
FEDERAL RESERVE BANK
OF NEW YORK

C ircu la r  No. 9 3 0 5  

June 3. 1982

NEW CONSUMER CREDIT INFORMATION PAMPHLET 

“Truth in Lending Simplified”

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

Enclosed is a pamphlet, entitled “Truth in Lending Simplified,” produced by this Bank in 

connection with its Consumer Credit Information (CCI) program.

The pamphlet discusses changes in the Truth in Lending Act that will take effect on October 1, 

1982, highlighting disclosure requirements and cancellation procedures for both open- and closed-end 

credit. Exemptions under the simplified law are also listed.

Copies of the pamphlet are available, free of charge, from our Public Information Department 

(Tel. No. 212-791-6134). Requests for more than 500 copies should be made in writing to that 

Department.

CCI materials are intended as a resource to help both creditors and borrowers understand their 

rights and responsibilities in credit transactions. Comments are always welcome and may be directed to 

our Consumer Affairs and Bank Regulations Department (Tel. No. 212-791-8948).

Anthony M. Solomon,
President.
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overview...
The recent s im p lifica tion  of the Truth in Lend
ing Act offers borrowers clearer credit cost in
form ation. At the same time, it reduces the 
number of techn ica lities and the amount of 
paperwork needed for lenders to com ply w ith 
the law. Since passage of the original legisla
tion in 1968, the law had become increasingly 
obscured by constant regulatory interpreta
tion. W hile s im p lifica tion  reverses that trend, 
m eaningful d isclosure by lenders to borrowers 
is s till required. Under the new regulation, bor
rowers w ill be better able to compare credit 
costs, and lenders w ill have greater flex ib ility  
in com puting and providing inform ation about 
cost terms. Compliance w ith the new require
ments is mandatory by October 1, 1982.

scope...
Truth in Lending requirements apply to all legal 
lenders who extend credit for personal, fam ily 
or household purposes more than 25 tim es a 
year, or more than five tim es a year if credit ex
tensions are secured by borrowers’ homes. 
The requirements cover those credit exten
sions subject to a finance charge or payable 
by w ritten agreement in more than four insta ll
ments. . .and credit cards even if there is no 
finance charge and the fu ll balance is due 
monthly.

highlights...
All required cost terms must be disclosed 
clearly and conspicuously, in writing, in a form 
the borrower may keep. The important required 
disclosures are:

• ANNUAL PERCENTAGE RATE (APR)—the 
cost o f the credit expressed as a yearly per
centage rate.

• FINANCE CHARGE— the cost o f the credit 
expressed in dollars and cents.
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OPEN-END DISCLOSURE
Open-end cred it transac tions  are arrange
ments which may be used repeatedly by the 
borrower up to  a specified do lla r amount. 
F inance charges are not always im posed 
under open-end arrangements.
• The APR and the finance charge (if there is 

one) must be displayed more conspicuously 
(larger or bolder type) than other cost terms.

• Disclosures must be made before the first 
transaction takes place.

• M inimum finance charges and other fla t 
charges are required on billing statem ents 
only if imposed during the cycle covered by 
the statement.

• Borrowers must be told of the particulars 
triggering finance charges, the method used 
to com pute these charges, and the length of 
any free-ride (no interest) period.

• A b ill in g  cyc le  may not exceed three 
months, and lenders must issue statements 
whenever the credit or debit balance is more 
than one dollar or when a finance charge is 
imposed during the cycle, unless the ac
count is deemed uncollectib le  or the bor
rower has filed for bankruptcy.

• Borrowers must be given 15-day advance 
notice of increases in either (a) the APR, (b) 
any ch a rges  im posed  (fo r exam p le , a 
membership fee), (c) the m inimum payment 
or (d) changes in the method used to deter
m ine the balance on which the finance 
charge is computed. For certain variable 
rate plans, advance notice of changes in the 
APR is not required.

CLOSED-END DISCLOSURE
Closed-end credit transactions are loans for 
specific  sums of money to be repaid in accord
ance w ith the terms of the agreement between 
the borrower and the lender. The most com 
mon type is the single advance loan.

• D isclosures required for closed-end transac
tions must be grouped separately from other 
terms on the credit contract or may be 
presented as a separate document.

• The im portant required disclosures are the 
APR, the finance charge, the am ount f i
nanced (amount o f credit provided), the to ta l 
o f payments (amount borrower has paid 
a fte r all paym ents have been made as 
agreed), and the to ta l sale price (total cost of 
the purchase, including the down payment).

• Lenders must make disclosures no later 
than the tim e a borrower becomes contrac
tua lly liable under state law.

• To encourage early d isc losu res , w h ich  
enable borrowers to comparison shop, the 
law perm its lenders to provide cost esti
mates. If the APR on the credit contract 
varies by more than 1/8 of one percent from 
the estimate, lenders are required to redis
close the APR. The tolerance is 1/4 of one 
percent for “ irregular transactions,”  such as 
skip-payment personal loans.

• If a credit contract perm its the APR to vary 
during the life o f the arrangement, lenders 
m ust d isc lose  the c ircum stances under 
which the rate may change, lim ita tions on 
the rate changes, and the e ffect the changes 
may have on the repayment terms. For ex
ample, in mortgage arrangements featuring 
variable rates, lenders must provide an arith 
metic example of the potentia l e ffect these 
rates may have on m onthly payments.

• A finance charge disclosure to lerance of $5 
is allowed on credit extensions of $1,000 or 
less; $10 if more than $1,000.

CANCELLATION
• A borrower offering a principal residence as 

security in a credit transaction has a three- 
day co o lin g -o ff period during  w h ich  to  
cancel the contract w ithout obligation. The 
lender must provide w ritten disclosure of 
th is  right and an explanation of the pro
cedure to fo llow  if the right is exercised.

• Under open-end plans, the right to  cancel 
applies when the plan is opened, a security 
interest is added or increased, or the credit 
lim it is increased; but generally not each 
tim e the plan is used by the borrower.

_____________________ _________________ /
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• The righ t to  cancel does not apply to  m ort
gages used to  purchase a home, or loans 
used to  finance  in itia l cons truc tion  o f a 
home. Nor does it apply to  second m ort
gages used to  finance  acqu is ition .

• The cancellation provisions do apply when 
mobile homes and houseboats which are 
principal residences are offered as security 
for loans.

• The borrower may waive the right to cancel 
if there is a bona fide personal financial 
emergency.

exclusions...
Truth in Lending is concerned w ith consumer
credit. Among transactions not covered are:
• business, commercial or agricultural credit 

(but these kinds of credit are subject to rules 
on unsolic ited credit cards and lim ited liab il
ity for unauthorized use);

• loans over $25,000 not secured by real prop
erty or a principal dwelling;

• public u tility  services, such as telephone or 
electric;

• securities and com m odities transactions;
• home fuel budget plans, unless a finance 

charge is imposed;
• loans to purchase or improve rental property 

that w ill not be owner-occupied for at least 
14 days during the com ing year;

• loans to purchase rental property o f more 
than tw o units (or to improve rental property 
of more than four units) if part o f the proper
ty w ill be owner-occupied during the coming 
year;

• workout agreements arising from a court 
proceeding, and inform al workout agree
ments if neither the APR is increased nor ad
ditional funds are advanced;

• debt assum ptions except for existing m ort
gage loans used to finance acquisition or 
in itia l construction of a home where the 
lender agrees to accept a new obligor;

• layaway plans, unless the consum er is 
obligated to continue making payments.

penalties...
Borrowers may sue lenders who fa il to  make 
the required disclosures or meet other ob liga
tions imposed. Suits may be brought for tw ice  
the amount o f the finance charge (for a m in i
mum of $100 to  a maximum of $1,000) unless 
the d isclosure v io lation was a technica l one, 
and for court costs and reasonable attorneys’ 
fees. W illfu l v io lators o f the law also are sub
ject to crim inal penalties.

—
to find out m ore...
The Federal Reserve System writes the regula
tion im plem enting the Truth in Lending Act. 
Responsib ility for enforcing the law is shared 
by a number of federal agencies. If you w ish to 
report a suspected violation, contact any Fed
eral Reserve Bank’s consum er regulations 
area fo r ass is tance  or referra l to  the ap
propriate agency. Additiona l in form ation about 
Truth in Lending or other aspects o f consum er 
credit rights and responsib ilities is available 
from the New York Federal Reserve Bank’s 
public inform ation department, or any other 
Federal Reserve Office.

/

This pamphlet is not intended to be a 
complete or official summary of Truth in 
Lending simplification.
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