s  a pe n a l t y  in a s i m p l e - i n t e r e s t  t r a n s a c t i o n .  

(See the  commentary t o  s e c t i o n  22 6 . 1 7 (a ) ( 1 )  r ega rd ing  t he  d i s c l o s u r e  of  a 

minimum f in a nc e  charge  as d i r e c t l y  r e l a t e d  i n f o r m a t i o n . ) ]

► Items which a r e  p e n a l t i e s  i n c l u d e ,  f o r  example:

o I n t e r e s t  charges  f o r  any pe r iod  a f t e r  prepayment in f u l l  i s  made 

o A minimum f ina nce  charge  in  a s i m p l e - i n t e r e s t  t r a n s a c t i o n  (See t he  

commentary t o  s e c t i o n  22 6 . 1 7 ( a ) ( 1 )  r ega rd ing  t h e  d i s c l o s u r e  of  a 

minimum f in an ce  charge  as d i r e c t l y  r e l a t e d  i n f o r m a t i o n . )

Items which a r e  not  p e n a l t i e s  i n c lu d e ,  f o r  example: 

o Loan gua ran t ee  f ees  

o In t e r im  i n t e r e s t  on a s t u de n t  l o a n . *

*■ *  ~ k -k  -k

18(m) S ecu r i t y  I n t e r e s t

1.  Purchase money t r a n s a c t i o n s . When th e  c o l l a t e r a l  i s  t he  i t em purchased 

as p a r t  o f ,  or  wi th t he  proceeds  o f ,  t he  c r e d i t  t r a n s a c t i o n ,  s e c t i o n  226.18(m) 

r e q u i r e s  only a genera l  i d e n t i f i c a t i o n  such as " t he  p ro p e r ty  purchased in 

t h i s  t r a n s a c t i o n .  “ [The]  ► However, t h e * c r e d i t o r  may [g iv e  a more s p e c i f i c  

i d e n t i f i c a t i o n  of  the  c o l l a t e r a l ,  a l though only t h e  abb re v i a t e d  d i s c l o s u r e  

i s  n e c e s s a r y . ]  ► i d e n t i f y  the  p r ope r ty  by i t em or  t y p e ,  c o n s i s t e n t  wi th  s e c t i o n  

226 .1 8 ( m ) ( 2 ) , i n s t e a d  of  i d e n t i f y i n g  i t  as " t he p ro p e r ty  purchased in  t h i s  

t r a n s a c t i o n . 11* Any t r a n s a c t i o n  in  which t he  c r e d i t  i s  being used t o  purchase  

t h e  c o l l a t e r a l  i s  cons ide red  a purchase  money t r a n s a c t i o n  and t h e  a b b r e v i a t e d
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p r o pe r t y  i d e n t i f i c a t i o n  may be used ,  whether  t he  o b l i g a t i o n  i s  t r e a t e d  as a 

loan o r  a c r e d i t  s a l e .

* * * * *

3.  Mixed c o l l a t e r a l . In some t r a n s a c t i o n s  i n  which t he  c r e d i t  i s  used t o  

pu rchase  t h e  c o l l a t e r a l ,  t h e  c r e d i t o r  may a l s o  t a k e  o t h e r  p r o pe r ty  of  t h e  

consumer as s e c u r i t y .  In t hose  c a s e s ,  a combined d i s c l o s u r e  must be p r ov id e d ,  

c o n s i s t i n g  o f  t h e  a b b r e v i a t e d  p r o p e r ty  i d e n t i f i c a t i o n  »o r  an i d e n t i f i c a t i o n  

c o n s i s t e n t  wi th  s e c t i o n  226 . 18(m)( 2 ) * f o r  t h e  purchase  money c o l l a t e r a l  

[ ( a l t h o u g h  more d e t a i l  may be g iven ,  a t  t h e  c r e d i t o r ' s  o p t i o n ) ]  and a [more]  

s p e c i f i c  i d e n t i f i c a t i o n  of  t he  o t h e r  c o l l a t e r a l .

* * * * *

SECTION 226.23 - -  Right  of  Re sc i s s ion

* * * * *

23( f )  Exempt T r ans ac t i o ns

* * * * *

8 .  Conver t ing  open-end t o  c lo sed -end  c r e d i t . Under c e r t a i n  s t a t e  laws,  

consummation of  a c lo sed -end  c r e d i t  t r a n s a c t i o n  may occur  a t  t he  t ime a 

consumer e n t e r s  i n t o  t h e  i n i t i a l  open-end c r e d i t  agreement .  As provided in 

t h e  commentary t o  s e c t i o n  226 .1 7 (b ) ,  c l o sed-end  c r e d i t  d i s c l o s u r e s  may be 

de l ayed  under  t h e se  c i rcums tances  u n t i l  t he  conve rs ion  of  t he  open-end account  

t o  a c lo sed -end  t r a n s a c t i o n .  In accounts  s ecured  by t he  consumer ' s  p r i n c i p a l  

d w e l l i n g ,  no new r i g h t  of  r e s c i s s i o n  a r i s e s  a t  t h e  t ime of  c o n v e r s i o n s *

[ , assuming t h a t  t h e  r i g h t  of  r e s c i s s i o n  was p r ev io us ly  provided on t he  open-end 

account  pu r suan t  t o  s e c t i o n  2 2 6 . 1 5 . ]

★ * * * *
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SECTION 226.24 - -  Adve r t i s i n g

* * * * *

24(b)  Adver t i sement  of  Rate o f  Finance Charge

1.  Annual pe r cen t age  r a t e . Adve r t i s ed  r a t e s  must be s t a t e d  in  terms of  an 

"annual  pe r ce n t a ge  r a t e , "  as de f i ned  in  s e c t i o n  226 .22 .  Even though s t a t e  o r  

loca l  law permi t s  t h e  use of  add-on,  d i s c o u n t ,  t i m e - p r i c e  d i f f e r e n t i a l ,  or  

o th e r  methods o f  s t a t i n g  r a t e s ,  ad v e r t i s e me n t s  must s t a t e  them as annual  

pe r ce n t a ge  r a t e s .  Unl ike t h e  t r a n s a c t i o n a l  d i s c l o s u r e  of  an annual  pe r cen t age  

r a t e  under  s e c t i o n  2 2 6 . 1 8 ( e ) ,  t h e  a d v e r t i s e d  annual p e r ce n t a ge  r a t e  need not  

i n c lu de  a d e s c r i p t i v e  e xp l an a t i on  of  t he  t e r m [ . ]  »and may be exp re s sed  us ing  

t h e  a b b r e v i a t i o n  "APR."* The adve r t i s e me n t  must s t a t e  t h a t  t he  r a t e  i s

s u b j e c t  t o  i n c r e a s e  a f t e r  consummation i f  t h a t  i s  t h e  ca se ,  but  t h e  a d v e r t i s e 

ment need not  d e s c r i b e  t h e  r a t e  i n c r e a s e ,  i t s  l i m i t s ,  or  how i t -wo u ld  a f f e c t  

t h e  payment s ch edu l e .  As under  s e c t i o n  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  of  

a v a r i a b l e  r a t e ,  t he  r a t e  i n c r e a s e  d i s c l o s u r e  r equi rement  in t h i s  p r o v i s i o n  

does not  apply t o  any r a t e  i n c r e a s e  due t o  de l i nquency ( i n 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 ,  as sumpt ion ,  or  t r a n s f e r  of  c o l l a t e r a l .

* * * * *

24(c)  Adver t i sement  of  Terms That Requi re  Add i t i ona l  D i s c l o s u r e s

* * * * *

Paragraph 24 (c ) (2 )

★  * * * *

3.  Annual pe r ce n t a ge  r a t e . ► The a d v e r t i s e d  annual pe r ce n t a ge  r a t e  may be 

expres sed  u s ing  t h e  a b b r e v i a t i o n  "APR."* The adve r t i s e me n t  must a l so  s t a t e ,
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i f  a p p l i c a b l e ,  t h a t  t h e  annual  p e r ce n t a ge  r a t e  i s  s u b j e c t  t o  i n c r e a s e  a f t e r  

consummation.

★  ★  ★  ★  *

Board o f  Governors of  t h e  Federal  Reserve System,  December 5 ,  1985.

( s i gned )  Wil l iam W. Wiles 
Wi l l i am W. Wiles 

S e c r e t a r y  of  t h e  Board
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