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N ovem ber 9, 1970 |

REGULATION Z 
In te rp re ta tio n  and P ro p o sed  A m endm ents

To A ll State Member Banks, and Others Concerned, 
in the Second Federal Reserve District:

The following s ta te m e n t w as recen tly  is su ed  by the B oard  of G overno rs of the F e d e ra l R ese rv e  
System :

The B oard  of G overno rs of the F e d e ra l R ese rv e  System  announced the adoption of one in te rp re ­
ta tion  to i ts  T ru th  in Lending R egulation Z and issu ed  th re e  p roposed  am endm ents of the R egulation 
fo r  public com m ent.

The in te rp re ta tio n  issu ed  by the B oard  sp e lls  out th a t a ll po in ts and d iscoun ts paid  to a c re d ito r  
by a s e l le r  in connection w ith a co n su m er c re d it tra n sa c tio n  m u st be included in the finance ch a rg e  
to the ex ten t they a re  p a sse d  on to the c u s to m e r. One exam ple is  the po in ts  paid  by the s e l le r  to 
a s s u re  an ex tension  of c re d it in a re a l  e s ta te  tra n sa c tio n . However, the B oard  w ill not p re su m e  th a t 
a ll po in ts  and d iscoun ts a re  p a sse d  on to the buyer.

A m endm ents p rop o sed  by the B oard  would:

1. P ro v id e  th a t c re d ito rs  m u st give 15 days no tice  to ac tive  c u s to m e rs  of any change in te rm s  
of an open-end  account. At p re se n t, c re d ito rs  m u st give 30 days no tice  of any change in te rm s  to a ll 
c u s to m e rs , w hether they have ac tive  o r  inactive  accoun ts. U nder the p ro p o sa l, inactive  accounts m u st 
be notified  when they becom e ac tiv e  and befo re  any in c re a s e  in finance ch a rg e s  is  im posed  ag a in s t 
the account. U nder an am endm ent is su e d  on O ctober 23, no notice is  re q u ire d  if the only change is  
the reduction  in the p e rio d ic  ra te  o r  r a te s  app licab le  to the account.

2. P e rm it m odification  of the re s c is s io n  notice  u sed  in c re d it s a le s  of vacan t lo ts  by s u b s titu t­
ing the w ord "h o m esite "  fo r  "hom e."

3. P e rm it  the ad v e rtis in g  of m eaningful c re d it te rm s  applicab le  un d er FHA Section 235 financing 
but p ro h ib it a d v e rtis in g  of p aym en ts o r  annual p e rcen tag e  ra te , which would be m islead ing  to m ost 
p ro sp ec tiv e  c u s to m e rs .

The B oard  fixed D ecem ber 4 a s  the deadline fo r  re c e ip t of com m en ts on the th re e  p ro p o sed  
am endm ents.

Following a re  e x c e rp ts  from  the F e d e ra l R e g is te r  of N ovem ber 5, contain ing the te x ts  of the in te r ­
p re ta tio n  (prin ted  below) and of the th re e  p ro p o sed  am endm ents (prin ted  on the re v e r s e  side). C om m ents 
on the p roposed  am endm ents should be subm itted  by D ecem ber 4 and m ay be sen t to o u r C onsum er In fo r­
m atio n  and S e c u ritie s  R egulations D epartm en t.

A lfred  Hayes, P re s id e n t.

Title 12— BANKS AND BANKING
Chapter II— Federal Reserve System
SUBCHAPTER A— BO ARD O F G O V ERN O RS OF 

THE FEDERAL RESERVE SYSTEM

[Reg. Z]

PART 226— TRUTH IN LENDING 
Seller’s Points and Discounts

§ 2 2 6 .4 0 6  S e ller ’s p o in ts  an d  d isco u n ts  
u n d e r  R e g u la t io n  Z.

(a) S ection  226.4(a) (R egulation  Z) 
includes in  th e  finance ch arg e  any  charge  
“payab le  d irec tly  o r ind irec tly  by th e  cus­
tom er, an d  im posed d irectly  o r ind irec tly  
by th e  c red ito r as a n  in c id en t to o r as 
a  cond ition  of th e  ex tension  of c red it
* * *. T h e  question  arises as to th e  
p ro p e r tr e a tm e n t of d iscounts p a id  by 
th e  seller, inc lud ing  po in ts im posed on 
th e  seller by th e  lender in  connection  
w ith  a  rea l e s ta te  tran sac tio n .

(b) U nder th e  genera l ru le in  § 226.4
( a ) , any  such  d iscount, to  th e  ex ten t i t  is

passed on to  th e  buyer th ro u g h  an  in ­
crease in  th e  selling price, m ust be in ­
cluded in  th e  finance charge. However, as 
a  p rac tica l m a tte r , i t  m ay be difficult to 
de term ine  w h e th e r or n o t a  d iscount pa id  
by th e  seller in  connection  w ith  a  rea l 
e s ta te  tran sac tio n  h as  been, in  fac t, 
passed along to  th e  custom er as a  p a r t  
of th e  pu rchase  price of th e  p roperty . 
T he sam e s itu a tio n  m ay ex ist in  o th e r 
cases, fo r exam ple, those in  w hich th e  
c red ito r sells a t  a  d iscount obligations 
payable in  m ore th a n  fou r insta llm en ts.

(c) T h e  B oard  has concluded th a t  in  
any  such  tran sac tio n  com ing w ith in  its  
ad m in is tra tiv e  en fo rcem en t au th o rity , 
w here seller’s po in ts or d iscounts were, in  
fac t, passed along to  th e  custom er or 
buyer an d  th e  am oun t thereo f was n o t 
disclosed as a  finance charge, th e  B oard  
will tak e  such  ac tion  as m ay be ap p ro ­
p ria te  in  th e  circum stances. However, i t  
will n o t a tte m p t to  p rescribe ru les c re a t­
ing  a  p resum ption  th a t  a ll d iscounts or 
po in ts a re  passed on to  th e  custom er or 
buyer an d  hence m ust be included in  th e

finance charge  in  any p a rticu la r class of 
tran sac tio n . O n th e  o th e r hand , th e  in ­
clusion of se ller’s poin ts or d iscounts in 
th e  finance charge  will be acceptable to 
th e  B oard  as a co rrect disclosure under 
R egulation  Z.

(d) T h is position re la tes only to the  
B oard ’s ad m in is tra tive  en fo rcem en t p ro ­
cedures an d  i t  is n o t in tended  in  any way 
to  re s tr ic t or p re jud ice  th e  rig h ts  of any 
custom er or buyer to  b ring  an  ac tion  u n ­
der sections 130 and  131 of th e  A ct w here 
he  h as  reason  to  believe he is or was re ­
qu ired  to  pay d irectly  or ind irec tly  a  
finance charge  im posed d irectly  or in ­
d irectly  by th e  cred ito r of th e  t r a n s ­
ac tion  an d  th e  am oun t of th a t  finance 
charge  was n o t disclosed to him . 
(Interprets and applies 15 U.S.C. 1605)

By order of th e  B oard of G overnors, 
O ctober 23, 1970.

[ S e a l  I K e n n e t h  A. K e n y o n ,
D eputy Secretary.

| F.R. Doc 70 14855; Filed, Nov. 4. 1970;
8:46 a.m.|
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TRUTH IN LENDING
Notice of Proposed Rule Making
P u rsu a n t to th e  au th o rity  con ta ined  

in  th e  T ru th  in  Lending A ct (15 U.S.C. 
1601). th e  B oard  of G overnors is consid­
ering  am ending  P a r t  226 in  th e  following 
respects:

la . By am ending ? 226.7<e> to read  as 
follows:

S 2 2 6 .7  O pen  end  cred it account*— 
.specific d isclosure*.
4 •  *  *  *

i e ' Change in term s. N ot la te r  th a n  15 
days prio r to th e  beginning date  of th e  
billing cycle in  w hich any change is to 
be m ade in th e  term s previously disclosed 
to  th e  custom er of an  open end c red it 
account, th e  cred ito r shall m ail o r de­
liver a w ritten  disclosure of such change 
to each custom er required  to  be fu r ­
n ished  a s ta tem en t u nder p a ra g ra p h  (b) 
of th is  section. Such disclosure shall be 
m ailed o r delivered to each o th e r cus­
tom er n o t la te r  th a n  th e  date  of m ailing  
o r delivery of th e  n ex t required  billing 
s ta tem en t on h is account. However, if 
th e  periodic ra te , or any m inim um , fixed, 
check service, tran sac tio n , activ ity , or 
sim ilar charge  is increased, the  increased 
am o u n t m ay n o t be im posed on any cus­
tom er w ithou t notice a t  least 15 days 
p rio r to the beginning date  of the billing 
cycle in  w hich th e  charge  is im posed. No 
notice  is necessary  if th e  only change is a  
reduction  in  th e  periodic ra te  or ra te s  
applicable to the  account.

* * * * .* 

b. T he m ain  purpose of th e  proposed 
am endm en t is to allow cred ito rs of an  
open end  cred it account to m odify th e  
te rm s of th e  account w ithou t th e  neces­
sity  of notify ing  inactive as well as a c ­
tive custom ers. T he p resen t requ irem en ts 
of R egulation  Z necessita te  a  costly n o ­
tification  process an d  have inh ib ited  
c red ito rs from  m aking  changes ad v an ­
tageous to  consum ers. T he proposed 
am endm en t would require p rio r notice to 
active accounts, b u t would cu t th e  period 
to  15 days to allow no tification  to  be in ­
cluded w ith  th e  n ex t previous billing 
s ta tem en t. A ccounts inactive a t  th e  tim e 
of th e  change would receive a notice 
w hen they  becam e active. However, if th e  
change  involved an  increase in  the  p e ­
riodic ra te  o r in  any  m inim um , fixed, 
check service, tran sac tio n , activ ity , or 
sim ilar charge, the  increased  am o u n t 
m ay n o t be collected from  any  custom er 
n o t receiving notice a t  leas t 15 days p rio r 
to  th e  begininng of th e  billing cycle in  
w hich  th a t  increased am oun t is imposed. 
O n O ctober 23, 1970, th e  B oard  am ended 
§ 226.7(e) to p erm it c red ito rs to  reduce

th e  periodic ra te  o r ra te s  applicable to 
open end  c red it accounts w ithou t th e  
necessity  of advance notice to th e  
custom er.

2a. By am ending  § 226.9(b) to read  as 
follows:
§ 2 2 6 .9  K iglit to rescind  certa in  trans­

action*.
# * * * *

<b) N otice o / opportun ity  to rescind. 
W henever a custom er has th e  r ig h t to 
rescind  a tran sac tio n  u nder p a rag rap h
(a) of th is  section, th e  c red ito r shall give 
notice of th a t  fa c t to  th e  custom er by 
fu rn ish in g  th e  custom er w ith  two copies 
of th e  notice se t o u t below, one of w hich 
m ay be used by th e  custom er to  cancel 
th e  tran sac tio n . S uch  notice shall be 
p rin ted  in cap ita l and lower case le tte rs  
ol no t less th a n  12 po in t bo ld-faced type 
on one side of a sep a ra te  s ta tem en t 
w hich identifies th e  tran sac tio n  to w hich 
it relates. Such s ta te m e n t shall also se t 
fo r th  th e  en tire  p a ra g ra p h  <d) of th is  
section, "E ffect of rescission.” If  such 
p a rag rap h  appears on  th e  reverse side of 
the  sta tem en t, th e  face of th e  s ta tem en t 
shall s ta te : "See reverse side fo r im ­
p o rta n t in fo rm ation  abou t your r ig h t of 
rescission.” B efore fu rn ish ing  copies of 
the  notice to the  custom er, th e  cred ito r 
shall com plete both  copies w ith  th e  nam e 
of the  creditor, the  address of the  c red i­
to r’s place of business, th e  d a te  of con­
sum m ation  of the  tran sac tion , and the  
date, n o t earlie r th a n  th e  th ird  business 
day following the  date  of th e  tran sac tio n , 
by which the  custom er m ay give notice 
of cancellation . W here th e  real p roperty  
on w hich th e  security  in te re s t m ay arise 
does n o t include a  dwelling, th e  cred ito r 
m ay su b stitu te  th e  word "hom esite” for 
"hom e” w here th a t 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
n o tify in g _________________________a t -------

(Name of creditor)
..............- ........................................— ..................... - ..............................b y

(Address of creditor’s place of business) 
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) (Customer’s signature)

b. T he am endm en t consists of adding 
a sen tence follow ing th e  substan tive  p a r t 
if  § 226.9(b) and  p rio r to th e  tex t of th e  
required  notice. T he purpose of th e  
am endm ent is to  allow cred ito rs in  va­
can t lo t tran sac tio n s sub jec t to  th e  re ­
scission provisions of th e  T ru th  in  
L ending A ct and  R egulation  Z to sub­
stitu te  th e  w ord “hom esite” in  th e  spec­
ified notice fo r th e  w ord "hom e.”

3a. By adding  § 226.10(e) to read  as 
follows:
§ 2 2 6 .1 0  A d vertisin g  credit term s.

* * * * *
(e) A dvertising of FHA Section 235 

financing. No advertisem en t to aid, p ro ­
m ote, or assist d irectly  or ind irectly  th e  
sale of residen tia l real es ta te  under title
II, section 235, of th e  N ational H ousing 
Act (12 U.S.C. 1715z) shall s ta te  th e  
am ount of any  paym ent scheduled to 
repay th e  indebtedness m  any extension 
of cred it u nder th a t  p rogram  or th e  
am oun t of the  finance charge  expressed 
as an  annua l percen tage ra te . All o th e r 
in fo rm ation  specified in  p a ra g ra p h  (d) 
(2) of th is  section  shall be s ta te d  w hen 
required  by th a t  subparag raph . Any a d ­
vertisem ent shall clearly  iden tify  those 
cred it term s w hich apply to th e  FHA 
section 235 assistance program .

b. T he purpose of th e  proposed 
am endm ent is to enable sellers to adver­
tise th e  term s w hich a re  applicable to 
m ost qualified pu rchasers under the 
section 235 Federal assistance program  
of title  I I  of the  N ational H ousing Act 
(such as th e  dow npaym ent and  num ber 
of paym ents; w ithou t having to show a 
figure fo r th e  am oun t of paym ents or 
annua l percen tage ra te  as presen tly  re ­
quired by § 226.10(d) of R egulation  Z. 
T he purpose of th e  p roh ib ition  aga in s t 
s ta tin g  any paym ent am oun t and  annua l 
percen tage ra te  is to p reven t m isleading 
advertisem en t caused by th e  wide v a ria ­
tion  in  ac tua l am ounts and  ra te s  app li­
cable to individual custom ers as a resu lt 
of v a ria tion  in  th e  am oun t of th e  F ed ­
era l subsidy.

To aid  in  the  consideration  of these 
m a tte rs  by th e  B oard, in te rested  persons 
are  invited  to subm it re levan t d a ta , 
views, or argum ents. Any such  m ateria l 
should be subm itted  in  w riting  to the  
S ecretary , B oard  of G overnors of th e  
Federal Reserve System , W ashington, 
D.C. 20551, to be received n o t la te r  th a n  
D ecem ber 4, 1970. S uch  m ateria l will be 
m ade available fo r inspection  an d  copy­
ing upon request, except as provided in 
§ 261.6(a) of th e  B oard ’s R ules R egard ­
ing A vailability of In fo rm ation .

By order of th e  B oard  of G overnors 
O ctober 23.1970.

[ s e a l I K e n n e t h  A . K e n y o n ,
Deputy Secretary.

|F.R. Doc 70-14858; Piled, Nov. 4, 1970;
8:46 a.m.]
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