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The Board has been asked several questions about the applica-
tion of Regulation W to a case in which a Registrant rents a piano or
other listed article to a customer and the rental contract includes an
option giving the customer the right to purchase the article.

Executive Order No. 88543, under the authority of which Regula-
tion W is issued, and section 2(b) of the regulation, delfine "extension
of credit" as including "any rental-purchase contract, or any contract
for the bailment cr lesasing of property under which the bailee or les-
see ... has the option of becoming the ovmer thercof ..." Therefore the
type of controet to which the inguiry relates is subject to the provis-
ions of Regulation W.

Under these provisions it is necessary that, under such a con-
tract, the Registrant obtain, at or before the delivery of the article to
the lessee, a deposit equal to the amount of the down payment which the
regulation would require upon an instalment sale of the listed article,

» and that the lease call for pericdic payments in an amount not less than
the amount of the instalments which Regulation W would require on an ex-
tension of instalment sale credit arising out of the sale of the article.
In the event that the lessee decides to exercise his option to purchase
the articlc, thesge payments, including the deposit, under the lease will
serve in lieu of both the necessary cdown psyment and the instalments which
would have been due between the date of the original lease and the date
the option to purchase is exercised, and the balance of the sale price may
be paid in instalments subject to the final maturity of 18 months from the
. - date of the original lease. In the event that the lessee decides not to
exercise his option to purchase, the Registrant may return to him the dif-
ference between the payments, including the deposit, which the lessee has
made and the amount of rental that may have been agrecd upon’ for the peri-
od that the lessee has retained the article, and it is permissible for the
lease to contain a provigicn to this effect.

It should be noted that the regulation does not apply to a bona
fide rental agrecment under which the lessee does not receive a transfer
of ownership, does not obligate himself to pay as compensation a sum sub-
stantially equal to or in excess of the valuc of the article, and does not
receive an option to purchase.
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