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September 26, 1979 J

REGULATION Z

Rescission Notices on Loans Secured by Borrower’s Home

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

Rescission Notices
T h e B oard  o f  G overnors o f  the F ederal R eserve S ystem  has announced that it is rescind ing  

an am endm ent to  its  R egu lation  Z, “T ru th  in L en d in g ,” that a llow s an exem ption  from  the notice- 
o f-resc iss io n  requirem ents o f  the regu lation  fo r  individual tran saction s under certain  open end credit 
plans secured by a b orrow er’s residence. T h e B oard  o f  G overnors a lso  is rescin d in g  related Board  
and official sta ff  in terpretation s. T h e rescission  o f  the am endm ent and in terpretations is effective  
M arch  31, 1980.

F o llo w in g  is the tex t  o f  the B oard ’s announcem ent:

Truth in Lending requires that where a home is used as collateral for a consumer loan the lender must 
give notice that the borrower has a three-day “cooling off” period in which to cancel the deal.

In July 1978 the Board announced that it had amended its Regulation Z exempting from this notice require
ment individual advances under open end credit arrangements (such as use of a credit card) when the creditor 
and the seller are not the same or related persons. The amendment required that the right of recission notice 
must be given, in the case of such open end credit transactions secured by a home mortgage, only when the 
credit plan is first opened, when the credit limit is increased, whenever terms of the account are changed, when
ever a security interest in a home is added to an existing open end credit plan and once annually.

The Board first proposed the amendment to be revoked in December 1977 and adopted it, after substantial 
modification on the basis of comment received, in July 1978. Following adoption of the amendment, the Board 
was urged to reconsider on grounds that interested parties may not have been aware of the proposed action. 
Consequently, in February of this year the Board requested comment whether the amendment should be repealed. 
The Board acted after considering some 160 comments received in answer to its February request.

The Board also rescinded related Board and staff interpretations.

E nclosed  is a copy o f  the B oard ’s notice reg a rd in g  the rescission  o f the R egu lation  Z am end
m ent and related in terpretations. Q uestions on th is m atter m ay be directed to our R egu lations  
D iv is io n  (T e l. N o . 2 1 2 -7 9 1 -5 9 1 4 ) .

Transactions Involving Required Deposit Balances
T h e B oard o f  G overnors a lso  has suspended the effective date o f  official sta ff interpretations  

F C -0 1 6 5  and F C -0 1 6 6  o f  R egu la tion  Z, both o f  w hich  concern d isclosures for  transactions in 
v o lv in g  required deposit balances. T h ese  in terpretation s w ere orig in a lly  published in the Federal 
Register o f  A u g u st 8, 1979, and w ere republished fo r  public com m ent in the Federal Register o f  
Septem ber 19, 1979. C opies o f  the in terp retation s a lso  are available upon request directed to our 
R egu la tion s D iv isio n .

C om m ents m ust be received by O ctober 19, and m ay be m ailed to our R egu lations D iv isio n  
or to  the S ecretary , B oard  o f  G overnors o f  the F ed era l R eserve System , W a sh in gton , D .C . 20551. 
T h ey  m ay also  be delivered to R oom  B -2 2 2 3 , 2 0 th  and C on stitu tion  A ven u e, N .W ., W a sh in gton , 
D .C ., betw een  8 :4 5  a.m . and 5 :1 5  p.m . w eekdays.

T h o m a s  M . T i m l e n ,
First Vice President.
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Board of Governors of the Federal Reserve System 

TRUTH IN LENDING

R E S C I S S I O N  O F  A M E N D M E N T  T O  A N D  

I N T E R P R E T A T I O N S  O F  R E G U L A T I O N  Z

(Effective March 3 1 , 1980)

Right of Rescission

AGENCY: Board of Governors of the Federal 
Reserve System.

ACTION: Final Rule.

SUMMARY: Effective in August 1978, the 
Board amended Regulation Z by creating an 
alternative in certain circumstances to the three- 
day cancellation right otherwise applicable to 
each individual advance under open-end credit 
accounts secured by consumers’ residences. This 
action rescinds that amendment. It also rescinds 
a Board interpretation that provided sample dis
closures that creditors could use to meet certain 
of the amendment’s requirements and rescinds 
an official staff interpretation of the applicability 
of the amendment to nonsale credit advances.

EFFECTIVE DATE: March 31, 1980.

FOR FURTHER INFORMATION CON
TACT: Robert C. Plows, Section Chief, Divi
sion of Consumer Affairs, Board of Governors 
of the Federal Reserve System, Washington,
D.C. 20551 (202-452-3667).

SUPPLEMENTARY INFORMATION: On 
December 9, 1977 ( 42 FR 62146), the Board 
proposed an amendment to § 226.9(g) of Regu
lation Z (12 CFR Part 226) to provide an ex
ception to the requirement that a customer have 
a three-day “cooling off” period in which to 
cancel each separate advance under an open-end 
credit plan (such as a credit card or cash ad
vance checking account) where credit extended 
under the plan is secured by the customer’s 
principal residence. The proposal was substan
tially modified based upon the comments that 
were received and was adopted effective August 
3, 1978 (43 FR 34111). It permits a creditor 
that is not the seller of the goods or services

being purchased on credit to extend open-end 
credit without each separate advance being sub
ject to the right of rescission.

The amendment, incorporated in § 226.9(g)
(6), was accompanied by Board Interpretation 
§ 226.904, which sets forth model disclosures 
that creditors may use to comply with certain 
notice requirements of the amendment. A tech
nical change, revising the language, but not the 
substance, of the model disclosures was adopted 
effective October 31, 1978 (43 FR 50672).

In addition, the staff issued Official Staff In
terpretation FC-0159 (43 FR 56877), which 
states that the exception to the right of rescis
sion in § 226.9(g) (6 ) is available to a creditor 
that extends essentially nonsale credit, for ex
ample, a cash advance loan in the form of 
traveler’s checks. The staff interpretation has 
been suspended pending the Board’s decision 
on the question of whether to retain the exemp
tion in § 226.9(g) (6 ).

After the exemption was adopted, the Board 
was urged to reconsider the matter because in
terested parties may not have been aware of 
the proposal when it was initially published and 
may not, therefore, have submitted comments 
on the possible risks and benefits to customers 
that might result from the amendment. Accord
ingly, on February 15, 1979 (44 FR 9761), the 
Board asked for comment on whether it should 
suspend or repeal the amendment and Board 
interpretation, whether the amendment should 
be modified to provide additional protections to 
customers, and whether creditors that intend to 
offer open-end credit plans under the amend
ment should be required to notify the Board of 
that intention and provide the Board with a 
copy of the initial Truth in Lending disclosures 
to be made in connection with the plans. The 
Board also requested information about plans

For Regulation Z to be complete, retain:
1) Regulation Z pamphlet, amended to March 23,1977.
2) Amendments effective April 11, 1977, July 20,1977, October 10, 1977, 

March 28, 1978, April 21, 1978, May 30, 1978 (date of publication in 
Federal Register), August 3, 1978 (until March 31, 1980), August 31, 
1978 (date of publication in Federal Register), and March S, 1979 
(until February 27,1981).

3) This slip sheet.
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currently being offered pursuant to the amend
ment.

Some 160 comments were received from the 
credit industry, consumer representatives, gov
ernment agencies, members of the Congress and 
the Board’s Consumer Advisory Council, and 
others. After carefully considering all of the 
comments, the Board has decided to rescind the 
amendment and the related Board and staff in
terpretations. In reaching that decision, the 
Board took into consideration the concern ex
pressed by some members of the Congress and 
the Board’s Consumer Advisory Council, con
sumer representatives, and federal, state, and 
local government agencies that consumers might 
be led unawares into more debt than they could 
afford and might as a result lose their homes— 
a consequence that the right of rescission is 
intended to help prevent.

The Board also considered three other fac
tors: the potentially unfair competitive advan
tage that the amendment gives to nonseller 
creditors; the fact that few creditors are offer
ing plans pursuant to the amendment; and the 
fact that creditors can feasibly offer lines of 
credit secured by a customer’s residence even if 
each use of the line is subject to the right of 
rescission.

Regarding that final point, while credit ex
tended through conventional credit cards cannot 
practically be secured by the customer’s resi
dence given the three-day cancellation right for 
each advance, the convenience of flexible repay
ment under an open-end credit arrangement, as 
well as more favorable terms reflecting the ex

istence of a security interest in a residence, can 
be made available in compliance with § 226.9 
for customers who have specific, foreseeable 
credit needs. For example, a creditor could offer 
an open-end credit plan pursuant to which cash 
advances would be made to the customer after 
the notice of the right of rescission had been 
given and the three-day “cooling off” period 
had expired.

The Board’s action revoking the amendment 
and interpretations will become effective on 
March 31, 1980, in order to provide ample time 
for the orderly modification or termination of 
the limited number of open-end credit plans 
now in existence that are secured by the cus
tomer’s principal residence. In order to provide 
guidance to nonseller creditors during the tran
sition, the Board is republishing Official Staff 
Interpretation FC-0159. FC-0159 will take ef
fect immediately and will remain in effect until 
March 31, 1980. The result of revoking the 
amendment and related interpretations will be 
to require that a notice of the right of rescission 
be given in connection with each credit advance 
occurring after March 30, 1980, pursuant to any 
open-end credit plan secured by a customer’s 
principal residence.

Therefore, pursuant to the authority granted 
in § 105 of the Truth in Lending Act (15 U.S.C. 
1604 (1970)), the Board amends § 226.9(g) 
of Regulation Z (12 CFR Part 226) by deleting 
§ 226.9(g) (6). It also revokes Board Interpre
tation § 226.904 and Official Staff Interpretation 
FC-0159. This action shall take effect on March 
31, 1980.

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




