FEDERAL RESERVE BANK
OF NEW YORK

Circular No. 7628
[ May 9, 1975

REGULATION Z

Proposed Fair Credit Billing Amendments

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

Following is the text of a statement issued April 30 by the Board of Governors of the Federal Reserve
System:

The Board of Governors of the Federal Reserve System today published for comment draft regulations to
implement the new Fair Credit Billing Act, enacted to protect consumers against inaccurate and unfair credit
billing and credit card practices.

The new Act, which goes into effect on October 28, amends the Truth in Lending Act. It directs the Federal
Reserve to issue implementing regulations which will be enforced by the same Federal agencies which enforce
the other parts of the Truth in Lending Act. Following receipt and study of comment on the draft regulations,
the Board will issue final regulations to become effective October 28. Comment should be received by the Board
through May 30.

Today’s action was the second time in two weeks that the Board issued draft regulations to implement new
consumer-oriented legislation for which the Congress designated the Board as rule-writing authority. Last week
the Board published for comment a proposed regulation to give effect to the provisions of the Equal Credit
Opportunity Act barring discrimination in the granting of credit on the basis of sex or marital status. That Act
and the Board’s final regulations also go into effect October 28.

Credit extended on an account by use of a credit card is the primary subject of the requirements of the Fair
Credit Billing Act. The chief purpose of the Act, and of the Board’s draft regulations, is to help consumers
resolve credit billing disputes promptly and fairly. Certain practices deemed unfair to consumers arising out of
the use of credit cards or other open-end credit accounts and certain anticompetitive practices between credit
card issuers and the retail merchants who sell merchandise on the basis of such cards, are prohibited by the Act
and regulations.

The central provisions of the draft regulations issued today are:

I. Billing error resolution:

A billing error is any of six specified categories of acts or omissions by the creditor. To trigger the resolution
procedure the customer must send a proper written notification of a billing error. This must contain the
customer’s name, the account number, if any, and the customer’s statement of what error he thinks has been
made and the estimated amount involved.

Upon receipt of proper written notification, the creditor must acknowledge the inquiry within 30 days and
resolve the dispute in no more than 90 days. The creditor may not, meanwhile, impose finance charges on the
disputed amount or include the disputed amount in any calculation of the customer’s minimum payment. The
customer’s account may not be closed because he fails to pay an amount he believes to be incorrect. The creditor
may not report adversely on the customer’s credit standing with regard to amounts in dispute nor threaten to
make such a report until the creditor has complied with his responsibilities under the error resolution procedure.
Failure to comply subjects the creditor to a forfeiture of the disputed amount, up to $50, regardless of whether
an error has been made.

(Over)
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2. Rights of the cardholder to assert claims:

The credit-card holder may withhold payment, and assert legal claims with respect to shoddy or defective
merchandise or services purchased with a credit card (with certain exceptions and limitations) against the card
issuer, following an unsuccessful attempt to resolve the problem with the merchant.

3. Discounts for cash payment:

The card issuers may not forbid merchants to give discounts for cash payments. Customers must be notified
of the availability of such discounts if they are offered. Discounts of up to 5 per cent do not constitute finance
charges to credit-card users.

4. Payment crediting:
Payments must be credited as of the date of receipt, whether they are posted then or later.

5. Disclosure of rights:

Creditors must disclose to customers an address to which billing inquiries may be sent. Creditors are
required to send to their customers a semi-annual statement of the customer’s rights and the creditor’s
responsibilities under the Act.

6. Billing period:
Customers must be billed at least 14 days before the end of any billing period allowed by the creditor in
which the customer can avoid additional finance charges or late-payment charge.

Enclosed is a copy of the proposal. Comments thereon should be submitted by May 30, 1975, and
may be sent to our Bank Regulations Department.

Additional copies of this circular and the enclosure will be furnished upon request.

ALFRED HAYES,
President.
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FEDERAL RESERVE SYSTEM

BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

[REG. Z]
[12 C.F.R. PART 226]

Truth in Lending

Fair Credit Billing Amendments

In order to implement the amendments to the Truth in Lending
Act (15 U.S.C. Chapter 41, &3 1601-1681) included in Title IIl -
(Fair Credit Billing) of Pub. L. 93-495 (& 301-308), the Board proposes
to amend Regulation Z. These amendments would provide:

(1) that the term "creditor" as defined in the regulation shall
include credit card issuers for certain purposes, whether
or not a finance charge 1is imposed, and the term "open end
credit" shall include consumer credit extended by use of a
credit card for certain limited purposes.

(2) that,for certain limited purposes, persons who honor credit
cards shall be termed "creditors" as defined by the regula-
tion .

(3) that discounts not in excess of 5% offered by sellers
to induce purchasers to pay by cash rather than by use
of a credit card are not finance charges if they are
available to all prospective purchasers and are disclosed
as required in the regulation.

(4) that customers shall be apprised of their rights under
the Act and the regulation by the creditor when they open
an account, or, in the case of accounts in existence on
the effective date of the Act and regulation, during the
first billing cycle in which they are active, and semiannually.
A form for this disclosure is provided in the regulation.

(5) that a periodic statement must be sent to all customers of an
open end credit plan if there is a debit or credit balance
in the account during the cycle. If the plan provides a
period during which the customer can pay without incurring
a finance or late payment charge, the periodic statement
must be mailed or delivered to the customer, with some
exceptions, 14 days prior to the end of the period.
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that payments by a customer of an open end credit plan
must be credited to the account as of the date the pay-
ment 1is received by the creditor. This requirement

would relate only to the crediting of payments to the
account as of the day of receipt for the purpose of the
computation of finance charges and late payment charges;
it would not impose any requirements with respect to the
date on which physical posting of payments to the account
takes place.

that notification of refunds for returned merchandise or
forgiven debt for services which are to be made in the
form of a credit to a customer®s credit card account shall
be made promptly by the seller and the amount of the
refund shall be credited promptly by the card issuer. If
a seller gives refunds for returns by cash to cash custo-
mers, refunds by credit must be given to credit card
customers unless the seller discloses to the contrary at
the time of the transaction.

that creditors who extend other than open end credit by use
of a credit card shall, for certain purposes under the
regulation, be required to comply with provisions which
generally apply only to open end

that, with certain exceptions and limitations, credit
cardholders will be able to withhold payment and assert
claims and defenses which they may have with respect to
defective merchandise purchased by use of a credit card
against the card issuer.

that credit card issuers may not offset a customer®s debt
by using the customer®s funds held by the creditor in any
deposit accounts except by court order or remedies which

are constitutionally available to all creditors generally.

that credit card issuers shall not require persons who
honor their cards to open accounts with, or procure any
services from, them; nor shall they prohibit persons who
honor their cards from offering discounts to their custo-
mers to induce them to pay by cash rather than by use of
a credit card.

a procedure for prompt response to, and resolution of,
billing inquiries by customers directed to open end credi-
tors, as defined in the regulation. The regulation sets
time limits for the exercise of the responsibilities of

the parties and provides a forfeiture penalty for creditors
who fail to comply with the requirements.
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a definition of a "billing error,” which includes extensions
of credit improperly charged to a customer®s account; re-
quests for clarification or explanation of items on a
statement, including requests for documentary evidence of
the indebtedness; extensions of credit for goods not
accepted by, or delivered to, the customer in accordance
with the agreement with the seller; failure to properly
reflect payments or credits to the customer®s account; com-
putation or accounting errors; and failure to send a state-
ment to the customer®s current address.

a procedure for preventing bank credit card issuers from
automatically debiting credit card debts from a customer®s
deposit account when some or all of the items on a periodic
statement are disputed by the customer.

that a customer®s account may not be closed or restricted
before the creditor has fulfilled its responsibilities under
the error resolution procedure solely because the customer
fails to pay the amount in dispute.

for suspension of the accrual of finance charges on amounts

in dispute during the pendency of the error resolution pro-
cedure, whether or not the dispute is ultimately resolved in
the customer®s favor; and for recapture of minimum payments not
made during the dispute period if it is later determined

that the customer owes some or all of the disputed amount.

a system for treatment of delinquency credit reports and
threats by creditors to report adversely to third parties
with respect to amounts which are disputed. The regulation
prohibits such threats and reports during the pendency of
the dispute resolution procedure and requires qualification
of such reports made before and after the resolution pro-
cess to indicate the disputed nature of the amount and any
resolution of the dispute. Creditors ™ failure to comply

with these requirements may also result in a forfeiture
penalty being imposed.



-4-

Pursuant to the authority granted in 15 U. S. C. 81604 (1970).
the Board proposes to amend Regulation Z, 12 C.F.R. Part 226, as
follows:

1. To implement 8302, 8226. 1(a) would be amended
as follows:

8226. 1--AUTHORITY, SCOPE, AND PURPOSE, ETC.

(€)) Authority, scope, and purpose. (1) This Part
comprises the regulations issued by the Board of Governors of
the Federal Reserve System pursuant to Title I (Truth in Lending
Act) and Title V (General Provisions) of the Consumer Credit
Protection Act, as amended (15 U. S. C. 81601 et seq. ). Except as
otherwise provided herein, this Part, within the context of its related
provisions, applies to all persons who are creditors, as defined in
paragraph (s) of 8226. 2.

(@) * * * * * jn addition, this Part is designed to assist
the customer to resolve credit billing disputes in a fair and timely
manner, to regulate certain billing and credit card practices,

and to strengthen the legal rights of consumers. * * * * *
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2. To implement &103 and 161, 8226. 2 would be amended and certain
subsections redesignated as follows:
8226. 13(a)(1) is redesignated 8&226. 2(a)
8226.2(a) is redesignated 8226. 2(b).
8226. 13(a)(2) is redesignated 8226. 2(c).
8226.2(b) is redesignated 8226.2(d).
8226.2(c) is redesignated 8226.2(e).
8226. 2(d) is redesignated 8226. 2(F).
8226. 2(e) is redesignated 8226. 2(0).
8226. 2(F) is redesignated 8226. 2(h), and the structure has been
altered to make the subsection more readable.
8226. 2(g) is redesignated 8226. 2(i)
8226. 2(j) is added.
8226. 2(h) is redesignated 8226. 2(k).
8226. 13(a)(4) is redesignated 8226. 2(1).
8226. 13(a)(3) is redesignated 8226. 2(m).
8226. 2(1) is redesignated 8226. 2(n).
8226. 2(J) is redesignated 8226. 2(0).
8226. 2(k) is amended and is redesignated 8226. 2(p).
8226. 2(1) is amended and is redesignated 8226. 2(q)-
8226. 13(a)(5) has been incorporated in 8226. 2(q).
8226. 13(a)(6) is redesignated 8226. 2(r).
8226. 2(m) is amended and is redesignated 8226. 2(s)
8226. 2(n) is redesignated 8226. 2(t).
8226. 2(0) is amended and is redesignated 8226. 2(u).

8226. 2(p) is redesignated 8226. 2(v).
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8226. 2(q) is redesignated 8226. 2(w).

8226. 2(r) is amended and is redesignated 8226. 2(X).

8226. 2(s) is redesignated 8226. 2(y).

8226. 2(t) is redesignated 8226. 2(2).

8226. 2(u) is redesignated 8226. 2(aa).

8226. 2(v) is redesignated 8226.2(bb).

8226. 2(cc) is added.

8226. 2(w) is redesignated 8226. 2(dd).

226. 2(x) is redesignated 8226. 2(ee).

8226. 2(y) is redesignated 8226. 2(ff).

8226.2(2) is redesignated 8226.2(gg).

8226. 2(aa) is redesignated 8226. 2(hh).

8226. 13(a)(7) is redesignated 8226. 2(ii).

8226. 2(bb) is redesignated 8226. 2(jj)-

8226. 2(cc) is redesignated 8226. 2(kk), and

8226. 2(dd) is redesignated 8226. 2(11).

X TS$ A
8§226. 2-- DEFINITIONS AND RULES OF CONSTRUCTION
Xk gk g

) "Arrange for the extension of credit”’means to provide or
offer to provide consumer credit which is or will be extended by another
person under a business or other relationship pursuant to which the
person arranging such credit

(1) receives or will receive a fee, compensation,

or other consideration for such service, or
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(2) has knowledge of the credit terms and participates

in the preparation of the contract documents

required in connection with the extension of credit.

It does not include honoring a credit card or similar device where no

finance charge is imposed at the time of that transaction.

if it it it if

() "Billing error™ includes:

@

€)

€)

O

A reflection on a periodic statement of an extension
of credit which was not made to the customer or
from which he receives no benefit, or, ifmade,

was not in the amount indicated on the periodic
statement, or

A reflection on a periodic statement of an extension
of credit or indebtedness for which the customer
requests explanation or clarification, including
requests for documentary evidence of the indebt-
edness reflected therein, or

A reflection on a periodic statement of an extension
of credit for goods or services not acceptedU by the
customer or his designee, or not delivered to the
customer or his designee in accordance with any
agreement made in connection with the transaction,
or

Any failure to properly reflect on a periodic statement,

a payment or other credit to the customer®s account, or

1/ The term "accepted" shall be construed to mean "acceptance" as defined
in 82-606 of the Uniform Commercial Code.
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©) A computation error or similar error of an accounting
nature made by the creditor on a periodic statement,
including errors in computing finance charges or
late payment charges, or
©) A failure to mail or deliver a customer®"s periodic
statement to his current address, which results
in an additional finance charge or additional minimum
payment, 1if the customer notified the creditor of
his change of address by the closing date of the
previous billing cycle.
i
(P "Consumer credit" means credit offered or extended to a
natural person, inwhich the money, property, or service which is the
subject of the transaction is primarily for personal, family, household,
or agricultural purposes. "Consumer loan"™ is one type of "consumer

credit. "

(@ "Credit” means the right granted by a creditor to a customer
to defer payment of debt, incur debt and defer its payment, or purchase
property or services and defer payment therefor. (See also paragraph (j)
of this section.)

el k# X

(s) "Creditor"™ means a person who in the ordinary course
of business regularly extends or arranges for the extension of consumer
credit, or offers to extend or arrange for the extension of such credit,

which is payable by agreement inmore than four instalments, or for
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which the payment of a finance charge is or may be required, whether
in connection with loans, sales of property or services, or otherwise.
For purposes of the requirements of &8226.7(a)(6), (7)), (B, and (9;
226. 7(b)@)H@), @), @ii), (ix), and (X); 226.7(b)(2); 226.7(c), (@, ®, (@),
(h), and (1); 226. 13; and 226. 14, the term "creditor™ shall also include
card issuers, whether or not the payment of a finance charge is or may
be required. For purposes of the requirements of 8§226. 4(i) and 226. 13(k),
the term "creditor” shall include any person who honors a credit card.
LI
() "Customer"™ means (1) a cardholder or (2) a natural person to
whom consumer credit is offered or towhom it is or will be extended,
and includes a comaker, endorser, guarantor, or surety for such natural
person who is or may be obligated to repay the extension of consumer credit.
4 x
(X) "Open end credit” means consumer credit extended on
an account pursuant to a plan under which (1) the creditor may permit
the customer to make purchases or obtain loans, from time to time,
directly from the creditor or indirectly by use of a credit card, check,
or other device, as the plan may provide; (2) the customer has the
privilege of paying the balance in full or in instalments; and (3) a finance
charge may be computed by the creditor from time to time on an out-
standing unpaid balance. For purposes of the requirements of 8226.7(a)(6),
(M, (B), and (9); 226 .7(b)(1)(1), (1), (1ii),](ix), and () ; 226.7 (b) (2);226.7(c)
@, ™, @, (), and (i); 226. 13; and 226. 14, the term includes consumer
credit extended on an account by use of a credit card, whether or not a
finance charge may be imposed. The term does not include negotiated advances

under an open end real estate mortgage or a letter of credit.
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(cc) JProper written notification of a billing error™ is any-
written notification (on a payment medium or other material accompanying
the periodic statement or on a separate sheet, if the creditor so stipulates
in the disclosure required by 8226. 7(a)(9), (d), and (j)), received at the
address disclosed under 8226. 7(b)(DD(xX) within 60 days of the first mailing
or delivering to the customer®s current address (as required in 8226. 7(b))
of the periodic statement on which the disputed item(s) or amount(s) is
reflected in which the customer

(€)) sets forth or otherwise enables the creditor to
identify the name and account number (if any)
of the customer,

(&) indicates the customer®s belief that the periodic
statement contains a billing error and the suspected
amount of such error, and

(€)) sets forth the reasons for such belief, to the

extent possible.

3. Footnote in 8226. 3 would be redesignated as follows:

Footnote 1/ is redesignated la/.
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4. To implement 8167, 8226. 4(i) would be added as follows:

8226. 4--DETERMINATION OF FINANCE CHARGE

AN A A

(O] Discounts for payments m cash. (1) Notwithstanding
any other provision of this section, a discount which a person
offers, allows, or otherwise makes available for the purpose of inducing
payment for a purchase by cash, check, or similar means rather than
by use of an open end credit card account, whether or not a credit card
is physically used, is not a finance charge, provided that:

(i) Such discount does not exceed five per cent

when computed or expressed as a percentage

of the tag, posted, or advertised price of the

goods or services which are the subject of the

transaction,

(Ii) Such discount is available to all prospective

buyers,

(iii) The availability of such discount is clearly

and conspicuously disclosed to all prospective

buyers by a sign or display posted at or near each

public entrance to the seller®s place of business

wherein such discount is offered, and at all

locations within the place of business where a

purchase may be made, and

(iv) If an offer of sale is advertised in any

medium or if offers to buy are invited or allowed

by a seller to be made by mail, telephone, or by

means other than personal contact between the
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customer and seller and if customers are allowed

to pay by use of a credit card or its underlying

account and such fact is disclosed by the advertise-

ment, telephone contact, or in the course of the

mail correspondence, the availability of a discount

for payments in cash must be clearly and conspicuously

disclosed in any advertisement for such offerings

and, 1in any case, before the transaction has been

completed by use of the credit card or its underlying

account.

(2) Notwithstanding anything contained in the foregoing para-
graph to the contrary, any surcharge added to the tag, posted, or
otherwise generally available price of goods or services offered for
sale by a seller, which is imposed by such seller as a condition or
consequence of the use of the credit card with respect to a transaction
involving such goods or services, shall be a finance charge subject
to the requirements of this section.

(3 With respect to any discount for cash in excess of five
per cent, the total amount of the discount shall constitute a finance char

under 8226. 4(a) to be disclosed in accordance with 8§226. 7(e).

5. To implement 8171 (a) and to provide a transition period for the use
of old forms, 8226. 6 would be amended as follows:

8226. 6--GENERAL DISCLOSURE REQUIREMENTS

Federal Reserve Bank of St. Louis
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(b) Inconsistent State requirements. (1) With respect to the

requirements of this Part, State law is inconsistent with the requirements
of the Act and this Part, within the meaning of 8 111(a) and 171(a) of the
Act to the extent that it:

(1) Requires a creditor to make disclosures or take actions
different from the requirements of this Part with respect to form, content,
terminology, or time of delivery;

i) ¥ ¢ %t or

(iii) * * * * =

(2) If any provision of State law provides greater protection to
the consumer than that provided by Chapter 4 of the Act, then that provision
of State law is not inconsistent with the provisions of the Act or this Part.

i

(k) Transition period. Any creditor who can demonstrate
that he has taken bona fide steps, prior to October 28, 1975, to obtain
printed forms which are necessary to comply with the requirements
of this Part may, until such forms are received but in no event later
than April 30, 1976, utilize existing supplies of printed forms for the
purpose of complying with the disclosure requirements of this Part,
other than the requirements of paragraphs (a)(9), (d), and (i) of
8§ 226. 7, Provided, that such forms are altered or supplemented as
necessary to assure that all of the items of information the creditor

is required to disclose to the customer are set forth clearly and

conspicuously.

.org/
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6. To implement 88 127(a)(8), 127(b)(Il), 127(c), 163, 164, 165, and

167, § 226.7 is amended as follows:

Section 226. 7(b),paragraphs (1) through (9),are redesignated

(i) through (ix).

Section 226. 7(d) and (e) are redesignated (e) and (f)

respectively.

§ 226. 7--OPEN END CREDIT ACCOUNTS--SPECIFIC DISCLOSURES,

(a) Opening new account.

t ¥ o

9) The following notice: "Notice: See accompanying statemen
for important information regarding your rights to dispute billing errors, *
and a separate statement containing substantially the following text, as
applicable, written clearly and conspicuously on one side of a separate
page, shall accompany such a statement; or the language without the
preceding notice may be included on the statement required by paragraph (a)

of this section if disclosed clearly and conspicuously:
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IN CASE OF ERRORS ON YOUR BILL

The Federal Truth in Lending Act requires prompt correction of billing mistakes.

Here®"s what to do if you think your bill 1is wrong or if you need more information about
an item on your bill:

1.
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Don"t write on the bill. On a separate sheet of paper write (you may telephone
your inquiry but doing so will not preserve your rights under this law) the
following:

a) Your name and account number (if any) .
b) Describe the error and why (“to the extent you can) you believe it is an error

If you only need more information, explain the item you are not sure about,
and if you wish, ask for evidence of the charge such as a copy of the sales
slip. Don"t send in your copy of a sales slip or other document unless you
have a duplicate copy for your records.

c) The dollar amount of the suspected error if you can.

d) Any other information (such as your address) which you think will help the
company (bank) to identify you or the reason for your complaint or inquiry.

Send your billing error notice to the address on your bill which is listed after
the words: "Send Inquiries To:"

Mail it as soon as you can, but in any case early enough to reach the company
(bank) within 60 days after the bill was mailed to you.

If your bank automatically pays these bills from your checking or savings account
you can stop payment on the amount you think is wrong by mailing your notice
within 10 days after receiving your bill. You don"t have to meet this 10 day
deadline, though, to get your bill corrected.

The company (bank) must answer all letters pointing out possible errors and must
do so within 30 days. Within 90 days after receiving your letter, the company
(bank) must either correct the error or show why the bill was correct.

Meanwhile, neither the company (bank) nor its attorney nor a collection agency
may send you dunning letters. You cannot be threatened with damage to your
credit rating or sued for the amount in question, nor can the disputed amount
be reported to a credit bureau or to other creditors as delinquent.

If it is determined that you owe all or a part of the disputed amount, you will
have to pay any finance charges on the disputed amount(s) that you owe up to
the time you sent the error notice. But no finance charges may be imposed on
the amount in dispute from the time your notice is received until the error is
resolved. You will have to make up any missed minimum payments from the time
you received the bill on which the suspected error first appeared. The comoany
(bank) must send you a statement of what you owe, and you must be given the
same time to pay which you normally are given to pay undisputed amounts.

If the company"s (bank"s) explanation doesn"t satisfy you and you notify the
creditor in writing that you still refuse to pay the disputed amount, the company
(bank) may report you to credit bureaus and other creditors. But it must tell
them that you don"t think you owe the money, and it must let you know to whom it
has reported you. Once the matter has been settled between you and the company
(bank), it must send follow-up notices to those to whom it reported you as
delinquent.

Companies (banks) that don"t follow these rules are not allowed to collect the
first $50 of a disputed amount, even if the bill turns out to be correct.

You may have good grounds in a law suit for withholding payment of the amount you
9till owe for merchandise or services that prove defective if three conditions
are met:

(1) you must first give the merchant an opportunity to correct the problem;

(2) you must have made the purchase in your home state or within 100 miles of
your home (whichever is farther); and

(3) the purchase price must be more than $50.

However, the dollar and distance limitations do not apply if the merchant and the
credit card company are the same or a related organization, or if the credit card
company participated in offering the merchandise or services through the mail.

Federal Reserve Bank of St. Louis



Digitized for FRASER

-16-

(b) Periodic statements required. (1) Except in the case
of an account which the creditor deems to be uncollectable or with
respect to which delinquency collection procedures have been instituted,
the creditor of any open end credit account shall mail or deliver to the
customer's current address (if the customer has notified the creditor
of his change of address by the closing date of the previous billing
cycle), for each billing cycle at the end of which there is an outstanding
debit or credit balance in excess of $1 in that account or with respect
to which a finance charge is imposed, a statement or statements which
the customer may retain, setting forth in accordance with paragraph (c)
of this section each of the following items to the extent applicable:

# gs se se >
(iii) The amounts posted to the account during the
billing cycle for payments, using the term
"payments, " and for other credits including
returns, rebates of finance charges, overpayments,
and adjustments, using the term "credits, "
and unless previously furnished a brief identification
of each of the items included in such other credits.
AA A A
* (v) Each periodic rate, using the term "periodic rate"
(or "rates™), that may be used to compute the
finance charge (whether or not applied during the
billing cycle), the range of balances to which it
is applicable, and the corresponding annual

percentage rate determined by multiplying the
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periodic rate by the number of periods in a year.
The words "corresponding annual percentage rate, M
"corresponding nominal annual percentage rate, 1
"nominal annual percentage rate™ or "annual
percentage rate"™ (or "rates"™) may be used to
describe the corresponding annual percentage

rate. The requirements of 8 226.6(a) of this

Part with respect to disclosing the term ™"annual
percentage rate”™ more conspicuously than other
required terminology shall not be applicable

to the disclosure made under this paragraph,
although such term (or words incorporating

such term) may, at the creditor’'s option,

be shown as conspicuously as the terminology
required under subparagraph (vi) of this paragraph.
Where a minimum charge may be applicable to

the account, the amount of such minimum charge

9a/
shall be disclosed.

RS R ©
(ix) The closing date of the billing cycle and the
outstanding balance in the account on that date,
using the term '"new balance, " accompanied by
the statement of the date by which, or the period,
if any, within which, payment must be made to
avoid additional finance charges or late payment

charges.
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(X)  An address to be used by the creditor for

the purpose of receiving billing inquiries from

customers. Such address shall be preceded

by the caption: "Send Inquiries To:M

(2) If the terms of the open end credit plan provide a time

period within which the customer may repay any portion of the new
balance without incurring an additional finance charge or a late pay-
ment charge, no such charge may be imposed with respect to any
portion of such new balance unless the periodic statement disclosing
such new balance is mailed or delivered to the customer's current
address (if the customer has notified the creditor of his change of
address by the closing date of the previous billing cycle) at least 14
days prior to the date specified in the statement as being the date by
which payment must be made in order to avoid the imposition of that
finance charge or late payment charge, except that such time limitation
shall not apply in any case where the creditor has been prevented, delayed,
or hindered in mailing or delivering such periodic statement within such
time limit because of an act of God, war, civil disorder, natural disaster,

or strike.
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*(c) Location of disclosures.
whe W g
(3) * * * * £ The disclosure required by subparagraph
(b)()(x) of this section may be made on the reverse side of the periodic statement.
A

(d) Semiannual notice required. (1) The creditor shall
mail or deliver semiannually to each customer entitled to receive
a periodic statement under § 226. 7(b), the notice required by
§ 226. 7(a)(9), written clearly and conspicuously on one side of a
separate page or included with the disclosures required by
paragraph (b) of this section if disclosed clearly and conspicuously.

(2) The semiannual notice shall be mailed or delivered
not less than 5 nor more than 7 months after the month in which the
last preceding such notice was mailed or delivered, provided that,

(i) in any case the creditor shall mail or deliver
such notices at least twice in any 12 month
calendar period, and

(if) the first semiannual notice to any new customer
may be mailed or delivered to that customer
during the next regularly scheduled mailing or
delivery of semiannual notices.

(3) If the creditor chooses to alter the cycle of mailing or
delivering semiannual notices, the creditor may mail or deliver the semi-
annual notice less than 5 months after the last preceding such notice was
mailed or delivered, provided that the creditor mails or delivers at least 3
such notices in the next twelve months computed from the month in which

the last preceding semiannual notice was mailed or delivered.
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(4) Nothing in this subsection shall be construed to prohibit
a creditor from mailing or delivering the notice required by this sub-
section more frequently than semiannually, such as monthly.

(e) Finance charge imposed at the time of transaction.
Any creditor, other than the creditor of the open end credit account,
who imposes a finance charge not excepted by § 226. 4(i), Discounts for
payment in cash, at the time of honoring a customer's credit card,
shall make the disclosures required under paragraphs (b)(2) and (d)
of 8 226. 8, Credit other than open end - specific disclosures, at the
time of that transaction, and the annual percentage rate to be disclosed
shall be determined by dividing the amount of the finance charge by the
amount financed and multiplying the quotient (expressed as a percentage)

by 12.

(9) Prompt crediting of payments. Regardless of the date
of actual posting of payments to an account, any payments shall be
credited to the customer's account as of the date such payment is
received by the creditor and no finance charge or late payment charge
may be imposed with respect to the amount of such payment which is
properly received by the creditor on or before the time indicated by
the creditor to avoid imposition thereof, except that:

(1) The creditor may specify reasonable requirements
with respect to the form, amount, manner, location,
and time of such payments in order that such pay-
ments will be credited as of the day of receipt

provided that:
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If no particular hour of the day has been clearly in-
dicated to the customer on the periodic statement

as the time by which payment must be received by the
creditor in order to obtain crediting to the customer's
account on such date, payments made prior to the
close of business on that day must be credited as

of that date, and

If no location(s) has been clearly indicated on the
periodic statement as the location(s) at which payment
may be made, then payment at any location where

the creditor conducts business shall be credited as

of the date such payment is presented, and

If no particular manner of payment has been clearly
indicated on the periodic statement, then payment by
check, cash, money order, bank draft, or other similar
instrument in properly negotiable form shall constitute

proper manner of payment.

(2) If the creditor accepts payment at locations other than

that indicated as necessary for crediting as of the

date of receipt, the creditor must credit the customer-'s

account as of the day payment is received at the

alternate location(s), even though the actual posting

may occur at a later day.

(h)

Crediting and refunding excess payments. (1) Whenever

a customer mails or delivers payment to the creditor in excess of the total

balance due on the account, the creditor shall
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(i) credit the customer's account with the amount of the
overpayment as of the date of receipt as specified
in subsection (g) of this section, or
(ii) if the creditor so elects and, in any case, if the
customer has previously requested in writing, promptly
(in no case more than 5 business days from receipt
of the payment) refund the amount of the overpayment.
(2) Notwithstanding the provisions of paragraph (1), upon
receipt of a customer's request, the creditor shall promptly (in no
case more than 5 business days from receipt of a customer’'s request)
refund the amount of any overpayment(s).
(i) Open end credit accounts existing on October 28, 1975.
In the case of any open end credit account in existence and in which
a balance of more than $1 remains unpaid at or after the closing date
of the creditor's first full billing cycle after October 28, 1975, and which
balance is deemed to be collectible and not subject to delinquency collection
procedures, the items described in paragraph (a) of this section, to
the extent applicable and not previously disclosed to the customer,
shall be disclosed in the form prescribed in paragraph (a) of this
section, and mailed or delivered to the customer not later than the
time of mailing or delivery of the periodic statement required under

subsection (b) of this section for that billing cycle.
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7. To implement § 103(f) and to clarify certain disclosure require-
ments with respect to credit other than open end which is extended
on an account by use of a credit card, § 226. 8 is amended as follows:

§ 226. 8--CREDIT OTHER THAN OPEN END--SPECIFIC DISCLOSURES

vu si/, sUu 0o/ i/
A A

(n) Periodic statements. (1) If a creditor transmits a periodic
billing statement nu other than a delinquency notice, payment coupon book,
or payment passbook, or a statement, billing, or advice relating exclusively
to amounts to be paid by the customer as escrows for payment of taxes,
insurance, and water, sewer, and land rents, it shall be in a form which
the customer may retain and shall set forth

() The annual percentage rate or rates unless exempted
by § 226. 8(b)(2); and

(i) The date by which, or the period, if any, within
which payment must be made in order to avoid
late payment or delinquency charges.

(2) If the creditor is required to send a periodic statement under
subsection (q) of this section, the disclosures required by 8§ 226. 7(b)(l )(i),
(i), (lii), (ix), and (x), and § 226. 7(b)(2) shall be made in addition to the
disclosures required by this subsection.

(q) Credit card accoun:cs. Inicaddition, to the requirements of this
section credit other than open end which is extended on an account by use
of a credit card shall also be subject to the requirements of 88 226. 7(a)(6)
(7), (8), and (9); 226. 7(b)(1 ) (i), (ii), (iii) ,(ix),and (x); 226. 7(c), (d), (g),
(h), and (i); 226. 13; and 226. 14, to the extent not required by other

portions of this section.
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8. To implement § 171, § 226. 12 is amended as follows:
8§ 226. 12--EXEMPTION OF CERTAIN STATE REGUATED TRANSACTIONS

(a) Exemption for State regulated transactions. In accordance
with the provisions of Supplements Il, IV, and V to Regulation Z,
any State may make application to the Board for exemption of any class
of transactions within the State from the requirements of Chapters 2 and
4 of the Act and the corresponding provisions of this Part, provided, that:

1. The Board determines that, under the law of that State,

that class of transactions is subject to requirements
substantially similar to those imposed under Chapter 2
or Chapter 4 of the Act or both and the corresponding
provisions of this Part; or in the case of Chapter 4,
the consumer is afforded greater protection than

is afforded under Chapter 4 of the Act, and

2. There is adequate provision for enforcement.

(b) Procedures and criteria. The procedures and criteria under
which any State may apply for the determination provided for in paragraph
(a) of this section are set forth in Supplement Il to Regulation Z with
respect to disclosure and rescission requirements (88 121-131 of Chapter
2), Supplement IV with respect to the prohibition of the issuance of un-
solicited credit cards and the liability of the cardholder for unauthorized
use of a credit card (§ 132-133 of Chapter 2), and in Supplement V which will
be issued on or before October 28, 1975, with respect to fair credit

billing requirements (88 161-171 of Chapter 4).

Federal Reserve Bank of St. Louis



9. To implement 8 166, 167, 168, 169, and 170, § 226.13 is amended
as follows:
Subsection (a) is incorporated into 8§ 226. 2.
Subsection (b) through (h) are redesignated (a) through (g).
8§ 226. 13--CREDIT CARD TRANSACTIONS--SPECIAL REQUIREMENTS
A
(i) Right of cardholder to assert claims or defenses
against card issuer. (1) When a person who sells property or services
fails to satisfactorily resolve a dispute as to defective property or services
purchased by use of a credit card, the cardholder may assert all claims +o/
and defenses arising out of the transaction and relating to such failure
against the card issuer who has issued the credit card if:
(i) the customer has made a good faith attempt to
obtain satisfactory resolution of a disagreement
or problem relative to the transaction from the
person honoring the credit card,
(ii) the amount of credit extended by the card issuer
to the customer to purchase the property or services
which resulted in the assertion of the claim or
or defense by the customer exceeds $50, and
(iii) The initial transaction which gave rise to the
assertion of the claim or defense by the customer
occurred in the same State as the mailing address
16/ These claims shall not include tort claims or contract claims of damages
to person or property resulting from the merchant’s failure to resolve
a dispute as to defective property or services. The exclusion of tort

claims is not intended to defeat the assertion of claims that could alternatively
be pleaded in tort or contract.
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previously provided by the cardholder or within
100 miles from such address (whichever is greater),
except that the limitations stated in subparagraphs
(ii) and (iii) shall not apply when the person honoring
the credit card:
(A) is the same person as the card issuer, or
(B) is controlled, directly or indirectly, by the
card issuer, or
(C) is under the direct or indirect control of a
third person who also directly or indirectly
controls the card issuer, or
(D) is a franchised dealer in the card issuer’'s
products or services, or
(E) has obtained the order for the transaction
relative to which the claim(s) or defense(s)
is asserted through a mail solicitation made
by or participated in lI/by the card issuer,
in which the cardholder is solicited to enter
into such transaction by using the credit card
issued by the card issuer, or
(F) controls, directly or indirectly, the card issuer.
(2) The amount of the claims or defenses assertable by the
cardholder under this subsection may not exceed the amount of credit
outstanding with respect to the transaction which gave rise to the assertion

of the claim(s) or defense(s) at the time the cardholder first notifies

17/ "Participated in" does not include a mere indication by a person that
he honors a particular credit card(s).
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the card issuer or the person honoring the credit card for such transaction
of the existence of such claim(s) or defense(s). For purposes of determining
the amount of credit outstanding with respect to such transactions as provided
in the preceding sentence, payments and other credits to the cardholder’s
account will be deemed to have been applied, in the order indicated, to the
payment of:
(i) late charges in the order of entry to the account;
(ii) finance charges in the order of entry to the account;
(iii) any other debits in the order in which each debit
entry was made to the account; and
(iv) when more than one item is included in a single
extension of credit, credits are to be distributed
pro rata according to prices and applicable taxes.
3) This subsection does not apply to cash advances obtained
with a credit card when the advance is obtained from the card issuer
and is unrelated to any specific credit sale item.
(j) Prohibition of offsets by card issuer. (1) A card issuer
may not take any action to offset a cardholder’s indebtedness arising
in connection with a consumer credit transaction under the relevant
credit card plan or underlying account against funds of the cardholder
held on deposit with the card issuer unless a court order is obtained. Lo/
(2) The prohibition in paragraph (1) of this subsection does
not apply to credit card plans whereby the cardholder authorizes the
card issuer as a method of payment to periodically deduct all or a portion
18/ This paragraph does not alter or affect the right of a card issuer acting
under State law to attach or otherwise levy upon funds of a cardholder

held on deposit with the card issuer if that remedy is constitutionally
available to creditors generally.
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of the cardholder's credit card debt from his deposit account (subject to
the limitations in § 226. 14(a)(2)), provided that,
(i) such automatic debit was previously authorized in
writing by the cardholder, or
(ii)  with respect to such automatic debit accounts in
existence on October 28, 1975, the creditor has
given notice of the provisions of subsection (j)
of this section to such accounts prior to renewal
of the authorization (in no case later than October 28,
1976).
(k) Prompt notification of returns. (1) When any person
accepts the return of property or forgives a debt for services which is
to be reflected as a credit to the customer's credit card account, he
shall promptly (in no case later than 3 business days from the date the
return is agreed to) mail or deliver to the card issuer a credit statement
with respect thereto in the manner, time, and location indicated by the
card issuer as being necessary to immediately credit the customer’s
account and furnish the customer with a copy of such statement.
(2) Upon receipt of such credit statement, the card issuer
shall credit the account of such customer as he would a properly transmitted
payment under § 226. 7(g). If the card issuer does not indicate a specific
manner, time, and location for prompt receipt of credits for returns,
then the assumptions in 8 226. 7(g) will apply.
(3) If it is the seller's policy to give cash refunds to cash customers,
he must also give credit refunds to credit card customers, unless he clearly
and conspicuously discloses that he does not give credit refunds at the

time the purchase transaction is consummated.
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(1) Prohibited acts of card issuers. Notwithstanding any existing
agreement(s) to the contrary, no card issuer may, by contract or otherwise,

(1) Prohibit any person from offering a discount to all customers
of such person, including cardholder customers, to induce such customers
to pay by cash, check, or other similar means rather than by use of a
credit card or its underlying account for the purchase of property or
services; or

(2) Require any person to open or maintain an account or
procure any other service or device from the card issuer, its subsidiary,

agent, or any other person, as a condition of participation in a credit

card plan.

10. To implement 88 161, 162, and 170, § 226. 14 is added as follows:

8§ 226. 14— BILLING ERRORS-- RESOLUTION PROCEDURE

(a) Correction of billing errors. After the creditor receives
proper written notification of a billing error reflected on a periodic
statement from a customer, unless the customer has subsequently

agreed in writing that the periodic statement is correct, the creditor

shall:
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(1) Not later than 30 days after receipt of such notification,
mail or deliver written acknowledgment thereof to the customer's
current address, unless the appropriate actions in paragraph (2) of
this subsection are taken within such 30 day period; and

(2) Resolve the dispute not later than 2 complete billing
cycles (in no event more than 90 days) from the date of receipt of
the notice of billing error and prior to any action by the creditor to
collect any portion of the amount(s) indicated by the customer as being
in dispute or any finance charges or late payment charges computed on
such disputed amount(s) by

() making any appropriate corrections in the
account of the customer with regard to any
disputed amounts erroneously billed, includ-
ing the crediting of any finance charges or
late payment charges imposed upon any
amounts erroneously billed, and mailing or
delivering to the customer a written
notification of corrections;ll/or

(i) correcting the customer's account by a
differing amount from that indicated by the
customer as being erroneously billed and
mailing or delivering to the customer an

explanation of the change(s), accompanied by

T97 A notice on a subsequent billing statement clearly identifying any
amount credited the customer's account pursuant to a billing error
notice shall be deemed a proper transmittal of a written notification

of corrections.

.org/
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documentary evidence of the customer's in-
debtedness as to the amount in dispute, if such
evidence is requested by the customer; or
mailing or delivering a written explanation or
clarification to the customer, after having
conducted a reasonable investigation setting
forth, to the extent applicable, the reasons
why the creditor believes the amount(s) was
correctly shown on the periodic statement and,
if the customer so requests, furnishing copies
of any documentary evidence of the customer's
indebtedness with respect to a disputed amount.

In any case where the customer alleges that the
periodic statement reflects property or services

not delivered to the customer or his designee in
accordance with any agreement made in connection
with the transaction giving rise to the disputed
amount, a creditor may not construe such amount
to be correctly shown on the billing statement unless
the creditor determines, upon reasonable inquiry and
investigation, that such property or services were
actually delivered, mailed, or otherwise sent to the
customer and provides the customer with a written
statement explaining such determination. In any
case where the customer alleges that an amount of
a transaction reflected on the periodic statement is

improper because the person honoring the credit
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card has made an incorrect report to the card issuer

of the amount which should have been charged”the

card issuer may not construe such amount to be cor-

rectly reflected on the periodic statement unless the

creditor determines, upon reasonable inquiry and

investigation, that the proper amount is shown on the

periodic statement and provides the customer with

a written statement explaining such determination.

(b) Minimum payments and finance charges on disputed amounts.
(1) When a customer is permitted to make a minimum payment, he need
only make a minimum payment calculated on the basis of amounts not in
dispute. When the disputed amount is only a part of the total amount of
an item,the customer remains obligated to pay the amount not in dispute,
and any minimum payment and finance charges or late payment charges
may be calculated on the undisputed amount. |If, at the completion of the
error resolution procedure, it is determined that the customer owes some
or all of the disputed amount, the creditor may require payment of any
minimum payment amounts which the customer failed to pay because of
the dispute. The creditor may not, however, accelerate the customer's
entire debt solely because the customer has exercised rights provided by
the Act or this Part.
(2) After the resolution of a dispute, finance charges or late

payment charges which could have been imposed on amounts in dispute

prior to receipt by the creditor of the proper written notification of a
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billing error may be collected, unless:
(i) it is resolved that the customer owes
none of the amount in dispute, in which
case no finance charges or late payment
charges may be collected for any time on
that amount; or
(if) it is resolved that the customer owes
some of the disputed amount, in
which case finance charges or late payment
charges for such period may be imposed
only on the amount owed.
In no case may finance charges or late payment charges be imposed
on disputed amounts during the time the dispute resolution procedure
of this section is in process. After the completion of a dispute resolution
procedure, as provided in subsection (a) of this section, the creditor shall
promptly mail or deliver to the customer a statement of the amount
owed by the customer according to the requirements of 8 226. 7(b)(2).

(3) Nothing in this section shall be construed to prohibit
the mailing or delivery of periodic statements to the customer, provided
that the creditor indicates to the customer on the face of the periodic
statement that payment of the specific amount in dispute is not required
pending the creditor's compliance with the provisions of this section.

(4) Nothing in this section shall prohibit any action by a
creditor to collect any amount which has not been indicated by the
customer to contain a billing error.

() Automatic debit of disputed amounts. (1) In the case of
credit plans where the cardholder has agreed to permit the card issuer

to periodically pay the cardholder’s indebtedness by deducting the
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appro priate amount from the cardholder's deposit account, the creditor
shall not automatically debit any disputed amounts if the customer has
mailed or delivered a proper written notification of a billing error within
10 days of receipt of the periodic statement on which the suspected billing
error first appears.

(2) Upon receipt of such notification, if the creditor has
already automatically debited the customer's account, the creditor
shall promptly (in no case no more than one business day after receipt of
the notice) restore to the customer's deposit account any portion of
the disputed amount which was previously deducted.

(3) Nothing in this subsection shall limit the customer's
right to dispute an amount he believes to be in error within 60 days
as otherwise provided in this section.

(d) Closing of accounts. A creditor may not, prior to comply-
ing with the requirements of subsections(a) and (b) of this section, restrict
or close an account with respect to which the customer indicated a belief
that such account contains a billing error solely because of the customer's
refusal or failure to pay the amount indicated to be in error. This subsec-
tion does not prohibit the creditor from applying any such amount to the
customer's credit limitation.

(e) Credit reports on amounts in dispute. (1) After receiving
a proper written notification of a billing error pursuant to this section,
neither the creditor nor his agent may directly or indirectly threaten to
report adversely to any person on the customer's credit standing or credit
rating because of the customer's failure to pay the amount specified in

such notification as being in error or any finance charge imposed on the
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20/
disputed amount, nor shall such amount be reported as delinquent

to any third person unless such amount remains unpaid after creditor
has complied with all the requirements of this section and has allowed
that customer the same number of days thereafter as he customarily or
by credit agreement allows, whichever is longer (in no case less than
10 days), for the customer to pay undisputed amounts.

(2) If, within the time limit allowed for payment in paragraph
(1) of this subsection, the creditor receives a further written notification
from the customer that any portion of a previously disputed amount is
still in dispute, the creditor may not report to any third party that such
amount is delinquent, unless the creditor also reports that the amount
is in dispute pursuant to the applicable provisions of this section and, at
the same time, notifies the customer in writing of the name
and address of each party to whom the creditor is reporting information
concerning the delinquency.

(3) If a creditor has reported a disputed amount as being
delinquent to any third person, the creditor shall report promptly in
writing to any person to whom such report was made any subsequent
resolution of the reported delinquency.

(4) If a creditor has reported an amount as being delinquent
to a third party, and such amount is subsequently disputed by the customer
in accordance with the requirements of subsection (a) of this section,
the creditor shall promptly (in no case more than 5 business days after
receipt by the creditor of the proper written notification of the billing
20/ A report by a creditor with reference to a disputed amount must
include a reference that the amount is in dispute pursuant to the appli-

cable provisions of this section and shall not be considered to be
"reported as delinquent. "

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



-36-
error) mail or deliver a written notice to each third party to whom the
delinquency was reported that the amount is in dispute, and shall promptly
notify each such third party of any subsequent resolution of the dispute.
Acreditor need not comply with the requirements of this paragraph if the
dispute is resolved within 5 business days after receipt by the creditor
of proper written notification of a billing error.

(f) Forfeiture penalty. (1) Any creditor who fails to
comply with the requirements of this section forfeits any right to
collect from the customer the amount indicated by the customer as
being in error, whether or not such amount is in fact in error, and
any corresponding finance charges, provided that the amount so forfeited
under this section shall not exceed $50 for each item or transaction
on a periodic statement indicated by the customer as being in error.
In no case shall a creditor forfeit any amount for an error in a total
figure or subtotal figure reflected on a statement which is caused solely
by an error in another item which is the subject of a dispute, nor shall
a creditor suffer any forfeit more than once for any item or transaction
which may appear on a periodic statement.

(2) Nothing in this subsection shall be construed to limit a
customer’s right to recover under § 130 of the Act

(g) Exceptions to general rule. This section does not apply
to credit other than open end, whether or not a periodic statement is
mailed or delivered, unless such credit is extended on an account by

use of a credit card.
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11. Draft regulations to implement 88 409 and 411 of Title IV of

P. L. 93-495 will be issued by the Board at a later date.

12. The effective date of these regulations shall be October 28, 1975.

13. This notice is published pursuant to section 553(b) of Title 5,

United States Code, and § 262. 2(a) of the Rules of Procedure of the

Board of Governors of the Federal Reserve System (12 C. F. R. 262. 2(a)).
Interested persons are invited to submit relevant data, views,

or arguments concerning this proposal, including possible effects on the

cost and the availability of consumer credit. Any such material should

be submitted in writing to the Secretary, Board of Governors of the

Federal Reserve System, Washington, D. C. 20551, to be received

not later than May 30, 1975. Such material will be made available

for inspection and copying upon request, except as provided in § 261.6(a)

of the Board's Rules Regarding Availability of Information.

By order of the Board of Governors, April 28, 1975.

(signed) Griffith L. Garwood
Griffith L. Garwood
Assistant Secretary of the Board

[SEAL]
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