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ENCLOSURES

The amendment slip sheets, the revised pamphlets, 
and an updated index to regulations are enclosed. Please 
insert them in your Regulations binders.

MORE INFORMATION

For more information regarding Regulation A, 
please contact the Discount and Credit Department at (214) 
922-5333. For more information regarding Regulation D, 
please contact the Reserve and Risk Management Division at 
(214) 922-5646.

For more information regarding Regulation E, the 
Official Staff Commentary on Regulation E, Regulations G, T, 
U, and X, or Regulation Z, please contact Eugene Coy at 
(214) 922-6201. For more information regarding Regulation S, 
please contact James Dean at (214) 922-6237.

For additional copies of this Bank’s notice, the slip 
sheets, or the index to regulations, please contact the Public 
Affairs Department at (214) 922-5254.

Sincerely yours,



Board of Governors of the Federal Reserve System

Amendments to Regulation A 
Extensions of Credit by Federal Reserve Banks
February 1996*

1. Effective  February 5, 1996. section

201.51 has been amended to read as 
follows:

SE C T IO N  201 .51— A djustment 
Credit for D epository Institutions

The rates for adjustment credit provided 
to depository institutions under section 
201.3(a) are:

Federal Reser\-e 

Bank Rate Effective

Boston 5.00 February 1. 1996
New York 5.00 January 31. 1996
Philadelphia 5.00 January 31, 1996
Cleveland 5.00 January 31. 1996
Richmond 5.00 February 1. 1996
Atlanta 5.00 January 31. 1996
Chicago 5.00 February 1. 1996
St. Louis 5.00 February 5. 1996
Minneapolis 5.00 January 31. 1996
Kansas City 5.00 February 1, 1996
Dallas 5.00 January 31, 1996
San Francisco 5.00 January 31, 1996

* A complete Regulation A. as amended effective Febru
ary 5. 1996, consists of—
• the regulation pamphlet dated May 1994 (see inside 

front cover) and
• this slip sheet.

2. Effective N ovember 18. 1994, section

201.52 has been amended to read as 
follows:

S E C T IO N  201 .52— Extended Credit 
for D epository  Institutions

(a) Seasonal credit. The rate for seasonal 
credit extended to depository institutions 
under section 201.3(b) is a flexible rate 
that takes into account rates on market 
sources of funds, but in no case will the 
rate charged be less than the rate for ad
justm ent credit as set out in section
201.51.

(b) Extended credit. For extended credit 

to depository institutions under section 
201.3(c), for credit outstanding for more 
than 30 days, a flexible rate will be 

charged that takes into account rates on 
market sources of funds, but in no case 
will the rate charged be less than the rate 
for adjustment credit, as set out in section
201.51, plus one-half percentage point. At 
the discretion of the Federal Reserve 
Bank, the 30-day time period may be 
shortened.



Board of Governors of the Federal Reserve System

Amendments to Regulation D 
Reserve Requirements 
of Depository Institutions 
January 1996*

1. Effective December 19, 1995, the table in 
section 204.9(a)(1) is amended to read as 
follows:

Category Reserve requirement*

NET TRANSACTION 

ACCOUNTS

$0 to $52.0 million 3% of amount

Over $52.0 million $1,560,000 plus 

10% of amount over 

$52.0 million

NONPERSONAL

TIME DEPOSITS 0%

EUROCURRENCY

LIABILITIES 0%

* Before deducting the adjustment to be made by 
paragraph (a)(2) o f this section.

2. Effective D ecem ber 19, 1995, section  
204.9(a)(2) is amended by changing $4.2 
million to $4.3 million.

* A complete Regulation D, as amended effective De
cember 19. 1995, consists o f—
• the regulation pamphlet dated April 1993 (see inside 

cover) and
• this slip sheet.



Board of Governors of the Federal Reserve System

Amendments to the Official Staff Commentary 
on Regulation Z

«
T*uth in Lending
une 1996*

1. Effective April 1, 1996, comment 4(d)-5 is 
amended to read as follows:

5. Required credit life insurance. Credit 
life, accident, health, or loss-of-income in
surance must be voluntary in order for the 
premium or charges to be excluded from 
the finance charge. Whether the insurance 
is in fact required or optional is a factual 
question. If the insurance is required, the 
premiums must be included in the finance 
charge, whether the insurance is pur
chased from the creditor or from a third 
party. If the consumer is required to elect 
one o f several o p tions— such as to 
purchase credit life insurance, or to assign 
an existing life insurance policy, or to 
pledge security such as a certificate of de
posit— and the consumer purchases the 
credit life insurance policy, the premium 
must be included in the finance charge. (If 
the consumer assigns a preexisting policy 
or pledges security instead, no premium is 
included in the finance charge. The secur
ity interest would be disclosed under sec
tion 226.6(c) or section 226.18(m). See 
the commentary to section 226.4(b)(7) 
and (8).)

2. Effective A prit 1, 1996, a sentence is 
added at the end o f  comment 6(b)-1, item 
v„ to read as follows:

* * * For example, if the primary benefit 
of membership in an organization is the 
opportunity to apply for a credit card, and 
the other benefits offered (such as a news
letter or a member information hotline) 

are merely incidental to the credit feature,

* A complete commentary pamphlet, as amended effec
tive April I, 1996, consists of—
• the commentary pamphlet dated July 1995 (see inside 

front cover) and
• this slip sheet.

the membership fee would be disclosed as 
an "other charge.”

3. Effective April 1, 1996, the last sentence 
o f  comment 12(c)(2)-l is amended and 
comment 12(c)(2)-2 is added to read as 
follows:

*  *  *  *  *

• Nothing in this provision prohibits the 
card issuer from undertaking its normal 
collection activities for the delinquent 
and undisputed portion of the account.

2. Settlement o f  dispute. A card issuer 
may not consider a dispute settled and re
port an amount disputed as delinquent or 
begin collection of the disputed amount 
until it has completed a reasonable inves
tigation of the cardholder’s claim. A rea
sonable investigation requires an indepen
dent assessment of the cardholder’s claim 
based on information obtained from both 
the cardholder and the merchant, if possi
ble. In conducting an investigation, the 
card issuer may request the cardholder’s 
reasonable cooperation. The card issuer 
may not automatically consider a dispute 
settled if the cardholder fails or refuses to 
comply with a particular request. How
ever, if the card issuer otherwise has no 
means of obtaining information necessary 
to resolve the dispute, the lack of infor
mation resulting from the cardholder’s 
failure or refusal to comply with a partic
ular request may lead the card issuer rea
sonably to terminate the investigation.

4. Effective April 1, 1996, comment 14(c)-10 
is added to read as follows:

10. Transactions at end o f  billing cycle. 
The annual percentage rate reflects trans-

1



Regulation Z Commentary

actions and charges imposed during the 
billing cycle. However, it may be imprac
ticable to post a transaction that occurs at 
the end of a billing cycle until the follow
ing cycle, such as a cash advance that oc
curs on the last day of a billing cycle and 
is posted to the account in the following 
cycle. A card issuer that uses the date of 
the transaction to figure finance charges 
shall calculate the annual percentage rate 
as follows for the billing cycle in which 
the transaction and charges are posted:

i. The denominator shall be calculated 
as if the transaction occurred on the 
first day of the billing cycle; and

ii. The num erator shall include the 
amount of the transaction charge plus 
all finance charges derived from the 
application of the periodic rate to the 
amount of the transaction (including 
all charges from a prior cycle).

5. Effective April 1, 1996, the first and last 
paragraphs o f  comment 17(c)(1)-10 are 
amended to read as follows:

10. Discounted and premium variable- 
rate transactions. In some variable-rate 
transactions, creditors may set an initial 
interest rate that is not determined by the 
index or formula used to make later inter- 
est-rate adjustments. Typically, this initial 
rate charged to consumers is lower than 
the rate would be if it were calculated us
ing the index or formula. However, in 
some cases the initial rate may be higher.
In a discounted transaction, for example, 
a creditor may calculate interest rates ac
cording to a formula using the six-month 
Treasury bill rate plus a 2 percent margin. '  
If the Treasury bill rate at consummation 
is 10 percent, the creditor may forgo the 2 
percent spread and charge only 10 percent 
for a limited time, instead of setting an 
initial rate of 12 percent.

When creditors use an initial interest 
rate that is not calculated using the in
dex or formula for later rate adjust
ments, the disclosures should reflect a 
composite annual percentage rate based

on the initial rate for as long as it is 
charged and, for the remainder of the 
term, the rate that would have been ap
plied using the index or formula at thej 
time of consummation. The rate at con
summation need not be used if a con
tract provides for a delay in the 
implementation of changes in an index 
value. For example, if the contract 
specifies that rate changes are based on 
the index value in effect 45 days 
before the change date, creditors may 
use the index value in effect during the 
45 days before consummation in calcu
lating a composite annual percentage 
rate.

* * * * *

A loan in which the initial interest rate is 
set according to the index or formula used 
for later adjustments but is not set at the 
value of the index or formula at consum
mation. For example, if a creditor com
mits to an initial rate based on the 
formula on a date prior to consummation, 
but the index has moved during the pe
riod between that time and consummation, 
a creditor should base its disclosures on 
the initial rate.

6. Effective April 1, 1996, comment 17(c)(1)- 

18 is added to read as follows:

18. Pawn Transactions. When, in connec
tion with an extension of credit, a con
sumer pledges or sells an item to a pawn
broker creditor in return for a sum of 
money and retains the right tc redeem the 
item for a greater sum (the redemption 
price) within a specified period of time, 
disclosures are required. In addition to 
other disclosure requirements that may be 
applicable under section 226.18, for pur
poses of pawn transactions:

i. The amount financed is the initial 
sum paid to the consumer. The pawn
broker creditor need not provide a 
separate itemization of the amount fi
nanced if that entire amount is paid 
directly to the consumer and the dis
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Regulation Z Commentary

closed description of the amount fi
nanced is "the amount of cash given 
directly to you" or a similar phrase.

ii. The finance charge is the difference 
between the initial sum paid to the 
consumer and the redemption price 
plus any other finance charges paid in 
connection with the transaction. (See 
section 226.4.)

iii. The term of the transaction, for calcu
lating the annual percentage rate, is 
the period of time agreed to by the 
pawnbroker creditor and the consum
er. The term of the transaction does 
not include a grace period (including 
any statutory grace period) after the 
agreed redemption date.

7. E ffec tive  A p ril I, 1996, com m ent 
I8(c)( I )(iii)-2 is added to read as follows:

2. Charges added to amounts paid to 
others. A sum is sometimes added to the 
amount of a fee charged to a consumer 

for a service provided by a third party 
(such as for an extended warranty or a 
service contract) that is payable in the 
same amount in comparable cash and 

credit transactions. In the credit transac
tion, the amount is retained by the credi
tor. Given the flexibility permitted in 
meeting the requirements of the amount 
financed itemization (see the commentary 
to section 226.18(c)), the creditor in such 
cases may reflect that the creditor has re
tained a portion of the amount paid to 
others. For example, the creditor could 
add to the category “ amount paid to 
others” language such as “ (we may be 
retaining a portion of this amount).”

8. Effective April 1, 1996, comment 20(a)-3 
is amended to read as follows:

3. Variable rate.
i. If a variable-rate feature was properly 
disclosed under the regulation, a rate 
change in accord with those disclosures is 
not a refinancing. For example, no new

disclosures are required when the varia
ble-rate feature is invoked on a renewable 
balloon-payment mortgage that was previ

ously d isc losed  as a variable-rate  
transaction.

ii. Even if it is not accomplished by 
the cancellation of the old obligation and 

substitution of a new one. a new transac
tion subject to new disclosures results if 
the creditor either:

A. Increases the rate based on a variable- 
rate feature that was not previously 
disclosed; or

B. Adds a variable-rate feature to the ob
ligation. A creditor does not add a 
variable-rate feature by changing the 
index of a variable-rate transaction to 
a com parable index, whether the 
change replaces the existing index or 
substitutes an index for one that no 
longer exists.

iii. If either of the events in paragraph 
20(a)(iii) ii.A. or ii.B. occurs in a transac
tion secured by a principal dwelling with 
a term longer than one year, the disclo
sures required under section 226.19(b) 

also must be given at that time.

9. Effective April 1, 1996, comments on sub
part E are added to read as follows:

SUBPART E— SPECIAL RULES 
FOR CERTAIN HOME 
MORTGAGE TRANSACTIONS 

SECTION 226.31— General Rules 

31(c) Timing o f Disclosure

31(c)(1) Disclosures fo r  Certain Closed- 
End Home Mortgages

1. Furnishing disclosures. Disclosures are 
considered furnished when received by 

the consumer.

2. Pre-consummation waiting period. A 
creditor must furnish section 226.32 dis
closures at least three business days prior 
to consummation. Under section 226.32, 
“business day” has the same meaning as



Regulation Z Commentary

the rescission rule in comment 2(a)(6)- 
2— all calendar days except Sundays and 
the federal legal holidays listed in 5 (JSC 
6103(a). However, while the disclosure 
rule under sections 226.15 and 226.23 ex
tends to midnight of the third business 
day. the rule under section 226.32 does 
not. For example, under section 226.32, if 
disclosures were provided on a Friday, 
consummation could occur any time on 
Tuesday, the third business day following 
receipt of the disclosures. If the timing of 
the rescission rule were to be used, con
summation could not occur until after 
midnight on Tuesday.

3I(c)(l)(i) Change in Terms

I. Redisclosure required. Creditors must 
provide new disclosures when a change in 
terms makes disclosures previously pro
vided under section 226.32(c) inaccurate, 
including disclosures based on and labeled 
as an estimate. A change in terms may 
result from a formal written agreement or 
otherwise.

31(c)(l)(ii) Telephone Disclosures

1. Telephone disclosures. Disclosures by 
telephone must be furnished at least three 
business days prior to consummation, cal
culated in accord with the timing rules 
under section 226.31(c)(1).

31(c)(l)(iii) Consumer's Waiver o f  
Waiting Period before Consummation

1. Modification or waiver. A consumer 
may modify or waive the right to the 
three-day waiting period only after receiv
ing the disclosures required by section
226.32 and only if the circumstances meet 
the criteria for establishing a bona fide 
personal financial emergency under sec
tion 226.23(e). Whether these criteria are 
met is determined by the facts surround
ing individual situations. The imminent 
sale of the consumer’s home at foreclo
sure during the three-day period is one 
example of a bona fide personal financial 
emergency. Each consumer entitled to the 
three-day waiting period must sign the

handwritten statement for the waiver to be 
effective.

31(c)(2) Disclosures fo r  Reverse 
Mortgages

1. Business days. For purposes of provid
ing reverse-mortgage disclosures, "busi
ness day” has the same meaning as in 
comment 31 (c )(1 )-2— all calendar days 
except Sundays and the federal legal holi
days listed in 5 USC 6103(a). This means 
if disclosures are provided on a Friday, 
consummation could occur any time on 
Tuesday, the third business day following 
receipt of the disclosures.
2. Open-end plans. Disclosures for open- 
end reverse mortgages must be provided 
three business days before the first trans
action  under the plan (see section 
226.5(b)(1)).

31(d) Basis of Disclosures and Use of 
Estimates

1. Redisclosure. Section 226.31(d) allows 
the use of estimates when information 
necessary for an accurate disclosure is un
known to the creditor, provided that the 
disclosure is clearly identified as an esti
mate. For purposes of subpart E, the rule 
in section 226.3 l(c)( 1 )(i) requiring new 
disclosures when the creditor changes 
terms also applies to disclosures labeled 
as estimates.

SECTION 226.32— Requirements for 
Certain Closed-End Home Mortgages 

32(a) Coverage

Paragraph 32(a)(l)(i)

1. Application date. An application is 
deemed received when it reaches the 
creditor in any of the ways applications 
are normally transmitted. (See section 
226.19(a).) For example, if a borrower ap
plies for a 10-year loan on September 30 
and the creditor counteroffers with a 7- 
year loan on October 10, the application 
is deemed received in September and the

4



Regulation Z Commentary

creditor must measure the annual percent
age rate against the appropriate Treasury 
security yield as of August 15. An appli

cation transmitted through an intermediary 
agent or broker is received when it 
reaches the creditor, rather than when it 
reaches the agent or broker. (See com
ment 19(b)-3 to determine whether a 
transaction involves an intermediary agent 
or broker.)
2. When fifteenth not a business day. If 
the 15th day of the month immediately 
preceding the application date is not a 
business day, the creditor must use the 
yield as of the business day immediately 
preceding the 15th.

3. Calculating annual percentage rates 
fo r  variable-rate loans and  discount 
loans. Creditors must use the rules set out 
in the commentary to section 226.17(c)(1) 
in calculating the annual percentage rate 
for variable-rate loans (assume the rate in 
effect at the time of disclosure remains 
unchanged) and for discount, premium, 
and stepped-rate transactions (which must 
reflect composite annual percentage rates).
4. Treasury securities. To determine the 
yield on a Treasury security for the an
nual percentage rate test, creditors may 
use the Board’s “ Selected .Interest Rates” 
(statistical release H-15) or the actual auc
tion results. Treasury auctions are held at 
regular intervals for the different types of 
securities. These figures are published by 
major financial and metropolitan newspa
pers and are also available from Federal 
Reserve Banks. Creditors must use the 
yield on the security that has the nearest 
maturity at issuance to the loan’s matur
ity. For example, if a creditor must com
pare the annual percentage rate to Trea
sury securities with either 7-year or 10- 
year maturities, the annual percentage rate 
for an 8-year loan is compared with se
curities that have a 7-year maturity; the 
annual percentage rate for a 9-year loan is 
compared with securities that have a 10- 
year maturity. If the loan maturity is ex
actly halfway between, the annual per
centage rate is compared with the Trea
sury security that has the lower yield. For 
example, if the loan has a maturity of 20

years and comparable securities have ma
turities of 10 years with a yield of 6.501 
percent and 30 years with a yield of 
6.906 percent, the annual percentage rate 
is compared with 10 percentage points 
over the yield of 6.501 percent, the lower 

of the two yields.

Paragraph 32(a)(1)(H)

1. Total loan amount. For purposes of the 
“ points and fees" test, the total loan 
amount is calculated by taking the amount 
financed, as determined according to sec
tion 226.18(b), and deducting any cost 
listed in section 226.32(b)(l)(iii) that is 
both included as points and fees under 
section 226.32(b)(1) and financed by the 
creditor. Some examples follow, each us
ing a $10,000 amount borrowed, a $300 

appraisal fee, and $400 in points:

i. If the consumer finances a $300 fee 
for a creditor-conducted appraisal and 
pays $400 in points at closing, the 
am ount financed under section 
226.18(b) is $9,900 ($10,000 plus the 
$300 appraisal fee that is paid to and 
financed by the creditor, less $400 in 
prepaid finance charges). The $300 
appraisal fee paid to the creditor is 
added to other points and fees under 
section 226.32(b)(l)(iii). It is deduct
ed from the amount financed ($9,900) 
to derive a total loan amount of 
$9,600.

ii. If the consumer pays the $300 fee for 
the creditor-conducted appraisal in 
cash at closing, the $300 is included 
in the points and fees calculation be
cause it is paid to the creditor. How
ever, because the $300 is not financed 
by the creditor, the fee is not part of 
the amount financed under section 
226.18(b) ($10,000, in this case). The 
total loan amount is $9,600 ($10,000, 
less $400 in prepaid finance charges).

iii. If the consumer finances a $300 fee 
for an appraisal conducted by some
one other than the creditor or an affil
iate, the $300 fee is not included with 
other points and fees under section 
226.32(b)(l)(iii). The amount financed

5



Regulation Z Commentary

under section 226.18(b) is 59,900 
(SI0.000 plus the S300 fee for an in
dependently conducted appraisal that 
is financed by the creditor, less the 
S400 paid in cash and deducted as 
prepaid finance charges).

2. Annual adjustment o f  $400 amount. A 
mortgage loan is covered by section
226.32 if the total points and fees payable 
by the consumer at or before loan con
summation exceed the greater of S400 or
8 percent of the total loan amount. The 
S400 figure is adjusted annually by the 
Board: the adjusted figure becomes effec
tive on January 1 of the following year. 
The adjusted figure for 1996 is $412, re
flecting a 3.00 percent increase in the 
CPI-U from June 1994 to June 1995, 
rounded to the nearest whole dollar. The 
Board will publish adjustments after the 
June figures become available each year. 
The adjustment for the upcoming year 
will be included in any proposed com
mentary published in the fall, and incor

porated into the commentary the follow
ing spring.

32(b) Definitions

Paragraph 32(b)(l)(i)

1. G eneral. Items defined as finance 
charges under sec tion  226 .4(a) and 
226.4(b) are included under this paragraph 
as a component of the total “ points and 
fees.” Items excluded from the finance 
charge under other provisions of section 
226.4 are not included under paragraph 
32(b)(l)(i), although a fee may be in
c luded  in “ points and fe e s”  under 
paragraphs 32(b)(l)(ii) and 32(b)(l)(iii).

Paragraph 32(b)(l)(ii)

1. Mortgage broker fees. In determining 
“ points and fees” for purposes of this 
section, compensation paid by a consumer 
to a mortgage broker (directly or through 
the creditor for delivery to the broker) is 
included in the calculation whether or not 
the amount is disclosed as a finance 
charge. Mortgage broker fees that are not

paid by the consumer are not included. 
Mortgage broker fees already included in 
the calculation as finance charges under 
section  226.32(b)( 1 )(i) need not bei 
counted  again under sectiom 
226.32(b)( 1 )(ii).

2. Example. Section 226.32(b)(l)(iii) de
fines "points and fees" to include all 
items listed in section 226.4(c)(7), other 
than amounts held for the future payment 
of taxes. An item listed in section 
226.4(c)(7) may be excluded from the 
"points and fees" calculation, however, if 
the charge is reasonable, the creditor re
ceives no direct or indirect compensation 
from the charge, and the charge is not 
paid to an affiliate of the creditor. For ex
ample, a reasonable fee paid by the con
sumer to an independent, third-party ap
praiser may be excluded from the "points 
and fees" calculation (assuming no com
pensation is paid to the creditor). A fee 
paid by the consumer for an appraisal 
performed by the creditor must be in
cluded in the calculation, even though the 
fee may be excluded from the finance 
charge if it is bona fide and reasonable in 
amount.

32(c) Disclosures

1. Format. The disclosures must be clear 
and conspicuous but need not be in any 
particular type size or typeface, nor pre
sented in any particular manner. The dis
closures need not be a part of the note or 
mortgage document.

32(c)(3) Regular Payment

1. General. The regular payment is the 
amount due from the borrower at regular 

intervals, such as monthly, bimonthly, 
quarterly, or annually. There must be at 
least two payments, and the payments 
must be in an amount and at such inter
vals that they fully amortize the amount 
owed. In disclosing the regular payment, 
creditors may rely on the rules set forth in 
section 226.18(g); however, the amounts 
for voluntary items not agreed to by the 
consumer such as credit life insurance

6



Regulation Z Commentary

may not be included in the regular 
payment.

i. If the loan has more than one pay-

•  ment level, the regular payment for each 

level must be disclosed. For example:

A. In a 30-year graduated payment mort
gage where there will be payments of 

S300 for the first 120 months. $400 
for the next 120 months, and $500 
for the last 120 months, each pay

ment amount must be disclosed, along 
with the length of time that the pay
ment will be in effect.

B. If interest and principal are paid at 

different times, the regular amount for 
each must be disclosed.

C. In discounted or premium variable- 

rate transactions where the creditor 
sets the initial interest rate and later 
rate adjustments are determined by an 

index or formula, the creditor must 
disclose both the initial payment 

based on the discount or premium 
and the payment that will be in effect 

thereafter. Additional explanatory ma

terial which does not detract from the 

required disclosures may accompany 
the disclosed amounts. For example, 

if a monthly payment is $250 for the

• first six months and then increases 

based on an index and margin, the 
creditor could use language such as 

the following: “Your regular monthly 
payment will be $250 for six months. 
After six months your regular month

ly payment will be based on an index 

and margin, which currently would 
make your payment $350. Your actual 

payment at that time may be higher 
or lower.”

32(c)(4) Variable Rate

I. Calculating “worst-case” payment ex
ample. Creditors may rely on instructions 
in section 226.19(b)(2)(x) for calculating 
the maximum possible increases in rates 

in the shortest possible timeframe, based 
on the face amount of the note (not the 
hypothetical loan amount of $10,000 re
quired by section 226 .19(b)(2)(x)). The

creditor must provide a maximum pay
ment for each payment level, where a 

payment schedule provides for more than 
one payment level and more than one 

maximum payment amount is possible.

32(d) Limitations

32(d)(l)(i) Balloon Payment

1. Regular periodic payments. The repay
ment schedule for a section 226.32 mort
gage loan with a term of less than five 
years must fully amortize the outstanding 
principal balance through "regular peri
odic payments." A payment is a "regular 

periodic payment" if it is not more than 
twice the amount of other payments.

32(d)(2) Negative Amortization

1. Negative amortization. The prohibition 

against negative amortization in a mort

gage covered by section 226.32 does not 
preclude reasonable increases in the prin
cipal balance that result from events per
mitted by the legal obligation unrelated to 
the payment schedule. For example, when 
a consumer fails to obtain property insur
ance and the creditor purchases insurance, 
the creditor may add a reasonable pre
mium to the consumer’s principal balance, 
to the extent permitted by the legal 

obligation.

32(d)(4) Increased Interest Rate

1. Variable-rate transactions. The limita

tion on interest-rate increases does not ap
ply to rate increases resulting from 
changes in accordance with the legal obli
gation in a variable-rate transaction, even 
if the increase occurs after default by the 
consumer.

32(d)(5) Rebates

1. Calculation o f  refunds. The limitation 
applies only to refunds of precomputed 

(such as add-on) interest and not to any 
other charges that are considered finance 
charges under section 226.4 (for example, 
points and fees paid at closing). The cal
culation of the refund of interest includes

7
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odd-days interest, whether paid at or after 
consummation.

32(d)(6) Prepayment Penalties

I. State law. For purposes of computing a 
refund of unearned interest, if using the 
actuarial method defined by applicable 
state law results in a refund that is greater 
than the refund calculated by using the 
method described in section 933(d) of the 
Housing and Community Development 
Act of 1992, creditors should use the state 
law definition in determining if a refund 
is a prepayment penalty.

32(d)(7) Prepayment-Penalty Exception

Paragraph 32(d)(7)(iii)

1. C alcu la ting  d eb t-to -inco m e ratio. 
'Debt" does not include amounts paid by 

the bo rrow er in cash  at c losing  or 
amounts from the loan proceeds that di
rectly repay an existing debt. Creditors 
may consider combined debt-to-income 
ratios for transactions involving jo in t 
applicants.

2. Verification. Verification of employ
ment satisfies the requirement for payment 
records for employment income.

32(e) Prohibited Acts and Practices

32(e)(1) Repayment Ability

1. Determining repayment ability. The in
formation provided to the creditor in con
nection with section 226.32(d)(7) may be 
used to show that the creditor considered 

the consumer’s income and obligations 
before extending the credit. Any expected 
income can be considered by the creditor, 
except equity income that the consumer 
would obtain through the foreclosure of a 
mortgage covered by section 226.32. For 
example, a creditor may use information 
about income other than regular salary or 
wages such as gifts, expected retirement 
payments, or income from housecleaning 
or childcare. The creditor also may use 
unverified income, as long as the creditor 
has a reasonable basis for believing that

the income exists and will support the 
loan.

32(e)(2) Home-lmprovement Contracts

Paragraph 32(e)(2)(i)

1. Joint payees. If a creditor pays a con
tractor with an instrument jointly payable 
to the contractor and the consumer, the 
instrument must name as payee each con
sumer who is primarily obligated on the 
note.

32(e)(3) Notice to Assignee

1. Subsequent sellers or assignors. Any 
person, whether or not the original credi
tor. that sells or assigns a mortgage sub
ject to this section must furnish the notice 
of potential liability to the purchaser or 
assignee.

2. Format. While the notice of potential 
liability need not be in any particular for
mat, the notice must be prominent. Plac
ing it on the face of the note, such as 
with a stamp, is one means of satisfying 
the prominence requirement.

SECTION 226.33— Requirements for 
Reverse Mortgages 

33(a) Definition

1. Nonrecourse transaction. A nonre
course reverse-mortgage transaction limits 
the homeowner’s liability to the proceeds 
of the sale of the home (or any lesser 
amount specified in the credit obligation). 
If a transaction structured as a closed-end 
reverse-mortgage transaction allows re
course against the consumer, and the an
nual percentage rate or the points and fees 
exceed those specified under section 
226.32(a)(1), the transaction is subject to 
all the requirements of section 226.32, in
cluding the limitations concerning balloon 
payments and negative amortization.

Paragraph 33(a)(2)

1. Default. Default is not defined by the 
statute or regulation, but rather by the le
gal obligation between the parties and 
state or other law.



Regulation Z Commentary

2. Definite term or maturity date. To meet 
the definition of a reverse-mortgage trans
action, a creditor cannot require any prin-

• cipal. interest, or shared appreciation or 
equity to be due and payable (other than 
in the case of default) until after the con
sumer's death, transfer of the dwelling, or 
the consumer ceases to occupy the dwell
ing as a principal dwelling. Some state 
laws require legal obligations secured by 
a mortgage to specify a definite maturity 
date or term of repayment in the instru
ment. Stating a definite maturity date or 
term of repayment in an obligation does 
not violate the definition of a reverse- 
mortgage transaction if the maturity date 
or term of repayment used would in no 
case operate to cause maturity prior to the 
occurrence of any of the events recog
nized in the regulation. For example, a 
provision that allows a reverse-mortgage 
loan to become due and payable only af
ter the consumer’s death, transfer, or ces
sation of occupancy, or after a specified 
term, but which automatically extends the 
term for consecutive periods as long as 
none of the events specified in this sec
tion had yet occurred.

33(c) Projected Total Cost o f Credit

•
 33(c)(1) Costs to Consumer

1. C osts and  charges to co n 
sumer— relation to finance charge. All 
costs and charges to the consumer that are 
incurred in a reverse-mortgage transaction 
afe included in the projected total cost of 
credit, and thus in the total-annual-loan- 
cost rates, whether or not the cost or 
charge is a finance charge under section 
226.4.

2. Annuity costs. As part of the credit 
transaction, some creditors require or per
mit a consumer to purchase an annuity 
that im m ediately— or at some future 
time— supplements or replaces the credi
tor’s payments. The amount paid by the 
consumer for the annuity is a cost to the 
consumer under this section, regardless of 
whether the annuity is purchased through 
the creditor or a third party, or whether 
the purchase is mandatory or voluntary.

3. Disposition costs excluded. Disposition 
costs incurred in connection with the sale 
or transfer of the property subject to the 
reverse mortgage are not included in the 
costs to the consumer under this para
graph. (However, see the definition of 
Val„ in appendix K to the regulation to 
determine the effect certain disposition 
costs may have on the total-annual-loan- 
cost rates.)

33(c)(2) Payments to Consumer

1. Payments upon a specified event. The 
projected total cost of credit should not 
reflect contingent payments in which a 
credit to the outstanding loan balance or a 
payment to the consumer's estate is made 
upon the occurrence of an event (for ex
ample, a "death benefit” payable if the 
consumer’s death occurs within a certain 
period of time). Thus, the table of total- 
annual-loan-cost rates required under sec
tion 226.33(b)(2) would not reflect such 
payments. At its option, however, a credi
tor may put an asterisk, footnote, or simi
lar type of notation in the table next to 
the applicable total-annual-loan-cost rate, 
and state in the body of the note, apart 
from the table, the assumption upon 
which the total-annual-loan-cost is made 
and any different rate that would apply if 
the contingent benefit were paid.

33(c)(3) Additional Creditor 
Compensation

1. Shared appreciation or equity. Any 
shared appreciation or equity that the 
creditor is entitled to receive pursuant to 
the legal obligation must be included in 
the total cost of a reverse-mortgage loan. 
For example, if a creditor agrees to a re
duced interest rate on the transaction in 
exchange for a portion of the appreciation 
or equity that may be realized when the 
dwelling is sold, that portion is included 
in the projected total cost of credit.

33(c)(4) Limitations on Consumer 
Liability

1. In general. Creditors must include any 
limitation on the consumer’s liability

9
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(such as a nonrecourse limit or an equity - 
conservation agreement) in the projected 
total cost of credit. These limits and 
agreements protect a portion of the equity 
in the dwelling for the consumer or the 
consumer's estate. For example, the fol
lowing are limitations on the consumer's 
liability that must be included in the pro
jected total cost of credit:

1. A limit on the consumer’s liability to
a certain percentage of the projected 
value of the home.

ii. A limit on the consumer's liability to
the net proceeds from the sale of the
property subject to the reverse mort
gage.

2. Uniform assum ption fo r  "net pro 
ceeds" recourse limitations. If the legal 
obligation between the parties does not 
specify a percentage for the "net pro
ceeds” liability of the consumer, for pur
poses of the disclosures required by sec
tion 226.33, a creditor must assume that 
the costs associated with selling the prop
erty will equal 7 percent of the projected 
sale price (see the definition of the Val„ 
symbol under appendix K(b)(6)).

10. Effective April I, 1996, comments on ap
pendixes K  and L are added to read as 
follows:

APPENDIX K— Total-Annual-Loan- 
Cost Rate Computations for Reverse- 
Mortgage Transactions

1. General. The calculation of total-an- 
nual-loan-cost rates under appendix K is 
based on the principles set forth and the 
estimation or “ iteration” procedure used 
to compute annual percentage rates under 
appendix J. Rather than restate this itera
tion process in full, the regulation cross- 
references the procedures found in appen
dix J. In other aspects the appendix 
reflects the special nature of reverse-mort
gage transactions. Special definitions and 
ins truc tions are inc luded where 
appropriate.

(b) Instructions and Equations for the 
Total-Annual-Loan-Cost Rate

(b)(5) Number o f  Unit Periods between 
Two Given Dates

1. Assumption as to when transaction be
gins. The computation of the total-annual- 
loan-cost rate is based on the assumption 
that the reverse-mortgage transaction be

gins on the first day of the month in 
which consummation is estimated to oc
cur. Therefore, fractional unit periods 
(used under appendix J for calculating an
nual percentage rates) are not used.

(b)(9) Assumption fo r  Discretionary Cash 
Advances

1. Am ount o f  credit. Creditors should 
compute the total-annual-loan-cost rates 
for transactions involving discretionary 
cash advances by assuming that 50 per
cent of the initial amount of the credit 
available under the transaction is ad
vanced at closing or, in an open-end 
transaction, when the consumer becomes 
obligated under the plan. (For the pur
poses of this assumption, the initial 
amount of the credit is the principal loan 
amount less any costs to the consumer 
under section 226.33(c)(1).) |

(b)(10) Assumption fo r  Variable-Rate 
Reverse-Mortgage Transactions

1. In itia l d iscoun t or prem ium  rate. 
Where a variable-rate reverse-mortgage 
transaction includes an initial discount or 
premium rate, the credit should apply the 
same rules for calculating the total-an
nual-loan-cost rate as are applied when 
calculating the annual percentage rate for 
a loan with an initial discount or premium 
rate (see the com mentary to section 

226.17(c)).

(d) Reverse Mortgage Model Form and 

Sample Form

(d)(2) Sample Form

1. General. The “clear and conspicuous”
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standard for reverse-mortgage disclosures 
does not require disclosures to be printed 
in any particular type size. Disclosures

• may be made on more than one page, and 
use both the front and the reverse sides, 
as long as the pages constitute an inte
grated document and the table disclosing 
the total-annual-loan-cost rates is on a 
single page.

APPENDIX L— Assumed Loan 
Periods for Computations of Total- 
Annual-Loan-Cost Rates

used in appendix L are those found in the 

U.S. Decennial Life Tables for women, as 

rounded to the nearest whole year and as 

published by the U.S. Department of 

Health and Human Services. The figures 
contained in appendix L must be used by 

creditors for all consumers (men and wo

men). Appendix L will be revised periodi

cally by the Board to incorporate revi
sions to the figures made in the decennial 

tables.

1. General. The life expectancy figures
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Board of Governors of the Federal Reserve System  

Office of the Comptroller of the Currency 

Federal Deposit Insurance Corporation 

Office of Thrift Supervision

Report on Indebtedness of Executive Officers and 
Principal Shareholders and their Related Interests 
to Correspondent Banks (Form FFIEC 004)

A. For the Calendar Year Ending December 3 1 , 1 9 _____

Name of Executive Officer____  or Principal Shareholder ___ Submitting Report (P leasecheckonei

If the Report is Submitted for Indebtedness of a Related Interest, Name and Address of Related 

Interest for Which the Report is Submitted

D.

To be submitted to your bank's board of directors by January 31.

Name of Bank to which Report is Submitted

City

Form FFIEC 0 0 4

OMB No. 7 1 0 0 -0 0 3 4  (FRB) Expires 9 /3 0 /9 8  

1 5 5 7 -0 0 7 0  (OCC) Expires 9 /3 0 /9 8  

3 0 6 4 -0 0 2 3  (FDIC) Expires 9 /3 0 /9 8  

1 5 5 0 -0 0 7 5  (OTS) Expires 6 /3 0 /9 8

*
To be submitted by executive officers and principal shareholders of insured banks in 

satisfaction of the reporting requirements of the Federal Reserve Board's Regulation 

O (12 CFR Part 215) and as incorporated by the Office of Thrift Supervision (12  

CFR Part 5 6 3 .4 3 ), and Part 3 4 9  of the Federal Deposit Insurance Corporation's 

Rules and Regulations (12  CFR Part 349) with respect to indebtedness to 

correspondent banks and savings associations.

State

Report the Maximum Amount of Indebtedness Outstanding at Any Time During the Reporting Year, Even if Fully Repaid. Please Read Carefully the Instructions on the Reverse Side of this Report.

Name and Address of Correspondent 
Bank

F.

Original
Amount

G.

Range 
of Interest 
Rates (%)

H.

Repayment Terms
Maturity

Date

J.

Description of Collateral 
(If unsecured indicate "none")

K.

Balance 
(10 days prior to 

this report)
(in thousands o f dollars)

*-■ Maximum 
Amount of Indebtedness 
Outstanding in Previous 

Calendar Year 
(Indicate method used.)

(in thousands of dollars)

M.

Other Terms 
(if unusual)

N. I hereby certify that the information given above is complete, Disclosure of Estimated Burden

correct, and true to the best of my knowledge.
The burden associated with this information collection is estimated to vary from 1 to 2 hours per response, depending on individual circumstances. Burden estimates include the time for 

reviewing instructions, gathering and maintaining data in the required form, and completing the information collection, but exclude the time for compiling and maintaining business records 

in the normal course of a respondent's activities. A Federal agency may not conduct or sponsor, and an organization (or a person) is not required to respond to a collection of information, 

unless it displays a currently valid OMB control number. Comments concerning the accuracy of this burden estimate and suggestions for reducing this burden should be directed to the
Signature of official responsible for report Office of Information and Regulatory Affairs, Office of Management and Budget, Washington, D.C. 2 0 5 0 3 , and to one of the following:

Date Signed

Secretary Legislative and Regulatory Analysis Division Assistant Executive Secretary Supervision Policy
Board of Governors of the Federal Reserve System Office of the Comptroller of the Currency Federal Deposit Insurance Corporation Office of Thrift Supervision

Washington, D.C. 20551  Washington, D.C. 2 0 2 1 9  Washington, D.C. 2 0 4 2 9  Washington, D.C. 2 05 5 2



Instructions

Why Report

The Financial Institutions Regulatory and Interest Rate Control Act of 1978, as 

amended by the Garn-St. Germain Depository Institutions Act of 1982, 

prohibits preferential lending by a bank to certain insiders of another bank 

when there is a correspondent account relationship between the banks. 

Regulation 0 , 12 CFR Part 215, which implements these statutes, specifies 

the reporting requirements necessary to ensure compliance.

Terms used in this report are defined in Regulation 0  and 12 CFR Part 349. 

The Office of Thrift Supervision has incorporated Regulation 0  by reference at 

12 CFR 563.43 and applies Regulation 0 , with the exception of 12 CFR 

215.13, to savings associations in the same manner and to the same extent 
as if the association were a bank or member bank. As used in this report, the 

term bank should be read to include savings associations.

Noncompliance with the reporting requirements o f Regulation 0  could result in 

civil money penalties for the bank and the reporting executive officer or 
principal shareholder.

Who Must Report

Executive officers and principal shareholders must report extensions of credit 

outstanding during the calendar year from correspondent banks of their insured 
bank. Executive officers and principal shareholders must also report extensions 

of credit from correspondent banks to their related interests.

How to Report

The reports may be filed on Form 004, Report on Indebtedness to 

Correspondent Banks, or any form containing identical information. The 

information must be submitted to the board of directors with a copy 

maintained at the bank.

When to Report

Reports must be submitted annually by January 31 for the calendar year 

ending December 31 of the previous year.

What to Report

Executive officers and principal shareholders must report all indebtedness to 

correspondent banks, including indebtedness of their related interests. Loans 

that were outstanding at any time during the reporting calendar year must be 
reported, even if they have been paid off.

Completing the Form

A. Report Date. Enter the calendar year for which you are reporting.

B. Name of Executive Officer or Principal Shareholder. Enter your name. (A 
person who is not an executive officer or principal shareholder at the time the 

report is required to be filed is not required to file.)

An "executive o ffice r" is defined in section 215.2(e) of Regulation O and 

generally means an individual who participates or has authority to participate 
(other than in the capacity of a director) in major policymaking functions of the 

company or bank, whether or not the officer has an official title, the title 

designates the officer as an assistant, or the officer is serving without salary 

or compensation. Certain categories of bank officers (e.g., vice president) are 

presumed in Regulation O to be executive officers unless the officer is 

excluded by resolution of the board of directors of the bank or by the bylaws 
of the bank or company from participation in major policymaking functions of 

the bank or company, and the officer does not actually participate therein.

A “principal shareholder o f a member bank" as defined in section 215.11 (a)(1) 

means any person (other than an insured bank, or a foreign bank as defined in 

12 USC 3101(7)) that, directly or indirectly, owns, controls, or has power to 

vote more than 10 percent of any class of voting securities of the member 

bank. The term includes a person that controls a principal shareholder (e.g., a 
person that controls a bank holding company). Shares of a bank (including a 

foreign bank), bank holding company, or other company owned or controlled 

by a member of an individual's immediate family are presumed to be owned or 

controlled by the individual for the purposes of determining principal 

shareholder status.

"Immediate fam ily" as defined in section 215.2(g) means the spouse of an 

individual, the individual's minor children, and any of the individual's children 

(including adult children) residing in the individual's home. For reporting 

purposes, only one individual in the immediate family must file a report if that 

individual's report includes the required information on indebtedness of his/her 

immediate family.

C. Related Interests. If you are reporting indebtedness of a related interest, 

enter the name and address of the related interest. You must complete a 

separate report for each related interest.

A “related in terest" as defined in section 215.11 (a)(2) means (1) any company 

controlled by a natural person, or (2) any political or campaign committee 
controlled by a natural person or the funds or services of which will benefit a 

natural person.

"Control" of a company is defined generally in section 215.2(c) of Regulation 

O as ownership or control of 25 percent or more of a company's outstanding 
voting shares. Control is presumed, however, in certain cases where less than 

25 percent ownership exists.

The term "indebtedness" includes any extension of credit (as defined in 

section 215.3 of Regulation 0), but does not include: (1) commercial paper, 

bonds and debentures issued in the ordinary course of business; and (2) 

consumer credit in an aggregate amount of $5,000 or less from each



correspondent bank, provided the credit is incurred under terms that are not 

more favorable than those offered the general public.

D. Reporting Bank. Enter the name of the bank in which you are an executive 

officer or principal shareholder.

E. Correspondent Bank. Enter the correspondent bank's name and address. 

You may report indebtedness from more than one correspondent bank on the 

same form. You also may include the loan number or any other relevant 

identifying information in this column.

A "correspondent bank" generally means a bank that maintains one or more 

correspondent accounts for the officer's or principal shareholder's bank that in 
the aggregate exceed an average daily balance during the reporting calendar 

year of $100,000 or 0.5 percent of the officer's or principal shareholder's 

bank's total deposits (as reported in the bank's first Consolidated Report of 

Condition or Thrift Financial Report during the calendar year), whichever is 

smaller. A ll insured banks are required by law  to make available to their 

executive officers and principal shareholders a lis t o f their correspondent 

banks.

F. Original Amount. Enter the original amount of the loan. If the indebtedness 

is a line of credit, report the maximum authorized amount.

G. Range of Interest Rates. Enter the range of interest rates charged 

throughout the reporting year.

H. Repayment Terms. Describe the repayment terms.

I. Maturity Date. Enter the maturity date.

J. Description of Collateral. If the loan is secured, describe the collateral and 

its value.

K. Balance. Enter the amount of indebtedness outstanding to the 

correspondent bank as of ten business days before the date of the report. If 
this balance is not available, or cannot be readily ascertained by the filing date, 

estimate the amount and provide the actual amount to the board of directors 

within thirty days.

L. Maximum Amount of Indebtedness. The maximum amount of 

indebtedness is either (1) the highest outstanding indebtedness during the 

calendar year for which the report is made, or (2) the highest end of the month 
indebtedness outstanding during the calendar year for which the report is 

made. You must consistently use the same method for all indebtedness to the 

same correspondent bank. You also must indicate whether the maximum 

amount was determined as of the end of the month or on a daily basis.

M. Other Terms. Describe any unusual terms or other conditions of the loan.

N. Signature. Sign and date the report.




