FEDERAL RESERVE BANK
OF NEW YORK

Circular No. 10165 1
[ April 23, 1987

OFFICIAL STAFF COMMENTARIES

Amendments to the Official Staff Commentaries on Regulations B, E9and Z

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:

been reprinted from t

~ The Federal Reserve Board has adogted final changes to the official staff commentaries to its Regu-
lations B (Equal Credit Opportunity), E (Electronic Fund Transfers), and Z (Truth in Lending).

_The major chan?es to the Regulation B official staff commentary pertain to notification regarding
denial of an incomplete application and data collection requirements for monitoring purposes.

The revisions to the Requlation E official staff commentary address systems for paying government
benefits by means of electronic terminals; coverage of dividend or interest payments on securities; re-
strictions on payments to third parties from money market deposit accounts; and the practice ofincluding
promotional material on ATM or POS receipts.

The update to the Regulation Z official staff commentary clarifies provisions affectin% disclosures
for refinancing transactions and the right of rescission. In addition, the update clarifies the exception
from the finance charge for participation or membership fees and the prohibition against offsetting a
consumer’s credit card indebtedness with funds from a deposit account held with a credit card issuer.

Enclosed are coEies of the changes to each of the Official Staff Commentaries, which have
e Federal Register. Questions may be directed to our Compliance Examina-

tions Department (Tel. No. 212-720-8136).

E. Gerald Corrigan,
President.



BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

EQUAL CREDIT OPPORTUNITY

AMENDMENTS TO THE OFFICIAL STAFF COMMENTARY ON REGULATION B
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PART 202—[AMENDED]
Sepplem@zlS€ M.fid gl Staff Commentary
«

Sectiop Z(B:g—Degnitiogs..

2(p)AppLicatior>
5 Comé) etedAppllcatlon—dlllgence

The-regulation defines-
completed application to terms feet give a
creditor the latitude to establish its-own
information requirement©.. Nevertheless, fee
creditor must act with reasonable diligence to
collect information needed to complete fee
application. For example, fee creditor should
request information- from' third parties, such
as a credit report, promptly after receiving,
the application. Sfadditional information is
needed iroa fee-applicant, suchas an
address or telephone numberneeded: to.
verify employment, th®. creditor should

contact th© applicant promptly. (Set ese
comment ®(a)(l)-8, which discusses fe®
creditors's option to deny an application, on.
the bagis of jpcompletengss.),

2(2)Prohibited basis.

1.Persons associated with applicant

“Prohibited®asis" @used'in-this regulation
refers Esstenly- t® certain Ghasactorastios—4he
race, color; feligiDai.E®tiQnai CElgin,, sex,,
marital dates*, or age-"rfEa applicant (j®&
officer eacppMcest fe fee-ess&of o
corporation): huSate® fc®fee dkaracteristics of
individuals with whom. ess applicant is-
affiliated or with whom. the. applicant
associates. This means, for example, that
underthe general rule stated in § 2024, &
creditormay not discriminate- againstan
applicant because of feat person’s personal
or business dealings wife- members ofa
certain religion, because o fthe* national- origin,
of any persons-associated wife the extension
of credit (such ss fee tenants in the
apartment complex being, financed), or
because o fthe race of other residents in the
neighborhood where fee property offered as
gollateralis jpcated.

Secnon 20 3—L|rp|ted Excegtlonsfor
Gertajn Classes,of Tfansactions

3(a) Public utilifies credit.

3. Telephone companies. A telephone -
company’s credit transactions qualify for the
exceptions provided m § 202.3(a)(2)- only if
the company is-regulated by a government
unit or files the charges for service, delayed
payment, or any discount for prompt payment
Xvith a*goveTmentthaiI. 0

iectiorl 202.92—Notlficatigns

0(a):Notification of Aclion Taken,.EGOA -
Notice, and Statement of Specific. Reasons.

Current comments 9fa)(I}m through
9(a)(l)-S are redesignatedlcomments S(a)(l)-4
h 9(a)(1}-7, tively.
thropghy (231)(} regpgqtively

?aragraph 8(a)(1)

.3 Incomﬁlete application—denialfar
mcomplete €8S. When an application is
incomplete regarding matters feat fee
applicant can complete and fee creditor lacks
sufficient data for a credit decision,, fee
creditor may deny the application giving as
fee reason.for denial feat fee application is
incomplete. The creditor has the option,
alternatively, ©fproviding a notice-of
incompleteness under | 202.9(c).

Sect|0n 202.13—Information For Monitoring
Purposes

Current comment I3fa}-5 is redesignated
13(a}-6.

13(a)ynforatign to Be Requested

5. Transactions not covered. The
Information collection requirements ©f
§ 202.13(a) apply to applications for credit

.primarily for fee-purchase or refinancing ofa

dwelling that is ©r w ill become fee
applicant's principal residence. Therefore,,
applications for tome equity lines and other
applications for credit secured-by fee-
applicant’s principal eesMsaos- but- mad®©
primarily for a purpose other thsaa.fe©
purchase-or refinancing of fee principal
residence (such as toamo forhcnm®
improvement and debt ©msolidationj; are not
subject to the information collection
requirements of | 202.13(a).

Appendix B—Model Application Forms
1 FHLLMC/FNMA form—residential loan

pllcatlon The residential loan application

form (FHLMC 05/FNMA 1003), including

supplemental form (FHLMC 65A/FNMA
1003A), prepared by the Federal Home Loan
Mortgage Corporation and the Federal
National Mortgage Association and dated
October 1988, complies with fee requirements
of this regulation in some transactions but
not others' because of the form’s section,on,
“Information for Government Monitoring
Purposes.” Creditors that are governed by

:§202.13(a) of the regulation (which limits

collection to applications primarily for the
purchase or refinancing of the applicant’s
principal residence) should delete, strike, or
modify the data collection section on the
form when using it for transactions not
covered by §202.13(a) to assure that they do
not collect the information. Creditors that are
subject to more extensive collection
requirements by a substitute monitoring
program under § 202.13(d) may use fee form
as |ssued in compliance with the substitute

P FHLMCIFNMA folrm—home
|mpr0vementloan application. The home- -
improvement and energy loan application
form (FHLMC 7Q3/FNMA 1012), prepared by
the Federal Home Loan Mortgage
Corporation and the Federal National
Mortgage Association and dated October
1988, complies with the requirements of the
regulation for some creditors but not- others
because of fee -form’s section on “Information
for Government Monitoring Purposes.” -
Creditors that are governed by f 202.13(a) of
the regulation (which limits collection to
applications primarily for fee purchase or
refinancing of fee applicant’s principal
residence) should delete, strike, or modify fee
data collection section on fee form when
using it for transactions not covered by
§202.13(a) to assure that they do not collect
the information. Creditors that are subject to
more extensive collection requirements by a
substitute monitoring program under
§202.13(d) may use the' form as issued, in
compliance with that substitute program.

Board of Governors of fee Federal Reserve
System, March 31,1987.
William W. Wiles,
Secretary ofthe Board.
[FR Doc. 87-7409 Filed 4-2-S7; 8:45 amj
31LUKG ©O0£ 8210-31-C3



BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM
ELECTRONIC FUND TRANSFERS
AMENDMENTS TO THE OFFICIAL STAFF COMMENTARY ON REGULATION E
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List of Subjects in 12 CFR Part 205

Banks, bankrn Consumer Erotectron
Electronic fund tfansfers; Federal
Reserve System; Penaltres

Text of Revisions

The revisions to the OffICIa| Staff
Commentary on Requlation E s
Sup II'to 12 CFR Part 205) re as
follows:

§205.2 Definitions and rules off
construotron

*

2426: Fund tra sfer—electronlc

pa ento gOVemmem enefits. a recipient
of government benefits, such as public
assistance or food stamps, receives the
benefits from an automated teller machine or
a staffed electronic terminal. Fpr example,
the recipient presents an identification card
to a clerk, the card is run through an
electronic terminal, the recipient's identity is
verified by some means (such as a
photograph, personal identification number,
or signature), and the benefits are given in
the form of cash, food stamps, or food items.
The benefits are disbursed from an account
of the governmental entity paying the
benefits, not an account established by or in
the control of the consumer. Are these
transactions subject to Regulation E?

A: No, since there is no debit or credit to a
consumer asset account. (See questions 2-4
and 2-12.) (Section 205.2(b) and (g))

%2053 |sengpttoEa

3-36: Pa&rmentdfdrvrdends or
int€rest on securities. A payment of interest
or dividends on securities is made by
electronic fund transfer into a consumer’s
account. The payment may be made, for
example, by a discount brokerage firm into
an account at an affiliated depository
institution or, for government securities, by a
Federal Reserve Bank into the consumer’s
account at a depository institution. Is the
transfer covered by Regulation E?

(OVER)
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A: Yes. The securities exemption does not
apply since there is no purchase or sale of

securities. (Section,205.3(c))

2Q injtial Disclosure @ T©nwo andl
diffong ™,

Q 7-115: Restrictions on certain dGPOSIl
accounts. Regulation D imposes restrictions
on the number of. payments, to-third parties;
that may he made from & money market
deposit account (whether made by electronic
or nonelectronic means). If an institution,
chooses to-implemenPthe resfrictions by
Eefhsing'to execute transfers that'would
exceed the limit,, must:it disclose the
Egstrictfons unrier RegulatJon E ae limitations
on the frequency of electronic frrnd'transfers?

A: Yes, limitations on account activity that
restrict the consumer’s ability to-make
electronic fund transfers must be disclosed to
the consumer as partofthe Regulation E

Qisclos{bjres. S(Sectign 20%(7(&)(4))

f*ZOS.Qk Documentation oftransfers*

Q 835 Rece,lgts—mclusmn of
promotional material: A financial institution
uses receipts on which there is promotional
material (suck as, discount: coupon©for food
items at restaurants). Is.the: printing, of such

promotional material on receipts.prohibited
by the regulation?'

A: No. The regulation does, however,
mandate that the required receipt information
be set forth clearly; this may be achieved, for
example, by separating it from the
promotional material, In addition,,a consumer
most not be required to surrender the receipt
(or that portion containing the required
disclosures) in order te take advantage ofa
promﬁ_ttion. (Section 205.&(&1)]

* ft ) *

Q I%3&: F}ecelmlépe iodic statements—
type ertranster, | flnst EQree of specificity is
required on terminal recelpts and periodic
statements for the type o ftransfer?.

A: Common: descriptions; are’ sufficient,.
There ia no<prescribed:terminology,, although
some examples are contained'in the
regulation. On. periodic statements. &is
enough simply to show the amountofthe
transfer in.the debit or the credit column if
other information on the statement (such as a
terminal location orthird-party name)
enables foe consumer toide ntify the type of
transfer. When a consumer obtains cash from
amerchant at a POS terminal in addition to
purchasing,goods, or obtains cash only,.it,is
not necessary to differentiate the transaction
from one involving, only the purchase of
goods.. (See question 9-27.) (Section.

2055(@Q) and (D)l

fer ©sRB/SA errors.
t & £

Q- 11-115: POS debit-card transactions..
The deadlines for investigating errors are
'extended for all transfers resulting from’POS
debit-card transactions, regardless ©f
whetheramelectronic torminaii iiainvolved.
For purposes of these deadlinea, what types
of transactions-ca®.be mewed as"POS-debit-
caffd transactions?

A:.PQS debitrcard transactions include all
debit card, transactions at merchants’ point-
of-sale terminals, including those for cash
only. (Transactions at ATMs, however, ht&
not POS transactions-even though the-ATM
may be is ©merGfa’o®atfbn]' M>Sdtebitt-
casd fraztsactaoragmasrally tefee. piece: et
merchant fosedons but €lso-include mail
telephone orders of goods or services
involving a debit card. (Section 205.11(c)(4))
f ft.:ft. ae <Gh.

%-2651%

Board of Governors of the Federal Reserve
System«March 30,1087. >

Wiffiam-W. Wise,
Secretary'oftheBoard.

[FR Doc. 87-744VB Filed 3-2-87; &45 am); '
SILLING CODE ©210-01-C3



BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM
TRUTH IN LENDING

AMENDMENTS TO THE OFFICIAL STAFF COMMENTARY ON REGULATION Z
(effective April 1, 1987)
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Supplement 1—Official Staff
Interpretations

ft it it it ft

;ubpa*t A—general |t

Section 226.2—Definitions and Rules of
Construction

2(a) Definitions

it it it it it

2(a)(20) ‘Open-End Credrt"
it

4. Frnance charge on an outstanding
.0alanCe. The requirement that a finance
charge may be computed and imposed from
time to time on the outstanding balance
means that there is no specific amount
financed for the plan for which the finance
charge, total of payments, and payment
schedule can be calculated. A plan may meet
the definition of open-end credit even though
a finance charge is not normally imposed,
provided the creditor has the right, under the
plan, to impose a finance charge from time to
time on the outstanding balance. For
example, in some plans, such as certain -
“china club" plans, a finance charge is not
imposed if the consumer pays all or a
specified portion of the outstanding balance
within a given time period. Such a plan could
meet the finance charge criterion, if the
creditor has the right to impose d finance
charge, even though the consumer actually
pays no finance charges during the existence
of the plan because the consumer fakes
advantage of the option to pay the balance
(either in full or in installments} within the

time necessary to avoid finance charges.
* ft St - ft, -

Section 226.3—Exempt Transactions
Tt &t & t f

%@ Credit Over$ﬁ5 000Not Secured by Real
X pertyora We |ng

2. Open -end Credlt An open-end credit
plan is exempt under § 226.3(b) (unless
secured by real propertyor personal property
used or expected to be used as the
consumer’s principal dwelling) if either of the
.following conditions is met

0 The creditor makes a firm commitment to
lend over $25,000 with no requirement of
additional credit information for any
advances.

° The initial extensron of credit on the line
exceeds $25,000.

If a security interest is taken at a later time
in any real property, or in personal property
used or expected to be used -as the
consumer’s principal dwelling, the plan
would no longer be exempt. The creditor
must comply with all of the requirements of
the regulation including, for example,
providing the consumer with an initial
disclosure statement. If the security interest
being added is in the consumer’s principal
dwelling, the creditor must also give the
consumer the right to rescind the security
interest. (See the commentary to § 226.15

concernln the rrgr(]t of rescrssb

5 Closed-end oredit—su sequent changes. -
A closed end loan for over $25,000 may later
be rewritten for $25,000 or less, or a security
interest in real property or in personal
property used or expected to be used as the
consumer's principal dwelling may be added
to an extension of credit for over $25,(xXX.
Such a transaction is consumer credit
requiring disclosures only if the existing
obligation is satisfied and replaced by a new
obligation made for consumer purposes
undertaken by the same obligor. (See the
commentary to §226.23(a)(1) regarding the
right of rescission when a security interest in
a consumer’s principal dwelling is added to a
previously exempt transaction.)
Tt t° &t €t &

Section 226.4—Finance Charge
r t & t t

é(t%Charges Excludedfrom the Finance
"% &

Paragraph 4(c)(4)

1. Participation fees—periodic basis. The
participation fees mentioned in g 226.4(c)(4)
do not necessarily have to be formal
membership fees, nor are they limited to
credit card plans. The provision applies to
any credit plan in which payment of afee is a
condition of access to the plan itself, but it
does not apply to fees imposed separately on
individual closed-end transactions. The fee
may be charged on a monthly, annual, or
other periodic basis; a one-time, non-
recurring fee imposed at the time an account
is opened is not a fee that is charged on a
periodic basis and may not be treated as a
pamcrp tion fee

monthly charges, charges for non-use of a
credit card, and othercharges based on either
account activity orthe amount of credit
available under the plan are not excluded
from the finance charge by §226.4(c)(4). Thus,
for example, a fee that is charged and then
refunded to the consumer based on the extent
to which the consumer uses the credit
available would be a finance charge. (See the
iommfntarytto § Zt126.4_(t%(2).)

Subpart E—Open-End Credit

Section 226.5—General Disclosure
Requrrements

ft i ft ft

5(b) Time ofDrscIosures—5(b)(1) Initial
Disclosure

1 Drsclosure before thefirst transaction.
The rule that the initial disclosure statement
must be furnished “before the first
transaction” requires delivery of the initial
disclosure statement before the consumer
becomes obligated on the plan. For example,
the initial disclosures must be given before
the consumer-makes the first purchase,
receives the first advance, or pays any fees or
charges under the-plan other than an
application fee or refundable-membership fee
(tsee brilow). él 44

Section 226.6—Initial Drsclosure Statement

ft ro.fto. ft

6(b) Other Charges [

1. General; examples of other charges
Under § 226. G(b) significant charges related
to the plan (that are not finance charges)
must also be disclosed. For example: 444

0 Charges imposed in connection with real
estate transactions such as title, appraisal,
and Lllt report fees (See § 226.4(c)(7)) * * 4

EXC USIONS. The following are examples
of charges that are not “other charges™: 444

° Taxes and filing or notary fees excluded

from the finance charge under § 226.4(e).

qc) Se'eurityirnteretsts A

2. ldentification ofproperty. identification
of the collateral by type is satisfied by
stating, for example, “motor vehicle” or
"household appliances.” (Creditors should be
aware, however, that the federal credit
practices rules, as well as some state laws,
prohibit certain security interests in
household goods.) The creditor may, at its
option, provide a more specific identification

(for example, a model and serial number).
ft ft ft ft ft -

4. Additional collateral. 244 (see comment

(S t ot
iectioa 226.71t—Per;hodic_§tatgment

(f) Amount ofFrnance Charge : -

ft ft CAftRA L ft

8. Start-upfees. Foinls, loan fees, and
similar finance charges relating to the
opening of the account that are paid prior to
the issuance of the first periodic statement

articipation fees—exclusions. Minimumneed not be disclosed on the periodic

statement. If, however, these charges are
financed as part of the plan, including
charges that are paid out of the first advance,
the charges must be disclosed as part of the
finance charge on the first periodic statement.
However, they need not be factored into the
annual percentage rate. (See footnote 33 in

?e re%rlatiori.) f t

7(h) Other Charges

1. ldentification. in identifying any "other
charges™" actually imposed during the billing
cycle, the type is adequately described as
“late charge” or “membership fee,” for
example. Similarly, “closing costs” or
“settlement costs,"” for example, may be used
to describe charges imposed in connection
with real estate transactions that are
excluded from the Finance charge under
§226.4(c)(7), if the same term (such as
"closing costs") was used in the initial
disclosures and if the creditor chose to
itemize and individually disclose the costs
included in that term. (See comment 6(b)-I for
examples of "other charges.")

t t

Section 226. 12—SpecraICred|t Card
Provrsrons



12(d) Offsets by Card Issuer.Prohibited. .

Paragraph 12()(2)

1. Security Interest—limitations. in order to

qualify for the exception stated in

§ 226.12(d)(2), a security interest mu9t be

affirmatively agreed to by the consumer and

must be disclosed in the issuer's initial
disclosures under § 226.0. The security
interest must not be the functional equivalent
of aright of offset; as a result, routinely
including in agreements contract language

indicating that consumers are giving a

security interest in any deposit accounts

maintained with the issuer does not result in

a security interest that falls within the

exception in § 220.12(d)(2). For a security

interest to qualify for the exception under

§ 226.12(d)(2) the following conditions must

be met:

° The consumer must be aware that
granting a security interest is a condition for
the credit card account (or for more favorable
account terms) and must specifically intend
to grant a security interest in a deposit
account. Indicia of the consumer's awareness
and intent could include, for example:

— Separate signature or initials on the \
agreement indicating that a security
interest is being given [ ]

— Placement of the security agreement on a
separate page, or otherwise separating the
security interest provisions from other
contract and disclosure provisions

—Reference to a specific amount of deposited

funds or to a specific deposit account
number -- e » e

° The security interest must be obtainable
and enforceable by creditors generally. If
other creditors could not obtain a security
interest in the consumer’s deposit accounts to
the same extent as the card issuer, the
security interest is prohibited by ! )

5226']*2“‘)(2}(‘ * [E LI LI ~i Yy

Section 226.15—Right of Rescission

it

15(c) Delay of Creditor's Performance

1. General rule. until the rescission period
has expired and the creditor is reasonably
satisfied that the consumer has not rescinded,
the creditor must not, either directly or
throough a third party:

Disburse advances to the consumer.

° Begin performing services for the
consumer.

° Deliver materials to the consumer.

A creditor may, however, continue to allow
transactions under an existing open-end
credit plan during a rescission period that
results solely from the addition of a security
interest in the consumer’s principal dwelling.
(See comment 15(c)-3 for other actions that
may be taken during the delay period.)

it it it it it

3. Actions during the delay period. section

226.15(c) does not prevent the creditor from
taking other steps during the delay, short of
beginning actual performance. Unless
otherwise prohibited, such as by state law,

the creditor may, for example:
® Prepare the cash advance check.
° Perfect the security interest.
_+ Accrue finance charges during the delay

R_erlod* % %4

Subpart C—Closed-End Credit

it

Section 226.18—Content of Disclosures

it <r it

18(g) Payment Schedule

it

Paragraph 18(0)(2)
1. Abbreviated disclosure. The creditor

may disclose an abbreviated payment
schedule when the amount of each regularly
scheduled payment (other than the first or
last payment) includes an equal amount to be
applied on principal and a finance charge
computed by application of a rate to the
decreasing unpaid balance. This option is
also available when mortgage-guarantee
insurance premiums, paid either monthly or
annually, cause variations in the amount of
the scheduled payments, reflecting the
continual decrease ofincrease in the
premium due. In addition, in transactions
where payments vary because interest and
principal are paid at different intervals, the
two series of payments may be disclosed
separately and the abbreviated payment
schedule may be used for the interest
payments. For example, in transactions with
fixed quarterly principal payments and
monthly interest payments based on the
outstanding principal balance, the amount ot
the interest, payments, will change gaaxteriy
as principal'declines. In such, cases, the.
creditor may treat the interest and principal
payments as two,separate series of
payments, separately disclosing the, number,
amount, and due dates of principal payments,
and, using the abbreviated payment schedule,
the number, amount, and due dates of
interest payments. This, option- may- fee used
when interest and principal are scheduled to
be paid on the same date of the month as
well as on different dates,«£ the-month*. The
creditor using this alternative must disclose
the dollar amount ofthe highest andSowest
payments’and make reference- to the
variation' in payments.

IR g

18(m) Security" Interest .
2. Nonpurchase money transactions>ia

nonpurchase money transactions, the.
property subject to the security interest must
be identifiedlby item or type. This, disclosure
is satisfied by a general disclosure, of the
category of property-subject to the, security
interest, such as-"motor vehicles,™
“securities,” “certain household items," or
"household goods." (-Creditors should be
aware, however, that the federal credit
practices mites,, as well aa some state laws,
prohibit certain! security interests in,
hor®eh®M gp®ds>)iAl the; creditor's opfica

however;, a more-precise istentificatiasB; af tosg
property-€egoods ﬁ]nay be: provided
* * * ° 6

tion 226.20—Sub t Disclosure.
e mengs 20 Rethancings

Paragraph 20(a)(2)

1 Annual percentage rate rndneium. A
reduction in the annual percentage rate, with
a corresponding change in the payment
schedule-is oat a refinancing. If de. aanaaalt
percentage rate is subsequently increased
(even though it remains below its original
level) and the increase, is effected, in such a
way that the old obligation is satisfied and
replaced, new disclosures must then be

made, .

2. Corresponding change. A eorrespondirtg-
change to the paymentschedule to implement
a lower anmaal percentage rate-would: be.a
shoetaming'of the maturity, ora rsiuefemia
the paymentamount  the mrasberof

ayme f.an obligation. Theexceptem ict.
? 2\/26.2% fzg?(rfoes; net aﬁPl if ﬁ1e-matunty s
enr%hen , Or1# the pay é t amountor
numner a){ ents1s OGrease ber¥ond that
remaining;on the-existing tmma fISj ..

Sectiog 226.23-Right @fl?escission

23(a) Consumer's Right to,Rescind
Paragraph 23(a)(If

5. Addition ofa security interest. under
footnote 47, the addition of a'security kUerest
in a consumer’s, principal dwelling, ta an
existing obligation, is restitodafele eves if the
existing. obDgatioais antsaatM kd and
replaced by a new obligation,,and even, if. the
existing, obligation; was- previously exempt
(because, it was credit-.over $£5139QBD-
secured by reai property or a consumer's
principal, dwelling”.The, right of.rescission
applies; only to the added security interest,
however,, and, not to the erigjnaA ©fahgatioa, to
those, sitestim si only the-1226.23(jb): notice:
need be-deliveredlnet new, material
disclosures; the-rescission period w ill
to run from the delivery of the aoteue,

23(c) Delay of Creditor's Performance
stMotions dVrifag' Mi®-IMay period. Section

2®.23(g).does not prevent the creditor from
taking other steps; daring-die dtetey, short of
beginning actual performance. Unless
otherwise-prohibited, such as by steteP&w,
ise-creditor may,, for example*
Prepare ths- I©s® check

° Perfect the security interest.

° Pteepsse te. disseomit  assigsr the
contractto a ttdrd party.

° Accrue Soanes charges durisag the-delay
period

Bo* 9 *
23(f) Exempt TrtmsmbiQm

it



4. New advances. The exemption in
§226.23(f)(2); applies ©oly te refisaCsings,
(including consolidations) by the original
creditor. If the refinancing involves a now
advance of money, the amount of the new
advance? a Besctodafetei lit delerHaaaiffig,
whether there is a new advance, a creditor
may rely on the amount financed, refinancing
costs, and other figures stated.ha the fetegt
Tuulbiin Landing- dtscto&ures. provided, ta the
consumer and is not required, to use,, for
example,, more precise, information that raa”
0ImYy become, available! when, the, lean ia
closed. Foa paeposes, of the right of rescisswin,.
a new adwaasa-does aot fesfede. aroeaeife
ateafaMisd- solely to the casts,of the-
re&i? neing,. These amounts 'sQeald
§ X?Aﬁ .ﬂ%}; daesgss (such-as, afctensays fees
and title eKaisdeatioB and uasasansG fees, if
bona fide and reasonable-to aremsetl. as*ell
as,imurasee psecsajims aad ®th«? efgesy
that are not &aaaee changes. (Finance
charges,on thanes &88asactfeor-pQiKt&.fer
example—would not be coss&disred: to
determtou” whether there:iaa»  advaBca
of money in arefinancing since finance
charges ©re-net part @EtojeaomdSnaiced.)
Toiillustrate, if the siu©CEthe- outstanding
fwincipal balance plus the gassed cupaid
finance change bs:$6Q@Qand the sear ammint
financed to $51,030;. to@afe® gefi
vaoijild be, exempt if the extra $1,600 to
attributed safely ta costs financed to
connection with, the seftoanciajg; that €M- not

finance charges, Of course, if new advances,
of money are made (for ©sroapfe. ta pay-for
home, improvemeats); and the easeiisner
exesetoes the right ®frescission!,. toe
consumer must be placed is tfeesssae
position aahs-CHrsfee caaato pricer to ®afering
into the-sew csodit-tsasaaetton, Thns,. all
amounts of MMaY (M&cfc would tocfe&fe ad
the costs of the refinancing) already psad

the consumer to the creditor or to a third
party as.partof the. refinancing, ©iQjjid feau©to
be refunded to the consumer,. (Sg®toe
commentary to § 226.23(d)(2) ferfficaiiseHssion
CErefunds tottosasusaers:) A Bififfidef rescission
notice applicable to. tnrasnsadliens. imsvclviag,

ssavadvances. appears in Appendix M
oo « *

{bhsa
q % 4 B *

5. Interest reserves. In a multiple-advance
construction loan, a creditor may establish an
"interest reserve" to ensure that interest is
paid as it accrues by designating a portion of
the loan to be used for paying the. interest
that accrues on the loan. An interest reserve
is not treated a®a prepaid finance charge,
whether the interest reserve is the same as, or
different from the estimated interest figure
calculated under Appendix D.

° If a creditor permits a consumer to make
interest payments as they become due-, toe
interest reserve should be disregarded in the

QaastructiOB

disclosures and caleislaboae under Appendix.
D

0 If excreditorrequires toe establishment of
an interest ress”e and; automatically deducts:
interest payments from the reserve amount
ratherthan allraw. toe consumer to make
interest payments as they become due, the
feet thatinterest uiLL accrue on those interest
payments as well as the other loan proceeds
mast feereflected in the calculations and’
disclosures. To reflect the effects ofsuch
compounding, a creditor should first calculate
interest on the commitment amount
(exclusive of toe-interest reserve)" and then
add the figure obtained by assuming that one-
half of that interest is outstanding at the.
contract interest rate for the entire
construction period. For ©xaRapte, using the
exempte steam roster paragraph A, part Pof
Appendix Ik toe estimated- interest would be
$1,117.68 ($182..75-plus an additionall$2393"
cafcutated feyassuming half €6$109375 w
outstanding at toe contract interest rate for
the entire construction period), aadlthe
estimated annual percentage rate would be

Board of Governors of the Federal Reserve
System, March 31,1987.

William W. Wiles,

Seeretfaryofthe Board.
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