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CONSUMER CREDIT PROTECTION REGULATIONS

— Proposed Amendment to Regulation Z Regarding Home Equity Disclosures 
Comment Invited by February 8, 1988

—- Proposed Changes In Official Staff Commentaries on Regulations B, E, and Z
Comment Invited by February 12, 1988

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

Following is the text of statements issued by the Board of Governors of the Federal Reserve 
System on these matters:

Home Equity Disclosures
The Federal Reserve Board has issued for public comment a proposal to amend Regulation Z, 

“Truth in Lending,” that would require creditors to give consumers expanded disclosures about home 
equity lines of credit much earlier in the credit process. Comment is requested by February 8, 1988.

Under the Board’s proposal, Regulation Z would be amended to require that the disclosures for 
home equity lines of credit, secured by the consumer’s principal dwelling, be given to the consumer at 
the time an application form is provided or before the consumer pays a nonrefundable fee, whichever is 
earlier. The proposed amendment would also require that such disclosures be separate from any other 
information provided to the consumer.

In addition, the Board’s proposal calls for creditors to give consumers additional information about 
the terms and conditions of the plan, such as the circumstances under which the plan could be terminated; 
any right of the creditor to change the terms of the plan; and the payment terms. For variable rate plans, 
the additional disclosures would concern the index, the frequency of rate adjustments and information 
about the history of index rate changes. The Board’s proposal would also require creditors to give con
sumers a brochure that generally describes home equity lines of credit.

Official Staff Commentaries
The Federal Reserve Board has issued for public comment proposed revisions to the official staff 

commentary for three of its consumer credit protection regulations —  Regulation B (Equal Credit Oppor
tunity), Regulation E (Electronic Fund Transfers) and Regulation Z (Truth in Lending).

The proposed revisions to the staff commentary for Regulation B address issues concerning consid
eration of age in evaluating creditworthiness, signature requirements, record retention and collection of 
monitoring information.

The proposed revisions to the staff commentary for Regulation E clarify questions that have arisen 
as a result of the amendments adopted by the Board in August 1987. In general, the questions pertain to 
point-of-sale/automated clearinghouse services, such as institutions’ responsibilities concerning peri
odic statements, card issuance and error resolution.

(OVER)



Proposed revisions to the Regulation Z staff commentary address disclosure questions raised by the 
emergence of conversion features in adjustable-rate mortgages and the imposition of fees that are consid
ered finance charges at the time a credit card plan is renewed. Proposed commentary is also included 
which interprets the Board’s recent rule implementing the requirement of the Competitive Equality 
Banking Act that adjustable-rate mortgages contain and disclose a maximum life time interest rate.

Enclosed —  for depository institutions in this District and certain others on our mailing lists 
who have requested notices of changes in the Board’s consumer credit protection regulations —  is 
the text of each of the proposals, which have been reprinted from the Federal Register. Comments 
should be submitted by February 8, 1988 for the home equity disclosures proposal (Regulation Z —  
Docket No. R -0625), and by February 12, 1988 for the three staff commentary proposals (EC-1 
(Reg.B), EFT -2 (Reg.E), and TIL-1 (Reg. Z)). Comments may be sent to the Board of Governors, 
as specified in the Board’s notices, or to our Compliance Examinations Department.

Additional copies of the enclosure will be furnished to others upon request directed to the Cir
culars Division of this Bank (Tel. No. 212-720-5215 or 5216).

E. G e r a l d  C o r r i g a n ,

President.



FEDERAL RESERVE SYSTEM

12 CFR Part 226

[Regulation Z; Docket No. R-0625]

Truth in Lending; Home Equity 
Disclosures Under Regulation Z

Correction
In proposed rule document 87-29556 

beginning on page 48702 in the issue of 
Thursday, December 24,1987, make the 
following corrections:

1. On page 48705, in the second 
column, in item (6)(i), in the 17th line, “of 
method” should read “or method”.

2. In the same paragraph, in die 22nd 
line, remove die words “footnote 36. The 
proposed” and insert "§ 226.6(e) for 
home equity”.

§226.6 [Corrected]
3. On page 48706, in the first Golumn, 

in § 226.8(e)(4) introductory text, in the 
last line, remove the period and insert “, 
including:”.
BILLING CODE 1505-01-0

Note: Corrections to page 4, second column, item 6(i),
17th and 22nd lines; and to page 5, first column, 
section 226.6(e)(4), line 5.

[Ref. Enc. Cir. No. 10218; Proposed Amendment to 
Regulation Z Regarding Home Equity Disclosures; 
Reprint from Federal Register, Vol. 52, No. 247.]
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P R O P O S E D  A M E N D M E N T  T O  R E G U L A T IO N  Z  R E G A R D IN G  H O M E
E Q U IT Y  D IS C L O S U R E S

FEDERAL RESERVE SYSTEM

12CFR Part 226

[Regulation Z; Docket No. R-0625]

Truth in Lending; Home Equity 
Disclosures Under Regulation Z

AGENCY: Board of Governors of the 
Federal Reserve System. 
a c t io n : Proposed rule.

SUMMARY: The B oard  is publishing for 
com m ent a proposal to am end  
R egulation  Z. The p roposed  am endm ent 
w ould require cred ito rs to provide  
d isclo su res for hom e equity lines of 
cred it secu red  by the con sum er’s 
p rincipal dw elling a t the time an  
ap p lication  form is given to the 
co n su m er o r before the con sum er p ays a  
n on-refundable fee, w hichever is earlier. 
T he p roposal also  w ould require the 
d isclo su res for hom e equity plans to be 
seg reg ated  from any oth er inform ation  
given to the consum er. U nder the 
p roposed  am endm ent, creditors would  
h ave  to provide additional inform ation  
about hom e equity lines secu red  by a 
co n su m er’s principal dwelling, including  
inform ation  about a p lan ’s paym ent 
term s, w h eth er a cred itor can  term in ate  
o r ch an g e the term s of a plan, and, for 
v a ria b le -ra te  plans, d isclosu res about 
the ind ex, frequency of rate  
ad ju stm ents, and a h istory  of ch anges in 
the in d ex. C reditors also  w ould be 
required  to provide con sum ers w ith a 
b roch ure describing hom e equity plans. 
d a t e s : C om m ents m ust be receiv ed  on 
or before F eb ru ary  8 ,1 9 8 8 .  
a d d r e s s e s : C om m ents should be  
m ailed  to W illiam  W . W iles, S e cre tary , 
B o ard  of G overnors of the Fed eral  
R ese rv e  S ystem , W ash in gton , DC, 20551, 
or d elivered  to the 20th  S treet co u rtyard  
e n tra n ce  on 20th S treet, b etw een  C 
S treet and  C onstitution A venue N W ., 
W ash in gton , DC, b etw een  8:45 a.m . and  
5:15 p.m. w eekd ays. C om m ents should  
include a referen ce to D ocket No. R -  
0625. C om m ents m ay be insp ected  in 
R oom  B -1 1 2 2  betw een  8:45 a.m . and 5:15  
p.m. w eekd ays.

FOR FURTHER INFORMATION CONTACT:
Sharon  Bow m an or L eonard  C hanin, 
S taff A ttorn eys, Division of C onsum er 
and Com m unity A ffairs, at (202) 4 5 2 -  
3667 or 4 52-2412 ; for the hearing  
im paired  only, co n ta ct E arn estin e  Hill or 
D orothea Thom pson, 
T elecom m un ications D evice for the 
D eaf, a t [202] 452-3544, Board  of

G overnors of the Fed eral R eserve  
System , W ash in gton , DC, 20551.

SUPPLEMENTARY INFORMATION:

(1) B ackgrou nd

A  hom e equity line is an  open-end  
credit line secu red  by the h om eow n er’s 
equity— the difference b etw een  the 
m arket value of the hom e and an y  debts  
secu red  by that hom e. During the p ast 
few  y e a rs  the num ber of lenders offering  
hom e equity lines of cred it and the 
num ber of con sum ers borrow ing through  
this form  o f credit h ave  in creased  
con sid erab ly . The in creased  prom otion  
and  use of hom e equity p lans h as led the 
B oard  to exam in e the d isclosu res  
required  by the Truth in Lending A ct  
and R egulation Z to determ ine if the 
cu rrent requirem ents ensure that 
con sum ers receiv e  ad eq u ate  inform ation  
about these plans a t a relev an t stage of 
the credit-granting p ro cess . F in an cial 
institutions, trad e asso cia tio n s, 
con sum er groups, the B oard 's C onsum er 
A d visory  C ouncil (C A C ), and the 
C ongress also  h ave focused  on existing  
disclosu re requirem ents. F in an cial 
institutions and trad e a sso cia tio n s h ave  
ask ed  B o ard  staff how  inform ation  
should be d isclosed  for these plans. 
C onsum er groups an d  the C A C  h ave  
e x p ressed  co n cern  ab ou t the 
com p lexities and risks asso cia te d  w ith  
these plans, and the ad eq u acy  of the 
d isclosu res con sum ers are  receiving. In 
addition, bills h ave b een  introduced  in 
the C ongress that w ould require  
in creased  d isclosu res and would  
regulate su bstantive a sp e cts  of hom e  
equity lines.

B ased  on the B o ard ’s an alysis o f the 
cu rrent d isclosu re requirem ents under 
Regulation Z— and discu ssions w ith  
Financial institutions, trad e  asso ciatio n s, 
con sum er groups and the CA C— the 
B oard  h as con clu ded  that the current 
disclosure requirem ents do not ensure  
that con sum ers rece iv e  ad equ ate  
inform ation about hom e equity lines in a 
meaningful and tim ely fashion.

(2) C urrent D isclosure R equirem ents

Currently, Regulation Z requires the 
same disclosures for home equity lines 
of credit as for other open-end credit 
plans. As with other open-end plans, 
creditors may provide consumers with 
disclosures at any time prior to the first 
transaction under the plan, and the 
disclosures need not be provided in a 
specified format. In addition the

1

d isclosu res required by the regulation  
are ra th er limited— a cred ito r is required  
to d isclose  only how the finance ch arge  
is determ ined, including the periodic  
and annual p ercen tage ra tes : other  
(nonfinance) ch arges, such as late  
p aym ent fees, that m ay be im posed: the 
e x isten ce  of a security  interest; and the 
con su m er’s billing rights. The B oard  
believes that the current disclosure  
requirem ents for home equity lines are  
insufficient in their timing, form at, and  
con ten t to ensure that consum ers  
und erstand  the term s and conditions of 
a p a rticu lar loan program  before  
com m itting to a plan.

(i) Tim ing o f  disclosures. In general, 
the Truth  in Lending A ct perm its 
d isclosu res for both open-end and  
closed-end  credit tran sactio n s to be 
given at a relatively  late  stage of the 
credit p ro ce ss— at any time before the 
con sum er actu ally  b ecom es obligated  •" 
for a p articu lar credit plan.

T h ere are  tw o excep tions to this rule, 
how ever. S ection  128(b)(2) of the Truth  
in Lending A ct provides that in clo sed -  
end resid ential m ortgage tran sactio n s  
su bject to the R eal E sta te  S ettlem ent 
P roced u res A ct, d isclosures m ust be 
given w ithin three business d ays after  
the cred ito r rece iv es the consum er's  
w ritten  ap plication . A nother excep tion  
to this g en eral rule is contained  in the 
regulations just adopted by the Board  
with re sp e ct to ad ju stab le-rate  
m ortgages (A RM s). T hose regulations  
require inform ation about the v ariab le- 
rate  featu re of certain  closed-end  
ad ju stab le-rate  m ortgages to be given to 
con sum ers either w hen an  application  
form is provided  or before a con sum er 
p ays a nonrefundable fee, w h ich ever is 
earlier. (See this issue of the F ed eral 
R egister.)

T he B o ard  believes that con sum ers  
should rece iv e  disclosures about hom e  
equity lines a t an earlier time in the 
credit p ro cess  to facilitate  con sum er  
understanding and shopping for this 
type o f credit. The sam e co n cern s that 
prom pted early  disclosures for closed - 
end A R M s— cred it shopping and risk to 
the con su m er— also  support requiring  
early  d isclosu res for hom e equity lines. 
The risk to the consum er in the ev en t of 
default, the potential loss of the hom e, is 
the sam e for both  closed-end  and open- 
end tra n sa ctio n s  secu red  by the hom e. 
Fu rtherm ore, b e ca u se  m ost hom e equity  
lines are  v a ria b le -ra te  and often h ave  
large up-front fees, the B o ard  b elieves
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co n su m e rs  shou ld  re c e iv e  d isc lo su re s  in 
a tim ely  fa sh io n  to b e tte r  u n d erstan d  the 
r isk s  an d  co m p le x itie s  o f  a p a rticu la r 
p lan , as  w ell to b e tte r  shop am ong 
p la n s . S p e c ifica lly , th e  B o ard  b e lie v e s  
con su m ers  shou ld  b e p rovided  w ith  
d isc lo su re s  w h en  a n  ap p lica tio n  form  is 
p rov id ed  or b e fo re  th e  con su m er p a y s  a 
n o n -re fu n d a b le  fee , w h ic h e v er  is ea rlie r .

(ii) Format of disclosures. R eg u la tio n  
Z cu rren tly  d o es n o t req u ire  c red ito rs  to 
p rov ide h om e eq u ity  d isc lo su re s  in any 
p a rtic u la r  fo rm at. A s  w ith  o th er open- 
end  p lan s, the d isc lo su re s  c a n  b e  
in te rsp e rse d  w ith  c o n tra c t and  o th er 
in fo rm atio n , an d  n eed  not b e  
h igh lighted .

T h e  B o a rd  b e lie v e s  th at the 
d isc lo su re s  fo r hom e eq u ity  lin es  should  
b e  se p a ra te d  from  o th er in form ation .
T h e  sa m e  c o n ce rn  that prom pted 
seg re g a tio n  o f d isc lo su re s  g en era lly  for 
c lo se d -e n d  tra n s a c t io n s -—th at is, to 
en su re  th a t the d isc lo su re s  are  
h igh ligh ted — e x is ts  w ith  re sp e ct to hom e 
equ ity  lin es . T h e  p u rp ose o f the T ru st in 
Lending d isc lo su re  is to p rovide 
con su m ers  w ith  c le a r  and  read ily  
u n d e rs ta n d a b le  in fo rm atio n  ab o u t the 
c o s ts  o f  a c re d it tra n sa c tio n . B e c a u se  
hom e eq u ity  p la n s  in v o lv e  term s and  
co n d itio n s  th a t a re  m ore com p lica ted  
an d  n u m erou s th an  th o se  in o th er typ es 
o f o p en -en d  p lan s , th e B o ard  b e lie v e s  
th at the d isc lo su re s  req u ired  to b e  
p rov id ed  to co n su m ers  b y  the reg u lation  
shou ld  b e  seg reg a ted  from  other 
in fo rm a tio n  to e n a b le  con su m ers to 
e a s ily  id e n tify  an d  u n d erstan d  the m ost 
im p ortan t term s an d  con d itio n s. Su ch  a 
req u irem en t is  p a rticu la rly  im p ortan t 
w h en  th e c o n su m e r’s hom e secu res  the 
transaction.

In a d d itio n  to th is  req u irem ent, the 
B o ard  b e lie v e s  som e in form ation  
w a rra n ts  s p e c ia l a tten tio n . T h e  B o ard  is 
p rop osing th a t th ree  d isc lo su re s— the 
r isk  o f the lo ss  o f the con su m er’s hom e 
in the e v en t o f  d efau lt, the right o f  a 
c re d ito r  to te rm in a te  an  acco u n t, and 
the right o f  a c re d ito r  to ch an g e the 
term s o f a n  a c co u n t— as w ell as  the 
cu rren t sec u rity  in te re s t  d isclo su re , 
p re ce d e  a ll o th e ’ d isc lo su re s  on the form  
p rov id ed  to the con su m er. P rov ision s 
su ch  as  the c re d ito r ’s a b ility  to ch an g e a 
p la n 's  term s an d  con d itio n s a t w ill or to 
te rm in ate  an  a c co u n t a re  com m on in 
o p en -en d  cred it, inclu ding hom e equity  
lin es . C o n su m ers, h o w ev er, m ay n o t b e  
fa m ilia r  w ith  th e se  a s p e c ts  o f  the p lans 
if they  a re  m ore a ccu sto m e d  to c lo se d - 
end  cred it w h ere  the hom e is b ein g  used 
a s  secu rity . M oreover, the e x e rc ise  o f  
an y  one o f th ese  p rov ision s cou ld  h av e  
an  ad v e rse  e ffe c t on con su m ers, thus 
m akin g it p a rticu la rly  im p ortan t th at 
con su m ers b e  a lerted  to them .

(iii) Content o f disclosures. T h e  B o ard  
d oes n o t b e lie v e  that changing the 
tim ing an d  form at o f the d isclosu re  
req u irem en ts  w ill b e  su fficien t to en su re  
th at con su m ers u n d erstand  hom e eq u ity  
p lan s. R eg u la tio n  Z cu rren tly  req u ires  
c red ito rs  to p rovide only the four item s 
o f in fo rm atio n  m en tioned  earlier . 
T h e re fo re , ce r ta in  im portant in fo rm atio n  
ab o u t hom e equ ity  lin es  is not req u ired  
to b e  d isc lo sed . T h e  regulation , for 
e x a m p le , d oes not requ ire d isclo su re  o f 
w h eth er a c red ito r m ay  u n ila tera lly  
ch an g e the term s and  con d ition s o f the 
p lan , an d  the c ircu m sta n ces  under 
w h ich  the cred ito r m ay  term in ate  the 
p lan  an d  req u ire  p ay m ent o f any 
o u tstan d in g  b a la n c e . In form ation  a b o u t 
the p ay m en t term s o f the p lan  m ay  b e  
d ifficu lt to u n d erstan d , and  m ay  n o t b e  
p re se n te d  in  a m an n er that fa c ilita te s  
con su m er a w a re n e s s  o f such  fea tu res .

T h e  a b s e n c e  o f su ch  d isclo su res  is 
s ig n ifica n t s in ce  hom e equity  lin es 
c o n ta in  uniqu e fea tu res  th at m ay  e x p o se  
con su m ers to g re a te r  risk  than  the 
ty p ica l op en -en d  cred it p lan. F o r 
ex am p le , m an y  o f the program s h av e  
c h a ra c te r is t ic s  o f b o th  op en-end  and  
c lo se d -e n d  cred it. T h e  program s o fte n  
in v o lv e  tw o  p h ases-—a p h ase  during 
w h ich  the con su m er m ay o b ta in  
a d v a n ce s , a s  w ith  trad itio n a l o p en -en d  
p rod u cts, an d  a p h a se  during w h ich  the 
con su m er m a y  n o t b o rro w  a d d itio n a l 
m on ey  an d  sim p ly  rep a y s  w h at a lre a d y  
h a s  b e e n  b o rro w ed . E a ch  p h ase  m ay  
inv o lv e its  ow n p a y m e n t term s, and , in 
ad d ition , c red ito rs  m ay  give the 
con su m er th e op tion  to ch o o se  am ong 
sev e ra l p ay m en t term s during a p h a se . 
M o reo v er, u n like m ost trad itio n a l op en- 
end  pians, many home equity programs 
p erm it p ay m en t o f only  in te re st during 
th e d raw  p eriod . W h ile  som e program s 
provide for p ay m en t o f the ou tstand in g  
b a la n c e  o v er an  e x ten d ed  p eriod  o f 
tim e, o th ers  do not; in  the la tte r  c a se , the 
con su m er m ay  b e  req u ired  to p ay  the 
en tire  ou tstan d in g  b a la n c e  at the end  o f 
the d raw  period , a fa c t  that m ay  not b e  
c le a rly  d isc lo sed  w hen  the con su m er 
c o n tra c ts  for the p lan . I f  the p lan  c a lls  
for full p ay m en t o f the ou tstand ing 
b a la n c e  a t the end  o f the draw  period, 
there  m ay b e  no gu aran tee  th at the 
c red ito r w ill re fin a n ce  the ou tstand in g 
p rin cip al b a la n c e  w h en  it b e co m e s  due. 
A lthough o th er ty p es o f op en-end  cred it, 
lik e  cred it ca rd s , a lso  c a n  involve 
rep ay m en t term s th at perm it b o rro w ers 
to m ak e sm all m on th ly  p ay m ents, the 
risk  to con su m ers is grea ter w ith a hom e 
eq u ity  lin e  given the s iz e  o f the a v e ra g e  
cred it lin e, the p o ten tia l s ize  o f the 
b a la n c e s , and  the risk  that con su m ers  
m ay lo se  their hom es if  they  a re  u n ab le  
to p ay  the full b a la n c e  w hen  it is due.

In the c a s e  o f v a r ia b le -ra te  hom e 
equ ity  lin es , the B o ard  is  a lso  c o n cern ed  
ab ou t ad eq u ate  d isclo su re  o f the 
v a ria b le -ra te  featu re . F o r  o p en -en d  
v a r ia b le -ra te  hom e eq u ity  lin es , on ly  a  
lim ited  am ou nt o f in fo rm atio n  a b o u t the 
v a r ia b le -ra te  fea tu re  is cu rren tly  
requ ired . (The cred ito r m u st d is c lo s e  the 
c ircu m sta n ce s  under w h ich  the ra te  m ay 
in c re a se , an y  lim its on the in c re a se , and  
the e ffe c t  o f  an  in c re a se .) R eq u irin g  
ad d itio n a l d isclo su res  for v a r ia b le -ra te  
hom e eq u ity  lin es secu red  b y  the 
con su m er’s p rin cip al d w elling  w ou ld  b e  
c o n sis te n t w ith  the a d d itio n a l v a r ia b le -  
ra te  d isclo su res  ju st ad op ted  by  the 
B o ard  for c lo sed -en d  A R M s. T h e  sam e 
co n ce rn  e x is ts  in b o th  o p en -en d  and  
c lo sed -en d  tra n sa c tio n s , th a t is, th e  
p o ssib ility  o f losing th e hom e in  the 
ev en t o f d efau lt and th e fa c t  th a t the 
v a r ia b le -ra te  featu re  cou ld  in c re a s e  the 
risk  o f d efau lt in som e in s ta n ce s . T h e  
B o ard  b e lie v e s  m ost o f the v a r ia b le -ra te  
d isclo su res  con ta in ed  in  its  fin a l A R M s 
ru le should  b e  p rovided  for hom e equ ity  
lin es  secu red  b y  the co n su m e r’s 
p rin cip al dw elling. Su ch  d isc lo su re s , 
ad ju sted  to re fle c t the fa c t  th a t o p en -en d  
tra n sa c tio n s  d iffer from  c lo se d -e n d  
tra n sa c tio n s , w ould  en su re  th at 
con su m ers re ce iv e  su b sta n tia lly  the 
sam e in form ation  for a ll v a r ia b le -ra te  
cred it secu red  b y  the co n su m e r’s 
p rin cip al dw elling.

(3) C urrent A dv ertising  R eq u irem en ts

C u rrently  an  ad v ertisem en t th a t s ta te s  
an  ann u al fee  or o ther c o s t  in fo rm atio n  
m u st s ia te  ad d itio n a l in form ation , such 
a s  the an n u al p ercen tag e  ra te  (A PR ), 
an y  m inim um , fixed , tra n s a c tio n  or 
a c tiv ity  ch arg e, and an y  m em b ersh ip  or 
p a rtic ip a tio n  fee . R e fe re n c e  in an  
a d v ertisem en t to cer ta in  o th er term s, 
su ch  as a p aym ent term , h o w ev er, d oes 
no t requ ire the d isclo su re  o f the o th er 
c o s t in form ation , such a s  the A PR .

T h e  B o ard  b e lie v e s  th a t p roviding 
sp e cific  term s, such as  th e p ay m en t 
am ount, in  a n  ad v ertisem en t w ithou t 
providing ad d ition al c o s t in fo rm atio n  
g iv es an  in com p lete  and  p o te n tia lly  
m islead in g  p ictu re o f the m a jo r  term s 
and  con d ition s o f the p lan  an d  the 
con su m er’s p o ten tia l o b lig a tio n s  u nder 
the plan. T h e  prop osed  am en d m en ts  to 
§ 228.6 to requ ire ad d itio n a l d isc lo su re s  
for hom e equ ity  lin es  w ould  a d d ress  this 
co n ce rn  w ithou t the n eed  for ch a n g es  to 
the ad vertisin g  sectio n . U n d er the open- 
end  ad vertisin g  ru les in | 226.16, any  
re fe re n ce  to an  item  req u ired  to b e 
d is c lo s e d  u n der § 226.6  req u ires the 
d isc lo su re  o f the c o s t in form ation  
d iscu sse d  ab o v e . T h u s if  any o f the 
p rop osed  d isc lo su re s  in § 226.6(e) is 
s ta te d  in a n  a d v ertisem en t, the co s t
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inform ation listed in § 226.16(b) would  
h av e  to be provided.

(4) C o n su m er B roch u re

In addition  to the need for d isclosures  
about specific  hom e equity program s, 
b e ca u se  hom e equity lines are  a 
relativ ely  new  and n ontraditional form  
of cred it the B o ard  believes that 
con su m ers also  m ay need  m ore general 
inform ation about these products. U nder 
the new  closed-en d  regulations, 
cred ito rs  will provide con sum ers with a 
b roch ure that d escrib es A RM s [The 
Consumer Handbook on Adjustable 
Rate Mortgages, published by the B oard  
and the F ed eral H om e Loan Bank Board , 
or a suitable substitute), along w ith the 
oth er d isclosures. T he B oard  is 
proposing that cred ito rs  be required to 
provide p rosp ective  b orrow ers w ith a 
sim ilar brochure describing hom e equity  
lines of cred it. The brochure would  
gen erally  d escrib e how  hom e equity  
plans op erate , define term s consum ers  
might not be fam iliar with, and ad vise  
con su m ers how  to com p are hom e equity  
p lans. T he B o ard  is currently  w orking on 
a b rochure th at w ould m eet this 
requirem ent. U nder the proposal, 
cred ito rs  w ould provide this brochure, 
or a suitable substitute, along w ith the 
other d isclosures.

(5) P rop osed  A m end m ents to R eg u la tio n  
2

(i) Coverage. The B oard  is proposing  
to am end Regulation Z to require 
ad ditional d isclosures for hom e equity  
lines. T he d isclosures w ould be required  
only for open-end cred it program s  
secu red  by the con su m er’s principal 
dw elling. The n ew  requirem ents would  
not apply to hom e equity lines secu red  
by oth er con su m er dw ellings, such as  
v a ca tio n  hom es.

(ii) Timing, the initial hom e equity  
d isclosure sta tem en t— containing both  
the existin g  and proposed  d isclosures—  
and the b roch ure w ould be given to the 
con su m er w hen an  application  form  is 
provided  or before the consum er p ays a 
nonrefundable fee, w h ich ever is earlier. 
F o r m ail and telephone applications  
(and  those subm itted  through an agent 
or broker) d isclosures w ould be 
provided  within three business d ays of 
receip t of the ap plication  by the 
cred itor. The cred ito r would not be 
required  to provide the consum er with  
ad ditional initial Truth in Lending 
d isclosu res under section  226.6 at the 
tim e an acco u n t is opened. If a cred itor  
m akes a change in a hom e equity  
program  after giving the initial 
disclosures, how ever, the cred ito r must 
provide consum ers w ritten notice  of the 
chan ges under the existing rules in

§ 226.9(c), dealing with chan ges in the 
term s of a cred it plan. Section  226.9(c) 
would require cred ito rs to give the 
notice to all con su m ers w ho m ay be 
affected  by the chan ges, for exam p le, a t  
the time the con su m er subm its a 
com pleted  application . C reditors would  
not be required to give n otices  to 
consum ers that had  m erely receiv ed  the 
initial d isclosures along w ith an  
application . The B oard  seeks com m ent 
on w hether the curren t rules in § 226.9(c) 
dealing with chan ges in the term s of 
open-end credit plans are  ad equ ate to 
ensure that notice  of chan ges is 
provided to con su m ers w ithout imposing  
undue burdens on cred itors, or w h ether  
the rules should be m odified in som e  
m anner.

(iii) Format. U nd er the proposal, 
cred ito rs w ould be required  to segregate  
the d isclosures from any oth er 
inform ation provided to the consum er. 
C reditors w ould not be perm itted  to 
include the d isclosures in loan  co n tracts , 
or to provide ad ditional inform ation  
w ith the segregated  d isclosu res. To  
further highlight three of the new  
disclosures-—the risk of loss of the 
con su m er’s hom e in the event of default, 
the right of a cred ito r to term inate an  
accoun t, and the right of a cred ito r to 
change the term s of an a cco u n t— a s w ell 
a s  the current secu rity  in terest 
disclosure, the regulation  w ould require  
that these d isclosures p reced e all o th er 
d isclosures on the form provided to the 
consum er. C reditors could  continue to 
provide additional inform ation about 
plans, as long as the inform ation is not 
in tersp ersed  w ith the required  
disclosures.

(iv) New home equity disclosures. 
U nder the p roposal cred ito rs w ould  
have to d isclose the fact that consum ers  
risk losing their hom es in the event of 
default. C reditors also  w ould be 
required to describ e certain  of their 
con tractu al rights. The circu m stan ces  
under w hich the cred ito r (or consum er) 
m ay term inate the plan w ould be 
provided. F o r exam p le, if a cred ito r  
retains the right to term inate the plan if 
a rate  ceiling is reach ed , that fact w ould  
be noted. In addition, the disclosure  
w ould state  any fees that m ay be 
im posed in the event of term ination, and  
w hether the cred ito r m ay require  
paym ent in full of any outstanding  
b alan ce . If a cred ito r retains the right to 
unilaterally change the term s and  
conditions of the plan, that right also  
w ould be disclosed.

C reditors would d isclose  the period  
during w hich a con su m er could obtain  
ad v an ces and the period during w hich  
the consum er w ould be allow ed  only to

m ake paym ents. C reditors also  would  
have to d isclose how  the minimum  
m onthly p aym ent requirem ents for each  
period are  determ ined. E xam p les  of the 
m onthly p aym ent am ount for e ach  
period b ased  on an assu m ed  $10 ,000  
b alan ce  outstanding, at a recen t interest 
ra te  charged  under the plan, w ould be 
provided. F o r purposes of the exam p les, 
an in terest rate  w ould be con sid ered  
recen t if it had been in effect w ithin 90 
d ays of delivery of the d isclosures. 
C reditors also would provide a 
statem en t if the minimum m onthly or 
periodic p aym ent m ay  not or will not 
reduce the outstanding principal 
b alan ce . The proposal w ould require  
d isclosure of any minimum outstanding  
b alan ce  or minimum d raw  requirem ents  
under the plan. D isclosure also  w ould  
have to be m ade that inform ation about 
the cred ito r’s other open-end hom e  
equity program s is availab le .

(v) Additional disclosures for 
variable-rate plans. The B oard  p roposes  
to require cred itors to provide additional 
inform ation for v ariab le -ra te  hom e  
equity lines. T hese d isclosures w ould  
closely  p arallel the d isclosures just 
adopted  by the B oard  (and  published in 
this issue of the F ed eral R egister), for 
closed-en d  v ariab le -ra te  tran sactio n s  
secu red  by a con su m er’s principal 
dwelling. U nder the p roposal cred ito rs  
w ould provide the in d ex or the form ula  
used to m ake rate  adjustm ents, and a 
sou rce of inform ation about the index. 
C reditors also would h ave to d escrib e  
how  the in terest rate  is determ ined, 
including, for exam p le, w h eth er a 
margin is added  to the in dex to arrive at 
the in terest ra te . A  s tatem en t a lso  would  
be provided to con su m ers suggesting  
they ask  about the curren t index, 
margin, and in terest ra te . C reditors  
would disclose the frequency of ra te  and  
paym ent adjustm ents, and any rules 
relating to chan ges in the index, in teres: 
rate , p aym ent am ount, and  outstanding  
loan  b alan ce . Such inform ation w ould  
include an  exp lan atio n  of lim itations on 
the m axim um  paym en t or ra te  that 
would be charged, in terest ra te  
carry ov er, and negative am ortization . 
C reditors also  w ould specifiy  the 
inform aiton that w ould  be p rovided  on 
periodic statem en ts  con cernin g the rate  
changes.

In addition  to these d isclosu res, 
cred itors w ould h ave to provide a 
h istorical table that show s the valu es of 
the specific index or form ula to be used  
in the loan program , beginning w ith the 
value for 1977. The index valu es w ould  
be u pd ated  annually until,a fifteen-year 
h istory is show n. C reditors would then  
show  a ‘Tolling h isto ry” of index values
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for the p receding fifteen y ears . The  
m argin and in terest ra te  for each  of the 
y e a rs  a lso  w ould be provided. Unlike 
the closed -en d  A RM s rule just adopted  
by the B oard , the m onthly paym ent and  
rem aining b a la n ce  for the h istorical 
tab le w ould not h av e  to be provided.
The B o ard  b elieves this inform ation  
w ould be of lim ited value for open-end  
tra n sa ctio n s  since the outstanding  
b a la n ce  can , and often does, fluctuate as  
the co n su m er m ak es d raw s and  
p aym en ts under the plan. Com m ent is 
req u ested , h ow ever, or w h ether the  
m onthly p aym en t am ount and rem aining  
b a la n ce  should be required for open-end  
a s  it is for c losed -en d  tran saction s. 
C reditors a lso  w ould be required to 
d isclose  the initial in terest rate  show n in 
the h isto rica l tab le  and the m axim um  
in terest ra te  and the corresponding  
p aym en ts for a $10 ,000  loan under the 
plan.

The B o ard  req u ests com m ent on one  
issue that re la te s  to an existing  
provision  in the regulation  and staff  
co m m en tary  dealing w ith d isclosures of 
the annual p ercen tag e  rate  in open-end  
v a ria b le -ra te  cred it plans. The  
co m m en tary  to § 226 .6(a)(2) s ta te s  that a 
cred ito r in d isclosing the APR in effect 
in a v a ria b le -ra te  plan  m ay use in insert 
show ing the curren t rate , m ay give the 
ra te  a s  of a specified  d ate  and update  
the d isclosu re  from tim e to time for 
exam p le , e a ch  ca le n d a r month, or m ay  
d isclo se  an  estim ated  ra te  under 
§ 2 26 .5 (c ). In light of the proposed  
req u irem en t that hom e equity 
d isclosu res be provided  earlier, the 
B o ard  req u ests  com m ent on w hether  
th ese options for disclosing the A PR  
provide cred ito rs  w ith sufficient 
flexibility.

C red ito rs a lso  w ould have to provide  
ad ditional v a riab le -ra te  inform ation on  
or w ith the first periodic statem ent sent 
to con su m ers a fter the ra te  h as been  
adjusted . C onsum ers w ould be inform ed  
of the prior and curren t index values  
and the in terest ra te s  derived from  these  
valu es. If the cred ito r h as foregone any  
in terest ra te  in crease , this would be 
n oted . C redito rs also  would d isclose  the 
co n tra c tu a l effects  of an y rate  
ad justm en t, including the paym ent due 
and loan  b a la n ce .

A  sam p le hom e equity d isclosure  
sta tem en t th at show s how  the proposed  
an d  existin g  req uirem ents might be met 
is provided  in the A ppendix of this 
notice .

(vi) Consumer brochure. The B oard  
also  p rop osed  to require cred itors to 
furnish con su m ers w ith a home equity  
b roch ure along w ith the required  
d isclosu res. C reditors would provide the 
b roch ure that the B oard  will publish or a

suitable substitute. A ny brochure that is 
substituted  for the B o ard ’s pam phlet 
w ould have to define term s com m on to 
hom e equity lines, d escrib e  featu res that 
are  b asis  to m ost hom e equity lines, give 
exam p les of how  rate  changes could  
affect m onthly p aym ents, and provide a 
b asic  checklist of item s that con sum ers  
should be alerted  to w hen they shop for 
hom e equity products.

(6) R elated  Provisions

(i) Right of rescission—material 
disclosures. The B o ard  is also proposing  
to am end footnote 36, accom p anying
§ 226 .15(a)(3) of the regulation. Section  
226 .15(a)(3) s ta te s  that the consum er  
m ay e x e rc ise  the right of rescission  until 
midnight of the third business d ay  
follow ing opening the plan, delivery of 
the n otice of the right to rescind, or 
d elivery of all “m aterial d isclosu res,” 
w h ich ever occurs last. Footn ote 36 of 
the regulation currently  defines m aterial 
d isclosures to include the m ethod of 
determ ining the fin an ce charge and the 
b a la n ce  upon w hich a finance ch arge  
will be im posed, the annual p ercen tag e  
ra te , and the am ount of m ethod of 
determ ining the am ount of any  
m em bership or particip ation  fee that 
m ay be im posed as p art of the plan. T he  
B oard  believes all of the proposed  
d isclosu res in footnote 36. The proposed  
lines should be treated  as m aterial 
d iscolsures in footnote 36. The proposed  
d isclosures contain  inform ation th at is 
essen tia l to consum ers understanding  
the co st, term s, and conditions of hom e  
equity tran saction s, and thus con su m ers  
m ust h ave the inform ation in order to 
properly ex e rc ise  their right of 
rescission .

(ii) Advertising requirements. The  
B o ard  is not proposing chan ges to the 
advertising ruies con tain ed  in § 226.16 of 
the regulation. The additional 
d isclosu res for hom e equity plans, if 
included in an ad vertisem en t, will 
require additional advertising  
disclosures, how ever. U nder the open- 
end advertising rules in § 226.16, any  
referen ce  to an item  required to be 
disclosed  under § 226 .6  calls  for the 
disclosure of cost inform ation such as  
the A PR. an y m em bership or 
particip ation  fee, and  an y minimum, 
fixed, tran saction , or activ ity  charge. 
Thus if any of the p rop osed  d isclosures  
in § 226 .6(e) is sta ted  in an  
ad vertisem en t, o th er co st inform ation  
such as  the APR also  w ould h ave to be 
provided. (The com m en tary  currently  
limits the term s that require additional 
disclosures to those item s in § 226 .6(a) 
and (b); com m ent 2 2 6 .1 6 (b )-l  w ould be 
rev ised  to include a referen ce to
§ 226.6(e). if the B oard  ad op ts this

proposal as a final rule.)

(7) Comment Period
The com m ent period ends on 

F ebruary 8 ,1 9 8 8 . B ecau se  prom pt 
resolution of these m atters is essen tial 
and in the public in terest, the exp an d ed  
rulem aking procedure set forth in the 
B o ard ’s policy statem en t of Jan u ary  19. 
1979 (44 FR 3957) will not be follow ed. 
The B oard  b elieves an ab b rev ia ted  
com m ent period is n e ce ssa ry  to ensure  
that a final rule is issued at least six  
m onths before O cto b er 1 .1 9 8 8 , the 
statu tory  deadline for the effective d ate  
of regulatory am endm ents.

(8) Economic impact statement
T he B o ard 's Division of R e se a rch  and  

S tatistics  h as prepared  an econ om ic  
im pact statem en t on the p roposed  
revisions to Regulation Z. A  cop y of the 
an alysis m ay be obtained  from  
P ublications S ervices, B o ard  of 
G overnors of the F ed eral R eserve  
System , W ashington, DC, 20551, at (202) 
542-3245 .

List of Subjects in 12 CFR Part 226
A dvertising, Banks, banking, 

C onsum er protection  C redit. F ed eral  
R eserve System , F inan ce, P enalties, 
Truth in lending.

(9) Text of Proposed Revisions
C ertain  conventions h ave been used  

to highlight the p roposed  revisions. New  
language is show n inside bold -face  
arrow s, while language that w ould be 
rem oved  is set off w ith b rack ets . F o r the 
reason s set out in this n otice , and  
pursuant to the B o ard ’s authority  under 
section  105 of the Truth in Lending A ct 
(15 U .S.C . 1604 et seq.). the B o ard  
proposes to am end P art 226 as follow s:

PART 226—TRUTH IN LENDING
1. The authority c ita tio n  for P art 226 

continues to read  as follow s:

Authority: Sec. 105. Truth in Lending Act. 
as amended by sec. 605 Pub. L. 96-221. 945 
Stat. 170 (15 USC 1604 et seq.): sec. 1204(c). 
Competitive Equality Banking Act., Pub. I,. 
100-86. 101 Stat. 552.

2. Section  226.5 is am ended  by adding  
paragraph  (a)(3), redesignating (b )(2) as  
(b)(3) and adding a new  p aragrap h  (b)(2) 
to read  as follows:

Subpart B—Open-end C redit

§ 226.5 General disclosure requirements
(a ) Form of disclosures. * * ' 
o ( 3 )  In a plan secu red  by the 

con su m er's  principal dw elling, the 
d isclosures required by § 226.6  shall be 
grouped together, shall be segregated
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from everything else, and shall not 
contain any information not directly 
related 10a to the disclosures required 
under § 226.6. The disclosures required 
by § 226.6(c) and (e)(lH 3) shall precede 
all other disclosures.lcb <3

(b) Time of disclosures. * * *
e> (2) Initial disclosures for plans 

secured by the consumer’s principal 
dwelling. In a plan secured by the 
consumer’s principal dwelling, the 
creditor shall furnish the initial 
disclosure statement and brochure 
required by section 226.6 at the time an 
application form is provided or before 
the consumer pays a nonrefundable fee, 
whichever is earlier.1Qc The creditor may 
furnish the disclosures required by 
§ 226.6(d) in accordance with 
§ 226.5(b)(1). <3 
* *  *  *  *

3. Section 226.6 is amended by adding 
paragraph (e) and (f) to read as follows:

§ 226.6 Initial disclosure statement 
* * * * *

E>(e) Additional disclosures for plans 
secured by the consumer’s principal 
dwelling. In a plan secured by the 
consumer’s principal dwelling, the 
following additional disclosures:

(1) A statement that loss of the 
consumer’s home may occur in the event 
of default.

(2) A statement of the circumstances 
under which the consumer or the 
creditor may terminate the plan, any 
fees that may be imposed upon 
termination, and whether the creditor 
may require payment of the outstanding 
balance in full at such time.

(3) If the creditor has the right to 
change the terms and conditions during 
the plan, a statement of that fact

(4) The payment terms for the plan 
(separately stated, if applicable, for the 
period when advances may be obtained 
and the period when repayment is made 
without new advances).

(i) The length of the plan.
(ii) An explanation of how the 

minimum monthly or periodic payment 
will be determined, including a 
statement of any other payment, such as

t> 123 The disclosures m a y  include an 
acknowledgement of receipt, the date of the 
transaction, and the consumer's name address, and 
account number. <t

O The disclosures required by § 226.6(d) and (f) 
may be sparated from the other disclosures. 
Creditors also may use an insert or attachment for 
disclosing information that is subject to change, 
such as the index, interest rate, and payment 
example.<5

>  c In the case of telephone or mail applications 
or when an application reaches the creditor through 
an intermediary agent or broker, disclosures may be 
delivered not later than three business days after 
the creditor receives the consumer's application.^

on e-tim e paym ent of the outstanding  
b alan ce .

(iii) A n  exam p le, b ased  on a $10,000  
am ount outstanding and a recen t  
in terest rate , show ing the minimum  
m onthly or periodic paym ent, and any  
one-tim e paym ent of the oustanding  
b alan ce .

(5) If the minimum m onthly or periodic  
p aym en t m ay not or will not red u ce the 
outstanding principal b alan ce , a 
statem en t of that fact.

(6) A ny minimum outstanding b a lan ce  
or minimum d raw  requirem ents, s ta te d  
a s  dollar am ounts.

(7) A  statem ent th at d isclosure form s  
are availab le for the cre d ito r’s oth er  
open-end program s secu red  by the 
con su m er’s principal dw elling,

(8) If the plan h as a  v ariab le  ra te , the 
follow ing additional d isclosures:

(i) T he index or form ula used in 
m aking adjustm ents, an d  a sou rce  of 
inform ation about the in d ex.

(ii) A n  exp lan atio n  of how  the in terest  
ra te  will be determ ined, including an  
exp lan atio n  of how  the in d ex is 
adjusted , such as by the addition o f a 
m argin.

(iii) A  statem en t th at the con su m er  
should ask  about the curren t in dex  
valu e, margin, and in terest ra te . _

(iv) The frequency of in terest ra te  and  
p aym en t changes.

(v) A n y rules relating to  ch an ges in  
the index, in terest ra te , paym en t 
am ount, and outstanding lo an  b alan ce  
including, for exam p le , an  exp lan atio n  
of in terest ra te  or p aym en t lim itations, 
n egative  am ortization , an d  in terest ra te  
carry o v er.

(vi) A n  historical table show ing how  
in terest ra te s  w ould h av e b een  affected  
by chan ges in in d ex valu es ov er a 15- 
y e a r  period. The h isto rical tab le  w ould  
s ta rt in 1977 and  be updated  annually  
until 15 y ears  of in dex, m argin , and  
in terest ra te  valu es are  show n.

(vii) A  sta tem en t of the m ost re ce n t  
in terest ra te  show n in the ’r s to r ic a l  
tab le  and m axim um  interest ra te  and  
corresponding p aym en ts b ased  on a  
$ 10 ,(XX) ad van ce .

(viii) A  statem en t th at in terest ra te  
inform ation will be provided on or w ith  
the first periodic s tatem en t after e ach  
ra te  change.

(f) Brochure for plans secured by the 
consumer’s principal dwelling. In a plan  
secu red  by the con su m er’s principal 
dw elling, the hom e equity brochure  
published by the B oard , or a suitable  
substitute. <3

4L Section  226.7 is am ended by adding  
paragraph  (1) to read  as follow s:

§ 226.7 Periodic statement 
* * * * *

D> (I) Additional disclosures for 
variable rate plans secured by the 
consumer's principal dwelling. On or 
w ith the first periodic statem en t after an  
in terest ra te  adjustm ent of a variab le -  
rate  plan  secured  by the con su m er's  
p rin cip al dwelling, notification  of the 
ra te  chan ge. The notice shall con tain  the 
follow ing inform ation.

(1) T he current and prior in terest 
ra tes .

(2) T he in dex values upon w hich  the 
curren t an d  prior in terest ra te s  are  
b ased .

(3) The ex ten t to w hich the cred ito r  
h as foregone any in crease  in the in terest 
ra te .

(4) The con tractu al effects of the 
adjustm ent, including the paym en t due  
after the adjustm ent is m a d e .< i  
* * * * *

5. F o otn ote  36 to p aragraph  (a)(3) of 
§ 226.15 is revised to read  as follow s:

§ 226.15 Right of rescission.

(a) 6 4  4
(3) * 4 * 36

* * * * *

Appendix
Editorial Note: This appendix will not 

appear in the Code of Federal Regulations.

S a m p le D isclosure

Important Terms of Our Home Equity Line of 
Credit

S ecu rity  In te re s t  You must give us a 
security interest in your home. You could lose 
your home if you do not meet the obligations 
in your agreement with us.

Term ination an d  Paym ent Upon 
Term ination: We can cancel your account 
and require you to pay the entire outstanding 
balance immediately: (1) If the interest rate 
that would apply to your account should 
exceed 18%; (2) if changes in the law either 
prohibit or increase our risk or burden of 
offering the plan; (3) if you fail to comply with 
the requirements in your agreement with us.

You may close your account at any time by 
notifying us in wri:.ng. If you close your 
account, we can require you to pay tr - entire 
outstanding balance immediately.

C h anges in T erm s: We can change In: 
terms and conditions that apply to your 
account during the life of the plan.

Payment Requirements: You can obtain 
advances for fifteen years. During this period, 
your minimum monthly payment will equal 
the amount of interest accrued and unpaid on 
your account at the end of the billing period 
or $10, whichever is greater. For example, if

36 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, 'he 
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 if - 
plan(.]e>, and those items set forth in § 226.6(e). <o
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you had an outstanding balance of $10,000, 
the minimum monthly payment at an interest 
rate of 10.25% would be $85.42. Outstanding 
balances of less than $200 must be paid in 
full.

The minimum monthly payment (when it 
equals accrued interest) will not reduce the 
outstanding principal balance on your 
account.

At the end of fifteen years, you must pay 
the entire outstanding balance immediately. 
For example, if after fifteen years you had an 
outstanding balance of $10,000, you would 
have to make one payment of $10,000.

V a riable R ate F ea tu re : The interest rate is 
variable and can change quarterly. The rate 
will not exceed 18%.

The interest rate equals an “index" plus a 
“margin." The index is the average prime rate 
charged by banks as published in the Federal 
Reserve Bulletin for the first month of the 
preceding quarter. The margin was 2 
percentage points on 10/1/87. Ask us for the 
current index value, margin, and interest rate.

H ow  the F in a n ce  C h a rge is D eterm ined : 
Finance charges begin to accrue on the date a 
transaction is posted to your account. To 
determine the finance charge for a billing 
period, we multiply the “average daily 
balance" on your account by the “periodic 
rate.” The “average daily balance" equals the

total of the balances outstanding at the end 
of each day during the billing period divided 
by the number of days in the billing period. 
(The balance outstanding at the end of each 
day is determined by taking the beginning 
balance in your account each day. adding 
new advances, and subtracting any payments 
and credits and unpaid finance charges.) The 
"periodic rate" equals the interest rate (the 
index plus the margin) divided by the number 
of billing periods in a year (12).

Currently, the periodic rate is .8542% and 
the corresponding Annual Percentage Rate is 
10.25%.

O ther F in a n ce  C h a rges: You must pay a 
loan processing fee Finance Charge of $200 
when you open your account.

O ther C harges

Application fee....... ..............................  $150
Annual fee.............................................  45
Late payment fee (or 5% of the late

payment whichever, is greater).......  5
Closing costs (estimated)....................... 750
Title search/Insur..................................  200
Appraisal fee..........................................  150
Attorney/Doc. prep...............................  250
Recording fees........................   150

M inim um  D raw  R equ irem en ts: The 
minimum amount of an advance is $500.

E ffects  o f  the Variable-R ate F ea tu re : 
Increases in the interest rate will increase the 
amount of your minimum monthly payment. 
For example, if the interest rate increased 
from 10.25% to the 18% maximum permitted 
under the plan, the minimum monthly 
payment on a $10,000 balance would increase 
from $85.42 to $150.

You will be notified of changes in the 
interest rate on the monthly periodic 
statement you receive following the change.

R ate H istory: This table shows how the 
interest rate would have been affected by 
actual changes in the index that occurred 
between 1977 and 1987. It does not 
necessarily indicate how the index will 
change in the future.

Information on our other home equity 
programs is available on request.

Board of Governors of the Federal Reserve 
System, December 21,1987.
William W. Wiles,
S ecre ta ry  o f  the Board.
(FR Doc. 87-29556 Filed 12-23-87; 8:45 am] 
BILLING CODE S210-01-M - '

Year Index
(percent)

Margin
(percent)

Interest rate 
(percent)

1977............................................................................................................................................................................... 6.75 2 8.75
1978...................................;............ ............................................................................................................................. 9.00 2 11.00
1979............................................... .............. ...................... ........................................ ................. .................... .......... 11.54 2 13.54
1980........................ ............................................. ..................................................................... .................................. 11.48 2 13.48
1981..................................... ................ ........................................ ................................ ............. .......... ....................... 20.39 2 18.00*
1982................................. .............................:............................................................................................................... 16.26 2 18.00°
1983............................................................ ............... .............. ................. ................... ................................ .............. 10.50 2 12.50
1984............... ............. ................. .................................................. ........................ .................. .................. .............. 13.00 2 15.00
1985..................................................................„...................... ■............... .................................................................... 9.50 2 11.50
1986................................. ............. ......................... .................. .............................................. .............................. . 8.16 2 10.16
1987................................. .......... ........................................... .............................................................. ....................... 8.25 2 10.25

° This interest rate reflects the 18% lifetime interest rate cap.
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P R O P O S E D  C H A N G E S  IN  O F F IC IA L  S T A F F  C O M M E N T A R IE S  O N  
R E G U L A T IO N S  B , E , A N D  Z

FEDERAL RESERVE SYSTEM 

12 CFR Part 202 

[Reg. B; EC-1 j

Equal Credit Opportunity; Proposed 
Update t© Official Staff Commentary

A©£N€Y: B o ard  of G overn ors o f the  
F ed eral R ese rv e  System .
ACTION: P rop osed  official s taff  
in terpretation .

SUMMARY: T he B o ard  is publishing for 
com m ent p rop osed  rev isio n s to  the 
official s ta ff com m entary  to R egulation  
B (Eqnal C red it O pportunity). T he  
com m en tary  applies an d  in terp rets the 
req uirem ents of R egulation B and is a  
substitute for individual staff  
in terp retation s of the regulation. T he  
p roposed  rev isio n s ad d ress  issu es  
con cernin g co n sid eration  of age in 
evaluating cred itw orth iness, signature  
requirem ents, reco rd  reten tion  an d  
collection  of m onitoring inform ation . 
b a t e : C om m ents m ust be rece iv ed  on or  
before F eb ru ary  1 2 ,1 9 8 8 .  
a d d r e s s :  C om m ents should b e  m ailed  
to W illiam  W . W iles, S e cre ta ry , B o ard  
of G overnors of the F e d e ra l R e se rv e  
System , W ash in gto n , D C 20551, or 
delivered to the 20th S treet co u rty ard  
en tran ce (20th  S treet b etw een  C S tre e t  
and C onstitution A ven ue NW.« 
W ashin gton , DC] b etw een  8:45 a .m . and  
5:15 p.m. w eek d ay s. C om m en ts should  
include a referen ce  to E C -1 . C om m ents  
m ay be in sp ected  in R oom  B -1 1 2 2  
b etw een  8 :45  a.m . and 5:15 p.m . 
w eek days,
FOR FURTHER INFORMATION CONTACT:

K athleen S. Brueger o r  L eo n ard  N. 
Chanin, S taff A ttorn eys, or A drienn e D. 
Hurt, Senior A ttorn ey, D ivision of 
C onsum er and Com m unity A ffairs, a t  
(202) 4 5 2 -2 4 1 2  or 4 5 2 -8 6 6 7 ; for the  
hearing im paired  only, co n ta c t  
E arn estin e  Hill or D orothea T hom pson. 
T elecom m un ication  D evice for the D eaf  
a t (202) 4 5 2 -3 5 4 4 , B o ard  of G overn ors of  
the F ed eral R eserv e  S ystem , 
W ash in gto n , DC 20551.
SUPPLEMENTARY INFORMATION:

(1) G eneral

T he Equal C redit O pportunity A c t  
(E C O A ) (15 U .S .C . 1691 et seq.) m ak es it 
unlaw ful for cred ito rs  to d iscrim in ate in 
an y  a sp e ct of a  cred it tran sactio n  bn the  
b asis  of ra ce , color, religion, nation al 
origin, s e x , m arital statu s, age, re c e ip t of  
public a s sis ta n c e , or the e x e rc ise  of

rights under the Consumer Credit 
Protection Act. This statute is 
implemented by the Board’s Regulation 
B (12 CFR Part 202).

O n N ov em b er 2 0 ,1 9 8 5 , an official 
staff co m m en tary  w a s  published to 
in terp ret the regulations, along w ith a  
final rule revising R egulation B (50 FR  
48018). T he co m m en tary  is designed to 
provide gu id ance to cred ito rs  in 
applying the regulation  to specific  
tra n sa ctio n s . T h e com m en tary  is 
u pd ated  p eriod ically  to ad d ress  
significant questions th at arise . The  
p revious upd ate w a s  published in A pril 
1387 (52 FR  10732). T his n otice con tain s  
the p rop osed  seco n d  update. It is 
e x p e cte d  that it will be adop ted  in final 
form  in M arch  1988.

(2) Proposed Revisions
The following is a brief description of 

the proposed revisions to the 
commentary:
Section 202.6—Rules Concerning 
Evaluation of Applications
6(b) Specific Rules Concerning Use of 
Information

Paragraph 6(b)(2). Com m ent 6 (b ) (2 ) - !  
would be am en d ed  to clarify  th at w hile  
§ 202.6(b )(2)(iv) perm its favoring  
person s age 62 and older, that p aragrap h  
d oes not perm it favoring a larger age  
jro u p  (such a s  person s age 55 and  
cid er). T o offer a program  favoring a 
larg er age group, the cred ito r m ust rely  
on the sp ecial purpose cred it provisions  
c f  section  202.8.

C om m ent 6(b )(2)—3 w ould be am en d ed  
to clarify  th at age or age-related  
inform ation about an  ap plicant can n o t  
be the sole fa c to r  in determ ining  
cred itw o rth in ess or in form ulating cred it  
term s and conditions.

Section 202.7—Rules Concerning 
Extensions of Credit
7(d) Signature of Spouse or Other Person

Paragraph 7(d)(5). C om m ent 7 (d )(5 )-2  
w ould be rev ised  in light of United 
States v. ITT Consumer Financial Corp., 
813  F .2d  487 (9th Cir. 1987) to clarify  the 
ru les on w hen a cred ito r m ay require  
ad ditional signatures on a cred it 
obligation. In the ITT ca se , the U.S.
Court of Appeals for the Ninth Circuit 
held that the future earnings of a spouse 
are not community property. Therefore, 
when an applicant relies on the spouse’s 
future earnings to establish 
creditworthiness, a creditor may 
condition the extension of credit on the
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n on app lican t sp ouse’s signing the cred it 
obligation.

W h eth er an ap plicant is relying on the 
future earnings of a  n on app lican t spouse  
is for the cred ito r to determ ine. B ecau se  
I  202 .5(c)(2 )(iv ) perm its a cred ito r  
routinely to request inform ation ab ou t a  
n on ap p lican t spouse, the m ere fa c t that 
the n onapplicant spouse’s incom e is 
listed  on an ap plication  form  is 
insufficient to show  that the ap p lican t is 
relying on the spouse’s incom e.

A  third sen ten ce  w ould be added  to 
com m ent 7(d)(5)—2 to in co rp orate  the 
holding of ITT. Som e cred itors have  
ask ed  w hether, given the ITT ruling, 
they are  required to obtain the signature  
of the ap p lican t’s spouse w h ose future  
earn in gs are  relied on for an  exten sio n  
of cred it. C reditors have also  asked  
w h eth er they m ay differentiate on the 
b asis  of m arital statu s w hen future 
earnings are  relied on— that is, w h eth er  
a  cred ito r m ay follow  the p ra c tice  of not 
requiring the signature of a spouse 
w h ose earnings are  rfejied on if it is the 
cre d ito r’s policy to require the signature  
o f a person not married to the applicant 
w h ose future earnings are relied  on. (In 
the ca se  of a spouse, the cred ito r w ould  
be assum ing that, under com m unity  
p rop erty  s ta te  law , the spouse’s future 
earnings— unlike the future earnings of a  
n on sp ou se— will b eco m e com m unity  
p rop erty .) A dditional language h as been  
ad ded  to m ake c le a r  that such a p ractice  
is perm issible, referencing § 202 .6 (c )—  
w hich allow s the con sid eration  of s ta te  
prop erty  law s.

Section 202.12—Record Retention 
12(b) Preservation of Records

C om m ent 1 2 (h )-l  would be rev ised  to 
clarify  the rules for record  reten tion  of 
d ocum ents (for exam p le, n otifications of 
actio n  taken) in com puterized system s.

Section 202.13—Information for 
Monitoring Purposes
13(a ) Inform ation to Be R equested

Com m ent 1 3 (a )-5  would be rev ised  to 
clarify  the monitoring inform ation rules  
regarding open-end lines of credit.

List of Subjects in 12 CFR Part 202

Banks, Banking, Civil rights,
Consumer protection, Credit, Federal 
Reserve System, Marital status 
discrimination, Minority groups, 
Penalties, Religious discrimination, Sex 
discrimination, Women.
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C ertain  con ven tion s h av e b een  used  
to highlight the p rop osed  rev isio n s. New  
language is show n inside b old -faced  
arrow s, w hile language that w ould  be 
rem oved  is set off w ith b ra ck e ts .

(3) Text of Proposed Revisions

P ursuant to au th o rity  g ran ted  in 
section  703 of the Eq ual C redit 
O pportunity A c t (15 U .S .C . 1691b ), the 
B oard  p rop oses to am en d  the official 
staff co m m en tary  to R egu lation  B  (12 
CFR P art 202 Supp. I) as follow s:

PART 202—[AMEMDEO]

1. The authority citation for Part 202 
continues to read:

Authority: 15 U.S.C. 1691 et scq .

2. The p rop osed  rev isio n s am en d  the 
com m en tary  (12 C FR  P a rt 202, Supp. I) 
by revising com m en ts 6 (b ) (2 ) - ! ,  6 (b )(2 )-  
3, 7 (d ) (5 ) -2 ,1 2 (b ) - l  and 1 3 (a ) -5  and read  
a s  follow s:

Supplement I—Official Staff 
Commentary
★ * . * * *

Section 202.6—Rules Concerning 
Evaluation of Applications 
* * * * *

6(h) S p ecific  ru les co n cern in g  use o f  
inform ation.
* * * * *

Paragraph 6(b)(2)
1. Favoring the elderly . Any system of 

evaluating credit-worthiness may favor a 
credit applicant who is age 62 or older. e> A 
credit program offering more favorable credit 
terms to applicants at an age lower than 62 is 
permissible, however, only if the program 
meets the special-purpose credit 
requirements of § 202.8. <a 
* * * * *

3. C onsideration o f  a ge in a jud gm en ta l  
system . In a judgmental system, defined in
§ 202.2(t), a creditor may riot take age directly 
into account in any aspect of the credit 
transaction. For example, the creditor may 
not reject an application or terminate an 
account because the applicant is 60 years old. 
But a creditor that uses a judgmental system 
may relate the applicant’s age to other 
information about the applicant that the 
creditor considers in evaluating 
creditworthiness. For example:

° A creditor may consider the applicant's 
occupation and length of time to retirement to 
ascertain whether the applicant's income 
(including retirement income) will support the 
extension of credit to its maturity.

e A creditor may consider the adequacy of 
any security offered when the term of the 
credit extension exceeds the life expectancy 
of the applicant and the cost of realizing on 
the collateral could exceed the applicant's 
equity. (An elderly applicant might not 
qualify for a 5 percent down, 30-year 
mortgage loan but might qualify with a larger

downpayment or a shorter loan maturity.)
° A creditor may consider the applicant's 

age to assess the significance of the length of 
the applicant’s employment (a young 
applicant may have just entered the job 
market) or length of time at an address (an 
elderly applicant may recently have retired 
and moved from a long-term residence).

d>As the examples above illustrate, the 
evaluation must be made in an 
individualized, case-by-case manner; and it is 
impermissible for a creditor, in deciding 
whether to extend credit or in setting the 
terms and conditions, to consider age-related 
information solely. Age-related information 
may be considered only in evaluating other 
"pertinent elements of creditworthiness” that 
are drawn from the particular facts and 
circumstances concerning the application in 
question. <3
* * * * *

S ection  202 .7—R u les C o n cern in g  E xten sio ns  
o f  C redit
* * * * *

7(d) S ignature o f  sp o u se o r o th er person .
* * * * *

Paragraph 7(d)(5)
* * * * *

2. o R elia n ce o n e  incom e o f  an o th er  
p erso n  s>— individual c r e d i t e .  An applicant 
who requests individual credit relying on the 
income of another person ([[such asj 
f>including<3 a spouse t>in a noncommunity 
property stateo) may be required to provide 
the signature of the other person to make the 
income available to pay the debt. In 
community property states, the signature oof 
a spouseo may be required if the applicant 
relies on the ospouse's<j separate income
o .< 3  [[of another person, i.e., income]] olf 
the applicant relies on the spouse’s future 
earnings <a that as a matter of state law 
oare<3 [[is]] not community property [[.]] o , 
the creditor may but need not require the 
spouse's signature. The option of not 
requiring the spouse’s signature is 
permissible regardless of whether the 
creditor requires the signature of a nonspouse 
whose future earnings are relied on by the 
applicant. (See § 202.6(c) on consideration of 
state property laws.)<a 
* * * * *

Sectio n  202.12— R eco rd  R etention

* * * * *
12(b) Preservation of records.
1. C opies. A copy of the original record 

includes carbon copies, photocopies, 
microfilm or microfiche copies, or copies 
produced by any other accurate retrieval 
system, such as documents stored and 
reproduced by computer. t>A creditor who 
uses a computerized or mechanized system 
need not keep a written copy of a document 
(for example, an adverse action notice) if it 
can regenerate all pertinent information in a 
timely manner for examination or other 
purposes, o
* * * * *

Section 202.13— Inform ation fo r  M onitoring  
Purposes

13(a) Information to be requested. 
* * * * *

5. Transactions not co v ered .,The 
information-collection requirements of 
§ 202.13(a) apply to applications for credit 
primarily for the purchase or refinancing of a 
dwelling that is or will become the 
applicant’s principal residence. Therefore, 
[[applications for home-equity lines and 
other]] applications for credit secured by the 
applicant’s principal residence but made 
primarily for a purpose other than the 
purchase or refinancing of the principal 
residence (such as loans for home 
improvement and debt consolidation) are not 
subject to the information-collection 
requirements of § 202.13(a). e>An application 
for an open-end home equity line of credit is 
not subject to § 202.13 unless it is readily 
apparent to the creditor during the 
application process (for example, by the 
documentation involved) that the purpose of 
the line is for the purchase or refinancing of a 
principal dwelling. <3

Board of Governors of the Federal Reserve 
System. December 9.1987.
William W. Wiles,
S ecreta ry  o f  the Board.

[FR Doc. 87-28698 Filed 12-14-87; 8:45 am]
BILLING CODE 6210-01-M

12 CFR Part 205

[Reg. E; EFT-2]

Electronic Fund Transfer; Proposed 
Update to Official Staff Commentary
agency: Board of Governors of the 
Federal Reserve System.
ACT8GM: Proposed official staff 
interpretation.

summary: The Board is publishing for 
comment proposed changes to the 
official staff commentary to Regulation 
E (Electronic Fund Transfers). The 
commentary applies and interprets the 
requirements of Regulation E and is a 
substitute for individual staff 
interpretations of the regulation. The 
proposed revisions address questions 
that have arisen about the regulation, 
including amendments adopted by the 
Board in August 1987 dealing with POS/ 
ACH services. The proposed revisions 
deal, for example, with the 
responsibilities of a service-providing 
institution concerning periodic 
statements, card issuance, and error 
resolution.
d a t e : Comments must be received on or 
before February 12,1988.
ADDRESS: Comments should be mailed 
to William W. Wiles, Secretary, Board 
of Governors of the Federal Reserve 
System. Washington, DC 20551, or



delivered to the 20th Street courtyard 
entrance (between C Street and 
Constitution Avenue NVV.), Washington, 
DC between 8:45 a.m. and 5:15 p.m. 
weekdays. Comments should include a 
reference to EFT-2. Comments may be 
inspected in Room B-1122 between 8:45 
a.m. and 5:15 p.m. weekdays.
FOR FURTHER INFORMATION CONTACT: 
Kathleen S. Brueger, Staff Attorney, or 
Gerald P. Hurst or John C. Wood. Senior 
Attorneys, Division of Consumer and 
Community Affairs, at (202) 452-3667 or 
(202) 452-2412. For the hearing-impaired 
only, contact Earnestine Hill or 
Dorothea Thompson, 
Telecommunications Device for the 
Deaf, at (202) 452-3544, Board of 
Governors of the Federal Reserve 
System, Washington, DC 20551.
SUPPLEMENTARY INFORMATION:

(1) General

The Electronic Fund Transfer Act (15 
U.S.C. 1693 et seq.) governs any transfer 
of funds that is electronically initiated 
and that debits or credits a consumer's 
account. This statute is implemented by 
the Board’s Regulation E (12 CFR Part 
205).

Effective September 24.1981, an 
official staff commentary (EFT-2, Supp. 
II to 12 CFR Part 205) was published to 
interpret the regulation. The 
commentary is designed to provide 
guidance to financial institutions in 
applying the regulation to specific 
situations. The commentary is updated 
periodically to address significant 
questions that arise. This notice 
contains the proposed sixth update. ,: is 
expected that the update will be 
adopted in final form in March 1988. The 
previous updates were published on 
April 6,1983 (48 FR 14880), October 18, 
1984 (49 FR 40794), April 3. 1985 (50 FR 
13180), April 21,1986 (51 FR 13484), and 
April 3, 1987 (52 FR 10734).

(2) Proposed Revisions

Following is a brief description of the 
proposed revisions to the commentary:

Section 205.3—Exemptions
Question 3-6. Question 3-6 would be 

revised to make clear that section 913 of 
the EFT Act does not require an 
employer to give its employees the 
choice of receiving their salary by check 
as an alternative to direct deposit. 
Instead, an employer may comply with 
section 913 by allowing each employee 
to choose the institution to receive the 
direct deposits.

Section 205.14—Services Offered by 
Financial Institutions Not Holding 
Consumer's Account

Question 14-4. Question 14-4 would 
be revised to make clear that if the 
service provider complies with, the 
conditions set forth in the August 1987 
amendments to the regulation (52 FR 
30904), it need not provide a periodic 
statement. The question as currently 
written could be viewed as requiring a 
service-providing institution to provide- a 
periodic statement to consumers in. all. 
cases.

Question 14-5. This question is a new 
question. It would clarify that in any 
POS/ACH program where the service 
provider does not issue debit.cards that 
will actually he used to initiate transfers 
through the system, the service provider 
must provide periodic statements to 
consumers..

Question 14-6. This question is also 
new. It deals with the responsibility of a 
service provider with regard to error 
resolution. It would clarify that the 
service provider must reimburse the 
consumer for any fees or charges 
incurred as a result of the error.

Question 14-7.. This question; would be 
added to the commentary to address an 
issue concerning the periodic statement 
provided by the account-holding 
institution. Specifically, the question 
would make clear that the statement 
need not show, with respect to POS/ 
ACH transactions, information other 
than the transaction description set 
forth in § 205.9(b)(1).

List o f  S u b jects  in 12 C F R  P a rt 205:

Banks, Banking* Consumer protection* 
Electronic fund transfers,. Federal 
Reserve System, Penalties.

Certain conventions have been used 
to highlight the revisions. New language 
is shown- inside bold-faced arrows, 
while language to be removed is set off 
with brackets.
(3) Text of Proposed Revisions

Pursuant to authority granted in 
section 904 of the Electronic Fund 
Transfer Act. 15 U.S.C. 1693b, the Board 
proposes to amend the-official staff 
commentary to Regulation E (12 CFR.
Part 205, Supp. II) as follows:

PART 205—[AMENDED].
1. The authority citation for Part 205 

continues to read:
Authority: Pub. L. 95-630, 92 StaL 3730 (15 

U.S.C. 1693b).
2. The proposed revisions amend the 

official staff commentary on Regulation 
E (EFT-2, Supp. II to 12 CFR Part 205) by 
revising questions 3-6 and 14-4 and by

adding questions 14-5,14-6, and 14-7„
' and read as follows:
Supplement II—Official Staff 
Interpretations 
* * ☆  #. *

Sectio n  205.3— E xem ptions
* * * * * *

Q 3-6: Com pulsory u se— sa lary  paym ents.. 
Preauthorized transfers from a financial' 
institution to a consumer's account at the 
same institution are.exempt from, the act and 
regulation generally but are subject to the 
statutory prohibition against requiring.an 
employee (as a condition of employment) to 
receive payroll deposits by electronic means, 
at a particular, institution. Does this, 
prohibition apply to a financial institution as 
an employer?

A: Yes. The prohibition applies to all 
employers,, including financial institutions. To 

■< comply with, the law, an employer could. [T, 
for example,3 give its employees a choice of 
^institutions to receive directly deposited 
payments, or a choice of<3 the method of 
receiving payment—such as having their pay 
deposited at a particular institution, or 
receiving payment by check or cash.

As in the case of preauthorized loan 
payments, the compulsory-use prohibition 
does not require an employer to offer 
alternative means of payment t© employees; 
who agreed to electronic deposits at a 
particular financial institution before May 10, 
1980. However, if an employee asks to 
terminate this arrangement, the employer 
should honor the request. (§ 20{L3(d)(2); 
section 913)
* *> & irr

Sectio n  205.14— S erv ices  O ffered  b y  
F in a n cia l Institutions N at Holding. 
C o n su m er’s A ccount  
* * * * * .

Q 14-4: P eriodic statem ent—serv ice-  
p ro viding institution. Does the service- 
providing institution have to provide to the 
consumer a periodic statement showing 
transfers other than electronic fund transfers 
made with.the service provider’s access 
device?

A: No; t>Andif the service provider 
complies with the conditions set forth in the 
regulation, it need not provide any periodic 
statement.«a (§ 205.14(a)(2)e> (i)Hv)o)

oQ 14-5: Issu a n ce  o f  c a r d  by  serv ice-  
p ro viding institution..May a.service provider 
provide a POS/ACH service without sending 
periodic, statements* if it issues Us own card 
but then allows the consumer to use another 
card (such as a bank-issued debit or credit 
card) to initiate transfers through the. POS/ 
ACH system?

A: No. In order to take advantage of the 
exception* the debit card for initiating 
transfers through the system must be the one 
issued by the service provider. Similarly, a 
service provider that, does not issue debit 
cards remains subject to the requirement to 
send periodic statements. (1 205.14(a)(2)(i))<]

oQ 14 -6 ‘. E rro r resolution-—responsibility  
o f  service-providing institution. In a POS/ 
ACH transaction, the; consumer properly 
notifies the service-providing institution of an
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alleged error. What is the service provider's 
responsibility?

A: The service provider must investigate 
and resolve the error as set forth in the 
regulation. If an error in fact occurred, any 
fees or charges imposed as a result of the 
error, either by the service provider or by the 
account-holding institution (for example, 
overdraft or dishonor fees) must be 
reimbursed to the consumer by the service 
provider. (§§ 205.11 and 205.14(a)(3)-(a)(6))<a

t>Q 14-7: Content of periodic statement. 
For POS/ACH transactions, is the. account
holding institution required to disclose all the 
items specified in § 205.9(b) on its periodic 
statement?

A: No. The periodic statement need contain 
only the transaction descriptive information 
specified in § 205.9(b)(1). (§ 205.14(b)(1))<3
* it *. is- *

Board7 of Governors of the Federal Reserve 
System. December 9,1987.
William W. Wiles,
S ecreta ry  o f  th e Board.
(FR Doc. 87-28699 Filed 12-14-87; 8:45 am} 
BILLING CODE 6210-01-63

12 GFR Part 226 

[Reg. 1; TIL-1]

Tratih Sr Lending;; Proposed Update £©
Official: Staff Commentary

AGENCY: Board of Governors-o£ the.- 
Federal Reserve Systems..
ACTION: Proposed official staff 
interpretation.

SUMMANV: The Board is publishing for 
comment proposed revisions- to the 
official' staff commentary to Regulation 
Z (Truth.in Lending). The commentary 
applies and interprets the requirements 
of Regulation Z and is a substitute for 
individual staff interpretations of the 
regulation.. The proposed revisions 
address a variety of questions that have 
arisen about the regulation*. and include 
new material and changes in existing 
material The proposed changes 
address, for example? disclosure 
questions raised by the emergence of 
conversion features in adjustable-rate 
mortgages, as well as the imposition of 
fees that are considered finance charges 
at the time.a credit card plan is 
renewed. Proposed commentary also is 
included which interprets the Board’s . 
recent rule implementing the 
requirement of the Competitive- Equality 
Banking Act that adjustable-rate- 
mortgages contain a maximum interest 
rate.
d a y s : C om m ents m u st be receiv ed  on or 
before F eb ru ary  1988.

&D0K1SS: Comments should be: mailed 
to William W. Wiles, Secretary, Board 
of Governors of the Federal Reserve

System , W ash in gto n , DC 20551, or 
d elivered  to the 20th S treet cou rtyard  
e n tran ce  (20th Street, b etw een  C S treet 
and C onstitution  A venue, N W „  
W ashin gton , DC) b etw een  8:45 a.m . and  
5:15 p.m. w eek d ay s. C om m ents should  
include a referen ce  to T IL -1 . C om m ents  
m ay be in sp ected  in R oom  B -1 1 2 2  
b etw een  8 :45 and 5:15 p.m. w eek day s. 
FOR FURTHER INFORMATION CONTACT: 
The follow ing a ttorn ey s in the D ivision  
of C onsum er and Com m unity A ffairs, at 
(202) 4 5 2 -3 6 6 7  or (202) 4 5 2 -2 4 1 2 : 
S ub p arts A  an d  B— K ath leen  S. Brueger,

Gerald P. Hurst, John C. Wood 
Subpart C—Michael S. Bylsma, Leonard

N. Chanin, Thomas J. N oto  
Subpart D—Adrienne D. Hurt, Sharon T.

Bowman
For the hearing impaired only, 
Telecommunication Device for the Deaf 
(TDD). Earnestine Hill or Dorothea 
Thompson, a t (202) 4 5 2 -3 5 4 4 , Board of 
Governors of the Federal Reserve 
System, Washington, DC 20551. 
SUPPLEMENTARY INFORMATION:

(1) General
T he T ruth in Lending A ct (15 U .S.C . 

1601 et seq.) governs con su m er credit 
tran sactio n s  and is im plem ented by the 
B o ard 's  R egulation Z (12 C FR  P art 226). 
Effective O cto b er 1 3 ,1 9 8 1 , an  official 
staff co m m en tary  (T IL -1, Supp. I to 12 
C FR  P art 226) w as  published to interpret 
the regulation. The com m en tary  is 
designed  to provide gu idance to 
cred ito rs  in applying the regulation  to 
specific  tran sactio n s  and is updated  
p eriod ically  to ad d ress  significant 
questions th at arise. T h ere h av e  been  
six  gen eral upd ates so far— the first in 
S eptem ber 1982 (47 FR  41338), the 
seco n d  in A pril 1983 (48 FR  14882), the 
third in A pril 1984 (49 FR  13482), the 
fourth in A pril 1985 (50 FR  13181), the 
fifth in A pril 1986 (51 FR  11422), and the 
sixth  in A pril 1987 (52 FR  10875). T here  
w as also  a lim ited upd ate con cernin g  
fees for the use of au tom ated  teller 
m ach ines, w hich  w as  ad op ted  in 
O cto b er 1984  (49 FR 40560). T his n otice  
co n tain s the p rop osed  seven th  gen eral 
update. It is exp e cte d  th at it will be  
ad op ted  in final form  in M arch  1988 with  
optional com p lian ce  until the uniform  
effective d ate  of O cto b er 1 for 
m an d ato ry  com p lian ce.

(2) Proposed Revisions
The following is a brief description of 

the proposed revisions to the 
commentary:

Subpart A—General
Section 226.4—Finance Charge— 4(c) 

Charges Excluded from the Finance 
Charge-Paragraph 4(c)(4). A cross

reference would be added to comment 
4 (c)(4 )—2— participation fees. The cross- 
reference is to the commentary to 
§ 226.14(c), computation of the annual 
percentage rate on periodic statements. 
Comment 1 4 (c )-7  discusses those 
situations when Finance charges need 
not be included in the annual percentage 
rate computed for the periodic 
statement. Comment 1 4 (c )-7  currently 
deals with fees related to the opening of 
the account. In this update, the Board 
proposes to also exclude certain account 
renewal fees from the computation of 
the annual percentage rate on periodic 
statements.

Subpart 3— Open-end Credit
Section 226.8—Initial Disclosure 

Statement— 8(a) Finance Charge—  
Paragraph 6(a)(2). C om m ent 6 (a )(2 )—7 
w ould be revised  to include a referen ce  
to new  § 226.30 an d  the co m m en tary  to 
that section . Section  226 .30  requires  
cred itors to include a  p rovision  setting a 
m axim um  in terest ra te  in their dw elling- 
secu red  cred it co n tra c ts  th at p rovide for 
changes in the in terest rate .

Section 226.7—Periodic Statement—  
7(h) Other Charges. C om m en t 7 (h )-l  
would be revised  to clarify  the treatm en t 
of ta x e s  and filing or n o ta ry  fees that 
are exclu d ed  from  the fin an ce  ch arge  
under § 226.4(e). E v en  though the  
§ 226.4(e) item s a re  not req u ired  to be  
disclosed  a s  “oth er c h a rg e s ” under 
§ 226.6(b), cred ito rs  m ay  include such  
charges in a d isclosure of “oth er  
ch arg es" on  the initial d isclo su res. 
Sim ilarly, th ese  ch arg es m ay  be  
included in the am oun t show n  as  
“closing c o s ts "  or “settlem en t c o s ts ” on 
the p eriodic statem en t, if the ch arg es  
w ere item ized and d isclo sed  a s  p a rt of 
the closing or settlem ent c o s ts  on the 
initial d isclosure sta tem en t. T he rev ised  
com m ent clarifies this point.

Section 226.14—Determination of 
Annual Percentage Rate— 14(c) Annual 
Percentage Rate for Periodic 
Statements. C om m ent 1 4 (c )-7  curren tly  
discusses the exclu sion  of ch arg es  
related  to opening an  acco u n t from  
inclusion in the annual p e rce n ta g e  ra te  
com putation. This, com m en t w ould  be 
revised  to also  exclu d e fees th at a re  
im posed for ren ew al of an  acco u n t, 
provided the fees a re  not im posed  as a 
result of specific tra n sa ctio n s  or specific  
accoun t activ ity . T his p rop osal is b ased  
on the idea that ch arges re la te d  to the 
ren ew al of an acco u n t, w hen  th ey are  
not related  to specific tra n sa ctio n s  or 
specific activ ity , result in the sam e  
problem s alread y  identified in this 
com m ent w ith resp ect to fees re la te d  to 
the opening of an  a cco u n t. Including the 
fees, such a s  ch arges that a re  only  
im posed on custom ers that do not
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charge a certain  am ount on their cred it 
card  annually, in the com p u tation  of the 
annual p ercen tag e  ra te  w ould, in m any  
ca se s , result in significant d istortion s of 
the annual p ercen tag e  rate  an d  the 
delivery of possibly m isleading  
inform ation to consum ers.

Subpart C— Closed-end Credit
Section 226.18—Content of 

Disclosures— 18(b) Amount Financed—  
Paragraph 18(b)(3). C om m ent 18 (b )(3 )—1, 
addressing the treatm ent of prepaid  
finance charges in calcu lation s of the 
am ount financed, would be d eleted  and  
a new  com m ent 1 8 (b )(3 )- !  substitu ted  in 
its place. The new  com m ent clarifies  
and m ore fully exp lains the treatm en t of 
prepaid finance charges, w hich has been  
the source of con sid erab le confusion.
The new  com m ent is not intended to 
change the existing rules under 
§ 226.18(b), but m erely to clarify  w hen  
cred itors h ave an option to trea t certain  
fees as  prepaid  finance charges and  
w h at the im plications of that ch o ice  are  
under § 226.18(b).

18(c) Itemization of Amount 
Financed—Paragraph 18(c)( 1 )(iv). 
Com m ent 1 8 (c )( l ) ( iv ) -l ,  addressing the 
item ization of prepaid finance ch arges, 
would be supplem ented by a new  
senten ce at the beginning w hich clarifies  
that only those finance charges  
deducted from the principal loan  am ount 
under § 226.18(b)(3) should be item ized  
as prepaid finance charges under 
§ 2 2 6 .18 (c)(l)(iv ). The revision is m ad e  
in conjunction with the clarification  to 
com m ent 1 8 (b )(3 )- !  and is not intended  
to change the su b stan ce  of existing  
rules.

18(f) Variable Rate. Com m ent 18(f)—9 
would be added  to d iscuss the 
disclosure requirem ents under this 
section  for v ariab le-rate  tran sactio n s  
containing an  option permitting  
consum ers to con vert to a fixed  ra te .
The con version  option is a v aria b le -ra te  
feature that must be d isclosed. T he  
com m ent exp lains how  the d isclosu res  
should be given. C onsisten t w ith the 
revision  being m ade to com m ent 
1 8 (f )(4 )- ! , d escrib ed  below , it clarifies  
that only one h yp oth etical exam p le  
should be d isclosed , such as an  exam p le  
of p aym ent term s resulting from  ch an ges  
in the index.

This com m ent is sim ilar to the  
paragraph  on con version  options  
proposed  in the fifth com m entary  update  
in D ecem ber 1985. T h at prop osal w as  
not adopted  then b ecau se  it w as  
e xp ected  to be in corp orated  into a  
uniform aju stab le-rate  m ortgage  
disclosure regulation. This regulation  
w as proposed  by the B oard  in 
N ovem ber. 1986. In the likely even t the

uniform  disclosure regulation  is adopted  
in the n e a r future, com m ent 18(f)—9 
w ould apply only to tran sactio n s  not 
co v e re d  by the new  requirem ents.

Paragraph 18(f)(2). C om m ent 1 8 (f)(2 )-  
1 w ould be rev ised  b y  adding a cro ss -  
referen ce  to the requirem ent in new  
§ 226.30 that a m axim um  in terest ra te  
lim itation  be included in  certain, 
v a ria b le -ra te  tran sactio n s .

Paragraph 18(f)(4). C om m ent 1 8 (f)(4 )-  
1 w ould be rev ised  to clarify  th a t section  
18(f)(4) req u ires  only one exam p le  of the  
effects  of a ra te  in cre a se  o n  payment- 
term s. T h e  com m en t s ta te s  th a t in. 
tra n sa ctio n s  w ith  m ore than, one 
v a ria b le -ra te  feature* only one  
h y p oth etical exam p le  m ay b e  included  
in th e  segreg ated  d isclosu res.

Subpart D—Miscellaneous
Section 226.28—Effect on State 

Laws— 28(a) Inconsistent Disclosure 
Requirements. C om m ent 2 8 (a )-1 3  w ould  
be ad d ed  to reflect the B o a rd ’s 1985  
d eterm in ation  of the e ffe ct of the Truth  
in Lending A ct on  a p ro v isio n  o f  the 
con su m er cred it law  of A rizon a. On 
S eptem ber 4,. 1987, the B o a rd  also  
p ublished  for public com m en t a 
prop osed  d eterm in ation  o f the F e d e ra l  
law ’s effect on  a, provision of the 
con su m er cred it law  o f  Indiana. (52 F R  
33596), an d  w ill likely m ake a  final 
d eterm in ation  on this p rop osal la ter this 
y ear. T h at d eterm in ation  is. e x p e c te d  to  
be in corp orted  into the final 
co m m en tary  updates

Section 226.30—Limit a Lions on Rates.  
On N ovem b er 9,1987,.. the B o ard  
published a final rule am ending  
R egulation  Z to in co rp o rate  the 
su b stan ce  of section  1204 of the 
C om petitive Equality  B anking A ct  
(C EB A ) into the regulation  (52 FR. 43178;. 
tech n ical co rrectio n s  to original n otice  
at 52 FR  45611 (1987). T he rule requires  
cred ito rs  w ho offer d w elling-secured  
loans w ith a n  ad ju stab le  in terest ra te  to 
include a m axim um  ra te  ceiling in their 
cred it agreem en ts en tered  into on or 
after D e ce m b e r 9; 1987. T he follow ing  
com m ents w ould be included as p a r t  o f  
the com m en tary  to § 226.30.

C om m ents 3 0 -1  through 3 0 -5  w ould  
exp lain  the sco p e  of the ru le’s  co v erag e , 
including exam p les  of w h at typ es of  
ob ligations are  co v ered  a n d  n o t  co v ered . 
G enerally  s tated , th e  rule is  th a t an y  
p ost-effective d ate  cred it obligation is 
sub ject to the in terest ra te  ceiling  
requirem ent if ih (1 ) Is secu red  by a  
dw elling, (2)' co n tra c tu a lly  allow s fo r  
in terest ra te  in cre a se s , an d  (3) req u ires  
initial Truth in Lending A c t  (TILA ) 
d isclosu res. A  cred it obligation su b ject  
to the TILA- m a y  also- b e co m e  su b ject to:
| 228 .30  in tw o  oth er in stan ces :-(1) If a  
secu rity  in terest in a  d w ellin g is  added*

to an obligation that allow s for in terest 
ra te  in creases, o r (2) a v ariab le  ra te  
featu re  is added to a d w elling-secured  
cred it obligation.

The scope of the sub stantive law  
requirem ent of section  1204 of C E B A  is 
lim ited  to obligations sub ject to the 
TILA  and Regulation Z. C om m ent 3 0 -6  
g e n e ra lly  explains that the other 
provisions of the regulation  relating to 
T ILA  disclosures and their 
corresponding com m entaries apply to 
§ 225.30-w here appropriate (such  as  
definitions and exem p tion s),,u n less  
oth erw ise specified in the com m en tary  
to | 226.30. For exam ple, fo r  purposes of 
coverage, the refinancing and  
assum ption rules of § 228.20 (a) an d  (b )  
apply.. On. the. other hand, fo r purposes  
of increasing a maximum interest, rate 
originally im posed u n d er | 226 .30  only  
the. refinancing an d  assum ption, rules in  
p rop osed  com m ents 11 an d  12. to this 
sectio n  w ould apply..

C om m ents 3 0 -7  through 3 0 -9  exp lain  
the requirem ent to specify the in terest  
ra te  ceiling in cred it co n tra s ts , including  
how  the ra te  m ay be s ta te d  and  th at  
m ultiple ra te s  m a y  be set.

C om m ent 3 0 -1 0  w ould  be included to 
exp lain  th at the m axim um  ra te  ceiling  
m u st be applicable to in cre a se s  after  
d efau lt. This com m ent ap plies only in 
situations in w hich a  p ost-d efau lt 
agreem en t is still co n sid ered  p art of th e  
original obligation su b je ct to- R egu lation  
Z.

Com m ents 3 0 -1 1  an d  3 0 -1 2  exp lain  
w hen th e  m axim um , in terest ra te  ceiling  
originally set on a n  ob ligation  m a y  b e  
in creased .

C om m ent 3 0 -1 3  further e x p la in s  th e  
relief provided in footnote 50 to § 228.30k

List o f S ubjects in 12 C FK  F a r t  226

A dvertising,, Banks, Banking, 
C onsum er protection . C redit, F ed eral  
R eserve  System , F in an ce , P enalties,
Rate. lim itations,, Truth in lending.

C ertain  conventions h a v e  b een  used  
to- highlight the p roposed  revisions. N e w  
lan gu age is show n inside b old -faced  
arrow s, w hile language th at w ould  b e  
d eleted  is se t off w ith b rack ets .

(3) T e x t  o f Proposed  S avisio n s

Pursuant to  au th o rity  g ran ted  in 
section  ICS' o f th e  Truth in Lending A c t  
(15 U .S.C . 160# as am en d ed ) and section  
1204  of the C om petitive Eiquality 
B anking A ct, Pub. L  1 0 0 -8 6 ,1 0 1  S tat.
552, th e  B oard  p ro p o ses to am end the  
official s taff com m entary  to  R egulation  
Z (12 C F R  P a rt 2 2 6  Supp. I) as  follow s:

1. T h e  authority  cita tio n  fo r P art 22 6  
continues to reach

Authority: Sec. 105, Truth in Lending Act, 
as amended by sec. 605, Pub. L. 96-221, 94
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Stat. 170 (15 U.S.C. 1604 et seq.)\ sec. 1204(c). 
Competitive Equality Banking Act, Pub. L  
100-86, 101 Stat. 552.

2. The p roposed  revisions am end the 
com m en tary  (T I L -1 ,12 C FR  P art 226  
Supp. I) by revising com m en ts 4 (e )(4 )—2: 
am ending com m ent 6 (a )(2 )-7  by adding  
tw o sen ten ces  after the seco n d  
sen ten ce ; revising com m en t 7 (h ) - l ,  
1 4 (c )-7 ,1 8 (b )(3 )—1; am ending com m ent 
1 8 (c )( l ) ( iv ) -l  by adding a  n ew  first 
sen ten ce ; adding com m ent 1 8 (f)-9 ; 
revising com m ents 18(f)(2)—1 and  
1 8 (f )(4 )-l ; and adding com m ents 2 8 (a ) -  
13 and 3 0 -1  through 3 0 -1 3  to re a d  as  
follow s:

Subpart A— General
<r it ■ft'

Section 226.4—Finance Charge
it * * * *

4(c) Charges Excluded from the Finance 
Charge
it ★ <r * *

Paragraph 4(c)(4)
it it it it it

2. Participation fees—exclusions. * * * 
(See the commentary to § 226.4(b)(2). [>Also, 
see comment 14(c}-7 for treatment of certain 
types of fees excluded in determining the 
annual percentage rate for the periodic 
statement. <j)
<r ■ *' 4r *

Subpart B— Open-end Credit
* ** tp

Section 226.6 In itia l Disclosure Statement
it * * 6 *

6(a) Finance Charge 
* * * • * ♦

Paragraph 6(a)(2)
it it * it it

7. Variable-rate plan—limitations on 
increase. In disclosing any limitations on rate 
increases,, limitations such as. the maximum 
increase per year or the maximum increase 
over the duration of the plan must be 
disclosed. When there are no limitations. the 
creditor may, but need not, disclose that fact. 
t>(A  maximum interest rate must be included 
in dwelling-secured open-end credit plans 
under which the interest rate may be  
changed. See § 228.30 and the commentary to 
that section.) <3 Legal limits such as usury or 
rate ceilings- * * *
* * * * * *

Section 226.7—Periodic Statement 
* * * * *

7(h) Other Charges
1. Identification. 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. e>Even though the 
taxes and filing or notary fees excluded from 
the finance charge under § 226.4(e) are not 
required to be disclosed as "other charges” 
under § 226.6(b), these charges may be 
included in the amount shown as “closing 
costs” or "settlement costs" on the periodic 
statement, if the charges were itemized and 
disclosed as part of the “closing costs" or 
“settlement costs" on the initial disclosure 
statement. <  (See comment 8(b)-l for 
examples of “other charges.”}
it it it *

Section 226.14—Determination of Annual 
Percentage Rate
it a it

14(c) Annual Percentage Rate for Periodic 
Statements
it it it it is

7. Charges related to opening E>or 
renewing <a account. Footnote 33 is 
applicable to § 226.14(c)(2) and (c)(3). The 
charges involved here do not relate to a 
specific transaction or to c> sp ec if ic s  activity 
on the account, but relate solely to the 
opening E>or renew ingo of the account. e> A s 
a result a fee that is charged annually to 
renew a credit card account if the customer 
has not met certain account usage criteria—  
and thus may not be excluded from the 
finance charge under § 226.4(c)(4) (see 
comment 4(c)(4)-2)—would not be included 
in the calculation of the annual percentage 
rate .o  Inclusion of these charges in the 
annual percentage rate calculation results in 
significant distortions of the annual 
percentage rate and delivery of a possibly 
misleading disclosure to consumers. The rule 
in footnote 33 applies even if the loan fee, 
points, or similar charges are billed on a 
subsequent periodic statement or withheld 
from the proceeds of the first advance on the 
account.
* it * 1r ft

Subpart C—Closed-end Credit
it it * it it

Section 226.18— Content o f Disclosures
* * * a *

18(b) Amount Financed 
* * * * *

Paragraph 18(b)(3)
1. Prepaid finance charges, o  Prepaid 

finance charges that are paid separately in 
cash or by check should be deducted under 
§ 226.18(b)(3) in calculating the amount 
financed. To illustrate:

• A consumer applies for a loan of $2,500 
with a $40 loan fee. The face amount of the 
note is $2,500 and the consumer pays the loan 
fee separately by cash or check at closing. 
The principal loan amount for purposes of 
§ 226.18(b)(1) is $2,500 and $40 should be 
deducted under § 226.18(b)(3), thereby 
yielding an amount financed of $2,460.

In some instances, as when loan fees are 
financed by the creditor, finance charges are 
incorporated in the face amount of the

obligation. Creditors have the option, when 
the charges are not add-on or discount 
charges, of either including or not including 
the finance charges in the principal loan 
amount that they determine under 
§ 226.18(b)(1). When the finance charges are 
included in the principal loan amount, they 
should be deducted as prepaid finance 
charges under § 226.18(b)(3).

When the finance charges are not included 
in the principal loan amount, they should not 
be deducted under § 226.18(b)(3). The 
following examples illustrate the application 
of 1226.18(b) to this type of transaction. Each  
example assumes a loan request of $2*500 
with a loan fee of $40; the creditor assesses 
the loan fee by increasing the face amount of 
the note to $2,540.

0 If the creditor determines the principal 
loan amount under § 226.18(b)(1) to be $2,540, 
it has included the loan fee in the principal 
loan amount and should deduct $40 as a 
prepaid finance charge under § 226.18(b)(3), 
thereby obtaining an amount financed of 
$2,500.

° If the creditor determines the principal 
loan amount under § 226.18(b)(1) to be $2,500, 
it has not included the loan fee in the 
principal loan amount and should not deduct 
any amount under § 226.18(b)(3), thereby 
obtaining an amount financed of $2,500 . < 3

it * it it it

18(c) Itemization of Amount Financed
it *  it * it

Paragraph 18(c)(l)(iv)
1. Prepaid finance charge. e> Prepaid 

finance charges that are deducted under 
§ 226.18(b)(3) must be disclosed under this 
se ctio n s  * * *
*  a it  a  a

18(f) Variable Rate
* * & it ir

p>9. Conversion feature. In variable-rate 
transactions with an option permitting 
consumers to convert to a fixed-rate loan, the 
conversion option is a variable-rate feature 
that should be disclosed. In making 
disclosures under § 226.18(f), creditors should 
disclose the fact that the rate may increase 
upon conversion and identify the index used 
to set the fixed rate, any limitations on the 
increase resulting from conversion, and the 
effect of an increase. Because § 226.18(f)(4) 
permits only one hypothetical example in the 
segregated disclosures (such as an example 
of the effect on payments resulting from 
changes in the index), a second hypothetical 
example wosdd not be given. < 3

a a o 4 Q

Paragraph 18(f)(2)
1. Limitations. This includes any maximum 

imposed on the amount of an increase in the 
rate at any time, as well as any maximum on 
the total increase over the life of the 
transaction. When there are no limitations, 
the creditor may, but need not, disclose that 
fact. Limitations do not include legal limits in 
the nature of usury or rate ceilings under 
state or federal statutes or regulations. ^-{See 
§ 220.30 for the rule requiring that a maximum
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interest rate be included in certain variable- 
rate transactions.) o  
* * * * *

Paragraph 18(f)(4)
1. Hypothetical example. The example 

may. at the creditor’s option, appear apart 
from the other disclosure. The creditor may 
provide either a standard example that 
illustrates the terms and conditions of that 
type of credit offered by that creditor or an 
example that directly reflects the terras and 
conditions of the particular transaction, o ln  
transactions with more than one variable- 
rate feature, only one hypothetical example 
should be provided in the segregated 
disclosures. <o
a o a <r

Subpart D— Miscellaneous
g a a <r *

Section 226.28—Effect on State Laws 
28(a) Inconsistent Disclosure Requirements
& t i & <3 <b

t>13. Preemption determination—Arizona. 
Effective October 1,1988, the Board has 
determined that the following provision in the 
state law of Arizona is preempted by the 
federal law:

® Section 8-621A.2—Use of the term “the
total sum of $ ____ "  in certain notices
provided to borrowers. This term describes 
the same item that is disclosed under federal 
law as the “total of payments.” Since the 
state law requires the use of a different term 
than federal law to describe the same item, 
the state-required term is preempted. The 
notice itself is not preempted^-
it * * * *

D> Section 226.30—Limitation on Rates
1, Scope of coverage. The requirement of 

this section applies to dwelling-secured 
consumer credit obligations— both open-end 
and dosed-end credit— entered into on or 
after December 9,1987 that are subject to the 
Truth in Lending Act and Regulation Z. in 
which the annual percentage rate may 
increase after eeasusamation (off during the - 
term of the plan, in the case of open-end 
credit) as a result of an increase in the 
interest rate component of the finance 
charge— whether those increases are tied to 
an index or formula or are within a creditor’s 
discretion. The section applies to credit sales 
as well as loans. Examples of obligations 
subject to this section include:

e Dwelling-secured credit obligations that 
require variable rate disclosures under the 
regulation because the interest rate may 
increase during the term of the obligation.
(See the commentaries to sections 
§ § 226.6(a)(2}ra.l2 and 220.18(f).)

® Dwelling-seemed open-end credit plans 
that do not require variable rate disclosures 
under the regulation but where the creditor 
reserves the contractual right to increase the 
interest rate— periodic rate and 
corresponding annual percentage rate—  
during the term of the plan.

In contrast, the following obligations are 
not subject to this section, because there is

no contractual right to increase the interest 
rate during the term of the obligation.

° “Shared-equity" or “shared- 
appreciation” mortgages as described in 
comment 18(f)—6-

° Fixed-rate closed-end balloon payment 
mortgage loans and fixed-rate open-end plans 
with a stated term that the creditor may, but 
does not have a contractual legal obligation 
to, renew at maturity.

2. R efin a n ced  obligations. On or after 
December 9,1987, when a credit obligation is 
refinanced, as defined in § 226.20(a) the new 
obligation is subject to the requirement of 
this section if it is dwelling-secured and 
allows for increases in the interest rate.

3. A ssum ptions. On or after December 9, 
1987, when a credit obligation is assumed, as 
defined in § 226.20(b), the obligation becomes 
subject to the requirement of this section if it 
is dwelling-secured and allows for increases 
in the interest rate.

4. M odifications o f  obligations. 
Modifications of agreements entered into 
prior to December 9,1987 are generally not 
covered by this section. For example, 
increasing the credit limit on a dwelling- 
secured, open-end plan with a variable 
interest rate entered into before the effective 
date of the rule does not make the obligation 
subject to the requirement of this section. If, 
however, a security interest in a dwelling is 
added on or after December 9,1987 to a pre
existing credit obligation that allows for 
interest rate changes, the obligation becomes 
subject to the requirement of this section. 
Similarly, if on or after December 9,1987, a 
variable interest rate feature is added to a 
pre-existing dwelling-secured credit 
obligation, the obligation becomes subject to 
the requirement of this section.

5. L an d  trusts. In some states, a land trust 
is used in residential real estate transactions. 
(See discussion in comment 3(a)—8).) If a 
consumer-purpose loan that allows for 
interest rate changes is secured by an 
assignment of a beneficial interest in a land 
trust that holds title to a consumer’s dwelling, 
that loan is subject to the requirement of this 
section.

6. R elationship to o th er sections. Unless 
otherwise provided for in the commentary to 
this section, other provisions of the 
regulations such as definitions, exemptions, 
rules and interpretations aiso apply to this 
section where appropriate. To illustrate:

° An adjustable interest rate business- 
purpose loan is not subject to this section 
even if the loan is secured by a dwelling 
because such credit extensions are not 
subject to the regulation. (See generally 
§ 226.3(a))

° Creditors subject to the requirement of 
this section are only those that fall within the 
definition of a creditor in §226.2(a)(17).

7. C o n su m er cred it contract. Creditors are 
required to specify a lifetime maximum 
interest rate ceiling in their credit contracts—- 
the instrument that creates personal liability 
and generally contains the terms and 
conditions of the agreement (for example, a 
promissory note or home-equity line of credit 
agreement). This requirement is subject to the 
general “clear and conspicuous" standard of 
the regulation, but no specific rule is 
prescribed regarding the format of the

requirement. In some states, the signing of a 
commitment letter may create a binding 
obligation, for example, constituting 
“consummation” as defined in § 22G.2(a)(13). 
The maximum interest rate ceiling must be 
included in the credit contract, but a creditor 
has the option of including the rate ceiling in 
the commitment instrument as well.

8. M a n n er o f  stating the rate ceiling. The 
maximum interest rate must be stated either 
as a specified amount or in any other manner 
that would allow the consumer to easily 
ascertain, at the time of entering into the 
obligation, what the lifetime interest rate 
ceiling will be over the term of the obligation. 
For example, the following statements would 
be sufficiently specific:

° The maximum interest rate will not 
exceed X%.

° The interest rate will never be higher 
than X percentage points above the initial 
rate of Y%.

° The interest rate will not exceed X%, or 
X percentage points above [a rate to be 
determined at some future point in time], 
whichever is less.

° The maximum interest rate will not 
exceed X% or the state usury ceiling, 
whichever is less.

The following statements would not 
comply with this section:

° The interest rate will never be higher 
than X percentage points over the going 
market rate.

° The interest rate will never be higher 
than X percentage points above [a rate to be 
determined at some future point in time].

0 The interest rate will not exceed the 
state usury ceiling which is currently X%.

A creditor may state the maximum rate in 
terms of a maximum annual percentage rate 
that may be imposed. Under an open-end 
credit plan, this would be the corresponding 
annual percentage rate. (See generally 
§ 226.6(a)(2).)

9. M ultiple interest rate ceilings. Creditors 
are not prohibited from setting multiple 
interest rate ceilings. For example, on loans 
with multiple variable rate features, creditors 
may establish a maximum interest rate for 
each feature. To illustrate, in a variable rate 
loan that has an option to convert to a fixed 
rate, a creditor may set one maximum 
interest rate for the initially imposed index- 
based variable rate feature and another for 
the conversion option. Of course, a creditor 
may establish one maximum interest rate 
applicable to all features.

10. Interest rate ch a rg ed  a fter default. State 
law may allow an interest rate after default 
higher than the contract rate in effect at the 
time of default; however, the interest rate 
after default must be subject to a maximum 
interest rate set forth in a credit obligation 
that is otherwise subject to the requirement 
of this section. This rule applies only in 
stituations in which a post-default agreement 
is still considered part of the original 
obligation.

11. In creasing the interest rate ceilin g— 
g en era l rule. Generally, a creditor may not 
increase the maximum interest rate originally 
set on a credit obligation unless the consumer 
and the creditor enter into a new obligation. 
Therefore, under an open-end plan subject to 
this section, a creditor may not increase the

13



maximum rate ceiling imposed merely 
because there is an increase in the credit 
limit. If an open-end plan is closed and 
another opened, a new rate ceiling may be 
imposed. Furthermore, where an open-end 
plan subject to this section has a fixed 
maturity and a creditor renews the plan at 
maturity, or converts the plan to closed-end 
credit, without having a legal obligation to 
renew or convert, a new maximum interest 
rate may be set at that time. If under the 
initial agreement, the creditor is obligated to 
renew or convert the plan, the maximum 
interest rate originally imposed cannot be 
increased upon renewal or conversion. For a 
closed-end credit transaction, a new interest 
rate ceiling may be set only if the transaction 
is satisfied and replaced by a new obligation 
that is dwelling-secured and allows for 
increases in the interest rate. (The exceptions 
to the general on refinancings in 
§ 226.20(a)(l)-(5) do not apply with respect to 
increases in the rate ceiling.)

12. In crea sin g  the in terest ra te ceilin g— 
assum ption o f  an obligation. If an obligation 
subject to this section is assumed by a new 
obligor and the original is released from 
liability, the maximum interest rate set on the

obligation may be increased as part of the 
assumption agreement. (This rule applies 
whether or not the transaction constitutes an 
assumption as defined in § 226.20(b).)

13. Transition rules. Under footnote 50, if 
creditors properly include the maximum rate 
ceiling in their credit contracts, creditors 
need not revise their Truth in Lending 
disclosure statement forms to add the 
disclosures about limitations on an increase 
required by § § 226.6(a)(2) n.12 and 226.18(f)(2) 
until October 1,1988, After that date, 
creditors are required to state the limitations 
on a increase as part of their Truth in Lending 
disclosures as well as stating the maximum 
interest rate ceiling in their credit contracts.
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must include a limitation on the interest rate 
that may apply during the term of the 
mortgage loan. An adjustable rate mortgage 
loan is defined in section 1204 as “any loan 
secured by a lien on a one-to-four family 
dwelling unit, including a condominium unit, 
cooperative housing unit, or mobile home, 
where the loan is made pursuant to an 
agreement under which the creditor may, 
from time to time adjust the rate of interest." 
The rule in this section incorporates section 
1204 into Regulation Z and limits the scope of 
section 1204 to dwelling-secured consumer 
credit subject to the Truth in Lending Act. in 
which a creditor has the contractual right to 
increase the interest rate during the term of 
the credit obligation.^
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