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OF NEW YORK

[ Circular No. 10341 1  
March 27 , 1990

REGULATION Z
Freezing Home Equity Credit Lines When Rate Cap Is Reached; 

Delayed Disclosure of Home Equity Repayment Details

Comment Invited by April 20

To A ll Depository Institutions, and Others Concerned, 
in the Second Federal Reserve D istrict:

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

The Federal Reserve Board has requested comment on whether it should delete or revise a provision 
in Regulation Z, Truth in Lending, that permits creditors to freeze the credit line when the rate cap on 
a home equity line of credit is reached. The Board also requests comment on the timing of providing 
disclosures to consumers regarding the repayment phase in an agreement.

Comment on these two provisions in Regulation Z is requested by April 20, 1990.

Printed on the following pages is the text of the Board’s official notice. Comments thereon 
should be submitted by April 20, 1990, and may be sent to the Board, as specified in the notice, 
or to our Compliance Examinations Department.

E. Gerald Corrigan,
President.
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FEDERAL RESERVE SYSTEM
12 CFR Part 226

(Regulation Z; Docket No. R-0687]
TRUTH IN LENDING

Home Equity Disclosure and Substantive Rule 
AGENCY: Board of Governors of the Federal Reserve System.
ACTION: Proposed rule.
SUMMARY: The Board is requesting comment on whether to delete or
revise a provision in Regulation Z (Truth in Lending) that 
permits creditors to freeze the credit line when the rate cap on 
a home equity line is reached. The Board also is soliciting 
comment on the timing rule for providing disclosures about any 
repayment phase provided for in an agreement. The rules in 
question relate to the Home Equity Loan Consumer Protection Act 
of 1988, which requires creditors to provide consumers with 
information for open-end credit plans secured by the consumer's 
dwelling, and imposes substantive limitations on these plans. 
Although the final regulations implementing the law were adopted 
in June 1989, questions about the rate cap provision and the 
timing of disclosures for the repayment phase have been raised in 
recent litigation.
DATE: Comments must be received on or before April 20, 1990.
ADDRESS: Comments should refer to Docket No. R-0687 and be
mailed to Mr. William W. Wiles, Secretary, Board of Governors of 
the Federal Reserve System, Washington, D.C. 20551. They may be 
delivered to Room B-2222 of the Eccles Building between 8:45 a.m. 
and 5:15 p.m. weekdays or to the guard station in the Eccles
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Building Courtyard on 20th Street, N.W. (between Constitution 
Avenue and C Street, N.W.) any time. Comments will be available 
for inspection in the Freedom of Information Office, Room B-1122 
of the Eccles Building, between 9:00 a.m. and 5:00 p.m. weekdays. 
FOR FURTHER INFORMATION CONTACT: Leonard Chanin, Senior
Attorney, or Sharon Bowman, Staff Attorney, Division of Consumer 
and Community Affairs, at (202) 452-3667 or 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, D.C. 20551.
SUPPLEMENTARY INFORMATION: (1) BACKGROUND. The Home Equity Loan 
Consumer Protection Act was enacted in November 1988. On January 
23, 1989, the Board published for comment a proposed rule to 
implement the statute (54 Fed. Reg. 3063) and on June 9, 1989, 
adopted a final rule (54 Fed. Reg. 24670). Compliance with the 
regulation was mandatory as of November 7, 1989.

On November 1, 1989, Consumers Union filed suit against the 
Board challenging certain aspects of the regulation. Consumers 
Union v. Federal Reserve Board, No. 89-3008 (U.S. District Court 
for the District of Columbia). Among other issues, Consumers 
Union challenges the provision in the regulation permitting 
creditors to suspend advances of credit during any period the 
rate cap is reached. Consumers Union also challenges the part of 
the regulation permitting creditors to give disclosures about any 
"repayment" period (that is, when advances are no longer made and
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the consumer is paying off the amount borrowed) at the time the 
repayment period begins, rather than at the time of application. 
This notice relates to these two issues.
(2) PROPOSED AMENDMENTS TO REGULATION Z. (i) RATE CAP PROVISION. 
Under Section 137(c)(1) of the act, creditors are generally 
prohibited from unilaterally changing the terms of the plan after 
the account has been opened. Section 137(c)(2) of the act sets 
forth certain circumstances in which the creditor may prohibit 
additional extensions of credit or reduce the credit limit for a 
plan. Under Section 105 of the Truth in Lending Act, the Board 
is authorized to provide for adjustments and exceptions for 
transactions that the Board believes are necessary or proper to 
effectuate the act, prevent circumvention or evasion, or 
facilitate compliance.

Pursuant to the statute, the final regulation issued by the 
Board in June 1989 contained substantive limitations on the way 
home equity plans may be structured. The regulation incorporates 
the exceptions in section 137(c)(2) of the act limiting the 
ability of a creditor to change the terms of a plan after the 
account has been opened. The regulation adds an exception under 
which a creditor could freeze a line of credit if the rate cap is 
reached. Section 226.5b(f)(3)(vi)(G) permits a creditor to 
suspend additional advances or reduce the credit limit during any 
period in which the index value plus margin (the APR 
corresponding to the periodic rate) reaches the maximum APR
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If the index(lifetime ’’cap”) provided for in the agreement.^ 
and margin drop below the cap, credit privileges must be 
reinstated.

The regulation does not expressly require that the contract 
(as opposed to the disclosures) state that a creditor has the 
right to freeze a line of credit if the rate cap is reached. 
Creditors are specifically required to disclose if they have 
retained the ability to freeze a line when the rate cap is 
reached, and this disclosure duty may be met by including it in 
the agreement. As a practical matter, the Board believes that 
most creditors who wish to preserve this right include the 
provision in their contracts.

In the supplemental information accompanying the proposed 
regulation, the Board noted that the legislative history of the 
act supports the idea that a creditor could include in the 
agreement a provision permitting the suspension of advances of 
credit if the rate cap is reached. Very few commenters addressed 
this part of the proposed regulation. As a result, the 
administrative record does not contain much detail concerning 
this exception.

In the course of the litigation, questions have been raised 
about the inclusion of this provision in the regulation. In

^Section 226.30 of the regulation, which implements section 1204 of 
the Competitive Equality Banking Act of 1987, requires creditors to 
include a maximum rate cap in their agreements for variable-rate open-end 
P* ans secured by a consumer's dwelling.
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light of these questions, the Board is seeking comment on the 
advantages and disadvantages to consumers and creditors if the 
provision is deleted. Comment also is requested on alternatives, 
such as allowing creditors to freeze the line if the rate cap is 
reached, but requiring them to expressly provide for this 
circumstance in their contracts.

(ii) DELAYED TIMING PROVISION. Some home equity plans 
provide in the initial agreement for two distinct phases: a 
"draw" period during which advances may be taken and a 
"repayment" period during which the balance is paid off and no 
new funds are advanced. Under the regulation, creditors are 
required to provide complete disclosures about both the draw and 
the repayment phases of the plan.

Several commenters requested guidance on the applicability 
of the home equity rule to the repayment phase of a plan.
However, there was little discussion in the record on the 
question of whether consumers or creditors would be better served 
if the more detailed repayment disclosures were provided with the 
application or at the time of conversion to the repayment period.

In the supplemental information accompanying the final rule
(54 Fed. Reg. 24672), the Board stated that while full disclosure
about any repayment phase must be provided, creditors have a
choice with regard to when those disclosures must be given.
Creditors can either provide the information at the time the
other disclosures are given (that is, with the application), or
d e f e r  th e  b u lk  o f  th e  disclosures until th e  repaym ent p h ase
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begins. A sample form, G-14C, was provided in the appendix to 
the regulation for creditors using the second alternative. (The 
Board also stated that, even if a creditor chooses to give the 
bulk of the repayment disclosures at conversion, the basic 
information about the repayment phase -- such as its length and 
how the minimum payment will be figured -- must be provided with 
the other application disclosures.) The rule concerning delayed 
disclosure is also reflected in comment 5b-3 of the proposed 
Official Staff Commentary to the regulation, published for 
comment on November 22, 1989.

This rule has been challenged in the suit filed by Consumers 
Union referenced above. In addition there is a concern about 
whether the rulemaking record contains adequate information to 
support the Board's action. The Board is soliciting comment on 
the advantages and disadvantages of the delayed timing rule.
(3) COMMENTS REQUESTED. Interested parties are invited to submit 
comments on the proposal. Depending on the resolution of the 
rate cap and delayed timing issues, the Board may make conforming 
changes to the regulation, the model forms and clauses in 
Appendix G, and the Official Staff Commentary. With the final 
rule the Board also will provide guidance on the effective date 
of any changes, as well as whether and how any changes should be 
reflected in creditors' contracts and disclosures. Because 
prompt resolution of this matter is in the public interest, the 
comment period is 30 days. The comment period ends on April 20, 
1990.
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(4) ECONOMIC IMPACT STATEMENT. The Board's Division of Research 
and Statistics has prepared an economic impact statement on the 
proposed revisions to Regulation Z. A copy of the analysis may 
be obtained from Publications Services, Board of Governors of the 
Federal Reserve System, Washington, DC 20551, at (202) 452-3245. 
List of Subjects in 12 CFR Part 226

Advertising; Banks; Banking; Consumer protection; Credit; 
Federal Reserve System; Finance; Penalties; Rate limitations; 
Truth in Lending.
(5) TEXT OF PROPOSED REVISIONS. Certain conventions have been 
used to highlight the revisions that would be necessary if the 
regulation were changed. New language is shown inside bold-faced 
arrows, while language that would be deleted is set off with 
bold-faced brackets. Pursuant to authority granted in section 
105 of the Truth in Lending Act (15 U.S.C. 1604 as amended), the 
Board proposes to amend Regulation Z, 12 CFR Part 226, by 
removing section 226.5b(f)(3)(vi)(G), by modifying section 
226.5b(f)(3)(i), 226.5b(f)(3)(vi)(E) and 226.5b(f)(3)(vi)(F), and 
by removing form G-14C in Appendix G.

1. The authority citation for Part 226 would continue to 
read: Authority: Sec. 105, Truth in Lending Act, as amended by 
sec. 605, Pub. L. No. 96-221, 94 Stat 170 (15 U.S.C. 1604 et 
seq); Section 1204(c), Competitive Equality Banking Act, Pub. L. 
No. 100-86, 101 Stat. 552.
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2. The proposed amendment to section 226.5b(f) would read 
as follows:
SUBPART B -- OPEN-END CREDIT
SECTION 226.5b -- Requirements for Home Equity Plans

★ * * * *

(f) Limitations on home equity plans. No creditor may, by 
contract or otherwise: * * *
(3) Change any term, except that a creditor may:
(vi) Prohibit additional extensions of credit or reduce the 
credit limit applicable to an agreement during any period in 
which: * * *
(E) the priority of the creditor's security interest is adversely 
affected by government action to the extent that the value of the 
security interest is less than 120 percent of the credit line; 
►or*
(F) the creditor is notified by its regulatory agency that 
continued advances constitute an unsafe and unsound practice ►.* 
f; or (G) the maximum annual percentage rate is reached.! * * *

3. In the alternative, the proposed amendment to section 
226.5b(f) would read as follows:
SUBPART B -- OPEN-END CREDIT
SECTION 226.5b -- Requirements for Home Equity Plans

* * * * *

(f) Limitations on home equity plans. No creditor may, by 
contract or otherwise: * * *
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(3) Change any term, except that a creditor may:
(i) ►Provide in the initial agreement that it may prohibit 
additional extensions of credit or reduce the credit limit during 
any period in which the maximum annual percentage rate is 
reached. A creditor also may* provide in the initial agreement 
that specified changes will occur if a specified event takes 
place (for example, that the annual percentage rate will increase 
a specified amount if the consumer leaves the creditor's 
employment). * * *
(vi) Prohibit additional extensions of credit or reduce the 
credit limit applicable to an agreement during any period in 
which: * * *
(E) the priority of the creditor's security interest is adversely 
affected by government action to the extent that the value of the 
security interest is less than 120 percent of the credit line;
► or*
(F) the creditor is notified by its regulatory agency that
continued advances constitute an unsafe and unsound practice ►.* 
[; or (G) the maximum annual percentage rate is reached.3 * * *

4. The proposed amendment to Appendix G would read as 
follows:
SUBPART D - -  MISCELLANEOUS
APPENDIX G -- Open-End Model Forms and Clauses

* * * * *

[G-14C -- Home Equity Sample (Repayment phase disclosed later)
*  *  *  J
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By

System,

*  *  *  ★  *

order of the Board of Governors of the Federal Reserve 
March 16, 1990.

(sianed) William W. Wiles
William W. Wiles 

Secretary of the Board
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