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REGULATION Z

Hearing, and Extension of Time for Comment, on Proposed Regulations 
to Implement the Fair Credit Billing Act

To All Banks, and Others Concerned, 
in the Second Federal Reserve District:

Following is the text of a statement issued July 22 by the Board of Governors of the Federal 
Reserve System:

The Board of Governors of the Federal Reserve System today scheduled an informal hearing, to take 
place August 5 and 6, on revised proposals for regulations to implement the Fair Credit Billing Amendments 
to the Truth in Lending Act.

As indicated in the attached Federal Register notice, the Board outlined the substance of the principal 
issues on which it desired comments, and it stated that it planned to issue revised regulatory draft language 
before the hearing.

Written comment on the proposals will be received through August 12. Those wishing to participate in the 
hearing should file a written request with the Secretary of the Board, indicating the nature and extent of 
participation desired, to be received not later than July 30, 1975.

The Board first published proposed regulations to implement the Fair Credit Billing Amendments— 
which go into effect October 28, 1975—on May 5, and received comment through June 20, 1975. It is schedul
ing a hearing, and it will be issuing revised regulatory proposals, in the light of comments received.

The principal issues on which the Board asked comment include:
1. The definition of billing error with respect to acceptance of goods. The proposal would make 

it clear that there is a billing error in this respect only if goods are not accepted because delivery has 
been made late, to the wrong location, in the wrong quantity or when the goods are different from those 
described in the sales agreement. Disputes as to quality of goods would not be included.

2. In place of the previous proposal requiring that creditors credit payment as of the date received, 
regardless of when the payment is posted, it is proposed that:

—The creditor specify at least one location at which all payments received will be credited on the 
day of receipt;

—Payments received at branches or other remote locations be posted within no more than three days, 
and that customers be informed of such a possible delay;

—With respect to accounts paid in full, credit be given so as to avoid further finance charges.
Some period for creditors to make transition to this procedure may be necessary.

3. The original proposals specified there could be no finance charge while a dispute over a billing 
error was being settled, regardless of who was in error. The revised regulation proposes that finance 
charges be adjusted only if the creditor was in error.

4. The revised proposal requests comment on whether a surcharge should be treated the same as 
a discount when imposed on customers who choose to use a credit card instead of paying cash.

Printed on the following pages is the text of the Board’s Order in this matter. A copy of the 
text of the Board’s proposal was enclosed with our Circular No. 7628, dated May 9, 1975. Com
ments on the proposal should be submitted by August 12, 1975, and may be sent to our Bank 
Regulations Department.

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

President.
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(Reg. Z) 
TRUTH IN LENDING 

Fair Credit Billing Amendments

On May 5, 1975, the Board of Governors published 
for comment in the Federal Register (40 F.R. 19489- 
19495) proposed regulations implementing the Fair 
Credit Billing Act (Title III of Pub. L. 93-495). The 
comment period on this proposal was initially set to 
terminate on May 30 and was subsequently extended 
through June 20. 1975. Approximately 300 comments 
were received regarding these proposed regulations. Sev
eral issues within the proposed rules were the subject of 
extensive comment, primarily focusing on the expense or 
burden to creditors of implementing procedures re
quired under the proposals. The Board herewith an
nounces its intent to schedule informal hearings on 
issues arising out of the proposed regulations, particu
larly those outlined below, for August 5 and 6 , 1975. 
The Board also plans to publish revised proposed regu
lations in advance of the hearing which would indicate 
proposed treatment of the issues described below, as 
well as proposed solutions to certain substantive and 
technical problems raised by the comments. Comments 
on the revised proposal will be received through Aug
ust 12, 1975.

Among the issues on which the hearings are designed 
to solicit comment are the following:

1. The Fair Credit Billing Act provides that one 
type of billing error is “a reflection on the statement of 
goods or services not accepted by the obligor or his 
designee or not delivered to the obligor or his designee 
in accordance with the agreement made at the time of 
the transaction” (Sec. 161(b)(3)). The proposed rule 
of May 5, 1975, included within the definition of billing 
error goods “not accepted” (§ 226.2( j) (3)) in the 
sense that the term “accepted” is defined in the Uniform 
Commercial Code. Comments suggested that the use 
of this UCC term may allow disputes over the quality 
of goods to be alleged as billing errors—for example, a 
toaster that does not work. Numerous comments sug
gested that Congress intended only to refer to the 
question of whether there has been delivery or physical 
acceptance and taking of possession. Creditors claimed 
that to include in the definition of billing error disputes 
as to the quality of goods beyond the initial delivery 
would result in a conflict with Sec. 170 of the Fair 
Credit Billing Act, which grants the customer limited 
remedies in certain specific circumstances in regard to 
defective products for which the customer is billed on 
his credit card account. It is now proposed to delete 
reference to the UCC definition of acceptance. Instead, 
the term “not accepted” would include, among other 
things, goods or services which were not delivered, 
which differ from those described in the agreement, or 
which are delivered late, to the wrong location or in 
the wrong quantity; disputes as to quality of merchan
dise in the physical possession of the customer would 
not be included.

2. Section 164 of the Fair Credit Billing Act re
quires creditors to post payments received under an 
open end consumer credit plan “promptly” and states 
that the Board’s regulations “shall prevent a finance 
charge from being imposed on an obligor if the creditor 
has received the obligor’s payment in a readily identifi
able form in the amount, manner, location, and time 
indicated by the creditor” to prevent the imposition of

finance charges. The proposed regulation § 226.7(g) 
of May 5 would have implemented this language by 
requiring creditors to credit payments as of the date of 
receipt, regardless of when physical posting occurs. 
Creditors objected to this proposal because of the prac
tical operational problems imposed. The problems cited 
include those encountered when payment is received at 
a branch or other remote location and may not reach 
the computer billing center for several days. Some com
ments also suggested that there can be delays in getting 
payments from a central location, for example, a bank’s 
main office, to the central processing center, as well 
as delays within the central processing center itself. In 
addition, it was suggested that additional time subse
quent to the October 28, 1975, effective date of the Fair 
Credit Billing Act may be needed to revise procedures 
to accommodate crediting as of the date of receipt.

It is now proposed to provide the following with 
respect to prompt posting of payments:

a. The creditor would specify at least one location 
at which all payments received at that location would 
be credited to the customer’s account as of the day of 
receipt. The Board understands that a number of prac
tical problems may be involved in implementing this 
requirement on October 28, 1975, and therefore desires 
comments to be directed at the time frame which should 
be allowed to permit creditors to make this transition. 
During the transition period, creditors would be re
quired to post payments promptly, but in no event later 
than three full business days from the day of receipt.

b. In connection with accounts that are paid in full 
by a specified date to avoid additional finance charges, 
the creditor would be required to credit the payment so 
that no additional finance charges are imposed. If a 
creditor should fail to post the customer’s payment in 
time to avoid the imposition of finance charges, the 
creditor would be required to adjust the customer’s 
account so that the finance charges would be credited 
to the account during the next billing cycle.

c. Payments received at branches and other remote 
locations would be required to be posted promptly but 
in no event later than three business days, provided that 
it was clearly and conspicuously disclosed to the cus
tomer that there would be such a delay.

3. The May 5 proposals specified that no finance 
charges could be imposed on any disputed amount dur
ing the period a billing dispute remained unresolved, 
regardless of whether the creditor or customer was cor
rect. This initial proposal for adjustments of finance 
charges for the dispute period has evoked widespread 
creditor criticism.

It is now proposed that finance charges would be 
adjusted whenever there has been an actual error in 
the customer’s account, including improper dates or 
descriptions of transactions or failure to send the cus
tomer’s bill to his current address, as wrell as errors in 
dollar amounts. A mere request for information con
cerning the customer’s bill without such an error on 
the creditor’s part would not, however, result in adjust
ment of finance charges.

4. The Fair Credit Billing Act prescribes that a 
form of notice be given to consumers of their rights to
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obtain correction of billing errors (Sec. 304 of Pub. L. 
93-495). The proposed regulations of May 5 contain 
such a notice which has been the subject of numerous 
creditor complaints that it is too long and will not be 
read by consumers. Creditors have requested that a 
shortened notice be permitted, with a fuller statement 
of consumer rights available upon consumer request. 
Consumers on the other hand have suggested that addi
tional language be included on the form notice. The 
statute appears to require that a full statement of rights 
be delivered to customers semiannually, and therefore, 
it would not be proposed to permit a shortened form 
of notice. The notice could, however, be printed on 
both sides of a single sheet.

5. Section 167 of the Fair Credit Billing Act amends 
the provision of the Truth in Lending Act which pres
ently requires that merchants make finance charge dis
closures when they allow cash customers to pay a lower 
price than credit card purchasers. In addition, many 
existing contracts between merchants and card issuers 
forbid the merchant to offer such lower prices. Congress 
provided in § 167 of the Act that contracts forbidding 
the offering of discounts for cash would be unlawful 
and that discounts up to 5 per cent for cash payment 
need not be considered as part of the finance charge. 
The proposed regulations of May 5 followed the literal 
language of the statute and provided that only discounts 
from the posted prices for cash payment would be 
exempted from the requirement of being disclosed as 
part of the finance charge. Surcharges added to the 
cash price for use of a credit card would still have to 
be disclosed as finance charges. Some comments ob
jected to this different treatment of surcharges and sug
gested that both types of two-tiered pricing systems, 
whether by discount or by surcharge, should be included 
within the statutory concept of discount. It was urged 
that merchants should be free to select either the dis
count or surcharge method, whichever best fits their 
merchandising plans. Consumer groups also suggested 
that card issuers be required to notify their participating 
merchants that any clauses within their contracts pro
hibiting the offering of a discount or surcharge are no 
longer valid.

The Board desires additional comments on the ques
tion of whether surcharges should be treated in the same 
way as discounts under this provision and the question 
of whether creditors should be required to notify mer
chants of any invalid clauses in contracts relating to 
prohibition of lower prices on cash purchases than on 
credit card purchases.

6 . Section 171(a) of the Fair Credit Billing Act 
preempts certain State laws. Those State laws that 
provide greater protection than do the Federal provi
sions are not preempted. The proposed regulation of 
May 5 in § 226.12(a) reflected the language of the Act. 
Numerous comments were received from creditors in
dicating that they were uncertain as to which law' to 
follow—State or Federal—when there is an apparent 
inconsistency or a conflict. Recommendations by inter

ested parties as to possible solutions to this problem 
are invited.

7. The proposed regulations published on May 5 
provided that if the creditor received a billing error 
notice subsequent to his having reported the delinquency 
of the account to a third party, the creditor must notify 
any such third party of the dispute and its subsequent 
resolution. Such a requirement would assure that a 
consumer’s credit rating was not damaged merely be
cause payment was withheld on a disputed item. Cred
itors objected to this proposal because of the burden 
of maintaining records reflecting the parties to whom 
reports were given. It is now proposed that, in the case 
wrhere a billing error notification is received after the 
creditor has reported adversely on the account, the cred
itor must send a correction only to those parties who 
had received a report of delinquency and who are in 
the business of collecting and disseminating information 
about the creditworthiness or credit standing of cus
tomers. Up to one full billing cycle would be allowed 
to provide such correction.

This notice is published pursuant to section 553(b) 
of Title 5, United States Code, and section 262.2(a) of 
the Rules of Procedure of the Board of Governors of the 
Federal Reserve System (12 CFR § 262.2(a)).

To aid in consideration of this proposal, a hearing- 
wili be held before available members of the Board in 
its building on 20th and Constitution Avenue, N.W., 
Washington, D.C., on August 5 and 6, 1975, beginning 
at 10 a.m. The proceeding will consist of presentations 
of statements in oral and written form.

Any persons desiring to give testimony, present evi
dence, or otherwise participate in the hearing should 
file with the Secretary of the Board of Governors of 
the Federal Reserve System, Washington, D.C. 20551, 
to be received by July 30, 1975, a written request con
taining a statement of the nature of the petitioner’s in
terest in the proceedings, the extent of participation 
desired, a summary of the matters concerning which 
petitioner wishes to give testimony or submit evidence, 
and the names and affiliations of witnesses who propose 
to appear. All such communications will be made avail
able for inspection and copying in Room 1118 of the 
Board Building.

All parties will be given until August 12, 1975, to 
submit such additional material related to the issues 
raised at the hearing, or any other issues in the pro
posed regulations, as they desire. Interested persons 
need not participate in the oral presentation to have 
their views considered but may submit their views in 
writing to be received by the Secretary no later than 
August 12, 1975. Comments on the proposed revised 
regulations, soon to be published, should also be received 
by the Secretary no later than August 12, 1975. Written 
comments, as they are received, will be made available 
for inspection and copying in Room 1118 of the Board 
Building.
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