FEDERAL RESERVE BANK
OF NEW YORK

Circular No. 8972-1
December 1S, 1980

TRUTH IN LENDING SIMPLIFICATION AND REFORM ACT

Additional Comment Invited on Revised Proposals to Simplify Regulation Z

To All Depositolr:y [nstitiitions, and Others Concerned,
In the Second Federal Reserve District:

In May, the Board of Governors of the Federal Reserve System issued a proposal to
revise its Regulation Z, “Truth in Lending,” to carry out the objectives of the Truth in
Lending Simplification and Reform Act (Title VI of the Depository Institutions Deregu-
lation and Monetary Control Act of 1980— Public Law 96-221), which became law on
March 31, 1980. A summary of that proposal was sent to you with our Circular No. 8814,
dated May 1, 1980.

Taking into account comments received on its May proposals, the Board of Governors
has now issued revised proposals for simplifying Regulation Z, which implements the
Truth in Lending, Fair Credit Billing, and Consumer Leasing Acts and which is contained
in Title 1 of the Consumer Credit Protection Act, as amended. The Board further noted
in its announcement of this action that the revised proposals are a complete overhaul,
restructuring, and further simplification of its May proposals.

Comments on the revised proposals should be submitted by January 19, 1981, and
may be sent to our Consumer Affairs and Bank Regulations Department.

Printed on the following pages are (1) portions of the text of the Board’s press re-
lease announcing the new proposals. (2) the summary page from the Federal Register
notice (Docket No. R-0288), (3) a list of questions on which the Board has particu-
larly requested comment, and (4) a brief summary of the new proposals to simplify
Regulation Z.

The complete text of the revised proposals (encompassing more than 90 pages) will
be published in the Federal Register. However, single copies of that text will be made
available upon request directed to the Circulars Division of this Bank.

Anthony M. Solomon,
President.
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FEDERAL RESERVE press release

The proposals are being made under the terms of the Truth in
Lending Simplification and Reform Act, which became law in March. The
Simplification Act, which the Board requested that Congress enact,
requires that simplified implementing regulations be in effect by April 1,
1981. The proposals reflect also work undertaken, prior to passage of
the Simplification Act, by the Board and the Federal Reserve Bank of
Atlanta to rewrite Regulation Z as part of the Board®"s Regulatory
Improvement Program. Under this program the Federal Reserve System is
examining all Board regulations to modernize, simplify, shorten and put
into plain language Federal Reserve rules in all fields in which the

System has regulatory responsibilities.

The Board proposed -- and grouped its revisions of Regulation Z
accordingly — five principles for simplification. These are:

First, the regulation should contain precise, simple rules-— based
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on enforceable obligations— as opposed to principles that create ambiguity
and require additional regulatory clarification.

Second, tolerances in disclosures should be more flexible and
the use of estimates should be increased.

Third, the emphasis should be on disclosures relevant to credit
decision making.

Fourth, burdens not justified by substantial consumer benefit
should be eliminated.

Fifth, the regulation should give creditors some flexibility
to tailor disclosures to their own credit plans.

As part of its simplification effort, the Board is proposing a

number of sample forms that can be relied upon when properly used.

There is attached a brief description grouped under the
simplification principles proposed by the Board, of the principal
proposed new changes in Regulation Z, compared with current requirements
of the Regulation, together with statements of reasons for proposing

these changes.

The Board noted, in making its proposals, that three basic
problems hinder shortening and simplification of Regulation Z:

1) The scope of the original Truth in Lending Act of
1969, which called only for disclosures to consumers

of the true costs of borrowing, has been
expanded to cover also the issuance of credit
cards and liability for their loss, resolution
of billing errors and disclosures of the condi-
tions of consumer leases. The underlying statute
also provides protection for consumers from
endangering their financial interest in their
homes, conditions for purchasing credit life
insurance and rights for consumers who receive
shoddy merchandise when they use a bank credit
card.
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2) Over the years, the Board has issued some 50
interpretations of the Regulation, and the staff
has written some 1,500 interpretive letters, many
of which are relied upon legally by creditors.
Much of this material will be dealt with in a
commentary to be issued at a later time, but part of
it must be included in the revised Regulation.

3) Over the years also, credit has become much more
complicated. It takes various forms, such as
revolving credit and closed-end credit; it may be
payable on demand or in installments of various
kinds; insurance may or may not be required; credit
may be extended only upon application in person, or by
mail or by telephone, and such variants must be covered
by the Regulation.

Despite these difficulties, the current proposal is 40 percent
shorter than the existing Regulation and the formal interpretations of it
(and 20 percent shorter than the May proposals). This has been achieved
mainly by focusing on common, everyday types of transactions, and not
trying to cover every conceivable situation in the huge, almost endlessly
complicated and diverse field of credit. It Is the Board"s belief that
in the interests of havings a more understandable, serviceable and shorter
regulation and disclosure statement both consumers and creditors will be
willing to forego disclosures or provisions that, essentially are tailored

to fit particular situations applying to few consumers or transactions.

In this respect, the Board said:

The simplification effort should produce positive
consumer benefits. By eliminating the less
significant regulatory material disclosures will
be easier to understand and therefore more useful
in common, everyday transactions. Reduction

of detail should also help direct enforcement of
the law toward substance rather than technicalities.
Major simplification should reduce the volume of
nonproductive litigation, iImprove acceptance of
consumer credit protection regulation and, to the
extent this occurs, encourage voluntary compliance.

Federal Reserve Bank of St. Louis



Digitized for FRASER

4.

The Board welcomes comment on any part of its proposals, but
asks, in particular, for comment on the principal proposed changes,

and on the questions listed in Attachment 2.

The Board is mailing to all who commented on its May proposals
the full proposed simplified Regulation Z, and related forms. These are

available upon request from the Reserve Banks.

Attachments
1. Summary page from the Federal Register Notice of the Board"s
proposals.

2. A list of questions on which the Board wishes particularly to
receive comment.
3. A summary of the Board"s principal new proposals.
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AGENCY: Board of Governors of the Federal
ACTION: Proposed rule.
SUMMARY: The Board

of Regulation Z (Truth
Lending Act adopted by Congress in March 1980
Institutions Deregulation and Monetary Control Act,
act becomes effective on April
menting regulations
draft for comment on May 5, 1980
on the basis of the comments received and

Proposed Rulemaking

Federal

Reserve System

[12 CFR Part 226]

[Reg. Z; Docket No. R-0288]

TRUTH

LENDING

Revision of Regulation Z

Reserve System.

Attachment

is proposing for public comment a second complete revision

1, 1982,
in place by April 1,
(45 FR 29702) and has now revised the proposal
its own analysis.

in Lending), to implement amendments to the Truth in
(Title VI of the Depository
Public Law 96-221). That
but requires the Board to have imple-

1981. The Board published a first

DATE: Comments must be received by January 19, 1981.

ADDRESS:

Federal Reserve System, Washington,
20th and Constitution Avenue,
5:15 p.ra. weekdays.
To insure consideration,
of the official comment period.
sections of the regulation should be made on separate pages.
inspected in Room B-1122 between 8:45 a.m.

Comments may be mailed to the Secretary,
D.C. 20551,

Comments received should

FOR FURTHER INFORMATION CONTACT:

Consumer and Community Affairs,
Washington, D.C.

88 226.1,3
226.2
226.4
226.5-11

226.12
226.13
226.14
226.15
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20551,

Beth Morgan
Denise Rechter
Gerald Hurst
Ruth Amberg
Jesse Filkins
Stan Mabbitt
John Wood
Barbara Ranagan
Stan Mabbit
Ruth Amberg

at (202) 452-2412,

The following attorneys
Board of Governors,

88 226.17

226.18

226.19, 20, 23
226.21, 22, 24
Subpart D
Subpart E

Appendices

or delivered
N.W., Washington, D.C., between 8:45 a.m. and

refer to docket number R-0288.
comments must be received by the Board by the close
To facilitate analysis,

Federal
(202) 452-3667,

Board of Governors of the

to Room B-2223,

comments on separate

Comments may be

and 5:15 p.m. weekdays.

the Division of

Reserve System,
or (202) 452-3867:

Denise Rechter
Beth Morgan
Claudia Yarus
Susan Werthan
Rugenia Silver
Barbara Ranagan
Steve Zeisel
Lynn Goldfaden
Susan Werthan
Gerald Hurst
Denise Rechter
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Attachment 2

Questions on Which the Board Particularly
Requests Comment

Definitions

1.

Digitized for FRASER
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Should a creditor be defined as any person that made more than 25 credit
extensions in the preceding year (6 in the case of transactions secured
by a dwelling) , assuming the other requirements of the definition are

met? (8§ 226.2)

IT credit is extended without a finance charge, should a written agree-

ment to repay in more than four installments be required in order for the

credit-extender to be considered a creditor? (8 226.2)

Should required deposit balances be eliminated from the regulation,
meaning that any required deposits or investments would not be taken
into account in making Truth in Lending disclosures? As an alternative,
should required deposit balances be taken into account only if they are

above a certain percentage of the amount financed? (8 226.2)

Should consummation, the time by which closed-end credit disclosures
normally must be given, be defined as the time when the consumer becomes

contractually liable on the obligation under applicable law? (8 226.2)

Should a security interest be defined more narrowly than under the current
regulation, to exclude a number of incidental property interests such as
accessions, accessories and interests iIn insurance and unearned Insurance

proceeds? (8 226.2)

org/
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6. Should downpayments be defined to include a deferred portion of the down-

payment (so-called "pick-up payments')? (8 226.2)

Exemptions
7. Should loans that are extended by a trust be exempt from the regulation?
(¢ 226.3)

Finance Charge
8. Should a tolerance be provided for calculating and disclosing the finance
charge, similar to the margin of error already provided for the annual

percentage rate? (8 226.4)

9. Should an application fee be considered a finance charge? (€ 226.4)

10. Should a fee for membership or participation in a credit plan be exempt
from the finance charge, so long as the fee is not tied to a particular

credit extension? (8 226.4)

11. Should a fee for reconveyance in a realty transaction be excluded from the

finance charge? (8 226.4)

12.  Should sellers points in a realty transaction be excluded from the finance

charge in all cases? (8 226.4)

13. Should the cost of credit life or property insurance to be excluded from
the finance charge be permitted to be disclosed on a unit-cost basis?

& 226.4)
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Open-End Credit Provisions

14. Unlike the current regulation and the May proposal, but in accordance with
the statute, this proposal does not require disclosure on the initial dis-
closure statement of the minimum payment. Is it necessary to require such a

disclosure under Truth in Lending or is such information routinely provided?

15. What disclosures should be made in connection with variable rate open-end

plans?(8 226.6 and 226.7)

16. How should the annual percentage rate disclosure be handled when a finance
charge is iImposed during a billing cycle but there is no balance on the

account? (8 226.7)

17. Should the proposal limit the applicability of the change in terms notice

requirement? (8 226.9)

18. Does the proposal’s streamlining of the prompt crediting of payments

requirement afford adequate consumer protection?

19. Should the proposal address the applicability of the issuance and liability

rules to authorized users of credit cards?

20. Where the regulation provides relief to creditors for inadvertent collection
action or for reporting a consumer’s account as delinquent after receiving
a billing error notice, are there operational problems iIn the regulation’s

requiring a creditor to redress the inadvertent action? (8 226.13(d) and (4))

21. Does the proposal®s automatic debit provision adequately protect consumers when

asserting billing errors? ( 8226.13(d)(5))
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22. When should che consumer have the right to rescind under an open-end plan
in which a security interest is taken in the consumer®s principal dwelling?

(§ 226.16)

Closed-End Credit Disclosures

23. Should a creditor base its disclosures only on the legally-enforceable
agreement with the consumer, even iIf there is an informal or 'side" under-
standing of the terms that is different from the legal obligation?

(G 226.17)

24. Should loans involving multiple advances be disclosable either by treating
all of the advances as a single transaction or by disclosing each advance

as a separate transaction? (8 226.17)

25. Should creditors providing construction loans with permanent financing
be permitted to give separate disclosures for each phase as an alternative

to treating both phases as a single transaction? (8 226.17)

26. When a creditor makes early disclosure of credit terms based on the best
information available at that time, should the creditor be required to
provide new disclosures when an event occurs before consummation that makes

the previous disclosures inaccurate? (8 226.17)

27. Should the number of items that must be disclosed as part of the amount

financed explanation be reduced? (8 226.18)
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28.

29.

30.

31.

32.
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5.

Should creditors in residential mortgage transactions with variable rate
clauses be required to provide examples of the effects of an increase in

the rate? (8 226.18)

Should renegotiable rate mortgages be considered variable rate transactions?

(8§ 226.18)

Should the special rules for residential mortgage transactions subject
to the Real Estate Settlement Procedures Act (RESPA) be revised in the

following ways:

(¢)) Define "written application” for Truth in Lending purposes in the

same way as that term is defined under RESPA?

@ IT new disclosures are required because the annual percentage rate
is beyond the tolerance, require redisclosure of only the changed

terms?

(€©)) Combine the good faith estimate of settlement costs under RESPA and
the amount financed explanation under Truth in Lending into one form,

such as the model form in § G(4) of Appendix G? (8 226.19)

Should a refinancing requiring new Truth in Lending disclosures be defined
only as a transaction that extinguishes and replaces an existing obligation?

(8 226.20)

Should the assumption of an obligation require new Truth in Lending disclo-

sures only when the obligation assumed is a residential mortage transaction?

(& 226.20)
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Annual Percentage Rate

33. Should a wider tolerance be provided for annual percentage rate calcula-
tions and disclosures in closed-end credit transactions involving irregular

payment schedules or multiple advances? (8 226.22)

Right of Rescission

34. Should the right of rescission be waived whenever the customer determines
that the extension of credit is needed to meet a bona fide personal finan-
cial emergency, in contrast to the requirement in the current regulation

that the emergency endanger persons or property? (8 226.23)

Consumer Leases
35. Should the renegotiation of a consumer lease require new leasing disclo-
sures only when the existing lease is satisfied and replaced by a new

consumer lease? (8 226.26)

Model Forms

36. Should the model disclosure forms and clauses for credit and lease trans-
actions, which if used property would assure compliance with the regulation,
be required or expanded in any way? Should model forms be provided for

other specific types of transactions? (Appendices)
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Attachment 3

Simplification Principles and Specific New Proposals

The regulation should contain precise,
that create ambiguity and require additional

Current Requirement

I. The regulation applies
to "creditors” who "in the
ordinary course of business
regularly extend or arrange
for the extension of consumer
cred it."

2. Credit where there is no
finance charge is covered if
it is payable by agreement in

more than four installments.
This has been deemed to include
informal arrangements.

3. Disclosures must be made
prior to 'consummation"™ of
the credit transaction which
may be when the customer has
an "economic incentive" to go
forward with the transaction.

4. Disclosures must be made
on the basis of the "under-
standing"” between the parties,
even 1iIf at variance from the

legal obl igation.
5. "Points" paid by the
sel ler in a real estate

transaction must be included
in the finance charge if
paid, indirectly, by the
purchaser through an

increase in purchase
price.
Tolerances

Current Requirement

I. The disclosed finance
charge must be accurate to
the penny.

Proposed Change

"Creditor” defined as person
who extends credit more than
25 times a year (or more than
5 times in the case of trans-
actions secured by a dwelling)

Coverage limited to wr itten
agreements. Coverage is limited
to wr >tten agreements, unless a
finance charge is involved.

All agreements involving a
finance charge continue to be
covered.

"Consummation'™ would occur
only when the consumer
becomes contractual ly liable.

Disclosures based on the
legally enforceable
obli gation.

Exclude seller’s points

from the finance charge in
all cases. Points paid by
the buyer of the house would
continue to be disclosed as
part of the finance charge.

in disclosures should be more widely available.

Proposed Change

Incorporate the 1/8 of .\«
tolerance already provided
for the APR into the finance
charge disclosure.

simple rules as opposed to principles
regulatory clarification.

Reasons

To avoid the imprecision

of "ordinary course of
business" and "regularly
extends" and the need for
further regulatory material.

To exclude informal arrange-
ments not involving a finance
charge, such as those fre-
quently made by doctors,
dentists, small tradesmen

and others as an accommo-

dation to their customers.

To reduce uncertainty over
the timing of required
disclosures.

To avoid uncertainties
produced by disclosure
based upon informal terms
of repayment.

To avoid difficulty in
knowing whether purchase
prices have been specifi-
cally increased to cover
seller’s points. Also,
simplify disclosures.

to

Reasons

To ease the burden of
finance charge calculations

and remove liability for
slight errors.
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Current Requirement

2. In irregular trans-
actions, although certain
APR tolerances are permitted,
these are limited to several
slight irregularities and
have no application to the
majority of complex trans-
actions.

3. Even though creditors
have provided good faith
disclosures before con-
summation, if an item
changes before consum-
mation, no matter how
slight, full redisclosure
is requ ired.

Emphasis should be on disclosures

Current Requirement

1. A change in the original
terms of an obligation is
generally considered a
“refinancing” requiring all
new disciosures.

2. New disclosures required
when any consumer credit
transaction is assumed by
another customer.

3. Extended disclosures of
security interests and other
terms relevant to post-con-
summation events like default
and prepayment.

-

Proposed Change

Provide a tolerance of 1/4

of .« for any transactions

involving multiple advances
or irregular payments.

No new disclosures required
once good faith estimates
given except in certain
real estate transactions.

Reasons

To reduce regulatory
complexity and calculation
difficulties.

To help effectuate the
credit shopping goals by
promoting earlier dis-
ci osures.

relevant to credit decisionmaking.

Proposed Change

Limit the concept of
refinancing to the com-
plete replacement of an
existing transaction with
a new one.

New disclosures required
only in assumption of
residential mortgage
transaction.

Elimination of disclosure
details such as whether
security interest applies
to Mafter-acquired”
property.

Reasons

To remove a source of
many letters, interpre-
tations, and special rules.

To limit redisciosure
respons ibili ties to
those assumptions in
which consumer is most
likely to compare credit
sources.

To remove unnecessary
technical material that

does not aid credit-shopping,
complicates disclosures and
causes unproductive litigation
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Burdens not _justified by substantial consumer benefit should be eliminated.

Current Requirement

I. Unusual transactions
which may have aspects of
credit, but which do not lend

themselves to disclosures with-
out complex rules, are covered-

for example, pawn shop trans-
actions, layaway plans,

letters of credit, and utility

"budget plans."

2. The three-day right of
rescission where a home is
used as security (which
requires that no funds be
disbursed during the period)
may be waived only if the
delay "will jeopardize
welfare, health, or safety or
endanger property."

3. Certain minor disclosures
are required with specified
language— e.g. 'pickup pay-
ment,"™ 'balloon payment,"
"trade-in."

4. Consumer deposits in the
nature of compensating
balances (called "required
deposit balances'™) must be
taken into consideration in
APR calculations and sepa-
rately itemized and disclosed.

Proposed Change

Exclude these transactions
from coverage,

Waiver may be made simply
if consumer determines
there is a "bona fide
personal financial emer-
gency" (the statutory
language).

Deletion of requirements.

Consider excluding any consid-
eration of "required deposit
balances,” at least below a
certain amount where there
would be little impact on

APR.

Reasons

To remove a source of
unnecessary regulatory
detail and burden in
situations where disclosures
are not particularly

mean ingful.

To allow customers to
obtain their money promptly
(for example, from a second
mortgage). Protection from
overreaching is still pro-
vided since the use of pre-
printed forms to request a
waiver 1is prohibited.

To omit detail with no
substantive loss to
consumers.

To remove a source of

comp licated regulatory
language, disclosures,

and mathematical calcula-
tions that add very little
to accuracy of credit cost
d isclosures.

The regulation should give creditors some flexibility to tailor disclosures to their

own credit plans.
Current Requirement

1. In certain transactions
with variable rates, a hypo-
thetical example of the
effect of a 1/4 of .\
increase iIn the rate 1is

requ ired.
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Proposed Change

The terms in the examp le
may be designed by the
cred itor.

Reasons

To allow creditors to
design an example which
besT reflects their own
terms.



Current Requirement

2. Where there are advances
under a closed-end credit line,
the dates of the advances must
be estimated and a single dis-—
closure made.

3. A single integrated
disclosure is required for
construction loans involving
advances during construction
and a set amortization
schedule after construction
is completed.

4. Specific rules apply
for treatment of "cash
rebates”™ from the creditor
or the manufacturer.

5. In credit advertising
an example of a specific
payment schedule must be
shown.

-

Proposed Change

The creditor may either treat
the arrangement as a single
transaction or, alternatively,
make disclosures for each
draw under the line.

At the creditor’s option,
allow transaction to be
divided into two segments
for disclosure— one for
the construction phase and
one for the amortization.

At the creditor’s option,
cash rebates need not be
incorporated into disclosures.

Creditors are given more
flexibility in showing
terms of repayment in
ads.

Reasons

To recognize that individual
circumstances, best known
to the creditor, may make
one disclosure or the

other more meaningful and
easier to compute.

To remove need for comp li-
cated calculations required
to integrate construction
advances with amortization
schedule, where separate
disclosures may also be
useful to consumers.

To avoid necessity for
complex rules covering
great variety of cash
rebate situations.

To allow creditor to
determine most appropriate
way to describe its own
plan.
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Friday
December 5, 1980

Part Il

Federal Reserve
System

Credit; Truth in Lending; Revision of
Regulation Z

[Ref. Cir. No. 8972]
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FEDERAL RESERVE SYSTEM
12 CFR Part 226

[Reg.. Z: Docket Mo. R-0288lI

Credit; Truth In Lending; Revision of
Regulation Z

hgency: Board of Governors of the
Federal Reserve System.

action: Proposed rule.

summary: The Board is proposing for
public comment a second complete
revision of Regulation Z (Truth in
Lending], to implement amendments to
the Truth in Lending Act adopted by
Congress- in March 1980 (Title VI of the
Depository Institutions Deregulation and
Monetary Control Act. Pub. L. 96-221),
That act becomes effective on April 1,
1982, but requires the Board to have
implementing regulations in place by
April 1,1981. The Board published a first
draft for comment on May 5.1980 (45 FR
29702) and has now revised the proposal
on the basis of the comments received
and its own analysis.

DATE: Comments must be received by
January 19,1981,

ADDRESS: Comments may be mailed to
the Secretary, Board of Governors of the
Federal Reserve System, Washington,
D,C. 20551, or delivered to Room B-2223,
20th and Constitution Avenue, NW.,
Washington, D.C., between 8:45 am. and
5:15 p.m. weekdays. Comments received
should refer to docket number R-0288,
To insure consideration, comments must
be received by the Board by the close of
the official comment period. To facilitate
analysis, comments on separate sections
of the regulation should be made on
separate pages. Comments may be
inspected in Room B-1122 between 8:45
a.m. and 5:15 p.m. weekdays.

FOR FURTHER INFORMATION CONTACT:
The following attorneys in the Division
of Consumer and Community Affairs,
Board of Governors, Federal Reserve
System, Washington, D.C. 20551, at (202)
N52-2412, (202) 452-3667, or (202) 452-
3867:

Secs.

226.1, 3—Beth Morgan

226.2—Denise Rechter

226.4— Gerald Hurst

226.5- 11—Ruth Amberg. Jesse Filkins,
Stan Mabbitt

226.12— John Wood

226.13— Barbara Ranagan

226.14— Stan Mabbit

226.15— Ruth Amberg

226.17— Denise Rechter

226.18— Beth Morgan. Claudia Yarns

226.19, 20, 23—Susan Werthan

226.21, 22, 24— Rugenia Silver

Subpart D—Barbara Ranagan, Steve
Zeisel

Subpart E—Lynn Goldfaden, Susan
Weerthan

Appendices—Gerald Hurst, Denise
Rechter

SUPPLEMENTARY information: In March
1980, Congress adopted the Truth in
Lending Simplification and Reform Act
(Title VI of the Depository Institutions
Deregulation and Monetary Control Act,
Pub. L. 96-221), which contained
sweeping revisions to Truth in Lending.
While the act does not become effective
until April 1,1982, the Board is required
to adopt final rules implementing the act
by April 1,1981, and creditors may begin
complying with the new regulation at
that time.

One month after adoption of the
revised statute, the Board published for
comment a proposed revision of
Regulation Z (45 FR 29702, May 5,1980).
That revision incorporated both changes
mandated by the revised statute and
changes under the existing act, The
proposal was published with the
understanding that it did not necessarily
reflect all of the revisions that the Board
might consider in implementing the new
statute. The Board published the
proposal at that time in order to
encourage public involvement in the
process as early as possible and to
assure that the entire rulemaking
procedure could be completed by April
1, 1981.

Following a three-month comment
period ending on July 31,1980, the Board
received more than 500 comments on the
May proposal. (Copies of these
comments are available through the
Office of the Secretary, Board of
Governors, Federal Reserve System.
Washington, D.C.) As a whole, the
comments reflected strong support for
the concept of simplification, but, as
expected, they raised a great variety of
substantive issues regarding particular
aspects of the draft. In many cases,
these comments form the basis for
alterations ip specific provisions, as
noted in the section-by-section analysis
of the draft. In other cases, as also
noted, the position urged by comments
is not reflected in the draft, because in
the Board's view that position w'ould not
properly carry out the statutory goals.

The May proposal contained
substantial changes in both the
organization and the substance of the
existing regulation. The structure of the
May proposal has been retained in this
draft, but this proposal reflects some
major substantive changes from both the
current regulation and that earlier
proposal. The Board believes that the
Truth in Lending Simplification and

Federal Register / Vol 45fNo, 236 / Friday, December 5, 1930 / Proposed Rules

Reform Act constitutes a mandate to the
Board for extensive revision in the
regulation. Moreover, the Board believes
that substantial consumer benefits are
to be gained from meaningful
simplification of the regulation.

First of all, simplification will produce
disclosures that are simpler, easier to
understand, and in a form more readily
usable by consumers. A primary goal of
the simplifying effort is disclosures that
provide essential information in a
straightforward, uncluttered form. To
the extent that essential information has
previously been accompanied by
complex disclosure of less significant
terms, the impact and utility of the
resulting disclosure statement have been
diluted.

Second, as a general matter regulatory
burdens on the credit-granting process
may adversely" affect consumer access
to credit, and certainly have a bearing
on its relative costs. To the extent that
these burdens can be reduced, there
should be a beneficial effect on the
availability and cost of credit. The
Board believes that the reductions being
proposed, wdule having the prospect of
significantly reducing regulatory burden,
nevertheless leave in place the
provisions necessary to carry out the
original purpose of the Act.

Third, by reducing the emphasis of the
regulation on technical details, the
Board believes that the efforts of
supervisory agencies can be directed
more toward matters of substance,
better serving the cause of consumer
protection.

Finally, no matter how vigorous the
supervisory enforcement, without a
spirit of committed voluntary
compliance by creditors. Truth in
Lending will probably never provide the
full consumer benefits for wdrich it was
designed. To the extent that creditors
have perceived the regulation as dealing
with hypertechnical complications
unrelated to any real consumer benefit,
acceptance of the goals of Truth in
Lending may well have been hampered.
By paring back the regulatory
requirements to those that have obvious
consumer benefit, support for consumer
regulations as a legitimate area of
government activity should be
increased. This, too, should increase
long-range consumer benefits.

This proposal, which is based on both
the comments received on the May draft
and on extensive further analysis in the
six months since adoption of the new
act, refiects five major principles. First,
the regulation substitutes, where
possible, precise, easily-applied rules for
principles that create ambiguity and
require additional regulatory
clarification. Many of the staff
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interpretations of the current regulation,
as well as a portion of the existing
regulation itself, represent attempts to
clarify and give substantive meaning to
rather subjective principles that are not
amenable to precise measurement. A
certain amount of subjectivity in the
regulation is unavoidable; not every
regulatory concept can be reduced to a
quantifiable standard. However, the
Board believes that the concept of
simplification requires further progress
in that direction.

Second, tolerances in disclosures
should be more widely available and
creditors should be encouraged to make
use of good faith estimates. The Truth in
Lending Act explicitly authorizes the
Board to permit tolerances in numerical
disclosures and recognizes the utility of
using estimates in making disclosures.
While accuracy of disclosures is
obviously important for informed credit
shopping, absolute inflexibility is not a
prerequisite to meaningful credit
information. Congress has already
specifically authorized a tolerance for
the annual percentage rate, which is the
most important credit term in the
regulation, and the proposal provides
similar slight tolerances for other
numerical disclosures. The proposal also
encourages the greater use of good faith
estimates in making disclosures, on the
grounds that earlier disclosure may
facilitate credit shopping. The Board
recognizes that early disclosure is not
always consistent with absolute
precision in disclosures. Indeed,
disclosures are most precise when made
at the time of consummation, since the
creditor at that point is most likely to
have all of the necessary information for
total accuracy. However, at the point of
consummation, the consumer has
normally made the credit decision, and
Truth in Lending disclosures then
merely confirm the customer’s
understanding of the transaction. Such
disclosures do not necessarily form a
valid basis for comparison shopping. For
this reason, the Board seeks to
encourage the greater use of good faith
estimates in making disclosures, in the
belief that this will in turn encourage
creditors to provide disclosures at an
earlier time.

Third, the regulation reflects an
emphasis on disclosures that are
relevant to credit decisions, as opposed
to disclosures related to events
occurring after the initial credit choice.
In the Board’s view, the primary goals of
the Truth in Lending Act are not
particularly enhanced by regulatory
provisions relating to changes in terms
on outstanding obligations and on the

effects of the failure to comply with the
terms of the obligation.

Fourth, burdens not justified by
substantial consumer benefits should be
eliminated from the regulation. As in
any rulemaking activity, the Board will
weigh the cost of a particular provision
to creditors against its potential benefit
to consumers. While this cost-benefit
analysis has always been a factor in
implementation of the Truth in Lending
Act, the Board believes that the
legislative history of the Truth in
Lending amendments, as well as
congressional concern regarding the
burden of regulations as a whole,
dictates a heightened awareness of this
element that must be reflected in the
new Regulation Z. In carrying out the
requirements of the statute, the Board
will not impose any burdens on the
credit-granting process that cannot be
fully justified by consumer benefits. This
analysis is not always amenable to
precise measurement, but involves such
factors as the number of transactions
subject to a particular provision, the
complexity of the disclosures or
underlying mathematical calculations
needed to comply with it, and the extent
to which it is likely to further the general
statutory goals of providing certain
basic information to facilitate credit
shopping.

Fifth, more flexibility should be
incorporated into the regulation. While
the basic requirements of the regulation
should be set forth as clearly and simply
as possible, rigid rules may be
unnecessary in other cases and may in
fact hamper creditors’ efforts to make
disclosures that accurately reflect their
own credit plans. The proposal
attempts, as far as possible, to permit
creditors more flexibility in calculating
and disclosing the terms of individual
transactions.

The proposal set forth below
illustrates the application of those
principles. The Board recognizes,
however, that the proposal remains a
rather complex and lengthy regulatory
document. For three reasons, the Board
believes that even the most successful
simplification effort cannot distill the
Truth in Lending Act into a handful of
simple rules.

First, the scope of the original Truth in
Lending Act has been greatly expanded
by statutory additions beyond mere
credit disclosures. The regulation now
also implements statutes governing the
issuance of credit cards, liability for
their loss, resplution of billing errors,
and disclosures for consumer leases.
There are provisions to prevent
creditors from excluding required credit
life insurance from the cost of credit, to
protect consumers from unwisely
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encumbering their homes, and to ensure
that consumers can withhold payment
for shoddy merchandise when using a
bank credit card. As a consequence, the
statute now runs to over 15,000 words.
Although Congress has made extensive
revisions to certain disclosure
requirements, much of the underlying
law was unaffected by the recently
enacted Truth in Lending amendments.
Thus, the breadth of the legislation that
Regulation Z implements remains a
major impediment to brevity and
simplicity.

Second, one goal of the simplification
effort is to incorporate virtually the
entire body of published Truth in
Lending material into the regulation and
an accompanying commentary. This
commentary will contain much of the
detail and specificity now in the existing
regulation and in the more than 50 Board
interpretations and 1,500 staff
interpretations issued on Regulation Z
since 1969. While much of this material
will be reflected in the new regulation or
commentary, the Board envisions that
the interpretations themselves will be
rescinded. The commentary will
probably not be adopted at the same
time as the final regulation, but should
be available by the time the regulation
becomes mandatory in April 1982. The
Board anticipates that the commentary
will have the status of an official
interpretation of the regulation, and that
no staff interpretations will be issued
under the revised regulation. The
process of incorporating the existing
interpretations is at odds with the goal
of simply shortening the regulation. To
some extent, this conflict will be
resolved by including the necessary
detail in the commentary, rather than in
the regulation itself. However, the
regulation must incorporate some of the
material previously contained in
interpretations.

Third, credit itself has become very
complex. It may be available on a
revolving or closed-end basis; payable
on demand or in equal or graduated
installments; with a precomputed
finance charge, on a simple interest
basis, or both; secured or unsecured,;
and with or without credit life and
property insurance, which may be
voluntary or required. It may be
requested in person, by mail, or by
telephone, and may be refinanced,
assumed, or deferred. In most cases,
implementing the statute requires that
these variations, and many more, be
reflected in the regulation.

All of the significant changes to the
proposal are discussed fully in the
section-by-section analysis of the
regulation. However, some of the more
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tiatron tQ m J)a ments t eBoar
wou not view th| as an,extension of
credit. For exam le, certarn Insurance
remlrlu roansr volve ﬂa ment in
rreStrjlesreqnetstS aean%enltn%r1 msﬁrr]ance for a
i
cover&agT wou J (he rovrup %y{n or that
g r here 15 In this case no
ation for the consumer to contrnue
making payments. Similar n ome
oroqress a”‘n%E%?Sat“e"E‘ohsV"mVe'P%m
|
%the Ba?ue of Wom completed as ﬁtZ
Drogresses, wrt no contractua
atlo tocont ments .
tarnt e ransa tlons
ma evre e as as saesrterthan
credit transactrops One examﬂ]e IS a
transactron Involving a pawn
t IS sﬂu]atron the consumersell goods
3not er art}/ for ﬁas , with t
understandin atte ood sma e
re%urc aseq ithi rhacer]t ero
While staff letters hav
transactions to be credit, t eBoard
he Iheve? they are more anal og{Rus to
cash sale tr nsactrons sinc
customﬁ normag r&o Lgatron to
regraa undsaqurre in t

ction
Boar nter retaton §2262 1

exemp ts am] ns ro

covera eo

consu ce epurc ase and
rece|vea fun o an arnounts
Pard toward the cash price.

nterpretation has not been incorporated
Into the new regulation and the Board

beljeves that any specific reference t
such transactrort/s |E unnecessary In the
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uIat on. In the Board’s view, Iayaway
g g 0 not in ov an exteHsrono
redit a

nd are thus eyondt e scope of

th ereo atron

Sim Iar}q the creation of ano tion
con&ract and the ssuance of g letter of
credif do not, In the Bo?r S VIew,
constitute exten | ? credit,

Credlt cord e |n|t|0n |S
unchanged

r mt eMa ro osafJ
red_ltor E IrSt r? 0 th|S
deﬁnrtron has eensgnr fc tly revised
to create.a new standard for
ake a
erson a creditor, base

determinin Igeg\/hat gctrvatres
(ﬂuenc of those actrvrtres The
cur

ent Squlatron requ ||ref that 8redrt
extensron oceur re§ In the
r|na course of b

arness m ol']der to
rlnr%; e cred|t extender within t
|t on. Th efe standards have proven
|cu to ap P Lpartrcularly In ¢ases In
W ich the. ma atmt a‘credit
extender is unrelated o credit.

In order to create a clearer standard
for determmmg who has disclosure
responsibilities under the r%gulaélon he

oard now ?rogosesatest ased on the
requency of the credit extensrons Ifa
gero gsm de more than the

o(ecr ied num erof consumercredrt
tensrons |nt e calendar year

recedin tetransgctronr uestion,
at person is a creditor angl must make
sc os res. T eour[t)os of this test Is to
aof tereg aon 0 those persons

t extend Creqit often enou ht att ey
can pe expected to b ea ble |o provid e

Isclosures and for whom th ecost%
omo S0 IS more commensurate with the
ane it to consumers of receivin
Isclosures. The number Is set af 25 for
most transactions. A lower number, five,
Is proposed for transactions sefured %
a welling, since £ esggene ally involve
rger amounts of credi gsent
the most Important consumer cre
telgrsron T F]Board solicits comment on
ThlE J finition is also revrsed to .
FeqUIre @ written aQ reement 0 pag
moret an our Instal ments In-order for

Pﬁrson offerin acre dit extensron
without a finance ¢ argﬁ]to e
consl er(e d a creditor. This reyision is
Propose In order to exclude rom the

ulation’s coveraﬁe ver |n rmal
ar angements not | vovr nance
B g such as those f %ent made
}/ ctors, de[ttrsts and other providers
Professr nal services. Howe r] when
finance charge is imposed or when the

agreement to repay In more than four
a/ rlt nts is wrrﬁten tho dse arrangements

oFu come wit Fmrton

|(a ap rent etrc een

added t that a downpayment is
not considered an installment for
purposes of the tour-installiment rule.
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number of commenters requested  label the deferred portion as a kaup tﬂe committee believed that consumers

nexulcrt statement regarding who Is ayment or to refléct the payment inany  should receive essent aI cost
thF |JD r’rtor Jr atransac%ron mgw Icha d/nlner In the payment s eydn Y li sures, su as t efrnance charge
seller o sassr ns Its customer’s ISC

osure under§ 226.1 the the tot % ment;s< %
rnstallment sales ¢ ntract 0 a financial ehre amountmeetst %test outlined credrtorm sw atis i \rf(% ea
Institution. It IS clear tha on?ress in mt edefrnrtron it would be treated as a etr ecre It extension; for example,

amen rn th esﬁatutor%/ efinjtion n’o me tf orgurP?ses of rh th transaction Is the
Intended tese er In hefe situations to aIcu atn) a unt financed under gurc ase.of a home Imp ovement an
be the ﬁredr ?r This wo be true even ﬁ orp u[ 0ses of utomobrle or an item sold on a door-to-
when the seller routinely assi ns rsclosr e total salé price under o% basis
contracts In this fashion’ and Any amounts whrc o not e second part of the test f ropen
ngtcral institytion had provrded a prior trru lity for this treatment would end credit Is substantrvel unchange
% g ?] eflected as the amou t manced rom th eMagbp OrPO? tpres n
gand ([8 f this [Jr men sc edule rlrnto Protposal has been clarified to indicate
efrnrt ncor h)r? 8226 ([%)of acco in calculating t eannua ees |m osed |rres%ecdt Yeo a
im ose cre percentage ra cons mers Ornent schedule are not
res on rlf]r 165 0N ¢ ssuers Dwelli IS defrﬂrtron has been enatres ora lonal cha es or
Pa a ra rovides t éi’[ card issuers erse rom that In.the Ma proposal to ment in full. For exam
th at t] en-en It or consumer rrfg Fcope of its covea] 5 rmum finance dcharog 50 evw
redrtt does notrnvo ve elther a includes all residences, which’ exc des nth |s not an additl H are
rnancec gF oran aqreement torepay  structures such as recreational vehicles tmh ecause the cha %
In more than four Installments are not used as a residence, The reference un tr n of the account actrvrt rather
credrtors for [ourts)oses of Subpart B of to ‘ mobrleh e or trailer” has been than of r%a%/ trn ull.
Ehe re uatro al drsc osures are to  taken out of the first sentence because  requirer tre ects, In art the
emaﬁ % 51? plicable, a car |ts Iacemen there created some drs nction that | gnlend credit pIans
Issyer t ate tends consumer cre |t Iquity. These items ave een added Ike many traditional closed-end
wit o taf rnancec ehg OJ Ep se on sentence F ﬁ [ﬁes 0 cre It exte srons there 1S nQ ecrfrc
would omjt mancec rgt isC os res we However, mapi es and ment schedule under which finance
The Boar contemP tes"that of |er ﬁrerncludeg In the defrnrtron res nd the total oféoa%ments carh
9eneraj subparts of the re uIatron only if t eg are used as resjdences, Aust culated In agv ghto the
dar Ing such areas as scope, as s the case with condominiums and act that aragraph (3) require
de Initions, finance charges, Spanish co%%eratr\res calculation o an nce charge on the
[an uage |scIosures rec?rd retention, e revision of the first sentence also  basis of the outs andrn unpaid balanoe.
and usé of mode f?rmsaso apply. makescear that the phrase “whether or  In contrast toa recom uted finance
Paragraoh HS sets ort J not att%c ed fo real ro erty” a pre%_ﬁo char eon srs of Joa ment
res bilitles of Issuer ﬁll residential structures, not just mobi sche ule, teB d solicit m1 ment on
ext In Ing ctlos§e228n crefd{t and i |st omes. This def i taer necessrt ofa so retammg e test In
ana Qus to 0 gsen Open- end credit. inition is
g?zgtron Agarn t?r{eq oarg bgheves substantrve 0y un(ihanged rom the P Ehge Wa drattdeleted the current
n t the gne al %ovrsron alfo agply to  previous proposal. The proposed requl Iorly ruIe tnatopen -end credit be
these creditors. Board solicit g #nrtron ttempts tor entrf thg E e n installments Some
comment OH exten mg coverage to card er nce etw en open-en mente{s were concerned th tt e
ISSUers In this ng closed-end credit and to accomm? date  removal o t|s reﬁurre entmrﬂ
Credlt sale efinition is Ero ems associated with partrcu subject tra rtrona 30-day gccodnts to
romt eMa roEP?( r?: ans th ere ation. O course If credit Is not
som commene ed that 0otn fthe osaI has ga abern our Instal ens the
rtron eex anded to cover een ete se groPosaI xensron oe not fall un erte
easest atmag e er inated (at an ec use It si na [)egu lation, un essa |nanc§ charge ma
time wrthoutB nalty, tne Board does not ance, rat rthan |m osrn e imposed or.a credit card s Involved.
beligve thats ch transactrons constitute tantrv requirement or rg gvrng Par graph 3) remains unchan e
credit sales ty. That otnote provided thdt the  from the previous proposal, The Boar

?ownpayment Th %rs ane\g credrtor? an open end credrt account so(hcrte comment on whether it shouﬁj
ge mrtron which has een added to . may Verify credit information regar nd define as open-end credit certain plans
[ ease of refer (ence Thj term is  the’consumer from time to trme without  not subject to a finance charge from

0

Used In §§ ﬁ2618 8()), as . affecting the cIassrfrcatro h time to time on the outstandrng unpaid
well as in the credli sale model“form in  account as open-end credit..T eBoaﬁ balance. After consr ering the

fn IX G(I). As In the current Intends to preserve this position In t comments and what a pearst be the
H ation, a downpayment m (ay mclude commenta congr ssional mtentt Board believes
? a cash downpa ent and the vg ue Pra t) rovi sthat the atw en no finance ¢ ar e may ever

trade-In or ot roPerty used to cre to ust easona Xcon emplate be |mpos%d the plan is not open- end

re r[r]ethed ferred r| Hw %oos epeated transactions. ndurp ? credrt r%n the Pnan contenﬁ) [ates

esecon ortr the efinition menters asked for gér elines for urchases from time to time, serjes of
incor oratest e su éance% currfnt etermrnrn when acr tor mag/ Eales disclosures under § 226. 17(g) may
oar Interpretation f2§ 504 8ut Ining reasonabl contem [ate mu Iti eapproprrate

{)ro per treatment 0 eferre Eansactro s. T roMoosa Im Iem%nts Paragra h of the definition remains
P fr ons of the do ndo ayment, often estatutorz amendment rnte unc ange the May proposal. The

rre to as E D pa ments.” congress, according to the Senate Boar Contem lates th }/ ine fcred|t
g rke the current rule, hgwever, the Repart on S. 108, éo curb the use of onsidere fa nishing
efinition would not require creditors to  spurious open-end credit. In particular, even |?th |an |tsef? Bﬁxed
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termmatron date, if within the time the
Ban IS 1 existence the consumer ma
e NG [, and Tpyse the redit
withou Il v
extensronpbe ondp\%rrfrcatron o? credit
information $uch as th ecor]sumers
continugd income angd employment
statys. This factor Is. infended to assist
credjtors in distinguishin Iﬁ)en en
credit from a series of advances made
Eursuant to a loan cotmmrtment Under
uch.a commitment rexg ?
gre ditor might agree t0 Jend a total of
10,000 ln a serigs of advan £s as
needed by th econsumer ena
consumer has borro(v/e the fur#$10000
no morf money Is advance Lh der that
Bartrcu ar agréement even If there (?
een repayment of a ortron of the debt.
The May ro osal a dso provrded that
con umerce | xten zuse ofa
credit card would be consjdered open-
end fredrt for]hmrted se(itrons of the
requlation. This proposal deletes that
pr vrsron All ot; the' sp ecral rules"
relating to credit card issuers are now
contai edJ in the defrnrtlon of ¢ credrtor
The Boar ]go |th5 comrgetnt on tded
necessity of making credi e tende
irse tofz| a%redrt carog op ran en credit tb ¥
Imited purposes, In order tg assure
card |ssﬁer com\ with atl? pplhca qe
open-end credit re urrements
UrilrketheM osal(h
ation specl c excludes
mrtron o en en dit ne otiated
a vances un en en eda t\ate
mort san Iet ers of credit, T
oar so icited comment on whet
tnese exclusions are necessa{
the impact ofomrttrng them from
re%u ation. Commenters presente
erent programs éo the Board using
teterms 0 e -end rea estatg
mortg “letters of credit." The
Bof el |eves that each plan must be
ndependently measured against the
definitions of consumer credit, open-end
credit and closed-end credit, regardless
of the terminology usg mt e| dustry
to describe theFan The fact that a
Partrcular plan Is called an o er] end
eal estate' mortgage,” for example, IS
not determrnatrve fits coverag e as
oge[r end credit. Th er(ffore no sgecra
exclusion |s contained in the present
proposal.
A number of oommentlers also asked
vhhether oertarn eclal loan programs
that make available many differént
dtures may tge characterized as open-
credit. Under some existl ?
g]rfoorams for example, a cre 0(5 R‘l Ig
to exten cre tunder ten di eent
rate structures, depending on w et er a
gartrcu(]are tensidn is u tsecure
ecured, and the nature or any suc
security. Furthermore, such a‘plan may

resent
rom the
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have transactron char L%es for certarn

YPes 0 extensrons as cash

vaneesr)] ut not for of 1ers Some of

these pla sma y have ditferent bases on
|ch to calculate minimym payments

for Iff 1erent types of cre It extensrons

These act rs’in and of themselves d

not prec ? n from bejng open- end
cre t Th eBoa cannot ruIe on each
Individ o}a %;narp and be |evest at no
matter ex Pan the estf
whether |t |s oRen en ains the four-
rong test nu clated |tnt e requlation.
or example, 1t would be more

reasonarBPe for a thrift nstitution
chartered f rthehenef of Its members
Hormen ;tt O
It worﬁdﬂ be for an auto oebq d)ealler to
make the same assumption a hout Its
customers. Furthermore aancea
°3‘S§Ete g Lpder, e plan HouTo b

h ties that WOtﬁdy tend to Inhi Brt %uch
rﬁoa ment: finance charges would

P ted from trme to tine on the
outstanding unpajd aance rah rthan
recom uted: and t(h% Ine av | le fo
he con ume Fwould be reusable to the
extent that t e consumer repays the

outstanding balanoe
Periodic rote, Og r0 Osal

Erovr ed tpat he I%err IC. rate may he
tated as the deci Furvaento a
|.as a eroentage

percentage rate as we
rate. As the comments in |c?te no
necessity for permitting disc o?ure of the
decimal equivalent, or ang friculty in
convertm toapercentag rate, the

resen o osal sth Jternatrve.
p‘ﬁr E secr rcatl so?rorted
f&rgénﬁnt onp ohibiting the u?e of
t ear. aaa eriod for which a
rate ma)r ﬁ resent
Pro 0sa oes ot vrt trms rohrﬁrt
euaeo such a efi oweve{
Board contemplates that t eaPB cation
of thrﬁqrate to a balance WOF made
In such a manner as todrsc ose the
annual ercentage raf vv]rth the degree
of accuracy redB red In the regulation
thoreover, J)ro oses to g
eposrtlon A {edrtorwou not
entify such a sub-

ermitted to |
érvPsron as a dartgS tRerrodrc rate. The

Boar contem)? at the d ernrtron

Its terms excludes an i tha ne-time
tansactrgn charge evenr the ¢harge Is
comgute using ercentageo the
transaction amount

person. 1HIS definition is unchanged
from the May proposal

Personal property. ThlS deflnltlon IS
unchanged from the May pr%posal

efpmqr F"”'”a”‘?%vtéart de med in
&){V &t? eyMa proposal.

or eas&e reference th tdef|n|t|on Pas

een added to § 226.2. T e concept 0

1980 / Proposed Rules

‘§‘pre {@ J eChcﬁrr?gn |srecor]ta|ned in
anrfth % %rnrtondote %d ck‘ose
Doen B0 SXpanded 1 'détr'?f” that
P n nee char/%vlivrthgﬁj ?rom oceeds
ﬁer consummation ofatransaotron IS
still considered a prepaid finance
chare For example, mamulfrple
agdvange construction loan a qan fee or
ot er finance charge withheld from each
advance afs It 1S drawn down constitutes
?preﬁar inance charge, esorte éh
act t éconsummatro has already

oceurre y i
egularprice. JNis IS a new definition
an'd ﬁ'asI e%n added to §2262F|or gase
g reference. The ter sused in
§ 226. 4&) and 226 12 é It was

grevgrot({}i td ined In otnot 15hto

wor 3 d)vertrsed ave heen
3 makrn\% na ertrse rice
synonymous With “regular price.” The

oard does not |nten for an advertised
price to be regarded as the regular
Prroe "however, If it is clear gdrsc osed
hat the advertised price Is not available
to Tcrledrt ctard rtJurchase]rs trote 15

e Jast sentence In footnote
grovrdrn that vment% heck draft,
rgrrnrla meas hat ma resuIt |n the'
ebitin cardholder’s. open-end
accoun?s(h Ej]l not Be consrgg
Pr ZrEent ma\ Dy Use oi that account

een deleted as ex anator]y
materjal; it will be incorporated info the
Board’s commentary to the re uIatron

Required deposit balance.
def|n|t|on as WeII as the concedot ofa
reourre |t alance, has heen

deleted the pr gosed re%u [ation.
Whrle the Board rec nrze? at ta |n
deposits Into account’in ca cu atrn%t
cost of credit ma make the resulti
numbers margrn Y More precise, |t
qhuestrons whéther the co ﬁlexrty that

the concept has produced |
re?ulatron mterpretatrons and
calculations outwerohs Its utility.

In the May draft, The Board Ipro osed
to I|m|t the efrmtr%n of rrfqéu ed deposit
balance, p rrmarry excluding deposits
on which more tian nominal mterest or
dividends are earned AIthouPh the
comments enerall favored Imiting the

ernrtron ttan y of'th tecommenters t
ar ue he’new. standard presented
} the same drfs ?treszfsthe

pcu
curr nt regulatory definition.
In light of its own ex errence Wrth the
cogce t of a required ePosrt alance
the comments on th s[natter the
ahr now pro(})oses to dd te this 1tem
oth as adrscl sure and as an amount
to eta en Into account m com utrng an
annua ercentage rate. If this i
conforming chariges would also be made
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to Su pIementIto the regulation ?ontext Thrs rule elrmrnat%s the neeﬂ exists as to the pnmar dp B ?e for a
( 3 or a complete citatio tot e act eac Bredrt extensroH eBo |r]eves the
specifically soljcits time that l?erm IS us e requlation. etter ap [proac would be for t
comment ho ever nhr b[ Parag(raﬁ ;S ?%eetest eph ase “to credltor 0 make the required
concf(p of re urred eposit balance t t applicable,” because It Is |slo osures.
shou %t Ined in cases where the super uous. oardﬂs staffth vten some
ot hat e gene tta'nstse"reacr Sn”t“t h‘Het‘”e*ﬁ] e%*;eé’ he-cregit 5
cost of credit. T ﬂe term, for exam Except for the addition ofanew Errmary iness commerchal For
couﬁ(? e defined to Include de ft ara t” creatm%agr?(em tion xample, I a consumer purchases a
excee mgfaSpecmed perdpentef)ge o?the ategorY home % lans single family dwelling for rental
amount ot credit extende assubstantrvely unchanged from Erthgg? eaSItneesgrgpgot]rsatunn%aeotrorrg Itt)uld be
MRt S SC 0
|s efmmon tpo Oer w(r)s s 10 or%anrzatlo edrt texem tion, now total mcome o? the cons %r g}g
srze tha de%mrtron IS not c0 tarnsalspec Jrc re r?p e 10 size of the transaction, r i ree to
m|te to ]‘|rst |en transa(it ns. Qrto commercial credit. In addition, the wnic borrowerwr ersonla
those Involving a principa er

or extension of redlt t0_a person ot the borro rimar occ onis
definition’is significantly narr: eanln/a e |t closefp A

wellrrr]tg reference In the May pr ”Eosal to n managet eproEermV
ition'Js signi flcant narrowerthan thananatura pers n i

ﬁ rpp T Ols(]rst IS nota |nc usive

? Is tended to sug%%stt]h 3/ es of

that] cor]talne? In the May proposal. It to an orga |zat|on een re
dcrt excludes from cove age m” a reworfed, rate Su aragra
h ental nteBests in ropert¥ hat have  MaKes |rectr erence to 8 m enta ctors t atacredrto p sider,
een found to he securit mh credlt as oneo the types of credit singe.each transactlon men an.
vapous courts In the pas The.board (p mdrvrdu%ana SIS. ter usiness
b |eve|s that this nar ow rea mg Fo tnofe 1 provides thaﬁ dit gur 0se er, the cre |t |s usrn?ss
proper |mpementst e congre sron% exempted under paragraph, (a). Is still redit and |st eregore exempt even If it
ntent t e rict this |tem to 5|mpe ut subgect to the pr VISI ns of § 226. 12 IS secure by the orrowers personal
meaningful co cept This intent Is rd lno issuance of credit cards a re]s_)
evr ence b t gua:qe in the report  consumer lianility fortherrunaut orlzed ara raph (b) has been revised to
S. 108 of eSenae mmrttee on use. In't eMz(ijy ﬁro osa this material ~includ eareference to * personal

Ban |n Housing a was con ained in the text of the R/ ﬁr% such asamo bile home,
Devel og ehtth? the comm ttee par?] hrc ay be classified as personal
expected that a loan secured by a car: er |sa extensive definition oi opert | some states) used as the,
. would Cindioat a rc tura pur OSF] In the statutor c| we |ng of the consumer, in
that the ‘I,:):ll:r isrseeqcuulrr:dabs;aat:n;ir:or:rnobliCI: Ibnugt en ments rUt In Lendm I e %Ce 0 a We In?
would not require a listing of incidental or g ro Osa that deflnltlon W S eveB? men erS Wel'e COBCemed
related rights which the creditor may have mC rpOI’ te IntOt ereg ?tlg that Ca. ete V|S| n ml ht n0t
such as insurance proceeds or unearned meanS 0 FOOtﬂOte tO ?1 n t UI’] er a.n U ge 0 ara%rap
insurance premiums, rights arising under, or Order tO Str amllne the re u at h Z>>H as ras
waived in accord with state law, accessions, Oard has eCIged tO de e | ar 0 OWIn% the Word dlo” to
accessories, or proceeds. Ootnote Its Su St nce%?l I‘EiO Vet ema e

The proposed definition makes a Incorporated Into t |C|a n response to comments abou}]the
distinction between disclosure. and commentary. As noted in the Ma exem Hon or securjties credit, t

rescissjon thts

0 eration 0

Ctﬁre ts arlsmﬁ b&' pro[posal t eexriluslon athest a Boar aratie

as reverted In para raﬁh (d) to
ction mvo ving real pro ertY_ that u?at?uage used in ttﬁj

ar
toﬁ? would not eeéto gedl %Iose Inc el e ? If the transaction IS ﬁ n aragraph gwas a‘so
as Security interests; however, I such an fora ricu tuB p poses g Jaresp] nse to oncern?]
Interest (€., a mechanic’s or ough busin %an commercial resse commenters the word
materialm slren) maconsumgrs purposes are not define éh cnsumer ﬁ ces ‘lessee™ in
pr| cipal dwelling were acql]r dr% by a equlation, it is. contem ate that the ar&pra
itor, t %tran actjon cou commentary will incorporate the exem ppears in this
ect tot e rg to rescission. substance fB%ard Interﬁretatlon ro osal. Curr ntIy, home fuel budget
The edmuon continues to include the  §226.302, which establishes the rule that  plans may orJn }] e consumer
usuaI krn S Or security Interests, for business or commercial credit includes cre It, dependin ow they are
example, UCC securrtal Hter sts, real credlltextended in connectwn ith a structure The oard IS proposmg
property ort aﬁes and shot trust. ||nﬁ; contalnln? more than four pecr IC ex?mp dl n| for them. Undér such
state. 1NIS definition is unchanged amr ousing units ans, the fuel dealer generap
fro he May draft. Several commenters asked that the estrmates the total cost of fuef for the
Rules of co i Board define the te rrman}/i as season, ills the customer for an average
ctions 2262{%3@ contain the use In paragraph e Boar monthly payment, and makes an
rules, of construc were eIreves tha each ansactlon must be adrjrustment in the’ frnaI payment for any
reviously found in § % f (po ed at asav¥] e and evaluated to qh erence between th t/rmate d and
h), and (n resgectlve the termine whether it consttutF teactua? costo H] Fuef Fuel Is
raft, with one addition Paragra consumer cre |t requirin |sc osyres. delivered érs negﬂe] notrnance charge
and the cus

(‘b%(jhas been added to make clear that The creditor itself | nor ally in'the best |5 assesse omer may
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cover the billing costs would not
disqualify a budget plan for exemption,
but will reevaluate the matter if it
becomes aware of abuses in this area.
The Board solicits comment on this
proposed new exemption and on
whether any other comparable plans
should be considered for exemption.

During the last comment period, the
Board received several requests—all
from one geographic area—for a special
exemption for consumer credit extended
by trusts. In support of a proposed
exemption, the commenters stated that
loans made by trusts are unusual in
terms (for example, low interest rate, no
repayment schedule, irregular
payments), that disclosures are
therefore difficult to make, and that trust
department personnel are generally
unfamiliar with the Truth in Lending
disclosure requirements. The Board
solicits comment on whether compliance
with Regulation Z poses an undue
burden for trusts, whether it is a
national or an isolated problem, and
whether the same rationale for
exemption might apply to profit sharing
plans, employee benefit trusts, pension
plans, and retirement plans. The Board
would welcome recommended
regulatory language if such an
exemption is supported. In particular,
the Board seeks any industry definitions
that may exist of what is encompassed
by the various forms of fiduciary
accounts mentioned above.

Section 226.4—Finance charge.

Section 226.4 provides rules for
determining the finance charge in open-
end and closed-end credit transactions.
While the format of this section is
similar to the May draft, the current
proposal reflects several substantive
changes.

(@  Definition. Section 226.4(a)
incorporates a tolerance for calculation
and disclosure of the finance charge,
similar to the annual percentage rate
tolerance in §8226.14 and 226.22.
Although a general tolerance for the
finance charge has never been provided
before, the concept is reflected in both
the act and the current regulation in
several ways. The Board Is authorized
by section 121(d) of the act to provide a
tolerance for numerical disclosures
other than the annual percentage rate.
For purposes of administrative
enforcement. Congress specifically
authorized a finance charge tolerance in
section 108, regarding restitution for
understatements. The current regulation
and the May proposal also contain
several rules (8§ 226.11(d) (3) and (4) of
the May draft) which allow some margin
of error in finance charge disclosures.
These rules, however, are of limited

applicability, sine? they are tied to
specific causes.

In view of the congressional mandate
to simplify the regulation and to ease the
burden of compliance, the Board is
proposing a tolerance for finance
charges, based on the tolerance
provided in § 108 of the act. Under the
proposal, a finance charge would be
considered accurate if the amount
disclosed did not vary from the exact
finance charcf)e by more than the dollar
equivalent of a \b of 1 percentage point
variation in the annual percentage rate.
The Board solicits comment on this
proposal, particularly on the amount of
the tolerance.

Several commenters requested that
the Board make explicit in the definition
the position reflected in several staff
opinion letters, including official staff
interpretation FC-0054. Those letter®
provide that charges absorbed by the
creditor as a cost of doing business,
rather than separately imposed on the
consumer, are not encompassed by the
definition. While the new definition is
intended to reflect, this concept, the
Board does not believe that the
regulation need explicitly state this
position.

The definition also continues to reflect
the Board’s policy that a charge imposed
uniformly in cash and credit
transactions (such as sales taxes,
licenses, or registration fees) is not
within the scope of the finance charge
definition. However, the examples given
in paragraph (a) of the May proposal
have been deleted as unnecessary.

(b) Examples offinance charge.
Section 226.4(b) incorporates both
editorial and substantive changes. The
caption for the paragraph has been
amended to emphasize that the list of
charges is illustrative rather than
exhaustive.

The reference to “other system” of
additional charges has been deleted
from paragraph (b)(1) inasmuch as the
charges listed in that paragraph
sufficiently identify the types of charges
intended to be covered.

A number of commenters asked the
Board to reconsider its longstanding
position that transaction charges and
account charges of the type described in
paragraph (b)(2) constitute finance
charges. In the Board’s view, these
charges are encompassed in the
definition of the finance charge and
should be treated as such.

Paragraph (b)(3) retains a reference to
an assumption fee as an example of a
finance charge. An assumption fee
would constitute a finance charge only
when an assumption actually occurs and
a fee is imposed, not at the time of the
initial transaction.
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Paragraph (b)(4) has been amended by
adding application fees to the list of
charges included in the finance charge.
If an application fee covers charges that
are explicitly excluded from the finance
charge, such as a credit report fee in a
real property transaction, that portion of
the application fee would not constitute
a finance charge. As a general rule,
however, the proposal takes the position
that application fees represent a cost of
credit and should be included in the
finance charge. Comment is solicited on
this matter.

Paragraph (b)(5) has been amended by
deleting the reference to single interest
insurance. While single interest
insurance would normally be included
in the finance charge, unless specifically
exempted by paragraph (d), a specific
reference in paragraph (b)(5) seems
unnecessary. Several commenters
requested that the Board reinstate
§ 226.4(h) of the current regulation,
permitting creditors to rely on the rates
and classification in effect at the time of
disclosure in determining the amount,
unless the creditor has reason to know
of any change. In the Board's view, a
special rule for determination of these
amounts is unnecessary; the general
requirements regarding the basis for
making disclosures, as set forth in
8§ 226.5 and 226.17, should be applied.

The explanatory material that was
contained in footnotes 4, 5 and 7 of the
May proposal (regarding the premium
amount to be included in the finance
charge) and in footnotes 6 and 8
(concerning the meaning of “written in
connection vvith.”% has been deleted from
this draft. The substance of those
footnotes, which continues to represent
the Board’s position, will be
incorporated into the official
commentary on the regulation.

Paragraphs (b)(5), (7) and (8) have
been amended by adding the phrase “or
other charge” after the word “premium."”
This represents a return to the
terminology used in the current
regulation.

Paragraph (b)(9) is unchaged from the
May proposal. As noted in the earlier
draft, present 8§ 226.8(0), which provides
special treatment for discounts offered
for prompt payment of a credit
obligation, has been deleted since trade
discounts covered by that provision are
no longer considered finance charges.

(©  Charges excludedfrom finance
charge. Section 226.4(c) sets forth the
charges that are excludable from the
finance charge. This paragraph
incorporates specific exceptions now
found in § 226.4(c), (d), and (e) of the
current regulation and current Board
Interpretation § 226.407.
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Paragraph (c)(1) excludes charges that
are imposed for actual, unanticipated
late payment. The Board considered
incorporating into this provision the
concept contained in Board
Interpretation § 226.401. That
interpretation establishes the rule that,
in certain cases, if a seller imposes a
late payment charge while continuing to*
extend credit to the consumer, the
charge imposed for late payment is a
finance charge for purposes of
Regulation Z

Upon reconsideration of this matter,
the Board now believes that the further
extension of credit to the consumer
should not be determinative. It is only
one of the factors that must be taken
into account in deciding whether the
charge is a bona fide late payment
charge. While this change in position is
not reflected in the regulation, it is
contemplated that this revised
interpretation will be included in the
official commentary.

Paragraph (c)(2), as revised, differs
from both the May proposal and
§ 226.4(d), its counterpart in the current
regulation. Previously, overdraft charges
were excluded from the finance charge
unless there was a written agreement
regarding the payment of the checks and
the imposition of the charge. Under this
proposal, an overdraft charge is exempt
only if it relates to an inadvertent
overdraft in a checking or a similar type
of account. The Board believes that a
charge imposed for honoring an
instrument under any agreement
between the institution and the
consumer is a charge imposed for a
credit extension and fits the general
definition of a finance charge, whether
or not the charge and the honoring of the
check are reflected in a written
agreement. The characterization of the
charge will thus depend on whether
“credit” has been extended, within the
meaning of the regulation.

Paragraph (c)(3), regarding
participation fees, is based on current
Beard Interpretation § 226.407 and has
been changed in three ways from its
counterpart in the May draft. First, the
term "membership” has been replaced
by “participation,” which is a broader
term encompassing any fees for access
to a credit plan. Second, the paragraph
has been broadened to apply to any
credit plan, not merely credit card plans.
The exception does not depend on the
nature of the credit plan, but on the fact
that the fee is not tied to a specific
credit extension and is a condition of
access to the credit plan itself. Third, the
paragraph has been revised to clarify
that such fees may be assessed on either
a periodic or an annual basis.

Paragraph (c)(4), exempting certain
realty charges, is similar to the May
draft and reflects § 226.4(¢) of the
current regulation. The introduction
expands the statutory language
regarding the types of transactions to
which the exceptions apply, by the
addition of the phrase "or a residential
mortgage transaction.” This would
include mobile home transactions, and
similar credit extensions which are
functionally the same as real estate
transactions, even if state law
characterizes the property as personal.
In the Board’s view, this change in
language carries out the congressional
intent to treat mobile home transactions
and similar types of credit extensions in
the same manner as traditional realty
transactions.

Paragraph (c)(4)(i) reflects the current
regulation by reincorporating the phrase
“or similar purpose.” The Board believes
that the May draft may have been
unnecessarily narrowed by the
elimination of that language.

Paragraph (c)(4)(h) adds
“reconveyance” document fees to the
list of documents to which that
provision applies. Under this proposal,
fees charged for the termination of
security interests would be treated in
the same manner as fees for the creation
of a security interest. The Board solicits
comment on this matter.

Paragraph (c)(4)(iii) is essentially
unchanged from both the May draft and
the current regulation, but the Board
wishes to address two issues relating to
this provision. First, the Board believes
that the fees described need not be paid
to third parties in order to be excluded,
but may be assessed by a creditor for
services performed by its employees.
For example, a creditor may exclude an
appraisal fee from the finance charge
under this paragraph, even though the
appraisal is conducted by the creditor’s
own staff. Second, a credit report fee
may include a charge for the creditor’s
internal verification of information from
third parties such as credit bureaus.

Paragraph (c)(5), which has no
counterpart in the May proposal, is
based in part on current Board
Interpretation § 226.406. Seller’s points
normally are imposed on the seller in a
real estate transaction, but may be
passed on indirectly to the buyer in the
form of a higher sales price. Because it is
extremely difficult to determine whether
such charges have actually been
imposed on the buyer in an individual
case, the current Board interpretation
allows creditors to include seller’s
points in the finance charge as a matter
of course in all cases, even if the points
wnre not actually passed on. For
purposes of comparison among various
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credit sources, a uniform rule regarding
these charges is desirable and the Board
proposes to exclude such charges from
the finance charge in all cases.
Comment is solicited on this issue.

Paragraph (c)(6) has been added to
incorporate the substance of proposed
Board Interpretation § 226.408, which
was published by the Board in August
1978. Certain federal and state laws
mandate a percentage differential
between the interest rates on a time
deposit and a loan secured by such
deposits, which may result in the
forfeiture by the consumer of some of
the interest that otherwise would be
earned on the deposit. This paragraph
provides that the lost interest need not
be included in the finance charge in
such transactions. The Board
specifically solicits comment on this
proposal, particularly with regard to the
issue of whether its application should
be limited to an interest reduction
imposed because a rate differential is
required by law.

d)  Insurance. This paragraph sets
forth the procedures for excluding credit
life and property insurance premiums
from the finance charge. It has been
substantially changed from both the
May draft and the current regulation in
several aspects, as discussed below. In
addition, several questions regarding the
location of the disclosures called for by
this paragraph in closed-end credit
transactions are now addressed in
8§ 226.17 of this regulation.

Paragraph (d)(lg has been revised to
permit disclosure of the amount of the
premium on a unit cost basis. This
represents a departure from the current
regulation, which generally has been
interpreted as prohibiting disclosure of
cost on this basis; the Board specifically
solicits comment on this matter.
Paragraph (dj(I)(iii) has been amended
by adding a second sentence, allowing
any consumer, whether or not an
insured party, to sign the statement
indicating a desire for the insurance.
The words “or initials” have been added
to make clear that either a signature or
initials will satisfy the requirement.

Paragraph (d)(2) revises the special
rules set forth in the May proposal for
single interest insurance, and eliminates
the distinction between blanket vendor’s
single interest insurance and ordinary
single interest insurance.

Footnote 2 now incorporates current
Board Interpretation § 226.404,
permitting vendor’s single interest
insurance to be excluded from the
finance charge if the insurer waives all
right of subrogation against the
consumer. Single interest insurance, as
that term is used in the proposal, refers
only to the types of coverage that would
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| | U | roposal In para ¢) Im emens
?_ 3% |osures be made cIearI?/ and fﬂo tends, h%weve to include the Pherrltew sta utor% apn 6:2 h|c
in posmon In t ec mmen requires that the’cre |tor make

CS?QE’tﬁuﬁf 0 th? %r,e/ln&thet}coa 0sa U e en adaJel in proposed  discl t ily habl
L

currént requlatory requirement that the
provisions, egpfanatlons statea]aw 14-day pe|9|o IC s¥ate(r]nent requirement prgf,%ts'&’] 5&%’%a)r(|z?n%f\}vhheavg%c|05ures
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IS roposa as. superfluous
i ps L
corres Tht0§22 {i the May.

E %a hSSﬁtSrStr)S%?theclsllg roposal
fezedasunn es t}t‘h
remarn er of ara ra 5
combi e wr aph
6{ H) to ormt enew
ro osal, w |
|re t the sclosures reflect the
ter sacua y agreed upon even | thy
differed fromthé written obligation,
Fro osal states that the disclosures's aI

ever constitytes the
e}ga? Irtelrgforcea ﬁe oblroatron etween

onse uently, in the
referential e (i{ rate srtuatron the
orrect erio

e
cra fannua ercentar[;e
rateolrs Iosurew %gﬁn on what'Is
g yenforcea N er rate
he enforceable term, Rowever, the
crje |torvyo ot be prohibited from
|t|ona Indicating any concessron
made In a erm Inavoluntar J) yro
deductl |onAo an where t e cortrac
rovides f rﬁ) ymegto a ertain
mount tyé e fast ayg(} e month but
t e required amount 1S deducted
biwee gbfrom payroll, the contract term

Guiobgd) il
156 OSt

appropriat
b roBosef?ngZGS 5 deals with the
t'of subsequen events n

%fISC?OSUI'e rovide
COrres 35 t0 gz%tto Fﬂ]
ropo (i Para [) an
PeFl)\/Ia 5!’0 O%('ii%g gz de&?ﬁmg\?vglth

aragraph g/ ||?
the seo msert to ectanew term,
t‘feen elete

priate
atory materra T é’ Lt%oar Intends,
HW ever, to mcorporatet IS position n
the commentary.

m]ust be maole, has beeJtudeIeted from

Section 226.6— Initial disclosure
statement

226.6 correspons to
?226 E&% of%he May Rroyﬁosa‘j and sets
orth the ules reg ardr g the disclosures
he ma Jo a consumer upoH opening
an open-end credit account, The
mtroductory ara ra hremarns the
same exce ort eletion of
ecess y an ua ean |te change.
xcet rel cat some anguage
toa ootnote proPos(e 26.6(a)(1)
c§orres % entl caI to
226 g% S' oft e May proposal. It
require acre Itor ive a statement
of when frna thartges hegin to acorue
It § not mten credl s]drsc 05e
o%cr ic atew en mancef arges
grn {0 aCCI‘éJ% oenera
ex”p anation coul eﬁ ovided about
Inance charges beginhing to run. For
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example,

cregtrtor mafy drsclose that a
consumer r

om th ecosrng
ate to pﬂy the new P(ﬂ;ance efore
Inance ¢ arges would begin to accrue

on an new urchases made on the
acco
Pro osed aragraph tr)l ) also
requires tha wher eeA}Jehrrod Xists
|e no rme exrsts t
n cre |texen ed ma%/ MJ
vy]r out |Bcurr|n?afdna cec R
ﬁact ﬁose The Board Wishe
toc {r tatt IS In no way requires
the phrase “no free perio
rat er, 1 erequrrement m esatlsfred
D sta’tgg frexamg(e e Inance
carge gins on the date of eac
ed§ corresponds to
§22 3) ro osFa)(r and
requrre |sc osure lr?]rro rate
tatma be imposed, together with the
ranqeo alances to whit |t|s
aﬁ F le and tecorres ond mro
ual percentage rate. | remar S

substantraﬁ I 52  the M
Far?g)t?gae?x ? tonolt)eaCTlhg Soaer would
P } ttﬂat vY ere credéofans

nvolve th eago |c3t|on 0 erent
Perrodrc rates for dif

erent ty J) s]
ransac on for example, pUrchases
cas n(o orw ere advances
esecure {

rent types 0
Iatera thedr erent rat?

al t ftef nd their
e ntte 1 h %eSnCaetaeh tISCll?asr?P a
creditor’

rfeslponsrbr l) es under this
ara(% 0 avat e rate program.
|tj)on toargovr Rg({ge mﬁor ation
a on the initial

(ytre %ra
cre itor must also ndic
disclosure statement () That the

Perr IC rate(s) and amrrual pe entage
ate(s).are subject to.c
con |0ns(u erw |ch suc ates may
ch ange an limitations on the
rates In the 3vrew a creditor
would not have to disclose an
limitations Imposed by law, such as
}]ate usury laws, an need not provide a
ange In°terms notjc e]
226.9(c)(L 5]()at the trme oft e rate

Th% Board would (Fomt that, af in the

yet esame as the May

case of closed-end credjt variable ra e
traHsactrons these disc osures ust
made to the co sumer Infi rg
mcreas Spog arrt ofvar le rate
ans these |sc os res are not optional,
gresent Board nteroret tion
F?O? Seems to "th]P their

|fc osure does not erely serve to
reliey acredrtoro thers onsrbr ity to

perr eac '}%%HI cor(relscr%nds to
226 m fheM ro os

easwrt cosureo t eme
determining the balance upon whrch the

1980 / Proposed Rules

finance char e may, ge computed.
Lanqua ge that provided an example of
what should be Included in the
explanation has been deleted as
unnecessary In light of the model
clauses contained in the appendix in
this regard
In addition, footnote 18 of the May
Pro osal has been deleted. That
ootnote incorporated Board
Intergretatron §226.706 and provided
that a credit rneed not escrrbe the
manner in which %nts and oth e
credrts are aIIocae ootnote ke
J e current reﬁu atro
mten s fo.re eve the creditor of the
res onsrbrlrty to disclose either: (1) That
payments are applred first to finanice
charges, then to ur %ses and then to
cash advances i tPa ments
may eapg |§d to late charges, overdue
aances finance char es hefore
%rn% Plred to the rrncrpal balances.
The Ueletion of this footnote does not
represent a change in the Board’s
position. Rather, 1t is considered to be
Inappropriate regulatory material. The
Board intends to"incorporate the,
oosrtron of th eBoard Inte reta on and
he May proposal’s ootno e In t
commentar {fFootnote
52265c GY the May Proposal now
226.1 has been deleted for the same

reason.
Pro 226.6(a)(4) corresponds to
§ 226. g? )P?({z Iv) of %h)e(l\}lay proEosal it
retlects edg orial changes and t
deletion of an exam asunnecessary
It also clpes ot reer t footnote 20 of the
proposal, That ootnoter ent| |e
examgles of finance charges ot er than
Berro iC rates; It has een deleted as
nnecessary, since these examples
aIr ad% r|n ﬁz 6.4. (Foo notle 24
5 of the Ma roPosa now

§267e sbeen deleted for the same

re%son d §226.6 d
ropose corresponds to
hg 2ant%t] re%wt)ure]s |s%?osuhre of
ny char er than finance char
?hgt go 0sed as part ote th Iq
Many c mmen ers requested thatt g
Board further define, “other charges.”

he purpose of re urrrno that other
charges be disclosed Is fo insure that
Cﬂnsumers are aware of all srgnrfrcﬁnt
aroes that might be Incurred as {
esul of entering into an open-end credit
gan Therefore, to some extent It I
xpected that creditors wil| make their
own determination as to whether a
charge is an ?ther harge” based on the
relatronshr the chargg to the o/
While the oard IS, unablle to rovide an
exhaustrve list of "other charges,” as
requested gmar(rjy commenters (given
the variety of credit programs), its
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A t%uld he

hoped that the foIIowrng discussion wall

ress most
tgootn l%lf 655g (TZ Lthe May
B osa |stdex mples of “ot
es” an also |se exam Ies of
excl sions from the “other ch rges
category As that ootnote rovitled, in
oard’s view, members |8
artrcr ation fees in open-end credit
ans are consl ered other chan es.”
ate yment ch %r es, ees OrfJ viding
ocu Bt%rg evide uested Under
ro 0se ove t -credit-limit
% ges es isted in roposed
ﬁ c | (e) are considered
ot er I contrast,.fees
ch arge ocumentary evidence of
transactions forrncome tax é)ur 0se
6 Frtr nto o& er ega Isclisse
elow) wou [” ec ﬂlere “other
char% s The etion of t efootnote is
tenae as g substantive ch anﬁ
The Board intends to mcorrr])or]ate e
su stance of t efootnoter
CO@J}“ et ar%/ers expressed concern that
redrﬂ erns ranB nas been e cr]uded
rom “other charges. Thﬁ Boar
elieves that grs stn the cost of
yo untarz fre It ern urance on ttﬁ
ltielt s g
IS ahgead required by §2264(§ In the
Boargsvrew the sa e conclusion
woul Ip not onzto all ty es of
V0 untayr surance (su as |a ||ty
Insurance, but it would also g
re urr prP ert in urance t’is not
pato anecareun

grsa (twouFi(ej gucrlseedlttaelﬁrsclosed

as a |nance char%e on the initial
|sc osure statemen

e éeban ogen end credj t pIan IS

Imposed | E%nn%rc(tPoergt ltfh gf
Eegert transactrons which arg

|f|callg excluded from the finance
arPe in 226 4(g) of the ou[]rent
% atron and 64e)
% wou eot %har%es under
3 Imi arX e cha
|dent| *n§%26 g of this roPosal
regar |n ees for ectrng securit
Inferests woulda 0 be oth étrf%
gvera comnt]enéers reqhueste rther
gur ance from the Board
|st|ngursh|ng between |ate payment
charges, which are considered “pther
charges.” and am?unts ayal Z
cons fn rs for col ectro actrvrty fter
default (ror example attorgeys fees,
statutory Interest rates, an
reinstat ment or rerssd]ance feesg Whrch
are not considered “other chargés.” The
Board beheves that ch rges that are
|mﬁ105e more requen on con umers

withou t consi ering the actu% y in
efault, even t oug they may be
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techpically in default, s
dprs Pose ¥

(for exam
often given the cﬁ

ate ayments an

IMProve reaé)ﬁl)l’ It

chnersr

ance to reme
Pnrnte ded and n&advertent act
exceeding the credit

é O%B?ed :e S?s(lﬁflt?}-‘y

s o ?itq

cor

)

sectro hlZYQ(egSttahtJlétop(/)

May propo
reqﬁr?empent 0 1den

ti

e consumer is
gsuch as

res onds
ro osal and

das %een

10

tatute and to
no substantive

nde howevC ran 0

gﬁke the
limin test e resent
fy th

e type 0

SGCUI‘I'[¥ Interest; In other words, the

credito
"security intere

plicabi
o bl
that a. ?b

the initial disclo

em exists In |

be taken becau
t%re

often IS not iden

e oar wrshes to cIarn‘)(] the
tty of the securrty |

0 an?t at involve the
or advances above a
certal amjunt ommenters ornte out

Wlﬁroger Y n W%IC a ecurt

€

need not expand on the term

terest

dent eg
ure statementth ZE
‘y Interest
collateral
until the consumer

decides to eﬁ an adg vance above the

UﬂSECHI'e

instances, credit

ISQ‘

|n|t|a U?ISCror A

efermine
On g certain

hen an advance was going
teunsecue balance Timit; It was
ata?]ecurrt
I% ods woul

ere fnre f0
(i C(g? ateral

useno

P the cre itor wou
cﬁsc 0se to th eoo sumer

e S At b

E)errorn”s r|]n?d the consu

ice requires
roposal. (That section

odified to facilitate o
tesecurrt interest disclosyr

nce limit.
the Boar olprnron in.such
ors

i
m?ormatron ﬁtat IS avar?a
Ime of providin ternrtra
ple, it the creditor
osed t esecurrt interest
as one |n “household goods”

drsclose the

et(itemat

ut later,

oing o exceed

i
1

Interest |

J“e

£ made

2&8 9&? o% the

as peen

Iran e VYJtI n

the timing requrrements In t e case ofa
mutuallg agreed upon change in

collateral.

st e
\i yd In the initjal drsc?osur%s
ange_in terms r]otrce e

I Identifie
tven For exam
ISC

eventual ken In household oods,
d/ dabe no ¢ a'nge In termsg
itional di

there woul

0SUres provi E(J

€

€d.Nno
mrtraf

r a security
|nt ehst to be taken In ousehol
the actua security interest |s

losure.

¥ interest

a

OOS

requirin
?n resgonse t0 a request from several

commenters, the Bo
that creditors need

d

rd W
esCri

l)shes t0
e only the

arrf

major roRert?{ ecuring the credit
tr? sactio nohan Incidental or
re ted rights thattecedtor may have
Sp ertﬁ For example, a security
tere In strance proceeds or
brne rne asu ance remrums need not
isclose §ecurrt9/ Interest
defrnrHon ro ose
In the abserice o acorres nding
statutory provision, the minimum
8{ment reﬂurrement In

erro Ic(f( f the current requlation
ﬁnd fz éé }of t |s gro osaI
h?e tﬂe Boa [0 eo mrSnt

w'rc

ItOI' woul routrn ovIde Suc
|n ormation to the COH er the Board
solicifs comment n W uch an

area 1§ a SOUI’ £ 0 {”)tentra use

re urrrn (eg@uaro
corresponds t

226 n?b ro %saFan?t
eals II| ts statjergent
re urrement t as ee rewore
escrr e more sprecrse the expected
contento the tateme t Foot ote 22 of
the May gro %sa re drngﬂni
constréut a stantra similar has
Peen eleted: the content of that
ootnote IS now contained in the

ap
1Qrete Board solicited comment jn the
May proposal on a possible_creditor
[dentification requirement. The Board
believes that to impose such a
re urrement would be contra]ry to the
lification efort especially since the
confumer Is provided wrth ddress to
use ?rbrlrn Inquiries, an
significant need as been evrdenced for
such a requirement,

Section 226.7—Periodic statements.

Pro ed % 226.7 corresponds to
Qcof he M a% f Bosa It
reldurre that consumers be provided

VY] hrPerro cstakements agtd |d?nt|f|s

formation that must be reflecte
on t

nguage “at least
uartn] has%een %e}lete rom the
Introduc orY arag raP since t (e
re uiremen Uarterl Perro ic
st ementsr %Ir ady a d essed b the
ernrtrono illing’cycle™ In § 226.2

n t etrr%nég re urrements in"§ 226,

a) correspo ds to
3226 F}ﬁ of the May proposal;
eals with the “previous balance
disclosure requirement. Numerous

commenters expr]essed concern about
the language In.the May proposa
reﬁardrn e disclosure requirement
when a grevrous bal ance IS'a credrt
balance. Although the May proposal
intended no substantrve c an efrom the
current regulation, this proposa returns
to the current re ulatorj Ian%uage (See

existing §226.7 As has always
been t e§case th (thr) ) credsrt Y
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baIagceI need not He U?Fd a symbol or

ana prevratron Wi ICe as ongC as it

lSSt aetxpnan%e on or with the periodi

TF] T st sentence of the paragraph,

whrch aJsq appeared In the Ma

roposa Inco oratesaprese tstaff

osition permit mgn |sc osure ah

? rate revrous alance for each type
transact o

Prop ose 226.7(b) reﬂul{es that each

cre |t transactron ber entitied on t

gerr stite ent It 1S unchanod rom

po i ¥

or|t com entso ths aragraph,
thﬁ ch requires trﬁat credrtors |sc€1%sep
the amount and date of cre |t|nr$fay
pg/ment or other credit. weere 11 favor of
de etron of the current regu atron S

urre
é 5 M), att§t¥eofacred
es ec nt| Ie ara
IS unchange |nt ecurrent p
Where a credit for correction of a b||||n

error aprpears on a Ipenodrc statement,
howev. 26.13 requires ear

| entrfrcatr that type of cre
£h BM %%rresponost

226 aa/ proposal an
eas drsc osure ofan er|o IC
rat use to com te |nan

Rarges
1l neprtfs e ehtee
roposal reflects arent

hrase In t ecurret v

ince the paragrap an ua e
read to require t tte Frotlc rate( s&
sed. to compute the finance char € mls t
¢ ¢ |scIR etC ecrI o not appli

| r}%otnote 2 b

Farapra{ph to ¢l arl?eetrheagldsec?ogﬂrtgls

r(tjts forv riable rate§ Bro ms.
e recedin |scus
present'§ an t

May roposal ermrtt Use of the
alternative terms corres ongm annual
percentage rate,” “correspondin
nominal nnual percentage rate.” and
‘nominal annua Rerc nt eraé
While the ¢ gmme ts did not Indicate a
serious need for these a}lternatlve terms,
the Board does n%t Was to require form
ch an%es l){p t|n their use
Consequent ey farent |shed
in this roposa g the fact t
teBo goes not leve their use Is
wides Eea the Board woul tthh
regard their yse as inappropriate. This
g5|t|on W||Iube preserP/Fe)d nt ‘h
omment arey

Langua U eMa os | has
been aine éWI'[ |t na

hanges) to Indjcate t at w ere
g|[ eren per|od|? rates are applied to

erent X es of transactions, those
periodic rates and their corresponding
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nnpal percent ge rate}1 ust be

isclosed, toe Ith the t es of
transactlons
ecr n 2267 corres on

§226 ro osa and
qtrre osureo hea ount or
ﬁ od of corp uting the am unto an
other typ H careotertg
peno crates hmw?/ e Imposed. It
sunc ?nlg omt ay proposal,
E the etion of 00tnot e2ztr

Re rences ou e made to
recedin |sfcu135|on on the de etrp1
t

ootnote 20 (% ﬁ
aye examé) es o “other types

footnote ga
of financé charges

s obsje teti to th
regurrement that creditors disclose other

Several comment
types of finance charges whether or not
they are impose durrn

the billin
s on (o 01
LY 67? 9@)8?2 6Iread recp?mzes the
Importance 0f these types ot finance
ch r es n thatmrnlm m chargest at

|ca to an open-end
accoun rﬁ:st be grscl gt{?Sr ce the

types 0 S covere this
arag ra comlng revalent
0 en en cre pan ecause
Iscl osure ort e el'IO C rate Is

ot an actua and a ros ective
disc s re the Board beljeves that the
0ssibi ofthe osrtr oft ese
OIypeso nancec ess ou also be
isclosed |n ord er to present t efrnance
car%e rul es WI hout ern%mrs eading.
correspon stp
32265@ }gﬁ e Ma roposa and
ieals Wi drsclosrnrh; the do Iar amount
the balance on which the f mance
ch ar e Is.com Hte th oget er with an

?(P natio alance was
ermrne b for an

lanatio n eetnltj%thef otnote on
B menr allocation

like the M
roposal, this Rara ra h only requr es
disclosure of those ances towhich a
perlodlc rate WaS a TO re U|re
hes eo|f|f and sep rat \dentification

ance Involved In com uting

In JVJ ua transactrop arpfe
actrvrw harges wou significantly
np catet erio |csatement Fr
exa ge If acnsumero a]nsa 500
cash dvanoe subj SCt to bot
transgotron ee and a 1% mont
peno IC rate the creditor would only be
%rre to disclose t ebalance su ect
e monthly rate. In the Board’s
oprnron ade u te consumer protection
IS achieved u 5 the disclosure
requirements o §2266“1 226.7(0)
an 2268n)|nschan|s ce.
| p s of t ebalance]are subject
erent pner|o IC rates, however, the
Bor conte tes that creditor
se are\te}/ Isclose baance
Forex mple, if the mont Iy rate applied
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é urctéases Jb/oforbalances up to
5 8 1%r r balances 8ver$50? the
creditor would be required to disclose

WO separate finance charge balances
} agcle mwpncrh%ot rates were
ith regard to existing Board
Inter reta%ron f3t226 703 9e %rdrn g the
discl sure of the halance Wwhen one or
ore al(!y Iperlod|c rates are imposed,
the Board'intends to incorporate the
ositions in that Interpretation n the

ommentary e t
corresponds to

§ 226 Eg%ﬂ p? the ﬂ' pro |%saFan

requires qisclosyre of the amount of the

finance charge (ﬁbhe? ora qu to, the

account duri |n cycle: itis

essentra un hane rmth May

pro osal.

entence as ee

does the current § 226./{b 3 y
finance ¢ arﬂe dehit ?ora to the
account during the billing cycle must be
disclosed. As In the present regulation, a
total fINANCE charge disclosure’Is not
required. The la tsentence of this

E) raé) wh IC mcorporates Board
ntergp tati

C gae geé ts rle;atd gas

on §226.701, has been
clari ed to |nd|oate ‘that, where there is
more than one gel'IOdIC rate, the frnance
O D rech o NECC
entn‘r dp Footn)ote 26 to%2265 a(7) of
|na 3/ Errea(teorseaulgtsopeemna%eerreatr That
P otep rovrde% that gredrtors that do
HOt debit o[ad on finance charges
uring a billing cycle, but instead reflect
the amount bern allocated from each
gagrpent to fi ance chﬁ es, n ed not
close an nancec g%s at ma
have accruéd etweent ate of
[ast rpapmen and tecosrng ate The
Board intends to incorporaté thjs
Eosrtron in the pomme tary and Ey
xpand its applicability to’both t
previous balance and new baIance
dlsolosures26 ! 4
corresponds to
§226.5(c 9&1 me Ma pro osaﬁ it
B res t e annual ﬁ ercentage rate
e disc os% In ccR ance wit
proposed 226.8 eneverafmance
ch arge |srmpos unn the hilfin
f oesé e Lposa this
po osal provides t a ere an annual
Ber entage rate cannot be deter n
ecause there Is no outstanding palance,
no annua p rcentage rate need be
1sclosed. The currént p/lro posal no
anger re ulres (ast e g %
I that r tor disclose the fact
that no annual percentage rate can be
disclosed. The r{onty ofcommenters
8ree that no anual percentage rate
uld be determined In these
circumstances; they were opposed.
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however 0th redu O[eme trr] the Maly
ropo?a ‘that the htor 'Sﬁ 0se tha
act, claiming t atfuc a disclosure

would e meanrng ess and confusing to

?mzzsiitfé A,

harges other than maracec ar est at
are impose be reflected on the errpd
statement, E xcept or minor editoria
% an ﬁs this pa grap IS unchanged

om N%% %9 requrres drsclosure of

tion
tec?osm date ofthe ||n cycle and
%f the halance. tcorre on sto
2265 10 of t eMa osa
respone ommen er cerns t is
pro 0sa returns tot e 8urre
latory |

eﬁcrr
dl closur, re |re entw ent enew

alance is a credit ba ce
|scussrono po

Propos corres
226.5(C May pro osa an
Stswer it J“'gﬁ %0“‘ e
g deg 0c ar? that t L|;s}|sc osure

regurre r] |etaﬁ e present
20.7(b)(1)(ix), js related to avordrng
the impositjon of additionar finance
char es rather than finance charges that

ave accrued In the ordinar }j
co rse anage reviously Included in
th ebo gof eregulation 15 now

o or

ref ecte

o, '?i” §52 6to? @226 0 12§ o T My
roposal Hd requires that an address
Ee rovjde I|omrc statement

oruse in sut?rrnrtttrng error.
| ﬂurrres The “Sen n]ur ies to”
g 8H%%%e2% ”r”tt“teqh o peen deteled

3 neral
erm nt Trit
g ISC osu[es be made cIearIy
an conspicuously

Section 226.8— Identification of
transactions.

This sec |o n of th

corres 3 E he Ma
pro o ;§ fthe curre
e uIatron and deals With the

requirement o |dent|ty each transaction
on the errodrc statement Throughout

tesec jon, the term “document
evid encr 't cre It transactron has
been re'p d§ éf (v p ase recergtor
oth erc 0c men The change |

e for editorial reasons no
su%stantrvecﬁ e| nene

ootnote 2 roposal,
w |chc rr stot Fre ent

p posa tnote 12, pointed out the
|aFJ| Ity n*gp ?atronso a creditor’s.
reto disclose Ipformatign re 0&

ol 1 B vt regulaton s
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§§2265F I(3and£)oftheMa .
proposa contain specific provisions
allowing the creditor to substitute or
omit certam mformatron when |t IS
unavailable, so %nghas the creditor
treats mqurrres apout the transactions
as erroneously bil Ied amounts and
qutomatically provides ree]
documentation. Except with regard to
foreign transactions, a credrtor ‘may only
take advantage of these provi pns ifit
mdarnta(rjnts pr cedureﬁ re sonady
adapted to procure the require
mfo?mat;ronp Wlh drschLm forerg
trapsactions, acre itor need hot even
maintain such procegures fo be
permrtted to omit mformatron? Since the
tandard in footnote 27 p(p

over ap with para ra hsr e(5354) arrg)d é?%lOf
combrneg ? o?the rulgs forfaﬁrn to
disclose information. Note that under
th? current proposal, no substitute
informatjon’js needgd when required
Informatjon Is not disclosed. Also, It is
fontem lated that the creditor need no
onger snow the\t Information Is actually
unavailable, only that the creditor has
maintained reasonable procedures to
procure It

Section, 226, 81( )(1) of the proposal
contains identification requirements for
purchase transactrons It 15
substantrve unchan ed from the May
R]roposa Editorial changes have been

owever

The May proposal and the current
reg uIatron S ate that a facsrmrle draft
Sforexample a draft in which the
equired mtormatron IS tg ed in, as
og 0sed 0 a dy Ircatec |s not

nsidered an “actual co [y
Focument evrdencrng the ransactron
or purposes of this Section. The
refereRce to a facsimile draft Is deleted
from the present pro osal as being
mappro rrate regulatory material, but
;[) 0eS IcporH entary would preserve this

Footnote 28 of the May prop osal
provrde that the credrt rcomplies with
he requirement to disclose the amount
and dattle h bdrstchlosmﬁ this anormatron
as supplie e seller. The presen
P s%l de|e¥es this footnote, pas we[l as
ogtnote 32 of the May roposal as
bernfg unnecessar ]U? er ogttnote 12 of

ent propg e creditor IS

f dproh)t Rnﬁrabhlrt For failure to
|dent|fy transactron? as re uired If it
maintdin reasonab Rroc dures to
Brocuret e Information. The Board
elieves that utili ||ng the information

gg lied by the seller without an

pende t mvestrgatron IS part ofa
reasonabeproce ure] the information
IS wrong, of coursg, the creditor would

80663

correct the account as provided in

uncﬂiﬁg‘;bdtﬁﬂﬁnet%f Zzegtdéosa? oo

excep r editorial chan/ges ncluding
E cing some ﬁterra In‘a ootr]ote
00ty te 290 t eMay ronosa which
pvrovre guidance ond e mrnd
hether a creditor and seller are he
same or elated persons, has been
deleted from the (present proposal, That
footnote Rrovrde for purposes of this
seftron % at frgnchrsed or ||censed
%rs of g cre |tprs product are reIatfﬁt
to the creditor; sellers fhat assrgn or se
open end consumer sales gcco nts to a
editor or arrange for cre fun eran
open-end credit Ian that allows the
consumer to use t ﬁcredrt only i
tr?nsactrons with that seller are also
related to the creditor. The footnote
further proyided that a person IS not
reIated to the creditor s mg hecause
a re ment or contract xrsés under,
VY] the person 1s authorized to honor
the-cre |torscred|t card, or because the
person and the creditor have a cor orate
onnection if that connectron 1S O
obvious f(?m the names used by the
Person and th ecredrtor Moreover, the
ootnote stated that transactions with
third party sellers resulting from
promotional materjal or s |crtat|ons
ma(led b%/ the cre%rtor malry é
creditor’s optjon, be desc bF
transactrons |n which the se Ier and the
creditor a{et e same or related rpersons
The Boar mtends to preserve these
poFsrtrons mht e cc;mmentar nat th
ragraph (a ires that the
credi to% akeg%rre entrfrcatron of
the ro ert or ervrces urch a
Foo tot e M ro osa stat
that esr natrons suc erchan |se
a] mrsce lanous” are msuf icient, but
at identification may be made
reference to the name'o adeﬁam ent
that conve st e |dent|f|cat|0
es of ope er |ces avarIabIe
re or rearn to an
entrfrcaton rrnted on
?tatement he resent ro osaI deletes
ootnote 30 of the May proposal as being
mapproprrate regulatory material;
er, the same position would be
preserved in the commentar to the
regulatron Th ecommentar¥ would also
Incorporate. the present staff position
which provides that esrgnatrons such
as “second-han goods or Ipromotronal
items” are insufticient property
identifications under this section.
The substantrve requirements ?
220.8(a) 2 are also unchangﬁd rom
the prior proposal, Editorial changes
have been made, however. Footnote 32
which provided that the debiting date
may be substituted for the transaction
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ate |3? ﬁrl order transaction, has

een deleted from the present proposal;

owever the Boar | n]en S 10 preserve

esametp In the comm
otnog

gtrogt nt
the pro osa Is&
nas peen eétdre“’mtotychattha (Bt
wou'mgJ ﬁ”e ? ?te commentar
That ootn%te provrd Hatasfe
name I su |crentr% Isclose
a] ppears In the for u |nt saes
slip, orrsamorec m ete erngo a
b
Jtron the Boardh thata
Frtorm reasﬁna Iy breviate the
se Ier?na e on the periodic statement

even | tt ena eagrne rs |r] ore
°°ttaprae ?as &3] e distigiure of
the city and te or reign countr
wherethe tr nsaction too place. his
mere simplifes.the May proposal,
olc requ red disc osu[ é
a qress,” but then explained that
ddress’ meant the city, and state or
forer n counr

X osal provides that the

cre Itor m)a use undFe)rstandabFe and

enerally a ceﬁ 8 abbrevratrons The

resent ropo etes this

exg anatory materjal as erng

H npr P late regulator n(]at rial but
|nten to Include

go htron In the commentar Footnote 15
t epresent roposal, w |c
corres to fo tnote 34 of the May
ro o ows e creditor to omrt the
ddress or provide some suitable
srgnatron to assist the con umer in
Iden IW”& gtransactronyv en no
meani f | address Is readrlé/ avar able
In three"limite frrcomstancs
Eresent pJogosa deletes exam Ies of
urta\ e gatron%as napg opriate
equ gt g terial t entary
o{Porat owrno
exampf st when atrﬂnsac ion
take place ina ?catront at I not
Ixed—for examlne aboard a ub |c
conveyance such as an airplane—the
H ight humber, or tlr tfrom orntbot
arfure) to destrn tion)” would
sufficient: secon when atransactron
takes place in the consume[)s home,
“consumer’s home” would be sufficient:
and third, when a transaction Is the
resolt of a tele hone or marl order,
tee hone order” or “mail order™ would

ctron %6 85 gdeals with the
disclosure requirements ornor]sale
credit transactions, The examg es of
nonsale credit, cash dvance, or
over (gaft IoaYs which were in the

hntro uctor etg(?a etoI [oaragrap (h),

o rgerrlla%re uIato ngt]aterral hey
will be Pstetti e cort mentary. Th
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statergent that a facsrlmrle draft is not
considered an “actual ¢o [y
document evidencin h) rﬁnsactron
also has been elé
commentary \(/}/(? preservet is
gosrtrg In‘a |t|
readily |dent|f|a Ie trade name ma
used toc aracterrzeatransactron or
u 0ses of paragra been
ge e[ted Tﬁepco eﬁtagt) Wou (f also
preserve this position.
thelnrgrd rtltg asmrlelt?rtr? com liance with
ara % B l gnd (?%otah ermit
|sc sureo esame te mformatron
The Board notes on §c %e In
articu ar pro os %
ermrist e edebrtr it]ate in
onsale credl ttransactrons It
escrrgtrve Ilng srtuatron
alternative is alréady avdar %
redrtorst at have OVF (fth n%
Eae”ﬁta%r ISthaeSO Shgér credi Ia]nlste
Ado trng?t Jegrtrn gate ru}p
eI|m|nat s the need for several different
rules that contribute to complexjty, and
It eliminates the need, for a Specia
rovrsron whose use Is [imited In
aiDB lication to a relatively narrow fact

Sectron 226. 5(d')( g 3) of the May
?&osal which rel tes to transactions
r\ é)reco uted mstallmen} s, has

een deleted. That proposal would have
required, allgredrto t drsoloset e
transaction date an totah transactgon
3mount together with other. identifying
isclosures) on the first periodic
statement on which anK portion of the
transactron is billed. There would have
Ceen no specrfrc requirement for
|dentification of the subsequent
(nstallments debited to the account on
later. Perrodro stahements Comment was
solrcr ed on whether the requrrements of
this Frragra h would facilitate
compliance, Ftter Inform t econsumer
be 0 eratrona#feasrble and provide
consumers with sufficient information
on subsequent statements to avord
confusion.

Rather than include a provision in the
requlation on transactro s billed In
B computed installments, the Board

elieves that the ruIe Is better located in
the commentary. After revrewrn the
comments w e/h presented varr s
ersuasive osrtrons the Board he ,eves
at consumers wou| f quate
Protectedr the cre |tord|s osed?1 the
rst ferlodrc statement ref ectrn%
transactjon the full amount o dt
transactjon toget erwrt the date the
tragsactro actu too Bace or If the
creditor reflected. eamo nt of the first
Installment and the date of the
transaction or the date that It was

the statement th%e

1980 / Proposed Rules

depited to the account. In either event,
su sequent periodic statemer]ts shou|d
ect each subsequent jnstaliment due,
e
c£e |t|nrr1; (?ate rﬂay% Lfysed as the date of
testra sact2|%15 (4) and (5) of the M
ections nd (5) of the Ma
roposal have bs h 3 Tete Y
previously noted.

Section 226.9— Subsequent disclosure
requirements.

(a) Furnishing statement of billing
rights. Sec&ronz 63éag f the roPosaI
corres (i (ie of the previous
grog This sectron Pleme ts the

mended act, containin

i uirement that the lo gfcirm brIIrng

rights statement be sent at least onc
Perc lendar ear at int rvasot‘nolt1
ess an six months and not more than
18 months, to, egch consumer entrHed to
receive a periodic statement for that
billin cycle The Board solicited
comment on whether an consumers
should receive the billing nﬁ]hts
statement as opposed to only those
entr led to recerve rrodrc staé gtertts
or the particular cycle selected by the
credrto Whrle some commenters
believed that all cons%niers should
receive the long form billin rrlg
statements at [east onoea ea others
urged t eBoar to retain t
reiurr?ment In th era ro osal. In
L2 e L
requires tﬁatthe annuaﬁ Wfﬁ rpghts
statement be sent only to th ose
consumers entitled to recrfrve 3
gt%tjement for the cycle selected by the

Section 226, 9g % 2) of the Bresent
gro osal retain ecre itor’s option of

billima harft‘é”v‘vrﬂhr%a%htgir‘igﬂfg”‘”S

staternent, The present proposal deletes
the provision In'th proposa
Eer Itting the cre |tor Iace the
ummary statement on a ortion of the

Perrodrc séatem?nt that must be returned
0 the creditor (for example, the
payment stu ) The Board notes that the
amount of In ormatro] %qé uired |nte
summary stﬁtement en red F
Moreover, t [present pro osa allows
the use of mul pleg % ﬁ riodic
ftatements and delete te ecrfrc
ocation re uhrements set ot in

8226 7%c of the current re uatron
ecause ‘of this added erx ||t¥] _
designing statements, and the ortenmg
of thie alternative statement, and given
th e|m fortanceo roviding consumers
with su |crent In rmatlon to assert,
errors un %rteFarr] redit Efrllrn Act,
the Board believes that the alternative’
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statement should be in a form that the
corljs)umer may eep
Supplementatté;redelt dpea\;’lac.;dsrsasﬁ
ionpalfe
@@rf S dog Cpoed
g It evrces and

me[t al cre

additiona eat res. It replaces, with
Ies eC'[ t0 disc %SUI’ES SU pIementa
cre It TVI €s,

proposal w ich corres on sto §2¥ 7p
oft e current re%u ation. This ro g
ddresses, in addition o supplem
credttdevrces the disclosure
re urreme}nts for additiona credrt
features t grea ed to an existing
op]eP] end credif account.
rop osa Iminates th
drstrnc lon, which was included in the
ro (i etween solicited an
un olicit™ credit devices ang features,
d simpl re uires }hat the Tipance
arge sco ureso roposed
% 8 gﬁ ur |shed) PPhe evrce is
Provre orth eature Is d more
an 30 days a t]er Initia drsc osures
The rovrsron aso re urrest at, where
addde cels provr ded 0 eature IS
e wlthr] a(rjy ISC fsures must
[ovrde If the device or feature
%nvo ves finance chz1 3 terms |fferep]t
rom_those previously disclosed. As this
Brovrsronr urres the disclosures must
e made before the consumer uses the
devrce or additional feature for the first

In accordance with the curren

%u [atio Ian%uag as been added to
extlyde from the disclosure
requirements cred|t devices sent as a
re %wa or. resuw

p?rtr nﬁ ootnote 38 of t eM

rogos which lists examBeso t
covered by this provision (blank checks
8ayee desr nated checks, blank drafts
rorderso ut orization orrge

e S AT
Iexa?ﬁp?slwrflb Lreéﬁ Ye fn thle
com entar

Dt gyever As %tnote 38 of

rovrsrzrlO roes noﬁaow et cthecks used
Pn con unction vrr]t g cwecﬁr chount
even ou check smgz

achate a CTan advance undgr an open-

cred

IS proposal provides. the creditor
with ﬁexrbEIrt n?determrnrn the
manner In.wh | h the |sclosureswrll he

made. Unlike the urrent requlation, put
Raccordanri Wlt the Ma Pro osal,
this proposa ahows the disclosures to
pear with other materjal. In the
Boardsvrew thesedsclosures Irkg any
Tru(s in eFdrn disclosures, must e
made cleary and consorcuousr%/
Proposa no’longer Includes %uae

iring that the nce char
dei(s]cltosu es Hﬂhpah !
Consequently, ere the finance charge
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disclosures are provided with other
Trutlh In Len m§ drsc?osures th ?rnance

tageedrsclos es need notbe
referenced as the current regulation
requires. S 00
Change i ter s. OEC . C
Whlgh corresFon 51082 5(:) of%ﬁe

}/Rroy a (1) of the
curfent regu Pon out||nes the
requirements for notifying consumers in
the event a creditor makes a chan%e in
t e terms of the consumer 's account

The present progosa reflects a
restructurrn an glarrércatron of h|

ro os addresses problems
are ytecomments

Pro ose 2269c states the
gener Iruea out es of term
hanges that re urr etot e
consumer and sets ort e timing and
format requrrementsc| t

solicited comment on
wheh er tah 15- daa/ time period should
be ¢ anged to 21 days to econsrstent
wrtht g term ch anr%;1 requrremené I
gu [ation E. Comment was divided on
oint; a great man commenters
that re not mvolveéi eI ctronic fund
tran sters consider |tun a|rto Increase
the time re(iurrement Futhermore,
commente pointed out that the "
regu [ation in'no way. r? [udes a
creditor from rovr ing the notice earlier
than 15 or th ese reasons, the
resent rﬁro osaI retains the 15-day
m|n|mu requirement.

Certain commenters also were
concerned at havrnﬁ to give prior notice
to all consumers whose accounts may
be affecte asvﬁ]rorﬁosed to those
CONSUMers to Rerro Ic
staﬁeme t would be sent for that billing

T e re urrement contained in the
grozoos |s?] Ilar to that jn existing

t? Ich requhres that prior
notice 0f ¢ anges In the most i 1portant
terms be sent o all consymers.
resentPro&)osa also reduces, rom the
current re Iatron the term cha
re urrrng rior notice, 50 no add! ona
buden Should result from the proposal’s
requirement.

he prior proposal had changed the

timing requirement for the notice. from
15 days prior to the brlIrng cycle in
whrc the change would be effective to

h %rror to the effective date of the

enters expressed some
conf sron about when a particular
change ﬂes Into effect In tne Board’s
view, a thange that clearly has no
retroactive impact, such. as Fhe
Imposition o transactron ee, would
re urre thce 15da sprror 0 the date
on'wh |c the fee will be imposed on
transactions. A change in the balance
computation method, In contrast, would
require notice 15 days prior to the billing

80665

¥cle in which the change was to be

ommen s questioned whether a
Bew initial djscl sure statement could
tprovr ed.inlieuo asert)aratec anﬁ
n terms notice as long as estate t
was sentw |th| the ti ermrts en a
term IS C ane |tmust disclosed
arI gnd consprcuous as the ge Peral
ruer 26.5 requires. onse uently, in
the Board’s opinion an initial disclosure
statement reflecting the new term would
comJle with the han ein termsn tice
ements ongas on ast e change
IS 1the hl? htéd In some on.th
J"“Fl iscfosure statement ort e mdthl
f osure statement Is accompanre y
tter or some other insert that
|n Icates or draws attention to the term

crrsi\ﬁn%tgﬁceg Ehd%lr) i |Schht ecredrtor
1S still responsinle orgrvrng ec anﬁ
In tgrms notrce but 15 Excused from the
? a trmrn%requrrement The first pﬁ
corpresﬁoseé %g?ragh Ec& 39” %/vhrc
sl
%urrements when a consumer

%rfrrcall agrees to the chan}ge This
en; orexam e, when a
co sumer does to the credrtor to request
as bstrtut on of collateral.
The oarﬂ notes that a number of
Prg grams allow consumers to ski
edlce one or more pa ments u mg the
ear, or |Rvo|ve tempo [eductro sin
inance charges |: exa LP
merchant ma allow consumers to skip
te ecembe Rayment to encoura%
holida shol%) gorateachers édrt
union may not require ayments uring
summer acatron oard
contemg tes that, lf th ge features are
explained on the jnitial disc[osure
st tement (including an ex anathon of
the terms uPon resumption), no change
in termsn ice would'be réquired either
Prror to the red cthon or utp
esumption of t dher ates.
Otherwise, the credifor would have, to
grve notice prior to resumrn% the original
chedule or rate even though no notice
be requrredpr.orto he payment
nance rge.re uctron
Para ra 2 0 the present
ro osal escr srn one place those
|tuaton inwhich the creditor is
comi)ete y excused under this
requlation’ from grvrn a change |n terms
notice. This par %rap corres on stoh
econd, sentence o ragra
E%i the?rrst art of WB d’F1 arep
paragraph (i)(5) of the osaI It
deletes as un ecessar the rae
provision mt eMay rop osa
notice Is not requiréd when there |s a
change in the collateral requirements.
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When the ch ge is due to the theo en end account” has bee
consumer’s default or eI|n uency, the c anged to othert att e card issuer
creditor |se cu e ent romgrvrng becalse

SP var onor acre |t
anotrce%t themun card 1s also defined as a credi torfor
para ra% hen there IS no pur os§s of thi sectron
default teco sumer agyees to the oard so icIts comment on
changeo collateral, the creditor, Is Whethert]hedrsclosur ec#]nred
excused from the t. grequrrementf paragrap are artrcu ar eaningf
undergaragra ﬂ ). For example d nwhetherdrscos ust
when a consumer agre'es to.the amounto t efrnancec ar e ern
credrtorstakrn a Seeurity interest in ereot ansaction
adequate consumer

order to obtarn an advance above a
certain limit on the account, t ecr]edrtor protec |on

nee HO'[ gIVe prior NOLICE under this Section 226.10—Prompt crediting of

Poggrgﬁa&cdses {hg ?}Etﬂ:ee%?fuﬁ%ment pa1y'rh1i(snsteseti0n corr {onrés 10 %(2% f(ghe

an ereiu ting from an of the May proposa 226.
agreement’invo vrn%acourtgroceedrng current regﬁrlat on.. It has been
is differs from the May draf supstantid zrewngen In %rd rto
req urrem tthatacourtactually re UCG com eXItY y establishing easy-
approve | toFanpX Hegs rea.
5 %m the Ma osal nP se ? (03 a) and th
dea [Fthe s that a jw en an f panying footnote state t egeneral
en en cred|t an 1S co ted to rule that the ¢ edltormus credit
cr d| nd he ryles that meent as of the date of recerpt
agw dencose(fl creﬁn Is unless.a delay In cred |t|n? 06s not
erted to open- end Gredit. That result in the imposition of finance
section has been deleted as charges For th purﬂoses oft}rs section,

“date of recelpt™is t
ol et rﬁ%h%t%?t‘&t‘ne{t?' orse i eyment < ade ot any ocaion where
hé creditor conglucts bus ess, as long

e commentar osrtrons
|n cated In the dp astepayment IS recelved before the
0 erqeendgacrrde %“gvcosnterte tg%?d/seer o drtqrs%oseo )bgglrrrggftonds 0
itIs conv

ﬁd credi tunder thet rms of awritten 88 2265Fg) g) (r)] and (4 (eh of the Ma %
93 ment s{ the ¢ nSLimer the Proposa ASn't ecurr tre uIatr(?

|torsha rovr 1sclosures ne term * prom tly” 1 used | stea
required c .and (d). the phrase “as soon as possib .
W eneve cosed end cre d is Numerous commenters re%ar ed the “as
converte to open-end credit undert s00n as possible’ standar as re urnn
terms of a wri ena reeme tsr ned a creditor to act immediately to credit
t econsumer the cre (}obrs alf é)rovr e payment regarqless of |ts 0 eréttrn
t disc| osures require cedures or the cost | vo

n elther an individ a pen- end roposed p aragra rcogln ﬁes that
cre§|t afcount oran entdr%o en-end a creditor may v establis
credit plan 1s terminated, but no written cert In requi em%t gs to the wa d
agree ent cor]vergngaconsumers whic P ent shoul be made and that
count to a close transaction is %cre need n?t acceop gawent
Involved, the creditor shall c?ntrnue to 06s not conform t spe Ifle

provrde periodjc statements for those requirements. Th epcaragrap requires

consumers entitled to ecer Fthem that, If the creditor' does accept such a
under 22658)2) and to tollow the payment, however, th epatf ment must be
errgr rFso [ution pro edures of %226 13, crédited promPtIy "This Tule replaces the
Ina r¥ anryo the commenters current re% I |onss ecial “5-day-
askedteB d to address the delay” ruls (for ents accePe at
BP |ea8| ity of new terms to loca ogs ott} rt a those specified by
stan Jﬁ balances. ome also the creditor for receipt of Pa ments
age reemPtrn state law with with a general rule that w Iaﬁp
rd to timing g rements on tenﬂ acce t nce of any nonconformin
c enotrces Th Board bel |eveft at g
asa neral rF]esate or contract law ectron 22 10 c? orresponds to
shoyfd control In this area. paragraph beentmea l\g y proposal; no

Finance charge impgsed at tlme ofChan es haV
ransaction. No substantive Eh !

ahnge has _
een maae m t |S Sectlo whnic Section 226.11— Treatmentofcredit

corres tinds 038 ((c of the Ma balances.
Pro posal. In the Hpresen rt)ro posal the Section 226. 111 which establishes
eference to “other than the creditor of ~ requirements for the treatment of credit
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hhlances corres onds t %2265 g
e Ma ro os and contains on
trmrn g: e. A companion provision

%ros% L

art C.

n %sed requjation rovrdes that
acre |or utles nse under this
section when t ecre éor receives a
Pa ment or “oth er credit” that %xcee S
the new balance more than $1
Other credit” is ean(ti to dmhp lement
the new statuton( standard that an
IX pe of credrt to the consumersac ount

exces of the new balance must be

refunded, noté fetue()](ncesrshgagomaents as in

the current re

Htends for “o her credit” to encompass
the exam Ples given in the statute—
rebates of unearned frnancec ar es or
msuranee premiums, or an

unts owed to or held fgr the benefit

?ght ottnhe ahove chan%e a n}ber
of commenters were concerned that five
business d XS would be |n[suff|crent {0
Inyestig ate consumer’s claim for a
refund of a credit balance, and then
refund It. h% ncern expressed was
thgtacre |% alance created
rebate, a refund, or a return mi ht take
?]n%er 'for the creditor to |nvest gate
thah an excess ayment.
accommodate the ecoacerns the
present Eroposa extends the time limit
in 8§ 22 Q (1) and gfrom five to
Seven business days. The separate
rom tness standdrd has been deleted
rom resent proposal, as the Board
ereves at gctron syt e creditor
trnseYen usines ){s IS
sufficient g prompt to protect
comumer .

any commenters aske thrs
sectrﬁ \P [)mlt them to debrts
that have been Incurre on eaceount
hetween the time that the credit balance
was reflected and the time the consumer
requested a refund. In the current
regulation the measuring point used to
determine the existence and amount of a
cr?drt halance Is the new balance
retlected on the most recent P]errodrc
statement provided to the C(i sumer
Even under the current regulation,
consumers may request arefund -
whenever an interi aﬁ% menhcreates a

prodit Dallice I Feiaion 1o e net
debtsW ethergma eagdrtrone%

cred t hal agces SUE eC tO t € proposed
reﬁu ation statutor

tot
endment, 3 ard Is una Ynare of
0 err]atronaltd ?rcu(itres necessitating a
én eEfCt’hrE?:“&ttén?e”ntst“’”eﬂa‘“e
KEIJ which corresponds togi? ?tﬁ)e
ay proposal, that the credlitor make a
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good faith effort to re nd to the
onsumer an arto e palance
remamrn eaccount or more than
srx mont s T Hon of the
regulation cl ose ollows the statute.
T eBoar? conte roate that a mrmqm
tracrn%ef orter nc e 0 oé
ons er’s ast) nown adglress an
telephong number. A clari mci revision
was made to the introduct ry. an%uage
to make clear that a creditor’is no
required tfo frace zéconslumer when the
amounto th ecre ith %e remaining
or SIx months, IS less t R

Agot er commenter asked the oar]d
to address the proger rocedure for t
cre Itor to use e] rdi thedrs osition
of the money If the consumer not
traced This'questjon |s nota resse
nt/t e act and s, |nte oar svrew a
atter of state [aw. The fact that
fonstgmer cannot etrace hhrou%

ast known address or telephone um er
ﬁn there re no refund is man ah

IS sectjon) In.no v¥]ay sanctlons t
creditor’s treating thehalance as
Income, or ot eriise disposing of it.

Section 226.12— Special credit card
provisions.

Thrs se?tron sets forth a number of
rules a&) icable to credit cards an
cre |t rd accounts Itcorres onds to
eMa rogosa and §226.13

o Q eexrstmg re

Issuance ofcred,it cards. |S
g VIBIOT] sets Yorth restrictions ?n the
Istri utron 0 credrt cards. To clari
what classes o transactrons are

covered, the wo ricultural” has
een added to the mt% 3uc or
? age This change asizes, that
9 cultural credrt eve |t |s now
exempt from e uatron

e eral g/
coné Inues dto be overed by the rulés on
credit car

aralg ?{5@ %td footnote 40 of the
Mach? og% ve peen revised so as
to Chan é a outhpersons tﬂ
w omc |tcarsm e sent. The

ro osal Woald av ermltteda

car ssuerto send a credit card oniy {0
the person requesting it. This ﬁroposal
permits cards to be sent to either the
ardnolder or o?n authorized user
upon the cardholder’s request), or both,
rovided the authorrzed user does no}
ecome |a I "unauthorrzed use 0
tecati |sruemo1r1ecos
resem es present sta gosrtron than did
the May proposal and responds to .
commen ers con erns Htﬁt the_rule |n
the May proposa woul ave imposed
severeo atrona pr lems for |ssuers
and cause con era ernconvenrence
fo corﬁumers ‘The definition of

ranolder” in 2663 and.the

ol |n|t|on of “acc credit card" |
ootnote 19, have been revised to reflect
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these changes, In addition, a definition
q norr ed user Ag

artttt0 oriz as been added as
ote ﬁhgt th]e rule gt forth in the

roposal does not a s the question
8 phetéher an auth rrzet? quh
recervesacar at the (i der’s
reguest could Fheld lable on the
account genera Z ropose
provrdes only that no i b|||t for
nauthorized use may g Impose |n
these crrcumstance s0 not ad re]ssed
roposal Is the question of whe
ano ﬁerS 0 maK %gESa%f rg ; eesrtlrtn0 a
creért carJ EN %n a card |? sent t0 a
gerson upon th er}equesto other
cti a agent, t ere%grent ecomes a
card older: State law determines when

gency e

/i ¥w>? otnote has been ded as
footnote 17 ‘tfo Rara ratp é € [t states
existin sta erpretation that an
|s§uenr L eseg gt rcere tca(rr \{vrt out

Vi v U |
IS
%tarnrn gélt ?2 )it 1s n t capahle of
ern sacertcar Yv nrsu

g artﬁt by il b g™
examgte a debit cFa)trd couldqbe issued

rule

that the time of Issu nce could he
ed on }/ in aﬂtomateﬁtel er machines
g& 0 make withdrawals or

osrsaffectrn acpec Ing account.
Su se ue[wn upon.the consumer’s
ugs netrc strrﬁe ont ecard
be ATM

re- enc ed (or the o]u
ere rogram so a to ermrtt
consume to as dvances
agarnsta Ine 0 Ere

aragra rovrd s that it is
Permrs% fetrg ?ss?r acregltcr din
enewal of, or.In substitution for, an
accegted cre%rt card. The M ?ro 0sal
contained agdditional material stati g
existing staff position concenin t
const/tltes a ermrsuble renewal or
su strtutlron Ince this material Is
essentra Lerg etive cchert an

uator tb een eleted. No

su stance IS Intended
howe er As stabe in the ag/ proposal
a renewal or subs dl tute cfa
permyssible regargless of whether the
card Is 1ssued the sa ecard ss er or
%succegsor an re ar ess et er
the card has credit or other eaturest
same as ordrfferen rom the cce te
car owever eac acc car may
be repl no more t an one
reng a or su stifute card. F rther a
IS a Jaermrssr e rene

su strtut or another car onIy ifitis
h noF] y gt Least one oft e Persons

B onofed the original card.

Liability of cardholder f

unauthorized use. Th|5 portlon Of)the

80667

%Jla on deqls with the circums ances
(J It forunaut orrze use of
acr ]car d}( be Im ose on a
? der, As cus ? eb
ootnote 18 provi est atno lia |I|t3/ for

aut orrzed use may be imposed on a

orized

ara raph )( %sets forth the do||ar
I|m|tat fon"on a cofsumer’s potentia
|ab|||ty for unauthorrzed use of a credit
car he text of th |s]provrsron as well
as ootﬂoteZ whig eflne?]
“unauthorize use "are unc anged from
theMa%Ipro posal. A numb Pd’?
comme ers Iscussed the definition of
unapthorized yse, and asked for
9ur ance on wha tconstrtutes actuaI

lied or [t)ﬁar t quthorl
B poses of the definition, T eBoar

elieves thatwhet er actyal, imp |te or
P arent authority exists for use ora
Ct dit card must e djtermrn

erence t0 a%p cable state tben
use Is eter Ine rier state aw to
aﬁtthorrze e re%u]atron IS silent as to
Ioar?te of cardholders an

ara raph (D)(2) states the
Precon |t|ons€b3Hn osm ||ab|||t on
he consumer The]y remam ar Y
unchan ed from t

owever aragraph En) whrch
requires that the 15s er [ose the
co sumers otenHa lia W no Iop
(iurrest ete ephone nu e use
H ||cat|ono loss or theft }
1sclosed. The currth regu at[on does
not requrret e telephone num er; |twas
added In the May proposal. trsdroppe
frorn this proposal ﬁ ause the oau
G
h r?e number?gr notrfrcatron 1S
re ulre to agrﬁear on or with te
eriodic statement b ty) parag raP
r)2 )(iin), of th elp na(Jy,u
0posed para a g] and’under
he exrstm requlation), notice need not
be given to artrquar office or
EF? oeeo e card Issuer to be
sentence statm that (he ||ab|||ty
disclosure ma mc |t|onﬁ
mformatron n tmconsrstent with the
liaility rprovrsron nas.been deleted
from paragraph (0)(2)(ii). No substantive
%hangebrslrnt nt% \tr\tqever srrtr]cte ttheh
0 elieves tha Ing prohibits the
?usron of aadrtrona(i mforﬁtatron of

tpns sort.
s In.the Ma pro osal, paragra

il at%fs'“ % G atinen
iability.

eex ting
condrtrons of Th enew
condition, as set forth in the proposal, it
that the card Issuer disclose, on or with
the periodic statement imme diately
Pre edrn the nauthorr (fgl Use, ttle
eephon num eranda ress to
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used for notification purposes. The
Board solrcrted comment on whether the
proposal correctly reflected the
statutory amendrient. M
commeriters sdggested that the
requirement also’ be incorporated into
paragraph (b)(2)(i1), modified, or deleted
altogether owever, the Board believes
that't elegrslatrve intent was .o require
gdrsc osure seB from. that r |red
é ratgraP 23 | andt att reis
adequate statutory authority for the
?onﬁentahdtrmm requrre ents as set
orth in the proposa
ConAcée%hrnrcal rpamrte)alem Was rarseld s
| w
pomted 0 ttﬂatgrf ﬁtth Edh e)xt ofa
acco% (ard were lost or stolen
unaut orrze use occurred before
the Irst perro Ic statement was sent, the
Issuer would be una I? %‘u fill this’
condition 0 |mposm?1 jability. The
Board believes that in these
circumstances, the issuer would have
met its burden'if it fulfilled all of the
?lt) e25 conditions stated in paragraph

In the May proposal, paragraph
(b 2)(|v? rec{u‘r)re that, |pn or%lerpto
ose liabjlity for unauthorized use, an
|ssuer provide a means of identifying the
person to whom the credit card was
Ie%?r%?r% Thés ullegf ?5?1 f.van\}htrce rrueleulrnre
meansgotR | entr%rcatron of th]e uger ols the
card. ainy commenters urged a return
to the rule’in t\hee isting regulation,
orntrn out t attere |re ent In'the
ro 0sal wou J)ro Ibit
|dent|f|c tion by the signa étreo the
User, (at least when th de car heen
Issued to the cardholder and later given
to a user. The reason for the rule in the
P Iposa was fo ermrtasmgl
|de tifier to be usedb all persons who
are accountholders or'users on an
account. For example, a combined
debit/credit card could use as the .
dentifier a PIN (1., a secret numerical
code However, the Board recogmzes
that |t may be more Ipractrca 0
tradrtrona credit cards to continue using
the srdnature of an authorized user as
|dent ication. Therefore, this proposal
W(llfU” ermit thedcondrtron to br]ac
ille vidi 50
Hentn‘ |n§ Ertﬂer tﬂg cartfholder or the
astébléo Ized user, at the option of the card
Paragraph Iv) has also been
changed %% h Elgl ?fon oftbe ist of
exam fmean |dent| ication. No
subst ntrvec anr%;e results, since the
means listed ( srlq ature, p oto raph
r?fe %rmt or efectronic or mech nICﬁ|
Irmation) are merelfy examples; t
would continue to satisfy this
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Weco{ndlﬂon ofrmgosrn liaility, as
o(d ther means of identification.
omment su %estedt at the

requlation provide that the consumer
be rs no i |I|t forunauthorrzed Hse of
CW it car ac oun(tjw en th eca

Itse For exam

IS ng gresen%
erc andis e purchased X
te hone, usngacredrt car acc unt
umber onl erson wit (l)
authorlt to oso twas ure that the
car holder shoyld have o a||t |n
this srtuatro e Board beli ves (at to
IMPOse a |a Ity forun ut orrze
? In suc asrtua ion atoul
the statutory Intent, causet d
consumer’s account numper is widely
avallable and the issyer fs %t
gro “ a means to hdentr t
ardholder or the authorized user.
Comment is spljcited, however on th
correctness o thrs resu and on whether
specific Iangua%e should be Inserted In
t eregu latl layity the point.
raph f( escribes what
constrtuﬁ notification to the card
Issuer of loss, theft, or oss Ie

unauthonzed se of %

rovrﬁron has e ﬁaweged tomdrcate
attechorceo I to give hotice

In person, b tge hone, or in r|t|n

m ! etma e o ver |ves

notification tdh
aragrap h dleals wrthEl ab |t

limits | ose st te law %r d

a reeme betw ecard er and

the 1ssuer,. an&rs |dent|ca to t g

provrsron In t aly
dagt 3 elate to credrt cards
|ssue 0 us nesses, an IS un?hanr%;e
rom the M ro osa exce tfor a
a dition cla I tanﬂ
eﬁls ”% er ort S %tsne]r]taernt] 0se
ISSU usines Impos
ﬁabrlrty for unautﬁorrzeg use ony P
employees in excess of the Regulation Z

i
Right ofcardholder to assert
clalms or defenses a alnst card issuer

Par 8 (tgl ) sets orth the rrdht ofa

car er t0 assert agar st the ssuer

any ca.lms or efens relating t t[1 a

or ervrcesdpurc af ‘with a cre hcar

an states ertain limitations on that

r| This pro osa contalns varlous
es from

an ay proposal in order
to ém rove read a
menters as : forgurdance on

} g ISSue 0 wl}ere a transacth oceurs
or urposeﬁ this aragrab) for
example, when goods rc ase by
mail Order rom mer? %t located ina
state ot ertda ecor]sumers
esrgnateda dress). The regujation
remains unch ang on_this %r
however, because the Boar elleves
that such determmatrons must be made

reference to applicable state [aw.
The same IS true Wth regard to the
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determla atron of wh t constitutes an

assertanle claim or rh
ommenters ﬁ S0 so tcl%rrfrc tion
tween the ri

on th rearons
esta Trs e h@ section and th rrght
|%m errors resolved

e
esgglerael seal%n § 226,12 applies
when a corisumer has any claim
(ﬁ]ttorjt claims)
ased on a

defense to payment (exc
oos servrces

Th| WOu dmclu e arlure to
servrces

credjt ca
recervettet oo san yices, 1
would not typically incly emrsa es on
the hill. Yl%ll Z)é Ives th
consumert Rtm anlY cases to
withhol tfﬁ e card ssuer rn/
portion of the balance that is st
outstan mg ont etransactron giving
rise to the Claim. No LPartrcd r
Brocedures or resolution o tI

nder |ng problem are stipulated,
Sectron 226.13 sets forth E)rocedures
for resolving problems related to the bill
or account Statement, rather than to the
9 ﬁds Or Services charg ed. | |

ects %o%ds or Serv es not de |vered
gs agree we\rer Pl? les .
ecause the byll Is macc rate tIs, if
reflects something that t econsumer did
not receive. Thus; in t e(iase of goods or
servrces that were not de |vered as

reed teconsumerrﬁay ave ? %
Iense to Pa {nent unde §61 and a

mg error a (1]tI0n under %2613

vén when sectrons might apply,

therr provrsrons will operate
H ependently. For example, to trigger
the error reso ttrtron rottectrogos a f
consumer mus Ithin 60 days o
the transmrtt (‘)’%th ¥Vrst erro |
statement re ectmgt ee[ or. The
consumer (% gthe ull disputed
amount Pen resolution, owever
without hmr% ny su staPtlve rights. In
contrast, ther? is ho_ time limit or
specific notice re urrement that a
consumer needs to follow to be
Protecte by §.226.12. A consumer.could
us miss the time Timit for actrvath
the error rﬁsolu ion procedures, whi
retaining the right to assert a claim or
defense to lhey ent amst the card
|ssuer otg r% once the

onsumer % ull amount of the
al ance on t etransactron at 1Jssue

226.12 o lon glres (Of course,
0sin %htsuﬁ é has no]
Im at W et er %consumer as

Pr mvoe the g error
ut on egurg %
ara ra ? eam
%epton to cer ain i d tions on the
ttﬁ assert claims, or derenses, IS
vr tually unchanged from the May
Iposal excegt th(atasent nce, statrn%
honoring or indicating that a perso
honors a particular credit'card does not
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ualif as any of the ex elot ons, has comparable Jorovrsrons concem\nﬁ; examPIe If another creditor, holdrn
een deleted. oar e|ev st adv rse cre treroorts in the billing error  secyrlty interest in fun sgn eg?
the sentence adde not mgC ution sectio ith the card Issuer, cot#1 not enforce
ftantrve hange iS t out notice to

Qffsets by ¢ard issuer prohrbrted

aragra rhnos esecu |t mterest \%t

Pter? ﬁ etion spr vision prohibits card Is dr %uers ca der, then themard Issuer
Tg concer}nrr{tﬁr the rom settrn re It cargl indeptedness wou not be permitted to enforce hts

formu ford inin aximum garnstt e ca er’s rhsm securit rnter st |n those funds without

nl)unt as?erta r¥ consu er, IS 0sIt account he with the car the same notice. T oard belje gs that

substantially unchariged from the May %rs mte Rretatron ma be require !

p Paraqraﬁh ‘d& outflrnes the basic 169 of the act. However, comment |
ragra h(c 8%(4 is substantivel E hib ? and specifies that™t agplres soficited on this matter. The B%ard also

unc ang (ag ro[oo? Ither be ore ora er termrnatron sollc ts.com r]t on whether t

ana %e ha beena ed t rrtz cre |tpr|v However, inde tedness P ulation should contain provisions

|nc il aate ermr ation 'of a credit re

tt% ac eh uarantee card a mg to the conditions ynder which
E) ed only when no agr ement exists car pan may be offset against deposit ~ card sSuers would or would not be
etweent ecard ISsuer an ermrtte to lace holds on cardholders

merc ant re lating to honorin te ard . t\Fote that, as stated in existin staff osn acc

ort ec ecks. T q?e Board co fgtes mter retations, thrs rProvrson aﬁ(ﬁ)l 1) ara rap m ) states that the

that If an aJ ement exists, t ec r ransactjons n0t usl cre It cards rohr |on sets oes

ISsuer wou %av a deqree of control (maaeun er plans that ornvo ve nvalr ate ans rovr re ular

over the re atrons |Ip hthe merc ant;  credit cards. For example, a consumer automatrc epa ento te ness on
rationale may Write a chec whrc

re, the ma accesses an credrt card accounts ans of
exc[ (ﬂ chec 6uarantee cargs \ould overdraftlrne ofcre It, but not &tse an educting ﬁ]a)(ments fr%m ?undts] held on
]thg%g assoclated chec %uarantee or eposit with the card suer T

is
ard had solrcrted com %ton card. The resultin mdebtedness would E vision |s un
S

whether langyage should oposal. Inorder ogrs romtn%%ae
cLi % |tted the cardhold“er aPtr? the card

nevertheless, bject to the

to
eﬁr ress e g.cash a vancec cks Prohrbrtron ofoffset§ since It Is incurred
be used in connection with a rough acr] Atc suer must agree mwrrtm% on_ this
Recrfrccedrt sale. %uchc ecks are g[ g as In the IVLa¥ atyment met od Exis taff
|rectaydtoa (ne of credt, ro osal, States that the proh |on on er%retat n also ma e ceartf
rat ert an to d deposit account,) Ater offsets does not nvalidate the right of automatic_deduction of ¢ arP%s
gonsrderr g the co me[tts the Boar card Issuers to obtain or enforce participation in a program of banki
elieves t at no specra ruIe IS seourrt mterests In cardholders' funds serV|ces Itone aspect ofvy(hroh may be a
necessda Wy hen acas advance check ,ortoem on rocedt” credrt ca d}g an nba ewrthout
IS used without a card, the section Is that ﬁrea ara le to credito s%ﬁnfe g/ VIO atrnd h ion ono sets even
inapplicable. When a carq 1s used in to otherwise attach or seize su If there sno en a%reﬁﬂme
conneftron with a cash advance check,  The provision has been modified, Paragraph ft rPro{JosaI,
the[ eo mg check %uarantee cards however, so that Jt Is limite to prohibitng w | so the pro bition on
Pres ITXhere IS no agreement consegtsgal securrt mtere ts of a offsets, has been eeedr
he ween the merchant and card issuer, efcr ed amount. hrs refects resent  unnecessary. Waivers of Regulation Z
se of the checks Is excluded, whereas if osrtlon Man}{ncommente sar ued Lﬁhts arﬁrmgermrssrhle as. general
there is dan agresment, use of the checks thatI |thout ths limitation credrto rule, In the absence 0 Pecr
IS Inclu could use se urrt¥ meress 0 isions to the contrary
T eBoard also solicited comment on crrctimventt ohibition on offsets. e Prompt notification of returns and
,ade[)othert rttes ?ftransactron hile oth er co menters arqued that crediting of refungds.. | NIS PrOVISION
e exem rom Rara raph (c). consensua sec rrt interests are requrres acbon wrthrn certain time
%n[y menters urged that use of Ifferent from t ght of o set in that erros oth th merch%nt and the
? car st ﬁag gss %n overdraff line econsumer must firmatively agree car ISSUEr when t emerc ant acceg%
credit be Fxc e roPosa o rhtthe Fecurrt y Interest, It |s ot }ereturno rogert or forgives a debt
does not reflect such an ex us on Th that allowinga security mterest éervrces ased with a credit
Board has received no evidence that the wrt out some limitation upon the, card. It 1S unch g rom the May
P]artres In debrt card transactrons onot amount would give a guate rwtrce to  proposal except 10y editorial changes
ave or Could not develop recourse consumers of the creditor’s d?t s to and the deletion of the separate
aagreements Moreover, t ecomfnents their funds on deposit, In addrtion, promptness standard. iSeedrscussron in
lled 1o ralse o era]rona problems that commenters did ot crte any o %ratrona §226.11,) The com enfrflected some
would just ﬂ% groblemf that would be cause uncertar ty a tot e rule
Paragrap g Bro IDits (the issuer mount |m|tat|on This ara%raﬁ) determini edate areturn is
from making an adverse cre att

It report if o] een ch ange to indicate t gcce ted: t eBoard believes that this
[pition on Offs

the IS uerknows or} as reasogto now B esdoes n g event etermination must be made under
t aét e consumer has asserted a claim ard |ssuers rom ta mg unds relevant state law.

efense Lan?uage has been added car ders in de osit ccounts held F Discpunts, Hisin arrangeme nts T(he
eurrm that, If the issuer learns of a with terssue en actrg%un r% trteofthrs rovrsron has b eenc nge
étrm 0 gnsea er having made an -~ coyrt order T eexrstrng 20.13()) has rovid eaP better description of |ts
Ehverse Creait report, t erss er noti a similar provision. ject matter. Para raph p% ) provides
ecre dit ureau and to the extent The Board believes that ara raP thatl car{]“ ISSUers may not d)
Fossr le, % other persons to whom the d3(2) ermits %ard ISSUErs on 8/ K merchants from offefing discounts for
ssuer made a re ort that edrsputed §56551N 0f funds rising edures ent in cash ins ea% of by credit
amo nt 1S pot d ern uent, This change nich other creditors couId IegFaIIy get |>/ A consumer” has b eer?l
Woudconform this provision to possession of the same funds substrtuted for “all consumers" to make
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clear that prohrbrtrng drscount for
fustomers of a partjcular mgrc ant
ocation orex mple, would be as
|mperm|ss| le as rohrbrtr discounts
ora customers a merchant. Also,

s he tyge des rrbed In
leted. omment
ornte tt att ISP rase |imited the
co eoft roh |ton to discounts of
up 10 9 qCu rent Re ulation Z has no
suc Irmrtatron oard ercerves no
ason that merchants ? d not be
a ﬁtoo er discounts for mentr
cash In an%/ amoun rovr th at when
oP drscou t excee s5°/q ép Prrate
Zsc osures are made under Regulation

Parag rag r) rovides that card
Issuersm Jnot uire merc agts as
? ndition of participating In credit car
Pans to maintain accqunts with the
ssuer oro tain aney other servrce not
essential to the o r 1on o tegan As
Int eMa)S/ LPro posal, this pﬁovrsr
ermits issuers. to require t

aintenance OL ecounts for clearlng ,
%urgoses ut the language n question is

odified to emphasize that such
accounts may be required onty if no
service charges or |n|mum balance
requir ment are im ose Commenters

ardued that servrce
% um aances sh ?tﬁ)e Ieftto

uatron t e mar et lace. However,
Board |eves that onsrderrn the
e |s lative |s t |s rovision, any

Ion tot
shg ?d be narro This
rovision pror ‘tBrtsffHé mposition of

Etrrtefndtttttstn%tstt e,

efinition of “surcharge” appea
o(%otw} ot (?te ntepgt?rdrnthihat Vernselr?tn
3 ? : herSh §7

enera rovision

raft, or Ft £0 ?tra
Instr ment or bX ectronrc un
trans er, th at m result in the de |t|ng
of an open- en cedrt card account shall
not econsr ered aB/mentma e yuse
of that account, has been deleted.
OWGVGI' It WII g Incorporate If]tO the
Bo Sds commentary to the regulation,
Relation to Electronic Fund
Transfer Act and Regulation E. S d%ﬂ
IS

its counterpart (n the May proposal
rovrsron é’ lains tFte reY Pron%?ng
(JQ %tr %ru es on 1Ssu of
credi t ar a ity forunau orized
use of credr cards, and other credrt card
matters to the corresfpondrnéo rules

concerning access devices (for example,
debrt car 2 In Requlation

rovIsion IS unchanged frq the Ma
Broposapexcept for edrtorrg] changeg
Section 226.13— Billing error resolution.

Prort)osed §226.13 addresses error
resolution procedures and corresponds
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B35 leﬁa ﬁ?gﬁgpzozsea'n?%?me
L

currhelrgtr ike the May. proposal,

rgﬂlrje%tts a co Q[llrgtg restrueotrdfrr{r) dv%th
H(f gec on as een sarjmphf?eyd

evide ced In tH?s restructurrngft ese

Boar S VIew, this arr vr}h
regthator rovrsr ns are based
the extr etalled sta utory
g vrsronso sectmnsl an h]e
ct) will reatyard In r an rnqte

sta utor rovisions an acilita
compl E em. Th erestructHrrng
arm to escrr et econsumersrr
aH the creditor’s res o Sl ,rtres in
chrono grcal order, related rights
and res (nser |é|rt|es convenrently
jP te %vebeen madetorncr ase
creditortlexi I“nt/ ncom n with the
section. For exa ge certafn location
re urrements have heen deleted: certain
t| e limitations have been, expanded
the aut]om%trc dgbrt provrsron has been
streamlined; and creditors have heen
provided with abbreviated mvestroatron
Iarnsotlgrnecsgslutron procedures in certa

22& f the current re uIa |on defines
st ||n errors In te
|n ormatro earing on orwrt
rr'
error to

erro |c S ate ent, T eMag/
0 d aetron IS [)equrrement ﬁrn
e e o
Severalc mme ters st tea that, prior to
thgetrrnmee dattee erhfil itatem ntis
aocumentatron adequate to conduct an
BT oo B
operational c\ﬁan es t at couaworkjto
‘t)reda%ttt?se%"ht%‘és“t‘éhé W ose error
mvegstr ated a% |an|ssed basyd on the
39 INfo rmatron then available to the
creditor. T sproPosalt refore

reinstates the current regulator
standard tyin bwng grror toya

e”r?elscsa} e|I||n error definition
contarngg g 6 3@% hrou ﬁ@)
espon to %67a 1) th rougg

corresponds to paragra
dt (? roposal.
|n Icated tha

et taeraat Hoikin

n
s e |
roaTd In that It couqd be rea to |nc(1ude
%re dit ca]rd use bg (()personsw owe e in

?FgaraRg/‘ra)thraw of thrs]grooos

etes

ﬁct authorized. Commenters also fe
that paragraph (a)(2) of the May

Definition of billing error. SeCUOn
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s “an extension of credit that results
rom unauthorized use as de ined In
footnote 43 to §2%6 6} g f)e 100
narrow because that footnote limited Jhe
term un rrze Hse "to credit car
Para r roPos

cco d te these concerns by
m|t|n t e error Ounauth rized
extens ons o ﬂ)e It not ma to the
consumer, an eyrncu Ing

unauthorrzed Usé of open- end credrt

?-’ar] gra ?) 2) of thrs
orrespons. to e{;o
M ro osal, is S st ntiv

c and (Provtd that exten jons
of credit not 1dentified on a erro Ic
(tjatement n aceor ance with the
identification 0 transactron
re urrementso §226,8 are brIIrng
errors toug creditors may u
grtatn ternative transactro
entifications on g elr gerro Ic
statements under. they must
arford consumer mriurrres regarding the
Phermrssrble alternative iden 3f50atrons

%gmtec“o S :I %?NS |) Sa
rh'chfr‘ﬁo,'tagh.tst . R

unchan tpart it defines a

Eroposal which degrneda illin erfor

erroras zorservrces “not

6 ?e pted” by th consumer The Bog
|evest the issue 0f when goods

are deeme “accepted” Is governed by

rt?termore aragraph (a)(3) defings
abrt]hn error as an gxt nsr(oh( gf creéqrt
r property or services not delivered to
the consu erort e consumer’s
esrqnee as agreed. The current
e H teMa¥ proposal
DD,
Been de eted In ordergto srmp } h
q ato&g éext this Qrovrsron continues
to'Inc elivery onoro erty or
ser fesdrfferent from that a reed upon,

|vergo thewron%uan ty, late
Felrverx r delivery to the wrorig
ocatio

ut It does not |nc ude any
|s ute relating to the ua |t

perly or services. T eBo mtends
0 Inco orat]e the position oft
ootnot |nt C0 n?tn]ta?m l
whrch gorpes c)rg s.to par a?s(h a)(5) of

te ay oposal, is subst nt ver

Paraggr 5) of this proposal,
hrch or espo r}s to Para) :f a )(6) of
mo t ro osal, con arnso e

e roposa
rovr at arhrlhn% rro |nc|uded
comPutatrona and other accountin
errors. "'relatin toacredrt extensio
This limjtin é) rase has tieen deleted to
clarify that tomputational errors
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involving other entries oH the the red|tor from cobn]mum error later than 90 da?/s Credltors Ctihat|

cons u I's account, suc g ments reso ution res onsibiljties | i temporarily correct an alleged billin

B atep ayment charges, may also b consumer sub se uen Yconcu es that error ur|n mvestroatron UStIflnaIIy
[l no error ﬂccur[)e le ed |ﬂna resolve within the time limits_for grror
Pa a a F m of the resent changes have een made In the footnote,  resolution; thmg rar}/ co rection does
prop os eals hdocu entatlon no su stantrvec an %rs intended. The notSﬁ“ngt e error resolution

edHests It corres n st arg conte #)ages at a consumer’s requirem

of the Ma ro 0 a an wrt rawal o a |n errornotrce may J 8ose ara é gr) 3) relieves the

the curre t uIatr n ara ra g Tehther qral or writt creditor fro (u

ofthe M r ?] had be ndra ted'in e timing require ents fora bnvestrgeatron and eéermmrnq whether a

conformrt ith the provisions In consu erto b It a |I|n 1rro notice ||nﬂ rror.occurred in cert

Regulation E: § |tors %refer to

ted a consumer ouse consumer rathér than condu

a[r/ pod to assert a hillin mves% tion, w hether or not an

Brovrsrons redar mgt IS t}/peo error ascertalr)e a ocumentawo mist srn fact been is

billi 9errorarf]d n the Statut re uest as been deleted ?ra raP Pro posal cearly permits t |s practrce In

Hur emeﬂt’\ or resolution, the Board ggl of the resentB FRosa ] ﬂ e Board’s o grnron If a creditor follows

erevest at requests merely for copres S, mP 3ta illing error orce t IS Prgc% ?[oresum tion is

8 receipts, sa]gssr S or other must be receiv acre itor no later atabrl ing error occurred.
spending resol tion.

LiH] nts eviden credrte tensions  than 60.da sa?e e credifor @
would not tri [ggert rro reso utron thansmﬁtetgtstthee aﬁe ) Jrgdrc statement Pa rah d of this p roﬁoszi2

e an uage 0 hJ gose ave eep (antrv Instances, Srnce some cre
al%m % ena%\{v tr c st a wEh raphnz 1) of t eMa proposal correct a bill mgrerror asa egt d
Sﬁ?ere etween the t%o statute in anoth eP d

groce Ures. 3 or “a d|t|on%I that re Irng error. In corres n s o aragra of the ay
larification” of a creds. extension (an the Boardsoornron to includ Pde portions 61 a
such areq est orcarr ication ma¥ very detalrled rule fthe regulatron that will urga (ti ecurrent requ atron
well inclu eareﬂuest orda% py ofa apply in onu ew s(tuations I deals w)

receipt or sales slip) would, however, trar to the simplification effort. If consu ers r| owrth old d|s uted

trrgg rth%err rresolutlon Procedures if oweve the consumer re%u?]sts a 0 ntfs ﬁn 0rres on sto paragr

e Wit i the € appropria e time limits. Perro Ic statement because the creditor ([ teMa'yno sa]1 Itgro] es

osition, in the Board’s view alle to tra |ta eriodic statement ha  consumer fay’ \glt ho

re rents 1 e roper mterPfretatlon of W ich wou mg)errorun er portlon of any reﬁm payment that is
ce

greseh?gt) o he gltgtn aonrdtﬁellrsmjet e coﬁ Srsrferpﬁra ra ),.then related tott%drs uted amount, If

Perlo ic flnche oro harges have accrued
ddition t0| clude in the reg uat|on a statement, ou ave another 60 days  on't mou

8 % es ca[ges
ex rule desr ned to assertabrllm1g erroréhscerned rorﬁ are -re at% and may gP

detailed ﬁ” cogrdp

spectrically for document tron equests  that %tatenrent trmg erio Similarly, the undisputed portion that

ta |n no }/ hint or Imply that a wou In the Board’s opi theconsu er remains obligated to pa

E lem IS re lf ted on a Perrodrc omtheaé)pearanceo tneerroronthe |nc| e finance or oth rcgar %

ate‘nentwou run afoul of the first periodic Statement that the (? accrue notwithstanding the

srmP |catéone ort. consumer recelves. 3 illing. error. In attempting’to
grm ‘ements Comment on ara ra S of the redtce detail In }he requlator text, the
ct It rs w o Me?Yn roposal’s footn

0 agra h
§1ﬁl@§§ EO\EIdeSt ate:%e cred|tors E rﬁ?sacohlsg?ﬁers Wltﬁate

\’? P (ﬂ) gse drs ute amount
alwetotansmrtapenor tatement  nu brrna ditjon to a sp cr |ca dress  has een eete

oar continues
for blﬁln

1Q the consumer’s current address |sa] gterror Inquiries, sho b to construet IS rPhr se however, to
error uoP ess the consumer a ed required 10 Warn consumers that th eru mean the amount of the tran?flctron or

notrc of an resjs a}]nge Fsst an20  must write |f}] ¥wrsh to oreiervet eir Bhar ge that, Is subj ect to an a ?ed
efore the end of the billing ¢ ce ts under t arrCredr Billing Act. lling error, even t ough the allegation

1
re(im n t]h eriodic state ent T IS %rs su% ested dhsc osure has not been concerns the descriptioh of the
cl |c ||n error was subsumed in %or ? ted In eregulatorg §ext In transaction gsuc as the date or the
the general dgcumentation re]%uest th e actt at og 2065 seIIers name) rather than a dollar
qurrest at Truth | l_n In

rovrsroh 0f §2 678% 3
roBosa Ingrder t eo erational disclosures be made clearly and gua ein aragra gd d(l cl rrﬂes
roblems |n this area, the 8 ulation consp uousy However, nguag(f fo att ec nsu eI‘SWIn
rowdgs that the credltorm st be th te ect]rs containe nt e model ute mounh rom { etota
fled in writing of a change in %rr ts statement ocated In ot subject the undjsputed portron to
ess. t e|m osr 1on of additional finance or'
B||||ng rornotlce Man Ofthe () T|mefor resolutmn enera other %%S Orexam g, 0nan
ave been ma procadures PahagrP r(:)) accountw 3 éee rige IrT)]erl
ara ra o th |s WhIC E osa which Cor es nds to the consu ISp u (?2 Ite
orrs 226 eMa eg%rag &rrﬁ)osa tota of 300 n $298 WI
Pro posa 26 2% of the current and§ 1 an i the free- nde perio wo dnot ose th e
gulﬁtron a%e editorial. For.instance, current reé;ula lon, |s subs antively free- rrde as 10 Jhe ugdrs uted (Portlon
g rasF Illing H’)olr notice™ Is USG u even. It the creditor ete atey that
mat ad of “notice o Img egor "and Parag ra r(g&Ofthls no billing error Ocerec The Boar
other varratrons that appear pro osa t re |tor st comply with belreve that this clarif | a ion 1S
throu hout tPe a¥ Fecr ed error resol roce ures not esp ec|aI important |n ght of the
sed footnote 25 corres ondls to tert an the end o t es cond mcrease Use of balance computation
§226 1) of the May proposal. It refieves  complete billing cycle, but in no event methods that include a consumer’s
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current ebrts hen (}he account is ng
aid |n lf at the end of each cycle. The
oard so |crt5fcommen ﬁn any

omt IS Interpretati
3 : ) (Creditor’s
corres
|s subs
eriodi¢ statement refl ctrnlg |s uted
b ided t.t P
statement that ment
credrtors
bil |ne
the disclosure’a e’ q
and conspjcuous” requirement of
the present staff position that the
nee not en r tron

? erational frcultresn that may arise
ose ara ra?r d) rg
hand n oJ
nas {o ra ra g § ?fthe
¥]g oggs Ive
unc ng The cred |orma
mount provide thatt e Cre
Indicate on or with th e dc
rpaﬁ éh Isputed
amount IS not required
resolytion. Iné) i?er t0 Provr
E\mcre sed f t gn %
|sc osure orms the proposal
t e%urrent regu ator re(rL hrernentt a
te eriodic state ent The creditor 1s,
\gfever subject to the general c?ear
proposed 8.226.5 in making this
disclosure. The Board, however, affirms
cred tlorohaes not have to specify the
actual dollar amount that e.consumer
Propos ra CoIIectron
agtrron i IdSM% the osaI
prer trr y rv

€
aragra tl?t as elsewhere in i
E %‘ ewor rom t\; replaces
%P rase as SOOﬂ le.
0posed

also
coptains two sy st ntr ?} es. H
rePeves 0 eratrona? burdens Bg
exrr)andrn the two-busin ss d (vgrace
eriod to Three business r
na dvertent collection ctro . This
Bansron together with th egev 1sed
sgess day” def| nrtron IH ’2| 2,
should ease operational difficulties and
reduce madvertenr violations in this
area The remedra action provision,

h in the May progosa regurred a
cre itor to fa ean tron necessary to
correct ap inadver ent col ec]tron action
has also been mod<| tnosaf
a creditor must ta ﬁ y ‘reasonabl
action to correct. The Boar
contemplates that ‘ reaéona
corrective action includes, for exanlg
r efunding disputed amounts and r e

r] nce ar es that were Inadvertently
collected; removing a lien a? Inst a
consumerscr%ro er andw thdrawing

court actio

JO osea ara ern ﬁdverse
cre |tre%r (n rohidite

corres onds to t esa eparagraph of
the M P 3 posal, een

restructure Itwas mcorrectly reflected
Int eMaalipro osal th atacredrtor was
rohibited from rep ortrn%t ata
Isputed_amount or an a countivas in
ISpute. The current regulatory language
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has heen reinserted to Hmrt the
prohibition to reports that an amount or
an account IS dellnquent As the current
re uatron and the a]

rovide, the Board be Est at tt(]rs
estriction does not rohibit a creditor
rom re{aortrn%t at eamount o
accountis In dispute, or from reporting
that the consum r's account Is
delinquent | undrs ute amounts
[emarn ungar ile th ||s goecr IC
anguage 15 no Jong er included In the
regulatron itself, the .Board ur]tendS t0
In onr)orate this position In t

com entar

The present propos}al substrtutes the
word Ipersons for f 8re ditors”
In the egurrement that t ecre Itor
notrfv th recrnsren‘ts of inadvertent

==

8 verse reports that the amount Is not
etttt”ee”‘en@'t A
ule |
that roh%brtst e creditor frorr)n 1aking

an adverse report to “any person’
pending compliance with error
resolution procedures, Moreover, when
credit reBorts are made before the
creditor receives a brllrng error notrce
the creditor m stnbtr ot only credit
b reaus, but ajso all other ers nsto
whom the creditor renorte é
extent nossible. Whereas a credit
ureau IS any person jn the busjness of
'Iectrn and diss mrnatrnﬁ Information
atin ot e creditworthiriess of
consu ers, “persons” Include emp oyers
d Insu érnoe companies, as well as
ot er creditors,
Paragrap hh f43 of thrs ro 0sal
ﬂntarns several dther subs ta tive
es In order to ease.ope atronal
culties, the graoe perio
madvertent credit re orts has been
expanded_ from two 1o three business
days, A discrepancy In the remedial
rovisions has been corrected from the
a roeosa Under the prjor rorposal
acre |to that recerved abrllrn error
notice after makrn verse report
was.required to no erecr |e ts n
wrrtrng wh?reas a creditor th
inadvértently made an a verse report
within two days after, recervrng| illing
errorn tice was req urre srmﬁv
notrfv erecrgrents teman o
notr dcatronw ?nots ecified.
Board contemplates that t ecre }or
must take co mﬁrcr g rgasona
steps to ensure that the adverse credit
reports are corre%ted n some mstgnces
notification may be accomplished
letter 0 a erson responsible for.
recervrn% e corrective in ormatron in
other ca es the same result may also be
accomplished by co fqht
communication or telephone.
Several commenters to the May
proposal objected to the “as soon as
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possible” standard o etfectuatf

coBrectrve action. Thrspro 0sa

substitutes t eword FE HZ for "a

gog nrt%sr |[toasrts Ire eort0 Ctarre am Ie {0 a
g hd)uleé d)

cre It bureau on scne nth
Unp ates neeq not t ansrn COFFGCtIVG
ormatr N imme |ate gr a costly

sched ed co agneticta t] é)e
e cred tormer as to co tact t
cre dit bureay h)% P/ (v letter or
erwrse with the co re t Inform t|
ecre |tﬁrrs inno responsible for
ensurrn t att e cre d|t ure U corrects

Its info
Paragra @% Autom%trc dehit of
rttﬁsputed ! mpletel revrstes
ere urrem ns he
a o os %26 14fc b? t?re
cur tre u atron hrs |on
qoverns auto J) ent ans in
Whrc a car o zesacard

Issuer to de uct erjod |ca nagree
u on amountfro the car ers
gount in order t P %the cardholders
Pte ness. Unde ecurrenﬁ
g ation and the May proposal, the
card 1ssyer must prevent or restore an
automatic debrﬁ ofadrsPuted amount, if
It rgcerve?abr mg erro o]trc within
16 days after tran ttrnrgeﬁ |rt
ects the

bt b

f%w commentg rs o tne Mav
ProB sal sulggeste] at the timing
ra?rolna reiatertt t0 Brovrsron re not

rationa
consrdergt

automatic Ir?eibsltmtyr?r\igs al eevembq?

er or n?trce arrives, two ours ore a
ue automguc debit, it may be
dr icult oracar |ssuerto revént an
aulgomatrc (de It from occ %
roEose aragraﬁh (@)(5 J uires the
card Issuer fo prévent an tomatrc
ebit of adrsrnute amount ritnd related
inance or otfer charges, on glr it
receives a brllrng error notice up to three
Busrnesda tﬂe the automatic
ebit date. Under t eproPosa the card
(ssuerwou not have to estore a
ehited amothr the Irnﬁ error notice
arrrves ater t ethree usifiess-gay cut-
fhowevfr an patofth disputed
amount 15 still putstandi (I;an
unresolved af t etrme oé he next
ﬁutomatrc debit, the car |ssuerwou|d

e {0 reve at aytomatic debit.
Lg n }Ig faﬁr ?\}l groposal
which dealt r) acceerfltro
consumer’s dent or the closing of the
%nsumer 's.account, has been deleted.
ﬁovrsron now 1ptr?]ears as footnote
24 at the beginning of the section.

e Procedures after creditor
determines that a billin error occurred
as asserted. Parg fe 0 t |S
Pro posal corresponds to parag raEh e) of

he May proposal and to portions 0
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226.14(a and (b)(2) in the sent nce of §226.14 f the current ~ section, which. imposes certain post-
§§rrent hhathg thg hangmberof g(tﬁatron 2Iattehga)rrches thath resglution dutresg he redi torJO
|tor|a c nges have een [tor ma reérurre ayment of an I) Forfeiture penalty. Paragraph (i) of
pr&vrsro IS substantively unc Jrg mrnrmum r10 'f ent tatth th greéentpro nosal, whrc enaHzes
S In roposal, a creditor consumer ithh g ring the error the cre |t?r for Tailure to follow t
ecause of the billing tr]ror resolution rocedﬁrres set torthh
occurred as a

that determrne’y hata billing error resolution errog
lege h onﬁumermust error alle |s se tion, corresponds to para raj)
correct the error an % arag B % in this |oro osal, R el\/fay IJoro 0sa anti fl)
consumersac ounJ vvrt any drs uted which Corres ? ne las sentence n the current requlation Athougo
amount an reate ance orot er In pay ag ph ( } (f a%ﬁ % HbSt ntrvegunc angg } een
charges. P Pfrag 1) of this clarr tema nero eter ited and restructur ] acrhtate Its
rop sa ca ie ths g rre ntby number of da saconsumer has fo use %oar contm (a h
enot rase asa |ca ter resolution. The g)rovrsron eprtort at has for eite lgtto

ayment IT]
tthe correctr svar |th the P%urres the creditor to allow co ectacertarn amount wi ﬁa
ect it, not even_bi

eno
type of |n er ort at occur d, For coNnsumer an customar free- rrde steps to col 9rh
e ample, a misi ﬂtl led transactrog eriod or 10 a é whic ever is ? % J consumer for the’ amount Furthermore,
that refut ma ﬂerror IS cured by To pay a disput amount ar}1 at as |nte a proposa tl(]e resent
Qro erly identi yrnﬁ etra sactron and  finance or ot(herc arf?es without grop?sa requires the creditor to credit
rediti ([1 INance ¢ argf e cre |t0{ mcurrrng additional finance or other r refund an orferte am unt thatte
08s n ave to canc the amou E C ?hgehll onsngr s alread yB rather than
t eun er rXrng obligation Iincurred by er% rgposaleprovrded that the wr&h pending Tesolution.
| Wou Relatlon to Electronic Fun
r r V\Pﬁ i)52 ) of this proposal e||v ring the notr#) c 1on orthe Transfer Act andreg latio

car* 1es ways n which g creditor could consume 10 %a The resent groposal Parah%rap corresponds to 52267m
notity the consumer 0 b| error deletes this ase as the Boar z roposal, and clarifies cre |
corréctions. The notice ma esgnt contemp atest at the credtor will use resgon ilities when an extensron o
separately, or on or with ﬁRerro IC the sa etng errnP event that is cre }rs Incident to an eIectronr%
statement that is sent withih the norma example, if the transter Re erences to paragraphs (e).

gr ithrs sectron have been

resolution time period. If the notice of credifor ushes the next J)errodrcsaternent ;HI)
the correction aﬁpears on aFerrodrc to reflect t eamoun] ue, then t rse e(hiatr allel a similiar provision

statement it must specifically identify the statement is.mailed. or th ecosrn In ReP n E. In addition to

th eainount as a correction rather th dat o t revrous brhng cycle, would uat\?n Erequrrements acredrtor

m]ere identi teamount s a cred tto pro abl tetrr fl ent must sti g y with % ation

the account. Ifa separate P h% error Pro ose paragr Para grap hst t"are not cited, whic

correctron notice 1S provi e Wever corre onds ra ra r%z ?f the nclude ragra h(d}](RuI endrng
errodrc statement retlec mgt e 0 sa |s substantive reso uti § Creditor’

cor ecte amount may simply icentify it N nag nts an a er solut| and

as “credit. Para raph g) 4) of this proposal rqra %r eityre pen tg
Procedures after creditor corresponds aragra h(h%3 of the ara r P esigne relreve

determines different billing erv roposal. This provision) Imposes a financial mstitution fro

complying
billing errar ocourred. PAragraph certain uties on a creditor If It recelyes With ne confhctrn re urremenFs

corres onds to paragra ?8 thg prior  further notice "“om a consumer that the Requlatjon Z and Regulation £
g ? B 8 consumerstuld|sPutes the ahnount ce arn Instances th Regulatronl? Eor
KR B B S

g s o i

ﬁcurrent reso Uthn rocedur S ar
oria chan €S ave een made, this co sumerénotrce eIn

not aﬁg
at the erat ona t cre t extensio
E) ﬁ re IIOF 0es not have tO
rovisionally recredit a consumer’s

rovrsron I substantively unchan roposed paragra § nd (jii

ootnote 7cgrres S o]rhe mz(i]tenal also dh)ffer fP h R/Ia % E g?w |ch gccount under Regulation E

contarne 226 the May hag required. the credrt r to notity In §h205 11(c&(2)(|) In"an amount e_tﬁu]al to

%ro osa n p ortl wrrtrng recl éprents of adverse cre it the unpal exte{tsron of credit
? (1) ot ecurrent reports. T resent rort)osa requires  Board contemﬂ tes that a creditor will

regr the credrt r mR noti nvt £s consider the ¢ aracter}rstrfs of the credjt
his roposal clarifies thaﬁthe Partles ese changes comport with the  extension rtron of the electronic fun

credito sexﬂana jon that { evrsronsd sed tn connﬁctron with — transfer, a the Regu auon VA

consumers ation is either partl (i ara raph g ronihits requrrement?] Rrratel

whol e It ht eRe uIatron E.

orwr aperrodrc stat ment at th corre |onspro ISion, |n 205.11(e) is

ahssertlons of pilling error.Thj not S? ific, a mancra IﬂStItUtIOﬂ must

correspon stoEIara%rap 63 Cred|

, Whic
|ncorrec may be sent s [t)art y reso Steohr%er 0gports dBnng theerror  exam Ie a
uti |

e consumer’s account with any

cre ditor’s ¢ tron For 50NnS
discyssed 1n p % 5/ ove the ? %

w r “as a been a 0sal, rese nange charges incurred as a result of
t? to prh) 0se paragraph? Pro posal heP rP to the cu rerrgJIe o he aﬁegeda gror
d h d f
Cre |tors rights an utles ot ut\{es | Section 226.14— Determination of

the consumer reasserts “sybstantiall annualpercentage rate.

zl), the same brTlrng error rather than the Secnonsf‘em (% Hbg correspond

h J] e curr n%rﬁgﬁah “same error” sfand ar that appeared in 1o 8% 226.8 (a) and (0) of the May
aragr E (1) combines posa e prese [f roposal progosal !

hefE}stsen enceo £5a ra ra 3
pel ek o Ay AN P, Bl

to garalg rap

atory standard, whic
resolutlon h h 0aahrap corresgonds crgtlht ch?urther resoPutron
}ons 88 226. 14{

h ﬁ” chianged
§S§ the Ma
proposal has beeh deleted trom the
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currentpro osal. Comments in no waﬁf
drcatedu fthe co guta ion od
of Im odr % |nan e rP abse

specr r n es or 5 of balances.
Asint e pro os comment IS

a am 50 |crted as 0 whether an
% editors use this method of |mp¥Jsmg

h
g encct?o(h 58% r)] of the Ma}rI 0sal,
noorw §226.14(c), has been renumbere

rit
i ?Xtreorl%l in §2560 8% ) ()and (9 of

%%%8%@(%& je aterra in

lii) of t eM 'progosald
gow in 0se
226.14(c)(2)(1), annua erc nta
Inance chare ea%dun eto
alance towr |t |sa ||cabe As drd
roposal, th |s oposal

s the fact that an annual

erc nta?e rate cannot he determined

dﬂ“r?ﬁe%% d‘f‘“ée g“terg.ﬁ RO i
Eance ngee foo not]e 29

Late IS deter

FGEOI\gA a}/Z

no oytstand
and L§226 7@ o?t IS proposal, whic
rovrde tha redrtorf are not requrred
0 disclose an annua ercentage rate or
to stae hat one cann tR g Ined.
aX proposal, t ( usin
an mrtrg n ee as an examﬁ
solicted comment on sifuations I
whic afrnancec arge 15 Imposed hut
bears no relationship™to the balance on
the account The Board helieves that
sn]fe Inifial loa oraro Ication F%S are
collected at a grcatl ea/
reflected on the Initia drscL sure.
statement, rat ﬁn on the \Berro ic
statement’ the ee therefore, will not
enter Into’the annua ercenta?e rate
calculation on th % g dic Statement.
In situations w eactrvr%
r]ansactlon or other Inimum or flﬁred
carges are imposed, however, suc
charges al']e more likely.to be ngminal in
amount: therefore, srg |f|cantdrﬂort|ons
Int eannual percentage rate will not

e
sruhe Board received several comments
re uest(é %that the mmrmum charge

rre rese
2265 2” 268E 2 SSC in
fhe Ma )81[ o)sa %e in gass?e to)$1
gelcza?us test tut ore rrtnglugt gnm
stated ?h g226 14&iE )(i) of this
Boosa rgmams a
o[pose ara rap d) is unchanged
from tr) %
roposed ara aph () is new; it
affords cred tors ?P cla rote t}on for
errors that resut om t dNo alth use
ug alculation tools. While the
Board erev st att IS [)egu lator
provision wr no. longer be"appropriate

0r necessary in Irght of the expanded
defense for‘such érrors in § 130 of the
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act, sever%l menters eéﬁressed

concerna out t PrlJ icabllity of this
feense bgforeA rl 1,1982 t

effective date of new acft T e

requested that some form of preseént
at6tI rt(rce? remain in the regulation until

Section 226.15— Right of rescission.

Thi sectb%nm\g/hrchocggge ;ﬁon seg%
su%gtantra‘yrev”)d P
Pr

right to res
osed ?22ﬁ 15(a)(1) sets forth the
?en ral rule allowing the consumer to
escind at certain Bomts Juring the
existence of an og n-credit plan that is
orma esecure by the consumer’s
Prlncr al dwel ([1 ePresent rogosal
eturns tot e statutory lan ua%
ew) ,crtycovers ecurity inter st]st at
retarne or ac u|re
Board bel |eveﬁ hz?t th phrase may be
necessary to clarjty that securrty
Interests not retained when a
transact]on takes place ma still give
rise tot e right of rescrssro F r
fxamge ‘materialmen’s or mechanics'
Iens arisin yoperatrono aw may
tarr e until performance has Begun
er| ﬁ re crssron may still be
plicable In such situations, even
re the security interest has not yet
een create
0ofnote 3L is n and rﬁpresents the
material In 8§ 226.7 (t grror
P osal. The foot rovrd that the
r? t to escn oesH agtytooen-
(d plans in whic sate]
edera enc fé ecredrtor e
sal deletes paragra hs

K tfeghﬁ et
gfst%ar i

the rfrror
esidential mortgage
ransactions. Inli hé of the efmrtron of
open-end cre |t nder whrc acre |tor
ust reasonabl o]nte Pate rer[)]eate
transactro s, and ergsatrve (?tory
reqar mg[ at efrnrtro the Boar
elieves that resrd ntial mortgage
transa érons wou not e made on
hona en-en ans

ara ra the prioy
roposal r rdm%1 trEor lnatlon of
currt ’]: sts

at were original
exempt, has also been elimin
g rignt to rescind is avarfi[b e under
thrs secton to ang “consumer whose
ownersh IP interest inh |s or her principal
dwelling I subgect to the furr
m‘erest Consumer" Is defined, in
re evant part, as a natural person
including a comaker, enorser,
uarantor, surety or similar person who
ay b obh%ted to regayt e extension
of ¢redit. Inthe Board’ ud%ment this
definition encompasses persons who are
not parties to the credit agreement but

Accordmg
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who have signed the securrt[)(] agreement.
Therefore, a Ao'ﬂt owHer r IS srtuat%on
must be?we eng t of rescission |

r1pcro J% volved Is that consumer’s
C af (}i&e has also been

to/t he mt? ctor% sentence to
|n Icate th]at It Is the cre |torso%o
h ther the consumer may rescl
tran actron made un er the Ela or

2 only t an when the

ened t esecurréy interes w

de or Increased. or an Htcrease in the
t limit. Fogtnote 32 Indicates th at
this seco Ptron expires on March 31,
1985, an

consumer F ave the right to

cre

gp |rat|on a
rescind eac |n vrduafadvgnc under
an oBen end credit @ﬂ %n secure by the
consumer’s principal dwellin
respons toc mments th de P esent
p(op?sa een revised {0 mdrcate
Clearly that the rescission right only
affects advances made after the

Ui W i
PI’O o%al contains o

edi or|a| changes
U e —

oftéhe present
roposal has bee ritten to clari
ha the rescission r[JerloH runs from the
atest of three events—t etransacHon
or othe troecurrenee vrn? rrste 0t
right.of rescission, d e the
required notices, and delivery of the
materral drsclosures The relscrssron
notice aterra disc osures need
no}\ﬁ tt esam
|ste material disc osures
n]ust e |venw enever, nevent takes
Pace gr”se tor e rrg
??rs lon, The disclosurgs must contain
su |cretnt mformatrctm S0 etts t0 meet the
content requirements, for those
(Ehsctlosureg set fotrth n %2266 Theth
oard contemplates that a copy of the
Inifja drsct sLPre statementhO YJ
suffrce for this req urrremen
otnote 28, which lists tIhe material
drsc 0Sures orP drooses of this section,
has heen modrf 0 Include
membership fees or other fees for
artrchatr n |R an open-end cre |t plan.
eference tot emu}]mugt gerdo
ayment disclosure ? een deleted.in
cordance with Its eetron as an Initial
Isclosure. Other non- mancec a Ig
such as d?cumentatlon ees a
Wment ees are not included as
terial disclosures.

The secon nd t]rrd sentences
aragra |c correspon

arafra hL 'of the prior. prop osatl
E gt%gth rufe on thee |rat|on of the
to rescission when t ere uired

%trces ordrsclosures are not delivered.
proposal provided that the

r|19 texPrres three g/ears from the earher

the triggering evént or upon the “date
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of the tranefer of the pr e%rt ” With g

Effects of rescission. Thelpresent must return all monies including
%e]rrd fot a

dosal Is div (P f% r||relto t}q{ecear graphs  down Yments prepayments

tter
menters a?lﬁe t eBoar to returnto  to address t applicat on fees, an pard to third
t e current re% atory Ianguage to rescission when an indjvidual parties. This rule reflects existing staff
assure that the rignt of rescisSion would  transagtion is rescrnged Inconfrastto  Interpretation.
not expire merely because some keortron when the plan, the added security The Board would point out that these

of the consumer’s Ieeal or e%urta
Interest was transterre resent rescinde

mteregt (?Pthe Cr?dlt [imit INCrease is property exchange provisions do not
roposal reflects this ¢ 6}? he Board  Indiyi
Eeaﬁlr s the erese i Sté\

The effect of rescinding an - Seem’relevant to'those situations ot
ual transac}ron on an oper-end  nyolving transactjons—that is, when

osition that re t plan, as set forth in paragraph
o olintar gnd i r”%tafg oo et ILAPA AN
transfers, |ncI ne foreclosyre sales, ose -end. credit transaction; tnat IS, oF incréased to.secure an existin
tecgpinate the HOAT 1 53 e security nterest s Void and Oty e i1 plen
belneadujg ”a§ Aragrar (%69{9(1) nas geemrctoraso %t?gtsuhneeraer)tre%n reeproperty the consumer rescinds under gne of
clarify that tra sact?onrs)rn Pch more basrcaqureturne toFtJ 0sItions these provisions, paragraph (d)(2

ihan (e consumer's pwnership Interest  occnied pror 1o the trarsaction. When  Specifies the effécts ofth regussmn As
5 a TSk may be Fescino i %y%ny one 4 CONSUMEr Tescings  {ransaction Under with the rescission of a transaction, any

amounts related to the event rescinded
ol | Qe IR S AL
e e erolposal returns to the cur (e cregrt extension mc%drn ang example, if a consumer resinds the Jﬂaﬂ
egulatory requir ent that the creqjtor owme )fment payments made, and when it is opened, the creditor would b
IVe two Copies of t erescrssr n notice. aeg ? orcredr{ reegrtfees These oblnlled torturn any membership or
ome commenters requested this re not listed in the present agsp cation fee paid; a consumer who

osa? e Board Intends to cinds an increase In the credit limit
cor oratet m in t econhmentary would be refunded an?{ fee imposed for
1) sets ue a new_credit report. These examples

C ?e (I;e 50 that the co sumere would P ;
Information. The proposal also cIarrfres mechaﬂrsrﬁ fort exch%

alle 10 use one CPI‘P to notl
credltor and retain the other OI’

e of roperty. were included in the regulation in the
that two copies ot the notice must be The present rproposa su ?qtute the %/ proposal but haveeen deleted as
erven to eal consum(er entitled to term “tende offer,” thus returning Eta;rna Proprrate regulatory material;
escind. Also, a new disclosure to th statutor}/ Ianguage ecause tne the oard Intends, ho ever t0
requrrement th eexprr tion date Wror ?may not be Synonymous under mcor”poratet em into th (e commentary
rescission perjod, has been adde as state law A sentence has been added to the
paragraph b h). This aragraeh has also been revised paragrae to emphasize the fact that a

T e present roPosaf also drﬁfers from to clarify that the consumer’s option o constimer’s obligation to pay for an

Maly erog e}owrnget enotle tender at the location. qf the pr ert 0[ m?wrdual advance or urchase IS not

erte 0 be separate from th materra at the consumer’s residence art) f nly affected by the fact thajt the consumer

disclosyres oy com ined with them, to the ten er of goods and materials. A~ rescinds underthrs aragraph,

ever] ere the creditor uses %n initial tengero money must pe ma e at the contrast with the efPect frescmdrng an

disc osure Statement to furnish the creditor’s Iace business (for
Lnaterra isclosures. This oeron IS example, ymar ingac eck to the mdlv!adrlfs&el |tnratnsrfelg“OanrtyT ?.tdstt’oentv 0ILrjrld
ased In part on the fact that t creditor). Oy party credit situations, the creditor
eropose formet re urremeltts frfr open- _The para raeh usgs the term must de[ ay performance until the
nd credit d|SC osures are X|b Ca gnaar ?{I eSCI‘IbIng the t|me rescission penod has ex |red Of course,
enoug or g creditor to ce ine eerrods withih which the creditor must — even as to three-party tr%nsactron no
d|SC suresin a anner that |S Wrn a mone or RFO et‘t and add|t|0na| Secun?y interest WOUld
cons Icuous to, t econsumer reflect the termnatio the securr attach.
eendrx Fincludes model rescission mterest an subsequent take bac )
e By gl by be ), S
Delay ofcred,itors performance. onsumer | rescin.
The firstsentence is susttantwe Mtsrpretation of inis provision. srgnrfrrlcantlytp mhe ?Of the May draft
unchan ed from the a%gro nos Commenters re ue%)tedt at the Board ~ and the pravisions of the existing
rerm s commenters re concerned allow creditors to q#tr I8 0 sets BSCrow regulatron With regar ard fo the natlre of
at a card |ssurng creditor mlr%] ?reements an ersrm he emergency giving rise to a wilver,
unwitti nﬂl Vo Ehtee ctgts sector If a third ehternatrve me)t s of c(e yrng wjth  The constimer feed only determine that
er

|I|t|

elr res onsr His Section.  the exte{r 1on ofcreijrt is needed to meet

art rin

E led eof%he need for deIa and oweve oar erevest at, In a bona fide personal financia

erovrde mat rials or services ot e VIEW 0 the actss ecificit re%ar ing emergency. This standard essentrallg
nsumeﬁ wrt In the resciss on erlo he credrtorsobllr eero mirrors that in section 125(d) of the act.

This mig toceur, for ex mp nen the rnatives wou \napdpJgerrate The Board belreves that the current

consym rm esa urcha owt e aRX commenteﬁs also dddressed the gu latory implementation of that

merchant’s foor Imit, 50 t att e.card ru t requires the creditor to return tatutory provision may be

|ssuer IS not contact d fer authorization. Xmoney rpr Pertg/ grven by thﬁ unnecessarrly narrow and solicits
Presemg osa relieves the sumere e (€ given to third comment on this revisjon. Whretthe
red to bltrt In ehrs situation, so Bartres Int eBoar sJu ment requirements for a waiver would
on ast e cre dit rta es no securrt¥ ecause section 125(b2 e act eased, this provision continues to
erest In the we me as aresult orany requires that creditors return an%/ money  prohibit the use of preprinted forms for
ts |ncurred y the Tonsumer during or ro erty Iven as earnest mo e¥ Phrs urpose, in graer to prevent any
|s period. ayment, or otherwise, Creditors abuse of the' wmiver rule.
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Section 226.16— Advertising.

Thrs sectron corresponds to grovrsrog
o the present regi ulation an

of the roposal regardin

tghe adlvertrsement 0f 0 %n end gre It. J

ules re% drdrn advertl senaents for

osede credit arﬁ foun

In accord e th present sta
Posrtron and in li to tt]e statutor

?] (?\%I’JSI%?BO I'OVIVSVI%%F BOlnt oi et

nlike the
res of Requl agp les to creditors
angd non-creditors ali

alActuallyaval ble
2hZ ga corresp n stot§236 10@ }
oHosa and provides
advertrseme t for open-end credit shall
state onlr those ter s that the creditor
Is actual reBare to offer,
Commene g%este retamrn the
“will arrange” language of the cUrrent
2 a %) In"grder to permit
credrtors tP vertise terms for
coming loan proqrams or specific
cre It of errn S, as ong}as the terms will
be_generall varﬁ 0 consumers.
e9enea orbrtron %arnst
inaccurate ormrseadrn’%la ertisin |n
ﬁara raﬁ a)(2) of the proposal
as been del ed fro thra Proposal as
unnecessara/ dt H at state
statutes provide ciuate rotectron for
consume S. Comrﬂen ers eéﬁ)resse
serro sconcernt at Introduging such
a d, arguab Erecrse standard
dresultr extensive, costly

| gron
Advertisement of terms that
U|re dltlonaldls losu P Se?
§nzo ) coffesponds 1 YRl 30
ro 0sal. It set forth he S0
ca ed d r "terms.which, w en
Include an advertisement for
consumer credit %rve rise to the
requirement ﬁht ertain additional
disclosures also be included inthe
advertisement. While this arat[rraﬁh is
amost |dent|caJ substantively to t
a%/ nﬁm osal, In response. t0
commenters’ Su gestrons it has been
restructured to parallel more closel the
organrzatron In the May roRosaI of the
cosed—end credit advertisi sectron1
an 'eec°5‘tr8th”etthss%“agt§tmrt Bl
L 3 F ed, the Board believes tﬂat |ts
retention 15 Pro er and nece?]sary
licit

IS ase eret t where
?22 l)ierms ma ﬁ |mo
rro(rnlglons \éer)tlﬁem nﬁ e advertising
; hewanotharae“
E ) list afjaldd1 lonal re urre rep
|sclosures Such Tees re becomrng
Increasingly more popul ?r In open-en
credrtglan consequently, the Board
Believés that such mfor ation Is an
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portant sho mg consrderaﬁron when
s ectrn an o eltén r&
ﬁ” ent is exp ressl solicite af to
W eﬁ er npazents re comJnon
r]voved In the u gfo en? cre t
R |t|steBﬁar elie thatsc IS
ot the cas att resent trmea
therefore the Board sees no nee to
Include If as a trregr?er term

FrPoseso g 5advertrsrng.

0pose g ra tfrre
here trrd er sinv

|sclosure IS reﬂ gng erio |§
rate that cou e rﬁ) \e xpressed as
acorres onding annua gercentage rate.
In.response to omment the.Boar
Yrrshes to cIarr%that In its view, this
nquage contemplates djsclosure of fust
ecor es onding annua [ﬁ)eﬁcentag
rate. In the Boar i pinion, however
this provision would not preclude an’
advertrser from also stating the periodic

The Board wishes to point out that an
advertrsement must state a credit term

(aposrtv llrm er in or erto trlegge

dro Lsc osures orexmn
annual membersh |(§1 fee” would not
trigger the required advertising
disclosures.

o) o the

(C Catalog and multi
advernseme ra raff (
proposa ea]s Wit %and
mutr eagvertrseme ts

C%E)eo and% 2262?0](%30 thteh eexrs%tng

rase “credit.term” has been
de%terp ??rggna sukfsectérlog Tgé]’? P the
% othe terms

(?nts §aren

tarne

ropose aragra (M is the same
as the Ma¥ Itincorporates
gortrons 0 re ent Boe%rd Inter ret tron

26.1002 Board’s opini
mclusron of the %1 000 Ot?atron In the

roposal is unnecessar
P Brrementt att(h a%le or schedule
mclude drsclosures or the more

common Igher-priced property or
Services o/ftsered n?cgr Ft)Jra es? Pery
conoﬁpt in exrstrn? 26.1002 that tables
or so edules prov de re resentaérve
crl)sncsf) eurresnneocreesosver aﬁ ggntrar to
fhe sim ffu atlo ﬁ the nrolusrﬁn of
ngua e apout t %ta ?orsc
method of computin the

ropri grscf sures fo a%ountJ In
QE e s thoSe d?sclosed {n the tabie or
|gectron 226.10(d) of the May proposal,

sl

rding oral discl osures |n
cosed ehd grt ngto anevv § 226,29

thart Commenters claimed that
including the oral disclosure provisions
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in the advertrsrng section is confusing
srn e oral disclosures are not included
|é1 t e advertisement definition In

Subpart C—Closed-End Credit

Suppart C includes all provisions .
reIatrn% S ecrfrcal(! y 1o cl o)ed end credr{
transactions. In.additio

H numaoer o

B ubstantive I‘EVIiIOI’]S the suop }’t as
or ease
of reference an ection

?en substantially restructured
a?greater cIarrtﬁ

of { 0S

con&arnedaﬁ rufes reé’ dl ngeosed -end
?re it disclosures, h en divid mtg
our separafe sections, 88 226.17 thr J‘l{’
22 620 Section 226.21, refating to cre
ba %nces IS New an |m Iem nts

01 the act, Sec |ons 27 éan
226.24 reflect %26 1% ﬁ26 13"an
226.14, respectively, of the May
proposal.

e concept of alternate shopﬁ]rn
grsclosures which rert)resented emost
ramatreorgposa In eMaydra has
been_deleted from this p osa The
rovrsro ontar %r 6112 of the
arrer ratwud er Itfed
credrtors to ma ee vertrsrng type

disclosures as an ate natlve to
grovr |n|g regH]ar tran(?actrona
Isclosures. The Board received
P roxrmateg QhO comments on this
P vision, and the rfat majority,
gctrn% vrrtuall al dments of thg
?3 in (ftr[y nsumer groups, an
ederal and state agencies, we %
negative, The comments as a whole
reflected a belief that the proposal was
unnecessar P () the extent that It
was used at aJl, would Jesulé In further
customer con usron creditor
expense. Inview of these commentts the
Board IS eIrmrnatrng the ooncep} 0
a ternate shoRé) g disclosures from the
requlation, The Board remains
co mttted to enhan?m% the Bredrt
shopping function of t g
encouraging early drsclosure f credit
terms. owever the oard beheves that
this commitment can e carried out by
several Iess ramatic means whrch are
ref ected.in t enew ﬂ]roposat mon%
the revisions which should encoura?
earlg disclosure are the more flexinfe
regarding the timing of disclosures
and the'use of estimates.

Section 226.17— General disclosure
requirements.

Sectron 226.17 sets forth the %eneral
disclosure requirements previo
contarned |51 05251261 {ﬁ mrarht of
|
cp ?etroh/ gt aterial w |cH e Board
believes IS unnecessary h egeneral
rules regarding the timing, form and
basis of disclosures are contained in
paragraphs (a), (b), and (c) of the
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ection, which correspond to hich are excludable from the finance  obligation between the parties, and
§226.11(0)(1.226.11pc)(3)[ and \Ahar eundE %226 18g Any ogthese specgr?rcally solicits com?nent on this
6.11§d , respectively, of the earlier discl osur%s acti Bea with the perr

proposal. seqregated di os res, together or graf)h o)( rlrs virtually identical
&a Time ofdisclosures, The reV OnS separ te on Ot er OCU entS or tO §22 E )n M y |'0p053|

in tHis paragraph, formerl §22611(*c)(|) combined with the disclosure of the ?xce pt tha eword clear\{ IS ?leleted

oftheMa;fEJroPosa? are primari| amount financed explanation. The first ~ from rﬁaragr%) Srncea disclosures

edjtorial. The f ade clearl

rst sentence continues to  footnote fo paragraph specificall must be
urrent s Fatorgb ermrtsftheﬁ)nc?tsron 0 %htl)ﬁepa értror%(lj gtoanns aIrCr ous Sth%rr getrthon of the
requirement that disclosures be ems of Information with the segregate

rovided before consummation of t h r}rsc losures: an acknow‘ emeﬂtr% unnecessary AS un e current

b ansaction. However, & not?]d in th receipt, the consumer's name, and the ~ regulation ﬁstrmates must be desrlgnated

Iscussion 0 §226.2 ahove, t consumer’s account ‘number. Other than as such in't eseﬂ{erg%;ep anlasatrgrstuo? the

retlect the current requ

aefinition consummatron as been these three specific items of information, ~ HOWever, no fur
squtan a? revised Con%ummatron the se re atp federal drsclosures Dasls Lort gesfrmates mla% be inc uHe
eatwhrcht e consumer  requirgd r 18 may not Include wrth ose disclosures, although suc |
fomes contr ctuall |§1 le on the ang other In ormatron anatjon may a Bearhas da IItlona
ob J1gaa, as term ne appr able aragfraph (b)), regardrng use of the 1N rmatrorh rmttet Isclosures.
Paﬁrnento non efundable  terms inance harge” and “annual araglap g%gﬂ |r|tngafcemgtpn
o0 o tme Isclgsures, contains onl

fee 06s Not serve to ercentaer MR ubstantra similar tﬁCtorS 1
trrgﬁer consummation, contrar ﬁ to the 0.8 220. 323

he M n r 05&} S usltrgn?twec ange. Paragraph
lon taken.in the Ma wrt minor editoria revrso s 10 reflect
Eré culzre(r]r;t] sta?frnterpret tP ? h %gr%setrr]tggrssmade oy several éﬁ)f%jgﬁnow ?SEt“t'ﬁ% tCEea%/Irtr?erntt ates
ulati
a(iraph b f I’merl deS|gnat9d as (C) Bagis qfdisclosures and rgt e?){ Vg{]hl(?n |a5 noattarbusmess
§A§228 %E n 2261%‘28 {n the et Section 226. 178;2 base o ha of hollday” Thrsc o has
; rnaned b 2.1(d) of the Mey dret i designed  pel2%, 0 in response {0 a number of
i r?t” epar“a”?a“r?r@”r‘f?‘été?ﬁs”tﬁ?a“d o oVt gpidance ORIy comments pond g Ut tat man
re ur)r/ementg i g draft and e ned ) creditors’ using

essary Information may not be 0 not coincide
cHion 198 of the act at, asageneral  known with )altny certainiy at t etrm% V%” e{egelé% 2262 %/theﬁrlonegssa ag
tho

sef
rae all of the disclosures re ur?edb disclosures are’made. [fiis paragra
527618 (Content of dlsclosures mus)t be  reflects a number of editori Ichgané)es fhose daye.on Which e eTEt 15 open
grou&ed or};et er and se regate from as well as several substantive revisions. normaPHusrnes unctronsty

er information not di ectly related  The most im ortanthch ; |1§ hig definition, whic corncrdes an] that

to the disclosures, The term “difectl containe ragra
rel aterij as used In this standarée 4 Fara%raPI 1S Fsjrmrr%tr Pot %ﬁQE'Q&?O'H.C E%H(?t%‘}gn%fé?‘ﬁ'emem

roposal
construied very narrowly in order 0 n requiring that disc| paures ref refg e the ¢ gd”"f t0 defi ne its business 3ay

carry out the congressignal purpose in est information availaple at t etrme of
reg fring segrea (tlro ofTruPhr Lendrng disclosure, But the |scﬁ)sures mustnow  “Baraqr ﬁ(3 J aar%trlr?e certain
T DT O R
even Pformatr nwhrch e// ides ?urther reflects the cBrrent re%u?atorj osition .méﬂr S‘d rt%vcr 'SH SeV\{ rlecsu rsei nnocte of the
ela Pratron of requrre lpsures, that qrsclosures should be based on the  paragraph. Tt e| troductor ?an ua e
would not be drrecty re ate tot actual agre rnent between the [)tres Ras eeﬁ revised. and the defin
drsc osures and could not norma even though that agreement m }/ contained n 5226 11d5 4) # the May
gear with them. This would inc P contrary t the terms of the parties’ roposal hav beenr corpo ated into
h information as a description of the  jegall enfﬁrceable oblrga hon For Poo notes to t
ge of security Interest taken Ina example, the B oardsst f as stated Section 121(d) ﬂge ;Pct authorizes
nsaction or the conditions under that Tr

uth in Lending disclosures must Boar r for
whrch :éprepayment penalty wouid be He aseé on avo un([]ar ? e (Wr estab o e a i th

eduction plan or an In ora o rincipal numerrca snctlgsurest oth]e o the
nnual percentage rate a

Sara rap h(rz)l and comganyrng reduction greement re ardﬁes@ o the 3|scussg§ abovegm § 226,4(a & the Board
footnofes con ecra rale fact that those a?reem ? IS, proposing a tolerance 1 |sclosu es
exceptions tot e J equirement of Bepresent the enforceaple obligation of the finance charge. At th|s ime, th
fegr gatron of re |re iSC sures The  between th egartres This inte g %tatron B ard Is not considering similar

St sentence of t e ara raB quires rn]ay not be compatible writh th dst of tcﬁerances or other nu encala
that explanatio nt financed eTruth In Lenddn g Act as amende drsclosures such as the amount
un er §$2/6.18 ealwa sapgear which Is to rovre ust mers withan  financed. in the ahsence ofan evidence

Earate from the segregat accurate |tureo e obligation to Indicating a need for such a tolerance.

closures. The f00tnote permits three (hcht will be Ie all bo(tm]d In How ver the Board solicits comment on

drsclosures required by §226.18 {0 |t|0n ecurrent ﬁ whether such tolerances would be

3%) ar apart from the Segregate Proven difficult in ap |cat|on and priate, as well as on the terms or
closures. These disclosures ar the rerﬁ Tntl comé)hca tes both the vﬂP ﬁ atoferance Is necessary and the

cre |torsrdent|t under 226 f lance and enforcement burdens. In degre{i of tolerance whic (hould be

Cr%rntrurnes ?fnpm e 6|nsr ra%%ed certain
B s sty b

%ht of these considerations t%
charges related to a security interest

| bEPSI’O OS?S to l’% uire tha

lFoar prov
osures
e only on enforceaf u Paragraph()() dealing with demand

obligations, is similar to §'226.11(d)(5) in
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the Mae/ draft, but the Board wrshes to
solicit comment on two issues not
reviously addressed will regnard to this
rovrsron First this ara ra reflects
he conce to enforcea ||t érst e
geat for B oj paragrion jt
Drscvosures o‘r der(h n)d rgb ations
should be based on an alternate
maturlt diate rather than an a}ssumed
matyrit F ear, only In.thase cases
in which the alt rnatem turrt IS
Beflected IH an enforceﬁ ea reement
etween t artg h IS 1S orrtr:ir
Interpr etatro s of the current reg ation.
Presently, an alternate maturit n¥ ate
ma% be inferred from an informa
E Hg gductlona reeemnt or a
imila erstanding between the
parties, and disclosures must he based
on that alternate maturity, Uncler the

e S

demand ob |at|on unIe sthe partlres
have%gree oaleg Yen orceabe
regl}/ ent schedule setting an, alternate
turity date. The Boaﬁds ecif |ca ly
re uest comment on this proposa
he alternate maturrtg/ provrsron of
th|s aragra ralses a second |ssue
which 1s Telated to gcurrent Board
Interpretation, In dition to demand
obli Igatrons which have a concurrent
ate nafe maturit Pr vision, certain
%atrons may call for a conversron to
de andsatfs%terasta %Perro
tnis 0

O&e exa igation is
resse |n curren
Interpretation 3 226. 816 The Board

Pt? ses to elrmrnat]e that oh
nterpretation, w ears to have
very Fhmrted) P br??p In the Board’s
vrew the fact t at the demand feature is
not Jmmedratelg avallable to the
Crgnlsta)crroOes pom gr\nent tnserS ere
emand Qr ations an %l t?] oar
Rro 05es to eaf them as such under the

proposal. Thus, the¥ would be
subject to the general rule in paragraph
{ g;) and drsclos es for these

ct| e based upon any
en orceab e aternate stated maturity.
However, the Foard specrfrcallg solrfrts
comment on aternatrve w vr)/ dealin
wrth theseo |%at|ons as well as on
terr reva enc e

ased on

2261 (?f oft eMa rop osal but

as bee st ntra e |se New

paragraph (6 Incorp orates in Its

ntrr te Irst entence% paragnrgp
6 of the May draft. The's f%

entence of tha ear ler H)osa

een deleted. The Boar Ieves that

the separate financing of a

down eﬁ/ment In a credit saae

transaction may be disclosed as two
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transactions pursuant to the general rule
in that paragraph and that a specific rule
for such transactions is unnecessary.
The purpose of paragraph (c)(6)(i) is to
prevent creditors from artificially
separating what is essentially one
transaction into two or, on the other
hand, consolidating two separate
transactions into a single one, in order
to distort and obscure the credit terms to
which the consumer is agreeing. The
Board is aware that the issue addressed
by this rule has been the subject of
numerous guestions and several judicial
decisions. In the Board's view, however,
precise rules for determining what
constitutes a single transaction are
neither desirable nor possible,
particularly in view of the enormous
variety in credit transactions. Creditors
should retain some flexibility in
structuring transactions in order to meet
the needs of their customers as well as
their own operational requirements.
Paragraph (c)(6)(|) is intended to reflect

ar rah i), relating t
multrﬁ% a%lvanceg heran %reement
fo exte Bd cr%drtuoto eh amount
IS base 226.11(m e May draft.
It woul reverset ep sition taken n
at ra alr)r In the current regulation
permitting acre itor
|therto re taloft ea ?nces as a
srn\o e transaction or to disclose each
dvance as a separate transaction. The
Board belleves t” oth approaches can
provide meanrn% ISC os res to
consumers Hatman atrng one
method or the other IS unnecessary. If
these transactrgns are treated as one
transaction and the trmrnegdor amount of

ad anges IS unknown Itors must
ma closures g on estimates, as
provrde m proposed § 226.17(c)(2).

Paragraph (c)(6)(iii) provides a
similarly flexible rule for disclosure of
construction loans that may be
permanently financed. These
transactions have two distinct phases,
similar to two separate transactions.
The construction period usually involves
several disbursements of funds at times
and in amounts that are unknown at the
beginning of that period and the
consumer generally pays only accrued
interest until construction is completed.
Unless the obligation is paid at that
time, the loan then converts to
permanent financing in which the loan
amount is amortized just as ina
standard mortgage transaction. This
special rule would permit the creditor to
give either one combined disclosure for
both the construction financing and the
permanent financing, or a separate set
of disclosures for the two phases. It
would be available whether the

Federal Register / Vol. 45, No. 236 / Friday, December 5, 1980 / Proposed Rules

consumer was mrtra}l% obIJ ated to
ccept construction ancr only or
oth constr ctron and ermanent
mancrn Itecons er |s obl |cgate
on hoih phases and the creditor chooses
to give two sets of disclosures, bat ets

st be given to t econsumer,nrb y,
ecause both transactions would be
consummated at that time.

menters re%uested that the

su sta ce 0 Iroresen
Interpretation § 226 EilS be incorporated
|nto erevrsje regu atroE because It
H aétce 0n making
Isclosur s and calculations for
uItrPIe advance construction loans.
That Interpretation has been revised
and now a'p pears as Appendix D to this
proPosed egulation. Its use IS limited to

tiple- advance loans for construction
of a dwelling.

Multiple cred|tors m Iti

oS T) IS garza rfasD ot
nd (2) of the

proposaﬁg(t ﬁmrnat S { egengral
statements thatacre itor must provide
drsclosures to aconsumer The Board
believes that thi 5 material |s
unnecessar has revised the
garagrag daddress onl muItrpIe
onstmer and multiple-creditor
transactr%s wher specrfrc guidance
ma1ty still be needed.

he firs sentence has been redrafted
to reflect the Board’s conriern hat a
consumer recel ea omplete document
Incor ratm?a ecre It terms that
must be disclosed attra[rsactron
In a fransaction mvolvmp mu trﬁl
%redrtors creditors should retain some
lexibility in the way in which that set of
drsclosures Is provided. For example,
the creditors may agree to designate one
credrtorto assume. that redsgonsrb ity or

the creditor oin In designing a
sin Te set ots dn sc¥ojsures gning

e change in the aracgra h is not
intended to absolve nP/ re itor in such
transactrons from lia tg or farIure t0
make disclosures. R%gar ess of the
arrﬁng r(qents m% etween creditors,
each Creditor in t etransactron IS

L e
ect to &)(’ Yorvro?atrons 4
owever (?wer |ons a(re I|ker to
A
de mrtron % “creditor” wrlfsubstantrally
reduce the n mberOftransact,oBs In
which more than one party will
Co%hlg %rggnadcsrgﬁltteonrce in paragraph (q)
|
carries ?orward the posrtrorr)r talgenprn Sﬂe
cyrrent regulation and In the Maz draft,
which require the creditor to make
disclosures to a consumer who s
primarily Tiable on the transaction.
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Q ffectofsubsequente The list ofreq |re inform tron in Thedlsclosures requrred bZ this
gra1p (Mgl relating fo cha es that  parag ra gﬁ een reduced to sectl gma e on X

occu after the deli ery f isclosures, ore closel statgtory |cabe meanin thaﬁ n%/ disclosure
remains su stantra ysrgw ?r to Its Provrsron ction 28c and to parallel no relevant to a particu ar ransactlon
counter art |nt e May draft with only a  the revise advertrsrn rovisions. The ~ may be ellmlnfited entirel

minor e |tor| revis) references to dow ayments and total ~ example, In a [oan transa tron the
Para ra ?2 gr(ti Iﬁ{e]trses n|f|cant|y a meBts ave Hpeen e?rmslnated {1 credrtor may delete any disclosure of

Ht coun ay raft. h ounts, and ti mgo the total sale price. Si |I[al even In a
ert IS ara raph credrt sn not P menft credit sale requiring disclostre of the
Erow e ne sc osures when the hymso e

een replace
reviously disclose credrt terms are at %s reeu?yégen? thIsR fe?x |gégt ?orthf E?teansoar re ']1 e h)ara%? ncgj
endered Tnaccura more ful yrnt

te before terra accompanying  downpa m nt where rio downpa ment
consummatlloF nthe Board’s view, this Pro posed § 226 Q slow. T ng ying pay pay

IS Involved.

revision wi eIé) effectuate the credit- agon need be given only as Where the a‘nounts of several

ear f d)s%res tTeearcet rFe)rrr?emnt)trjh] ? £’ I t ted out th nérmaenceltcagsg osaunres o SdTl TR
ome commenters pointed out the » uage woyld also

curre ” ulation thatc d|tor Fovice difficuly faceq by cred t gt)lnet eterms

tors when cred] Eermrt creditors to
new 'SC sures when atermc nges insyrance Is written in connec on wit 0 on? as It is done In_a clear aq
pefore consummation may have mail and phane orders, srncet May consplcuipus manne, For example, if in

djscourage Itors from making any roposal would have required the articular transaction the amount

hsort t0 |scfose untrlﬁ ornt ofg PR %nce daut orlzatronq[ ear with hance tI]uaIs tge t?tal of pa ments

consitmmahon As Inthe ¢ rrent t eot er disc osures Smce e?ocatmn P gcre It0 mag Isclose “af

requiatio cre ditors ma ateS |rementh or the insurance mang dftotal fg ments,” tO ether

as rovi ed ara ra ISC osures have been revised to perm|t with escnptrve n ualge foll owe ya
e <o S Sl

Isclosures, a creditor could mail an Isclosu
avalla ﬁe ShOUg revent cre '%fs frominsyrance authorization to the consumer an% separate space Is provided for each

makrnggsclosur s 50 earl g ﬁ%e The and then prepare the other disclosures amount, hoth disclosures must be

reasopianle accuracy Is Im to reflect Whether or not the completed, even though the same
Board sohcrts comrﬂent on whether this  aythorization |s com e]ed bM the amant IS entered g I\S/F

\g\% E)osaﬂ\rvou dptﬁ‘mlt an¥ dUS%S consumer. Discl osrnd) e insirance cost Paragraph ( Zoft e May draft has

et ¢ ? aith’ stanaar on a unit-cost basis further simplifies the  been déleted and he substance of that
g E,Ur'c're” ?39 “55 disclosures. grovrsron Incorporated as footnotes in
ﬂea gng ([ rega Ham qges 0 Serigt ot stz detay i 226.18. The footnote to the .
g‘rmﬁar i 226 11 Hone Mlg ,Sdosures Introd uct%ry portlon 0 th? section
simylar 10 3 2oL 2(() | e that prrevmus §226 11?19%%9 raft. restatest ¢ special ru es or interim
her ol substance oFthJ he reyisions i, the first paragrap

do not a

are tudent Qans {)revrous
T tion 25 ’“(5383) of the May draft

o

gnmanl editorial. Lan aqe as

een FG dl g The
ddﬁdt Clhnfthsplatth dela Pr_ovrsron |nc es

otnote also
Ition oP

Interim student

es to t osures pertaining to ave not prevjously been
iR b T L o e L T
3 [osures } ;% roposal hasbeen déleted in specr ically_solicits comment on this
Ma,,m ephons orders-_detay i g tof't ereV'? standard for what inition. Sectl ns 220. 11@ 17)(in) and
.Sc.osu . rovrsron ousfy nstituses a refinancing under i) are no re lected as footnotes to
Ezze Q J;a 226.20(a). If the conditions [isted in the  Pafagraphs (¢) and ( respectrvey
eens revrse nce some R h)traf eenaOtre htantpr(h Bargrreaasesolt;]refzezrencehgg eeon the 1

commenter questloned the meanrn% tran action
as

aternat|vel drsclosures for thg current  prov de with Its own caption, briefl
BSES?Qaa%%'AC"a o “?tae ?ace fo  salewould hegrven before Identitying t ecredrt termp addressedy in
Ceo leect telephones |Q|ta consummationof that sale. that p araﬁra’n/|
T IS C[]an €1 me t to C ar at the Section 226.18— Content of disclosures Int aﬁ draft f|Ve Of the
rovision sava a e when ¢ tor : ?osures require b he section must
Be letters to, so crt requests orcre Section 226.18 sets forth the urther e nro aine econsumer In
The solicrtation referretl to In th disclosures require |nacose -end amanner sr iar t%the escriptive
section 15 that done by the cr drtor |tse|f tragsactron %ug it |s sed ﬁlosely phrases shown In the re uathn
r soyeone acting on'the cregnors (b draft, It has Although the new gro 0sal ¢ anges the
eha heen the sd Je tofan mber of editorial  language “accompanied by” to “and,”

W commenters HeStfgrhdhOW and several substantive revrsrons the Board wishes to.emphasize that this
theJ ed |n ormatr n e made The introductory par r%rzw deletes change is merely editorfal.. Creditors
avar( d atondaoes not the second sentence rom the May draft, — may Not se araet erequrrﬁd term and

ecry owt at 1s to be dong, s|nce qurrng cre |tors ornc lude a brief |ts escri R rase. In.such.a manner
t aéls am tter 0 be determrned the entr Ication and t eamant each as to ons uret elr relationship to each
cre |t0 ere erence to th (Pu sc osure where a J) Icab ese
en ra e n chan; e t urrements are a eadal man at ?Credlt r. This paragraph i
oav0| ermé ICatior Biat te  bofh the ﬁubsta tive rovisions o rf unchanged from § 2 611(tJ P ofthe May
Rorm tion must he m a eto Eara raB and the eera clear a draft. Use of the cred|torsname would,
e world at large In order for the §oznzs |1c7(8)us requr ement proposed In In the Board’s view, be sufficient to

provision to apply. comply with this requirement, but the
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creditor ma at |tso tion jnclude an been deleted, because Pre aid fmance to pUb|IC off|C|aIs forflllng or reIeasrng a
ad ess or telephon number charg e Is now defined In §226.2 ofthe  sec ”W ferest. gred ors need not Iist
A ounthinanced. areﬁraé) % lH’I’% P ?al for ease of reference. eac dIVI ual o |cra or a%enc
I\Qa)(] ratt, re ard fhe amo efinitio teprea receiving these amounts, but ma
mance a een IVI |nto m nce charge,an |ts ole in calculation  consolidate them under a single heading
ara raP ts |Q ¢) of the current t eamoun financed remain such as “government officials™ or
0 reate zg g ange “government agencies.
arg re U|res IS Iosure of the Explanation of amountfinanced. 10 assist cre tors |n mplyi g
amouynt f |n ce] an states t emethod a%%rtagrag tr]equrresa ritten thrs rovrsron % f h (YX

of calicu lating t a ?]u t while new e amount ma ced, at n X G amo e orm or

aragra k ¢} sets forth t {U es CUSt % %re?uest and reflects’ e Ianatmn of the amount financed.

e a d| g the explanation of the amount 1b I) g th Ma}/ raft. The Rlethe Board believes that creditors
oarF s'that the term 3 a}mount

: S ven a considera
Rgfi LT i e Ll

t rou ropos osal. No substantive chan eis

the te and tﬁec culation. mTJHBe p ! as er%t %attete r§ ut%tlornor/% neeﬁe?tsaer end
f]tef% are un& 5 rovrston curren ro osal differs BPd e to credrtors and to orevent
uesn%t? r&é@a% t?ohhe trs on the Lh?tt%a”e%'s FtPst“t carle it Bpnegzsary canuson o columers
q % y e rewrrtten 0 permr creg Therefore, the Board proposes to apply

It IS 0
Anu erofcommenters uestroned grovrde writte Vem%lanatlono the 3%%%2%?oerﬁtfs'%ﬁg'95"3:5@%3&%%‘&'82

the Boar suse of the term “principa mount financed without a re uest rom

mount of the loan” as the startln?ppornt the customer. Only If the creditor does tlt;errrrT]qurtrebtetrtTt]eJtcuaglelgloe)r(%sussh\t/)\e/vn In the
or amount fin nced caIcuIatron% n'loan ?t rovide an ex Iangtron as amatter  gyamp e any amoufits included in the
transactions. They po Jt 0 out t of course must the creditor give the tanald finahce char es’]] t?not
“ncr ¢ linance charges i tomer a statement of the customer’s — Paf lected in amounts
sl é)reco gute mterest whrch rgt I to receive such exPIana lon, This is artres A credit report }ee is otlten paid

added t0 the face amount of the nificant departure from t eMa
obligation. Since such amounts_normall ﬂ ich re(iluned that the cr 0 third parties and in a nonrealty
gf g Q y |n A tﬂe cust mer-in rit ? h transac on I3 part of the fQ inance char%

not be considered rep |f'[ IS amount
15 paid at consummatio
thus m not be cusﬁomers Il é'[O recelve tﬁg of the nsactlorP it consitutes a

ﬁ:n Sccteeﬁhféroﬁsﬁn a amo ntuncser anagop zértthe customer’s J h
repajd finance ¢ retﬁat ust he
meaneceu ?nttlﬁrs |tnaet Cearﬁttsitﬁiyyah”c‘tﬂﬁé% reﬁ)ur%s]g“onorenr%r%vr o'QP ts%new the gf}icr%l?r% In t |’to[)ta ?? Snco(t)sré%eucrtegrm
h a 0 5.8

ortron 0 cec arge. Paragra islative history of t eact indicates
F 1) has been re ralfted {0 tariy i t Copgress |0n en ea e |tors fohave  paracraph own under

C
0 urpost%s ca cu tlﬂ%lt e amount e|t EI’ alt rnltthve avalla etot emin Secong, t(he mod)el form does not

inanced. the loan grrﬁa{p cannot compa/ I % b}
IINENGES, MEoan, o 200 ang () require the amounts to be shown in any
c;%e secand portion 0 éara raEh of the Ma e ﬁ ]lgz(ng { etpmrh mathematrcal order or progression. In
| thrs Isclosure, have

b)(1 relatln R0 cregit sajes as also nd location o oard’s view, the categories re urred
Be)e(n revised Th eregerence to 3 adedn e dak ed. These ques Hons are now E}/fﬁehact do nat, wrttltout ﬁ addlrt
has been deleted as unnecessary, since  addressed in'§ 226.17°of the new urtner cater%torles end themse|ves to
downpayment is now defined in g Posal As in the Ma draft, the an arrangement in a mat ematlrca
§226.2 to'include the value of any trade-  explanation must appe rse arateI prO?ressron In mogt cases. In the interest
in. rom the remainder of the d sco es, ot simplification, the Board does not
P aragra h(b refle ts in an ut it myst now be provr ded at e same HG“?VG that the inclusion of further
bhrev 9 ubstance of fime as t eother isclosures. Isclosures or instructions, |n order to
3 26 m ofe the May draft, It hrr d, the Tist 0 |tems th tmust be] arrange theﬁ ms In an arith meth
re 8rsP otho?e chargesw ch drsclosed as arto the ex anatron as  Mmanner wou ea(Ppro nate T |rd as
u er the curr nt re uat|on would be  been red de etion of t ecas noted above, { gB ard has create
aract nze ot erc ar s " under nce cas ayment an tra e-in. categor of third party fees which nee
se wo hile these amo sma be of some not IEecrflcalliy 1déntified beyond
norma mr,q ean ees th are not  assistance mrPOh amathemattcal ayment to public otficials™ or 5|m||ar
art pf the mancec arge tot e extent Fro ression for t lan tron] their | ngua e Th |s cat%g er ref ecte on
at e customer decides, to finance the the'model form and’thé Board solicits

Itatute

g‘ﬁ \% '[Ing comrnents on an OthE[‘ categorles
i ort

ncl sron IS notma
em rather than p |h gfa ‘
onsummatlono t]etransact on. As aport on § 726 1} wh IC may be approp r|ate
May draft, makes cle |tor The.Board also Wlts es to raw

efore, this paragra d not
encompass gn gh Pesw ich are art must identify thrrd persons re%ervm%e atentron to. § G(4) of A

ying them seParately ragrap
of the finance eharge nor ma“m ude  amounts ont econsumers which provides a'sp ecr deﬁ %rm for
or

any amountsare accounte secon sentence tat ara ra transa tions su echt tote ea sate
ungerpara 2 Erovr €52 ecra eP tecase ttementProc ures A %
aragra r? the amounts forwarde opu |cot|cra|s éact reqS Ires cre |tfrs oprovrdea
de uct on o reé) nance orgovernmenteﬁ ?enmes % good faith estimate of closing costs
ch arges from the ntﬁnanced The  amounts typically Tnclude such items as_ Which Is in many respects similar to the
%are th etlc mate notary fees fees Pard to a department of  amount financed explanation required
226.11(f) )|)(C) of the May drafthas  motor vehicles for licenses and fees paid by paragraph (c). The legislative history
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of he Trutp in Lendmg revisions
|cates & at Congyress intended to
ow creditors subject to RESPA to
om met ese two e urremen]s and
provides a sBpec al model form for

ﬁ]uripose The Board s(?rcrts
com tonits ut|I|ty and particularl
e%omes sug est* its on wda}/s to rTl)
eb r]m mor to cr 0[5 subject
to both acts. The Board also so |crts
fomment on whether the RESPA gq
alt estrma es ahme ma Be suff crent
without further ¢ hether

an e
cre %ors %u gect f0 F?ESPAS ouf
there Pre xempt from paragraph (c)

en Je

ma C€ char ar raph

esg sto%Z

ng requires |sc

Ina}ncec arge. However un |ke |ts

eardercountr art, it no longer requires

Le itors 10 Us é precise descriptive

p Qse containe mt at paragra

ercentage rate.

11{7@ its count%rp(art in t e May

Pro nosa aragraph does not
equire creditors o uset & exact
crrptrve rase contamed in the

the term,

EVI%/IOH Ittt)| esctrr 1|_ :
artaple rale
co espands to § 226. 11§19§2 g{ tﬁe ay
P% and regurres Isclosur
arlable_ rate VISIﬂn Ina Cl’e I'[
transactrda toug the earlier ra
eliminated the current requirement for
sclosurehof hg/pothetrcal Increases in
the rate, the Board now proposes. to
remstate that re urreme t for residential
I’ROqu % tt;a Sa tIO s, For two reasons,
0ard evest af information
re ardm thee ect of an Increase in
a S'[ rate, at east ont e ayment
e may e warranted ese
transa(itmns \:rrst these fl’ nsactrons
nﬁnca ?VO Ve unusdu
% ount monex thus re resent
emo(ftlmporta t credit transaction
entered Into by a consumer. Secon
variable rate provisions are becommg
Increasin Iy common in such
transactions. Therefore, the Board
P 0POses 10 retl]mre creditors In
eSId(EPtIa mortgage transactlons
Provr e Consumers with ane
he payment terms which cou sut
a.n Increase under a varrab e rate
prowsmn
No specific numerical basis for the
hypothetical is required, unlike the |A of
1% basis required by the present
regulation. In view of the enormous
variety in variable rate provisions, the
Board does not believe that any specific
requirement in the regulation will
necessarily reflect the best example for
a particular creditor’s plan. Therefore,
the Board proposes to allow creditors to
design the hypothetical disclosures,
based on the terms of the individual

plan. Comment is solicited on this
matter.

This proposal eliminates two
footnotes to the variable rate disclosure
requirement, which are contained in the
May proposal. These footnotes relate to
the types of rate increase subject to the
disclosure requirement and the types of
limitation on increases not intended to
be subject to this provision. In the
Board's view, the material contained in
those footnotes is merely intended to
elaborate on the regulatory language
and is more appropriate for the
commentary. As stated in those
footnotes, the limitations referred to in
paragraph (f)(2) do not include any
limits imposed by law, such as state or
federal statutes or regulations, nor does
paragrah (f) apply to increases resulting
from delinquency (including late
payment), default, assumption or
transfer of the collateral.

This paragraph is also intended to
address the substance of FC-0172, a
recent official staff interpretation
regarding renegotiable rate mortgages.
That interpretation, effective September

0, permits creditors to disclose
such transactions as either variable rate
transactions or ballon payment
mortgages, since they share the
characteristics of both of those types of
transactions. As emphasized in that
interpretation, this alternative treatment
is intended to be a temporary measure
until the question can be resolved under
the revised regulation. The Board now
proposes to treat these mortgages as
variable rate transactions subject tg the
disclosure requirements of § F ,in
the belief that they more closely
resemble true variable rate transactions.
Thus, as of March 31, 1982, when the
interpretation expires, the disclosures
required by this paragraph, as ultimately
adopted by the Board, must be made in
conjunction with these transactions.

(@ Payment schedule. This paragraph,
which requrres disclosure of the

aér hedule is unchanged from
8 20. ll . its counterpart in the May-
proposal, but the Board wishes to
address several issues raised by the
comments on this provision.

First, as indicated in the May
proposal, “timing” has the same
meaning as the language “due dates or
periods” used in the current regulation.
As in the May draft, the requirement in
the current regulation for labelling an
unusually large payment as a “balloon
payment” has been eliminated.

Second, a humber of comments on the
footnote to this paragraph reflected
some misunderstanding of the
application of the footnote. As an
alternative to showing each payment,
the footnote allows an abbreviated

80681

disclosure of payment schedules
involving varying payment amounts. If
the amount of one payment in a group of
payments is not more than five percent
greater than the smallest payment in
that series, the creditor may disclose the
largest payment, together with the
number of payments at that amount,
labelling the disclosure as an estimate.
This provision may be used for any
series of payments within the payment
schedule, even where the entire
payment schedule contains a variation
of more than five percent from the
highest to the lowest payment. For
example, where the first payment is 12
percent larger than the last payment, the
creditor may divide the total payment
schedule into three series and base its
payment disclosure on the largest
payment amount in each of those three
series. In addition, the payment
schedule variations need not be based
on any particular progression. While the
example used contemplates a consistent
progression from a high first payment to
a low final payment, this special
provision may be used for different
types of variations, including recurring
increases and decreases.

The five percent tolerance used in the
footnote appears to be adequate to
encompass the most common variable
payment transaction, based on the
information currently available.
However, the Board would consider a
slightly larger tolerance if further
comments indicate that a small increase
in this standard would enable many
more transactions to take advantage of
this rule. Specific comment regarding
ﬂ"ns |ssue is soljcited,

h ahnumber of comnaenters asked
whether the payment schedule migh
mclude mo n S becyond the am?unt

?P finance charge. Official
sta mter retatron FC-01 ?ermrts
certain msurance premlums 0 be
Inc I]J ed In the payment F}chedule
disclosure, even t ou?h the premiums
are not part ferther he amount

financed or the Imance char%e In the

transaction. Rea estate escrow

amounts, such as taxes added. to the

Pa ment in mort age transactrons )

epresent anoth e f e of ¢h ar e which

|s not art of the am unt fman ed or the

mfance ch arge he Boar Pt‘O 0Ses to
erine the ayments referred fo In

ara% ) as those which reflect

he am unt financed and finance

fl?g for the transaction, which \(/You |d
exc e those escrow amounts an
BhQrges of the type described in FC-

Fourth, several ¢ mmenters inquired
about the continue ||cabrlrt¥ of
official staff mterpret tion FC-0123
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under the lproposed requlatron That The tt{ e of demand feature trigering Para ra k2)2(6) corre%po
Interpretation makes clear that prepaid  the disclosures required 5 é enera (gl an of the May
finance charges, such as interim inferest paragrap IS |nt dtorc eonI roposa an applies 10 s ernterest
collected at Consummation of éh hosé demand eature contemplate by %bl Z%atro Parfa%raph K)(2) reflects
transaction, are not considere the [pqartres as part of t ea%reda ent. Fo g r?g e May draft and
”ments with mthe eanrn%of example, this rovrshon would not apply  coverst ctions iny Ivrng
p tr% 8 %an should not to transactron which convert to a precom ute Frnance charge Thee
ayment schedule. That ~ demand staé? iaresult of the W0 g raP s, like 8§ 226. (I ‘6 ) and
mtergr tatronrmams valid, but the customer’s default 83 the present requlation, are
oar ?es not be #eve any revision to Board Interpretation § 226.815 |nten odrstmgursh two separate
the ? 'ﬁtron Itself 1s ne ssary. to provrdesas cial I’tllle ordrf]closureo types of 11 ﬁns ctions accordin tote
specrf cally incorporate that osrtron he paymen Fc edule_and other terms in ture 0 J Inance ¢ argesr posed.
Fifth anumber of com enters adem nd o] gatron This interpretation  The.Board recognizes that this
re uested carrfrcatrono he status of Ipot be Incorpo aep into the r. e b sed drstrnctron has been th source of
dInterepretatron §r 8 under the  regulation. Deman rqatronswrl e cont usron compounded by t efact that
ro osed regulation hatrnterpretatron su heCt to the sam %drsc osure asn%etransa tion ma ctual
er Its creditors to make% reo‘ Irements as other trans ct|ons Include both types of charges.
g [evrate rpaP/ e]nt schedule p]c udrnnq requrhemepts fﬂ ?Iosure of ecurrent (p? s]al represents an
Isclosure where the application of a empny ent'sc e Tnus, | effort to provide further quidance on the
rate to a decli mrnp balance creates artd loan calls for periodic mterest distinctions between these types of
rregular p gmen amounts. That ?ﬁ/ments the number, amounts and transactions, Paraﬁraph K)(I) defines
Interpretation would be eliminated but mg of hosetpagments m tbe simple mterest obllgations very
m nytransactrons currentlytakmg Isclosed unde raorah In the narrowly to include ona/those
advantage of 1t will be able'to use the Board’s view, since other demand loan transac 10ns |n which the Interest
specral Ie rovided In the footnote to drsclosures nthe absence of an calculation takes account of each
paragrap as an alternatjve. alternat 5 maturity) are based on an reduction in prrncrpal Para%raph BZ)
taj otpaymen This ariarfrgraph assumed one-year maturr t Bayment encompasses an?/ Inance charges which
mng |sc osure ofthe tot scheduedrsc osure shoul onot mee eq(t{urementso
pgmensc ains on subgtantrve nd based onthes meéerm lowever, 5 In that sense is a
wo editorial changes from § 226.L1(f)(7)  comment Is solicited on tnis 1ssue. uc morer usive category. The
8 aty r osal. First, creditors may A mo feI clause for dis Iosur% of Board rec%gnlzes that ?uc an apIpro]ach
ase the tota payment on the exact emand eature 1 rovr ed 1n § G(/) of maY exclu efrpm the first p ﬁ ga
ayment schedule, even t oug X A(pnpen Ix G. The ?ar S0, ICI] certain types of charges, suc
fl 'f the |ve ercent toer ncer ments on anyaternatrve angua? mortgage insurance premiums, whrch
Isclosing the payment schedule tatmrparﬁbe rovrde? for this mode ma ecalculatedo the basis of a

the revisions to~~ de ¥|n|ng prrncr al balance hut do not
taﬁe Ito accoynt each principal

Second, the suggested dgscrrptrve partrcu
uction. In t eBOﬁrdsvrew while

e e W
& g g qq Totalsalepric Surele g Phl ?

used In'the phrase. ch requrresdrsco the tota ternative approa s may also ave

Third, a footnote mcorporates the rice macredrtsaetransactron s merit, a preclse and eas rf) led rule
substance of§226111?} ?prl) of the subs antral srmrlarto§ 2611“% IS necsar% to a(JIevrate onfysion
gAaLy raft, gfe ﬁnrttm editors toomit t eMa osa T ere erenc regar mgit ese disclosures. The Board
s|osure the total ents In own t|nte esc Iptive specifically solicits comment on this
single-payment transactr n angu accompanyrngt tterm a Ioroac
except Would not apply toa promp ed many qugstions from n addition to the change described
transaction cal |n fora singl a ment commenters rePardmIg the continued above, paragraph (kt has been revised in
Bt; prrnrgrcrtsag co]meber;ed with er avara ||t¥ of Inter etatron §226504,  several other res ects. Paragraph (k

fi

eferred ownpagn?ents now F)tates ‘wh er rnot enat

) pemand feature. TS loara raph 1{sdls%ussed In § 262 a new el |n(|)t|tn ma?/a eim rat ert n “Ifa

whrch requires special disclosures for own ¥ment as been ad erm 0sed

demand obligations, amends the requlation to address these questions. substr ution of “whether rnot”for “If’
(ft (T; ? eof %26 11 ﬁ8 ) of the M ince all the disclosures required by more accur h yre lects the statutory
raft from “o (Tratron S pay abeo §22I %F ed be made only “as %n? the anrd recoonrzes
emand t?]‘ Igation h asa demand 3 cable, credrtors may revise the t lan ua e Interpreted as
eature IS cganpe IS intended to e(ir nptlve an uagfe for |s paragraph reu}urfrno egatl sc sureW ere no
arrfz that the glisc osure requrrements toe inate any reference toa alty 1s jmpose T e change In tense

aragraph would app

downpayment,in transactrons calhnﬁ |s esrgnedt alleviate the concerns
expresse

ansa trong wﬂrch are noFt)pZ able on Bor no downg ayment, For example, t comment s regardrngthe
é escrrptrve

emand at the time of ¢ nsummafuon lanation may state “t use of the aphrase “will ermpose

ut convert éoa emand status after a tota prlce of your purchase on credit.” Many credit contracts call for the

stated period. The transaction described ) Prepayment. ThiS paragraph |mﬂos|t|on of prepayment penalties_only
in Board InterpretaHon §226.816 Is an requrres F hat the consumer e told If t J is paid off within a certain
exam le of one suc transactron As w ether or not enat will be eriod after consummation or un er
discu sed In 8§ (ﬁ? Imposed or a re tglrven in the eYent of other special circumstances a [h
transactions a re é ﬁ payment of the oBligation in full commenters were concernged that'an
|nter retatron wouI econsr ered as béen substantiall revrsed from both  ab so e statement re ardl |mpo Ition

mand o |at|ons subject to 11(f)(L0) of the roposal and wou e misleading, Even heret
paragrap g " §226.8(tg%f2he current}re%ulgtron contract places con%rtrons on the
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imposition of such a penalty, this
paragraph requires only a simple
statement of wherether or not a penalty
may be imposed.

The word “penalty,” as used in
paragraph (k)(I), encompasses only
those charges which are assessed
strictly because of the prepayment in
full of the obligation, as an addition to
all other amounts. Charges assessed or
contemplated at the outset of the
transaction, such as points in &
mortgage loan, would not be considered
a penalty for purposes of this paragraph.

Paragraph (K)(2) eliminates any
reference to “precomputed finance
charges," which has been the source of
some confusion, but, in a substantially
revised form, continues to require the
same information currently required.
The focus of the disclosure has been
shifted, however, from whether the
consumer may receive a rebate to
whether the consumer may be excused
from paying the entire finance charge if
the obligation is prepaid in full.
Comment is solicited on this proposal.

Paragraph (K) has also been revised
by the addition of the phrase “whether
voluntarily or not" in response to
guestions regarding the type of
prepayment subject to this provision.
Although acceleration is no longer
specifically addressed in the paragraph,
the language used is designed to
encompass prepayments resulting from
acceleratron as well as other events.

Latepagment This aragraph

whr h requires |sclosure of | ate
ent gets IS ynchanged fr?
a}y 0sa
eBoar es toa ress several

sues rarse

IS provision.

First, as noted in the May proposal,
this disclosure relates only to charges
imposed before maturity; unlike the
current regulation, it requires no
disclosure of default charges. If the
creditor considers the loan as in default,
any charges assessed as a result would
not be disclosed under this paragraph.
The only charge that must be disclosed
under paragraph (1) is an additional
charge incurred solely by reason of a
late payment. Previous staff opinion
letters such as official staff
interpretation FC-0054, relating to the
proper disclosure of default charges, will
not be incorporated into the new
regulation since the questions they
address will no longer arise.

Second, the continued accrual of
simple interest at the contract rate
between the payment due date and the
actual payment date does not constitute
a late payment charge, as that termis
used in this paragraph. The additional

y the comments regarding
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mterest assessed for this errod IS not

disclosable under this p a%rag
Sec rit |nteres ragraph
requiring disc osureo asecurrty
from

Int resth een revised

3%2611( of the ag/ draftbt
eeftron escon ntence reatrnq
tR ter-acquired property, D CIOSL\_Il‘eO
t provision s ot Mantated

‘ ean the Boar belrevest atr
|m|nfat|on IS In accord with the goas of
simpli

cadon
fnote eMaY I0 OSﬁI this
drscoere has been sighificant
re by statute fro |ts cou ter
in the current re tro
? onger requrr ISC osure tpe
0T Sec rrtz Interest tal;en n%d |t| n
the creditor need not urt er describe
Pro ertz/i owhgcn th esecurrty
Inte es a(s esr tegro ert
E rc ase be It Serves as
ollateral for eo gatron The Federal
stermat a accompan mgte
ro osa |m|ted pe t of the
ara only t cre It sa
ran ons Un er the new p rogosal
however, any transaction in which the
credit |sbe| used to urchasete
i
more)ab[)revrated ropert yr entrfrcatron
disclosure required for those t Peso
transactions, en(n/ ent e opligatl
sa)lees not meet the definition o acre
In non Purchgse money transactions,
erty subject to the securit
mte es mus be |dent|f|edtéy ‘Ite or
gy isclosure would be satistied
enera |sclosure of the category
Eerta/ ?]u ect toteiecurrt .
re sc ouse old 900 s." At
tecred orsogtron however, a more
Bgecr%e/ IJ egtrfr tion of the goods may
e question of what co strtutef
securrt mterest that must e disclosed
un ler g ragraph s addressed In the
emrtron asec rity interest in § 226.2
0

roposal. As noted Jn tha
drscus ion, the fﬂnrtro ucth

narriJwer thant at use |nt e current
requlation. It excludes manz incidental
property interests, such as an interest in
Insurance pg oceeds, unearned Insurance
Premrum re tates accessions an

mprovements

N Insura ce char Th|3 ara ra h
re neg F Jo mat
ou me reaitors WIS

to exclude credrt I| an E propert
msuranceg rqrums from the rn nce
charge grevrsron 1o this

para rap |st su strtutrTn of the w%rd
‘Items™ for. the word “disclosure,” wit
no chan?e m meanm mte de

s noted In cu
§226.17(b)(1), t |$s drsc osure is one of
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three§226 8 terms \ghrch ma P
apart rom the other disclosures. t
ﬁc osure is ma es(ﬂ) rate rom the
other transactional dis¢ osures It may
t’éf %r wrtn any oth er information,
includi ea ount finance
Explana |on % hnformat on prescribed
setaltae aw or other supplementary
everaI commenters asked. that the
goar authorize as part of this
Isclosure t e st tement that Insurance
coverage | on an acceptance of
the Instire X g Insurance rrre
This statement 15 not requrre
regulatron and, In the Board’s vi w |ts
n lusio woudbe contrary. to the goals
0f s hcatron If the creditor wishes
to m étatement It must. be
treated as a

?rtrona]1 mformatrog and
8?40 ar apart from the segregate
closures.
Exclu able ch
ra h, 22611@34&5 |nt eMa
t”%rt erse ires adt'e“' ith a"sfe%”rtt'”
iated wi url
mtergest |? the creditor wishes to elxclude
those cha\ %es from fhe fmance charge.
This disclosyre s identical to |t?
counterpart in the May proposal and,
like para rarfhs a and n) above, s one
oftnree Isclosures. which ¥a ear
at t §cre ditor’ gtron apart ro
other §226.18 disclosures,
Co tract reference
Ea 9 urrrngareference to the
ontrac ocu ents, for certain
additiona mformatron has been revrsed
from§226 11(7)(15) of the Ma Pro osal
b}l] the additio ofasecon sénte
| mendment permits the credi tor to
include In the sta ementareference to
contract In ormatrog regar mn
securrt¥ Interest and the creditor’s
g ||ch/l gar m assumption of the
bli Po e these Items aJebnot
art of the in Prmatron r]equrre
128(a)(L?) of the act, the Board
eIreves that their mclusron ‘may be
useful to consumers %nd soligits
comment regar %t IS provision.
omme isalso s Irc(tied onw eth%r
eree ences should co trnﬁr 10
att e cre |tors option or shou

" eergggrgtolrsyo SO|ICI}S comment on Z[J

het{r [)the a(m ua eo paragraph
e used precisely'In complyi
wrtht ereﬂulat on or whether creditors
ma atert IS statement t0 Pﬂrovr e
further In ormatron Fo exa

several creditors asked wheth era
reference to the specific contract
document, chh as romrssorcyq t% or
“retail Installment contract,” could be
substituted for the more %eneral phrase
“contract document.” The Board'is also
consjdering whether the statement
required by this paragraph may he
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divided and its component parts placed
with the particular disclosures to which
they relate. For example, the statement
“see your contract for further
information regardingjprepayment”
could accompany the disclosure made
under paragraph (k) if this approach
were adopted. Comment is specifically
solicited on this aspect of paragraph (p).
(q) Assumption policy. This
paragraph, which requires creditors in
residential mortgage transactions to
state their assumption policy, is based
on § 226.11(f)(16) of the May proposal. It
has been amended to emphasize that an
absolute statement of assumability is
not required. Many creditors expressed
concern that the May proposal would
commit them to permitting assumptions,
when their assumption policy was based
on a variety of circumstances which
could not be foreseen at the time the
disclosure is made. The language of this
proposal requires only that the
consumer be told whether or not a
subsequent purchaser “may be
permitted” to assume the obligation on
its original terms. A footnote has been
added to this paragraph to clarify the
meaning of the phrase “original terms.”

Section 226.19— Certain residential
mortgage transactions.

This section, which implements
§ 128(b)(2) of the act, was previously
reflected in § 226.11(g) of the May draft.
It requires early disclosure of credit
terms in residential mortgage
transactions that are subject to the
requirements of the Real Estate
Settlement Procedures Act (RESPA).
Truth in Lending disclosures must be
given either within three business days
after the creditor’s receipt of a written
application from the consumer or before
consummation, whichever is earlier. The
three-day requirement coincides with
the time period within which creditors
subject to RESPA must provide a good
faith estimate of settlement costs.

While paragraph (a) is unchanged
from § 226.11(g)(1) of the May proposal,
many commenters requested that
“application” be more precisely defined.
In light of congressional intent that
RESPA and Truth in Lending disclosures
be coordinated, the Board proposes to
use the same definition of “application”
as is used in RESPA. That act provides
that disclosures must be given for each
"written application on an application
form or forms normally used by the
lender.” If a lender does not use written
applications, disclosures must be given
within three days after any information
about an applicant is committed to
writing. Comments were received
suggesting several different definitions
of “application,” and the Board solicits

comment on its choice of the RESPA
definition.

Several commenters asked that
regardless of how “application” is
defined, the regulation exempt from the
disclosure requirements any
applications that are rejected by a
creditor within three days. In the
Board’'s view, Truth in Lending
disclosures are not necessary where the
creditor knows within that period that
no transaction will occur and the Board
proposes to exempt creditors from
making disclosures in such cases.
Comment is solicited on this issue.

The change from the May draft's
definition of “business day” should
alleviate some of the problems raised by
creditors with regard to making
disclosures under this paragraph. The
new definition includes only days on
which a creditor’s offices are open to the
public for carrying on substantially all
business functions and creditors may
measure the three business day period
according to their own business
practices.

The tolerance governing whether new
disclosures must be made at a later
time, which is contained in paragraph
(b), has been revised from its
counterpart in § 226.11(g)(2) of the May
draft to reflect the new proposed
tolerance in § 226.22. The general
tolerance continues to be Vs of 1
percentage point above or below the
annual percentage rate originally
disclosed, but irregular transactions will
now be measured against a new
tolerance of V of 1 percentage point.
This wider tolerance would be available
for any transaction involving multiple
advances, irregular payments or
irregular periods.

Paragraph (b) has been significantly
amended to require redisclosure only of
changed terms, rather than a complete
set of new disclosures, in the event that
the annual percentage rate is
determined to be beyond the tolerance.
Many commenters suggested this
alteration to alleviate the burden of
redisclosure. They expressed concern
that redisclosure would normally be
required because the annual percentage
rate between the time of application and
the time of consummation would usually
vary by more than Vs of 1 percentage
point. Comment is requested on how
frequently the problem of redisclosure
would arise, particularly in light of the
increased tolerance, and on whether
redisclosure of only changed terms
would alleviate this problem.

Section 226.19 has been changed from
§ 226.11(g) of the May draft to require
that redisclosure be made not later than
consummation, instead of not later than
consummation or settlement.
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Commenters were confused as to
whether these terms were intended to
signify one event or two different events
since consummation and settlement do
not occur at the same time in some
jurisdictions. In addition, the term
“settlement” could refer to any one of a
number of events occurring during the
settlement process. In the Board’s view,
limiting redisclosure to
“consummation,” which is a defined
term, will help to simplify and add
certainty to the regulation. This
approach may also best effectuate the
congressional intent to coordinate Truth
in Lending and RESPA disclosures.

Several commenters asked that the
Board clarify the relationship between
the good faith estimates of settlement
costs required under RESPA and the
explanation of the amount financed
required under Truth in Lending. The
legislative history indicates that
Congress envisioned a combined
disclosure which could satisfy the
requirements of both statutes and a
model form for that purpose has been
provided in §G(4) of Appendix G.

The Board recognizes that a variety of
special types of mortgage transactions
have become increasingly common in
the housing finance industry and are not
specifically addressed in the regulation.
These include so-called “wrap-around
mortgages” such as that addressed in
official staff interpretation FC-0146,
mortgages with demand features similar
to those discussed in Board
Interpretation § 226.816, and “shared-
equity” or “shared appreciation”
mortgages. This last type of transaction
may involve numerous variations in
individual plans, but is characterized by
two types of charges. First, it bears a
fixed rate of interest set below the
prevailing market rate. In addition, the
loan is subject to “contingent” interest,
based on a specified percentage of the
borrower’s equity in the mortgaged
property. This portion of the charge is
payable at the earlier of payment in full
of the obligation, or the sale or transfer
of the property. For example, the
monthly amortization payments on the
obligation may be based on a fixed
interest rate of 9%; on the subsequent
sale of the property, the borrower is also
obligated to pay the creditor an amount
equal to 40% of the net appreciated
value of the property. Several of these
plans have been subject to regulation by
the Federal Home Loan Bank Board. The
Board solicits comment on whether
these transactions warrant specific
treatment in Regulation Z. Comment is
particularly welcome on the special
disclosure problems, if any, posed by
such transactions and on whether their
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coverage by other regulations should
affect the application of Regulation Z to
them.

Section 226.20— Subsequent disclosure
requirements.

(a) Refinancings. This paragraph
substantially alters the concept of
refinancing, as that term is defined in
§ 226.11(i) of the May proposal and
§ 226.8(j) of the current regulation. The
two latter provisions generally define a
change in the original terms as a
refinancing, subject to a variety of
exceptions and special rules. Under the
new proposal, a refinancing which
requires new Truth in Lending
disclosures occurs only when an
existing obligation is satisfied and
replaced by a new obligation.

The focus of Truth in Lending
disclosures, at least with respect to
closed-end credit transactions, is on
providing consumers with information
about credit terms before they enter into
a transaction. The act itself does not
address events occurring after
consummation; the concept of
refinancing, as well as other post-
consummation events such as an
assumption, was added to the regulation
by the Board. The Board’s primary
concern in creating this concept was to
address the practice of “flipping,” in
which a loan involving precomputed
finance charges is prepaid and replaced
with a new obligation. Depending on the
rebate method used in calculating
unearned finance charges on the
existing obligation, this practice may
permit lenders to obtain a higher yield
on the loan than they would have
obtained had the loan been paid off
according to its original terms. While the
refinancing provision does not prohibit
this practice, it may provide consumers
with useful information regarding its
effect on the cost of credit.

The standard used in the current
regulation to define a refinancing
requiring new disclosures has been very
difficult to apply, as evidenced by the
many letters, interpretations and special
rules which have evolved from this
provision. Particularly in view of the
fact that this concept is purely a
creature of the regulation, the Board
believes that the current revision of the
regulation presents a unique opportunity
to thoroughly reexamine this approach
and explore alternatives.

While the May proposal differed
somewhat from the current regulation, it
retained the present approach of
treating any change in terms as a
refinancing, subject to a number of
exceptions listed in 8§ 226.11(i) (2), (3)
and (4) of that proposal.' Many
commenters criticized this approach as

unnecessarily broad and suggested that
the Board define refinancings in a
manner similar to the way in which that
term is used in the credit industry, to
refer only to the extinguishing of a debt
and its substitution with a new
obligation.

For three reasons, the Board now
proposes to adopt this substantially
altered definition of refinancing. First,
the Board believes that this definition
most closely resembles the types of
transactions intended to be covered by
the original refinancing concept. Second,
the proposal focuses specifically on
those changes that are most analogous
to new credit transactions and thus
represent true credit-shopping events.
Third, the proposal may provide a
simpler and more precise standard for
determining when a refinancing
requiring a new disclosure occurs.

The Board recognizes that this
standard may substantially alter the
distinctions drawn in the current
regulation and related interpretations
between refinancings and changes not
requiring new disclosures. The Board
solicits comment on this proposal and
particularly on how it would affect those
changes in terms that were specifically
exempted from the refinancing
definition in the May proposal. These
changes include deferrals of payments,
reduction of the annual percentage rate,
court-approved agreements, renewals of
single-payment obligations and changes
made as a result of default.

(b] Assumptions. This provision has
been revised from § 226.11(j) of the May
draft to clarify when new disclosures
must be given to an assuming party.
First, the provision applies only to
residential mortgage transactions, which
represent the type of transaction in
which assumptions are most common
and most important.

Second, the provision has been
revised to require new disclosures only
where the agreement to accept a new
obligor is in writing. This is the standard
used under the present regulation for
determining whether disclosure
responsibilities arise. Comment was
solicited in May about whether the
writing requirement should be retained
or eliminated and the commenters
overwhelmingly favored its retention.

Finally, the word “expressly” has
been added to the first sentence to
stress that the creditor has disclosure
responsibilities only when it has
specifically agreed to accept another
person as an obligor.

Mere approval of creditworthiness or
notification of a change in records
would not constitute an assumption. The
retention of the original consumer as an
obligor on the transaction, however,

80685

1980 / Proposed Rules

does not prevent the change from
constituting an assumption for purposes
of the regulation.

Some commenters expressed concern
about use of the term “subsequent
consumer,” particularly since it might
include guarantors added after
consummation of a transaction. The
provision has been revised so that only
those parties who become primary
obligors will receive new disclosures.

The Board wishes to emphasize two
additional points regarding the scope of
paragraph (b). First, it applies only to
consumer credit obligations that are
assumed by another consumer. It does
not address whether a consumer taking
over the obligation of a corporation, for
example, is entitled to Truth in Lending
disclosures. Second, it applies only
when the terms of the existing obligation
are unchanged (except for the
imposition of an assumption fee). If the
interest rate on an obligation is
increased when a new party is accepted
on a mortgage loan, this would not be
considered an assumption governed by
this provision, but rather would be
considered a different transaction
altogether, to be measured against the
general standard of coverage of
Regulation Z.

The provision continues to require
that assumption disclosures be based on
the remaining obligation, which may
include items such as payment
arrearages, late payment charges and
collection costs. If these items are part
of the obligation undertaken by the
subsequent customer and are not
prepaid, they should be reflected in the
new amount financed.

Some commenters on the May
proposal requested further guidance on
the content of assumption disclosures
and suggested that the substance of
present Board Interpretation § 226.807
be incorporated. Simple interest
transactions do not appear to require
special rules in the new regulation, but
the Board solicits comment on whether
it is necessary to provide special rules
for other types of transactions.
Comment is requested on what specific
problems would be faced in making new
disclosures on all obligations, how
frequently the problems would arise,
and how those problems should be
handled in the final regulation.

Section 226.21— Treatment ofcredit
balances.

This provision is new and establishes
requirements for the treatment of credit
balances. It implements § 165 of the act,
the scope of which has been broadened
to apply to any type of credit account,
not merely open-end accounts.
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The act provides that a credit balance
in excess of $1 created by (1) transmittal
of funds in excess of the total balance
due on the account, (2) rebates of
unearned finance charges or insurance
premiums, or (3) amounts otherwise
owed to or held for the benefit of an
obligor must be either credited to the
consumer’s account or refunded upon
the consumer’s request. With respect to
closed-end credit, the Board believes
these requirements will be applicable to
such situations as the debtor paying off
a loan by transmitting funds in excess of
the total balance due on the account,
and the early payoff of a loan entitling
the debtor to a rebate of title insurance
premiums and finance charges. In the
Board's view, the statutory language
regarding ‘total balance due” refers to
repayment of the total outstanding
balance. Thus, this provision would be
inapplicable where the customer has
simply paid an amount in excess of the
installment payment due for that period.

The act requires the creditor to make
a good faith effort to refund to the
consumer any part of the credit balance
remaining in the account for more than
six months. When the consumer’s
current location is not known by the
creditor, the statute contemplates that
the minimum tracing requirement will
include use of both the consumer’s last
known address and telephone number.
A creditor is not required to trace the
consumer when the amount of the credit
balance is less than $1. If the consumer
cannot be traced, the Board believes
that the disposition of the money
remaining in the account after six
months is a matter of state law. The fact
that a consumer cannot be traced
through the last known address or
telephone number in no way sanctions
the creditor’s treating the balance as
income or making other disposition of it.

The Board solicits comment on its
implementation of § 165 of the act and
welcomes views on the application of
this section to closed-end credit
transactions.

Section 226.22— Determination of
annualpercentage rate.

This section, formerly § 226.12 of the
May draft, has been significantly
expanded by the incorporation of a
special tolerance for irregular
transactions and the temporary
reinstatement of the special protection
for use of faulty calculation tools. In
addition, several minor editorial
changes, not intended to affect the
substance of the section, have been
made.

Section 107(c) of the act authorizes the
Board to provide a tolerance greater
than \5of 1 percentage point in
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transactions involving irregular
payments. Although the regulation
provides a special rule for payment
irregularities, this rule is limited to
several slight irregularities and has no
application to the majority of complex
transactions. In view of the potential
difficulty of calculating an annual
percentage rate in complex transactions
and congressional recognition of this
fact, the Board believes that a wider
tolerance may be appropriate.
Therefore, § 226.22(a) has been
redrafted to provide a tolerance of Vi of
1 percentage point for irregular
transactions, which the Board proposes
to define as those involving multiple
advances, irregular payments, or
irregular payment periods. The Board
specifically solicits comment on ihe
general issue of a wider tolerance for
these transactions, as well as on the
definition of an irregular transaction, the
amount of the tolerance, and whether
ihe allowable tolerance should vary
with the size of the transaction. At this
time, the Board proposes to retain the
special rule in § 226.17(c)(4) along with
the new tolerance, so that irregular
transactions may utilize either or both of
these provisions, but solicits comment
on this matter as well.

The May draft would have eliminated
the special protection afforded creditors
for errors vresulting from good faith use
of faulty calculation tools, now
contained in § 226.5(c) of the current
regulation. The Board continues to
believe that this regulatory provision
will no longer be appropriate or
necessary, particularly in light of the
expanded defense for such errors in
§ 130, the civil liability provision of the
act. However, several commenters
expressed concern about the availability
of the amended § 130 defense before
April 1, 1982, and requested that a form
of present § 226.5(c) remain in the
regulation until that time. The Board
believes that the continued availability
of the special provision is appropriate
and proposes to reinstate this protection
by the addition of § 226.22(e) to the
draft. As noted in paragraph (f)(2) of the
section, the special rule would be
rescinded as of April 1,1982. The Board
solicits comment on this proposal.

Section 226.23— Right of recession.

(a) Consumer's right to rescind.
Paragraph (a), which implements
§ 125(a) of the act, is based on
§ 226.13(a) of the May proposal. It
provides the right to rescind a
transaction secured by the consumer’s
principal dwelling. As in the May draft,
the right applies to any property,
personal or real, used as the consumer’s
principal dwelling at the time the
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security interest is retained. However,
paragraph (a)(1) differs from the earlier
draft in that the statutory language “is
or will be" has been reincorporated. The
Board believes that this phrase may be
necessary to clarify that security
interests not retained at consummation
of the transaction may still give rise to
the right of rescission. For example,
materialmen’s or mechanic’s liens
arising by operation of law may not
arise until performance has begun. The
right of rescission may still be
applicable in such transactions, even
when the security interest has not yet
been created.

Under paragraph (a)(1), any consumer
whose principal dwelling is subject to a
security interest may rescind. Section
226.2 defines “consumer” to include a
comaker, endorser, guarantor, surety or
similar person who may be obligated to
repay the extension of credit. The Board
believes that this definition
encompasses persons who are not
parties to the credit agreement but who
have signed the security agreement.
Therefore, a joint owner in this situation
must be given the right of rescission, if
the property represents that consumer’s
principal dwelling.

Several commenters requested further
guidance regarding the effect of
materialmen’s liens, as well as other
liens arising by operation of law, on the
right of rescission. In order to give rise
to the right of rescission, the security
interest must be retained “in the credit
transaction.” A materialmen's lien
obtained by a contractor who is not a
party to the credit transaction, but
merely receives the proceeds of the
consumer’s unsecured bank loan, does
not create a rescindable transaction
between the bank and the consumer.
The security interest is in that case not a
term of fhe credit transaction but is
obtained by an unrelated third party
However, a security interest acquired by
a contractor who is the creditor in the
transaction creates a rescindable
transaction, because the security
interest is retained in connection with
the credit extension. The same result
occurs when a materialmen's lien is
retained by a subcontractor of a
creditor-contractor, even when the latter
has waived its rights under the law. In
the Board’s view, the subcontractor is
acting as the agent of the creditor-
contractor in such cases and ihe security
interest therefore forms part of the
credit transaction. This position
incorporates current Board
Interpretation § 226.901.

The footnote to paragraph (a)(1),
dealing with addition of a security
interest to an existing obligation, has
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been expanded in two ways. First, only
the notice required by paragraph [b),
and not new material disclosures, need
be delivered in such cases. Second, the
footnote specifically provides that the
rescission period is triggered by delivery
of the rescission notice.

Paragraph (a)(2) reflects both the
existing regulation and the May draft. It
provides that the consumer’s written
notification that the transaction has
been rescindedns considered given to
the creditor when mailed or filed for
telegraphic transmission. Although
many commenters requested that
notification be considered given upon
receipt by the creditor, the Board
believes that the existing rule best
serves the purposes of this provision.
Many of these comments were prompted
by a misunderstanding of the effect of
this rule. The Board wishes to
emphasize that the 20-day limit on the
obligations in paragraph (d) runs from
receipt of the notice, not the time of
mailing.

Paragraph (a)(3) has been revised to
clarify that the rescission period runs
from the last of three events:
Consummation, delivery of the
rescission notice required by paragraph
(b) of this section, and delivery of the
material disclosures. The rescission
notice and material disclosures need not
be delivered at the same time. The
material disclosures as defined in the
footnote are intended to be exhaustive.
For example, they do not include an
explanation of the amount financed or
information regarding the security
interest. Moreover, for purposes of
rescission, the material disclosures need
not be accompanied by descriptors.

The last portion of paragraph (a)(3)
provides for termination of an unexpired
right of rescission three years from
consummation or upon the transfer of
the property, whichever comes first.
Transfer of the property means any
transfer of the consumer’s entire
interest. Both voluntary and involuntary
transfers, including a foreclosure sale,
terminate the right to rescind.

The rule in § 226.9(f)(1) of the current
regulation has been added as paragraph
(a)(4) to clarify that transactions in
which more than one consumer’s
ownership interest is at risk may be
rescinded by any one of the consumers
involved.

(b) Notice ofright to rescind. This
paragraph has been revised in four
ways. First, the proposal reinstates the
requirement that creditors provide two
copies of the notice. Second, the phrase
“to each consumer entitled to rescind”
has been added to clarify that the
creditor must deliver the copies to all
consumers whose ownership interest in

the dwelling secures the obligation.
Third, a new disclosure requirement, the
date of expiration of the rescission
period, has been added as paragraph
(b)(5). Fourth, creditors must identify the
transaction to which the right applies.
This may be done, for example, by
giving the date of the transaction.

The notice in Appendix G provides a
model for creditors to use in complying
with this requirement, although that
form need not be used. The creditor may
provide a separate form that a consumer
may use to exercise the right of
rescission or that form may be combined
with the other rescission disclosures, as
is done in the Board’'s model form.
Creditors may designate an agent to
receive notice from consumers.

(c) Delay ofcreditor’s performance.
Paragraph (c) restates § 226.9(c) of the
existing regulation and § 226.13(c) of the
May draft, with minor editorial changes.

(d) Effects ofrescission. This
paragraph differs from § 226.13(d) of the
May draft in four respects. First, it has
been divided into subparagraphs in
order to more clearly delineate the
obligations of the creditor and the
consumer. Second, in addition to the
change in format, the statutory word
“tender” has been reinstated in place of
“offer” because the terms may not be
synonymous under state law.

Third, the paragraph has been revised
to clarify that the consumer’s option to
tender at the location of the property or
at the residence, rather than at the
creditor’s place of business, applies only
to the tender of goods and materials. A
tender of money must be made at the
creditor’s place of business.

Fourth, the paragraph uses the term
“calendar days” in describing the time
periods within which the creditor must
return any money or property and
reflect the security interest termination,
and subsequently take back any money
or property tendered by the consumer.
This editorial change reflects the staffs
longstanding interpretation of this
provision.

Many commenters requested that the
Board allow creditors to utilize offsets,
escrow agreements and other similar
alternative methods of complying with
their reponsibilities in a rescinded
transaction. However, the Board
believes that, in view of the act’s
specificity in this regard, it would not be
appropriate or necessary to provide
further elaboration in this area.

Many commenters also addressed the
application of paragraph (d)(2), which
requires that the creditor return any
money or property given by the
consumer as amounts paid to third
parties. In the Board’s judgment,
because section 125(b) of the act
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requires that creditors return any money
or property given as earnest money,
downpayments, or otherwise, creditors
must return all monies including
downpayments, application fees and
fees paid to third parties. This reflects
the position taken in staff
interpretations of the current regulation.

(e) Consumer’s waiver ofright to
rescind. The paragraph differs
significantly from its counterpart in both
the May draft and the existing
regulation with regard to the nature of
the emergency giving rise to a waiver.
The emergency need no longer endanger
persons or property. The consumer need
only determine that the extension of
credit is necessary to meet a bona fide
personal financial emergency. This
standard essentially mirrors that in
section 125(d) of the act. The Board
believes that the current regulatory
implementation of that statutory
provision may be unnecessarily narrow
and solicits comment on this revision.
While the requirements for a waiver
would be eased, this provision continues
to prohibit the use of preprinted forms
for this purpose, in order to prevent any
abuse of the waiver rule.

(f) Exempt transactions. The changes
made in this paragraph are generally
editorial and are not intended to alter
the substance of the May draft.

Paragraph (f)(2) incorporates in a
revised format the current position
taken in Board Interpretation § 226.903
concerning the right of rescission in
refinancings.

Paragraph (f)(4) corresponds to the
proposed § 226.11(d), covering series of
advances and series of single-payment
transactions. Just as new disclosures
need not be made for subsequent
advances, no new rescission rights arise
so long as the appropriate notice was
provided at the outset of the transaction.
Subsequent advances for renewal
premiums addressed in Board
Interpretation § 226.814 would also
come within this exemption.

Paragraph (f)(5) of the May draft,
which concerned subsequent
subordination of a security interest, has
been deleted as unnecessary because
the right of rescission no longer depends
on the priority status of the lien.

Section 226.24—Advertising.

Section 226.24 contains rules for
advertising closed-end consumer credit.
It is based on § 226.14 of the May
proposal but contains several
substantive and editorial revisions.

(a) Actually available terms. This
paragraph corresponds to paragraph
(a)(1) of the May draft and requires that
advertisements state only those terms
that the creditor is actually prepared to
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offer. Several commenters suggested
retaining the “will arrange” language of
the current regulation so that creditors
may also advertise limited or unusual
credit terms. The deletion of such
language is not intended to inhibit the
promotion of new credit programs, but
to prohibit the advertising of terms
which the creditor does not actually
intend to offer. For example, a creditor
may not advertise a very low annual
percentage rate that will not in fact be
available at any time, but may advertise
a rate that will be offered for only a
limited period.

Section 226.14(a)(2) of the May draft,
prohibiting inaccurate or misleading
advertising, has been deleted as
unnecessary. Many commenters
expressed concern about this provision,
which they believe is already
adequately addressed in a variety of
other laws.

(b) Advertisement ofrate offinance
charge. Paragraph (b) requires that
advertised rates be stated in terms of an
annual percentage rate. As in § 226.18(f),
relating to disclosure of a variable rate,
the rate increase disclosure requirement
in this paragraph does not apply to any
rate increase due to delinquency
(including late payment), default,
assumption, or transfer of collateral.

(c) Advertisement of terms that trigger
additional disclosures. Paragraph (c)(1)
sets forth the credit terms which, if used
in an advertisement, require disclosure
of the credit terms listed in paragraph
(c)(2). Several commenters suggested
that the phrase “or otherwise
determinable from” be deleted from
paragraph (c)(1) because they deemed it
too vague a standard for determining
when a trigger term has been stated.
This phrase was included in the May
draft to cover such promotional
statements as “80% financing available”
which is, in fact, indicating that a 20%
downpayment is required. The Board
believes that this phrase should be
retained, to clarify that terms which are
implicit from the advertisement trigger
further disclosures.

The terms “no downpayment is
required" and “no charge for credit”
have been eliminated from the list of
triggering terms in the new draft. These
terms are not mandated by the statute.

The footnote to this paragraph reflects
Board Interpretation § 226.1001, which
deals with the advertisement of credit
terms when all credit sales or loans are
not made on the same basis. The
advertisement of credit terms may be
made by giving one or more examples of
typical extensions of credit and stating
all of the terms applicable to each
example. The examples must be labeled
as such and must reflect representative

credit terms that are made available by
the creditor to present and prospective
customers.

A number of commenters suggested
that paragraph (c)(2)fi), relating to
downpayments, be clarified to indicate
that it is applicable only to credit sale
transaction. Since the term “credit sale"
has now been incorporated into the
definition of downpayment in the new
draft of the regulation, a specific
reference to credit sales appears
unnecessary in this paragraph.

Paragraph (c)(2)(i) has been revised so
that creditors may state either the
amount or percentage of the
downpayment. When a transaction
involves no downpayment, creditors
need not state that fact.

Paragraph (c)(2)(ii) has been revised
to read “terms of repayment,” as
provided in the statute, instead of
“number, amounts and timing of
repayment.” This change is designed to
provide greater flexibility to creditors in
making this disclosure. Repayment
terms may be expressed in a variety of
ways in addition to the exact repayment
schedule. For example, a creditor may
use a unit-cost approach in making the
required disclosure, e.g, “48 monthly
payments of $27.83 per $1,000
borrowed.” As another example, in an
advertisement for credit secured by a
dwelling, when any series of payments
varies because of a graduated payment
feature or because of the inclusion of
mortgage insurance premiums, a creditor
may comply with paragraph (c)(2)(ii) of
this section by stating the number and
timing of payments, the amounts of the
largest and smallest of those payments,
and the fact that other payments will
vary between those amounts. This
example corresponds to § 226.14(d) of
the May draft of the regulation and
reflects Board Interpretation § 226.808 of
the current regulation.

Several commenters argued that
residential mortgage transactions should
be completely exempted from the
advertising restrictions, on the grounds
that the annual percentage rate is
difficult to compute for these
transactions and that other information,
such as simple interest rates, points and
loan fees, is more crucial to consumers
for comparison shopping purposes. In
the Board’s view, the evidence available
does not support an exemption of this
nature but further comment on this
matter is welcome.

(d) Catalogs and multiple-page
advertisements. Paragraph (d)
corresponds to § 226.10(b) of the current
regulation. It incorporates the
requirement in current Board
Interpretation § 226.1002 that the tables
or schedules of terms in catalogs include
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all amounts up to the level of the more
commonly sold higher priced property or
services. In the Board’'s view, the
remaining portion of that interpretation,
regarding the method of computing
disclosures and the $1,000 limit on the
examples, is unnecessary and its
inclusion would be contrary to the
concept of simplification.

It should be noted that the May draft
of § 226.14 included the disclosure
requirements regarding oral responses
to inquiries about the cost of credit.
Since oral responses are advertisements
within the meaning of § 226.2, this
provision has been moved to Subpart E
of the regulation.

Subpart D— Consumer Leasing
Section 226.25— Definitions.

This section incorporates the
definitions in § 226.2 of the May draft
that are applicable solely to leasing.
Terms that may apply to other
provisions of the regulation as well as
Subpart D are still defined in § 226.2.

Arrange for alease. This definition no
longer requires that arranging for a lease
be a transaction that occurs "regularly,”
as the definition of “lessor” makes such
a requirement unnecessary. Otherwise,
this definition is unchanged from the
May draft.

Consumer lease. This definition is
unchanged from the May draft except to
add, for purposes of clarification, that
leases which are defined as “credit
sales” are not within the definition of a
“consumer lease.”

As stated in the commentary to the
May draft, a month-to-month lease, with
no penalty for cancelling before five
months and with an obligation to pay
only the rental and any accrued and
unpaid charges, is not subject to either
the credit or leasing provisions of
Regulation Z. It is not a credit sale
because the consumer does not agree to
pay a sum substantially equivalent to, or
in excess of, the aggregate value of the
property and service involved. It is not a
consumer lease because the original
term does not exceed four months; This
position is consistent with longstanding
Board interpretations and is based on
the statutory definitions of transactions
subject to the Consumer Credit
Protection Act.

May commenters objected on this
position and urged the Board to extend
the coverage of the regulation of these
leases. The commenters pointed out that
customers may, as a result of
unscrupulous business practices, be
misled about the true cost of these
leases and deprived of important
information. While the Board recognizes
and shares these concerns, it continues
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to believe that such leases are beyond
the scope of the act. The act itself does
not appear to provide an approporiate
vehicle for eliminating abuses in this
area and congressional action may be
needed to address these concerns.

A month-to-month lease with a
penalty for cancelling before five
months or with an obligation to pay
more than the total of the rental and
accrued and unpaid charges may be a
consumer lease. However, such a lease
would not be a credit sale, because the
consumer does not agree to pay a sum
substantially equivalent to or in excess
of the aggregate value of the property
and services involved. It should be
noted that requiring notice before
termination is not a penalty for the
purposes of either the “credit sale” or
“consumer lease” definitions.

Lessor. This definition, like the
definition of “creditor,” has been altered
to provide a more reliable guide for
determining who has disclosure
responsibilities. Under the proposed
definition, if a person has extended or
arranged for a lease more than 25 times
in the calendar year preceding the
transaction in question, that person is a
lessor and must make disclosures. The
Board solicits comment on whether the
test is appropriate.

Realized value. This definition is
unchanged from the May draft.

Total lease obligation. This definition
is substantially unchanged from the
definition in the current regulation.
However, the proposed definition
permits noncapitalized sales taxes on
the monthly payments to be included in
the scheduled periodic payments in
calculating the “total lease obligation.”

Value of the property at
consummation. This definition is
unchanged from the May draft.

Section 226.26—Disclosures.

Section 226.26 of the proposal
contains the leasing disclosure
provisions and corresponds to § 226.15
of the May draft and the current
regulation. Although the proposal
retains the organizational framework
that appeared in the May draft, it
substantively changes the content. New
requirements in the May draft that
would have altered leasing forms have
been eliminated, because the Truth in
Lending Simplication and Reform Act
did not amend the consumer leasing
provisions. Although the Board favors a
simplified leasing regulation, it believes
that further modifications should await
Congressional action. Consequently, this
proposal more closely resembles and
clarifies the current regulation. The
proposal has also been redrafted to
mirror certain changes made in the

closed-end credit provisions that do not
require alteration of disclosure forms.

The leasing forms that appear in
current Board Interpretations
§§ 116.1501 and 226.1502 are
incorporated, without change, in
Appendix H of this proposal. The Board
invites lessors to submit their consumer
leasing forms and to suggest
improvements to the forms in
Appendix H.

(@) Time and form ofdisclosures. This
paragraph corresponds to § 226.15(b) of
the May draft. It no longer requires the
disclosures to be grouped together and
segregated from all other disclosures,
because these requirements conflict
with the more permissive requirements
in section 122(b) of the act. Moreover,
the deleted provisions would have
required burdensome lease form
alterations. The proposal, however,
requires the disclosures to be written
clearly and conspicuously, as mandated
by § 182 of the act.

(b) Basis ofdisclosures and use of
estimates. When the lessor lacks the
information needed to make accurate
disclosures, it must make disclosures
based on the best information
reasonably available. For example,
when determining the estimated value of
a leased vehicle at the end of the term,
the lessor may use the “blue book”
value as the best information
reasonably available. In the alternative,
the lessor may rely on its objective
experience with local used motor
vehicle markets and long-term price
trends, if that experience better
approximates the actual value of the
vehicle at the end of the lease term.

Section 226.15(c)(2) in the May draft
permitted a lessor to understate the
estimated value of the leased property,
provided it returned any excess of
realized value over estimated value to
the consumer at the end of the lease
term. This provision has been deleted
because it would have required lessors
to alter their lease forms. The substance
of current §>226.6(f), which provides that
a lessor may understate the estimated
value only in a purchase option lease,
has been reinstated.

(c) Multiple lessors multiple
consumers. This paragraph corresponds
to § 226.15(a) (1) and (2) of the May draft
but eliminates the general statements
that a lessor must provide disclosures to
a consumer. The Board believes that this
material is unnecessary and has revised
the paragraph to address only multiple-
consumer and multiple-lessor
transactions, where specific guidance
may still be needed. In the first
sentence, the word “need” replaces the
word “shall” to indicate that more than
one lessor is permitted to make
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disclosures when a lease involves
multiple lessors. Only one complete set
of disclosures need be given.

(d) Effect of subsequent events. This
proposal eliminates the provision in the
May draft that required new disclosures
before consummation if the original
disclosures were rendered inaccurate by
an event occurring after delivery. For
purposes of this paragraph, the act of
mailing the disclosures to the consumer
constitutes “delivery.”

(e) Content of disclosures. As in the
May draft, the lessor need make only
those disclosures that apply to its
leasing practices. For example, if a
lessor does not secure the performance
of a lease by taking a security interest in
the consumer’s property, the lessor is
not required to disclose a security
interest under paragraph (e)(12) of this
section.

Paragragh (e)(1) clarifies that the
consumer to whom disclosures are made
is the only consumer whose identity
need be disclosed.

Paragraph (e)(4) is substantially
unchanged from the May draft. Some
examples of payments that are disclosed
under this provision are a refundable
security deposit, advance payment,
capitalized cost reduction, and trade-in
allowance. This paragraph retains the
May draft provision requiring a "brief
description” of the payments. The
phrase “brief description” replaces the
current regulatory phrase “appropriately
identified,” although no substantive
change is intended.

Paragraphs (e)(6) and (e)(7) are
modified to permit lessors to retain their
current disclosure forms. The
paragraphs now permit, but do not
require, the exclusion of charges that
were previously disclosed. Lessors who
currently include previously disclosed
charges in these amounts may continue
to do so.

The May draft of paragraphs (e)(10)
and (e)(12) required lessors to alter their
disclosure forms. This proposal modifies
those paragraphs to eliminate the need
for any alteration of forms. Paragraph
(e)(10) no longer requires a brief
description of any maintenance or
service contract, while paragraph (e)(12)
eliminates disclosure of a security
interest in after-acquired property.

Paragraph (e)(12) requires the
disclosure of a security interest as
defined in § 226.2 and the accompanying
explanatory material to that section.
This term does not include certain
incidental items such as insurance
proceeds, unearned insurance
premiums, or accessions to property.

The May draft of paragraph (e)(13)
added excessive wear or use charges to
the list of required disclosures for
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default, delinquency or late payment.
Excessive wear or use charges have
been deleted from the paragraph,
because their disclosure might require
lessors to alter their forms. The Board
solicits comments on whether excessive
wear or use charges are in the category
of default charges and whether the
inclusion of such charges would alter
lease forms. As stated in official staff
interpretation FC-0156, paragraph
(e)(13) does not require the disclosure of
accrued lease charges in a “simple
interest” lease when a periodic payment
is deferred. This proposal also retains
the May draft exclusion of deferred
extension charges from the disclosure
requirements of paragraph (e)(13). The
Board solicits comments on whether the
exclusion of these charges is
appropriate.

The remaining provisions in
paragraph (e) are substantially similar
to their counterparts in the May
proposal.

(f) Special disclosures concerning
consumer's liability on termination of
lease. Proposed paragraph (f)
corresponds to §§ 226.15(b)(13), (14), and
(15) of the current regulation, and
appears as a separate disclosure
provision to emphasize that the
disclosures delate only to open-end
leases. An open-end lease imposes
liability on a consumer at the end of the
lease term for the difference between
the realized value of the leased property
determined at that time and the
estimated value disclosed at
consummation. The term “realized
value” is defined in § 226.25 of the
proposal.

Paragraph (f) eliminates two
disclosure requirements that appeared
in the May draftbecause they required a
change in lessors’ forms. Lessors need
not disclose whether an appraisal will
be based on the wholesale or retail
value of the leased property, nor that an
appraisal is final and binding only if
obtained within a reasonable time. As
proposed, this paragraph returns to the
substantive requirements of the current
regulation.

(g) Renegotiations requiring new
disclosures. Proposed § 226.26(g) sets
forth a new rule for determining when a
renegotiation occurs. It states that new
disclosures are required only when an
existing consumer lease is satisfied and
replaced by a new consumer lease.

Paragraph (g) substantially alters the
concept of renegotiation that was
proposed in the May draft. Under the
earlier proposal, any change of a term
originally disclosed was considered a
renegotiation unless one of several
exceptions applied. Commenters
criticized the rule as unnecessarily

broad, particularly in its coverage of
deferred payments and payment
schedule changes that result from the
consumer’s default.

The renegotiation concept is a
regulatory creation; it is not addressed
in the statute. The Board believes that
the current revision of the regulation
presents a unique opportunity to
thoroughly reexamine this approach and
explore alternatives.

The Board is proposing this standard
as a simpler and more meaningful rule
for determining when new disclosures
must be given. It believes that this rule
defines more precisely the situations
that are analogous to new consumer
lease transactions and thus require
comparable treatment. Moreover, this
approach parallels the revised
refinancing provision in § 226.20(a) for
closed-end credit. If the parties to a
consumer lease agree to change the
original terms by creating a new lease
that replaces the old lease, new
disclosures must be given reflecting the
terms of the new lease. An assumption
of the lease by a consumer who was not
a party to the original lease is not a
renegotiation. If terms are changed
without extinguishing the existing lease,
no disclosures are required under this
proposal. For example, if the parties
agree to defer one or more payments, no
Regulation Z lease disclosure
responsibilities arise, as long as the
existing lease has not been satisfied and
replaced.

The Board solicits comment on
whether this standard is workable and
whether it would include in and exclude
from the category of renegotiations the
appropriate situations. The proposal
expressly retains the renegotiation
exception permitting the substitution or
addition of items in a multiple-item
lease. The Board contemplates that the
substitution of property in a single-item
lease, such as an automobile lease,
constitutes a renegotiation. The Board is
particularly interested in knowing the
impact of the proposed rule’bn certain
common changes in terms. These
changes include deferrals of payments,
the addition or renewal of optional
insurance, an extension of the lease
term with no other changed terms, a
change in collateral requirements, a
change in late charges, post-default
changes, agreements approved by a
court, and an informal oral agreement
between the lessor and consumer.

The reference to “an existing lease”
includes leases subject to the present
Regulation Z as well as those subject to
the revised regulation.
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draft. It requires lessors that extend a
consumer lease beyond the original term
to abide by the presumptions and duties
in section 183(a) of the act.

The extension provisions that appear
in the current regulation, the May
proposal, and this proposal are
regulatory creations. The act does not
specifically address the effect of an
extension on the lessor’s section 183(a)
statutory duties. The Board solicits
comment on whether it is appropriate to
clarify those duties when a lease is
extended.

If a lease is extended for one month or
less, the lessor must determine the
consumer’s end-of-term liability on the
basis of the original estimated value of
the leased property. If a lease is
extended for one month or more, on a
month-to-month basis or otherwise, the
lessor must still comply with statutory
section 183(a) duties. Moreover, to
clarify the May draft, the proposal
requires the lessor to redetermine the
estimated value of the leased property
when the extension terminates and the
property is returned. The estimated
value should be reduced by an amount
reflecting the depreciation that occurred
over the extended time period.

The lessor may use any reasonable
method to determine the depreciation
that results during an extension; it need
not engage in complex recomputations.
A new footnote provides a simplified
method that the lessor may use to
determine the reduced estimated value
of the property. Assuming that a portion
of each periodic payment reflects the
depreciation of the leased property that
correlates with the original estimated
value, the footnote permits the lessor to
subtract the depreciation portion of each
periodic payment made during the
extension from the original estimated
value. If the leased property appreciates
instead, this provision is inapplicable.
Lastly, if a lessor prefers, it may treat an
extension as a renegotiation requiring
new disclosures.

Section 226.27—Advertising.

This section is substantially
unchanged from § 226.16 in the May
draft.

(a) Actually available terms. The May
draft permitted an advertisement to
state only those terms that a lessor
“generally arranges or offers.” A number
of comments were received suggesting
that the provision would prohibit lessors
from advertising new terms. To prevent
such misunderstanding, the paragraph
has been amended. The new proposal
would require that an advertisement

(h) Extensions. Proposed § 226.26(h) iswhich states specific consumer lease

a new paragraph and corresponds to
§§ 226.15(g)(2)(iv) and (g)(3) of the May

terms state only those terms that the
lessor “actually arranges or offers."” The
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Board believes that this language is
flexible enough to permit the offering of
special programs and new terms while
at the same time prohibiting the “bait
and switch” practices that paragraph (a)
is intended to prevent.

(b) Advertisement of terms that
require, additional disclosures. This
paragraph is substantively the same as
§ 226.16(b) in the May draft.

(c) Multiple-item leases; merchandise
tags. This paragraph is the same as
§ 226.16(c) in the May draft, except that
it no longer requires that the
merchandise tag "clearly” refer to a sign
or display, or that the sign or display be
“prominently"” posted. The requirements
of clarity and prominence were vague
and might have caused unnecessary
difficulty in compliance.

(d) Catalogs and multiple-page
advertisements. This paragraph is
substantively the same as § 226.16(d) in
the May draft.

Subpart E—Miscellaneous
Section 226.28— Record retention.

The general rule in paragraph (a)
states that records must be retained for
a period of two years from the date
disclosures must be given. Editorial
changes were made in order to more
clearly delineate a creditor’s
responsibilities in this area. The time
period is the same for creditors and
lessors since the Board is not persuaded
of any operational problems with the
present rule.

The language regarding the retention
of advertising materials has been
deleted from paragraph (a) to reflect the
fact that advertising is not covered by
the record retention provisions. This is
in accord with present regulatory
requirements, and many commenters
objected to the May proposal’s coverage
of advertising.

This proposal requires, as did the May
proposal, that evidence of compliance,
“including information sufficient to
reconstruct the required disclosure.” be
maintained. Some commenters
expressed concern about this language,
but it is not intended to require more
information to be retained than under
the present regulation, which simply
requires that evidence of compliance be
maintained. For example, if a creditor
normally keeps computer programs, this
information would satisfy the record
retention requirements; a creditor,
however, is not required to keep them.
As under the present regulation,
creditors need not retain each periodic
statement.

The word “relevant” has been added
to paragraph (c) regarding the inspection
of records. This change continues the

present regulation’s language and is
intended to alleviate the concern of
some commenters who believed that the
May proposal had expanded agencies’
rights to inspect information.

Section 226.29— Use of annual
percentage rate in oral disclosures.

This section incorporates 8§ 226.10(d)
and 226.14(f) from the May proposal. It
requires a statement of the annual
percentage rate in responding to oral
inquiries about the cost of credit.

Section 226.38— Spanish language
disclosures.

The language in the May proposal
remains basically unchanged.
Disclosures must be made in English,
except in Puerto Rico, where creditors
may disclose in Spanish. If foreign
language disclosures are required by
state, federal, or local law, they would
not be inconsistent with disclosures
under this regulation and may be given
in addition to English disclosures. Under
the regulation, however, English
disclosures must be made clearly and
conspicuously.

Section 226.31— Effect on state Jaws.

(a) Inconsistent disclosure
requirements. The Board has
substantially revised this section and
specifically solicits comment on its
provisions.

Proposed paragraph (a)(1), formerly
paragraph (a) of the May proposal,
includes a standard for the evaluation of
inconsistent state and federal disclosure
requirements. Under this provision, state
law is inconsistent with, and therefore
preempted by, federal law if a creditor
or lessor, in complying with state law,
violates federal law- State law is
preempted only to the extent of the
inconsistency. So long as a creditor or
lessor can comply with state law
without violating federal law, state law
is not inconsistent. This general rule
applies to Subpart B (open-end credit).
Subpart C (closed-end credit), and
Subpart D (consumer leasing).-

This provision differs from the May
proposal, which contained no criteria for
the determination of inconsistency. A
number of commenters requested the
inclusion of standards to serve as an aid
to compliance with this paragraph and
as a guide to the factors the Board
would use in making a preemption
determination. In response to these
comments, the Board has revised the
paragraph to include the standard
outlined above. It is intended to be used
by creditors and lessors before any
Board determination of inconsistency is
made. In addition, if such a
determination is requested, the Board
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would use this standard in reaching its
decision. The Board believes that
providing this standard will facilitate
creditors’ making independent
preemption decisions.

Paragraph (a)(2) reflects the rule for
fair credit billing and consumer leasing
provisions. As in the previous proposal,
state law that is more protective of the
consumer in these areas is not
inconsistent.

The only revision made to the "more
protective” provision of proposed
paragraph (a)(2) was the inclusion of
§ 226.21 in the list of applicable
paragraphs. This paragraph, dealing
with the treatment of credit balances in
close-end credit, is included here as an
additional fair credit billing reference.

Proposed paragraph (a) prohibits the
disclosure of any state requirement that
is inconsistent and therefore preempted.
If a creditor chooses to give a state-
required disclosure that is not
preempted, the disclosures required
under this regulation must be made in
conformance with its clear and
conspicuous standard.

(b) Equivalent disclosure
requirements. Paragraph (b) deals with
state disclosure requirements"that are
substantially similar to federal
disclosures. In the case of such
equivalent requirements, the state
disclosure may be made in place of the
federal. As in the May proposal, the
Board has provided no specific criteria
for determining substantial similarity.
Because of the unique circumstances
and the potential for variety among the
states’ requirements, this paragraph
proposes that standards be determined
on a case-by-case basis.

This paragraph contains an exception
for the finance charge and annual
percentage rate disclosures. As
interpreted by the Board, section 122(a)
of the act requires that the specific terms
“finance charge” and “annual
percentage rate” be used, state law
notwithstanding, and additionally, that
they be disclosed more conspicuously
than Other required information.

(c) Request for determination. This
paragraph establishes the procedures for
seeking a Board determination on
inconsistent and equivalent disclosure
requirement The procedures outlined in
this provision have been revised by the
addition of paragraph (c)(4). This
proposal responds 4o several
commenters that requested a transition
period after a Board determination so
that necessary changes in forms and
procedures could be made. The effective
date proposed here, October 1, provides
a uniform date, while allowing at least
six months in each case for complying
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with a Board determination. This is
based on § 105 of the act.

Appendices A-I

Appendix A, which outlines the
procedures for state exemptions, has
been moved from § 226.20 of the May
proposal because it primarly addresses
administrative matters. The section has
been revised to include a paragraph
about the effective date of exemption
determinations. Section Il states that
any determination as to the exemption
of a class of transactions shall be
effective on October 1. This provision is
based on § 105 of the act which allows
creditors at least six months to adjust
their forms to comply with amendments
to the regulation.

Several commenters requested that
the status of current exemptions under
the new regulation be clarified. The
Board envisions that the existing
exemptions under the current statute
and regulation will be automatically
revoked on April 1,1982, when the new
statute become effective. Since the new
regulation must be in effect by April 1,
1981. those states currently having
exemptions will have at least one year
during which to amend their statutes
and regulations, apply for exemptions,
and receive new exemption
determinations from the Board.

The standard for exemption contained
in Section | is unchanged from
paragraph (a] of the May proposal and
provides that an exemption will be
granted if state law is “substantially
similar” to the requirements of federal
law, or, for credit billing and leasing
transaction, if state law affords greater
protection to the consumer than federal
law. As the supplements to the current
Regulation Z indicate, the “substantially
similar” standard has been interpreted
as requiring state provisions to be
generally the same as federal
provisions. The standards for
exemptions are set forth in Supplements
Il (credit transactions), IV (credit care
issuance and liability), V (credit billing)
and VI (consumer leases).

Appendix B deals with the issuance of
official staff interpretations. Since it
relates to administrative matters, it has
been moved from § 226.21 of the May
proposal.

In Section I, which replaces paragraph
(a) of the May proposal, the Statement
that “a creditor or lessor who acts in
conformity with an official staff
interpretation, whether the creditor or
lessor actually knows of the
interpretation or not, shall not be held
liable” has been deleted. Instead,

§ 130(f) of the act, which affords certain
protection from civil liability, has simply
been cited. Because the civil liability

provisions of the act have not been
implemented'in the regulation, the Board
believes that it would be inappropriate
to interpret the applicability of the civil
liability provisions.

Proposed Section II, which sets forth
the procedure for issuing official staff
interpretations, has been substantially
revised. The proposal provides that
official staff interpretations be
published foe comment in the Federal
Register. After the comment period has
ended, official staff interpretations will
be republished in the Federal Register
and will become effective at that time.
This procedure differs from that in the
May proposal and in the current
regulation, which provide that official
staff interpretations published in the
Federal Register will become effective
30 days after publication unless a
request for public comment is received
and granted. The Boarcl hopes to
expedite the official staff interpretation
process by immediately publishing
interpretations for comment, rather than
waiting for a request for public
comment, suspending the effective date,
and republishing for comment.
Experience indicates that a request for
comment is received in most cases,
necessitating suspension of the effective
date.

Several commenters were concerned
with paragraph (d) of the May proposal,
which is now Section Ill. This provision
exempts forms required or sanctioned
by a government agency from the
general prohibition of issuing staff
interpretations approving creditors’
forms. This treatment is available to
government agencies in order to
implement section 113(a) of the act
which requires government agencies to
consult with the Board regarding their
forms.

Paragraph (c) of the May proposal,
which explained the procedures for
issuing unofficial staff interpretations,
has been deleted. In the Board’s opinion,
the regulation should reflect only the
procedures for issuing official staff
interpretations because they are
founded on the statute. While Section Il
establishes the procedure for issuing
interpretations that are to be recognized
as providing protection from civil
liability under § 130(f) of the statute, the
provisions on unofficial staff
interpretations in the May proposal
simply explained an internal Board
procedure. This procedure may no
longer prove necessary in light of the
Truth in Lending simplification effort
and the Board's intention to issue, and
update periodically, a commentary to
the regulation in lieu of staff letters.

Appendix Cincorporates Board
Interpretation § 226.709 with editorial
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changes that are not intended to be
substantive in nature.

Appendix D incorporates the
substance of current Board
Interpretation § 226.813. That
interpretation provides a special
procedure Ihat creditors may use at their
option in calculating and disclosing the
terms of multiple-advance transactions
when the amounts and timing of
advances may be unknown at
consummation of the transaction. In a
revised format, this appendix utilizes a
similar mathematical basis as the
interpretation, but has been redrafted
for greater clarity. The format reflects
the approach taken in § 226.17(c)(6) of
this proposal, which permits creditors to
provide separate or combined
disclosures for the construction period
and for the permanent financing, if any.

The appendix would now be limited
specifically to construction loans.
Currently, all multiple-advance
transactions may take advantage of
Board Interpretation § 226.813. In view
of the fact that its assumptions,
formulas, and examples are based only
on the typical construction loan, the
Board believes that its use for other
types of transactions, where such
assumptions may not be valid, is
inappropriate. Therefore, the Board
proposes to limit this appendix to those
multiple-advance construction loans
which are either payable in a single sum
at close of the construction period or
converted to permanent financing by the
same creditor at that time. The Board
solicts comment on this proposal.

Appendix E incorporates in its
entirety Appendix B of the May
proposal.

Appendices F, G, and H contain
model forms and clauses for use in
open-end and closed-end credit
transactions and leasing transactions.
Amended section 105 of the act requires
the Board to publish such models to
facilitate compliance by creditors and to
aid consumers in understanding their
transactions. Use of these models is not
mandatory; however, as provided in
section 105(b), creditors who use them
properly will be deemed to be in
compliance with the requirements of the
regulation. It is intended that creditors
have some flexibility in adapting the
models to their own particular
specifications. Creditors may delete
inapplicable information in a number of
ways, such as crossing out or whiting
out inapplicable information, or by
circling the correct information.
Creditors may make deletions and
rearrange the format, provided the
substance, clarity and meaningful
sequence of the disclosures is not
affected. Any changes beyond very
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minor revisions such as those described
may deprive creditors of the protection
provided in the statute for the use of
model forms.

The phrases in brackets are given as
alternatives and may be changed to suit
the specific terms of the transaction. For
instance, the disclosure of the later
charge in 88 G(l) and G(2) states that
when a payment is late, “1 will be
charged ($ ) ( % of the payment).”
The creditor would choose which type
of late charge is appropriate and would
make the necessary changes. Another
example is the disclosure of prepayment
consequences. The word “not” in either
sentence could be crossed out or circled,
as appropriate.

The Board believes that the models
would satisfy the requirements of state
“plain-English” laws. However,
comment is solicited on any potential
problems which may arise in the use of
the models for transactions subject to
such laws.

Comment is solicited on all aspects of
these model forms and clauses,
including design, content, and
usefulness. If additional models should
be provided, suggestions will be
welcome.

Appendix F sets forth the model
disclosure notices and clauses for open-
end credit transactions. Four areas are
covered by these models: (1) Balance
computation method, § F(l); (2) billing
error rights, §§ F(2) and F(3); (3) liability
for unauthorized use, § F(4); and (4) right
to rescind. §§ F(5) through F(7). Several
changes in organization and language
have been made in the forms in an
attempt to make the disclosures easier
to read and understand.

The models for the disclosure of
billing error rights, 8§ F(2) and F(3),
have been reorganized and the phrase
“disputed amount” has been changed to
“questioned amount.” No substantive
change is intended by these revisions.

In § F(4), the word "card” was
substituted for “device” in the bracketed
phrase in the first sentence. This change
is to clarify that the liability provision
applies only to credit cards. The words
“and telephone number"” have been
deleted from the second bracketed
phrase in the second sentence, to
conform the model notice to a
corresponding change in § 226.12(b)(2).

Section F(7) is new. It provides a
notice of the right to rescind which may
be used when the credit limit on an
open-end account secured by the
consumer’s dwelling is being increased.

Appendix G sets forth models and
samples for closed-end transactions.
There are two models for the basic
closed-end credit transaction, § G(I)
which contains sale disclosures and

§ G(2) which contains loan disclosures.
These sections are identical except for
disclosure of the total sale price which
applies only to credit sale transactions.
These models were published as one
form in § A(7) of the May draft Items
not generally applicable to all
transactions are marked by dotted lines.
The descriptive phrases that accompany
the required terminology are suggested
language only; alternative phrases may
be used, so long as they convey the
same meaning.

It is anticipated that the last category
in the payment schedule disclosure,
“when payments are due,” could be
completed at least three different ways:
dates alone (Jan. 1, Feb. 10, March 20);
periods alone (monthly beginning March
1); or a combination of the two
(quarterly on Jan. 15, April 15, July 15,
and Oct. 15).

The insurance provisions may appear
with the other disclosures, as shown on
the model, or they may appear
elsewhere in the contract documents.
The Board contemplates that the
premium disclosures for the credit life,
credit life and disability, and property
insurance be either the cost for the
entire term of the obligation or the unit
cost.

The model form for the explanation of
the amount financed, which appears as
§ G(3), differs significantly from its
counterpart in § A(8) of the May draft.
The Board believes that creditors should
be given a considerable amount of
flexibility in order to facilitate
compliance with the regulation. The
Board also believes that some precision
is necessary and appropriate, both to
provide guidance to creditors and to
prevent unnecessary confusion to
consumers.

The Board proposes to apply three
specific guidelines and requests
comment on each of them. First, the
categories shown must be mutually
exclusive. For example, any amounts
included in the prepaid finance charge
(such as a credit report fee paid to a
third party in a nonrealty transaction)
cannot be listed as an amount paid to a
third party. Second, the model does not
require the amounts to be shown in
mathematical order or progression.
Third, the Board proposes the creation
of one category of fees which need not
include an identification of an individual
third-party payee. Amounts paid to
government entities or public officials
may be described merely as fees to
“public officials” or by similar language.
This is in contrast to the general
requirement that the name of the party
to whom amounts are being paid must
be identified specifically and the
amount itemized accordingly.
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The model form which appears as
§ G(4) is new and combines certain
disclosures required by the Real Estate
Settlement Procedures Act (RESPA)
with the explanation of the amount
financed under the Truth in Lending Act.
This model has been designed for
creditors subject to the special early
disclosure rule in § 226.19(g), which
requires creditors subject to RESPA and
Truth in Lending to make the disclosures
required under both statutes within
three business days of receiving a
consumer’s written application. This
form has been designed to simplify these
disclosures for creditors by combining in
one form the good faith estimates of
settlement costs required under
Regulation X, which implements RESPA,
and the explanation of the amount
financed required under Regulation Z.
Creditors should look to § 3500.7 of
Regulation X to determine what
settlement statement numbers and what
settlement services to disclose, and to
§ 226.18(b) to determine whether to list a
settlement service as a prepaid finance
charge, a charge included in the amount
financed, or a charge paid in cash. The
form is only a proposal and has not j®een
officially approved by the Department of
Housing and Urban Development. The
Board solicits comment on the
usefulness of this model form.

The paragraph beside the asterisk
describes the providers of settlement
services. If a creditor requires a
consumer to use a specific provider of
services, the creditor must place an
asterisk beside the settlement service
listed at the top of the form and disclose
the information required in this
paragraph. A space for the description
of the services has been omitted from
this paragraph although it is required
under RESPA. This has been done on
the assumption that the creditor will
fully describe the services provided at
the top of the form. If the creditor does
not do so, a space must be provided in
the paragraph below for describing the
services. For instance, if a creditor
discloses attorney’s fees as one of the
settlement services, it must list at the
top of the form what services are
included, such as document preparation
services or a title search. When this is
not done, the creditor must list
document preparation services and title
search below. Sample Ill illustrates the
proper disclosure of required services by
designated providers.

The Board wishes to point out that use
of this form is entirely optional and
creditors may continue to provide
RESPA disclosures and Truth in Lending
disclosures separately. If this combined
disclosure form is used, however.
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creditors may not state the cost of
services in terms of ranges of amounts.
Although ranges are permitted under
RESPA, they are not permitted under
Truth in Lending. The Board believes
that in order to provide a meaningful
combined disclosure statement to
consumers, costs must be stated as a
single estimated amount, rather than as
a range of amounts.

Appendix G contains three samples
which illustrate how a specific creditor
might actually fill out one of the model
forms. Each of the samples is based on a
specific transaction and illustrates the
adaptation of a model form to a
particular sale or loan. The samples
illustrate permissible alterations in the
model forms, including deletion of
information that is not applicable to the
individual transaction. As long as the
required Truth in Lending information
for a specific transaction is disclosed
consistent with § 226.17(b), creditors
may adapt the model forms to their own
use in the manner best suited to their
procedures. The Board solicits comment
on the usefulness of the samples and on
suggestions for additional samples to be
included with the final regulation.

Sample | is for an automobile credit
sale involving precomputed interest,
with credit life insurance and filing fees
financed by the creditor. This example
is based on the model credit sale form in
§ G(I), but several disclosures have
been deleted. The information regarding
the consumer’s right to receive an
explanation of the amount financed has
been omitted because it is assumed that
the creditor automatically furnishes the
explanation in all cases. Unnecessary
portions of the payment schedule and
the non-filing and property insurance
information have been eliminated, as
well as the information regarding
assumptions, which is required only in
residential mortgage transactions.
Where alternatives are included in the
model disclosure form, such as in the
late charge, security interest, and
prepayment disclosures, the appropriate
disclosure has been circled and the
inapplicable alternative crossed out.
The dots surrounding the insurance
information and the acknowledgment of
receipt have been deleted since their
only purpose in the model disclosure
form is to indicate the optional nature of
these disclosures.

The explanation of the amount
financed in Sample | is based on the
model form in § G(3). In this example,
the amount paid on the consumer’s
account equals $6000, while the filing fee
and the credit life insurance premium
represent the amounts paid to others on
the consumer’s behalf. Since this

transaction involves no amounts given
to the consumer directly or paid to
another creditor, these items may be
marked N/A or O on the form. The
prepaid finance charge of $25 equals the
amount paid for the credit form.

Sample Il, which assumes a $5,000
amount financed, is based on the model
loan disclosure in § G(2). No amount
financed explanation is provided
because the consumer has elected not to
receive this information. Since this is an
unsecured obligation, the security
interest information has been crossed
out. The inapplicable information in the
late charge and prepayment disclosures
has been deleted, as has the
acknowledgment of receipt.

Sample Ill is for a mortgage
transaction subject to RESPA and is
based on the model loan form in § G(2).
The transaction is a $50,000 loan at a 14
percent simple interest rate for 30 years.
A sample form based on § G(4),
combining RESPA and Truth in Lending
disclosures, is also included in Sample
IIl. When the creditor uses the combined
form, the explanation of the amount
financed would automatically be
furnished to the consumer and the
creditor may delegate the information
on the disclosure statement regarding
the consumer’s right to receive the
explanation. Since the sample is based
on a simple interest rate transaction, the
first sentence in the prepayment
disclosure relating to rebates has been
deleted. However, if the transaction
called for both rebates and penalties in
the event of prepayment, both
sentences, reflecting the appropriate
information, would be necessary.

Other inapplicable information has
also been deleted, such as the property
insurance disclosure and one of the late
charge disclosure alternatives. In
addition, clauses describing the property
to which the security interest attaches
have been deleted and alternative
language substituted. The phrase "the
property being purchased” is used, since
it is more appropriate than "goods” for a
mortgage transaction.

The explanation of the amount
financed categorizes each settlement
cost in the transaction as either a
prepaid finance charge, a charge
included in the amount financed, or a
charge paid in cash. The categorization
in the sample form is based on § 226.4 of
Regulation Z. Since the settlement fee is
included as a prepaid finance charge in
the sample, it is assumed that this fee
covers only the cost of conducting the
closing, and not other services, such as
document preparation, that would be
excluded from the finance charge under
§ 226.4(b). The services grouped under
attorney’s fees are all excluded from the
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finance charge under § 226.4(b) and are
categorized as charges paid in cash. If
other charges were included as part of
the attorney’s fees, they would be
prepaid finance charges, which must be
listed separately in the setlement
service column and included in the
prepaid finance charge column. As the
asterisk indicates, the attorney’s
services must be furnished by a
designated provider. Therefore, further
information is provided in the paragraph
below. These services need not be
described further in that place because
they are listed individually above.

The sample mortgage form is based on
a relatively simple transaction in order
to focus attention on the use of model
form § G(4). While transactions with
varying payment streams may increase
the complexity of the disclosures, this
fact should not affect the combined
amount financed explanation and
RESPA disclosure contained in §-G(4).
The Board solicits comment, however,
on whether further samples for mortgage
transactions with complex payment
schedules would be useful.

Appendix H contains model
disclosures for leasing transactions. The
leasing forms that appear in current
Board interpretations to Regulation Z
are reprinted, without change, in
88 H(l), H(2), and H(3). The open-end or
finance vehicle lease disclosure
statement that appears in present Board
Interpretation § 226.1501 is redesignated
§ H(l) in the proposal; the closed-end or
net vehicle lease and the furniture lease
disclosure statements in present Board
Interpretation 8§ 226.1502 and 226.1503
have been redesignated §8 H(2) and
H(3), respectively.

These forms are based on a monthly
periodic payment. Lessors that
contemplate a weekly payment schedule
should modify the forms by replacing
the word “monthly" with the word
“weekly,” as applicable.

Appendix | provides a list that
indicates the appropriate federal
enforcement agency to be contacted for
information regarding compliance with
this regulation.

In consideration of the foregoing and
pursuant to the authority granted in
section 105 of the Truth in Lending Act
'(15 U.S.C. 1604, as amended), the Board
proposes to issue a revised Regulation Z
(12 CFR Part 226) as follows:

PART 226-TRUTH IN LENDING
Subpart A—General

Sec.

226.1 Authority, purpose, coverage,
organization, penalties and liabilities.

226.2 Definitions and rules of construction.

226.3 Exempted transactions.

226.4 Finance charge.
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Subpart B—Open-End Credit
Sec.

226.5
226.6
226.7
226.8
226.9
226.10
226.11
226.12

General disclosure requirements.
Initial disclosure statement.

Periodic statements.

Identification of transactions.

Subsequent disclosure requirements.
Prompt crediting of payments.
Treatment of credit balances.
Special credit card provisions.

226.13 Billing error resolution.

226.14 Determination of annual percentage

rate.
226.15 Right of rescission.
226.16 Advertising.

Subpart C—Closed-End Credit

226.17 General disclosure requirements.

226.18 Content of disclosures.

226.19 Certain residential mortgage
transactions.

226.20 Subsequent disclosure requirements.

226.21 Treatment of credit balances.

226.22 Determination of annual percentage
rate.

226.23 Right of rescission.

226.24 Advertising.

Subpart D—Consumer Leasing

226.25 Definitions.
226.26 Disclosures.
226.27 Advertising.

Subpart E—Miscellaneous

226.28 Record retention.

226.29 Use of annual percentage rate in oral
disclosures.

226.30 Spanish language disclosures.

226.31 Effect on state laws.

Appendix A: State Exemptions

Appendix B: Issuance of Staff Interpretations

Appendix C: Provisions Applicable to Card
Issuers that Bill Consumers on a
Transaction-by-Transaction Basis

Appendix D: Multiple-Advance Construction
Loans

Appendix E: Annual Percentage Rate
Computations for Certain Open-End
Credit Plans

Appendix F: Open-End Model Disclosure
Forms and Clauses

Appendix G: Closed-End Model Forms and
Clauses

Appendix H: Leasing Model Forms

Appendix I: Federal Enforcement Agencies

Authority: Sec. 105, Truth in Lending Act
(15 U.S.C. 1604, as amended).

Subpart A—General

§226.1 Authority, purpose, coverage,
organization, penalties and liabilities.

(a) Authority. This regulation, known
as Regulation Z, is issued by the Board
of Governors of the Federal Reserve
System to implement the federal Truth
in Lending, Fair Credit Billing, and
Consumer Leasing Acts, which are
contained in Title | of the Consumer
Credit Protection Act, as amended (Title
15, sections 1601 through 1667 of the
United States Code).

(b) Purpose. The purpose of this
regulation is to promote the informed

use of consumer credit and consumer
leases by requiring disclosures about the
terms and cost. The regulation also gives
consumers the right to cancel certain
credit transactions that involve a lien on
a consumer’s principal dwelling,
regulates certain credit card practices,
and provides a means for fair and timely
resolution of credit billing disputes. The
regulation does not govern charges for
consumer credit or consumer leases.

(c) Coverage. (1) In general, the credit
provisions contained in Subparts B and
C of this regulation apply to each
individual or business that offers to
extend credit when four conditions are
met: (i) The credit is offered to
consumers: (ii) the offering of credit is
done regularly; (iii) the credit is subject
to a finance charge or is repayable by a
written agreement in more than four
installments: and (iv) the credit is
primarily for personal, family, or
household purposes. If a credit card is
involved, however, certain provisions
will apply even if the credit is not
subject to a finance charge, or is not
repayable under a written agreement in
more than four installments, or if the
credit card is to be used for business
purposes.

2) The leasing provisions of Subpart
D generally apply to each individual or
business that offers to lease or arranges
for the lease of property when five
conditions are met: (i) The leases are
offered to or arranged for consumers; (ii)
the offering or arranging of leases is
done regularly; (iii) the leases are of
personal property; (iv) the lease term is
for more than four months; and (v) the
leases are primarily for personal, family,
or household purposes.

(d) Organization. The regulation is
divided into five subparts and nine
appendices as follows:

(1) Subpart A contains general
information. It sets forth: (i) The basis,
purpose, coverage, and organization of
the regulation; (ii) the definitions of
basic terms; (iii) the transactions that
are exempted from coverage; and (iv)
the method of determining the finance
charge for consumer credit obligations.

(2) Subpart B contains the rules for
open-end credit. It requires that initial
and periodic statement disclosures be
provided. It also describes special rules
that apply to credit card transactions,
procedures for resolving credit billing
errors, annual percentage rate
calculations, rescission requirements,
and advertising rules.

(3) Subpart C contains closed-end
credit disclosures, annual percentage
rate calculations, rescission
requirements, and advertising rules.

1980 / Proposed Rules

80695

(4) Subpart D contains consumer
leasing disclosure requirements and
advertising rules.

(5) Subpart E contains rules on oral
disclosures, Spanish language disclosure
in Puerto Rico, record retention, and
preemption of inconsistent 6tate laws.

(6) There are also nine appendices.
Three contain model disclosure forms
and clauses for credit and lease
transactions; others contain rules for
computing annual percentage rates,
procedures for state exemptions and
staff interpretations, and special rules
for certain open-end credit disclosures.

(e) Enforcement and liability. Section
108 of the act contains the
administrative enforcement provisions.
Sections 112,130,131,134, and 185
contain the liability provisions for
failing to comply with the requirements
of the act and the regulation.

§226.2 Definitionsand rules of
construction.

(a) Definitions. For the purposes of
this regulation, the following definitions
apply:

"Advertisement” means a commercial
message in any medium that is designed
to promote, directly or indirectly, any
credit or lease transaction.

"Arranger ofcredit” means a person
who offers more than 25 times in a year
(or more than 5 times in a year for
transactions secured by a dwelling)
consumer credit to be extended by
another person if:

(1) A finance charge may be imposed
for that credit, or the credit is payable
by written agreement in more than 4
installments (not including a
downpayment); and

(2) The person extending the credit is
not a creditor.

"Billing cycle” or "cycle” means the
interval between the days or dates of
regular periodic statements. These
intervals shall be no longer than a
quarter of a year. They shall be equal
and may be considered equal unless the
number of days in a cycle varies more
than 4 days from the regular day or date.

"Board” means the Board of
Governors of the Federal Reserve
System.

"Business day” means a day on which
a creditor’s offices are open to the public
for carrying on substantially all of its
business functions.

"Cardholder” means a natural person
to whom a credit card is issued upon the
request or application of that person for
consumer credit purposes, or a natural
person who has agreed with the card
issuer to pay obligations arising from the
issuance of a credit card to another
person. For the purposes of 8§ 226.12 (a)
and (b) of Subpart B, “cardholder” also
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includes any person to whom a credit
card is issued upon the request or
application of that person for any
purpose, including business,
commercial, or agricultural use, or a
person who has agreed with the card
issuer to pay obligations arising from the
issuance of such a credit card to another
person.

“Card issuer” means a person that
issues a credit card or that person’s
agent with respect to the card,

“Cash price"means the price at which
a creditor, in the ordinary course of
business, offers to sell for cash the
property or service that is the subject of
the transaction. The term includes
charges imposed by a creditor equally
on cash and credit customers. It may
include the price of optional accesories.
services related to the sale, service
contracts and taxes and fees for license,
title, and registration. The term does not
include any finance charge.

“Closed-end credit" means consumer
credit other than “open-end credit” as
defined later in this section.

“Consumer” means a cardholder or a
natural person to whom consumer credit
or a consumer lease is offered, and it
includes a natural person acting as a
comaker, endorser, guarantor, surety or
similar person that may be obligated to
repay the extension of credit or the
lease obligation.

“Consumer credit" means credit
extended or offered to a consumer
primarily for personal, family, or
household purposes.

“Consummation " means the time that
a consumer becomes contractually
obligated on a credit or lease
transaction.

“Credit"means the right to defer
payment of debt or to incur debt and
defer its payment.

“Creditcard" means any card, plate,
coupon book, or other device that may
be used from time to time to obtain
credit

“Creditor” means:

(1) A person (i) who extends
consumer credit more than 25 times in a
year (or more than 5 times in a year for
transactions secured by a dwelling), if
the credit may be subject to a finance
charge or is payable by written
agreement in more than 4 installments
(not including a downpayment), and (ii)
to whom the obligation is initially
payable, either on the face of the note or
contract, or by agreement when there is
no note or contract:

(2) An arranger of credit;

(3) For purposes of 88 226.4(f),
226.9(d), and 226.12(e) of Subpart B, a
person that honors A credit card: or

(4) For purposes of Subart B, any card
issuer that extends either open-end

credit or credit that is not SUDjeCt to a
finance charge and is not payable by
written agreement in MOFE than four
installments; or

(5) For purposes of Subparts 8 and C,

any card issuer that extends closed-end
credit that is subject to a finance charge
or is payable by written agreement in
more than four installments.

“Credit sale" means a sale in which
the seller is a creditor. The term
includes a bailment or lease (unless
terminable without penalty at any time
by the consumer) under which the
consumer:

(1) Agrees to pay as compensation for
use a sum substantially equivalent to, or
in excess of, the aggregate value of the
property and services involved; and

(2) Will become or has the option to
become, for no additional consideration
or for nominal consideration, the owner
of the property upon compliance with
the agreement.

“Downpayment” means an amount,
including the value of any property used
as a trade-in, paid to a seller to reduce
the cash price of goods or services
purchased in a credit sale transaction. A
deferred portion of a downpayment may
be treated as part of the downpayment
and need not be reflected in the amount
financed and payment schedule
disclosed under § 228.18, if it is payable
not later than the due date of the second
otherwise regularly-scheduled payment
and is not subject to a finance charge.

“Dwelling” means a residential
structure that contains 1 to 4 units,
whether or not that structure is attached
to real property. The term includes
individual condominium units,
cooperative units, mobile homes, and
trailers, if used as a residence.

“Open-end credit" means consumer
credit extended by a creditor on an
account under a plan in which:

(1) The creditor reasonably
contemplates repeated transactions;

(2) The consumer has the privilege of
paying the balance in full at any time,
without penalty when payment is made
in full;

(3) A finance charge.may be imposed
by the creditor from time to time on an
outstanding unpaid balance; and

(4) The amount of credit that may be
extended to the consumer during the
term of the plan, up to any limit set by
the creditor, is replenished to the extent
that the consumer repays any
outstanding balance.

“Periodic rate” means a percentage
rate of finance charge that is or may be
imposed by a creditor on a balance for a
day. week, month, or other subdivision
of a year.

“Person " means a natural person or
an organization, including a corporation,
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partnership, proprietorship, association,
cooperative, estate, trust, or government
unit.

“Personalproperty” means property
that is not real property under the law of
the state in which it is located at the
time it is offered or made available for
lease.

“Prepaidfinance charge” means any
finance charge paid before or at
consummation of a transaction or
withheld from the principal amount of
the credit at any time.

“Regularprice” means:

(1) The tagged, posted, or advertised
price; or

(2) The price charged when payment
is made by use of an open-end credit
card account if (i) no price is tagged,
posted, or advertised, or (ii) two prices
are tagged, posted or advertised, one of
which is charged when payment is made
by use of an open-end credit card
account and the other when payment is
by other means.

“Residential mortgage transaction”
means a transaction in which a
mortgage, deed of trust, purchase money
security interest arising under an
installment sales contract, or equivalent
consensual security interest is created
or retained in the consumer’s dwelling
to finance the acquisition or initial
construction of that dwelling.

“Security interest" or “security"”
means an interest in property that
secures performance of a consumer
credit or lease obligation and that is
recognized by and enforceable under
state or federal law. It does not include
incidental interests such as an interest
in proceeds, accessions, additions,
fixtures, insurance proceeds or premium
rebates, nor does it include the status as
loss payee or beneficiary on an
insurance policy. For purposes of
disclosure under §8§ 226.6, 226.18, and
226.26, the term does not include any
interest that arises by operation of law.
However, for purposes of the right of
rescission under 88 226.15 and 226.23,
the term does include interests that arise
by operation of law.

“State"means any state, the District
of Columbia, the Commonwealth of
Puerto Rico, and any territory or
possession of the United States.

(b) Rules of construction. For the
purposes of this regulation, the following
rules of construction apply:

(1) Where appropriate, the singular
form of a word includes the plural form
and plural includes singular.

(2) Where the words "obligation” and
“transaction” are used in this regulation,
they refer to a consumer credit or a
consumer lease obligation or
transaction, depending upon the context.
Where the words “credit” and “lease”
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are used in this regulation, they mean
“consumer credit” and “consumer
lease,” respectively, unless the context
clearly indicates otherwise.

(3) Where the words “the act” are
used in this regulation, they refer to the
Truth in Lending Act as amended, Title
15 of the United States Code §§ 1601 et
seq., unless the context clearly indicates
otherwise.

(4) Unless defined in this regulation,
the words used have the meanings given
to them by state law or contract.

(5) Footnotes have the same legal
effect as the next of the regulation.

§226.3 Exempted transactions.

This regulation does not apply to the
following:

(aj Business, commercial,
agricultural, or organizational credit. (1)
An extension of credit primarily for a
business, commercial or agricultural
purpose.

(2) Credit extended to organizations,
including credit to governmental
agencies or instrumentalities.1

(b) Credit over $25,000 not secured by
realproperty or a dwelling. An
extension of credit, not secured by real
property or personal property used or
expected to be used as a principal
dwelling of the consumer, in which the
amount financed exceeds $25,000 or in
which there is an express written
commitment to extend credit in excess
of $25,000.

(c) Public utility credit. An extension
of credit that involves public utility
services provided through pipe, wire,
other connected facilities, or radio or
similar transmission, if the charges for
service, delayed payment, or any
discounts for prompt payment are filed
with or regulated by any governmental
unit. The financing of durable goods or
home improvements by a public utility is
not exempt.

(d) Securities or commodities
accounts. Transactions in securities or
commodities accounts in which credit is
extended by a broker-dealer registered
with the Securities and Exchange
Commission or the Commodity Futures
Trading Commission.

(e) Certain leases. (1) A lease
primarily for agricultural, business, or
commercial purposes, or a lease to a
person other than a natural person.

2) A lease of personal property
incident to a lease of real property, if the
consumer has no liability for the value
of the property at the end of the lease
(except for abnormal wear and tear} and

1 Extensions of credit that are exempt under
paragraphs (a) (1) and (2) remain subject to the
provisions governing the issuance of credit cards
and the liability for their unauthorized use, as set
forth in 8§ 226.12(a) and (b).

has no option to purchase the leased
personal property.

3) A lease of a safe deposit box or its
equivalent.
f Home fuel budgetplans. An

installment agreement for the purchase
of home fuels in which no finance
charge is imposed.

§226.4 Finance charge.

(a) Definition. The finance charge is
the cost of consumer credit as a dollar
amount. It includes any charge payable
directly or indirectly by the consumer
and imposed directly or indirectly by the
creditor as an incident to or a condition
of the extension of credit. It does not
include any charge of a type payable in
a comparable cash transaction. The
finance charge shall be considered
accurate if the amount disclosed does
not vary from the exact finance charge
by more than the dollar amount
equivalent of the annual percentage rate
tolerance described in §§ 226.14(a) or
226.22(a)(2), as applicable.

(b) Examples offinance charges.
Unless specifically excluded by
paragraphs (c) through (f) of this section,
the finance charge include the following
types of charges:

(1) Interest, time price differential, and
any amount payable under an add-on or
discount system of additional charges.

(2) Service, transaction, activity, or
carrying charge, including any charge
imposed on a checking or other
transaction account to the extent that it
exceeds the charge for a similar account
without a credit feature.

(3) Points, loan fee, assumption fee,
finder’'s fee, or similar charge.

(4) Application, appraisal,
investigation, or credit report fees.

(5) Premiums or other charges for any
guarantee or insurance protecting the
creditor against the consumer’s default
or other credit loss.

(6) A charge imposed upon a creditor
by another person for purchasing or
accepting a consumer’s obligation, if the
consumer is required to pay the charge
in cash, as an addition to the obligation
or as a deduction from the proceeds of
the obligation.

(7) Premiums or other charges for
credit life, accident, health, or loss-of-
income insurance, written in connection
with a credit transaction.

(8) Premiums or other charges for
insurance against loss of, or damage to
property, or against liability arising out
of the ownership or use of property,
written in connection with a credit
transaction.

(9) A discount for the purpose of
inducing payment othej than by use of
credit.

80697

(c) Charges excluded from finance
charge. The following charges shall be
excluded from the finance charge.

(1) A charge for actual, unanticipated
late payment, for exceeding a credit
limit, and for delinquency, default, or a
similar occurrence.

(2) A charge imposed by a financial
institution for paying an-item that
inadvertently overdraws an account.

(3) A fee charged for participation in a
credit plan, whether assessed on an
annual or other periodic basis.

(4) The following fees, in a transaction
secured by real property or a residential
mortgage transaction, if they are bona
fide and reasonable in amount:

(i) Fees for title examination, abstract
of title, title insurance, property survey,
or similar purposes.

(i) Fees for preparing a deed,
mortgage, reconveyance, settlement, or
similar document.

(iii) Notary, appraisal, or credit report
fees.

(iv) Amounts required to be paid into
escrow or trustee accounts that would
not otherwise be included in the finance
charge.

(5) Seller’s points.

(6) An interest reduction on a time
deposit used as security for an
extension of credit.

(d) Insurance. (1) Premiums for credit
life, accident, health, or loss-of-income
insurance may be excluded from the
finance charge if the following three
conditions are met:

(1) The insurance coverage is not
required by the creditor, and this fact is
disclosed.

(ii) The premium for the initial term of
insurance coverage or the unit cost of
the premium for a stated period is
disclosed. If the term of insurance is less
than the other term of the transaction,
the term of insurance shall be disclosed.

(iii) The consumer signs or initials an
affirmative written statement requesting
the insurance after receiving the
disclosures specified in this paragraph.
Any consumer in the transaction may
sign or initial the statement.

(2) Premiums for insurance against
loss of or damage to the property
securing the obligation, or against
liability arising out of the ownership or
use of that property 2may be excluded
from the finance charge if the following
two conditions are met:

(i) The insurance coverage may be
obtained from a person of the

2This includes single interest insurance if the

insurer waives all right of subrogation against the
consumer.
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consumer's choice,3and this fact is
disclosed.

(ii) If coverage may be obtained from

or through the creditor, the premium for
the initial term of insurance coverage or
the unit cost of the premium for a stated
period shall be disclosed. If the term of
insurance is less than the term of the
transaction, the term of insurance shall
be disclosed,

(e) Certain security interest charges.
If itemized and disclosed, the following
charges may be excluded from the
finance charge:

(1) Taxes and fees prescribed by law
that actually are or will be paid to
public officials for determining the
existence of or for perfecting, releasing,
or satisfying a security interest.

(2) The premium for insurance in lieu
of perfecting a security interest to the
extent that the premium does not exceed
the fees described in paragraph (1) of
this section that otherwise would be
payable.

(f) Discounts— (1) Limitations. A
discount offered for the purpose of
inducing payment for a purchase by
cash, check, or similar means rather
than by the use of an open-end credit
card account (whether or not a credit
card is physically used) is not a finance
charge under paragraphs (a) and (b) of
this section if:

(1) The discount does not exceed 5
percent of the regular price of the
property or service: and

(ii) The discount is available to
prospective purchasers, whether or not
they are cardholders, and this fact is
clearly and conspicuously disclosed.

(2) Effect ofstate laws. A discount
that is not a finance charge under this
paragraph shall not be considered a
finance charge or other charge for credit
under any state law relating to usury,
disclosure of information in connection
with credit extensions, or permissible
charges for the extension or use of
credit.

(g) Prohibited offsets. Interest,
dividends, or other income received or
to be received by the consumer on
deposits or investments shall not be
deducted from the fianance charge.

Subpart B—Open-End Credit

§226.5 General disclosure requirements.

(a) Form ofdisclosures. (1) The
creditor shall make the disclosures
required by this subpart clearly and
conspicuously in writing in a form that
the consumer may keep.

2) The words “finance charge” and
“annual percentage rate,"” when required

3 A creditor may reserve the right to refuse to
accept, for reasonable cause, an insurer offered by
the consumer.

to be disclosed with a corresponding
amount or percentage rate, shall be
more conspicuous than any other
required terminology. This rule does not
apply to § 226.7(d) and to
advertisements under § 226.16.

(b) Timing ofdisclosures— (1) Initial
disclosures. The creditor shall furnish
the initial disclosure statement to the
consumer before the first transaction is
made under the plan.

2) Periodic statements, (i) The
creditor shall mail or deliver a periodic
statement for each cycle at the end of
which the account has a debit or credit
balance of more than $1 or on which a
finance charge has been imposed. A
periodic statement need not be sent for
an account the creditor deems to be
uncollectible.

(ii) The creditor shall mail or deliver
the periodic statement at least 14 days
prior to any date or the end of any time
period required to be disclosed by
§ 228.7(k) in order for the consumer to
avoid the imposition of an additional
finance or other charge.4If the creditor
fails to meet this requirement, no
finance or other charges that were
imposed as a result of the creditor's
failure may be collected.

(c) Multiple creditors; multiple
consumers. If the open-end credit plan
involves more than one creditor, only
one creditor need provide the consumer
with a complete set of disclosures. If
there is more than one consumer, the
disclosures may be made to any
consumer who is primarily liable on the
account. When the right of rescission
under § 226.15 is applicable, however,
the disclosures required by § 226.6 and
§ 226.15(b) shall be made to each person
having the right to rescind.

(d) Basis ofdisclosures and use of
estimates. Disclosures shall be based on
the assumption that the consumer will
comply with the terms of the legally
enforceable obligation between the
parties. If any information necessary to
make an accurate disclosure is unknown
to the creditor, it shall make the
disclosure based on the best information
reasonably available to it and shall
state clearly that the disclosure is an
estimate.

(ej Effect ofsubsequent events. If a
disclosure is rendered inaccurate as a
result of an event that occurs after
delivery of the disclosures, the resulting
inaccuracy is not a violation of this
regulation, although new disclosures
may be required under 8 226.9(c).

“This time limitation shall not apply if the
creditor is unable to meet this requirement because
of an act of Cod. war, civil disorder, natural
disaster, or strike.
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§226.6 Initial disclosure statement.

The creditor shall disclose to the
consumer, in terminology consistent
with that in quotation marks in § 226.7,
each of the following items, to the extent
applicable:

(a) Finance charge, the circumstances
under which a finance charge will be
imposed and an explanation of the
method of determining the finance
charge, as follows:

(1) A statement of when finance
charges begin to accrue, including an
explanation of whether or not any time
period exists within which any credit
extended may be repaid without
incurring a finance charge.51f no such
time period is provided, that fact shall
be disclosed.

(2) A disclosure of each periodic rate
that may be used to compute the finance
charge, the range of balances to which it
is applicable 6and the corresponding
annual percentage rate (determined by
multiplying the periodic rate by the
number of periods in a year).7If
different periodic rates apply to
different types of transactions (such as
purchases and cash advances), those
periodic rates and their corresponding
annual percentage rates shall be
disclosed, together with the types of
transactions to which they apply.

(3) An explanation of the method used
to detemine the balance on which the
finance charge may be computed.

(4) An explanation of how the amount
of any finance charge will be
determined,8including a description of
how any other finance charge other than
the periodic rate will be determined.

(b) Other charges. An identification of
any charges other than finance charges
that may be imposed as part of the plan,
together with a disclosure of either the
amounts of those charges or an
explanation of how the amounts of those
charges will be determined.

(c) Security interests. The fact that the
creditor has or will acquire a security
interest either in the property purchased
as part of the plan, or in other property
identified by item or type.

5If such a time period is provided, a creditor may,
at its option and without disclosure, impose no
finance charge when payment is received after the
time period's termination.

6A, creditor is not required to adjust the range of
balances disclosure to reflect the balance below
which only a minimum charge applies.

" Where a creditor is offering a variable rate plan,
the creditor shall also disclose: {1) That the periodic
rate(s) and corresponding annual percentage rate(s)
are subject to increase: (2) the circumstances under
which such rates may increase: and, if applicable.
(3) the limitations on such rates.

"If no finance charge is imposed when the
outstanding balance is less than a certain amount
no disclosure is required of that fact or of the
balance below which no finance charge will be
imposed. X

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



Federal Register / Vol. 45, No. 236 / Friday, December 5,

(d) Statement of billing rights. A
statement that outlines the consumer’s
rights and the creditor’s responsibilities
under § 226.12(c) and § 226.13 and that
is substantially similar to the statement
found in Appendix F.

§226.7 Periodic statements.

The creditor shall furnish the
consumer with a periodic statement that
discloses the following items, to the
extent applicable:

(a) Previous balance. The outstanding
account balance at the beginning of the
billing cycle, using the term “previous
balance," and in the case of a credit
balance, an appropriate identification as
such. Where there is more than one type
of transaction (such as purchases and
cash advances), the creditor may show a
previous balance for each type of
transaction.

(b) Identification oftransactions. An
identification of each credit transaction
in accordance with § 226.8.

(c) Payments and credits. The amount
and date of crediting any payment or
other credit during the billing cycle,
using the term “payment" or “credit," as
applicable. The date need not be
provided if a delay in crediting does not
result in the imposition of any finance or
other charges.

(d) Periodic rates. Each periodic rate,
using the term “periodic rate,” that may
be used to compute the finance charge,
the range of balances to which it is
applicable,9and the corresponding
annual percentage rate (determined by
multiplying the periodic rate by the
number of periods in a year), using the
term “corresponding annual percentage
rate." ' When different periodic rates
apply to different types of transactions
to which the periodic rates apply shall
also be disclosed.

(e) Other types offinance charges.
The amount or method of computing the
amount of any other type of finance
charge that may be imposed.

(f) Balance on which finance charge
computed. The amount of each balance
to which a different periodic rate was
applied and an explanation of how each
balance was determined. Whén a
balance is determined without first
deducting all credits and payments
made during the hillirjg cycle, that fact
and the amount of sum credits and
payments shall be disclosed.

(9) Amount offinance charge. The
amount of any finance charge debited or
added to the account during the billing
cycle, using the term “finance charge.”
The components of the finance charge

' See footnotes 6 and 8.
,nSee footnote 7 for additional disclosures
required for a variable rate plan.

shall be individually itemized and
identified to show the amounts due to
the application of any periodic rates and
the amount of any other type of finance
charge. Where there is more than one
periodic rate, the amount of the finance
charge attributable to each rate need not
be separately itemized and identified.

(h) Annualpercentage rate. When a
finance charge is imposed during the
billing cycle, the annual percentage rate
or rates determined under § 226.14,
using the term “annual percentage rate."”
Where an annual percentage rate cannot
be determined under § 226.14(c)(2)(i), no
annual percentage rate need be
disclosed.

(i) Other charges. The amounts,
itemized and identified by type, of any
charges other than finance charges
debited to the account during the billing
cycle.

(i) Closing date ofbilling cycle: new
balance. The closing date of the billing
cycle and the outstanding account
balance on that date, using the term
"new balance,” and in the case of a
credit balance, an appropriate
identification as such. If the periodic
statement reflects more than one type of
transaction, the creditor may show a
new balance for each type of
transaction.

(k) Free-ride period. The date by
which or the time period within which
the new balance or any portion of the
new balance must be paid in order to
avoid the imposition of additional
finance charges.1l

(I) Address for notice of billing errors.
The address to be used for notice of
billing errors. Alternatively, the address
may be provided on the billing rights
statement permitted by § 226.9(a)(2).

§226.8 ldentification of transactions.

The creditor shall identify credit
transactions on or with the first periodic
statement that reflects the transaction
by furnishing the information required
by this section, as applicable.12

(a) Sale credit. For each credit
transaction involving the sale of

11 See footnote 5.

'-Failure to disclose the information required by
this section shall not be deemed a failure to comply
with the regulation if: (1) The creditor maintains
procedures reasonably adapted to procure and
provide the information; and (2) the creditor
responds to and treats any inquiry for clarification
or documentation as a notice of a billing error,
including correcting the account in accordance with
§ 228.13(e)(1). The creditor must also furnish the
consumer with documentary evidence of the
transaction, whether or not the consumer requests
it, free of charge and within the time period allowed
for resolution under § 226.13. This provision applies
to foreign transactions even if the creditor does not
maintain procedures reasonably adapted to obtain
the required information.
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property or services, the following rules
shall apply:

(1) Furnishing copy ofcredit
document. When an actual copy of the
receipt or other credit document is
provided with the first periodic
statement reflecting the transaction,
each transaction shall be sufficiently
identified if the amount of the
transaction, and either the date of the
transaction or the date of debiting the
transaction to the consumer’s account
are disclosed on the copy or on the
periodic statement.

(2) Not furnishing copy ofcredit
document— creditor and seller same or
relatedperson(s). When the creditor and
the seller are the same person or related
persons, and an actual copy of the
receipt or other credit document is not
provided with the periodic statement,
the creditor shall disclose the amount
and date of the transaction, and a brief
identification 13of the property or
services purchased. ¥4

(3) Not furnishing copy ofcredit
document— creditor and seller net same
or relatedperson(s). When the creditor
and seller are not the same person or
related persons, and an actual copy of
the receipt or other credit document is
not provided with the periodic
statement, the creditor shall disclose the
amount and date of the transaction; the
seller's name; and the city, and state or
foreign country where the transaction
took place.15*

(b) Nonsale credit. For each nonsale
credit transaction, the following rules
shall apply:

BAlternatively, the creditor may disclose a
number or symbol that also appears on the receipt
or other credit document given to the consumer if
the number or symbol reasonably identifies that
transaction with that creditor. If the creditor
discloses a number or symbol and the consumer
submits a notice of a billing error regarding the
transaction, the creditor shall comply with § 226.13,
including correcting the account in accordance with
§ 226.13(e)(1). The creditor shall also furnish the
consumer with documentary evidence of the
transaction, whether or not the consumer requests
it, free of charge and within the time period allowed
for resolution under § 226.13.

MAN identification of property or services may be
replaced by the seller’'s name and the location of the
transaction when: (1) The creditor and the seller are
the same person; (2) the creditor’s open-end plan
has fewer than 15,000 accounts: (3) the creditor
provides all consumers with point-of sale
transaction documentation: and (4) the creditor
responds to consumers' notices of billing errors
about transactions in the manner described in this
paragraph. If all transactions with the seller occur at
one location, the seller's name and that location
need not be repeated on the periodic statement for
each transaction.

15The creditor may omit the address or provide
any suitable designation that assists the consumer
in identifying the transaction when no meaningful
address is readily available because the transaction
(1) took place at a location that is not fixed; (2) took
place in the consumer’s home: or (3) was the result
of a mail or telephone order.
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(1) Furnishing copy ofcredit
document. When an actual copy of the
credit document is provided with the
first periodic statement reflecting the
transaction, each transaction shall be
sufficiently identified if the copy reflects
the amount of the transaction, and either
the date of the transaction, the date of
debiting the transaction to the
consumer’s account, or, if the consumer
signed the credit document, the date
appearing on that document.

(2) Description of transaction. When
an actual copy of the receipt or other
credit document containing the
information described in paragraph
(b)(1) of this section is not provided with
the first periodic statement reflecting the
transaction, the creditor shall disclose a
characterization of the transaction (as a
cash advance, loan, overdraft loan, or
other appropriate designation); the
amount of the transaction; and the date
of the transaction, the date of debiting
the transaction, or, if the consumer
signed the credit document, the date
appearing on that document.

§226.9 Subsequent disclosure
requirements.

(a) Furnishing statement of billing
rights—[1) Annual statement. The
creditor shall mail or deliver the billing
rights statement required by § 226.6(d)
during at least one billing cycle per
calendar year, at intervals of not less
than six months nor more than 18
months, to each consumer entitled to
receive a periodic statement under
§ 226.5(b)(2) for that billing cycle.

(2) Alternative summary statement.
As an alternative to paragraph (a)(1) of
this section, the creditor may mail or
deliver, on or with each periodic
statement, a statement that is
substantially similar to that in Appendix
F.

(b) Disclosures for supplemental
credit devices and additionalfeatures.
(1) If a creditor, more than 30 days after
mailing or delivering the initial
disclosures, adds a credit feature to the
consumer's account or mails or delivers
to a consumer (other than as a renewal
or resupply) any credit device, the
creditor shall make the disclosures
required by § 226.6(a).

(2) If the feature is added or the
device is mailed or delivered within 30
days of the mailing or delivery of the
initial disclosures, and the finance
charge terms for the device or feature
differ from those previously disclosed,
the dislosures required by § 226.6(a)
shall be given.

(3) The disclosures required in
paragraphs (b) (1) and (2) of this section
shall be made to the consumer before

the consumer uses the feature or device
for the first time.

(c) Change in terms— (1) Written
notice required, (i) Except as provided
elsewhere in this subsection, whenever
any term required to be disclosed under
§ 226.6 is changed, the creditor shall
mail or deliver to the consumer written
notice of the change at least 15 days
prior to the effective date of the change.

(i) The 15-day timing requirement of
this section does not apply when the
change has been agreed to by the
consumer, or when a periodic rate or
other finance charge is increased as a
result of the consumer’s delinquency or
default.

(2) Notice not required. No notice
under this section is required when the
change:

(@ Involves late payment charges,
charges for documentary evidence, or
over-the-limit charges;

(ii) Reduces any component of a
finance or other charge;

(iii) Suspends future credit privileges
or terminates an account or plan;

(iv) Results from the consumer’s
default or delinquency, unless the
periodic rate of other finance charge is
increased; or

(v) Results from an agreement
involving a court proceeding.

(d) Finance charge imposed at time of
transaction. (1) Any person honoring a
consumer’s credit card, other than the
card issuer, who imposes a finance
charge not excepted by § 226.4(f) shall,
at the time of honoring a consumer’s
credit card, make the disclosures
required under 8§ 226.18 (b), (c), and (d).
The annual percentage rate to be
disclosed shall be determined by
dividing the finance charge by the
amount financed and multiplying the
quotient (expressed as a peicentage) by
12.

(2) The card issuer, if other than the
person honoring the consumer’s credit
card shall have no responsibility for
disclosures required by paragraph (d)(1)
of this section and shall not separately
consider any charge imposed under
paragraph (d)(1) of this section for
purposes of 8§ 226.6 and 226.7.

§226.10 Prompt crediting of payments.

(@) General rule. A creditor shall
credit a payment to the consumer’s
account as of the date of receipt.16

(b) Specific requirements for
payments. A creditor may specify (on or
with the periodic statement) reasonable
requirements for the consumer to follow
in making payments. If the creditor does

16A payment need not be credited as of the date
of receipt if a delay in crediting does not result in
the imposition of a finance or other charge.
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so, but accepts a payment that does not
conform to the requirements, the
creditor shall credit the payment
promptly.

(c) Adjustment of account. If a
creditor fails to post a payment in time
to avoid the imposition of finance or
other charges, the creditor shall adjust
the consumer’s account so that the
charges imposed are credited to the
consumer’s account during the next
billing cycle.

§226.11 Treatment of credit balances.

Whenever a creditor receives a
payment or other credit that exceeds by
more than $1 the new balance (as
defined in § 226.7(j)) to which the
payment or other credit is to be applied,
the creditor shall:

(a) (1) Credit the consumer’s account
with an amount equal to the new
balance, and within seven business
days from receipt of the payment or
other credit, refund the excess amount;
or

(2) Credit the consumer’s account with
the total amount of the payment or other
credit. If the consumer requests in
writing a refund of any part of the credit
balance, the creditor shall refund any
such credit balance within seven
business days from receipt of the
consumer’s request.

(b) Make a good faith effort to refund
to the consumer by cash, check, or
money order any part of the amount of
the credit balance remaining in the
account for more than six months, but
no further action is required if the
consumer’s current location is not
known by the creditor and cannot be
traced through the consumer’s last
known address or telephone number.

§226.12 Special credit card provisions.

(a) lIssuance ofcredit cards.
Regardless of the purpose for which a
credit card is to be used, including
business, commercial, or agricultural
use, no credit card shall be issued to any
person except:

1) In response to an oral or written
request or application 17by a
cardholder; 18or

” This paragraph does not prohibit the issuance,
on an unsolicited basis, of any device that may
become a credit card provided that (1) the device
has a substantive purpose other than obtaining
credit, and (2) any credit capability is attached only
upon the recipient’s request.

18The card issuer may send cards to any
cardholder(s) or authorized user(s) in accordance
with the cardholder’s request or application;
provided, however, that an authorized user shall not
be liable for unauthorized use of a credit card. The
card issuer may send more than one credit card to a
person if so requested, and may imprint on any card
any name(s) requested. For purposes of this section,
“"authorized user” means a person to whom a credit
card is issued upon the request or application of a

Footnotes continued on next page
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2) As a renewal of, or substitute for,
an accepted credit card.19

(b) Liability of cardholderfor
unauthorized use.2(1) Limitation on
amount. The liability of a cardholder for
unauthorized use2lof a credit card shall
not exceed the lesser of $50 or the
amount of money, property, labor, or
services obtained by the unauthorized
use before notification to the card issuer
under paragraph (b)(3) of this section.

(2) Conditions of liability. A
cardholder shall be liable for
unauthorized use of a credit card only if:

(i) The credit card is an accepted
credit card;

(if) The card issuer has provided, on
the credit card or within two years
preceding the unauthorized use,
adequate notice 20f the cardholder’s
maximum potential liability. The notice
shall state that the cardholder’s liability
shall not exceed $50 (or any lesser
amount); that the cardholder may give
oral or written notification of loss, theft,
or possible unauthorized use; and the
address of the person or office to receive
the notification;

(iii) The card issuer has disclosed to
the cardholder, on or with the periodic
statement that immediately precedes the
unauthorized use, the telephone number
and address of the person or office to be
notified of loss, theft, or possible
unauthorized use; and

(iv) The card issuer has provided a
means to identify the cardholder on the
account or the authorized user of the
card.

(3) Notification to card issuer.
Notification to a card issuer is given
when such steps have been taken as
may be reasonably necessary to provide
the card issuer with pertinent
information about the loss, theft, or
possible unauthorized use of a credit
card, regardless of whether any

Footnotes continued from last page
cardholder for any purpose, including business,
commercial, or agricultural use.

"For purposes of this section, "accepted credit
card" means any credit card that a cardho’der or an
authorized user has requested or applied for and
received, or has signed, used, or authorized another
person to use to obtain credit. Any credit card
issued as a renewal or substitute in accordance
with this paragraph becomes an accepted credit
card when received by a cardholder or an
authorized user.

"'See section 133(b) of the act for rules
concerning burdens of proof in actions to enforce
liability for use of credit cards.

21"Unauthorized use” means the use of a credit
card by a person, other than the cardholder, who
does not have actual, implied, or apparent authority
for such use, and from which the cardholder
receives no benefit.

2"Adequate notice" means a printed notice to a
cardholder that sets forth clearly the pertinent facts
so that the cardholder may reasonably be expected
to have noticed it and understood its meaning. (See
Appendix F for model notice.)

particular officer, employee, or agent of
the card issuer does, in fact, received
the information. Notification may be
given, at the option of the person giving
it, in person, by telephone, or in writing.
Notification in writing is considered
given at the time of receipt or, whether
or not received, at the expiration of the
time ordinarily required for
transmission, whichever is earlier.

(4) Effect of other applicable law or
agreement. If applicable state law or an
agreement between a cardholder and
the card issuer imposes lesser liability
than that provided in this paragraph, the
cardholder’s liability shall not exceed
the lesser liability imposed under that
law or agreement.

(5) Business use ofcredit cards. If 10
or more credit cards are issued by one
card issuer for use by the employees of
an organization, nothing i» this section
prohibits the card issuer and the
organization from agreeing to liability
for unauthorized use without regard to
the provisions of this section. However,
liability for unauthorized use may be
imposed on any employee of the
organization, by either the card issuer or
the organization, only in accordance
with this section.

(c) Right ofcardholder to assert
claims or defenses against card issuer.
(1) Limitations. When a person who
honors a credit card fails to resolve
satisfactorily a dispute as to property or
services purchased with the credit card
in a consumer credit transaction, the
cardholder may assert against the card
issuer all claims (other than tort claims)
and defenses arising out of the
transaction and relating to the failure to
resolve the dispute. The cardholder may
withhold payment up to the amount of
credit outstanding for the property or
services that gave rise to the dispute
and any finance or other charges
imposed on that amount. These rights
apply, however, only if; (i) The
cardholder has made a good faith
attempt to resolve the dispute with the
person honoring the credit card;

(ii) The amount of credit extended to
obtain the property or services that
result in the assertion of the claim or
defense by the cardholder exceeds $50:
and

(iii) The disputed transaction occurred
in the same state as the cardholder’s
current designated address or, if not
within the same state, within 100 miles
from that address.

(2) Exceptions. The limitations stated
in paragraphs (c)(I)(ii) aid (iii) of this
section shall not apply when the person
honoring the credit card:

(i) Is the same person as the card
issuer;

80701

(ii) Is controlled by the card issuer
directly or indirectly;

(iii) Is under the direct or indirect
control of a third person that also
directly or indirectly controls the card
issuer;

(iv) Controls the card issurer directly
or indirectly;

(v) Is a franchised dealer in the card
issurer’s products or services; or

(vi) Has obtained the order for the
disputed transaction through a mail
solicitation made or by participated in
by the card issuer.

(3) Maximum amountofclaims or
defenses; determining credit
outstanding. The amount of the claim or
defense that the cardholder may assert
may not exceed the amount of credit
outstanding for the disputed transaction
at the time the cardholder first notifies
the card issuer or the person honoring
the credit card of the existence of the
claim or defense. To determine the
amount of credit outstanding for the
purposes of this section, payments and
other credits shall be applied in the
following order: (i) Late charges in the
order of entry to the account;

(if) Finance charges in the order of
entry to the account; and

(iii) Any other debts in the order of
entry to the account. When more than
one item is included in a single
extension of credit, credits are to be
distributed pro rata according to prices
and applicable taxes.

(4) Types of transactions excluded.
This paragraph does not apply to the use
of a credit card to obtain a cash
advance unrelated to any specific credit
sale item not to the use of a check
guarantee card in connection with a
check when there is no agreement
between the card issuer and the
merchant relating to honoring the card
or the checks.

(5) Adverse credit reports prohibited.
If. in accordance with this paragraph,
the cardholder withholds payment of the
amount of credit outstanding for the
disputed transaction, and if the card
issuer knows or has reason to know that
the claim or defense has been asserted,
the card issuer shall not report that
amount, as delinquent until the dispute is
settled or judgment is rendered. If the
card issuer has reported an amount as
delinquent and subsequently learns that
a claim or defense has been asserted
with respect to that amount, the card
issuer shall, within one billing cycle
after so learning, notify all credit
bureaus and, to the extent possible, all
other persons, to whom the card issuer
has made a report, that the disputed
amount is not delinquent. Nothing in this
paragraph prohibits a card issuer from
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reporting the disputed amount or
account as being in dispute.

(d) Offsets by card issuer prohibited.
(1) A card issuer may not take any
action, whether before or after
termination of credit card privileges, to
offset a cardholder’s indebtedness
arising from a consumer credit
transaction under the relevant credit
card plan against funds of the
cardholder on deposit with the card
issuer.

(2] This paragaph does not alter or
affect the right of a card issuer acting
under state or federal law to do any of
the following with regard to funds of a
cardholder held deposit with the card
issuer if the same procedure is
constitutionally available to creditors
generally: (i) Obtain or enforce a
consensual security interest (limited to
an agreed-upon amount) in the funds;

(ii) Attach or otherwise levy upon the
funds; or

(iii) Obtain or enforce a court order
relating to the funds.

(3) This paragraph does not prohibit
the cardholder and the card issuer from
agreeing in writing to a plan under
which the card issuer may periodically
deduct all or a portion of the
cardholder’s credit card debt from a
deposit account with the card issuer
(subject to the limitations in
§ 226.13(d)(5)).

(e) Prompt notification ofreturns and
crediting ofrefunds. (1) When any
creditor other than the card issuer
accepts the return of property or
forgives a debt for services that is to be
reflected as a credit to the consumer’s
open-end credit card account, that
creditor shall, within the seven business
days from accepting the return or
forgiving the debt, transmit a credit
statement to the card issuer through the
card issuer’s normal channels for credit
statements.

(2) The card issuer shall, within three
business days from receipt of a credit
statement, credit the consumer’s account
with the amount of the refund.

(3) If a creditor other than a card
issuer routinely gives cash refunds to
consumers paying in cash, the creditor
must also give credit or cash refunds to
consumers using credit cards, unless it
discloses at the time the transaction is
consummated that credit or cash
refunds for returns are not given.
Nothing in this section shall be
construed to require refunds for returns
or to prohibit refunds in kind.

(f) Discounts; ti-in arrangements. No
card issuer may, by contract or
otherwise: (1) Prohibit any person who
honors a credit card from offering a
discount to a consumer to induce the
consumer to pay by cash, or similar

means rather than by use of a credit
card or its underlying account for the
purchase of property or services; or

(2) Require any person who honors
the card issuer’s credit card to open or
maintain any account or obtain any
other service not essential to the
operation of the credit card plan from
the card issuer, its subsidiary, agent, or
any other person, as a condition of
participation in a credit card plan. If
maintenance of an account for clearing
purposes is determined to be essential
to the operation of the credit card plan,
it may be required only if no service
charges or minimum balance
requirements are imposed.

(9) Prohibition ofsurcharges. No
creditor in any sale transaction may
impose a surcharge.ZThis paragraph
shall cease to be effective on February
27,1981.

(h) Relation to Electronic Fund
Transfer Act and Regulation E.— (1)
Issuance. The Truth in Lending Act and
this regulation govern: (A) Issuance of
credit cards;

(B) Addition of a credit feature to an
accepted access device, as defined in 12
CFR 205.2(a), whether done when the
accepted access device is renewed, or
otherwise; and

(C) Issuance of credit cards that are
also access devices, as defined in 12
CFR 205.2(a), except as provided in
paragraph (h)(I)(ii)(C) of this section.

(ii) The Electronic Fund Transfer Act
(15 U.S.C. 1693 et seq.) and 12 CFR Part
205 (Regulation E), which restrict the
unsolicited issuance of access devices,
govern: (A) Issuance of access devices;

(B) Addition to an accepted credit
card of the capability to initiate
electronic fund transfers, whether done
when the accepted credit card is
renewed, or otherwise; and

(C) Issuance of access devices that
permit credit extensions only under a
preexisting agreement to extend credit
when the consumer’s deposit account is
overdrawn or to maintain a specified
minimum balance in the consumer’s
deposit account.

(2) Liability, (i) The Truth in Lending
Act and this regulation govern a
consumer’s liability for unauthorized use
of a credit card that is also an access
device but that does not involve an
electronic fund transfer.

(ii) The Electronic Fund Transfer Act
and Regulation E govern a consumer’s
liability for an unauthorized electronic
fund transfer that: (A) Is initiated by use
of an access device that is also a credit
card; or

il “Surcharge” means any amount added at the

point of sale to the regular price as a condition or
consequence of payment”~eing made by use of an
open-end credit card account.
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(B) Involves an extension of credit
under an agreement to extend credit
when the consumer’s deposit account is
overdrawn or to maintain a specified
minimum balance in the consumer’s
deposit account.

(3) Other rules. Paragraphs (c) through
(g) of this section, and the corresponding
provisions of the Truth in Lending Act,
apply to the use of credit cards that are
also access devices to the extent
appropriate under the terms of those
paragraphs.

§226.13 Billing error resolution. 2

(a) Definition of billing error. For
purposes of this section, the term
“billing error” means: (1) A reflection on
or with a periodic statement of an
extension of credit that is not made to
the consumer or to a person who has
actual, implied, or apparent authority to
use the consumer’s credit card or open-
end credit plan;

(2) A reflection on or with a periodic
statement of an extension of credit that
is not identified in accordance with the
requirements of §§ 226.7(b) and 226.8;

(3) A reflection on or with a periodic
statement of an extension of credit for
property or services not accepted by the
consumer or the consumer’s designee, or
not delivered to the consumer or the
consumer’s designee as agreed;

(4) A reflection on a periodic
statement of the creditor’s failure to
credit properly a payment or other credit
issued to the consumer’s account;

(5) A reflection on a periodic
statement of a computational or similar
error of an accounting nature that is
made by the creditor;

(6) A reflection on a periodic
statement of an extension of credit for
which the consumer requests additional
clarification, including documentary
evidence;

(7) The creditor’s failure to mail or
deliver a periodic statement to the
consumer’s last address if the current
address was furnished to the creditor, in
writing, at least 20 days before the end
of the billing cycle for which the
statement was required.

(b) Billing error notice.25 A billing
error notice is a written notice 26 from a

2A creditor shall not accelerate the consumer’s
entire debt or restrict or close a consumer’s account
solely because the consumer has exercised rights
provided by this section.

25The creditor need not comply with the
requirements of paragraphs (c) through (g) of this
section if the consumer concludes that no billing
error occurred and voluntarily withdraws the billing
error notice.

26 The creditor may require that the written notice
not be made on the payment medium or other
material accompanying the periodic statement if the
creditor so stipulates in the billing rights statement
required by § 226.6(d) and § 226.9(a).
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consumer that: (1) Is received by a
creditor at the address disclosed under
§ 226.7(1) no later than 60 days after the
creditor transmitted the first periodic
statement that reflects the alleged billing
error;

(2) Enables the creditor to identify the
consumer’s name and account number;
and

(3) To the extent possible, indicates
the consumer’s belief and the reasons
for the belief that a billing error exists,
and the type, date, and amount of the
error.

(c) Time for resolution; general
procedures.\1) Not later than 30 days
after receiving a billing error notice, a
creditor shall mail or deliver written
acknowledgment of receipt to the
consumer, unless it has complied with
the appropriate resolution procedures
required by paragraphs (e) and (f) of this
section within the 30-day period; and

(2) Not later than the end of the
second complete billing cycle (but in no
event later than 90 days) after receiving
a billing error notice, the creditor shall
comply with the appropriate resolution
procedures required by paragraphs (e)
and (f) of this section.

(3) A creditor may make, without
investigation, a final correction to a
consumer’s account in the amount or
manner asserted by the consumer to be
in error, but must comply with all other
applicable requirements of this section.

(d) Rules pending resolution. Until a
billing error is resolved under paragraph
(e) or (f) of this section, the following
rules apply: (1) Consumer’s right to
withhold disputed amount. The
consumer may withhold that portion of
any required payment that the consumer
believes is related to the disputed
amount. If the disputed amount is only
part of the total amount of an item or
bill, the consumer remains obligated to
pay the undisputed portion and any
periodic payment on the undisputed
portion. No additional finance or other
charges may be imposed on the
undisputed portion of the amount solely
because the consumer withholds
payment of the disputed amount.

(2) Creditor’s handling ofdisputed
amount. A creditor is not prohibited
from: (i) Mailing or delivering a periodic
statement that reflects a disputed
amount and related finance or other
charges, provided the creditor indicates
on or with the periodic statement that
payment of the disputed amount and
related finance or other charges is not
required pending the creditor’s
compliance with this section; or

(i) Deducting any disputed amount
and related finance or other charges
from the maximum amount of credit
available to the consumer.

(3) Collection action prohibited. The
creditor shall not take any action to
collect any part of the disputed amount
or related finance or other charges. If the
creditor or its agent inadvertently takes
such action within three business days
after receiving a billing error notice, the
collection action is not a violation of this
paragraph, provided: (i) The collection
action occurred despite the maintenance
of procedures reasonably adapted to
ensure compliance with this paragraph;
and

(i) The creditor promptly ceases any
further collection activity, and takes any
reasonable action necessary to correct
the collection action.

(4) Adverse creditreports prohibited.
(i) The creditory shall not (directly or
indirectly) make or threaten to make an
adverse report to any person regarding
the consumer’s credit standing, or report
that an amount or account is delinquent,
because the consumer failed to pay the
disputed amount or related finance or
other charges. If the creditor or its agent
inadvertently takes such action within
three business days after receiving a
billing error notice, the action is not a
violation of this paragraph, provided:
(A) The action occurred despite the
maintenance of procedures reasonably
adapted to ensure compliance with this
paragraph; and

(B) The creditor promptly notifies all
credit bureaus and all other persons (to
the extent possible), to whom the
creditor has made a report, that the
amount or account is not delinquent.

(ii) If the creditor receives a billing
error notice after adversely reporting
about an amount or account, the creditor
shall notify all credit bureaus and all
other persons (to the extent possible) to
whom the creditor has made a report
that the amount or account is not
delinquent, within one billing cycle after
receiving the billing error notice.

(5) Automatic debit ofdisputed
amounts. If a cardholder participates in
an automatic payment pain, by
maintaining an account with a card
issuer that is authorized to deduct
periodically an agreed upon amount
from the account to pay the credit card
indebtedness, and the card issuer
receives a billing error notice any time
up to three business days before the
automatic-debit date, the card issuer
shall not debit any part of the disputed
amount or related finance or other
charges.

(e) Procedures after creditor
determines that billing error occurred as
asserted. If a creditor determines that a
billing error occurred as asserted, it
shall promptly but no later than the time
limits in paragraph (c)(2) of this section,
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(1) Correct the billing error and credit
the consumer’s account with any
disputed amount and related finance or
other charges, as applicable; and

(2) Mail or deliver to the consumer a
separate notice of the correction, or
specifically identify the correction on or
with a periodic statement that is mailed
within the time limits in paragraph (c)(2)
of this section.

(f) Procedures after creditor
determines different billing error or no
billing error occurred. If, after
conducting a reasonable investigation,27
a creditor determines that no billing
error occurred or that a different billing
error occurred from that asserted, the
creditor shall, promptly but no later than
the time limits in paragraph (c)(2) of this
section,

(1) Mail or deliver to the consumer an
explanation (either separately or with a
periodic statement) that sets forth the
reasons for the creditor’s belief that the
billing error alleged by the consumer is
incorrect in whole or in part;

(2) Furnish copies of ducumentary
evidence of the consumer’s
indebtedness, if the consumer so
requests; and

(3) If a different billing error occurred,
correct the billing error and credit the
consumer’s account with any disputed
amount and related finance or other
charges, as applicable.

(9) Creditor’s rights and duties after
resolution. If a creditor, after complying
with all of the requirements of this
section, determines that a consumer still
owes all or part of a disputed amount
and related finance or other charges, the
creditor: (1) Shall promptly notify the
consumer in writing of the time when
payment is due and the portion of the
disputed amount that the consumer still
owes, which may include minimum
periodic payments that accrued during
the error resolution period;

(2) Shall allow the time period
disclosed under §§ 226.6(a)(1) and
226.7(k) or 10 days (whichever is longer),
during which the consumer can pay the
amount due under paragraph (g)(1) of
this-section without incurring additional
finance or other charges, if the creditor
customarily allows such a time period in
undisputed transactions;

(3) May report an account or amount
as delinquent because a disputed

27 If a consumer submits a billing error notice
alleging the non-delivery of property or services
under paragraph la)(3) of this section or that
information appearing on a periodic statement is
incorrect because a person honoring the consumer’s
credit card has made an incorrect report to the card
issuer, the creditor shall not deny the assertion
unless it conducts a reasonable investigation and
determines that the property or services were

actually delivered as agreed or that the information
was correct.

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



80704

amount and related finance or other
charges remain unpaid: Provided, The
creditor has allowed the time period
disclosed under §8 226.6(a)(1) and
226.7(k) or 10 days (whichever is longer),
during which the consumer can pay the
amount due under paragraph (g)(1) of
this section; but

4) May not report that an amount or
account is delinquent because the
disputed amount and related finance or
other charges remain unpaid, if the
creditor receives (within the time
allowed for payment in paragraph (g)(3)
of this section) further written notice
from the consumer that any portion of
the billing error is still in dispute, unless
the creditor also: (i) Promptly reports
that the amount or account is in dispute;

(i) Mails or delivers to the consumer
(at the same time the report is made) a
written notice of the name and address
of each person to whom the creditor
makes a report; and

(iii) Promptly reports the subsequent
resolution of the reported delinquency to
all persons to whom the creditor has
made a report.

(h) Reassertion of billing error. A
creditor that has fully complied with the
requirements of this section has no
further responsibilities under this
section, if a consumer reasserts (other
than as provided in paragraph (g)(4) of
this section) substantially the same
billing error.

(i) Forfeiture penalty.26 (1) Any
creditor that fails to comply with the
requirements of this section forfeits any
right to collect the disputed amount and
related finance or other charges from a
consumer even if no billing error,
occurred, however, the forfeited amount
shall not exceed $50 for each asserted
billing error.

2) A creditor shall not forfeit more
than once for each asserted billing error,
nor shall a creditor forfeit any amount
for an error in a total or subtotal figure
(on a periodic statement) solely because
a billing error is a component of the
total or subtotal figure.

(k) Relation to Electronic Fund
Transfer Act and regulations. If an
extension of credit is incident to an
electronic fund transfer, under an
agreement between a consumer and a
financial institution to extend credit
when the consumer’s account is
overdrawn or to maintain a specified
minimum balance in the consumer's
account, the creditor shall comply with
the requirements of Regulation E
§ 205.11 (12 CFR Part 205) governing
error resolution rather than those of

28Nothing in this paragraph limits a consumer’s
right to recover under § 130 of the act.
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paragraphs (a), (b), (c), (e), (f), and (h) of
this section.

§226.14 Determination of annual
percentage rate.

(@) General rule. The annual
percentage rate is a measure of the cost
of credit, expressed as a yearly rate. An
annual percentage rate shall be
considered accurate if it is not more
than 1/8th of 1 percentage point above
or below the annual percentage rate
determined in accordance with this
section.

(b) Annualpercentage rate for initial
disclosures andfor advertising
purposes. Where one or more periodic
rates may be used to compute the
finance charge, the annual percentage
rate to be disclosed for purposes of
§ 226.6(a)(2) before opening an account
and for advertising purposes under
§ 226.16 shall be computed by
multiplying each periodic rate by the
number of periods in a year.

(c) Annualpercentage rate for
periodic statements. The annual
percentage rate to be disclosed for
purposes of § 226.7(d) shall be computed
by multiplying each periodic rate by the
number of periods in a year and, for
purposes of § 226.7(h), shall be
determined as follows: (1) W”here the
finance charge is determined solely by
applying one or more periodic rates, the
annual percentage rate shall be
determined, at the creditor’s option,
either: (i) By multiplying each periodic
rate by the number of periods in a year;
or

(ii) By dividing the total finance
charge for the billing cycle by the sum of
the balances to which the periodic rates
were applied and multiplying the
quotient (expressed as a percentage) by
the number of billing cycles in a year.

(2)(i) Except as provided in
paragraphs (c)(2)(ii) and (c)(2)(iii) of this
section, where the finance charge
imposed during the billing cycle includes
a minimum, fixed, or other charge not
due to the application of a periodic rate,
the annual percentage rate shall be
determined by dividing the total finance
charge for the billing cycle by the
amount of the balance(s) to which it is
applicable 2and multiplying the
guotient (expressed as a percentage) by
the number of billing cycles in a year.

(ii) Where the finance charge imposed
during the billing cycle includes a charge
relating to a specific transaction, the
annual percentage rate shall be
determined by dividing the total finance
charge imposed during the billing cycle

o] If there is no balance to which the finance
charge is applicable, and annual percentage rate
cannot be determined under this section. (See also
§ 226.7(h).)
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by the total of all balances and other
amounts on which a finance charge was
imposed during the billing cycle without
duplication, and by multiplying the
quotient (expressed as a percentage) by
the number of billing cycles in a year,3R&
except that the annual percentage rate
shall not be less than the largest rate
determined by multiplying each periodic
rate imposed during the billing cycle by
the number of periods in a year.

(iii) Where the finance charge
imposed during the billing cycle includes
a minimum, fixed, or other charge not
due to the application of a periodic rate
and the total finance charge imposed
during the billing cycle does not exceed
50 cents for a monthly or longer billing
cycle, or the pro rata part of 50 cents for
a billing cycle shorter than monthly, the
annual percentage rate may be
determined, at the creditor’s option, by
multiplying each applicable periodic
rate by the number of periods in a year,
notwithstanding the provisions of
paragraphs (c)(2) (i) and (ii) of this
section.

(d) Calculations where daily periodic
rate applied. In any open-end credit
account to which the provisions of
paragraphs (c)(1)(h) or (c)(2)(i) of this
section apply where all or a portion of
the finance charge is determined by the
application of one or more daily periodic
rates, the annual percentage rate may be
determined either: (1) By dividing the
total finance charge by the average of
daily balances and multiplying the
quotient by the number of billing cycles
in a year; or (2) by dividing the total
finance charge by the sum of the daily
balances and multiplying the quotient
by 365.

(e) Errors in calculation tools. (1) An
error in disclosure of the annual
percentage rate or finance charge shall
not, in itself, be considered a violation
of this regulation if: (i) The error resulted
from a corresponding error in any
calculation tool used in good faith by the
creditor; and

(ii) Upon discovery of the error, the
creditor promptly discontinues use of
that calculation tool for disclosure
purposes, and notifies the Board in
writing of the error in the calculation
tool.

(2) This paragraph shall cease to be
effective on April 1, 1982.

§226.15 Right of rescission.

(@) Consumer’s right to rescind.2' (1)
In an open-end credit plan in which a
security interest is or will be retained or

PSee Appendix E regarding determining the
denominator of the fraction under this paragraph.

3 The right to rescind does not apply to an open-
end credit plan in which a federal or state agency is
the creditor.
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acquired in a consumer’s principal
dwelling, each consumer whose
ownership interest is subject to the
security interest shall have the right to
rescind, at the creditor’s option, Rither:
(i) Each transaction made under the
plan; or

(i) The plan when the plan is opened;
a security interest when added or
increased to secure an existing open-end
plan; and the increase when the credit
limit on the plan is increased.

(2) To exercise the right to rescind, the
consumer shall notify the creditor of the
rescission by mail, telegram, or other
written means of communication. Notice
is considered given when mailed, when
filed for telegraphic transmission, or, if
sent by other means, when delivered to
the creditor’s designated place of
business.

(3) The consumer may exercise the
right to rescind until midnight of the
third business day following the
occurrence described in paragraph (a)
(1) of this section that gave rise to the
right of rescission, delivery of the notice
required by paragraph (b] of this
section, or delivery of all material
disclosures, 3Bwhichever is last. If the
required notice and material disclosures
are not delivered, the right to rescind
shall expire three years after the
occurrence giving rise to the right of
rescission or upon transfer of all of the
consumer’s interest in the property,
whichever is earlier. liHhe case of
certain administrative proceedings, the
rescission period will be extended by
one year in accordance with § 125(f) of
the act.

(4) When more than one consumer has
the right to rescind, the exercise of the
right by any one of these consumers
shall be effective as to all consumers.

(b) Notice ofright to rescind. In any
transaction or occurrence subject to
rescission, a creditor shall deliver two
copies of the notice of the right to
rescind to each consumer entitled to
rescind. The notice shall identify the
transaction or occurrence and clearly
and conspicuously disclose the
following: (1) The retention or
acquisition of a security interest in the
consumer’s principal dwelling;

RThis option shall only be available until March
31,1985. After that time, the consumer shall have
the right to rescind each subsequent advance made
under an open-end credit plan secured by the
consumer's principal dwelling.

BFor purposes of this section, the term "material
disclosures” means the information that must be
provided to satisfy the requirements in § 226.6 with
regard to the method of determining the finance
charge and the balance upon which a finance
charge will be imposed, the annual percentage rate,
and the amount or method of determining the
amount of any membership or participation fee that
may be imposed as part of the plan.
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(2) the consumer’s right to rescind as
described in paragraph (a)(1) of this
section;

(3) The way to exercise the right to
rescind, with a form for that purpose,
designating the address of the creditor's
place of business;

(4) the effects of rescission, as
described in paragraph (d) of this
section; and

(5) The date the rescission period
expires.

(c) Delay ofcreditor’s performance.
Unless a consumer waives the right to
rescind under paragraph (e) of this
section, no money shall be disbursed
other than in escrow, no services
performed, and no materials delivered
until after the rescission period has
expired and the creditor is reasonably
satisfied that the consumer has not
rescinded. A creditor does not violate
this section if a third party with no
knowledge of the event activating the
right of rescission provides materials or
services to the consumer within this
period, as long as no security interest in
the property subject to rescission is
taken by the creditor to secure debts
incurred by the consumer during the
rescission period.

(d) Effects ofrescission. (1)(i) When a
consumer rescinds an individual
transaction, the security interest giving
rise to the right of rescission becomes
void. A consumer who rescinds a
transaction shall not be liable for any
amounts, including any finance charge,
related to the credit extension.

(if) Within 20 calendar days after
receipt of a notice of rescission, the
creditor shall return any money or
property given to any party by the
consumer in connection with the
transaction and shall take any action
necessary to reflect the termination of
the security interest.

(iii) If the creditor has delivered any
money or property, the consumer may
keep it until the creditor has met its
obligations under paragraph (d)(l)(ii) of
this section. W’hen the creditor has done
so, the consumer shall tender the money
or property to the creditor, or, when the
latter would be impracticable or
inequitable, the consumer shall tender
its reasonable value. At the consumer’s
option, tender of property may be made
at the location of the property or at the
consumer’s residence. If the creditor
does not take the money or property
within 20 calendar days after the
consumer’s tender, the consumer may
keep it without further obligation.

(iv) The prodecures outlined in
paragraphs (d)(1)(h) and (d)(l)(iii) of this
section may be modified by court order.

(2) a consumer who rescinds under
paragraph (a)(1)(h) of this section shall
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not be liable for any amounts related to
the particular occurrence activating the
right of rescission, and the security
interest giving rise to the right of
rescission shall be void. Within 20
calendar days after receipt of a
rescission notice, the creditor shall
return any such amounts given to any
party by the consumer and shall take
any action necessary to reflect the
termination of the security interest. This
paragraph does not affect the validity of
the consumer’s underlying obligations
with regard to individual transactions
made on the account with third parties
during the rescission period.

(e) Consumer’s waiver of right to
rescind. The consumer may modify or
waive the right to rescind if the
consumer determines that the extension
of credit is needed to meet a bona fide
personal financial emergency. To modify
or waive the right, the consumer shall
give the creditor a dated written
statement that describes the emergency,
that specifically modifies or waives the
right to rescind, and that bears the
signatures of the consumers entitled to
rescind. Printed forms are prohibited.

§226.16 Advertising.

(a) Actually available terms. If an
advertisement for open-end credit states
specific credit terms, it shall state only
those terms that the creditor actually
arranges or offers.

(b) Advertisement of terms that
require additional disclosures. If any of
the terms required to be disclosed under
§ 226.6 is set forth in or determinable
from an advertisement, the
advertisement shall also clearly and
conspicuously set forth: (1) Any
minimum, fixed, transaction,
membership, participation, activity or
similar charge that could be imposed;
and

(2) Any periodic rate that could be
applied, expressed as a corresponding
annual percentage rate as determined
under §226.14(b).

(c) Catalogs and multiple-page
advertisements. (1) If a catalog or other
multiple-page advertisement gives
information in a table or schedule in
sufficient detail to permit determination
of the disclosures required by paragraph
(b) of this section, it shall be considered
a single advertisement if: (i) The table or
schedule is clearly and conspicuously
set forth; and

(ii) Any statement of terms set forth in
§ 226.6 appearing anywhere else, in the
catalog or advertisement clearly refers
to that page on which the table or
schedule begins.

(2) A catalog or multiple-page
advertisement complies with this
paragraph if the table or schedule of
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terms includes all appropriate
disclosures for a representative scale of
amounts up to the level of the more
commonly sold higher-priced property or
services offered.

Subpart C—Closed-End Credit

§ 226.17 General disclosure requirements.

(@) Time of disclosures. Disclosures
shall be made before consummation of
the transaction. In certain residential
mortgage transactions, however, special
timing requirements are set forth in
§ 226.19. In certain transactions
involving mail or telephone orders or a
series of sales, the timing of the
disclosures may be delayed in
accordance with paragraphs (f) and (g)
of this section.

(b) Form ofdisclosures. (1) The
disclosures shall be made clearly and
conspicuously in writing in a form that
the consumer may keep, either on the
credit contract or on a separate
document. The disclosures shall be
grouped together beginning on the front
of the document, shall be segregated
from everything else, and shall not
contain any other information not
directly related 3#4to the disclosures
required under § 226.18.3%The
explanation of the amount financed
under §226.18(c)(1) must be separate
from the other disclosures under that
section.

(2) Where the words “finance charge”
and "annual percentage rate” are
required to be disclosed in § 226.18(d)
and (e) together with a corresponding
amount or percentage rate, those words
shall be more conspicuous than any
other disclosure required by this
regulation. Information relating to the
creditor’s identity is not governed by
this rule.

(c) Basis of disclosures and use of
estimates. (1) The creditor shall base the
disclosures on the information known to
it at the time it makes the disclosures.
The disclosures shall be based on the
assumption that the consumer will
comply with the terms of the legally
enforceable obligation between the
parties.

(2) When any information necessary
to make an accurate disclosure is
unknown to the creditor, it shall make
the disclosure based on the best
information reasonably available to it
and shall state that the disclosure is an
estimate.

HAThe disclosures may include an
acknowledgement of receipt and the consumer’s
name and account number.

3BT he following disclosures may be made together
or separately from any other required disclosures:
The creditor’s identity under §226.18(a), insurance
charges under §226.18(n) and itemized charges
under § 226.18(0).

(3) The creditor may disregard the
effects of the following in making all
calculations and required disclosures: (i)
That payments must be collected in
whole cents;

(ii) That dates of scheduled payments
and advances may be changed because
the scheduled date is not a business
day;

(iii) That months have different
numbers of days; and

(iv) The occurrence of leap year.

(4) The creditor may treat the
following irregular first periods as if
they were regular, and may disregard an
irregular final payment (or portion of a
final payment) that results from the
irregular first period: 36

(i) For transactions in which the term
is less than 1 year, a first period not
more than 6 (lays shorter or 13 days
longer than a regular period;

(i) For transactions in which the term
is at least 1 year and less than 10 years,
a first period not more than 11 days
shorter or 21 days longer than a regular
period; and

(iii) For transactions in which the term
is at least 10 years, a first period shorter
than or not more than 32 days longer
than a regular period.

(5) When an obligation is payable on
demand, the creditor shall make the
disclosures based on an assumed
maturity of 1 year. When there is a
legally enforceable alternate maturity
date, the disclosures shall be based on
that date.

(6) (i) A single obligation shall not be

disclosed as two or more transactions;
two or more obligations shall not be
disclosed as a single transaction.

(i) When a series of advances may be
made under an agreement to extend
credit up to a certain amount, the series
may be considered as one transaction.

(iii) When a multiple-advance loan to
finance the construction of a dwelling
may be permanently financed by the
same creditor, the construction phase
and the permanent phase may be
treated as one transaction or as two
transactions.

(d) Multiple creditors; multiple
consumers. When a transaction involves
more than one creditor, only one

36 For purposes of paragraph (c)(4) of this section,
the “first period" is the period from the date on
which the finance charge begins to be earned to the
date of the first payment: the “term” is the period
from the date on which the finance charge begins to
be earned to the date of the final payment, and the
“regular period" is the most common interval
between payments in the transaction. In
transactions involving regular periods that are
monthly, semimonthly, or multiples of a month, the
length of the irregular and regular periods may be
calculated on the basis of either the actual number
of elapsed days or an assumed 30-day month. In
other transactions, the length of the periods shall be
based on the actual number of days.
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creditor need make all of the disclosures
and only one complete set of disclosures
shall be given. When there is more than
one consumer, the disclosures may be
made to any consumer who is primarily
liable on the obligation. When a
transaction is rescindable under

§ 226.23, however, the disclosures shall
be made to each consumer who has the
right to rescind.

(e) Effect of subsequent events. (1)
When a disclosure is rendered
inaccurate as a result of an event that
occurs after the delivery of the
disclosures, the resulting inaccuracy is
not a violation of this regulation.

(2) In certain residential mortgage
transactions, the creditor shall disclose
the changed term, as described in
§ 226.19.

(3) When the event occurs after
consummation, the determination of
whether new disclosures are required is
governed by § 226.20.

(f) M ail or telephone orders— delay in
disclosures. (1) If a creditor receives a
purchase order or a request for an
extension of credit by mail, telephone,
or any other written or electronic
communication without face-to-face or
direct telephone solicitation, the creditor
may delay the disclosures until the due
date of the first payment. This delay is
permitted only if the following
information describing representative
amounts or ranges of credit is made
available in written form to the
consumer or to the public before the
actual purchase order or request: (i) The
cash price or the principal loan amount,
(ii) The total sale price, (iii) The finance
charge, (iv) The annual percentage rate,
(v) The terms of repayment.

(2) If the information specified in
paragraph (f)(1) of this section is not
available in the prescribed manner, the
disclosures must be made before
consummation of the transaction.

(g) Series ofsales— delay in
disclosures. If a credit sale is one of a
series made under an agreement
providing that subsequent sales can be
added to an outstanding balance, the
creditor may delay the required
disclosures until the due date of the first
payment for the current sale. This delay
is permitted only ifjhe following two
conditions are met: (1) The consumer
has approved in writing the annual
percentage rate or rates, the range of
balances to which they apply, and the
method of treating any unearned finance
charge on an existing balance.

(2) The creditor retains no security
interest in any property after the
creditor has received payments equal to
the cash price and any finance charge
attributable to the sale of that property.
For the purpose of this provision, in the
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case of items purchased on different
dates, the first purchased shall be
deemed the first paid for; in the case of
items purchased on the same date, the
lowest priced shall be deemed the first
paid for.

§226.18 Content of disclosures.

For each transaction,37the creditor
shall disclose the following information,
as applicable: (a) Creditor. The identity
of the creditor making the disclosures.

(b) Amountfinanced. The “amount
financed,” using that term, and a brief
description such as “the amount of
credit provided to you or on your
behalf.” The amount financed is
calculated by: (1) Determining the
principal loan amount (excluding any
finance charge) or the cash price
(excluding any downpayment);

(2) Adding any other amounts
financed by the consumer and not part
of the finance charge; and

(3) Subtracting any prepaid finance
charge.

(c) Explanation of amountfinanced.'66
(1) A written explanation of the amount
financed, consisting of: (i) The prepaid
finance charge.

(if) The amount of any proceeds
distributed directly to the consumer.

(iii) The amount credited to the
consumer’s account with the creditor.

(iv) Any amounts paid to other
persons by the creditor on the
consumer’s behalf, other than amounts
included in paragraph (c)(l)(i) of this
section. The creditor shall identify those
persons.3

(2) The creditor need not comply with
paragraph (c)(1) of this section if the
creditor provides a statement that the
consumer has the right to receive a
written explanation of the amount
financed, together with a space for the
consumer to indicate whether itis
desired, and the consumer does not
request it.

(d) Finance charge. The “finance
charge,” using that term, and a brief

nFor each transaction under a student credit
guarantee program involving an extension of credit
without a set repayment schedule, the creditor need
not disclose the finance charge under paragraph (d).
the payment schedule under paragraph (g), the total
of payments under paragraph (h) or the total sale
price under paragraph (j) of this section. Before the
final obligation or repayment schedule is agreed
upon, the creditor shall make all applicable
disclosures, except for the total sale price under
paragraph (j) of this section.

BTransactions subject to the Real Estate
Settlement Procedures Act (Title 12, §§ 2601 through
2617 of the United States Code) may comply with
paragraph (c) of this section by combining the
disclosures required by that paragraph with the
good faith estimate of settlement costs required by
that act. See § G{4) of Appendix G for a model form
which may be used for this purpose.

“ Public officials or governmental agencies may
be described using those or similar terms and need
not be further identified.

description such as “the dollar amount
the credit will cost you.”

(e) Annualpercentage rated0The
“annual percentage rate,” using that
term, and a brief description such as
“the cost of your credit as a yearly rate."

(f) variable rate. If the annual
percentage rate may increase, the
following disclosures: (1) The
circumstances under which the annual
percentage rate may increase (including
identification of any index to which the
rate is tied);

(2) The limitations, if any, on the
increase, which need not be expressed
as an annual percentage rate;

(3) The manner in which any increase
would occur, such as an increase in the
number or amount of payments; and

(4) In a residential mortgage
transaction, an example of the payment
terms that would result from an increase
imposed in accordance with the
disclosures made under this paragraph.

(g) Payment schedule. The number,
amounts,8land timing of payments
scheduled to repay the obligation.

(h) Totalofpayments. The “total of
payments,” using that term, and a
descriptive explanation such as “the
amount you will have paid when you
have made all scheduled payments.” &

(i) Demand features. When the
obligation has a demand feature, that
fact shall be disclosed. When the
disclosures are based on an assumed
maturity of 1 year as provided in
§ 226.17(c)(5), that assumption shall also
be disclosed.

(J) Totalsale price. In a credit sale,
the “total sale price,"” using that term,
and a descriptive explanation (including
the amount of any downpayment) such
as “the total price of your purchase on
credit, including your downpayment of
$mmem ." The total sale price is the sum
of the cash price, the items described in
paragraph (b)(2) and the finance charge
disclosed under paragraph (d) of this
section.

(k) Prepayment. (1) When an
obligation involves a finance charge
computed from time to time by
application of a rate to the unpaid

40For any transaction involving a finance charge
of $5 or less on an amount financed of $75 or less, or
a finance charge of $7.50 or less on an amount
financed of more than $75, the creditor need not
disclose the annual percentage rate.

A 1f the amount of any payment in a series is not
more than five percent larger than the smallest
payment in that series, the creditor may treat all
payments in the series as equal by disclosing the
largest payment amount, labeled as an estimate.
This rule governs only the disclosure of payment
amounts; it does not affect the disclosure of the
finance charge under paragraph (d) of this section or
the determination of the annual percentage rate
under § 226.22.

LFor any transaction involving a single payment,
the creditor need not disclose the total of payments.
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principal balance, a statement indicating
whether or not a penalty may be
imposed if the obligation is prepaid in
full, whether voluntarily or not.

(2) A statement indicating whether or
not the consumer must pay the entire
finance charge if the obligation is
prepaid in full, whether voluntarily or
not.

(I) Late payment. Any dollar or
percentage charge that maybe imposed
before maturity due to a late payment,
other than a deferral or extension
charge.

(m) Security interest. The fact that the
creditor has or will acquire a security
interest either in the property purchased
as part of the transaction, or in other
property identified by item or type.

(n) Insurance charges. The items
required by § 226.4(d) in order to
exclude certain insurance premiums
from the finance charge.

(0) Excludable charges. The
disclosure required by § 226.4(e) in order
to exclude certain charges from the
finance charge.

(p) Contract reference. A statement
that the consumer should refer to the
appropriate contract document for
information about nonpayment, default,
the right to accelerate the maturity of
the obligation, and prepayment rebates
and penalties. At the creditor’s option,
the statement may also include a
reference to the contract for further
information about security interests and,
in a residential mortgage transaction,
about the creditor's policy regarding
assumption of the obligation.

(q) Assumption policy. In a residential
mortgage transaction, a statement
whether or not a subsequent purchaser
of the dwelling from the consumer may
be permitted to assume the remaining
obligation on its original terms.43

§226.19 Certain residential mortgage
transactions.

(a) Time ofdisclosure. In a residential
mortgage transaction subject to the Real
Estate Settlement Procedures Act (Title
12, §§ 2601 through 2617 of the United
States Code), the disclosures required
by § 226.18 shall be made before
consummation or shall be delivered or
placed in the mail not later than 3
business days after the creditor receives
the consumer’s written application,
whichever is earlier. The creditor shall
make good faith estimates of the
required disclosures.

8B If a creditor requires a subsequent purchaser to
pay an assumption fee or similar charge, the
assumption is not considered to be on terms
differing from the original ones. However, a change

m*? interest rate originally imposed is considered
a different term.
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(b) Redisclosure required. If the
annual percentage rate in the
consummated transaction is more than
Vs of 1 percentage point above or below
the annual percentage rate disclosed
under § 226.18(e), the changed terms
shall be disclosed no later than
consummation. In irregular transactions,
the changed terms shall be disclosed no
later than consummation if the annual
percentage rate in the consummated
transaction is more than Vv* of 1
percentage point above or below the
annual percentage rate disclosed under
§ 226.18(e).

§226.20 Subsequent disclosure
requirements.

(a) Refinancings. A refinancing occurs
when an existing obligation that was
subject to this section is satisfied and
replaced by a new obligation
undertaken by the same consumer. A
refinancing is a new transaction
requiring new disclosures to the
consumer. The creditor shall include in
the new finance charge any unearned
portion of the old finance charge that is
not credited to the existing obligation.

(b) Assumptions. An assumption
occurs when a creditor expressly agrees
in writing with a subsequent consumer
to accept that consumer as a primary
obligor on an existing residential
mortgage transaction. The creditor shall
make new disclosures based on the
remaining obligation to the subsequent
consumer before the assumption occurs.

8§226.21 Treatment of credit balances.

Whenever a credit balance in excess
of $1 is credited in connection with a
transaction through transmittal of funds
to a creditor in excess of the total
balance due on an account, through
rebates of unearned finance charges or
insurance premiums, or through amounts
otherwise owed to or held for the
benefit of a consumer, the creditor shall:
(@) Credit the amount of the credit
balance to the consumer's account;

(b) Refund any part of the amount of
the remaining credit balance, upon
request of the consumer; and

(c) Make a good faith effort to refund
to the consumer by cash, check, or
money order any part of the amount of
the credit balance remaining in the
account for more than 6 months, except
that no further action is required if the
consumer’s current location is not
known by the creditor and cannot be
traced through the consumer's last
known address or telephone number.

§226.22 Determination of annual
percentage rate.

(a) Accuracy ofannualpercentage
rate. (1) The annual percentage rate is a
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measure of the cost of credit, expressed
as a yearly rate, which relates the
amount and timing of value received by
the consumer to the amount and timing
of payments made. The annual
percentage rate shall be determined in
accordance with either the actuarial
method or the United States Rule
method. Explanations, equations and
instructions for determining the annual
percentage rate in accordance with the
actuarial method are set forth in
Supplement | of this regulation

(8 226.40).

(2) As a general rule, the annual
percentage rate will be considered
accurate if it is not more than Vs of 1
percentage point above or below the
annual percentage rate determined in
accordance with paragraph (a)(1) of this
section.

(3) In an irregular transaction, the
annual percentage rate shall be
considered accurate if it is not more
than V4 of 1 percentage point above or
below the annual percentage rate
determined in accordance with
paragraph (a)(1) of this section.#

(b) Computation tools. (1) The
Regulation Z Annual Percentage Rate
Tables produced by the Board may be
used to determine the annual percentage
rate, and any rate determined from
those tables in accordance with the
accompanying instructions complies
with the requirements of this section.
Volume | of the tables applies to single
advance transactions involving up to 480
monthly payments or 104 weekly
payments. It may be used for regular
transactions and for transactions with
any of the following irregularities: An
irregular first period, an irregular first
payment and an irregular final payment.
Volume Il of the tables applies to
transactions involving multiple
advances and any type of payment or
period irregularity.

(2) Creditors may use any other
computation tool in determining the
annual percentage rate if the annual
percentage rate so determined equals
the annual percentage rate determined
in accordance with Supplement I, within
the degree of accuracy set forth in
paragraph (a) of this section.

(c) Single add-on rate transactions. If
a single add-on rate is applied to all
transactions with maturities up to 60
months and if all payments are equal
amount and period, a single annual
percentage rate may be disclosed for all
those transactions, so long as it is the

n

2For purpose8 of paragraph fa)(3) of this section,
an irregular transaction is one that inclades one or
more of the following features: multiple advances,
irregular payment periods or irregular payment
amounts.
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highest annual percentage rate for any
such transaction.

(d) Certain transactions involving
ranges of balances. For purposes of
disclosing the annual percentage rate
referred to in §8§8 226.17(f)(I)(iv) (Mail or
telephone orders—delay in disclosures)
and 226.17(g)(Series of sales—delay in
disclosures), if the same finance charge
is imposed on all balances within a
specified range of balances, the annual
percentage rate computed for the
median balance may be disclosed for all
the balances. However, if the annual
percentage rate computed for the
median balance understates the annual
percentage rate computed for the lowest
balance by more than 8 percent of the
latter rate, the annual percentage rate
shall be computed on whatever lower
balance will produce an annual
percentage rate that does not result in
an understatement of more than 8
percent of the rate determined on the
lowest balance.

(e) Payment schedule irregularities. 46
In determining and disclosing the annual
percentage rate, a creditor may
disregard an irregularity in the first
period that falls within the limits
described below and any payment
schedule irregularity that results from
the irregular first period:

(1) For transactions in which the term
is less than 1 year, a first period not
more than 6 days shorter or 13 days
longer than a regular period.

(2) For transactions in which the term
is at least 1 year and less than 10 years,
a first period not more than 11 days
shorter or 21 days longer than a regular
period.

(3) For transactions in which the term
is at least 10 years, a first period shorter
than or not more than 32 days longer
than a regular period.

(f) Errors in calculation tools. (1) An
error in disclosure of the annual
percentage rate or finance charge shall
not by itself be considered a violation of
this regulation if:

(i) The error resulted from a
corresponding error iii any calculation
tool used in good faith by the creditor:
and

BFor purposes of paragraph (e) of this section,
the ‘first period” is the period from the date on
which the Finance charge begins lobe earned to the
date of the first payment; the "term" is the period
from the date on which the finance charge begins to
be earned to the date of the final payment; and the
"regular period” is the most common interval
between payments in the transaction. In
transactions involving regular periods that are
monthly, semimonthly, or multiples of a month, the
length of the irregular and regular periods may be
calculated on the basis of either the actual number
of elapsed days or an assumed 30-day month. In all
other transactions, the length of the periods shall be
based on the actual number of elapsed days.
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(i) Upon discovery of the error, the
creditor promptly discontinues use of
that calculation tool for disclosure
purposes and notifies the Board in
writing of the error in the calulation tool.

(2) This paragraph shall cease to be
effective on April 1,1982.

§226.23 Right of rescission.

(a) Consumer's right to rescind. (1) In
a credit transaction in which a security
interest is or will be retained or
acquired in a consumer’s principal
dwelling, each consumer whose
ownership interest is or will be subject
to the security interest shall have the
right to rescind the transaction, except
the transactions described in paragraph
(f) of this section.46

(2) To exercise the right to rescind, the
consumer shall notify the creditor of the
recission by mail, telegram or other
written means of communication. Notice
is considered given when mailed, when
filed for telegraphic transmission or, if
sent by other means, when deliverd to
the creditor’s designated place of
business.

(3) The consumer may exercise the
right to rescind until midnight of the
third business day following
consummation, delivery of the notice
required by paragraph (b) of this
section, or delivery of all material
disclosures, whichever is last.4Mf the
required notice or material disclosures
are not delivered, the right to rescind
will expire 3 years after consummation
or upon transfer of all of the consumer’s
interest in the property, whichever is
earlier. In the case of certain
administrative proceedings, the
rescission period will be extended by 1
year in accordance with section 125(f) of
the act.

(4) When more than one consumer in
a transaction has the right to rescind,
the exercise of the right by any one of
those consumers shall be effective as to
all consumers.

(b) Notice ofright to rescind. In a
transaction subject to rescission, a
creditor shall deliver 2 copies of the
notice of the right to rescind to each
consumer entitled to rescind. The notice
shall be on a separate document that
identifies the transaction and shall

46For the purpose of this section, the addition to
an existing obligation of a security interest in a
consumer’s principal dwelling is a transaction. The
right of rescission applies only to the addition of the
security interest and not the existing obligation. The
creditor must deliver the notice required by
paragraph (b) of this section but need not deliver
new material disclosures. Delivery of the required
notice will trigger the rescission period.

47“Material disclosures" means the required
disclosure of the annual percentage rate, the finance
charge, the amount financed, the total of payments
and the number, amount and timing of payments
scheduled to repay the obligation.

clearly and conspicuously disclose the
following:

(1) The retention or acquisition of a
security interest in the consumer’s
principal dwelling.

(2) The consumer’s right to rescind the
transaction.

(3) The way to exercise the right to
rescind, with a form for that purpose,
designating the address of the creditor’s
place of business.

(4) The effects of rescission as
described in paragraph (d) of this
section.

(5) The date of expiration of the
rescission period.

(c) Delay ofcreditor’s performance.
Unless a consumer waives the right of
recission under paragraph (e) of this
section, no money shall be disbursed
other than in escrow, no services shall
be performed and no materials delivered
until the rescission period has expired
and the creditor is reasonably satisfied
that the consumer has not rescinded.

(d) Effects of rescission. (1) When a
consumer rescinds a transaction, the
security interest giving rise to the right
of rescission becomes void. A consumer
who rescinds a transaction shall not be
liable for any amount, including any
finance charge.

(2) Within 20 calendar days after
receipt of a notice of rescission, the
creditor shall return any money or
property that has been given to anyone
in connection with the transaction and
shall take any action necessary to
reflect the termination of the security
interest.

(3) If the creditor has delivered any
money or property, the consumer may
keep it until the creditor has met its
obligations under paragraph (d)(2) of
this section. When the creditor has
complied with that paragraph, the
consumer shall tender the money or
property to the creditor or, where the
latter would be impracticable or
inequitable, pay its reasonable value. At
the consumer’s option, tender of
property may be made at the location of
the property or at the consumer’s
residence. If the creditor does not take
the money or property within 20
calendar days after the consumer’s
tender, the consumer may keep it
without further obligation.

(4) The procedures outlined in
paragraphs (d)(2) and (d)(3) of this
section may be modified by court order.

(3) Consumer’s waiver ofright to
rescind. The consumer may modify or
waive the right to rescind if the
consumer determines that the extension
of credit is needed to meet a bona fide
personal financial emergency. To modify
or waive the right, the consumer shall
give the creditor a dated written
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statement that describes the emergency,
specifically modifies or waives the right
to rescind and bears the signatures of all
of the consumers entitled to rescind.
Printed forms for this purpose are
prohibited.

(f) Exempted transactions. The right
to rescind does not apply to the
following:

(1) A residential mortgage transaction.

(2) A refinancing or consolidation by
the same creditor of an extension of
credit already secured by the
consumer’s principal dwelling. If the
new amount financed exceeds the
unpaid principal balance plus any
earned unpaid finance charge on the
existing debt, this exemption applies
only to the existing debt and its security
interest.

(3) A transaction jin which a federal or
state agency is a creditor.

(4) An advance, other than an initial
advance, in a series of advances or in a
series of single-payment obligations that
is treated as a single transaction under
§ 226.17(c)(6), if the notice required by
paragraph (b) of this section and all
material disclosures have been given to
the consumer.

§ 226.24 Advertising.

(@) Actually available terms. If an
advertisement for consumer credit
states specific credit terms, it shall state
only those terms that the creditor
actually arranges or offers.

(b) Advertisement ofrate offinance
charge. If an advertisement states a rate
of finance charge, it shall state the rate
as an “annual percentage rate,” using
that term. If the annual percentage rate
may be increased after consummation,
the advertisement shall state that fact.
The advertisement shall not state any
other rate, except that a simple annual
rate or periodic rate that is applied to an
unpaid balance may be stated in
conjunction with, but not more
conspicouously than, the annual
percentage rate.

(c) Advertisement of terms that trigger
additional disclosures. (1) If any of the
following terms is set forth in or
otherwise determinable from an
advertisement, the advertisement shall
meet the requirements of paragraph
(c)(2) of this section:

(1) The amount or percentage of any
downpayment.

(ii) The number of payments or period
of repayment.

(iii) The amount of any payment.
(iv) The amount of any finance charge.

(2) An advertisement stating any of
the terms in paragraph (c)(1) of this
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section shall state the following terms,48
as applicable:

(i) The amount or percentage of the
downpayment.

(ii) The terms of repayment.

(iii) The “annual percentage rate,”
using that terms, and, if the rate may be
increased after consummation, that fact.

(d) Catalogs and multiple-page
advertisements. (1) If a catalog or other
multiple-page advertisement gives
information in a table or schedule in
sufficient detail to permit determination
of the disclosures required by paragrpah
(c)(2) of this section, it shall be
considered a single advertisement if:

(1) The table or schedule is clearly set
forth; and

(ii) Any statement of the credit terms
in paragraph (c)(1) of this section
appearing anywhere else in the catalog
or advertisement clearly refers to the
page on which the table or schedule
begins.

(2) A catalog or multiple-page
advertisement complies with paragraph
(c)(2) of this section if the table or
schedule of terms includes all
appropriate disclosures for a
representative scale of amounts up to
the level of the more commonly sold
higher-priced property or services
offered.

Subpart D—Consumer Leasing

§226.25 Definitions.

(a) Definitions that apply to the entire
regulation are located in § 226.2.

(b) The following definitions apply
solely to consumer leasing:

“Arrange for alease” means to offer a
consumer lease to be extended by
another person if the person who offers
to arrange the lease receives
compensation for that service or
participates in preparing the lease
contract with knowledge of its terms.

“Consumerlease” means an
obligation in the form of a bailment or
lease for the use of personal property by
a consumer primarily for personal,
family, or household purposes, for an
original term of more than 4 months, for
a total lease obligation not exceeding
$25,000, whether or not the consumer
has the option to purchase or otherwise
become the owner of the property at the
end of the lease term. A lease that meets
the definition of a “credit sale” is not a
consumer lease for purposes of this
definition.

“Lessor” means a person who more
than 25 times in a year leases or
arranges for a lease.

28 An example of one or more typical extensions

of credit with a statement of all the terms applicable
to each may be used in complying with this
requirement.
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“Realized value” means:

(1) The price received by the lessor for
the leased property at disposition;

(2) The highest offer for disposition; or

(3) The fair market xvholesale or retail
value at the end of the lease term if the
use of wholesale or retail value is
consistent with the estimated value
made at consummation.

“Totallease obligation"means the
sum of:

(1) The scheduled periodic payments
under the lease;

(2) Any nonrefundable cash payment
required of the consumer or agreed upon
by the lessor and consumer or any
trade-in allowance made at
consummation; and

(3) The estimated value of the leased
property at the end of the lease term.

“Value ofproperty atconsummation”
means the cost to the lessor of the
leased proerty, including, if applicable,
any increase or markup by the lessor
prior to consummation.

§226.26 Disclosures.

(@) Time andform ofdisclosures. (1)
The lessor shall make the disclosures
before consummation of the transaction.

(2) The discolusres shall be made
clearly and conspicuously in a dated
written form that the consumer may
keep, either on the lease contract or on a
separate document. The document may,
but need not, include an
acknowledgement of receipt.

(b) Basis ofdisclosures and use of
estimates. (1) The lessor shall base the
disclosures on the information known to
it at the time disclosures are made. The
disclosures shall be based on the
assumption that the consumer will
comply with the terms of the legally
enforceable obligation between the
parties.
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(c) Multiple lessors; multiple
consumers. When a lease involves more
than one lessor, only one lessor need
make all the disclosures, and only one
complete set of disclosures need be
given. When there is more than one
consumer, the disclosures may be made
to any consumer who is primarily liable
on the lease.

(d) Effect ofsubsequent events. Ifa
disclosure is rendered inaccurate as a
result of an event that occurs after
delivery of the disclosures, the resulting
inaccuracy is not a violation of this
regulation. When the event occurs after
consummation, the lessor shall refer to
paragraph (g) of this section to
determine whether new disclosures are
required.

(e) Content ofdisclosures. Each
consumer lease shall disclose the
following information, as applicable:

(1) Consumer. The identity of the
consumer receiving the disclosures.

(2) Lessor. The identity of the lessor
making the disclosures.

(3) Leased property. A brief
description of the leased property that
sufficiently identifies it.

(4) Initialpayments. A brief
description of every payment made or to
be made by the consumer either at or
prior to delivery of the leased property,
and the total amount of all such
payments.

(5) Periodic payments. The number,
amounts, and timing of periodic lease
payments, and the total amount of such
payments.49

(6) Official charges. The total amount
of charges payable by the consumer
during the lease term for official fees,
registration, certificate of title, licenses,
or taxes. The lessor may omit the
charges that are disclosed under
paragraphs (e)(4) and (e)(5) of this

(2) (i) When any information necessarysection.

to make an accurate disclosure is
unknown to the lessor, it shall make the
disclosure based on the best information
reasonably available to it and shall
state that the disclosure is an estimate.

(ii) In a purchase option lease, a lessor
may understate the estimated value of
the leased property when it computes
the total lease obligation required in
paragraph (f)(2)(i) of this section.

(3) The lessor may disregard the
effects of the following in making all
calculations and required disclosures:

(i) That payments must be collected in
whole cents;

(if) That dates of scheduled lease
payments may be changed because the
scheduled date is not a business day;

(iii) That months have different
numbers of days; and

(iv) The occurrence of leap year.

(7) Other charges. All other charges
that are payable by the consumer to the
lessor but not included in the periodic
lease payments, individually itemized,
and the total of such charges. The lessor
may omit the charges that are disclosed
under paragraphs (e)(4), (e)(5), and (e)(6)
of this section.

(8) Insurance. A brief description of
the types and amounts of insurance that
are required by, paid by, or obtained
from the lessor, other than insurance
procured by the lessor for its own
benefit. If the insurance is obtained from
or paid by the lessor, the description
shall include the cost to the consumer.

49 If the amount of any payment in a series is not
more than 5 percent larger than the smallest
payment in that series, the lessor may treat all
payments in the series as equal by disclosing the
largest payment amount, labeled as an estimate.
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(9) Warranties. A statement
identifying any express warranties or
guarantees that are made by the lessor
or manufacturer and are available to the
consumer.

(10) Maintenance. A statement
identifying the person responsible for
maintaining or servicing the leased
property and a brief description of the
responsibilities.

(11) Wear and use standards. A
statement of reasonable standards for
wear and use. if the lessor sets such
standards.

(12) Security interest. A statement
that the lessor has taken or will take a
security interest in connection with the
lease (other than a security deposit
disclosed under paragraph (e)(4) of this
section) and a brief description of ihe
property to which it relates.

(13) Default charges. The amount (or
method of determining the amount) of
any penalty or other charge, other than a
deferral or extension charge, for default,
delinquency, or late payments.

(14) Purchase option. A statement of
whether or not the consumer has the
option to purchase the leased property
and, if applicable, the option times and
prices or the method of determining the
prices.

(15) Early termination. A statement of
the conditions under which the
consumer or the lessor may terminate
the lease prior to the end of the lease
term and the amount or method of
determining the amount of any penalty
or other charge for early termination.

(f) Special disclosures concerning
consumer's liability on termination of
lease. (1) When the consumer's liability
at early termination is affected by the
realized value of the leased property, or
when the consumer’s liability at the end
of the lease term is based on the
estimated value of the leased property,
in addition to the disclosures under
paragraph (e) of this section, the lessor
shall disclose the following information,
as applicable:

(i) A statement explaining the effect of
the realized value of the leased property
on the consumer’s liability at early
termination, or a statement that the
consumer shall be liable for the
difference between the estimated value
of the leased property and its realized
value at the end of the lease term; and

(if) A statement that the consumer
may obtain, at the consumer's expense,
a professional appraisal of the value
which could be realized at sale of the
leased property. The statement shall
indicate that the appraisal must be
made by an independent third party
agreed to by the consumer and the
lessor, and that such an appraisal is
final and binding on both parties.

(2) W'hen the consumer’s liability at
the end of the lease term is based on the
estimated value of the leased property,
the following items shall be disclosed:

(1) The value of the property at
consummation of the lease, the itemized
total lease obligation, and the difference
between them;

(ii) A statement that the estimated
value of the leased property is presumed
to be unreasonable, and not in good
faith, to the extent that it exceeds the
realized value by more than three times
the average lease payment allocable to
a monthly period, and a statement that
the lessor cannot collect the excess
amount unless it rebuts the presumption
of unreasonableness in a successful
court action in which it pays the
consumer’s attorney’s fees;

(iii) A statement that the rules
concerning presumption and attorney’s
fees do not apply to the extent that the
excess of estimated value over realized
value is due to unreasonable wear or
use, or to excessive use; and

(iv) A statement that the requirements
of paragraph (f)2)(ii) of this section do
not preclude the right of a willing
consumer to enter into any mutually
agreeable final adjustment regarding
excess liability, provided such
agreement is reached after the end of
the lease term.

(g) Renegotiation requiring new
disclosures. A renegotiation occurs
when an existing lease is satisfied and
replaced by a new consumer lease
undertaken by the same consumer. A
renegotiation is a new lease requiring
new disclosures to the consumer. The
subsitution or addition of one or more
items in a multiple-item lease is not a
renegotiation if the average lease
payment allocable to a monthly period
is not changed by more than 25 percent.

(h) Extensions. (1) A lessor that
extends or permits a consumer to extend
the duration of a consumer lease for one
month or less shall comply with § 183(a)
of the act, and calculate the consumer’s
liability on the basis of the estimated
value of the leased property disclosed
under paragraph (f) of this section.

(2) A lessor that extends or permits a
consumer to extend the duration of a
lease for more than one month shall:

(i) Comply with § 183(a) of the act
and, when the leased property is
returned, reduce the estimated value of
the leased property that was disclosed
under paragraph (f) by an amount that
reflects the depreciation resulting from
the extension;3®or

% The lessor may, but need not, use the following
simple method to determine the reduced estimated
value. Assuming that a portion of each periodic
payment reflects the depreciation of the property
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(ii) Treat the extension as a
renegotiation under paragraph (g).

§226.27 Advertising.

(@) Actually available terms. If an
advertisement states specific consumer
lease terms, it shall state only those
terms that the lessor actually arranges
or offers.

(b) Advertisement of terms that
require additional disclosures. Except
as provided in paragraph (c) of this
section, if an advertisement states the
amount of any payment, the number of
required payments, or whether or not
any payment is required to be made at
consummation of the lease, it shall also
state, by using one or more examples of
typical consumer leases, the following
information:

(1) That the transaction advertised is
a lease;

(2) The total amount of any payment
required to be made at or prior to
delivery of the teased property, or that
no such payment is required;

(3) The number, amounts, and timing
of periodic lease payments and the total
of such payments;

(4) Whether or not the consumer has
the option to purchase the leased
property; and, if applicable, the option
times and prices or the method of
determining the prices; and

(5) A statement of the amount or
method of determining the amount of
any liabilities the lease imposes on the
consumer at the end of the lease term,
including a statement that the consumer
shall be liable for any difference
between the estimated value of the
property and its realized value at the
end of the lease term, if such liability
exists.

(c) Multiple-item leases; merchandise
tags. A merchandise tag for an item
normally included in a multiple-item
lease need not comply with paragraph
(b) of this section if it refers to a sign or
display, posted in the lessor’s
showroom, that contains a table or
schedule of the items required to be
disclosed under paragraph (b) of this
section.

(d) Catalogs and multiple-page
advertisements. (1) If a catalog or other
multiple-page advertisement provides
information in a table or schedule of
lease terms in sufficient detail to permit
determination of the disclosures
required by this section, it shall be
considered a single advertisement,
provided:

(i) The table or schedule is clearly set
forth; and

that correlates with the original estimated value, the
lessor may subtract the depreciation portion of each
periodic payment made during the extension from
the original estimated value.
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(ii) Any statement of lease terms
appearing elsewhere in the catalog or
advertisement clearly refers to the page
on which the table or schedule begins.

(2) A catalog or multiple-page
advertisement complies with paragraph
(b) of this section if the table or schedule
of terms includes all appropriate
disclosures for a representative scale of
amounts up to the level of the more
commonly leased higher priced property
offered.

Subpart E—Miscellaneous

§226.28 Record retention.

(@) Generalrule. A creditor or lessor
shall retain evidence of compliance with
this regulation, including information
sufficient to reconstruct the required
disclosures, for a period of two years
after the date the disclosures are
required to be made. The administrative
agencies responsible for enforcing the
regulation may require creditors and
lessors under their jurisdiction to retain
records for a longer period where
necessary to carry out their enforcement
responsibilities under section 108 of the
act.

(b) Recordkeeping methods. Evidence
of compliance may be retained by use of
microfilm, microfiche, or any other
method designed to reproduce records
accurately.

(c) Inspection ofrecords. A creditor or
lessor shall permit the agency
responsible for enforcing this regulation
with respect to that creditor or lessor to
inspect its relevant records for
compliance.

§226.29 Use of annual percentage rate in
oral disclosures.

In an oral response to an inquiry by a
consumer about the cost of credit, only
the corresponding annual percentage
rate or rates shall be stated for open-end
transactions, except that the periodic
rate or rates may also be stated. With
respect to oral responses regarding
closed-end credit only the annual
percentage rate shall be stated, except
that where a simple annual rate or
periodic rate is applied to an unpaid
balance, that rate may also be stated.

§226.30 Spanish language disclosures.

All required disclosures under this
regulation shall be made in the English
language, except in the Commonwealth
of Puerto Rico, where, at the creditor’s
option, disclosures may be made in the
Spanish language. If Spanish disclosures
are made, English disclosures shall be
provided upon the consumer’s request,
either in substitution for or in addition
to the Spanish disclosures, except that
this requirement shall not apply to

advertisements of credit or lease
transactions subject to this regulation.

§226.31 Effect on state laws.

(a) Inconsistent disclosure
requirements. (1) A state law that is
inconsistent with Subparts B (open-end
credit), C (closed-end credit), and D
(consumer leasing) is preempted to the
extent of the inconsistency. Any state-
required term or manner of disclosure
determined by the Board to be
inconsistent shall not be used by a
creditor in making disclosures under
these subparts. A state law is
inconsistent, and is preempted, if the
creditor or lessor cannot comply with
that law without violating Subparts B, C,
or D. If a creditor or lessor can comply
with a state law without violating
Subparts B, C, or D, the state law is not
inconsistent with this regulation. A
creditor, lessor, state, or other interested
party may request the Board to
determine whether a state law is
inconsistent.

(2) A state law that is more protective
than the provisions of §8§ 226.6(d),
226.7(1), 226.9(a), 226.10 and 226.11,
paragraphs (b)(4) and (c) through (f) of
§ 226.12, § 226.13, § 226.21, and Subpart
D (consumer leasing) is not inconsistent
with this regulation.

(b) Equivalent disclosure
requirements. If the Board determines
that a disclosure required by state law,
other than a disclosure relating to the
finance charge or annual percentage
rate, is substantially the same in
meaning as a disclosure required under
the credit provisions of Subparts B and
C of this regulation, creditors in that
state may make the state law disclosure
in lieu of the disclosure required by this
regulation. A creditor, state or other
interested party may request the Board
to determine whether a state-required
disclosure is substantially the same in
meaning as a disclosure required by this
regulation.

(c) Requestfor determination. (1) A
request for a determination under this
section shall be in writing and
addressed to the Secretary, Board of
Governors of the Federal Reserve
System, Washington, D.C. 20551.

(2) A request for a determination shall
include each of the following items:

(i) The text of the state statute,
regulation, or other document that is the
subject of the request;

(ii) Any other statute, regulation, or
judicial or administrative opinion that
implements, interprets, or applies the
relevant provision;

(iii) A comparison of the state law
provision with the corresponding
provision of this regulation, including a
full discussion of the basis for the
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requesting party’s belief that the state
provision is either inconsistent or
substantially the same; and

(iv) Any other information that the
requesting party believes may assist the
Board in its determination.

3) (i) Any request for a determination
will be published, with an opportunity
for public comment, in the Federal
Register* unless the Board finds that the
time required for prior notice and
opportunity for comment would be
contrary to the public interest and
publishes its reasons for such decision.

(ii) Subject to the Board's rules
regarding availability of information
(Title 12, Part 261 of the Code of Federal
Regulations), all requests made under
this section, including any documents
and other material submitted in support
of the requests, will be made available
for public inspection and copying.

(4) Any determination by the Board as
to the inconsistency of a state law shall
become effective on October 1. If the
Board’s determination is published in
the Federal Register after April 1, the
effective date of such determination
shall be October 1 of the following year.
The Board, at its discretion, may
lengthen the period of time for creditors
or lessors to adjust their forms to
accommodate the Board's
determination. Any creditor or lessor
may comply with the disclosure
requirements as determined by the
Board prior to the effective date of the
determination.

Appendix A—State Exemptions

I. Generalrule

Any state may apply to the Board to
exempt any class of transactions within the
state from the requirements of Chapter 2
(Credit Transactions), Chapter 4 (Credit
Billing), or Chapter 5 (Consumer Leases) of
the act and the corresponding provisions of
the regulation.

The Board will grant an exemption if it
determines that the state law is substantially
similar to the requirements of the act and
regulation or, in the case of Chapters 4 or 5,
the consumer is afforded greater protection
under state law than under the federal act
and regulation, and there is adequate
provision for enforcement.

Il. Procedures

The procedures under which a state may
apply for an exemption under this section are
set forth as follows:

(A) Disclosure and rescission requirements
{88 121-131 of Chapter 2). § 226.50;

(B) Issuance of unsolicited credit cards and
liability for unauthorized use §§ 132-133 of
Chapter 2), § 226.60;

(C) Fair credit billing requirements (88 161-
171 of Chapter 4), § 226.70.

(D) Fair credit billing requirements (8§ 181-
186 of Chapter 5), § 226.80.

Any determination under this section shall
become effective on October 1. If the Board's
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determination is published in the Federal
Register after April 1, the effective date of
such determination shall be October 1 of the
following year. The Board, at its discretion,
may lengthen the period of time permitted for
creditors or lessors to adjust their forms to
accommodate the Board’s determination. Any
creditor or lessor may comply with the
disclosure requirements as determined by the
Board prior to the effective date.

L. Civil liability

Mo exemptions granted under this section
shall extend to the civil liability provisions of
sections 130 and 131 of the act. To the extent
that an exemption has been granted, the
disclosures required under the applicable
state law (except any additional
requirements not imposed by this regulation)
shall satisfy the disclosures required under
this act.

. Exemptions granted

Section 226.55 lists the states that have
oeen granted exemptions and identifies the
classes of credit transactions covered by the
exemptions.

Appendix B—Issuance of Staff
Interpretations

/. Official staffinterpretations

Each official in the Board's Division of
Consumer and Community Affairs is
authorized, in that official's discretion, to
issue official staff interpretations of this
regulation. Official staff interpretations
provide the formal protection afforded under
section 130(f) of the act.

II- Procedure for issuance of official staff
interpretations

A request for an official staff interpretation
shall be in writing and addressed to the
Director, Division of Consumer and
Community Affairs, Board of Governors of
the Federal Reserve System, Washington,

D C. 20551. The request shall contain a
complete statement of all relevant facts
concerning the issue, including copies of all
pertinent documents.

If an official staff interpretation is
appropriate, it will be published for comment
in the Federal Register. After opportunity for
public comment, an official staff
interpretation will become effective upon
republication in the Federal Register.

11l. Scope of interpretations

No staff interpretations will be issued
approving creditors’ or lessors’ forms,
statements, calculation tools, or methods.
This restriction does not apply to forms,
statements, tools, or methods whose use is
required or sanctioned by a government
agency.

Appendix C—Provisions Applicable to Card
Issuers That Bill Consumers on a
Transaction-by-Transaction Basis

The following provisions of Subpart B
apply where credit cards are issued and (1)
the card issuer and the seller are the same
person or related persons; (2) no finance
charge is imposed; and (3) consumers are
billed in full for each use of the card on a
transaction-by-transaction basis, by means of

an invoice or other statement reflecting each
use of the card and (4) no cumulative account
is maintained which reflects the transactions
by each consumer during a period of time,
such as a month:

(i) Section 226.6(d), and, as applicable,

8§ 226.6(b) and (c). The disclosure required
by § 226.6(b) shall be limited to those charges
that are or may be imposed as a result of the
deferral of payment by use of the card, such
as late payment or delinquency charges.

(ii) Sections 226.7(b) and226.7(1). The
required disclosures may be achieved by
placing the disclosures on the invoice or
statement sent to the consumer for each
transaction.

(iii) Section 226.9(a). Compliance with
§ 226.9(a) may be achieved by mailing or
delivering the statement required by
§ 226.6(d) to each consumer receiving a
transaction invoice during a one-month
period chosen by the card issuer or by
sending either the statement prescribed by
§ 226.6(d) or an alternative billing error rights
statement substantially similar to that in
Appendix F, with each invoice sent to a
consumer.

(iv) Section 226.9(c).

(v) Section 226.10.

(vi) Section 226.11. This section would
apply when a card issuer receives a payment
or other credit that exceeds by more than $1
the amount due. as shown on the transaction
invoice. The requirement to credit amounts to
an account may be complied with by other
reasonable means, such as by a credit
memorandum. Since no periodic statement is
provided or required for the credit card
system subject to this interpretation, a notice
of excess payment shall be sent to the
consumer within a reasonable period of time
following its occurence unless a refund of the
excess payment is mailed or delivered to the
consumer within five business days of its
receipt by the card issuer.

(vii) Section 226.12 including §§ 226.12(c)
and (d). as applicable. Section 226.12(e) is
inapplicable.

(viii) Section 226.13. as applicable. All
references to "periodic statement” shall be
read to indicate the invoice or other
statement for the relevant transaction. All
actions with regard to corrections and
adjusting a consumer’s account may b taken
by issuing a refund or a'new invoice, or by
other appropriate means consistent with the
purposes of the section.

Appendix D— Multiple Advance Construction
Loans

Section 226.17(c)(6) permits creditors to
treat multiple advance loans to finance
construction of a dwelling that may be
permanently financed by the same creditor

Example:
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either as a single transaction or as two
transactions. If the actual schedule of
advances is not known, the following
methods may be used to estimate the interest
portion of the finance charge and the annual
percentage rate and to make disclosures. If
the creditor chooses to disclose the
construction phase separately, whether
interest is payable periodocially or at the end
of construction, Part | may be used. If the
creditor chooses to disclose the construction
and the permanent financing as one
transaction, Part Il may be used.

Part |— Construction period disclosed
separately

A. If interest is payable only on the amount
actually advanced for the time it is
outstanding:

1. Estimated interest—Assume that one-
half of the commitment amount is outstanding
at the contract rate for the entire construction
period.

2. Estimated annual percentage rate—
Assume a single payment loan that matures
at the end of the construction period. The
finance change is the sum of the estimated
interest and any prepaid finance charge. The
amount financed for computation purposes is
determined by subtracting any prepaid
finance charge from one-half of the
commitment amount.

3. Repayment schedule—The number and
amounts of any interest payments may be
omitted in disclosing the payment schedule
under § 226.18(g). The fact that interest
payments are required and the timing of such
payments shall be disclosed.

4. Amount financed— The amount financed
for disclosure purposes is the entire
commitment amount less any prepaid finance
charge.

B. If interest is payable on the entire
commitment amount without regard to the
dates or amounts of actual disbursement:

1. Estimated interest— Assume that the
entire commitment amount is outstanding at
the contract interest rate for the entire
construction period.

2. Estimated annual percentage rate—
Assume a single payment loan that matures
at the end of the construction period. The
finance charge is the sum of the estimated
interest and any prepaid finance charge. The
amount financed for computation purposes is
determined by subtracting any prepaid
finance charge from one-half of the
commitment amount.

3. Repayment schedule— Interest payments
shall be disclosed in making the repayment
schedule disclosure under § 226.18(g).

4. Amount financed— The amount financed
for disclosure purposes is the entire
commitment amount less any prepaid finance
charge.

Assume a $50,000 loan commitment at 10.5°0 with a 5 month construction period and a

prepaid finance charge of 2 points.

. . i Q)
Estimated interest:
S$25.000%x.10512x5—$%$1,093.75

Estimated APR (1,093.75+$1,000)x 100

($25,000-$1,000)

®
$50,000x. 105+12x5=52,187.50
($2,187.50+ $1,000) X 106
+5x12 = +5X12=
($25,000-$1,000)
20.94 pet 31 88 pot
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Disclosures:
Principal amount of loan
Prepaid finance charge.
Amount financed.................
Finance charge (estimate
APR (estimate) (percent).

Repayment: One payment of principal of $50,000 on 12-12-80.
amount of credit outstanding will be paid monthly.

Total of payments (estimate)........ccoccevrcicinnne

Part I1— Construction and permanent
financing disclosed as one transaction.

A. The creditor shall estimate the interest
payable during the construction period to be
included in the total finance charge as
follows:

1. If interest is payable only on the amount
actually advanced for the time it is
outstanding, assume that one-half of the
commitment amount is outstanding at the
contract interest rate for the entire
construction period.

2. If interest is payable on the entire
commitment amount without regard to the
dates or amounts of actual disbursement,
assume that the entire commitment amount is
outstanding at the contract rate for the entire
construction period.

B. the creditor shall compute the estimated
annual percentage rate as follows:

1. Estimated interest payable during the
construction period shall be treated for
computation purposes as a prepaid finance
charge (although it shall not be treated as a
prepaid finance charge for disclosure
purposes).

Example:

Interest on me

45,-No. 236 | Friday, December

$50,000 $50,000
$1,000 $1,000
$49,000 $49,000
$2,093.75 $3,187.50
20.94 31.88

Four monthly payments of $437.50, beginning
8-12-80, and a final payment of
$50,437.50 on 12-12-80.

$51,093.75 $52,187.50

2. The number of payments shall not
include any payments of interest only that
are made during the construction period.

3. The first payment period shall consist of:

a. For loans made under paragraph A.l. of
Part Il, one-half of the construction period
plus the time between the end of the
construction period and the first amortization
payment.

b. For loans made under paragraph A.2. of
Part Il, entire construction period plus the
time between the end of the construction
period and the first amortization payment.

C. The creditor shall disclose the
repayment schedule as follows:

1. For loans under paragraph A.l. of Part Il,
without reflecting the number or amounts of
payments of interest only that are made
during the construction period. The fact that
interest payments must be made and the
timing of such payments shall be disclosed.

2. For loans under paragraph A.2. of Part II,
including any payments of interest only that
are made during the construction period.

D. The creditor shall disclose the amount
financed as the entire commitment amount
less any prepaid finance charge.

Assume a S50.000 loan commitment at 10.5% with a 5 month construction period and a
prepaid finance charge of 2 points, followed by 30-year permanent financing at the same rate

with monthly amortization payments of $457.37.

Appendix D
[Computation of estimated APR]

Estimated construction interest= $25,000 , 105-12 -5
Estimated total finance charge=360 V $457.37 =$164,653.20
Principal —S50.000.00
Interest on permanent finance $114,653.20
Construction interest * $1,093.75
+51,000.00

Estimated amount financed -
Principal $50,000.00
Construction interes $1,093.75
Points -51.000.00

Number of payments
Payment amount
First payment period ((5+2)-1)......
Estimated APFr (actuarial) (percent)
Estimated APR (volume I):

$11,674,695

=$243 70= FC/$100

$47,906.25
First period adjustment -3 mo. 15 days= - 5.0

Using 365 payment line, the figure closest to $243.70 is S247.00, which corre-

sponds to an APR of 11 pet.

Interest on
amount Interest on entire commitment
advanced
=$1,093.75 $50,000x.105 12x5= $2,187,50
$164,653.20
- $50,000 00
$114,653.20
+ $2,187:50
$116,746.95 + $1,000.00 $117,840 70
$50,000.00
- $2,187.50
$47,906.25 -$1,000 00 $46.812.508
360 360
$457.37 $457 37
3Vi mo <5-r1) 6 mo
10.75 10.76
$11,784,070

-——----S$251 73 FC/S100
$46,812.50

First period adjustments mo - - 10.0.

Using 370 payment line, the figure closest to
$251.73 is 5251.17, which corresponds to
an APR of 11 pet.

Disclosures

Principal amount of credit
Prepaid finance charge
Amount financed
Finance charge (estimate)...

Annual percentage rate (estlmate) (percent)

Repayment: Interest on the amount ot credit outstanding during the construction
period will be paid monthly, followed by 360 monthly payments of $497.37, be-

ginning 1-12-81.

Total of payments (estimate)
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$50,000 $50,000
$1,000 51,000
$49,000 $49,000
$116,746.95 $117,840.70
10.75 10.76

Five monthly payments of $437.50 beginning
8-12-80, followed by 360 monthly pay-
ments of $457.37 beginning 1-12-81.

$165,746.95 $166,840.70
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In determining the denominator of the
fraction under § 226.14(c)(2)(iii)(B), no amount
will be used more than once when adding the
sum of the balanceslto 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
included 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 at midpoint of the
billing cycle. The average daily balance is
$100. A specific transaction charge of 3% is
applicable to the specific transaction. The
periodic rate is 1% % applicable to the
average daily balance. The numerator is the
amount of the finance charge, which is S4.30.
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 4Vfe%) 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 transaction charge of 3% is
applicable to the specific transaction. The
periodic rate is 1V2% 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 3Va% x 12 = 42%.

3. If, in example 2, the periodic rate applies
only to the previous 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 balance). As
explained in example 1, the annual
percentage rate is 214% x 12 = 27%.

4. If. in example 2, the periodic rate applies
only to an adjusted 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
deominator is $150 (the amount of the
transaction $100, plus the balance to which
the periodic rate is applicable, the $50
adjusted balance). As explained in example
1. the annua! percentage rate is 2'/2% x
12 = 30%.

'Where a portion of the finance charge is
determined by application of one or more daily
periodic rates, the phrase “sum of the balances
shall also mean the "average of daily balances."
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5. Previous balance—$100. A specific
transaction (check) of $100 occurs at the
midpoint of the billing cycle. The average
daily balance is $150. The specific
transaction charge is $.25 per check. The
periodic rate is | ¥z% applied to the average
daily balance. The numerator is the amount
of the finance charge, which is $2.50 and
includes the $.25 check charge and the $2.25
resulting from the application of the periodic
rate, the ominator 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 1%% X
12= 20%.

6. Previous balance—none. A specific
transaction of $100 occurs at the midpoint of
the billing cycle. The average daily balance i6
$50. The specific transaction charge is 3% of
the transaction amount of $3.00. The periodic
rate is 1Yz% per month applied to the average
daily balance. The numerator is the amount
of the finance charge, which is $3.75,
including the $3.00 transaction charge and
$.75 resulting from application of the periodic
rate. The denominator is the full amount of
the specific transaction ($100) plus the
amount of the transaction ($0). Note that in
this situation, where the transaction amount
exceeds the balance, the resulting number is
considered to be zero rather than a negative
number (50—100= —50). The denominator is
thus $100. The resulting annual percentage
rate is 334% x 12 = 45%.

églpendix F—Open-End Model Disclosure
ms and Clauses

Section F(I)—Disclosures Regarding Balance
Computation Methods

Section F(2)— Long Form Billing Error Rights
Statement

Section F(3)— Alternative Billing Error Rights
Statement

Section F(4)—Notice Regarding Liability for
Unauthorized Use

Section F(5)— Notice of Right to Rescind (At
Time of Each Transaction)

Section F(6)— Notice of Right to Rescind (At
Time of Opening Account)

Section F(7)— Notice of Right to Rescind (At
Time of an Increase in Credit Limit)

Section F(lI)—Disclosures regarding Balance
Computation methods (%§ 226.6(a)(3) and
226.(f))

(a) Adjusted balance method. The balance
to which the periodic rate is applied in
calculating the finance charges is the total
amount you owe us at the end of one billing
period [excluding any part of that amount
that represents a finance charge], less all
payments and credits we receive before the
end of the next billing period.

(b) Previous balance method. The balance
to which the periodic rate is applied in

calculating the finance charges is the total
amount you owe us at the end of each billing
period [excluding any portion of that amount
that represents a finance charge).

(c) Average daily balance method
(excluding current transactions). The balance
to which the periodic rate is applied in
calculating the finance charges is the sum of
the actual amounts owning each day of the
billing period, not including transactions first
charged to your account during the period
[and not including any portion of the actual
amount that is a finance charge], divided by
the total number of days in the billing period.

(d) Average daily balance method
(including current transactions). The balance
to which the periodic rate is applied in
calculating the finance charges is the sum of
the actual amounts owning each day of the
billing period, including transactions first
charged to your account during the period
[but not including any portion of the actual
amount that is a finance charge], divided by
the total number of days in the billing period.

Section F(2)— Long Form Billing Error Rights
Statement (§ 226.6(d))

YOUR BILLING RIGHTS
KEEP THIS NOTICE FOR FUTURE USE.

This notice contains important information
about your rights and our responsibilities
under the Fair Credit Billing Act.

IN CASE OF ERROR OR QUESTIONS
ABOUT YOUR BILL

1. Notifying us of an error or question.
Send your question in writing (at the
creditor’s option: on a separate sheet) to the
address listed on your bill after the words:
“Send Inquiries To:” (or similar wording).
(Alternate first sentence: Write to us at
(address).) Write to us as soon as possible.
We must hear from you no later than 60 days
after we sent you the FIRST bill on which the
error or problem occurred. You can
telephone, but doing so will not preserve your
rights.

In your letter give us the following
information:

"Your name and account number.

"The dollar amount involved in the
suspected error.

Describe the error and explain, if you can,
why you believe there is an error. If you need
more information, describe the item you are
not sure about.

If you have authorized automatic payment
of credit card bTlls from your savings or
checking account with us, you can stop
payment on any amount you think is wrong.
In order to exercise this right your letter must
reach us three business days before the
automatic debit is scheduled to occur.

2. Your rights and our responsibilities after
we receive your written notice. We must
acknowledge your letter within 30 days,
unless we have corrected the error by then.
Within 90 days we must either correct the

80715

error or explain why we believe the bill was
correct.

After we have received your letter, we
cannot try to collect any amount you are
guestioning, or report you to a credit bureau
as delinquent because of the questioned
amount. We can continue to bill you for the
amount you are questioning, including any
finance charges that would normally be
imposed, and can apply any questioned
amount that you have not paid against your
credit limit. You do not have to pay any
amount in question while we are
investigating, however you do remain
obligated to pay the parts of your bill not in
question.

If we determine that we made a mistake on
your bill, you will not have to pay any
finance charges on any questioned amount. If
we haven’'t made a mistake, you may have to
pay finance charges on any amount in
question and you will have to make up any
missed required payments on the questioned
amount. In either case we will send you a
statement of the amount you owe, and when
it is due.

If you fail to pay the amount that we
conclude is owing, we may report you as
delinquent to credit bureaus and other
creditors. However, ifour explanation does
not satisfy you and you write to us within ten
days telling us thatyou still refuse to pay we
must tell those credit bureaus and other
creditors ofyour dispute and tell you
specifically which credit bureaus and other
creditors we have contacted. Once the matter
has been settled between us, we must inform
those to whom we reported you as
delinquent.

If we don't follow these rules, we can’t
collect the first $50 of the disputed amount
including finance charges, even if your bill
wras correct.

SPECIAL RULE FOR CREDIT CARD
PURCHASES

If you have a problem with the quality of
property or services purchased with a credit
card, and you have tried in good faith to
correct the problem with the merchant, you
may have the right not to pay the remaining
amount due on them. There are two
limitations on this right:

(a) You must have made the purchase in
your home State or. if not within you home
State, within 100 miles of your current
mailing address: and

(b) The purchase price must have been
more than $50.

These limitations do not apply if we own
or operate the merchant, or it we mailed you
the advertisement for the property or
services.
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Section F(3)—Alternative Billing Error Rights
Statement (% 226.9(a))

BILLING RIGHTS SUMMARY IN CASE OF
ERRORS OR QUESTIONS ABOUT YOUR
BILL

Write us at [address] as soon as you can, if
you think your bill is wrong or if you need
more information about a transaction on your
bill. We must hear from you no later than 60
days after we sent you the FIRST bill on
which the error or problem occurred. You can
telephone, but doing so will not preserve your
rights.

In your letter give us the following
information:

‘Your name and account number.

‘The dollar amount of the suspected error.

‘Describe the error and explain, if you can,
why you believe there is an error. If you need
more information, describe the item you are
unsure about.

You do not have to pay any amount in
question while we are investigating, however
you do remain obligated to pay the parts of
your bill not in question. W hile investigating
we cannot report questioned amounts as
delinquent or take any action to collect those
amounts.

SPECIAL RULE FOR CREDIT CARD
PURCHASES

If you have a problem with the quality of
goods or services purchased with a credit
card and you have tried in good faith to
correct the problem with the merchant, you
may not have to pay the remaining amount
due on them. You have this protection only
when the purchase price was more than $50
and the purchase occurred in your home
State or within 100 miles of your mailing
address. (If we own or opreate the merchant,
or if we mailed you the advertisement fpr the
property or services, all purchases are
covered regardless of amount or location of
purchase.]

Section F(4)— Notice Regarding Liability for
Unauthorized Use /8 226.12(b)(2))

You may be liable for the unauthorized use
of your credit card (or other term that
describes the credit card). You will not be
liable for unauthorized use that occurs after
you notify (name of card issuer or its
designee) orally or in writing of loss, theft, or
possible unauthorized use. In any case,-'you
liability shall not exceed (insert $50 or any
lesser amount under other applicable law or
under any agreement with the cardholder.)

Section F(5)—Notice of Right to Rescind (at
Time of Each Transacticn)(§8 226.15(a)(1)(i))

Notice of Right to Cancel

1. Your right to cancel. Y'ou have agreed
with us on (date) to an extension of credit
under your open-end credit account. This
extension of credit will result in an increase
in the amount of credit outstanding on your
open-end credit account which is secured by
a mortgage, lien, or other security interest in
your home. You have a legal right under
federal law to cancel this extension of credit
without cost, within three business days after
the above date or any later date on which
you received a copy of the material Truth in
Lending disclosures or this notice of your
right to cancel.

If you cancel the extension of credit any
additional security interest taken as a result
of the extension of credit is also cancelled.
Within 20 calendar days of receiving your
notice, we must take the steps necessary to
reflect the fact that any additional security
interest in your home has been cancelled and
we must return to you any money or property
you have given to us or to anyone else in
connection with this extension of credit. If we
have given you any money or property, you
may keep it until we have performed our
obligations. You must then offer to return the
money or property: if return of the property
itself is impractical or unfair, you must offer
its reasonable value. You may make the offer
at your home or at the location of the
property. Money must be returned to the
address shown below. Ifwe do not take
possession of the money or property within
20 calendar days of your offer, you may keep
itwithout further obligation.

2. How to cancel. Ifyou decide to cancel
this extension of credit, you may do so by
notifying us, in writing, at (creditor’'s name
and business address). You may use any
written statement that is signed and dated to
cancel this extension of credit. You may use
this notice by dating and signing below.
Retain one copy of this notice regardless of
the method you use to cancel since it
contains important information about your
rights.

If you cancel by mail or telegram, the
notice must be sent no later than midnight of
(date). If you use any other means to deliver
or transmit to us your written notice to
cancel, it must be delivered to the above
address no later than that time.

I hereby cancel this transaction.

(Consumer’s signature)
(D ate)

Name (please print)

Address (please print)

Section F(6)— Notice of Right to Rescind (At
Time of Opening Account)($ 226.15(a)(1)(H))

Notice of Right to Cancel

1. Your right to cancel. You have agreed
with us on (date) to establish an open-end
credit account that is to be secured by your
home. Opening this account will result in a
mortgage, lien, or other security interest in
your home. You have a legal right under
federal law to cancel this account, without
cost, within three business days after the
above date or any later date on which you
received your initial Truth in Lending
disclosures or this notice of your right to
cancel.

If you cancel the account, the security
interest is also cancelled. Within 20 days of
receiving your notice, we must take the steps
necessary to reflect the fact that the security
interest in your home has been cancelled and
we must return to you any money or property
you have given to us or to anyone else in
connection with this account. Ifwe have
given you any money or property, you may
keep it until we have performed our
obligations. You must then offer to return the
money or property: if return of the property
itself is impractical or unfair, you must offer
its reasonable value. You may make the offer
at your home or at the location of the

Federal Register / Vol. 45, No. 236 / Friday, December 5 1980 / Proposed Rules

property. Money must be returned to the
address shown below. Ifwe do not take
possession of the money or property within
20 days of your offer, you may keept it
without further obligation.

2. How to cancel. If you decide to cancel
this account, you may do so by notifying us.
in writing, at (creditor’'s name and business
address). You may use any written statement
that is signed and dated to cancel this
account. You may use this notice by dating
and signing below. Retain one copy of this
notice regardless of the method you use to
cancel since itcontains important
information about your rights.

If you cancel by mail or telegram, the
notice must be sent no later than midnight of
(date). If you use any other means to deliver
or transmit to us your written notice to
cancel, it must be delivered to the above
address no later than that time.

I hereby cancel this transaction.

(Consumer’s signature)
(D ate) -—
Name (please print)

Address (please print)

Section F(7)—Notice of Right To Rescindst
Time of an Increase in Credit Limit
(\ 226.15(a)(1)(H))

Notice of Right to Cancel

1. Your right to cancel. You have agreed
with us on (date) to increase the credit limit
on your open-end credit account that is
secured by your home. Increasing the credit
limit will result in an increase in the amount
of the mortgage, lien, or other security
interest in your home. You have a legal right
under federal law to cancel this increase,
without cost, within three business days after
the above date or any later date on which
you received your material Truth in Lending
disclosures or this notice of your right to
cancel.

If you cancel the increase, the additional
security interest is also cancelled. Within 20
calendar days of receiving your notice, we
must take the steps necessary to reflect the
fact that the additional security interest in
your home has been cancelled and we must
return to you any money or property you
have given to us or to anyone else.in
connection with this increase. If we have
given yQu any money or property, you may
keep it until we have performed our
obligations. You must then offer to return the
money or property; if return of the property
itself is impractical or unfair, you must offer
its reasonable value. You may make the offer
at your home or at the location of the
property. Money must be returned to the
address shown below. Ifwe do not take
possession of the money or property within
20 calendar days of your offer, you may keep
it without further obligation.

2. How to cancel. If you decide to cancel
this increase, you may do so by notifying us.
in writing, at (creditor's name and business
address). You may use any written statement
that is signed and dated to cancel this
increase. You may use this notice by dating
and signing below. Retain one copy of this
notice regardless of the method you use to
cancel since it contains important
information about your rights.
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If you cancel by mail or telegram the notice
must be sent no later than midnight of (date).
If you use any other means to deliver or
transmit to us your written notice to cancel, it
must be delivered to the above address no
later than that time.

I hereby cancel this transaction.
(Consumer’s signature)
(Date) *
Name (please print)

Address (please print)

A&pendix G—Closed-End Model Forms and
Clauses

Section G(I)— Model Sale Disclosure

Section G{2)— M odel Loan Disclosure

Section G(3)— Model for the Explanation of
the Amount Financed

Section G(4)— Model for Combined RF.SPA
and Truth in Lending Disclosures

section G(5)— Notice of Right to Rescind

Section G{6)— Disclosures Regarding
Variable Rates

Section G(7)— Disclosures Regarding Demand
Obligations

Sample I— Sale Disclosure with Explanation
of Amount Financed

Sample Il— Loan Disclosure

Sample Ill— Mortgage Disclosure with

Explanation of Amount Financed

BILUNG CODE 6210-01-M
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SECTION G(P—MODEL SALE DISCLOSURE

(Name of Creditor)

ANNUAL FINANCE Amount Total of Total Sale Price
PERCENTAGE CHARGE Financed Payments The total cost of
RATE The dollar amount The amount of credit The amount 1will have my Pur_chase_on
The cost of mv credit the credit will cost provided to me or on paid when 1lhave credit including
as a yearly rate. me, if 1pay as my behalf. made all payments my down payment of
scheduled. as scheduled. S
% s $ $ $

| have the right to receive at this time a written explanation of the Amount Financed.
....... i want an explanation. | do not want an explanation.

My payment schedule will be

Number of Payments Amount of Payments When Payments Are Oue

Insurance
Credit life insurance and disability insurance are not required to obtain credit, and will not be provided unless | sign and agree to pay

the additional cost.

Type Premium Signature
Credit Life 1want credit life insurance.
Signature
Credit Life 1want credit life and
and Disability disability insurance. Signature

Property insurance may be obtained from anyone | desire that is acceptable to the creditor.

If | get the insurance from (creditor) , I will pay S
(Filing fees: S 1 [Non-filing insurance S 1
Late Charge: | will be charged [$ 1 ( % of thg payment ] if a payment is not received within--------- days of
its due date.

Security: | am giving a security interest in (the goods being purchased.] [and] ((other property.)

Prepayment: If | pay off early | will [not] have to pay the total finance charge. | will [not] have to pay a penalty.
Assumption: Someone buying my home (may be allowed to] [cannot] assume the remainder of the mortgage on the original terms.:

| can refer to my contract documents for any additional information they may contain about nonpayment, default, any required
repayment of this obligation in full before the scheduled date, and prepayment rebates and penalties.

| have a copy Of this StatemMeNnt.  =-==--=sseeccsseeeees o e e e
SHGNATUTE. ..ot Date

e means dollar amount is an estimate
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SECTION G(2)—MODEL LOAN DISCLOSURE

(Name of Creditor)

ANNUAL FINANCE Amount Total of
PERCENTAGE .CHARGE Financed Payments
RATE The dollar amount The amount of credit The amount 1will have
The cost of my credit the credit wili cost provided to me or on paid when 1have
as a yearly rate. me, if 1pay as my behalf. made all payments
scheduled. as scheduled.
% $ $ $

;1 have the right to receive at this time a written explanation of the Amount Financed.
— | want an explanation. | do not want an explanation.

My payment schedule will be

Number of Payments Amount of Payments When Payments Are Due

Insurance
Credit life insurance and disability insurance are not required to obtain credit, and will not be provided unless | sign and agree to pay
the additional cost.

Type Premium Signature
Credit Life 1want credit life insurance.
Signature
Credit Life lwant credit life and
and Disability disability insurance. Signature

Property insurance may be obtained from anyone | desire that is acceptable to the creditor.

If | get the insurance from (creditor) I will pay S
;(Filing fees: $ ] (Non-filing insurance S ]
Late Charge: | will be charged ($ 1 ( % of the payment ] if a payment is not received within days of
its due date.

Security: | am giving a security interest in (the goods being purchased.] (and] {(other property.)

Prepayment: If | pay off early | will (not] have to pay the total finance charge. | will [not] have to pay a penalty.
; Assumption: Someone buying my home [may be allowed to] (cannot] assume the remainder of the mortgage on the original terms.;

| can refer to my contract documents for any additional information they may contain about nonpayment, default, any reauired
repayment of this obligation in full before the scheduled date, and prepayment rebates and penalties.

| have a copy of this statement.
- Signature ......oooiiiiiiiiceeii s Oat#

+ means dollar amount is an estimate.
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SECTION G(3)—MODEL FOR THE EXPLANATION OF THE AMOUNT FINANCED

Explanation of Amount Financed of $.

S Amount given to me directly.
S Amount paid on my account.
S Amount(s) paid to others on my behalf.
S to public officials
$ to (name of another creditor)
$ to (name of insurance company)
$ Prepaid finance charge
1 Signature Oat*
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SECTION G (4)—MODEL FOR COMBINED RESPA AND TRUTH IN LENDING DISCLOSURES
(Lender's Name) (Consumer's Name)

RESPA Good Faith Estimates of Settlement Costs and Explanation of the Amount Financed of $

Settlement Settlement Service Prepaid Charge Included Charge Paid
Statement Finance Charge in Amount IN Cash
Line Number Financed

TOTALS
* (Lender) requires that | use the following providers of settlement services in this transaction.

The estimates of my costs are based upon each provider's charges.

Name Address and Telephone (Lender)
has a business relationship with this provider.

This form includes all settlement service charges | must pay, but it may not cover all items | may have to pay in cash at settlement. | may
want to ask about the cost of any items | must pay that are not shown on this form.

The Real Estate Settlement Procedures Act (RESPA) requires that | receive a booklet describing the settlement process and this estimate
of costs when | apply for a mortgage loan or within three business days of applying.

BILLING CODE 6210-01-C
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Section G(5)— Notice of Right to Rescind
(% 226.23(b)]
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Section G(7)—Disclosures Regarding
Demand Obligations (% 226.18(i))

This obligation [is payable on demand,J
(has a demand feature.]
[All disclosures are based on an assumed

Notice of Right to Cancel

You are entering into a transaction that
may result in a security interest in your home.
You have a legal right under federal law to
cancel this transaction, without cost, within
three business days, from whichever of the
following three events occurs last.

(1) The date of the transaction, which is

maturity of one year.)

BILLING CODE 6210-01-M

{2} The date you received your Truth in
Lending disclosures.

(3) The date you received this notice of
your right to cancel.

1f you decide to cancel this transaction, you
may do so by notifying us in writing, at
(creditor’'s name and business address). You
may use any written statement that is signed
and dated to cancel this transaction, or you
may use one copy of this notice by dating and
signing below. You may want to keep the
other copy because it contains important
information about your rights. If you cancel
by mail or telegram, the notice must be sent
no later than midnight of (date). If you use
any other means to cancel, it must be
delivered to the above address no later than
that time.

If you cancel the transaction, the security
interest is also cancelled. Within 20 calendar
days of receiving your notice, we must take
the steps necessary to reflect the fact that the
security interest in your home has been
cancelled and we must return to you any
money or property you have given to us or to
anyone else in connection with this
transaction. If we have given you any money
or property, you may keep it until we have
performed our obligations. You must then
return the money or property; if return of the
property itselfis impractical or unfair, you
must offer its reasonable value. At your
option, you may offer to return the property
at your home or at the location of the
property. Money must be returned to the
above address. If we do not take possession
of the money or property within 20 calendar
days of your offer, you may keep it without
further obligation.

I hereby cancel this transaction.

(Consumer's signature)
(D ate)

Section G(6)—Disclosures Regarding
Variable Rates (§ 226.18(f))

The annual percentage rate may increase
during the term of this transaction under the
following conditions:

[An increase in the prime interest rate of
this lender]

[My deposit accounts fail to maintain a
balance 0 f-----mmmmmmmmmmmeeeen ]

[I terminate my employment with

An increase is limited in the following
manner:

[The rate will not increase above-

[The maximum increase at one time will be

Any increase will take the form of:
[Higher payment amounts]

(More payments of the same amount]
[A larger amount due at maturity]

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



Federal Register / Vol. 45, No. 236 / Friday, December 5, 1980 / Proposed Rules

SAMPLE 1 -SALE DISCLOSURE .WITH EXPLANATION

XYZ Auto, Inc.

ANNUAL FINANCE
PERCENTAGE CHARGE
RATE The dollar amount

The cost o#my credit the credit will cost
a* a yearly rate. me. if i pay as

HAS &

My payment schedule will be

Amount
Financed

The amount of credit
provided to me or on
my behalf.

sUo1

Total of
Payments

The amount 1will have
paid when 1have
made all payments

as scheduled.

*7

il

OF_AMOUNT FINANCED

Glenn Jones

Total Sale Price
The total cost of
my purchase on
credit including
r.v. down payment of
* IrTOO.OCi

T w0 T

Insurance

Credit life insurance and disability insurance are not required

the additional cost.

to obtain credit,

Type
Credit Life

Credit Life

and Disability

Premium

~NMCirqg.co

tailing fees. S /a?+0 O

Late Charge: 1w !
be

charjeu ,s IC

Signature

lwant credit life insurance.

lwant credit life and

and will not be provided unless | sign a'_d agree to pay

£-4.2 <b-3voyr C\N'C'VACAL>

disability insurance. s.goatur*

if apayment is net received within A~ days of

us due date
Security: | am giving a security interest inAfnegoods being ourchasS) N

1,55>t3E£ roperT>y " _

Prepayment: If | pay off early Iw ill< @ , have to pay the total finance charge. TAli r~" h avy ~pannnfc

I can refer to my contract documents for any additional information they may contain about nonpayment, default, any r3ajreci

repayment of th.s obi gation in full before the scheduled date, ana prepayment rebates and penalties.

A R
I have acopy of this statement. fym \<J'S
Signature

nmeans dollar amount s an estimate.

Explanation o* Arrount Financed o* $ L? & 7-5 0

Amount given to me directly

s /0 (Q ‘ON) Amount paid on my account

s I—... Amounts' paid to others on mv behalf

s to public officials

s i20-00 to Acme Insurance Company
s M5.00 Prepaid f.nance charge
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SAMPLE - OAN DISCLOSURE

FEDERAL BANK & TRUST CO.

ANNUAL FINANCE Amount Total of
PERCENTAGE CHARGE Financed Payments
RATE The dollar amount The amount of credit The amount 1will have
The cost of my credit the credit w.Il cost provided to me or on paid when | have

me. if 1pay as my behalf. made all payments

as a yearly rate.
scheduled. as scheduled.

/ 0.0Z% %a o -

| have the right to receive at this time a written explanation of the Amount Financed.

I want an explanation. js : ldo not want an explanation.

My payment schedule will be

NumOer of Payments Amount of Payments When Payments Are Oue

/ OSD - [ 19Tl
c?3 *930 -

Insufince
Credit\ife insurance and disability insurance Ve not required to obtain credit, and w>n not ox provided unless | sign and aa

Type \ Premium / \ Signature / X
Credit Lifw \ want credit life insurances

Signature N
Credit Life \ i w3ot credit life and., X

Signature

and Disability \ disabiNty insurance

Property insurancsrmay be obtained from anyone | desire that trs~feptable to the creditor,

if 1 get the inst/ancelom Federal B & T Co., | will pav,
Late Charge: | will be charged of the payment if a payment is not received within /S T d av, of its due date.
SecdrT

Prepayment: If | pay off early T"j4i4a0t]'TI72aJ~p8Y fhc/ptafctinanCg-efraege. | will not have to pay a penalty.

1can refer to my contract documents for any additional information they may contain about nonpayment, default, any required

repayment of this obligation in full before the scheduled date, and prepayment rebates and penalties.

e meant dollar amount it an estimate.
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SAMPLE II-MORTGAGE DISCLOSURE WITH EXPLANATION OF AMOUNT FINANCED

FEDERAL SAVINGS AND LOAN
Janet Smith
Account = 53-7~566-09

ANNUAL FINANCE Amount Total of

PERCENTAGE CHARGE Financed Payments

RATE The dollar amount The amount of credit The amount 1will have

The cost of my credit the credit w.il cost provided to me or on paid when 1lhave

as a yearly rate. me, if 1Dav as my behalf made all payments
scheduled. as scheduled.

13Q10/0 s/6/,7%6.7? J.32 Vv07,236.'/0

My payment schedule will be

Number of Payments Amount of Payments When Payments Are Oue

3&0 JST3..99  ‘“frierkbklu. M&SWMMk UMD .

Insurtmce
Credit Nfe insurance ana disability insurance are not required to obtain cre@it@ang@ will nVt be provided unless | sign3a”8ree to pay
the additional cost.

Type \ Premium” X. Signature 2 z7z
Credit Life\ J want credit life assurance. ~Z
Signature -
Credit Life \ I wsm crephf life and 1S
and Disability/ disabiL~fv insurance. Signature | S .
.
Late Charge: | will be charged ~ of the payment if a payment is not received within /~** days of ns due date.

Security: | am giving a security interest in the property being purchased.

Prepayment: If | oay off early hw rvH not! have oau tbe.uatal fnance charge. | will (>p<J have to pay a penalty
Assumption: Someone buying my home cannot assume the remainder of the mortgage on the original terms.

| can refer so my contract documents for any additional information they may contain 3bout nonpayment, default, any required

repayment of this obligation in full before the scheduled date, and prepayment rebates and penalties.

e means dollar amount is an estimate
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SAMPLE mM—CONTINUED

FEDERAL SAVINGS AND LOAN

Janet Smith
Account-+ 53-46b6-b9

RESPA Good Faith Estimates of Settlement Costs and Explanation of the Amount Financed of S.49,.257.31

Settlement Settlement Service Prepaid Charge Included Charge Paid
Statement Finance Charge in Amount m Cash
Line Number Financed
801. Loan Origination $500
803. Appraisal Fee $125
804. Credit Report Fee $ 20
901. Interest £ /o $287.67
1101. Settlement Fee n $ 50
1107. Attorney’s Fees* (includes 1102. Title $200
Search and 1105. Document preparation)
1108. Title Insurance $125
1201. Recording Fees $ 22.50
1203. State Tax $125
1301*. Survey $ 80
TOTALS $837.67 $125 $572.50
*Federai. s & L requires rhat | use the following providers of settlement services in this transaction.
The estimates of my costs are based upon each provider's charges.
Name Address and Telephone Federal Savings and Loan
100 Main St. CNLY.. N.Y. has a business relatic~s~ p with tn.s provider!
G.L. Griffith 10010 (212)555- 1213 No

This form includes all settlement service charges | must pay. but it may not cover all items | may have to pay m casn at sett’ement. | may

want to ask about the cost of any items | must pay that are not shown on this form.

The Real Estate Settlement Procedures Act (RESPA) requires that | receive a booklet describing the settlement process anc this estimate

of costs when | apply for a mortgage loan or within three'business days of applying.

BILLING CODE 6210-01-C
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Appendix H—Leasing Model Forms
Section H I% Mocjel for Open- end or

Financé Vehi easeDl

Section H(2

Lease Disclosur

ehic
SectlDon I]I gzj Model ?or Furmture Lease

Isciosur

BILLING CODE 6210-01-M
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SECT ION H (D — MODEL FOR OPEN-ENDIOR FINANCE VfHICLE LEASE DIISD(ingOSURES
« :

1. LESSOR(S) LESSEE(S)
2. Description of leased property.
Year | Make 1 Model 1 Body Style 1 Vehicle ID f
3. (a) Initial Charges, consisting of
[0 Capitalized Cost Reduction ([ Trade-in Allowance O $
(b) Other Charges Payable at Inception, consisting of
Cl Advance Monthly Paymento f
O Refundable Security Deposit O Delivery Charge $
O Registration Fees n
Total Payment Due at Inception: $
4. (a) Basic Monthly Payment: $
(b) Other Charges Payable Monthly:
O Maintenance O Registration Fees S
O Insurance n
Total Monthly Payment: $
5. Term of this lease:
The first monthly payment of S is due on : subseouent
payments of $ on the of each month thereafter.
6. Total of Basic Monthly Payments: S
7. Total of Other Charges Payable to Lessor:
n Disposition $ n Maintenance S
[} _s s
8. Fees and Taxes
Total amount you will pay during the term for official fees, registration, certificate of title, license fees and
taxes.
9. Insurance
The following types and amounts of insurance will be acquired in connection with this Icasc:
n  We (lessor) will Drovide the insurance coverage Quoted above for a total premium cost of $
0 You (lessee) agree to provide insurance coverage in the amounts and types indicated above. S
10. Estimated value of the vehicle at the end of the lease term:
(Your liability for this sum may be limited. See Item 14.) S
s

11. Total Lease Obligation:
(Items 3(a), 6 and 10.)
12. Initial Value of Vehicle: $
13. Difference:
(Item 11 less Item 12.) S
14. End of Term Liability

(a) The estimated value of the vehicle stated in Item 10 is based on a reasonable, good faith estimate of the value of the vehicle at
the end of the lease term. If the actual value of the vehicle at that time is greater than the estimated value, you will have no further
liability under this lease, except for other charges already incurred [and are entitled to a credit or refund of any surplus].

If the actual value of the vehicle is less than the estimated value, you will be liable for any difference up to S (3 times
Item 4(a)). For any difference in excess of that amount, you will be liable only if

1. Excessive use or damage [as described in Item 15] [representing more than normal wear and tear] resulted in an unusually low
value at the end of the term.

2. You voluntarily agree with us after the end of the lease term to make a higher payment.

3. The matter is not otherwise resolved and we win a lawsuit against you seeking a higher payment.

Should we bring a lawsuit against you, we must prove that our original estimate of the value of the leased property at the end of
the lease term was reasonable and was made in good faith. For example, we might prove that the actual value was less than the orig-
inal estimated value, although the original estimate was reasonable, because of an unanticipated decline in value for that type
of vehicle.

Unless we prove that the excess amount owed was the result of excessive use or unreasonable wear and tear, we will pay your
reasonable attorney's fees.

(b) Ifyou disagree with the value we assign to the vehicle, you may obtain, at your own expense, from an independent third party
agreeable to both of us, a professional appraisal of the. value of the leased vehicle which could be realized at sale.
The appraised value shall then be used as the actual value.

Standards for Wear and Use

15.
The following standards are applicable for determining unreasonable or excessive wear and use of the leased vehicle:

o

16. Maintenance } . . .. L L
[You are responsible for the following maintenance and servicing of the leased vehicle:.

[We are responsible fror 'he following maintenance and servicing'of the leased vehicle:

17. Warranties . . i
The leased vehicle is subject to the following express warranties:

18. Early Termination and Default ~~ ~ ~ ~
(a) You may terminate this lease before the end of the lease term under the following conditions:.

The charge for such early termination is _

(b) We may terminate this lease before the end of the lease term under the following conditions:.

Upon such termination we shall be entitled to the following charge(s) for.

(c) To the extent these charges take into account the value of the vehicle at the end of the lease term, you have the same right to a
professional appraisal as that stated in Item 14(b).

Security Interest . . . I
We reserve a security interest of the following type in the property listed below to secure performance of your obligations under

this lease:

20. Late Payments
The charge for late payments is.

2

L

Option to Purchase
[You have an option to purchase the leased vehicle at the following times:.

If at the end of the term, the price will be S
If prior to the end of the term, the price will be S

[You have no option to purchase the leased vehicle.]
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SECTION Ht2)— MODEL TOR CLOSED-END OR NET VEHICLE LEASE DISCLOSURES

Date

1. LESSOR (S) LESSEE(S)

2. Description of leased property

Make Model Body Style Vehicle 1D #

3Tot P [nception:
ﬂg%nzeé Bosetp?sgm ion ] SHYS%U haﬁ%
ﬁ) (gw ¥ a%ment of
L % t#n abe ecurity Deposit D $
?f |rs} E payment Of%th s dueon of bach month thereater. subsequent
oaI Mont YPa ment: %
6. Total of Monthly Payments:
Iotﬂ other harges Payable to Lessorn %/lamtenance ;
$

8 { a?i%l amoua)& nt you will pay during the term for official fees, registration, certificate of title, license fees and S

Wm fa ﬂowmg types and amounts of insurance will be acquired in connection with this lease:

7 We (lessor WI|| Iprowdethe dwsurancecoverae uateqaboveforatotg remium.co taof[S)
I ou £ss ee {0 Provide Isurance coverage In the amounts and types |nd|ca ahove,

10. Standards for Wear and Use
The following standards are applicable for determining unreasonable or excessive wear and use of the leased vehicle:.

11 Maintenance . o iy .
[J\(/)Iu are responsible for the following maintenance and servicing of the leased vehicle:.

[We are responsible for the following maintenance and servicing of the leased vehicle:.

12.  Warranties
The leased vehicle is subject to the following express warranties:.

13. TarlvTermination.and

ou may terminate this ease before the end of the lease term under the following conditions:.

The charge for such early termination is.

(b) We may terminate this lease before the end of the lease term under the following conditions:.

Upon such termination we shall be entitled to the following charge(s) for.

(c) To the extent that these charges take into account the value of the vehicle at the end of the lease term, if you disagree with the

value we assign to the vehicle, you may obtain at your own expense, from an independent third party agreeable to both of us, a
professional appraisal of the value of the leased vehicle which could be realized at sale. The appraised value shall
then be used as the actual value.

14. Security Interest

We reserve a security interest of the following type in the property listed below to secure performance of your obligations under
this le a s e :

15. Late Payments
The charge for late payments is

16. Lessee's Option to Purchase
[You have an option to purchase the leased vehicle at the following times:.

If at the end of the term, the price will be S ~
If prior to the end of the term, the price will be $ _

[You have no option to purchase the leased vehicle.)
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SECTION H(3)— mobpeL ror FURNITURE LEASE DISCLOSURES
Date

1 LESSOR(S) LESSEE(S)

2. Description of leased property [is attached].
Item Color Stock § Mfg. Qty.

3. Total Payment Due at Inception:

0 Refundable Security Deposit 0 Delivery Charge $.
Q Advance Monthly Payment of f~1
4. Term of this lease:
The first monthly payment of $ is due on B subsequent
payments of $ on the of each month thereafter,
5. Total Monthly Payment: $
6. Total of Monthly Payments: $

7. Total of Other Charges Payable to Lessor:

__ 0O Pick-up Charge $ _ _Q _ $_ $
8. Fees and Taxes
Total amount you will pay during the term for official fees and taxes. $

9. Insurance
O You (lessee) agree to provide insurance coverage of the following types in the following amounts:

00 We (lessor) will provide the following types and amounts of insurance coverage:.

Total premium cost: $.
O You agree to pay a waiver fee of $ per month in lieu of insurance.
Total Waiver Fee: $.

10. Maintenance
[You are responsible for the following maintenance of the leased property:_

[We are responsible for the following maintenance of the leased property:

11 Warranties
The leased property is subject to the following express warranties:

12. Standards for W'ear and Use
The following standards are applicable for determining unreasonable or excessive wear and use of the leased property:.

13. Early Termination and Default
(a) You may terminate this lease before the end of the lease term under the following conditions:.

The charge for such early termination is.

(b) We may terminate this lease before the end of the lease term under the following conditions:

Upon such termination we shall be entitled to the following charge(s):.

14. Security Interest
We reserve a security interest of the following type in the property listed below to secure performance of your obligations under
this lease:

15. Late Payments
The charge for late payments is.

16. Option to Purchase
[You have an option to purchase any or all items of the leased property at the following times:.

If at the end of the term, the price will be $
If prior to the end of the term, the price will be $

[You have no option to purchase the leased property.]

BILUNG CODE 6210-01-C
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Appendix |I— Federal Enforcement Agencies
The following list indicates which Federal
agency enforces Regulation Z for particular
classes of businesses. Any questions
concerning compliance by a particular
business should be directed to the
appropriate enforcement agency.

National Banks
Consumer Community and Fair Lending

and Examination Division, Comptroller of the
Currency, Washington, D.C. 20219.

State Member Banks

Federal Reserve Bank serving the district in
which the State member bank is located.

Nonmember Insured Banks

Federal Deposit Insurance Corporation
Regional Director for the region in which the
nonmember insured bank is located.

Savings Institutions Insured by the FS1JC
and Members of the FHLB System (exceptfor
Savings Banks Insured by FDIC)

The Federal Home Loan Bank Board

Supervisory Agent in the district in which the
institution is located.

Federal Credit Unions
Regional office of the National Credit

Union Administration serving the area in
which the Federal credit union is located.

Creditors Subject to Civil Aeronautics Board
Director, Bureau of Consumer Protection,

Civil Aeronautics Board, 1825 Connecticut
Avenue, N.W., Washington, D.C. 20428.

Creditors Subject to Packet's and Stockyards
Act

Nearest Packers and Stockyards
Administration area supervisor.

Federal Land Banks, Federal Land Bank
Associations, Federal Intermediate Credit
Banks and Production Credit Associations

Farm Credit Administration, 490L 'Enfant
Plaza, S.W., Washington, D.C. 20578.

Retail, Department Stores, Consumer
Finance Companies, all Other Creditors, and
All Nonbank Credit Card Issuers (Creditors
operating on a local or regional basis should
use the address of the FTC Regional O ffice in
which they operate.) Division of Credit
Practices, Bureau of Consumer Protection,
Federal Trade Commission, Washington, D.C.
20580.

Regulatory Analysis of Proposed
Revision of Regulation Z

Summary

The draft of revised Regulation Z
prepared by staff of the Division of
Consumer and Community Affairs
would make major changes in the
currently existing regulation. These
proposed changes arise from two
sources: (1) revisions in the regulation
necessitated by passage of the Truth-in-
Lending Simplification and Reform Act;
and (2) staff proposals to simplify the
existing regulatory struture further

within the limits of discretion granted to
the Board by the Truth-in-Lending Act.

The Simplification and Reform Act
has resulted in five major kinds of
proposed revisions in the regulatory
structure: (1) Required disclosures have
been reduced in number; (2) creditor
compliance has been made easier in a
number of ways, especially by providing
model forms guaranteeing compliance if
used properly; (3) civil liability of
creditors has been limited to certain
important disclosures; (4) the main
burden of compliance enforcement has
been shifted away relatively from the
kinds of private actions that have
contributed to complex rules and court
decisions in the past and toward
relatively greater reliance on
administrative enforcement; and (5)
certain complex legal questions that
have produced conflicting court
decisions in the past have been clarified.
Staff efforts to simplify the regulation
further have resulted in additional
significant kinds of changes designed to:
(1) Provide clearer definitions and
standards of applicability; (2) make
good faith compliance easier by
providing for small disclosure
tolerances; (3) minimize necessity of
disclosures unrelated to credit
decisionmaking; (4) allow creditors
greater flexibility in preparing
disclosures to fit the nature of individual
transactions; and (5) eliminate other
complexities and ambiguities.

On balance, each of the major
proposed changes in the regulatory
structure should produce net consumer
benefits by substantially reducing
regulatory burden without sacrificing
important consumer protections.
Important consumer disclosures would
be retained in the revised regulation, but
the complexity of compliance and
frequency of changes should be reduced.
This should reduce the regulatory
burden by reducing legal costs, printing
expenses, employee training costs, and
programming and computing
expenditures. These gains would only be
achieved at the expense of start-up
costs. It is not possible with currently
available data to estimate accurately
either the long-term savings or the short-
term costs associated with changing to
the new requirements, but the available
lead time of one year should help
minimize the latter. Furthermore, it
appears that long run cost reductions
should outweigh the start-up costs. In
this regard, possibly the most important
single contribution of the new regulation
is the provision of model forms that
guarantee compliance if used properly.

80731

I. Background

Truth in Lending, enacted by Congress
as Title | of the Consumer Credit
Protection Act of 1968 (Pub. L. 90-321,
May 29,1968), is an important element
of Federal consumer protection policy in
the credit area. In essence, the various
Federal consumer credit protections
established by Congress since 1968,
including Truth in Lending, might be
characterized as combining two general
regulatory approaches, although in
different combinations. The first
approach is disclosure—requiring that
certain information be disclosed to
consumers in a prescribed manner.
Information disclosure is an important
ingredient in most Federal consumer
credit protections; but it is so essential
to some, including Truth in Lending, the
Real Estate Settlement Procedures Act
(1974), the Home Mortgage Disclosure
Act (1975), the Consumer Leasing Act
(1976), and the Electronic Funds
Transfer Act (1978), that these acts
might properly be classified as
“information protections.” In contrast,
the second regulatory approach involves
more than disclosure: it involves
requiring institutions to do or not do
certain things or act in certain ways in
their relations with consumers in the
marketplace. In these cases disclosures
might also be required, but disclosures
are subordinate in importance to other
elements. As a result, these regulations
might be classified better as “behavioral
protections” or “market protections.”
Examples in the credit area include the
Fair Credit Reporting Act (1970), the Fair
Credit Billing Act (1974), the Equal
Credit Opportunity Act (1974 and 1976),
and the Fair Debt Collection Practices
Act (1977). Each of these acts requires
disclosures under certain circumstances,
but their requirements governing the
market conduct of institutions are more
important.

On its face Truth in Lending (TIL)
appears to be both a reasonable and
simple idea, but in practice the problems
have proven to be immense. The House,
Senate, and Conference Committee
Reports expressing the intentions of
Congress reveal both the simplicity of
the idea and the reason for its
operational complexity. According to
the Senate Report

The basic purpose of the Truth-in-Lending
bill is to provide a full disclosure of credit
charges to the American consumer. The bill
does not in any way regulate the credit
industry nor does it prescribe ceilings on
credit charges. Instead it requires that full

' United States Senate, Committee of Banking and
Currency, Truth in Lending i967. Report to
Accompany S.5 (Washington: Government Printing
Office. 19C37). p. I.
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disclosure of credit charges be made so that
the consumer can decide for himself whether
the charge is reasonable.

This passage makes it abundantly
clear that Congress intended Truth in
Lending to be a disclosure law and an
information protection rather than a
market protection. This notion is re-
emphasized in many parts of the
Committee Reports. However, this
passage also reveals the genesis of
many later problems with TIL
exemplified by the concept of "full
disclosure.” Rather than concentrating
on a few fundamental disclosures, Truth
in Lending and Regulation Z have
always required a much more extensive
list. Apparently drafted under the
assumption that more disclosure is
necessarily better than less, TIL and
Regulation Z have required disclosure of
all information that conceivably might
be useful to someone sometime.
Together with the diversity of consumer
credit transactions and the penalties for
violating the law or regulation, this
principle has contributed substantially
to TIL's complexity.

Originally the Truth-in-Lending Act
filled more than 13 printed pages in the
Conference Committee Report and
included 30 separate sections. In
addition, the original Regulation Z filled
30 pages in 98 separate sections plus a
supplement booklet dealing with APR
calculations. Moreover, Truth in Lending
was amended in 1970, 1974, twice in
1976, and in 1978; Regulation Z was
amended many time between July 1,
1969, and March, 1980. By early 1980 the
Act filled 20 printed pages in 52
numbered sections, many with lengthy
subdivisions. The regulation measured
53 printed pages in 153 highly technical
sections (many with subsections) plus
the APR supplement.

However, probably most indicative of
difficulties surrounding TIL is the
number of times that Regulation Z has
been interpreted, both administratively
and by the courts. By early 1980 more
than 1500 interpretations had been
published by the Federal Reserve Board
and staff, with varying degrees of legal
authority. In addition, by June 30, 1979,
more than 13.000 TIL lawsuits has been
filed in Federal courts, representing 2
per cent of the Federal civil caseload
(but up to 50 per cent of the cases in
some districts).2This almost continuous
stream of amendments, interpretations,
and court decisions, along with
interacting changes in state laws
affecting such things as rate ceilings and
security interests, produced a situation
where total compliance was very

2 Source: Administrative Office of the United
States Courts.

difficult, at best. As long as 9 years after
the effective date of the Act (July 1,
1969), the Federal bank regulatory
agencies reported that more than 80 per
cent of banks were not wholly in
compliance, although most violations
were judged “nonsubstantive” or
“technical.” 3By the later 1970's legal
situation became somewhat ironic in
that much of the litation over Truth in
Lending concerned aspects of
disclosures apart from credit cost
disclosures, the critical elements of
Truth in Lending according to Congress,
Notable among disputed areas in the
late 1970's were identity of the creditor,
security interest issues, disclosure of
loan proceeds, acceleration clause
issues, and issues of rescission.4

As a result of the difficult legal
conditions surrounding Truth in Lending
a movement to “simplify” the law
gained support in the second half of the
1970's. “Simplification” is, of course, a
concept that is relatively easy to support
in principle, although strong differences
may develop when the concept is
defined more closely. Possibilities
include: A more clearly warded statute,
a less resticitive statute, fewer required
disclosures, easier to read forms, less
information-packed forms, reduced
liability for creditors, additional
defenses (for creditors or consumers),
greater preemption of state laws, a
shorter regulation, a clearer regulation,
fewer' interpretations, more but clearer
interpretations, etc. Nevertheless, by
mid 1977 the idea of “simplifying" Truth
in Lending had gained a measure of
bipartisan support in the United States
Senate, even if not complete agreement
on details.5Four bills were introduced in
the 95th Congress in 1977, and after
entensive hearings and markup
sessions, a bill was reported out by the
Senate Banking Committee and passed
by the Senate on May 10,1978.
However, the House took no action in
the 95th Congress and the bill was
reintroduced in the 96th Congress in
1979. After another hearing the bill
passed the Senate again in May, 1979,
and eventually (with some amendments)
the Truth in Lending Simplification and
Reform Act was incorporated into the
Depository Institutions Deregulation and

3Board of Governors of the Federal Reserve
System, Annual Report to Congress on Truth in
Lending for the year 1970 (January 3,1979). pp. 10-
11

4For a concise review of the issues and cases in
these areas see David S. Willenzik, “Truth in
Lending Litigation, Specific Problem Areas."Journal
ofRetail Banking, June 1979.

5See United States Senate, Committee on
Banking, Housing and Urban Affairs. Simplify and
Reform the Truth in Lending Act, Hearings on S.
1312, S. 1501, andS. 1653. July 11-13, 1977
(Washington: Government Printing Office. 1977).
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Monetary Control Act of 1980 (Pub. L
96-221), which was signed by the
President on March 31. Shortly
afterward, on May 5,1980, the Federal
Reserve Board issued for public
comment a complete redraft of
Regulation Z to implement the new Act.

Il. Framework for Evaluation

Regulatory anlaysis of the draft of
revised Regulation Z ultimately involves
answering questions in two difficult
areas. The first area involves comparing
the new regulatory structure to the old:
In particular, does the new structure
improve upon and/or simplify the old,
and what, if any, are the structural
benefits of the new regulatory
approach? This question is examined in
Section Ill. The second area concerns
the new regulatory structure as an
information protection: Specifically, is
the new approach likely to affect
consumers’ information needs in the
credit area or have other impacts on the
goals of Truth in Lending? This question
forms the subject matter of Section IV.

I1l. Regulatory Structure

1 Changes Required by the
Simplification and Reform Act. The
Truth-in-Lending Simplification and
Reform Act made extensive changes in
the Truth in Lending Act. According to
the Senate Committee on Banking,
Housing, and Urban Affairs, which
drafted the Reform Act, the Committee's
efforts were focused on four general
areas: “providing the consumer with
simpler, more understandable
information; making compliance easier
for creditors; limiting creditor civil
liability or statutory penalities to only
significant violations; and strengthening
administrative restitution enforcement
of the act.” 6A fifth area concerned
technical changes to eliminate legal
problems that had arisen from
inconsistent decisions among Federal
district courts. Substantive changes
were made in each of the five areas.

Table I lists major kinds of changes
made in each of these areas by the
Simplification and Reform Act and
reflected in the draft of revised
Regulation Z. As can be seen, the
Simplification Act made such
fundamental changes in each area that
the 1980 amendments might be
characterized better as producing a new
Truth-in-Lending Act than merely as
amending the old act. For example,
among the important changes the
number of disclosures has been reduced

sUnited States Senate. Committee on Banking.
Housing, and Urban Affairs. Truth in Lending
Simplification and Reform Act. Report to
Accompany S. 108 (Washington: Government
Printing Office. 1979). p.3.
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and the format changed, model forms
have been required and other changes
have been made to aid compliance, civil
penalties have been limited to key
disclosures, and enforcement provisions
have been altered. Because changes in
these and other areas of the act are so
substantial, major changes are also
required in Regulation Z.

Table I—Areas of_Change ir%Draft _
Reﬁ Jation ZAF,lsmg From the Truth-in-
Lending Simplification and Reform Act

1 Changes To Provide Consumers
With Simpler, More Understandable
Information. A. Reduction in the
absolute number of disclosures,
especially by reducing itemizations on
closed-end credit.

B. Providing that supplemental
information may not be intermingled
with Truth-in-Lending disclosures.

C. Providing for short descriptive
phrases to accompany numerical
disclosures.

D. Providing that residential first
mortgage disclosures be given at some
time as Real Estate Settlement
Procedures Act (RESPA) disclosures.

2. Changes To Make Compliance
Easierfor Creditors. A. Reduction in the
absolute number of disclosures.

B. Requiring that the Federal Reserve
promulgate model forms which would
guarantee compliance if filled in
properly.

C. Providing that all amendments or
interpretations requiring forms changes
become effective on October 1 of each
year, with at least six months notice.

D. Providing for true tolerances of Ya
percent for annual percentage rate
disclosures and for wider tolerances on
complex transactions under regulations
of the Board.

3. Changes Affecting Civil Liability
Provisions. A. Limiting creditors’ civil
liability for statutory penalties to only
those disclosures regarded as being of
central importance.

B. Extending the period during which
a creditor can “cure” a violation and
avoid civil penalties from 15 days to 60
days after discovery.

C. Providing that "discovery” of errors
might be due to examination agency
reports without cutting off the time
period to cure.

D. Extending “bona fide error”
defense to good faith calculation,
computer, and printing errors as well as
to clerical errors.

4. Changes To Strengthen
Administrative Restitution Enforcement.
A. Requiring administrative agencies to
order refunds when finance charges or
APR’s are understated and when errors
are part of a clear pattern or practice,

are the result of gross negligence, or are
willful.

B. Providing for some administrative
discretion in ordering restitution, except
for willful violations.

5. Changes To Clarify Legal Issues. A.
Clarification concerning creditor
responsible for disclosures on
transactions involving more than one
institution.

B. Clarification concerning adequate
disclosure of security interests.

C. Clarification concerning disclosure
of acceleration clauses.

D. Clarification concerning disclosure
of right of rescission on certain
transactions.

Beyond the specifics of the kinds of
changes listed in Table I, the extent of
the alterations in the act and regulation
indicates some fundamental shifts in
regulatory approach. One shift involves
a movement away from the concept of
full disclosure of everything as a Truth-
in-Lending matter. Rather, the new act
and draft regulation concentrate on
requiring fewer disclosures, especially
those believed to be most important to
most consumers. The idea behind this
change is that beyond these critical
disclosures, regulatory burden increases
faster than the usefulness of the
disclosures to consumers. A second shift
involves significant attempts at relieving
the most burdensome compliance
problems for creditors, especially by
providing model forms that will
guarantee compliance if used properly.
A third shift moves enforcement efforts
away relatively from private court suits
for civil penalties and focuses
enforcement effort on administrative
actions by government agencies. This
change should help slow the flow of
court decisions that has required
creditors constantly to be aware of
potential changes in disclosure
standards and which, on occasion, has
produced differing disclosure standards
among judicial districts.

2. Other Changes Proposed. Besides
changes in Regulation Z mandated by
the Simplification and Reform Act, the
staff draft of revised Regulation Z
reflects a large number of other
proposed changes, which are listed in
Table Il. These changes are designed to
provide additional simplifications in
disclosure procedures so as to provide
clearer standards, eliminate
complexities, and provide a greater
degree of flexibility in a regulation that
had become quite inflexible. However,
because each of the changes involves a
tradeoff between full precise disclosures
(which may be complex and difficult to
make and understand) and simpler
disclosures (that may be less complete
or precise even if more understandable),
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some of the changes may be
controversial. Nevertheless, the changes
proposed appear consistent with the
Congressional mandate for regulatory
simplification.

Table| [l—Areas of Chan?ﬁ in Draft
Retgu ation Z Arlslr}g Fro Steﬁff
Attempts to Simplity the Regulatory
Structure

1. Changes Designed to Provide
Clearer Standards Concerning
Applicability of Provisions of the
Regulation. A. Definition of creditor
subject to regulation is make more
precise by providing a standard stated
in terms of number of annual credits (25,
or 5real estate credits) rather than a
standard in terms of “ordinary course of
business.”

B. Coverage of credit where there is
no finance charge is limited to written
agreements, thereby excluding informal
installment agreements often offered by
physicians and other professionals and
tradesmen.

C. Definition of “consummation”
before which disclosures must be made
is made more precise by defining it as
the point in time when a contractual
obligation is established rather than
when a vaguer “economic incentive” to
go forward is established.

D. Determination that disclosures be
based on legally enforceable obligation
rather than on any informal agreement
that may be at variance with the
enforceable agreement.

E Determination of which consumer
in a joint credit is “primarily” liable and,
therefore, must receive the disclosures is
made unnecssary by permitting that
disclosures be made to any obligor.

F. Exclusion of sellers’ points from the
finance charge on real estate
transactions thereby obviating need to
determine whether sale price of property
was raised to include sellers’ points.

2. Changes Designed to Make Good
Faith Disclosures Easier Through
Greater Availability of Small
Tolerances. A. Provision for tolerance
on disclosure of Finance charges equal to
tolerance for disclosure of annual
percentage rates (Vs of 1 per cent).

B. Provisions for wider tolerance of W\
of 1 per cent on irregular transactions
involving multiple advances or irregular
payments.

C. Provision that slight changes in a
transaction from good faith estimated
disclosures do not necessitate full
redisclosure.

3. Changes Designed to Highlight
Disclosures Relevant to Credit
Decisionmaking. A. Narrowing of
definition of security interest that must
be disclosed to exclude items such as
proceeds of insurance that typically are
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unrelated to credit decisions but which
have contributed to litigation and
ambiguity.

B. Limiting the frequency of need for
complete redisclosure when terms are
changed.

C. Limiting necessity of diclosure on
assumption of an obligation to the case
of residential mortgages.

4. Changes Designed to Eliminate
Complexities. A. Exclusion from
disclosure requirements of such
transactions as utility “budget plans”
and “layaway" plans that have some
elements of a credit transaction but
which, strictly speaking, are not credit.

B. Elimination of three-day waiting
period on credit secured by residence if
consumer certifies in writing (preprinted
forms prohibited) that a bonafide
personal financial emergency exists.

C. Elimination of need to consider
compensating balances in annual
percentage rate calculation.

5. Changes Designed to Allow
Creditor Flexibility in Preparing
Disclosures to Fit the Nature of the
Transaction in Question. A. Allowing
the creditor in a variable rate
transaction to prepare the required
example in a way that fits the specific
transaction.

B. Allowing the creditor in a
transaction involving multiple credit
advances to prepare disclosures that fit
the specific transaction.

C. Allowing creditors flexibility either
to include or exclude in disclosures any
cash rebates offered by the creditor or a
manufacturer.

D. Allowing creditors more flexibility
in showing repayment schedules in
credit advertising.

3 Evaluating the New Regulatory
Structure

Ultimately, the regulatory structure
associated with Truth in Lending, like
the regulatory and administrative
apparatus associated with other
consumer-oriented legislation, should be
evaluated in terms of its contributions to
(or detractions from) (1) market
efficiency and (2) consumer protection.
However, in the case of TIL these
criteria are especially closely related.
Truth in Lending is largely an
information protection, and the main
purpose of information protections is to
improve the functioning of markets.
Unlike behavioral or market protections
(like Equal Credit Opportunity) that
involve direct governmental
interventions to affect market behavior
of participants (especially businesses),
the impact of information protections is
more indirect. Instead of directly
altering behavior, information
protections assist consumers by

improving the quality of efficiency of
markets.

Markets are, of course, mechanisms
for exchanging goods, services, or
resources for value; and the concept of
efficiency refers, in a sense, to the
smoothness of the exchange mechanism.
The concept has two components. The
first, operational efficiency, concerns the
mechanics of the transfer process itself.
In particular, operational efficiency
refers to the ability of a market to
facilitate the transfer of goods or
resources without loss of real.resources
to the transfer mechanism. Viewed in
this manner, Truth in Lending and
Regulation Z certainly introduce a
measure of operational inefficiency into
consumer credit markets by raising
creditors’ costs that must be paid by
consumers. However, this is only half of
the question.

The second component of market
efficiency is allocational efficiency.
Allocational efficiency refers to the
extent to which markets allocate
resources to their best uses. It has both
a supply side and a demand side. From
the supply side the question for TIL is
whether the regulatory structure
interferes with market allocation of
resources to areas of highest return for a
given risk. In contrast, from the demand
or consumer side (the focus of this
analysis) (he question is whether the TIL
regulatory structure helps consumers
obtain resources at least cost for a given
level of credit risk. Stated in this manner
the relationship between market
efficiency and consumer protection is
more apparent: The concept of
efficiency means best value for
expenditure; this is precisely the intent
of an information protection.

Unfortunately, because of the number
of differnt kinds of costs involved, the
amount of operational inefficiency
introduced by the TIL regulatory
structure is very difficult to measure. As
a result, little statistical information is
available and no broad-based cost
analyses have been prepared.
Nevertheless, despite these gaps in the
record, it is still possible to indicate
some cost-causing aspects of the
regulatory apparatus and to make some
comparisons of the old regulatory
environment with the new. Comment is
specifically requested on (1) current
costs of compliance with Truth in
Lending and Regulation Z; (2)
expectations concerning likely impact of
the new regulation on costs; and (3)
expected start-up costs associated with
change over to the new regulation.

A number of kinds of costs are
incurred by creditors (and ultimately by
consumers) as a result of Truth in
Lending. In addition, each type of costs
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recurs (to a greater or lesser extent
depending on the situation) whenever
changes are made in the act or
regulation. Before passage of the
Simplification Act, frequent changes and
interpretations of the regulation caused
major compliance problems for
creditors. Since one purpose of the new
act is to reduce frequency of changes in
the future, it should reduce costs in the
long run. Nevertheless, to achieve these
long-run advantages, substantial start-
up costs will be incurred as the entire
regulatory structure is changed.
Delaying the effective date for one year
and allowing transition to the new
methods at any time during the year
should reduce start-up costs relative to
those of a more rapid implementation
schedule.

A first group of costs associated with
Truth in Lending is legal expenses. Legal
expenses arise from a number of sources
and problems. One source is the cost of
designing disclosure forms that suit the
credit programs of individual creditors
but which also comply with Regulation
Z. On some kinds of transactions (for
example, large secured credit sales)
required disclosures were quite complex
prior to the Simplification Act, so legal
preparation had to be quite detailed.
Reduced disclosure requirements and
issuance of model forms should help
reduce costs in this area in the future.
Likewise, the new regulatory structure
should reduce the legal expenses of
constant re-evaluation of disclosures, to
the extent the act is successful in
reducing frequency of changes and
interpretations.

Another source of legal costs is
litigation expenses. Truth in Lending has
produced a substantial number of court
cases, each of which requires legal
attention. Unreported are the number of
cases where some accommodation or
settlement is reached without the
formality of filing and litigating a suit.
Expenses can be sizeable in either case,
especially if plaintiffs's legal expenses
are awarded as well. The simplified
Truth-in-Lending Act and Regulation Z
should reduce legal expenses of these
kinds. Because compliance with the act
has been made easier, legal expenses
for both analysis and litigation should
eventually be reduced, possibly after a
spurt associated with implementing the
new requirements.

A second TIL cost is the cost of forms
and printing. After design, complying
forms typically are printed by a
commercial printer. As a result, any
change in requirements necessitates not
only new legal analysis, but new
printing expenditures as well.
Furthermore, often overlooked, a change
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in forms requires that all obsolete forms
be retrieved or otherwise destroyed. For
a large creditor with multiple branches
and possibly hundreds or thousands of
employees, this requirement can involve
substantial effort. Again, the new
regulatory structure should reduce costs
in this area. Besides minimizing the need
and likelihood of rapid changes in
disclosure requirements, the new rules
specify that forms changes will be
required no more than once per year. In
1977 the Commission on Federal
Paperwork estimated this provision
alone would reduce costs by $600
million annually.7

A third cost is the cost of employee
training. If legal requirements change
frequently and employees must be
trained and retrained to use new forms
correctly, substantial costs may result.
Partially in response to this problem, but
also for other reasons of management
control, some creditors have instituted
automated computer-processed TIL
disclosure forms in recent years. Rather
than relying on employees to fill in
changing disclosure forms correctly,
some creditors have programmed their
computers to supply disclosures through
terminals in branches or stores.
However, computers must be purchased
and programmed, so computer-related
expenses constitute a fourth group of
TIL costs. Actually, this category of
costs should probably be expanded to
encompass all kinds of calculating-
disclosing aids including charts, tables,
and calculators as well as computers.
Since, to some extent, there is a tradeoff
between sophistication of employees
and extensiveness of calculation aids,
training expenses and calculating-
computing expenses might be added
together in evaluating TIL. Nevertheless,
regardless of how they are apportioned,
costs associated with training and
calculating should be reduced by the
new regulatory structure, after an initial
start-up phase.

Other TIL-related costs include the
actual costs of disclosing required
information and the costs of record
retention. Actual costs of disclosing
rates and other information are
probably not very great on closed-end
credit, given that terms must be
negotiated or specified and contractual
documents are prepared and signed
anyway. Costs of disclosing on standard
types of contracts consist of calculating
the necessary information, placing it on
the disclosure forms and handing the
forms to consumers. Once the necessary
legal judgments are made, forms

7 Commission on Federal Paperwork. Consumer
Credit Protection (Washington: Government
Printing Office, 1977).

prepared, employees trained and
computers programmed (or charts and
tables purchased) disclosures are not
especially difficult or time consuming, as
long as no changes are made in the
procedures. On open-end credit finance
charges must be disclosed on periodic
statements (usually monthly); but,
typically, the calculations would-be
made anyway since the disclosure
statement also constitutes the periodic
billing statement. The new act and
regulation do not make substantive
changes in the methods of actually
making disclosures and so substantial
cost savings are not expected from this
source. Likewise, the new regulatory
structure retains the earlier
requirements on record retention (for
compliance purposes), although
retaining files can be costly. In 1977 the
Commission on Federal Paperwork
estimated that storage, filing, and
clerical expense of maintaining files
could amount to 16 cents per file.
However, since creditors would be
expected to keep files for a time
anyway, not all of this expenditure can
be attributed to TIL or other regulations.
Nevertheless, Regulation Z requires that
copies of disclosure statements be
retained for 24 months which is beyond
the closing date of many accounts. This
requirement is not changed by the new
regulation.

In sum, the new TIL regulatory
structure should lead to lower
compliance costs, thereby improving
operational efficiency of credit markets.
To the extent these gains can be
achieved without sacrificing consumer
protections, the new regulatory
environment should produce a net gain
for society as a whole through a more
efficient market. However, before this
conclusion is reached it is necessary,
first, to examine TIL as an information
protection. This topic forms the subject
matter of Part IV.

IV. Truth in Lending as an Information
Protection

1. Potential Evaluative Criteria

In evaluating the new Truth in
Lending regulatory structure as an
information protection, possibly the
foremost concern is the need for an
appropriate criterion or standard. The
goal stated by Congress in Section 102
of the Act. avoidance of the
“uninformed use of credit,” is
undoubtedly the Act’s central purpose
and a goal consistent with market
efficiency, but measurement is subject to
severe definitional and methodological
difficulties. As a result, proxies are
needed. Examination of the behavioral
science literature as well as
Congressional hearings and statements
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and the literature on Truth in Lending
itself reveals that a large number of
consumer-protection goals have been
suggested dS standards for TIL. Thirty-
nine possible goals for Truth in Lending
in nine separate categories are listed in
Table Ill. There are probably also other
goals that might be added to the list.
However, the length of this table reveals
the same difficulties in evaluating, TIL as
a consumer protection and the reason
why simple tests are probably
inadequate. Nevertheless, a few general
principles might be stated.

Table in—Goals of Truth in Lending

/. General Philosophical or Educational
Goals

1. Satisfy Consumers’ Right to Know

2. Enhance Consumer Education

3. Enhance Consumers’ General
Understanding of the Credit Process

4. Promote Long-Term Rise in Consumer
Sophistication

5. Promote the Informed Use of Credit

6. Promote Wiser Credit Use

Il. Goals Associated with Improving
Consumer Decisionmaking

7. Reduce Credits Search Costs

8. Simplify Information Processing

9. Improving Consumers’ Ability to
Make Comparisonsl

10. Enable Consumers to Match
Products and Needs

11. Enable Consumers to Decide
Between Using Credit and Using
Liquid Assets2

12. Enable Consumers to Decide
Between Using Credit and Delaying
Consumption2

13. Show Consumers Where Search Can
Be Beneficial

I1l. Cognitive Goals: Awareness and
Understanding

14. Improve Awareness of Credit Costs

15. Improve Awareness of Non-Cost
Credit Terms

16. Improve Awareness of Differences
Among Classes of Institutions

17. Improve Consumers Understanding
of the Relationships Among Credit
Cost Terms

IV. Behavioral Goals
18. Encorage Credit Shopping
V. Altitudinal Goals

19. Improve Consumer Satisfaction
20. Improve Consumer Confidence

VI. Credit Market Goals

21. Enhance Competition in Consumer
Credit Markets

1Referred to as the “Shopping Function” by the
National Commission on Consumer Finance.

mReffered to as the "Descriptive Function” by the
National Commission on Consumer Finance.

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



80736

22. Drive Out High-Cost Producers

23. Encourage Industry to Reform

24. Improve Credit Market Products

25. Discourage Risk Shifting by
Institutions

26. Discourage In Terrorem Boilerplate
Clauses in Contracts

27. Provide Vehicle for Legal Reforms

28. Protect Legitimate Business from
Unethical Competition

VII. Institutional Control Goals

29. Promote Control of Institutions
Through Compliance Requirements

30. Improve Consumers’ Bargaining
Position Relative to Institutions

31. Provide Defenses for Consumers

32. Provide Leverage for Hard-Pressed
Debtors

VIIl. Macroeconomic Goals
33. Enhance Economic Stablization

IX. "Behavioral"or “Market Protection"
Goals

34. Require Procedures for Credit Card
Billing Error Resolution
35. Provide Protections for Consumer
Leasing
36. Provide “Cooling O ff Period for
Credit Secured By Residence
37. Provide “Cooling O ff Period for
Credit Negotiated in Consumer’s
Home
38. Provide for Limited Liability on Lost
or Stolen Credit Cards
39. Eliminate Unsolicited Credit Cards
First, TIL as a consumer protection
cannot be evaluated fully be examining
only a single behavioral measure like
credit shopping. Behavioral goals are
only one of nine categories in Table IlI,
and encouraging shopping is only one of
39 goals listed. Consequently, evaluating
TIL on shopping alone, or for that matter
on any single criterion, is likely to
produce an incomplete analysis of the
impact of this information protection. As
a corollary, if it is not appropriate to
evaluate TIL on only one criterion, then
it seems inappropriate to recommend
wholesale changes in the protection
based on a single criterion. At a
minimum any proposed changes should
be evaluated in terms of the likely
effects on a variety of goals. Again, the
shopping criterion provides a useful
example; it simply may not be
reasonable to make wholesale changes
in the regulatory structure to encourage
shopping unless either the changes
simultaneously encourage other goals as
well or the changes can be made at
small cost. If costs are large or impacts
on other goals are small, then there
exists the possibility of achieving small
gains in allocational efficiency at the
expense of large losses of operational
efficiency. This could produce a net loss
for society as a whole.

Second, some goals do not suggest
any measurable evaluative criteria and
must be evaluated indirectly. Probably
the general philosophical and
educational goals in Category | of the
table offer the best examples. The six
goals listed there are almost universally
recognized as important aspects of TIL,
but they appear too general for direct
analysis and invite only indirect
conclusions. However, it might be noted
that if two disclosure programs each
appear to satisfy these general goals but
one also appears to satisfy other goals
as well, or to satisfy the general goals at
lower cost, then this method is
preferable, other things equal.

Third, while some goals do offer
evaluative criteria, the criteria may
differ among individuals making it
difficult to draw general conclusions.
Many of the goals in Category Il of the
table illustrate this phenomenon. For
example, goal number 10, improved
ability to match products and needs,
might be examined by studying choices
made in the marketplace. The problem is
that consumers’ needs differ and,
consequently, so will the choices made
even under conditions of perfect
information. Likewise, consumers faced
with deciding between using credit and
paying cash (goal number 11) will not all
reach the same conclusion. In a world of
perfect information some people will
choose cash and others credit,
depending on their individual
circumstances. As a result, a simple
criterion related to likelihood of taking
one behavioral path or the other cannot
be expected to produce useful analytical
results.

Fourth, some goals may be more
costly than others, especially if special
attempts are made to achieve them
without regard to costs. Encouragement
of credit shopping (number 18) has
already been mentioned as a possible
example, but there are others as well.
One Is number 17, improving consumers’
understanding of the relationships
among credit cost terms. Much of the
complexity, litigation, and costliness of
the original TIL Act and Regulation Z
arose, in a sense, out of attempts to
satisfy this goal with extensive, detailed
TIL disclosure statements. Possibly a
better approach might have been to
consider whether the details were
necessary to achieve the other 38 goals
or whether a simpler, less costly
approach might have been sufficient.

2. Evidence on the Effects of Truth in
Lending.

Unfortunately, there is relatively little
direct evidence available about the
impact of TIL on most of the goals listed
in Table Ill. Furthermore, since evidence
must typically be gathered by surveys at
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discrete points in time, the evidence is
always subject to potential
methodological problems, particularly
that alternative explanations of the
results are available.8Nevertheless, it is
still possible to suggest some general
conclusions concerning TIL as an
information protection.

While little can be said definitively
about the impact of TIL on the general
philosophical and educational goals
listed in Group | of Table Ill, as a
concept it seems likely that TIL
disclosures have fostered the general
goals of satisfying the consumer's right
to know and enhancing general
educational aims. Similarly, it seems
that consumers’ general understanding
of the credit process has probably been
enhanced by TIL, and the law has
probably contributed to increasing
consumers’ general sophistication over
the long term. TIL has probably also
supplied the tools for informed use of
credit and wiser use of credit by
consumers. Although these latter goals
might seem quite similar at first glance,
they are actually quite different since
the second involves a value judgment
concerning what is wise. To use an
analogy from public health, it seems
likely that required disclosures of
warnings by the surgeon general about
smoking have contributed to informed
use of tobacco, although possibly not to
wiser use among those still smoking. In
the tobacco case the value judgment is
fairly obvious but in the credit case it
may be less so. Nevertheless, it seems
likely that TIL has contributed to both
more informed and wiser credit use, if
only because it has provided necessary
tools in the form of standardized
disclosures and terminology.

In terms of this first group of TIL
goals, the new regulatory structure
provided by the Simplification Act and
revised Regulation Z should, on balance,
prove beneficial. The new structure
should be as effective as the old in
enhancing these general TIL goals, but it
seems likely it will be able to do so at
lower operational cost. As a result, the
net effect appears positive, since the
beneficial aspects of general consumer
protection have not been sacrificed, but
they will be achieved at lower cost to
suppliers, after an initial costly phase-in.

The second group of goals involve
individual consumers’ decision
processes. Studying the imnpact on

8 For discussion of methodological issues see
Lynn W. Phillips and Bobby J Calder. “Evaluating
Consumer Protection Programs: Part 1, Weak But
Commonly Used Research Designs," Journal of
Consumer Affairs. Winter 1979, and Lynn W.
Phillips and Bobby J Calder, “Evaluating Consumer
Protection Laws IlI: Promising Methods," Journal of
Consumer Affairs. Summer 1980.
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these goals is especially difficult since
decision making criteria vary among
consumers. However, as with the first
group of goals, it seems likely that the
new regulatory environment is an
improvement on balance over the old
because consumer protections in this
area have not been sacrificed, even
though costs may be lowered in the
future. Probably of primary importance
is TIL's requirement that rates be
calculated in identical fashion
regardless of credit source or type, a
requirement that is retained in the new
structure. This should be important, for
example, in satisfying goal number 10,
enabling consumers to match products
and needs. Likewise, decisions about
using cash or delaying consumption
rather than using credit should be
facilitated with standardized credit cost
calculations available. Although survey
evidence indicates that relatively few
credit users are influenced by
disclosures in their decision to take on
debt,9some unanswered questions may
be as important. These include the
extent to which cash buyers are
dissuaded from using debt by its cost
and the extent to which consumers’
attention to and sensitivity to finance
rates has changed over time. Regardless
of answers to these questions, it seems
that TIL has provided consumers with
the necessary tools, for whatever
purpose they want to use them.

Most research on the effects of TIL
has been concentrated on the third
group of goals in table | (the Cognitive
Goals) and especially on awareness of
credit costs (goal number 14). Research
attention has probably been focused in
this area for two reasons. The first is
that these goals, especially awareness of
credit costs, offers a convenient
operational evaluative criterion for
testing. As a result, it is possible to draw
conclusion without some of the kinds of
complications associated with
evaluating other goals. The second
reason is the reasonable contention that
cognition logically precedes use of
information for decision making, and so
evidence of awareness is an important
preliminary evaluation. The argument is
that since cognition precedes use, there
must be awareness before use of
information can be expected. Although
evidence of awareness does not, by
itself, demonstrate that information will
be used, lack of awareness probably
indicates that information cannot be
used. Consequently, evidence of lack of

9 See George S. Day and William K. Brandt. A
Study of Consumer Credit Decisions: Implications
for Present and Prospective Legislation
(Washington, Technical Studies of the National
Commission on Consumer Finance, Vol. I,
Government Printing Office, 1973).

impact of TIL on awareness could be
taken as an indication the law had little
impact in other areas either.

Surveys of consumers have indicated
increasing levels of awareness of
percentage rates of charge on credit
transactions since implementation of
Truth in Lending in 1969. Using an
operational definition of awareness
established by staff of the National
Commission on Consumer Finance,
surveys have revealed a sharp increase
in awareness in the first 15 months of
Truth in Lending and continuing gains
afterward.10By 1977 levels of rate
awareness reached 54 per cent for
closed-end credit and 65 per cent and 71
per cent for retail revolving credit and
bank credit-card credit, up from 14 per
cent, 35 per cent, and 27 percent,
respectively, in 1969. Although many
factors undoubtedly affect credit
knowledge, including gradually higher
educational levels over time, it appears
reasonable to conclude that TIL has
focused attention on percentage rates
and contributed to the sharp increases
in awareness.

In contrast, despite changes in
awareness of percentage rates since
1969, available consumer surveys
indicate that credit shopping by
consumers is not especially common.
For example, a nationwide survey in
1977 found that only about one quarter
of those with outstanding closed-end
credit accounts had tried to obtain
information about other creditors or
credit terms before obtaining the
credit. 1 Furthermore, a majority of those
with outstanding closed-end credit
indicated that familiarity with the
creditor or prior good experience was
the primary reason for obtaining credit
from the particular creditor they chose.
However, lack of shopping does not
necessarily indicate unreasonable or
irrational behavior. On the contrary,
failure to shop may indicate an
awareness of costs on the part of the
consumer and may reflect the view that
further shipping is unwarranted.
Consumers may be wrong in their
judgments, of course, but it does not
seem that, by itself, failure to shop
indicates a failure of TIL. Probably more
important for TIL evaluation are the
guestions whether the regulatory
structure increases cost awareness and
whether it permits effective shopping, if
desired. The first of these questions has
already been answered affirmatively,
and the second answer seems positive
as well. By establishing a consistent unit

10See Thomas A. Durkin and Gregory E
Elliehausen, The 1977 Survey of Consumer Credit
(Washington: Board of Governors of the Federal
Reserve System. 1978).

" Ibid., chapter 5.
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price and standards of terminology, TIL
permits consumers to shop for credit to
whatever extent they feel is appropriate.

The fifth group of TIL goals concerns
improving consumers’ confidence in and
satisfaction with the credit process. It
seems likely that consumers, knowing
that creditors must disclose certain
costs and terms accurately under the
watchful eye of regulatory authorities,
might increase their confidence in the
integrity of an otherwise complex
transaction. This confidence could
produce consumer benefits beyond any
immediate specific uses consumers
make of the disclosed information.
However, since obtaining these benefits
does not require any specific uses of the
information disclosed, this group of
goals argues for a simple disclosure
scheme. Rather than a highly technical
regulation with strict requirements, this
group of goals could be addressed with
simple methods. Thus, on balance, the
new regulatory structure should provide
net benefits in this area. Since benefits
in the form of improvements in
confidence and satisfaction with the
credit process should not be reduced
under the new regulatory structure, but
costs should be reduced in the long run,
net benefits should result.

Limited longitudinal survey evidence
indicates that consumers’ attitudes
toward credit have improved since
passage of the original Truth in Lending
Act. Furthermore, attitudes have
improved more rapidly during the years
1967-77 than 1959-67.12Clearly,
however, changes in attitudes over time
cannot be attributed solely to any piece
of legislation. Income growth and
employment stability over time for many
members of the public may partly
explain improved attitudes toward
credit use. Inflation, which tends to
reward early purchases of goods and to
penalize accumulations of savings in the
form of liquid assets, may also affect
attitudes toward credit. Nevertheless,
there remains the possibility that
consumer protection regulations have
contributed to overall increases in
consumers’ satisfaction with the credit
process. Since any gains in this area
might be achieved just as well by simple
rules, though, this group of goals offers
arguments for regulatory simplification.

The sixth group of goals is the credit
market goals, Taken together, these
goals refer to improvements in credit
markets that might result from a
generally more competitive
environment. These include, all other
things equal, such things as lower
market prices, discouragement of
unfavorable contract devices that might

‘'mlbid., chapter 10.
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need to be disclosed, and protection of
legitimate businesses from unethical
competitors that might employ deceptive
pricing in the absence of TIL. These, of
course, were important original goals of
Truth in Lending and were extensively
discussed in Congressional hearings
before passage of the Act,

As with the other groups of goals,
evaluating the credit market goals is
difficult because of competing
explanations for any market changes
and lack of specific data. Other things
equal, a requirement that businesses
provide pricing information calculated
in a uniform manner should make
markets more competitive. However, the
magnitude of any effect depends on
answers to a number of questions. One
question concerns the importance
consumers attach to the information
disclosed. In the area of credit terms,
available evidence suggests that
consumers regard cost terms as most
important.13 As a result, requiring
disclosure of cost-related terms would
be consistent with improving market
competitiveness. Obviously, this does
not imply that disclosures need be
complex or difficult to prepare. A
second question concerns current
competitive conditions in consumer
credit markets. If markets are already
fairly competitive, then the gains from
implementing.or changing Truth in
Lending to improve competitiveness are
likely to be small. Evidence on consumer
credit competition before Truth in
Lending is scarce, although markets
were assumed to be less than perfectly
competitive.14 In contrast, limited more
recent evidence suggests that consumer
credit markets are fairly competitive.15
Although the precise impact of Truth in
Lending in promoting competition
cannot be determined, this finding may
indicate that further changes in TIL are
unlikely to produce substantial
additional benefits from a more
competitive market. Any benefits
already provided by TIL, though, are
unlikely to be lost under the new
regulatory structure.

The seventh group of goals in Table |,
the Institutional Control Goals, is
probably the group most directly
affected by the new regulatory structure.

13 lbid,, chapter 4. L.

.14 See National Commission on Consumer
Finance, consumer Credit in the United States: The
Report of the R{ational Commission on Consumer
Finance {Was ington, Government Printing Otfice.
1972).

15 See Gregory E. Boczar, The Evidence on
Competition Between Commercial Banks and
Finance Companies, Journal of Bank Research.
Summer 1975 and Gregory E. Boczar. “Competition
Between Banks and Finance Companies: A Cross
Section Study of Personal Loan Debtors. "Journal of
Finance, March 1978.

As outlined previously, the Senate
Banking Committee’s stated purposes in
drafting the Truth in Lending
Simplification and Reform Act included
making compliance easier for creditors
and strengthening administrative
restitution enforcement authority. The
latter purpose encourages goal humber
29, but the former may discourage the
others, especially numbers 31 and 32. It
appears that the goals of providing
defenses for consumers and leverage for
hard-pressed debtors were not part of
the original plans of Congress in 1969.
Instead, they arose from the complexity
of the regulatory structure that made it
difficult for creditors always to be in
complete technical compliance.
Creditors instituting collection actions
were resisted occasionally by debtors
alleging Truth in Lending violations.
Such actions co.uld result in settlements
or judgments for the debtor that might
reduce or eliminate the debt. Under the
new regulatory structure such situations
should develop less often. Apparently
believing that private enforcement of
Truth in Lending had contributed to its
growing complexity, Congress de-
emphasized private enforcement in the
Simplification Act and increased the
importance of administrative
enforcement actions. This change should
reduce the importance of TIL as a
defense or a device to obtain leverage
over creditors and re-emphasize the
original goals of Truth in Lending as an
information protection.

The eighth category of goals, the
Macroeconomic Goals, was discussed
extensively in Congressional hearings
before passage of the original act, but
has received little attention since. The
argument made in the Congressional
hearings was that disclosure of finance
charges and annual percentage rates
would discourage consumers from using
credit during an economic boom and
encourage credit use in a depression,
other things equal. Taken together these
effects wouid encourage economic
stabilization by helping dampen
business cycles.

The argument that availability of
credit cost information over the course
of the business cycle might improve
economic stabilization is consistent with
economic theory. The question is the
magnitude of the effect which depends
on the degree of fluctuation in consumer
credit rates, consumers’ knowledge of
and sensitivity to credit cost
fluctuations, and the importance of other
factors such as income changes or
changes in expectations. If fluctuations
in rates are small, if sensitivity to costs
is low, or if the impact of other factors is
guantitatively larger, then disclosure of
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rates would not have much impact on
stabilization. Answers to these difficult
questions are not essential for reviewing
the new Truth in Lending regulatory
structure because TIL has many goals of
which macroeconomic stabilization is
one and clearly not the most important.
Nevertheless, it is possible that
regulatory rigidity in the past has limited
creditors’ willingness to change credit
terms along with economic conditions.
The new regulation should help
minimize this problem by making
compliance easier.

The final group of goals, the
“Behavioral" or “Market Protection”
Goals, do not generally concern Truth in
Lending as an information protection;
consequently, little will be said about
them here. Furthermore, the new
regulatory structure makes few changes
in the market protection functions of
TIL, and so potential impacts are not as
great as they are in other areas.

V. Conclusion

In sum, it appears that the new
regulatory structure resulting from
passage of the Truth in Lending
Simplification and Reform Act should
result in net public benefits. Review' of
an extensive list of goals of TIL reveals
that none of the original goals of the act
will be affected adversely. However,
consumer protections provided by the
act ultimately should be available at
less operational cost under the new
structure, following start-up adjustment.
An improvement in operational
efficiency with no loss of allocational
efficiency should lead to an
improvement in the quality of the
market, the goal of any information
protection.

By order of the Board of Governors of the
Federal Reserve System, November 28, 1980.
Barbara R. Lowrey,

Assistant Secretary of the Board.
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