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TRUTH IN LENDING
— Areimdireiffil to Regulation Z

— Proposed Amendment Updating Official Staff Commemttary
Comment Invited by January 3891987

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

Following is the text of a statement issued by the Board of Governors of the Federal Reserve

System:

eral Register of December 18; comments thereon

The Federal Reserve Board has issued afinal rule that modifies a provision of Regulation Z (Truth
in Lending) exempting refinancings by original creditors from the right of rescission. The rule states that
if the original creditor finances nonfinance chargies such as attorney’s fees, title examination fees, and
insurance premiums, the right of rescission will not apply. This final rule is effective immediately.

At the same time, the Board withdrew its proposal, issued on Au?ust 6, to exempt refinancin?s
secured by the consumer’s principal dwelling by other than the original creditor. The proposal would
have excluded refinancings when (1) no new advances of money are made to the consumer, (2) the
annual percentage rate on the new obligation is not subg')ect to increase after consummation and is the
same as or lower than the annual percentage rate on the obligation being replaced, and (3) the new trans-
action does not have a balloon payment feature.

The Board also issued for public comment a revised interpretation to its official Regulation Z staff
commentary. The proposed revision to the commentary describes what constitutes a new advance of
Enoney |g0a refinancing that is exempt from the rescission provision. Comment is requested by

anuary 30.

Printed on the reverse side is the text of the prOﬁos?(Ij, l\)Nhicrt; has béeebn rJeprinted 3f(r)onl gg; Fedd
ould be submitted by January 30, 1987, an

may be sent to our Compliance Examinations Department.

Also enclosed is a copy of the amendment to Regulation Z, effective December 16, 1986. Ques-

tions may be directed to the Compliance Examinations Department (Tel. Ng. 212-720-8136).

E. ald Corrigan, .
President.

(OVER)



FEDERAL RESERVE SYSTEM
12 ©FR Part 22S

IR&0. Z: R0577)

Traftlh in Lending; Prop©s®d Update to
Offltelal Stelf ©©Omm®nteiry

A<(3JV\© * Board of Governors of the
Feaeral Reserve System.

ACTION: Proposed official staff
interpretation.

summary: The Board is publishing for
? ?ntaPro 0sed revision to the
Icia staf commentar ?Re u atron
Trut In Lending re%r Ing the right
f dcrssr n in the refi ancrngTo]fa
closed-en credrttransactro
revrsron re ates to a[r amendment to
gua ion Z recent a}]o pte bvthe
Board & at redefines'what con? tutes a
new advance o mone In a refinancing
that is.exem romt erescrssron
rovrsrons reﬁ;u latory amendment
s contz(a)rnoese '§8¥meerﬁt'” thrs 0|\sl?su|e
woudrg VISe existin myrrPent {]
which exg ains w a constrtutes a ew
vance of money In a ref ma(cr v
the orr%rnal creditor that woul requ re
the creditor to?wea onsumer the
opportunity to Fescind an extension of
additional credit.

©ATI: Comments must be received on or
before January 30,1987.

ABOBﬂSl Comme[tts should be marleg
to William W h decretarz Boar
ofGovernorso t eFe eral R serve

tem to tthl n%OtH St[]eet marI service

were
court ard entrance 20th Street between
v%tue NW

r]eet and sttrtutron %
shington, etween

? lJom weF ays. Commentss ou
include a reference.to R-057
Comments ma

e inspect
1122 hetween 8:45 am. and 5:15 p.m.
weekdays.

FyprrasiMi in fo rmati

Adrienne Hurt or Leo ard ¢ Chanrn S aff
Attorneys, Division of Consumer
ommunity Affairs, at (202? 457- 3867 of
20|2 452-3667; for the hear é)arred
Tel ecommunrcatrons D vrc
he’Deat (TPD) Eamestine H
Dorothea Thompson, at (202) 452 3544,
Board of Governars of the Federal
Reserve System, Washrngton DC 20551.

SUPPLEMENTARY INFORMATION:
(1) General

The Truth in Lendrng Act (TELAZ
Provrdes that, in a consumer credi
ransaction In which the consumer’s
principal dwelling secures an extension
of credit, the consumer has three
1usrness days, generally from the date
of consummation of the'credt
transactjon, In which to rescind the
transaction. This right of rescission was

in Room B-

created.to a”ow corasumers time to
reexamrne their credit contracts and
cost disclosures and to (econsrder
whether they want to place an .
|mportantaset—the ome—at rjsk b
offerrng It as security for the credit.
Not all credit transe\ctronf secured by
onsumersprmcrfa dwe mrt% are

Egctlﬁ)cft[togge% ?l'h rescissiof]. Under

a refinancin
e sam credrtor([t origing J
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Fescission itno new advances 0t mo ey

ﬁl’e made I] (? consumer The Boar

as I’FCQH’[ Olpt an amendment to
edefine what

er%; ation
strtu(ses a new advance of moneg
o tained by a consumer ?r purposes of
the rescission_exemption for
re mancrnegé The re ulator .amendment
else

IS con&arn Where |nt is Issue. The
amen ments rede ines anew advance
of mone % rbv amounts fa bove, the
Costs at]rr eto the re Inancing that
are Int eamount inanced.

Comment (u du revrse to
mcorggratete evrse efiniti ono
new

vance of money Ina re mancrn?
(1 tg férrther ex?narn what amounts are

included in deter mrngw at constitutes

a new.advance. In adI tbon a mor

e Itorial chan%ewoud ernte
irst fsentence f comment 23

clarr g that a cons Irdatron |s e of

re In mng No su stantrve chan eis

Intende

It 1S expec dtha} revisions to
?ommen 23@ kfea opted m{rnal
ormin 1987 (along with the final
\t/eprscrgrn] of the rsrxtt(h S”ﬁ\% U date to

roposa onWc h was guahllrs ed at 51

R 3%72 on Dece
1an tional until the
un|o ectve ateo Cto er
rma atory compli nce t
conventrons ave been use to igh t
eproFose h \dro ew angu ers
shown Inside faced arrow Ile
Ianﬂt@rr‘;ackhat wouId be deleted is set off

Pursuant to uthorit oranteg
section 105 of the Truth In Lending Act
.C. 1604 as amendedg the Board
oposes to amend the official staff
co mentary to Re ulrirtron Z(12CFR
Part 226 Supp. 1) as follows:

List of Subjects in 12 (CFMPart 225

Advertising, Banks, Bankrn%
Consumer protection, Credit, Federal
Reserve System, Finance, Penalties,
Truth in Cending.

[PART 226—[AMENDED]

For the reasons set foréh above, the
goard Po? 0ses to amen 12 CFR'Part

26 3S
1. The authorr ty citation for Part 226

continues to read as follows:

Authority: Sec. 105 Truth in LendrnquA
as amended by sec. 605, Pub. | 86-221, 94
Stat. 170 (15 US.C. 1604 etseq)

2, Textofr vrsr P The ;Proposed
s LG
read as?mw PP

?upplement |—Official Staff
[nterpretations

?tectioﬁn 22@23—&ightiofRescission

23(f) Exempt Transactions

* *

4, New advances The exemption in
§ 226.23(f)(2) applies only to refinancing (or
consohdatlons]nn>(|nclu ing
consolidatigns)™ by the original creditor. [If
the transaction invalves theadyance of new
maney, then only the amount of the new
money is rescindable, For example, if the sum
of the'outstanding principal balance plus the
earned finance charge Is $1,000 and the new
amount financed 1s $1,000, then the
refinancing would be exempt. On the other
hand, If the new amount financed exceeds
%l 000, then the amount in excess of that
1,000 would be rescindable.] oI the
refinancing involves a new advance of
money, the amount of the new advance, is
rescrndable For purposes of the right of
rescission, a new advance does no |ncIude
amounts, attributable to the costs of the
refrnancrng These amounts would include
| 226,4(c)(7) charries (such as attorneys fees
and tifle examination and insurance fees, if
bona fide and reasonable in amount), as well
as insurance premiums and other charges
that are not finance charges. (Finange
charges on the new transaction—points, for
example—would not be considered in
determining whether there is a new advance
of money in a refinancing since finance
charges are always excluded from the
amount fmancedXTo |IIustrate |fthe sum of
the outstanding principal b aanceé) [us the
earned unpaid finance charge is $50,000 and
the new amount financed is $51,000, then the
refrnancrn? would be exempt if the extra
$1,000 is attributed solely to costs financed in
connection with the refinancing that are not
finance charges. Of course, |fnew advances
of money are made (for example, to pay for
home imiprovements) and the consumer
exercises the right of rescission, the
consumer must be placed in the same
position as he or she was prior to entering
Into the new credit transaction. Thus, if

applicable, all amounts of money (which
would include all the costs of the refinancing)
already paid by the consumer to the creditor
or to a'third party as part of the refinancing
would have to be refunded to the consumer.
(See the commentary to I 226.23(d)(2) for
discussion of refunds to consumers.)< A
model rescission notice applicable to
transactions involving new advances appears
in Appendix H.

Board of Governors of the Federal Reserve
V\vstem December 11,1986.

illiam W. Wiles,
Secretary ofthe Board.
[FR Doc. 86-28316 Filed 12-17-86; 8:45 am]
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Board off Governors off the Federal Reserve System

FEDERAL RESERVE SYSTEM

n CFRRRatZ6

[Regulation Z Docket Mb. B-0577]

Truth & Lending; Right @ Rescission

A Board of Governors of the
%A(@Y Reserve System.
AEB@M Final rule.
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TRUTH IN LENDING

AMENDMENT TO REGULATION Z
(effective December 16, 1986)

commentrn% on the Pro osal, including o rescind whrcheveroccurs |ast. Under
)?nrfrcant ?nsume Posrtron to an 22623 of R gulation Z, whjch
e ansr n qf th erﬁscr n exgmgtro S, lements t e Ct’s rescissjon
qhsatrs action with the | | ite t]ure of Ision, a creditor is pr hrbrted ;rom
the propose ﬁemlpt ecompexrty er Orming.Services or |s ?]rng unds,
ass cra wit e that might ther than |n escrow dinin
accommodate all interests, an the rescrssrﬁn A consumer ma
statutory concerns accom anyin walve t o resc where the
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e Board has decided not rto create a |n8ncra %gﬁ] h
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EFFECTIVE DATE: December 16, 1986, but
the consumer's.princ elling are
r P to%e em t?rom err%hto#?escrssrong

reliance optional until October 1,1987.
information ©©0tas no “new is advanced to
econsumer TE Tjééu ation treats S

Adrienne Hg.rrt or Leonard C?Wanrn Staff

667 Division }? Consy erag new am?t/ fernance and the npard

communit farrs or for the hearing Ainci qanc US anv earn a

impaire Oﬁ eec mmunrcatrons 0 arget nance hgr somt %rgatron
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rovide that the transactio A %)2)
Section 125 of the Truth in Lendin
{‘ rovides th é‘ consumersg scindanle to the extent o?these

certai credit — “fifhe of the substantial increase in

Federa Reserve System, Washrngton insurance ms, If finapced by the
C 20551 Hrrtor area Igdu d to the ﬂtpdeb({
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ave the right to rescin
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[though the term “refinancin 226230
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consumma |on erver of materja
eneric Sense to.refer to transaction
Truthvin Lendin rgof'sc Osures OrJe,'Ver g[ﬁ ﬁlort e sallShes an replaceslane idtig

to the consumer of the notice of the right  cbligation

For this Regulation to be complete, retain:

Regulatron Z pamphlet, amended to A r|I 11
mendments effectrve December3 1
and December 31, 1984 I{P
ﬁchn cal ﬁmendment effective Marchi 4
4 This slip s

1, April 1 1982 October 1, 1982,
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After careful consideration of the
comment Ietters and further evaluation
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List of Subjects in 12 CFR Part 226
Advertising, Banks, Bankin
Consumer protection, Credit, ederal
Reserye Feyp éem Finance, Penalties
Truth in lgnding.
m m 226—AMENDED]
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By order of the Board of Governors
Federal Reserve System, December 21

William W. Wiles,

Secretary ofthe Board.
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