FEDERAL RESERVE BANK OF NEW YORK

ircular No. 6634'™1
November 9, 1970 |

REGULATION Z
Interpretation and Proposed Amendments

To All State Member Banks, and Others Concerned,

in the Second Federal Reserve District:

The following statement was
System:

recently issued by the Board of Governors of the Federal Reserve

The Board of Governors of the Federal Reserve System announced the adoption of one interpre-
tation to its Truth in Lending Regulation Z and issued three proposed amendments of the Regulation
for public comment.

The interpretation issued by the Board spells out that all points and discounts paid to a creditor
by a seller in connection with a consumer credit transaction must be included in the finance charge
to the extent they are passed on to the customer. One example is the points paid by the seller to
assure an extension of credit in a real estate transaction. However, the Board will not presume that
all points and discounts are passed on to the buyer.

Amendments proposed by the Board would:

1. Provide that creditors must give 15 days notice to active customers of any change in terms
of an open-end account. At present, creditors must give 30 days notice of any change in terms to all
customers, whether they have active or inactive accounts. Under the proposal, inactive accounts must
be notified when they become active and before any increase in finance charges is imposed against

the account.

Under an amendment issued on October 23, no notice is required if the only change is

the reduction in the periodic rate or rates applicable to the account.

2. Permit modification of the rescission notice used in credit sales of vacant lots by substitut-
ing the word "homesite" for "home."

3. Permit the advertising of meaningful creditterms applicable under FHA Section 235 financing
but prohibit advertising of payments or annual percentage rate, which would be misleading to most

prospective customers.

The Board fixed December 4 as the deadline for receipt of comments on the three proposed

amendments.

Following are excerpts from the Federal Register of November 5, containing the texts of the inter-
pretation (printed below) and of the three proposed amendments (printed on the reverse side). Comments
on the proposed amendments should be submitted by December 4 and may be sent to our Consumer Infor-
mation and Securities Regulations Department.

Title 12— BANKS AND BANKING
Chapter Il— Federal Reserve System

SUBCHAPTER A— BOARD OF GOVERNORS OF
THE FEDERAL RESERVE SYSTEM

[Reg. Z]
PART 226— TRUTH IN LENDING
Seller’s Points and Discounts

§ 226.406 Seller’s points and discounts
under Regulation Z.

(a) Section 226.4(a) (Regulation Z)
includes in the finance charge any charge
“payable directly or indirectly by the cus-
tomer, and imposed directly or indirectly
by the creditor as an incident to or as
a condition of the extension of credit
* * * The question arises as to the
proper treatment of discounts paid by
the seller, including points imposed on
the seller by the lender in connection
with a real estate transaction.

(b) Under the general rule in §226.4
(a), any such discount, to the extent it is

Alfred Hayes, President.

passed on to the buyer through an in-
crease in the selling price, must be in-
cluded in the finance charge. However, as
a practical matter, it may be difficult to
determine whether ornot a discount paid
by the seller in connection with a real
estate transaction has been, in fact,
passed along to the customer as a part
of the purchase price of the property.
The same situation may exist in other
cases, for example, those in which the
creditor sells at a discount obligations
payable in more than four installments.

(c) The Board has concluded that
any such transaction coming within its
administrative enforcement authority,
where seller’s points or discounts were, In
fact, passed along to the customer or
buyer and the amount thereof was not
disclosed as a finance charge, the Board
will take such action as may be appro-
priate in the circumstances. However, it
will not attempt to prescribe rules creat-
ing a presumption that all discounts or
points are passed on to the customer or
buyer and hence must be included in the

finance charge in any particular class of
transaction. On the other hand, the in-
clusion of seller’s points or discounts in
the finance charge will be acceptable to
the Board as a correct disclosure under
Regulation z.

(d) This position relates only to the
Board’s administrative enforcement pro-
cedures and it isnot intended in any way
to restrict or prejudice the rights of any
customer or buyer to bring an action un-
der sections 130 and 131 of the Act where
he has reason to believe he is or was re-

inquired to pay directly or indirectly a
finance charge imposed directly or in-
directly by the creditor of the trans-
action and the amount of that finance
charge was not disclosed to him.

(Interprets and applies 15 U.S.C. 1605)

By order of the Board of Governors,
October 23, 1970.

[Seall Kenneth A. Kenyon,
Deputy Secretary.
|F.R. Doc 70 14855; Filed, Nov. 4. 1970;

8:46 a.m.|

(Over)
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FEDERAL RESERVE SYSTEM

[12 CFR Part 226 1
[Reg. Z]

TRUTH IN LENDING

Notice of Proposed Rule Making

Pursuant to the authority contained
in the Truth in Lending Act (15 U.S.C.
1601). the Board of Governors is consid-
ering amending Part 226 in the following
respects:

la. By amending ?226.7<e> to read as
follows:
$226.7 Open end credit account*—
.specific disclosure*.

4 . * * *

ie' Change in terms. Not later than 15
days prior to the beginning date of the
billing cycle in which any change is to
be made in the terms previously disclosed
to the customer of an open end credit
account, the creditor shall mail or de-
liver a written disclosure of such change
to each customer required to be fur-
nished a statement under paragraph (b)
of this section. Such disclosure shall be
mailed or delivered to each other cus-
tomer not later than the date of mailing
or delivery of the next required billing
statement on his account. However, if
the periodic rate, or any minimum, fixed,
check service, transaction, activity, or
similar charge is increased, the increased
amount may not be imposed on any cus-
tomer without notice at least 15 days
prior to the beginning date of the billing
cycle in which the charge is imposed. No
notice is necessary if the only change is a
reduction in the periodic rate or rates
applicable to the account.

* * * *

b. The main purpose of the proposed
amendment is to allow creditors of an
open end credit account to modify the
terms of the account without the neces-
sity of notifying inactive as well as ac-
tive customers. The present requirements
of Regulation Z necessitate a costly no-
tification process and have inhibited
creditors from making changes advan-
tageous to consumers. The proposed
amendment would require prior notice to
active accounts, but would cut the period
to 15 days to allow notification to be in-
cluded with the next previous billing
statement. Accounts inactive at the time
of the change would receive a notice
when they became active. However, if the
change involved an increase in the pe-
riodic rate or in any minimum, fixed,
check service, transaction, activity, or
similar charge, the increased amount
may not be collected from any customer
not receiving notice at least 15 days prior
to the begininng of the billing cycle in
which that increased amount is imposed.
On October 23, 1970, the Board amended
§226.7(e) to permit creditors to reduce

the periodic rate or rates applicable to
open end credit accounts without the
necessity of advance notice to the
customer.

2a. By amending §226.9(b) to read as
follows:

§ 226.9 Kiglit to rescind certain trans-
action*.

# * * * *

<b) Notice o/ opportunity to rescind.
Whenever a customer has the right to
rescind a transaction under paragraph
(a) of this section, the creditor shall give
notice of that fact to the customer by
furnishing the customer with two copies
of the notice set out below, one of which
may be used by the customer to cancel
the transaction. Such notice shall be
printed in capital and lower case letters
ol not less than 12 point bold-faced type
on one side of a separate statement
which identifies the transaction to which
it relates. Such statement shall also set
forth the entire paragraph <d) of this
section, "Effect of rescission.” If such
paragraph appears on the reverse side of
the statement, the face of the statement
shall state: "See reverse side for im-
portant information about your right of
rescission.” Before furnishing copies of
the notice to the customer, the creditor
shall complete both copies with the name
of the creditor, the address of the credi-
tor’s place of business, the date of con-
summation of the transaction, and the
date, not earlier than the third business
day following the date of the transaction,
by which the customer may give notice
of cancellation. Where the real property
on which the security interest may arise
does not include a dwelling, the creditor
may substitute the word "homesite” for
"home” where that word appears in the
notice.

Notice to customer required by Federal
law:

You have entered into a transaction on

which may result in a lien,

(Date)
mortgage, or other security interest on your
home. You have a legal right under Federal
law to cancel this transaction, if you desire
to do so, without any penalty or obligation
within 3 business days from the above
date or any later date on which all material
disclosures required under the Truth in
Lending Act have been given to you. If you
so cancel the transaction, any Hen, mort-
gage, or other security Interest on your home
arising from this transaction is automati-
cally void. You are also entitled to receive a
refund of any downpayment or other con-
sideration if you cancel. If you decide to
cancel this transaction, you may do so by
notifying at

(Name of creditor)

b

mail or telegram sent not later than mid-
night o f You may also use any
Date

other form of written notice identifying the
transaction If It is delivered to the above
address not later than that time. This notice
may be used for that purpose by dating and
signing below.

I hereby cancel this transaction.

(Date)

b. The amendment consists of adding
asentence following the substantive part
if §226.9(b) and prior to the text of the
required notice. The purpose of the
amendment is to allow creditors in va-
cant lot transactions subject to the re-
scission provisions of the Truth in
Lending Act and Regulation zZ to sub-
stitute the word “homesite” in the spec-
ified notice for the word "home.”

3a. By adding §226.10(e) to read as
follows:

§ 226.10
*

(Customer’s signature)

Advertising credit terms.
* * * *

(e) Advertising of FHA Section 235
financing. No advertisement to aid, pro-
mote, or assist directly or indirectly the
sale of residential real estate under title
Il, section 235, of the National Housing
Act (12 U.S.C. 1715z) shall state the
amount of any payment scheduled to
repay the indebtedness m any extension
of credit under that program or the
amount of the finance charge expressed
as an annual percentage rate. All other
information specified in paragraph (d)
(2) of this section shall be stated when
required by that subparagraph. Any ad-
vertisement shall clearly identify those
credit terms which apply to the FHA
section 235 assistance program.

b. The purpose of the proposed
amendment is to enable sellers to adver-
tise the terms which are applicable to
most qualified purchasers under the
section 235 Federal assistance program
of title Il of the National Housing Act
(such as the downpayment and number
of payments; without having to show a
figure for the amount of payments or
annual percentage rate as presently re-
quired by §226.10(d) of Regulation Z.
The purpose of the prohibition against
stating any payment amount and annual
percentage rate is to prevent misleading
advertisement caused by the wide varia-
tion in actual amounts and rates appli-
cable to individual customers as a result
of variation in the amount of the Fed-
eral subsidy.

To aid in the consideration of these
matters by the Board, interested persons
are invited to submit relevant data,
views, or arguments. Any such material
should be submitted in writing to the
Secretary, Board of Governors of the
Federal Reserve System, Washington,
D.C. 20551, to be received not later than
December 4, 1970. Such material will be
made available for inspection and copy-
ing upon request, except as provided in
§261.6(a) of the Board’s Rules Regard-
ing Availability of Information.

By order of the Board of Governors
October 23.1970.

[seall Kenneth A. Kenyon,
Deputy Secretary.
|F.R. Doc 70-14858; Piled, Nov. 4, 1970;
8:46 a.m.]
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