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RESCISSION NOTICE ON LOANS SECURED BY BORROWER’S HOME 
Comment Invited on Proposed Suspension of Amendment to Regulation Z

T o  A l l  M e m b e r  B a n k s , and  O th e r s  C o n ce rn ed , 
in the S e c o n d  F ed e ra l  R e s e r v e  D is t r i c t :

Following is the text of a statement issued February 12 by the Board of Governors of the 
Federal Reserve System:

The Federal Reserve Board today proposed suspension of a recent amendment of its Regulation Z— Truth 
in Lending— concerning the “ cooling off” period for consumers who pledge their home as security for open end 
credit arrangements.

The Board requested comment by April 16, 1979.

In proposing to suspend the amendment (o f July 26, 1978) and requesting public comment on that proposal, 
the Board also asked for comment on a number of associated questions. These are:

— Whether the Board should suspend or should repeal the amendment and a related interpretation. . . .

— Whether the amendment should be modified to provide additional protections to consumers.

— Whether creditors intending to offer open end credit plans under the amendment should be required to 
notify the Board and provide the Board with a copy of the disclosure form they intend to use in connection with 
such plans.

Additionally, the Board asked for information about plans currently being offered by creditors under the 
amendment.

Truth in Lending requires that where a home is used for collateral for a consumer loan the lender must 
give the borrower three days in which to rescind— cancel— the deal. The July 26 amendment modifies this pro
vision by exempting creditors from giving notice to consumers of this right— except in certain instances— when 
the creditor and the seller are not the same or related persons. The exemption applies, for example, to the use 
of" a bank credit card (the most common open end credit arrangement where creditor and seller are not the 
same) to purchase merchandise from a retailer.

To qualify under the amendment, creditors must give notification of the rights specified in the amendment, 
including the three-day right to rescind, in four instances:

— When an open end credit plan is first opened.

— Whenever the credit limit is increased.
— Whenever the terms of the account are changed, and

— Whenever a security interest in a home is added to an existing open end credit arrangement.

Under the amendment, where a home is pledged as collateral for open end credit, customers must also be 
notified annually of this fact.

The Board said that it was making its proposals to suspend the July 26 amendment, and requesting related 
comment, because it appears that when the amendment was initially proposed (December 5, 1977) interested 
parties may not have been aware of the proposal and might not, consequently, have submitted comment and 
information regarding possible risks and benefits to consumers that might arise from the amendment.

The amendment to, and interpretation of, Regulation Z referred to by the Board of Governors 
was sent to you with our Circular No. 8401, dated August 10, 1978. (The interpretation was further
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amended on October 31 and sent to you with our Circular No. 8449, dated November 8, 1978.) The 
Board’s official notice o f its proposal to suspend the ruling will appear in the Federal Register.

For your further information, the following is quoted from the Board of Governors’ official 
notice:

In addition to comment on the question of whether or not to suspend the amendment, the Board also 
desires to receive comments on the amendment and interpretation themselves. The Board is interested in com
ment on whether the amendment and interpretation should be repealed or whether there are additional protections 
or limitations which could be included in the amendment and/or interpretation which would reduce any perceived 
risk to consumers presented by open end plans secured by consumers’ homes. Examples of possible protections 
or limitations are maximum or minimum credit limits which could be offered in connection with such plans, 
limitations on the purposes for which the plans could be used, and maximum or minimum limits on the amount 
of individual extensions of credit under the plans. The Board is also interested in receiving comment from 
creditors and customers of open end plans presently being offered under the amendment regarding such things 
as the terms of the plans, the purposes for which they are being used, and the degree of customer satisfaction 
or dissatisfaction with the plans.

The Board also desires to receive comment on a proposal to impose, as a condition to offering open end 
credit plans pursuant to the amendment, a requirement that creditors notify the Board of their intention to offer 
such plans and furnish the Board with a copy of the initial Truth in Lending disclosures required to be made 
pursuant to § 226.7(a) of Regulation Z in connection with the plans. By imposing such a requirement, the 
Board would ascertain the number and identity o f creditors offering such plans as well as the underlying terms 
of the plans. After obtaining this information, the Board would periodically make inquiries of the creditors to 
determine whether the plans were affecting consumers adversely by, for example, resulting in increases in 
delinquency, default, or foreclosure. The Board would also make relevant inquiries to determine benefits of the 
plans when compared to closed end credit transactions secured by consumers’ residences.

Therefore, pursuant to the authority granted in 15 U.S.C. § 1604 (1976), the Board:

(1 ) Proposes to suspend § 226.9(g) (6 ) and Interpretation §226.904 of Regulation Z, 12 C.F.R. Part 
226, for further study and public comment;

(2 ) Solicits comment on the proposed suspension and on whether § 226.9(g) (6 ) and §226.904 should 
be modified or repealed;

(3 ) Requests information regarding plans currently being offered pursuant to § 226.9(g) (6 ) and § 226.904;

(4 ) Proposes to add a new subsection (vi)  to § 226.9(g) (6 ) of Regulation Z, 12 C.F.R. Part 226, as 
follow s:

Section 226.9— Right to Rescind Certain Transactions
* * * * * * *

(g )  Exceptions to general rule.***

(6 ) Individual transactions under an open end credit account; provided: ***

(vi)  That prior to opening such an account or within 90 days of the effective date of this subparagraph 
(v i) ,  whichever is later, the creditor notifies the Secretary, Board o f Governors of the Federal Reserve System, 
Washington, D.C. 20551, in writing of the creditor’s intention to offer such accounts, and provides the Secretary 
with a copy of the disclosures required to be made pursuant to § 226.7(a) in connection with such accounts.

Comments on this matter should be submitted by April 16 and may be sent to our Consumer 
Affairs Division.

P a u l  A. V o l c k e r ,

President.
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