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REGULATION Z 

Proposed Amendments; Interpretations

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

Follow ing is the tex t of a statem ent issued June 26 by the Board of Governors of the Federal 
Reserve System :

T h e B oard  of G overnors of the F edera l R eserve System  today announced th a t it p roposes to  am end  its 
R egulation  Z (T ru th  in L en d in g ) in tw o respects, dealing  w ith disclosures on open-end cred it b illing s ta te 
m ents, such as those issued in connection w ith  bank cred it cards and  revolving charge accounts.

T h e  am endm ents w o u ld :

— R equire  d isclosure of a p rospective nom inal annual percentage ra te  on billing sta tem en ts although  no 
finance charges a re  im posed for the billing period  rep resen ted  by the  statem ent.

— R equire  d isclosure of m inim um  finance charges on billing statem ents.

In te res ted  persons a re  invited  to  subm it w ritten  views or in fo rm ation  to the S ecre tary  of th e  B oard , a t 
W ash ing ton , D. C. 20551, o r to  any  F ed era l R eserve B ank for tran sm itta l to  the B oard , no t la te r th an  Ju ly  
31, 1972.

A t the same time, the B oard of Governors also published two in terpretations of its R egulation 
Z, concerning the determ ination of the balance tha t may be used as the basis for a finance charge on 
open-end credit accounts and the allocation of paym ents in such accounts. 

P rin ted  below are the tex ts of the proposed am endm ents and of the interpretations. Comments 
on the proposed am endm ents should be subm itted by July 31 and may be sent to our Regulations and 
B ank A nalysis D epartm ent.

A l f r e d  H a y e s ,
President.

[Reg. Z] 

TRUTH IN LENDING 

Proposed Amendments on Open End Credit
1. P u rsu a n t to the a u th o rity  contained  in the T ru th  

in  L end ing  A ct (15  U .S .C . 1601 et seq .) the B oard  
of G overnors proposes to  am end P a r t  226 (R egu lation  
Z ) , in the m anner and  fo r the  reasons set fo rth  b e lo w :

§ 2 2 6 .5 (a )  ( 3 )  w ould be am ended to  read  as follow s:

§ 226.5— D E T E R M IN A T IO N  O F  
A N N U A L  P E R C E N T A G E  R A T E

(a )  G e n e ra l R u le — o p e n  en d  c re d it  accoun ts  * * *
* * *

(3 )  W h ere  the finance charge im posed d u rin g  the  
billing cycle is or includes

( i)  any m inim um , fixed, o r o th e r charge n o t due 
to  the application  of a periodic ra te , o the r th an  a  charge 
w ith respect to  any  specific tran sac tio n  d u rin g  the  
billing cycle, by d iv id ing  the to ta l finance charge for 
the b illing cycle by the am ount of the b a la n c e (s )  to 
w hich applicable and  m ultip ly ing  the  quo tien t ( e x 
pressed  as a p ercen tage) by the num ber of b illing cycles 
in a y e a r ; o r

( i i)  any  charge w ith  respect to  any  specific tr a n s 
action d u rin g  the b illing cycle (even  if the to ta l finance 
charge also includes any  o th er m inim um , fixed, o r o ther 
charge no t due to  the application of a  periodic r a te ) ,  
by d iv id ing  the to ta l finance charge im posed d u rin g
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the billing cycle by the to ta l of all balances and  o ther 
am ounts on w hich any finance charge was im posed 
du rin g  the billing cycle w ithou t duplication  and  m u lti
p ly ing the quotien t (exp ressed  as the p ercen tage) by 
the num ber of billing cycles in a  y e a r ;53 except th a t 
the annual percen tage ra te  shall no t be less th an  the 
largest ra te  determ ined  by m ultip ly ing  each periodic 
ra te  im posed du rin g  the billing cycle by the num ber 
o f periods in  a  year.

( iii)  any  m inim um , fixed, o r o the r charge not due 
to the application of a periodic ra te  and  the  to ta l finance 
charge im posed du rin g  the billing cycle does no t exceed 
50^ for a m onthly  o r longer billing cycle, o r the  pro  
ra ta  p a rt of 50^ fo r a billing cycle sh o rte r than  m onthly, 
by m ultip ly ing each applicable periodic ra te  by the 
num ber of periods in a year, n o tw ith s tand ing  the  p ro 
visions of subdivisions ( i )  and  ( ii)  of th is subparag raph .

Sa In determining the denominator of the fraction under 
§ 226.5(a) (3) (ii) no amount will be used more than once when 
adding the sum of the balances to which periodic rates apply to 
the sum of the amounts financed to which specific transaction 
charges apply. In every case the full amount of transactions to 
which- specific transaction charges apply shall be included in the 
denominator. Other balances or parts of balances shall be in
cluded according to the manner of determining the balance to 
which a periodic rate is applied, as illustrated in the following 
examples of accounts on monthly billing cycles:

1. Previous balance—none
A specific transaction of $100 occurs on first day of the 

billing cycle. The average daily balance is $100. A specific trans
action charge of 3% is applicable to the specific transactions. 
The periodic rate is 1 ^ %  applicable to the average daily bal
ance. The numerator is the amount of the finance charge, which 
is $4.50. The denominator is the amount of the transaction 
(which is $100), plus the amount by which the balance to 
which the periodic rate applies exceeds the amount of specific 
transactions (such excess in this case is 0), totaling $100.

The annual percentage rate is the quotient (which is 4.5%) 
multiplied by 12 (the number of months in a year), i.e. 54%.

2. Previous balance—$100
A specific transaction of $100 occurs at midpoint of the 

billing cycle. The average daily balance is $150. A specific trans
action charge of 3% is applicable to the specific transaction. The 
periodic rate is V /2% applicable to the average daily balance. 
The numerator is the amount of finance charge which is $5.25. 
The denominator is the amount of the transaction (which is 
$100), plus the amount by which the balance to which the 
periodic rate applies exceeds the amounts of specific transactions 
(such excess in this case is $50), totaling $150.

As explained in example 1, the annual percentage rate is 
3.5% x 12 =  42%.

3. If, in example 2, the periodic rate applies only to the pre
vious balance, the numerator is $4.50 and the denominator is $200 (the amount of the transaction, $100, plus the balance to 
which only the periodic rate is applicable, the $100 previous bal
ance). As explained in example 1, the annual percentage rate is 
2.25% x 12 =  27%.

4. If, in example 2, the periodic rate applies only to an ad
justed balance (previous balance less payments and credits) and 
the customer made a payment of $50 at midpoint of billing cycle, 
the numerator is $3.75 and the denominator is $150 (the amount 
of the transaction, $100, plus the balance to which only the 
periodic rate is applicable, the $50 adjusted balance). As ex
plained in example 1, the annual percentage rate is 2.5% x  12 =  
30%.

5. Previous balance—$100
A specific transaction (check) of $100 occurs a t the mid

point of the billing cycle. The average daily balance is $150. The 
specific transaction charge is 25 cents per check. The periodic 
rate is V /2 % applied to the average daily balance. The numera
tor is the amount of the finance charge, which is $2.50. and in
cludes the 25 cents check charge and the $2.25 resulting from 
the application of the periodic rate. The denominator is the full 
amount of the specific transaction (which is $100) plus the

amount by which the average daily balance exceeds the amount 
of the specific transaction (which in this case is $50), totaling 
$150. As explained in example 1, the annual percentage rate 
would be \Yz%  x  12 =  20%.

§ §  2 2 6 .7 (b )  ( 5 ) ,  2 2 6 .7 ( b ) ( 6 ) ,  and  2 2 6 .7 (c )  w ould 
be am ended to read  as fo llo w s:

§ 226.7— O P E N  E N D  C R E D IT  A C C O U N T S —  
S P E C I F I C  D IS C L O S U R E S

(b )  P e r io d ic  s ta te m e n ts  re q u ire d . * * *
* * *

(5 )  E ach  periodic rate , using  the te rm  “periodic 
ra te ” (o r  “ ra te s” ) ,  th a t m ay be used to  com pute the 
finance charge (w h e th e r o r no t applied  du ring  the  
billing cyc le), the range of balances to w hich it is 
applicable, and  the co rrespond ing  annual percentage 
ra te  determ ined  by m ultip ly ing  the  periodic ra te  by the 
num ber of periods in a  year. T h e  w ords “correspond ing  
annual percentage ra te ,” “ correspond ing  nom inal annual 
percen tage ra te ,” “ nom inal annual percen tage ra te ” o r 
“annual percen tage ra te ” (o r  “ ra te s” ) m ay be used 
to describe the co rrespond ing  annual percen tage ra te . 
T h e  requ irem ents of § 2 2 6 .6 (a )  of th is P a r t  w ith  
respect to  disclosing the te rm  “ annual percen tage ra te ” 
m ore conspicuously than  o ther requ ired  term inology 
shall not be applicable to the d isclosure m ade under 
th is subparag raph , a lthough such te rm  (o r  w ords in 
co rpo ra ting  such te rm ) m ay, a t the  c re d ito r’s option, 
be show n as conspicuously as the term inology  required  
u nder su b p arag rap h  6 of th is parag raph . W h e re  a 
m inim um  charge m ay be applicable to the account, the 
am ount of such m inim um  charge shall be disclosed.93

(6 )  W h en  a finance charge is im posed d u rin g  the 
b illing cycle, the annual percen tage ra te  or ra tes d e te r
m ined u n d er § 2 2 6 .5 (a )  using  the te rm  “annual p e r
centage ra te ” (o r  “ ra te s” ).

* * *

(c ) L o ca tio n  o f d isc losures. T h e  disclosures requ ired  
by p arag rap h  (b )  of th is section shall be m ade on the 
face o f the periodic sta tem ent, except tha t, a t the 
c re d ito r’s op tio n :

(1 )  Item iza tion  of the am ounts and  dates of each 
ex tension  of cred it (o r  the  dates such extensions of 
c red it w ere debited to the account) req u ired  to  be 
disclosed un d er pa rag rap h  ( b ) ( 2 )  and  of the  “ cred its” 
disclosed un d er (3 )  of th is section, and  item ization  of 
the am ount of any  finance charge req u ired  to  be d is
closed u n d er pa rag rap h  (b )  (4 )  of th is section, m ay be 
m ade on the reverse side of the periodic sta tem ent or 
on a separate  accom panying s ta te m e n t( s ) ,  prov ided  
th a t the to ta ls of such respective am ounts a re  disclosed 
on the face of the  periodic s ta te m e n t; and

( 2 )  T h e  disclosures req u ired  un d er pa rag rap h  (b )  (5 )  
and (b )  (8 )  of th is section, except th e  balance on w hich 
the finance charge w as com puted, m ay be m ade on the

9a A creditor imposing minimum charges is not required to 
adjust the disclosure of the range of balances to which each 
periodic rate would apply in order to reflect the range of the 
balances below which the minimum charge applies. If  a creditor 
does not impose a finance charge when the outstanding balance 
is less than a certain amount, the creditor is not required to 
disclose that fact or the balance below which no such charge 
will be imposed.
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reverse side of the  periodic sta tem en t o r on the  face 
of a single supplem ental sta tem en t w hich shall accom 
pany the periodic sta tem ent.

(3 )  If the c red ito r exercises any  of the  op tions p ro 
vided under th is parag rap h , the face of the periodic 
sta tem ent shall contain  one of the follow ing notices, 
as applicable : “ N O T I C E : See reverse  side for im 
po rtan t in fo rm ation” or “ N O T I C E : See accom panying 
s ta te m e n t(s )  for im portan t in fo rm ation” o r “ N O T I C E : 
See reverse side and  accom panying s ta te m e n t(s )  for 
im portan t in fo rm ation ,” and  the disclosures shall no t 
be separated  so as to confuse or m islead the  custom er 
or obscure o r d e trac t a tten tion  from  the inform ation  
requ ired  to  be disclosed.

2. T hese  proposals, in p a rt, a re  a republication  of 
certain  proposals issued for public com m ent on A ugust 
6, 1971. T hey  have been m odified on the basis of com 
m ents received on them  and  fu rth e r  study.

3. T h e  am endm ent to § 2 2 6 .5 (a )  (3 )  relocates the 
form ula fo r com puting annual percentage ra tes  in the 
case of finance charges im posed w ith  respect to  specific 
transactions du rin g  the b illing cycle— for exam ple, one 
tim e fees on cash advances— to the section dealing w ith 
annual percen tage ra te  com putation . T h e  fo rm ula was 
previously contained in § 2 2 6 .7 (b )  (6 )  and  B oard  in 
te rp re ta tio n  § 226.704. T h is  am endm ent w ould also 
clarify the fact th a t the R egulation  does not requ ire  
com putation  of the annual percen tage ra te  by the 
quotient m ethod w hen the  to ta l finance charge, including 
charges w ith  respect to  specific transactions, does not 
exceed 50^.

4. A  requ irem ent has been added  to § 2 2 6 .7 (b )  (5 )  
that the co rrespond ing  annual percentage ra te  for each 
periodic ra te  applicable to the account be show n on 
each periodic sta tem ent, w hether o r not a finance charge 
is im posed d u rin g  the b illing cycle. M any cred ito rs 
have previously  m ade th is disclosure, w hich w as p e r
missible, a lthough  not required , under R egulation  Z. 
A  varie ty  of specified w ord ing  m ay be used to  describe 
these ra tes un d er the new  proposal. T h e  p erm itted  use 
of optional w ord ing  is to allow  cred ito rs m axim um  
freedom  to choose w ord ing  to d istinguish  betw een ra tes 
which w ere actually  applied du rin g  the billing cycle 
(req u ired  to  be disclosed un d er § 2 2 6 .7 (b )  ( 6 ) )  and 
the prospective nom inal ra tes requ ired  to be disclosed 
by th is subparag raph , w here those ra tes differ. T h e  
optional w ord ing  will also m inim ize the need fo r re- 
p fin ting  periodic sta tem en ts w here nom inal ra te  d is
closures have prev iously  been m ade by the cred ito r. 
W hatever w ord ing  is chosen m ay, though  need no t be, 
used to  satisfy  the term inology requ irem en ts for the 
initial disclosures un d er § 2 2 6 .7 (a )  (4 )  and  advertising  
under § 2 2 6 .1 0 (c ) ( 4 ) .  A lthough  the  “m ore conspic
uous” requ irem ent of § 2 2 6 .6 (a )  fo r the te rm  “annual 
percen tage ra te ” will not be applicable to  d isclosures 
under § 2 2 6 .7 (b )  ( 5 ) ,  it w ill con tinue to  apply  to  the 
te rm  “annual percentage ra te ” in opening disclosures 
un d er § 2 2 6 .7 (a )  and  in advertising  un d er § 2 2 6 .1 0 (c ), 
even if the cred ito r chooses to  m ake disclosures un d er 
§ 2 2 6 .7 ( a ) ( 4 )  and  § 2 2 6 .1 0 (c ) (4 )  using  optional 
w ord ing  w hich sim ply incorporates th is te rm — e.g., 
“co rrespond ing  A N N U A L  P E R C E N T A G E  R A T E .” 
N o additional disclosures w ill be requ ired  by the new

provisions fo r m any open end  cred ito rs  such as  those  
w ho com pute finance charges sim ply by the  app lica tion  
of one or m ore period ic ra te s  an d  w ho a re  a lready  
supplying th is  inform ation.

T h e  new  provision  also w ould  req u ire  d isc losure of 
m inim um  charges w hich m ay be im posed on accounts 
w ith  balances below a  ce rta in  am ount. T h is  new  d is
closure requ irem en t does no t com pel c red ito rs  to  disclose 
the range of balances to  w hich the  m in im um  charge 
m ay be applicab le ; c red ito rs  m ay continue to  disclose 
ranges of balances to  w hich period ic ra te s  app ly  u n d e r 
§ 2 2 6 .7 (b ) (5 )  w ithou t specifically designating  the  p o r
tion  of any  such range to  w hich the  m in im um  charge, 
instead  of the periodic rate , is applicable. F o r  exam ple, 
disclosure could be m ade th a t “a  period ic ra te  of 1^>%  
per m onth  w hich is an  A N N U A L  P E R C E N T A G E  
R A T E  of 18%  will be applied  to  balances fro m  $0  to  
$500, w ith  a m inim um  charge of 50^.”

5. T h e  am endm ent to  § 2 2 6 .7 (b )  (6 )  consists of th e  
addition  of the  opening ph rase  “ w hen a  finance charge 
is im posed du rin g  the billing cycle.” In  add ition , the  
w ords “and, w here the re  is m ore  th an  one ra te , th e  
am ount of the balance to  w hich each ra te  is app licab le” 
have been deleted since the applicable req u irem en t is 
already  contained in  § 2 2 6 .7 (b )  (5 )  w hich requ ires  
disclosure of the range of balances to  w hich each ra te  
is applicable. T h e  am endm ent is p rim arily  designed to  
clarify  the fact th a t the annua l percen tage ra te  d is
closures u n d er th is p arag rap h  (as  determ ined  by 
§ 2 2 6 .5 (a ) )  a re  only requ ired  w hen finance charges 
a re  im posed du rin g  the b illing cycle. M ateria l re la tin g  
to com putation  of the annual percen tage ra te  w here  
transaction  charges are  im posed d u rin g  the billing  cycle 
has been rem oved from  the provision  an d  inco rpo rated  
into the new  § 2 2 6 .5 (a )  ( 3 )  ( i i ) .

6. T h e  am endm ent of § 2 2 6 .7 (c ) , w hich deals w ith  
the location of req u ired  d isclosures on period ic s ta te 
m ents, w ould sim plify placem ent of th e  d isc losures in  
a w ay w hich is expected  to  be m ore m eaningfu l and  
u sefu l to the custom er and  m inim ize confusion. The. 
am endm ent incorporates B oard  in te rp re ta tio n  § 226.702.

If  the proposed  am endm ents a re  adop ted , the  B oard  
will issue the am endm ents in  final fo rm  w ith  an  ap p ro 
p ria te  p rospective date so as to  perm it such changes 
in p rin ted  form s and  p rocedures as m ay be necessary  
for com pliance in an  o rderly  m anner.

T h is  notice is published p u rsu a n t to  section 5 5 3 (b )  
of T itle  5, U n ited  S ta tes Code, and  § 2 6 2 .2 (a )  of the  
R ules of P ro ced u re  of the B oard  of G overno rs of th e  
F edera l R eserve System  (12  C F R  2 6 2 .2 (a ) ) .

T o  aid in the  consideration  of these  m a tte rs  by the  
B oard , in te rested  persons a re  inv ited  to  subm it re levan t 
data, views, o r  argum en ts. A n y  such m ateria l should  be 
subm itted  in  w ritin g  to  the  S ecre tary , the  B oard  of 
G overnors of the F ed era l R eserve System , W ash in g to n , 
D . C. 20551, o r to  an y  F ed era l R eserve B ank  fo r tr a n s 
m itta l to  the B oard , to  be received a t the  B oard  no t 
la ter than  Ju ly  31. 1972. Such m ateria l w ill be m ade 
available fo r inspection and  copying upon  request, 
except as prov ided  in § 2 6 1 .6 (a )  of th e  B o a rd ’s R u les 
R eg ard in g  A vailab ility  o f In fo rm ation .

By order of the Board of Governors, June 21, 1972.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



PART 226—TRUTH IN LENDING
Miscellaneous Interpretations

In te rp re ta tio n  § 226.703 is am ended  to read  as fo llo w s:

§ 226.703 F in a n c e  ch a rg e  b ased  on  average  d a ily  
b a la n c e  in  o p e n  e n d  c re d it  accoun ts

Section 2 2 6 .7 (b ) (8 )  requ ires th a t period ic s ta te 
m ents for open end accounts shall disclose, am ong 
o ther th ings, “ the balance on w hich the  finance charge 
w as com puted, and  a sta tem en t of how  th a t balance 
w as determ ined .” In  som e instances, cred ito rs com pute 
a finance charge on the average daily  balance by app li
cation  of a m onthly  periodic rate . In  such case, th is 
inform ation  is adequately  disclosed if the  sta tem en t 
gives the am ount of the average daily  balance on w hich 
the finance charge w as com puted, and  also  sta tes how  
the balance is determ ined. In  o ther instances, the 
finance charge is com puted on the balance each day  by 
application  of a daily periodic ra te  and  such charges 
a re  accum ulated  and  debited to  the account in  a single 
am ount for the billing cycle. T h e  question  arises w hether 
the  periodic s ta tem ent m u st show  for each day of the 
b illing cycle a balance on w hich a finance charge w as 
com puted.

If  a daily periodic ra te  is used, the balance to  w hich 
it is applicable shall be sta ted  as fo llow s:

(1 )  A  balance for each day in the billing cycle; or

( 2 )  A balance for each day in  the billing cycle on 
w hich the balance in the account ch a n g e s ; o r

( 3 )  T h e  sum  of the daily  .balances d u rin g  the  billing 
c y c le ; or

( 4 )  T h e  average daily balance du rin g  the  billing 
cycle in w hich case the c red ito r shall s ta te  on the  face 
of the periodic sta tem ent, its reverse  side, o r on  an 
enclosed supplem ent w ord ing  to th e  effect th a t the 
average daily balance is o r can be m ultip lied  by the 
num ber of days in the b illing cycle and  the periodic 
ra te  applied to the p roduct to  determ ine the  am ount of 
the finance charge.

§ 226.706 O p en  e n d  c re d it— a llo c a tio n  o f p ay m en ts

Section 2 2 6 .7 ( a ) ( 2 )  prov ides th a t before the  first 
transaction  is m ade on any  open end cred it account, 
the c red ito r m ust disclose “ the m ethod of determ ining  
the balance upon  w hich a finance charge m ay be im 
posed .” Section  2 2 6 .7 (b ) (8 )  requ ires the cred ito r to  
disclose on the periodic s ta tem en t “ the  balance on w hich 
the finance charge was com puted, and  a  sta tem en t of 
how  th a t balance was determ ined .” T h e  question  is 
ra ised  w hether these provisions requ ire  a  cred ito r to  
provide a descrip tion  of the m anner in  w hich paym ents 
o r o ther cred its a re  applied  to  various po rtions of the 
balance or balances on w hich finance charges are  
com puted.

In  disclosing the m ethod of determ in ing  the  bal
ance ( s )  upon w hich finance charges a re  com puted, it 
is no t necessary to show  the m ethod  of allocating pay
m ents or o the r credits. F o r  exam ple, exp lanation  of 
the m anner in w hich paym ents o r cred its m ay be applied 
to late charges, overdue balances, finance charges, 
insurance prem ium s o r o the r po rtions of balances is 
not required . S im ilarly , exp lanation  of the  m ethod  of 
allocating  such paym ents betw een cash advance and  
purchase po rtions of the  account is no t requ ired . Such 
explanations in  m any cases involve lengthy and  com plex 
descrip tions w hich m ay unduly  com plicate disclosures.

E x p lan atio n  o f the allocation m ethod m ay be m ade 
by cred ito rs w here it can be done in conform ity  w ith 
§ 2 2 6 .6 (c )  w hich au tho rizes additional inform ation  or 
exp lanations as long as they  a re  no t stated , utilized, 
o r placed so as to  m islead o r confuse the custom er or 
contrad ict, obscure, o r d e trac t atten tion  from  the  re 
qu ired  d isclosures.

(Interprets and applies 15 U.S.C. 1637.)

(Interprets and applies 15 U.S.C. 1637.)
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