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FEDERAL RESERVE press release

For immediate r e l e a s e  November 29, 1984

The Federal  Reserve Board today publ ished fo r  comment proposed changes 

t o  th e  o f f i c i a l  s t a f f  commentary on Regulat ion Z — Truth in Lending.  The changes 

p e r t a i n  t o  ques t io n s  t h a t  have a r i s e n  about th e  r e g u l a t i o n ,  and inc lude  new 

i n t e r p r e t a t i o n s  and changes t o  e x i s t i n g  i n t e r p r e t a t i o n s .  Comment i s  requested 

January 31, 1985.

The Board 's  n o t i c e  i s  a t t a c h e d .
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FEDERAL RESERVE SYSTEM 

12 CFR P ar t  226 

[Reg. Z; TIL-1]

TRUTH IN LENDING 

Proposed Update t o  O f f i c i a l  S t a f f  Commentary

AGENCY: Board of  Governors of th e  Federal  Reserve System.

ACTION: Proposed o f f i c i a l  s t a f f  i n t e r p r e t a t i o n .

SUMMARY: The Board i s  pub l i sh ing  f o r  comment proposed changes t o  th e  o f f i c i a l

s t a f f  commentary to  Regulat ion Z (Truth in Lending) .  The commentary app l ie s  

and i n t e r p r e t s  the  requirements  of Regulation Z and i s  a s u b s t i t u t e  f o r  

in d iv idua l  s t a f f  i n t e r p r e t a t i o n s  of the  r e g u la t i o n .  The proposed rev i s io n s  

address  a v a r i e ty  of ques t ions  t h a t  have a r i s e n  about th e  r e g u l a t i o n ,  and

inc lude  new m a te r ia l  and changes in e x i s t i n g  m a te r i a l .

DATE: Comments must be received on or be fo re  January 31,  1985.

ADDRESS: Comments should be mailed t o  William W. Wiles,  S e c re t a r y ,  Board of

Governors of t h e  Federal Reserve System, Washington, D.C. 20551, or d e l iv e re d  

to  Room B-2223, 20th and C S t r e e t s ,  N.W., Washington, D.C. between 8:45 a.m. 

and 5:15 p.m. weekdays. Comments should inc lude  a r e fe rence  t o  TIL-1.  Comments 

may be inspec ted  in Room B-1122 between 8:45 a.m. and 5:15 p.m. weekdays.

FOR FURTHER INFORMATION: Contact  the  fo l lowing a t to rn ey s  in t h e  Divis ion of

Consumer and Community A f f a i r s ,  Board of  Governors of th e  Federal Reserve 

System, Washington, D.C. 20551, a t  (202) 452-2412 or (202) 452-3867:

Subpart  A - -  Lynn Goldfaden,  Gerald Hurst  

Subpart B - -  Richard Garabedian,  Adrienne Hurt 

Subpart  C - -  Rugenia S i l v e r ,  Susan Werthan
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SUPPLEMENTARY INFORMATION: (1) Genera l . The Truth in  Lending Act (15 U.S.C.

1601 e t  s e q . )  governs consumer c r e d i t  t r a n s a c t i o n s  and i s  implemented by the  

Board's Regulat ion Z (12 CFR P a r t  226).  E f f e c t i v e  October 13, 1981, an o f f i c i a l  

s t a f f  commentary (TIL-1, Supp. I t o  12 CFR Par t  226) was pub l ished t o  i n t e r p r e t  

the r e g u l a t i o n .  The commentary is  designed t o  provide guidance to  c r e d i t o r s  in  

applying  the  regu la t io n  to  s p e c i f i c  t r a n s a c t i o n s .  The commentary i s  updated 

p e r i o d i c a l l y  t o  address  s i g n i f i c a n t  ques t ions  t h a t  a r i s e .  There have been 

th r e e  general  updates so f a r  - -  t h e  f i r s t  in September 1982 (47 FR 41338),  the  

second in April  1983 (48 FR 14882), and the  t h i r d  in April  1984 (49 FR 13482). 

There was a l so  a l im i ted  update  concerning fees  fo r  th e  use of automated t e l l e r  

machines, which was adopted in October 1984 (49 FR 40560).  This no t i c e  con ta in s  

t h e  proposed four th  general  update .  I t  i s  expected t h a t  i t  w i l l  be adopted in 

f i n a l  form in March 1985 with opt iona l  compliance u n t i l  th e  uniform e f f e c t i v e  

da te  of October 1 f o r  mandatory compliance.

C er ta in  convent ions have been used to  h ig h l i g h t  the proposed r e v i s i o n s .  

New language is  shown in s id e  bold-f aced arrows,  while  language t h a t  would be 

d e l e t ed  i s  s e t  o f f  with b ra c k e t s .

(2) Proposed r e v i s i o n s . Following i s  a b r i e f  d e s c r ip t i o n  of the  

proposed rev i s io n s  t o  th e  commentary:

SUBPART A -  General

SECTION 226.2 - -  D e f in i t i o n s  and Rules of Const ruct ion  

2(a) D ef in i t io n s  

2 (a ) (15)  ‘‘Cred i t  Card11

Comment 2 ( a ) (15)-2 would be rev ised  t o  make c l e a r  t h a t  c e r t a i n  types 

of access  devices  t h a t  a re  used a t  wholesale  petroleum d i s t r i b u t i o n  t e rm in a l s  - -  

whether  or  not c r e d i t  i s  involved - -  a re  not cons idered c r e d i t  cards  under 

Regulation Z.
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2(a)(17)  “C r e d i t o r 11 

Paragraph 2 ( a ) ( 1 7 ) ( i )

Comment 2 ( a ) ( 1 7 ) ( i ) - 8  would be added t o  exp la in  how the  numerical 

t e s t s  f o r  determining who i s  a " c r e d i t o r "  should be app l i ed  t o  loans made by 

employee savings p la n s .  I t  provides  t h a t  th e  numerical t e s t  should be app l i ed  

t o  the  plan as a whole r a t h e r  than t o  the  ind iv idua l  account .

2 ( a ) (20) "Open-End Cred i t "

Comment 2 ( a ) (20) -5 would be rev ised  t o  c o r r e c t  a p o t e n t i a l  c o n t r a ­

d i c t i o n  caused by the  language " s p e c i f i c  approval f o r  each e x t e n s io n . "  Because 

" v e r i f i c a t i o n "  of c r e d i t  information - -  which i s  p e rm is s ib le  under t h e  open-end 

c r e d i t  d e f i n i t i o n  - -  n e c e s sa r i l y  invo lves  "approval"  i f  a c r e d i t  ex tension  i s  

not denied a f t e r  v e r i fy in g  th e  c r e d i t  in fo rmation ,  the  " s p e c i f i c  approval" 

language may be confus ing .  The proposal  would, t h e r e f o r e ,  d e l e t e  t h a t  language.  

The comment would cont inue  t o  mean, however, t h a t  while  c r e d i t o r s  may v e r i fy  

c r e d i t  information on an open-end c r e d i t  plan before  a u th o r iz in g  a d d i t i o n a l  

c r e d i t  ex ten s io n s ,  they may not undertake  a c t i v i t i e s  such as req u i r in g  a new 

a p p l i c a t i o n  f o r  each a d d i t io n a l  c r e d i t  e x tens ion ,  without  j eo p a rd iz in g  a program's  

s t a t u s  as an open-end c r e d i t  plan .

SECTION 226.4 - -  Finance Charge 

4 (a )  D e f in i t i o n

The f i r s t  sentence of comment 4 ( a ) -3 would be rev ised  t o  c l a r i f y  

which charges by t h i r d  p a r t i e s  a re  excluded from th e  f inance  charge.  The 

re v i s io n  makes c l e a r  t h a t ,  in o rder  t o  be excluded,  th e  charge must be imposed 

on the  consumer r a t h e r  than the  c r e d i t o r  and the  c r e d i t o r  must not r e t a i n  

t h e  charge.
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SUBPART B - Open-End Credi t  

SECTION 226.7 — Per iod ic  Statement  

7(h) Other Charges

Comment 7 (h )-4 would be added t o  make c l e a r  t h a t ,  in d i s c l o s in g  

“o ther  charges"  on the  p e r io d ic  s ta t em en t ,  c r e d i t o r s  have th e  f l e x i b i l i t y  t o  

d i s c l o s e  them i n d iv id u a l ly  or  as a t o t a l ,  as long as th e  charges  are  s t i l l  

i temized and i d e n t i f i e d  by type .

SECTION 226.9 - -  Subsequent D isc losu re  Requirements 

9(d)  Finance Charge Imposed a t  Time of Transac t ion

Comment 9 ( d ) - l  would be t o t a l l y  r e w r i t t en  s ince  t h e  ban on c r e d i t  

card surcharges exp ired  on February 27, 1984. Revised comment 9 ( d ) - l  would 

make c l e a r  t h a t  a f inance charge,  such as a c r e d i t  card surcharge ,  imposed by a 

person o the r  than the  card i s s u e r  f o r  using a c r e d i t  ca rd ,  must be d i s c l o s e d  

t o  consumers p r i o r  t o  t h e i r  being committed t o  purchasing property or s e r v i c e s ,  

in  o rder  t o  s a t i s f y  t h e  § 226 .9(d ) (1 )  requirement  t h a t  the  amount of t h a t  

f inance  charge be d i s c lo sed  p r i o r  t o  i t s  impos i t ion .  For example, th e  charge 

must be d i s c lo se d  t o  th e  consumer p r i o r  t o  th e  consumer's  having d in ner  a t  a 

r e s t a u r a n t ,  or s t ay in g  overn igh t  a t  a h o t e l .

SECTION 226.12 - -  Special  Cred i t  Card Prov is ions  

12(a) Issuance of C red i t  Cards 

Paragraph 12(a )(1)

Comment 1 2 ( a ) (1 ) -8  would be added t o  make c l e a r  t h a t  card i s s u e r s

may i s s u e ,  without  a s p e c i f i c  reques t  from the  consumer, a personal  i d e n t i f i c a ­

t i o n  number (PIN) t o  e x i s t i n g  ca r d h o ld e r s ,  provided th e  PIN cannot be used by 

i t s e l f  t o  ob ta in  c r e d i t .  This i n t e r p r e t a t i o n  d i f f e r s  from a proposed i n t e r p r e ­

t a t i o n  under Regulat ion E t h a t  p r o h i b i t s  such PIN is suance .  The d i f f e r e n t
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t r ea tm en t  i s  based on th e  d e f i n i t i o n  of an access  device in Regulat ion E.

Under Regulat ion E a PIN i s  an access  device in a l l  c a se s ,  even when i t  cannot 

be used alone t o  i n i t i a t e  an EFT; in c o n t r a s t ,  a PIN is sued  t o  e x i s t i n g  c a r d ­

ho lders  t h a t  cannot be used by i t s e l f  t o  ob ta in  c r e d i t  i s  not a c r e d i t  card 

under Regulation Z. The ru le  regarding  access  devices  i s  more r e s t r i c t i v e  

in p a r t  because of the  consumer's p o t e n t i a l l y  g r e a t e r  r i s k .  See Quest ion 5-4 .5  

in the  proposed update t o  the  o f f i c i a l  s t a f f  commentary t o  Regulat ion E 

(publ i shed elsewhere in t h i s  Federal R eg i s te r  i s s u e ) .

SECTION 226.15 - -  Right of Resciss ion  

15(a) Consumer's Right t o  Rescind 

Paragraph 15(a )(1)

Comment 1 5 ( a ) ( 1 ) -2 would be rev ised  to  r e f l e c t  the  amendment t o  the  

Truth in  Lending Act in  Pub. L. 98-479 which permanently exempts from th e  r i g h t  

of  r e s c i s s io n  ind iv idua l  t r a n s a c t i o n s  made on an open-end l i n e  of  c r e d i t  in 

accordance with a p rev ious ly  e s t a b l i s h e d  c r e d i t  l i m i t .

References

Reference t o  § 205 of  Pub. L. 98-479 would be added t o  th e  References 

s e c t io n  t o  r e f l e c t  th e  permanent exemption from the  r i g h t  of r e s c i s s i o n  f o r  

ind iv idua l  c r e d i t  ex tensions  made on an open-end c r e d i t  l i n e .

SUBPART C - CLOSED-END CREDIT

SECTION 226.17 — General D isc lo su re  Requirements

17(a)  Form of  Disclosures

Paragraph 17(a )(1)

The l a s t  example in comment 1 7 ( a ) (1) -5 regard ing  due -on-sa le  c lauses  

would be d e le ted  c o n s i s t e n t  with th e  proposed change in p o s i t i o n  in comment 

1 8 ( q ) - l .
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SECTION 226.18 - -  Content of  Disc lo sure s  

18(f )  Variab le  Rate

Comment 1 8 ( f ) -5 would be rev is ed  t o  add recen t  fe de ra l  a d j u s t a b l e  r a t e  

mortgage r e g u la t io n s  t o  the  l i s t  of v a r i a b l e  r a t e  r e g u la t io n s  f o r  which f o o tn o te  

43 t o  sec t io n  226 .18(f )  may be used. Under th e  proposa l ,  c r e d i t o r s  making 

d i s c l o su re s  in  accord with th e  ru le s  is sued by th e  Department of  Housing and 

Urban Development (49 FR 23580) need not make th e  v a r i a b le  r a t e  d i s c l o su re s  

requ ired  by s e c t io n  2 2 6 .1 8 ( f ) .

Comment 1 8 ( f ) -5  would a l so  be rev is ed  t o  r e f l e c t  a new c i t a t i o n  to  

the  v a r i a b le  r a t e  r eg u la t io n  of th e  Federal  Home Loan Bank Board. The r e v i s io n  

i s  t e chn ica l  and r e f l e c t s  no su b s t a n t iv e  change in th e  comment.

Comment 18( f )-8 would be rev i sed  to  c l a r i f y  the  a p p l i c a t i o n  of t h e  

d i scounted  v a r i a b l e  r a t e  ru le s  t o  two types  of v a r i a b le  r a t e  t r a n s a c t i o n s .

F i r s t ,  a paragraph would be added t o  exp la in  t h a t  t r a n s a c t i o n s  in which th e  

only d i f f e r e n c e  between th e  i n i t i a l  r a t e  and th e  index r a t e  a t  consummation 

r e s u l t s  from a change in th e  index are  not d iscounted t r a n s a c t i o n s .  Second, 

m a te r ia l  would be added t o  address  plans t h a t  have a b u i l t - i n  delay between 

index changes and implementation of those  changes.  In c a l c u l a t i n g  a composite 

annual percentage r a t e  f o r  th e se  p l a n s ,  c r e d i t o r s  may use an index value p r i o r  

t o  consummation as long as i t  i n co rpo ra te s  th e  same delay used fo r  l a t e r  r a t e  

ad ju s tm en t s .

18(k) Prepayment

Comment 18(k) -2 would be rev i sed  t o  d e l e t e  th e  example regarding 

s tuden t  loans with loan f e e s ,  in o rde r  t o  make the  comment more c o n s i s t e n t  with 

comment 18(k) -3 .  Comment 18(k)-2  i l l u s t r a t e s  t r a n s a c t i o n s  t h a t  may re q u i re  

d i s c l o s u r e s  under both s e c t io n  226 .18(k ) ( 1 ) ,  rega rd ing  p e n a l t i e s  f o r  prepayment
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of s imple i n t e r e s t  t r a n s a c t i o n s ,  and s e c t io n  226.18(k ) ( 2 ) ,  regarding re b a te s  

f o r  prepayment of precomputed t r a n s a c t i o n s .  Comment 18(k )-3 c l a r i f i e s  t h a t  

prepaid f inance  charges do not req u i re  reba te  d i s c l o s u r e s .  Since loan fees  in 

s tuden t  loans a re  normally prepa id f inance  charges ,  th e  cont inued use of t h a t  

type of t r a n s a c t i o n  as an example of a loan req u i r in g  a re ba te  d i s c l o s u r e  

i s  i n a p p ro p r i a t e  and may cause confus ion .  The d e l e t i o n  of th e  example i s  a 

t e chn ica l  rev i s io n  and does not a f f e c t  the  substance of e i t h e r  comment.

18(q) Assumption Pol icy

The substance  of comment 18( q )-1 would be d e le t ed  and replaced  by a 

new p rov is ion  which reverses  the  ru le  on assumption po l i cy  d i s c l o s u r e .  When 

u n c e r t a i n ty  e x i s t s  as t o  the  a ssumabil i ty  of the o b l i g a t i o n ,  a negat ive  r a t h e r  

than a f f i r m a t iv e  d i s c l o s u r e  would be r e q u i r e d .  I t  i s  be l ieved  t h a t  under such 

c ir cumstances ,  a nega t ive  d i s c l o su r e  would be le s s  mis leading t o  consumers.

Since t h i s  change would reverse  the  c u r r e n t  p o s i t i o n  on assumption d i s c l o s u r e s ,  

i t  would be app l ied  p r o s p e c t i v e l y .

SECTION 226.23 - -  Right of Resc iss ion  

23( f )  Exempt Transac t ions

Comment 2 3 ( f ) - 8  would be added to  c l a r i f y  th e  a p p l i c a t i o n  of the  

r i g h t  of r e s c i s s i o n  to  c losed-end c r e d i t  t r a n s a c t i o n s  a r i s i n g  from the  conversion 

of  an open-end c r e d i t  account .  Where consummation of both the  c losed-end and 

open-end c r e d i t  occurs a t  th e  t ime the  consumer e n t e r s  i n to  the  open-end 

agreement ,  t h e  closed-end d i s c l o s u r e s  may be delayed u n t i l  conversion,  as 

provided by comment 17(b ) -2 .  Proposed comment 23( f )-8 would make c l e a r  t h a t ,  

i f  th e  c r e d i t o r  has prev ious ly  complied with the  r e s c i s s i o n  requirements  on th e  

open-end account ,  no new r ig h t  of r e s c i s s i o n  a p p l ie s  on the  conversion of an 

account  secured by the  consumer's p r in c ip a l  dwell ing.
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L is t  of Subjec ts  in 12 CFR Part  226

Adver t i s ing ;  Banks, banking; Consumer p r o t e c t i o n ;  C re d i t ;  Federal  

Reserve System; Finance;  P e n a l t i e s ;  Truth in lending.

(3) Text of  r e v i s i o n s > The proposed re v i s io n s  t o  th e  commentary 

(TIL-1, Supplement I t o  12 CFR P a r t  226) read as fol lows:

SUPPLEMENT I -  O f f i c i a l  S t a f f  Commentary - TIL-1 

SUBPART A - General

* * * * *

SECTION 226.2 - -  D e f in i t io n s  and Rules of Const ruct ion  

2(a)  D e f in i t i o n s

* * * * *

2(a)(15)  “Cred i t  Card"

* * * * *

2. Examples. Examples of c r e d i t  cards  in c lu de :

° A card t h a t  guarantees  checks or  s i m i l a r  in s t rum en ts ,  

i f  the  a s s e t  account i s  a l so  t i e d  t o  an o v e rd ra f t  l i n e  

o r  i f  th e  ins trument  d i r e c t l y  accesses  a l i n e  of  c r e d i t  

° A card t h a t  accesses  both a c r e d i t  and an a s s e t  account  

( t h a t  i s ,  a d e b i t - c r e d i t  card)

° An i d e n t i f i c a t i o n  card t h a t  permits  the  consumer t o  d e f e r  

payment on a purchase 

° An i d e n t i f i c a t i o n  card i n d i c a t i n g  loan approval t h a t  i s  

p re sen ted  t o  a merchant or  t o  a l en d e r ,  whether or  not  

t h e  consumer s igns a s ep a ra te  promissory note  f o r  each 

c r e d i t  ex tension
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In c o n t r a s t ,  c r e d i t  card does not inc lude ,  fo r  example [ .  a > :

° A 4  check guarantee or  d eb i t  card with no c r e d i t  f e a t u r e  or 

agreement,  even i f  the c r e d i t o r  occas iona l ly  honors an 

i n a d v e r te n t  o v e r d r a f t f . ]

*° Any card key t h a t  must be used in o rder  t o  gain access  t o  

a wholesale  d i s t r i b u t i o n  f a c i l i t y  t o  ob ta in  petroleum 

products  f o r  business  purposes ,  and the  use of which i s  

requ ired  without  regard t o  payment t e rm s . 4

* * * * *

2 ( a ) (17) "Credi tor"

* ★  * ★  *

Paragraph 2 ( a ) ( 1 7 ) ( i )

* * * * *

► 8 .  Loans from employee savings p la n s .  Some employee savings plans permit  

p a r t i c i p a n t s  to  borrow money up to  a c e r t a i n  percentage  of t h e i r  account 

ba lances .  In such case s ,  th e  numerical t e s t s  should be app l i ed  t o  t h e  plan 

as a whole r a t h e r  than t o  th e  ind iv id ua l  accounts ,  even i f  th e  loan amount 

is  determined by r e fe rence  t o  the  balance in  an ind iv idua l  account and th e  

repayments are  c r e d i t e d  t o  th e  ind iv idua l  a c c o u n t . 4

* * * * *

2 ( a ) (20) "Open-End C red i t "

* * * * *

5. Reusable l i n e . The t o t a l  amount of c r e d i t  t h a t  may be extended during th e  

e x i s t e n c e  of an open-end plan i s  un l imi ted  because a v a i l a b l e  c r e d i t  i s  genera l l y  

re p le n ished  as e a r l i e r  advances a re  r e p a id .  A l i n e  of c r e d i t  i s  s e l f - r e p l e n i s h i n g  

even though th e  plan i t s e l f  has a f i xed  e x p i r a t i o n  d a te ,  as long as during the  

p l a n ' s  e x i s t en c e  th e  consumer may use the  l i n e ,  repay,  and reuse th e  c r e d i t
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[without  s p e c i f i c  approval f o r  each ex tens ion  (beyond v e r i f i c a t i o n ,  f o r  example, 

o f j  ¥. The c r e d i t o r  may v e r i fy  * c r e d i t  information such as the  consumer's 

continued income and employment s t a t u s  or CofJ information  f o r  s e c u r i t y  purposes 

[)J. This c r i t e r i o n  of un l imited  c r e d i t  d i s t i n g u i s h e s  open-end c r e d i t  from a 

s e r i e s  of advances made pursuant t o  a c losed-end c r e d i t  loan commitment.***

* * * * *

SECTION 226.4 - -  Finance Charge

* * * * *

4(a)  D ef in i t ion

* * * * *

3. Charges by t h i r d  p a r t i e s . Charges imposed by someone o th e r  than the  c r e d i t o r  

f o r  s e rv ice s  t h a t  are  not requ ired  by the c r e d i t o r  a re  not f inance  charges* ,  

provided the  charges a re  imposed on the consumer r a t h e r  than on the c r e d i t o r  

by the  t h i r d  p a r t y ,  and th e  c r e d i t o r  does not r e t a i n  t h e  charge*.

For example:

° A fee  charged by a loan broker  t o  a consumer, provided th e  c r e d i t o r

does not requ i re  the  use of a broker  (even i f  the  c r e d i t o r  knows

of the  loan b r o k e r ' s  involvement or compensates the  broker)  

o A tax  imposed by a s t a t e  or o th e r  governmental body on th e  c r e d i t

t r a n s a c t i o n  t h a t  i s  payable  by th e  consumer (even i f  the  t a x  is

c o l l e c t e d  by the  c r e d i t o r )

* * * * *

SUBPART B - OPEN-END CREDIT

* * * * *

SECTION 226.7 - -  P e r iod ic  Statement

* * * * *
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* * * * *

SECTION 226.7 — Per iod ic  Statement

* * * * *

7(h) Other Charges

* * * * *

► 4 .  I te m iz a t ion  - -  types of "o ther  charges11. Each type of "othe r  charge" 

(such as l a t e  payment charges ,  o v e r - t h e - c r e d i t - 1 i m i t  charges ,  ATM fees  t h a t  are  

not f inance  charges,  and membership f e e s )  imposed during the  cycle  must be 

s ep a ra t e ly  i t emized ;  f o r  example, d i s c l o s u r e  of only a t o t a l  of  "o ther  charges"  

a t t r i b u t a b l e  t o  both an o v e r - t h e - c r e d i t - 1 i m i t  charge and a l a t e  payment charge 

would not be p e rm is s ib le .  "Other charges"  of the  same type may be d i s c lo se d ,  

however, i n d iv id u a l ly  or as a t o t a l .  For example, t h r e e  ATM fees  of  $1 may be 

l i s t e d  s ep a ra t e ly  or  as $3 .«

* * * * *

SECTION 226.9 - -  Subsequent Disclosure  Requirements

* * * * *

9(d) Finance Charge Imposed a t  Time of  Transact ion

1. fBan on c r e d i t  card s u r c h a r g e s . 15 USC 1666f provides  t h a t  u n t i l  

February 27, 1984, no s e l l e r  in any s a l e s  t r a n s a c t i o n  may impose 

a su rcharge on a cardholder  who e l e c t s  t o  use a c r e d i t  card in s tead  

of paying by cash,  check, or  s i m i l a r  means. ]  ►  Disc lo sure  p r i o r  t o  im pos i t ion .  

The requirement t h a t  th e  amount of a f inance  charge imposed a t  t h e  t ime of 

honoring a consumer's  c r e d i t  card be d i s c lo se d  p r i o r  t o  i t s  imposi t ion re q u i re s  

a person imposing such a c r e d i t  card surcharge t o  d i s c l o s e  i t s  e x i s t ence  

p r i o r  t o  the  consumer's becoming o b l ig a te d  t o  purchase p roperty  or s e r v i c e s . 4
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* * * * *

12(a) Issuance of  Credi t  Cards 

Paragraph 1 2 ( a ) ( 1 )

* * * * *

► 8 .  U nso l ic i ted  is suance of PINs. A card i s s u e r  may is sue  t o  e x i s t i n g  c r e d i t  

c a rdho lde r s ,  without  a s p e c i f i c  r e q u e s t ,  personal i d e n t i f i c a t i o n  numbers (PINs),  

thus al lowing consumers t o  use t h e i r  e x i s t i n g  c r e d i t  cards  a t  automated t e l l e r  

machines, provided the  PINs cannot be used alone to  ob ta in  c r e d i t . 4

* * * * *

SECTION 226.15 - -  Right of Resc iss ion

* * * * *

15(a) Consumer's Right t o  Rescind 

Paragraph 15(a )(1)

* * * * *

2. Excep t ions . Although the  consumer genera l ly  has the  r i g h t  t o  re sc in d  with 

each t r a n s a c t i o n  on the  account ,  s ec t io n  125(e) of the  ac t  provides an except ion:  

[ u n t i l  September 30, 1985,]  the c r e d i t o r  need not provide th e  r i g h t  t o  re sc ind  

a t  t h e  time of  each c r e d i t  ex tension  made under an open-end c r e d i t  plan secured 

by the consumer's p r in c ip a l  dwell ing to  the ex ten t  t h a t  the c r e d i t  extended i s  

in  accordance with a prev ious ly  e s t a b l i s h e d  c r e d i t  l i m i t  f o r  th e  p lan .  This 

l im i ted  r e s c i s s i o n  opt ion i s  a v a i l a b l e  whether or not the  plan e x i s t e d  p r i o r  t o  

t h e  e f f e c t i v e  da te  of the a c t .  [The consumer w i l l  have th e  r i g h t  t o  re sc ind  

each ex tens ion made a f t e r  September 30, 1985 under such a secured open-end 

c r e d i t  plan ,  whether  t h a t  plan was e s t a b l i s h e d  before  or a f t e r  t h a t  d a t e . J

SECTION 226.12 - -  Special Credi t  Card Provis ions

* * * * *
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References

S t a t u t e : §§ 113,125, [and]*^* 130 ►  , and th e  Housing and Community Development

Technical Amendments Act o f  1984, (Sec. 205, Pub. L. 98-479)*

* * * * *

1981 Changes: Sect ion 226.15 r e f l e c t s  the  s t a t u t o r y  amendments of  1980, p r o ­

viding fo r  a l im i ted  r i g h t  of r e s c i s s io n  [ f o r  a t h r e e - y e a r  t r i a l  p e r iod ]  when 

ind iv idua l  c r e d i t  ex tensions  are  made in accordance with a prev ious ly  e s t a b l i s h e d '  

c r e d i t  l im i t  f o r  an open-end c r e d i t  p lan .  ►The  1980 amendments provided t h a t  

t h i s  l im i ted  r e s c i s s io n  r i g h t  be a v a i l a b l e  f o r  a t h r e e - y e a r  t r i a l  p e r io d .

However, Pub. L. 98-479 now permanently exempts such ind iv idua l  c r e d i t  ex tensions  

from the  r i g h t  of r e s c i s s io n .* * * *

* * * * *

SUBPART C - CLOSED-END CREDIT

SECTION 226.17 — General D isc lo su re  Requirements

17(a) Form of  Disclosure

* * * * *

Paragraph 17(a) (1)

* * * * *

5. D i rec t ly  r e l a t e d . The seg rega ted  d i s c l o s u r e s  may, a t  the  c r e d i t o r ' s  o p t io n ,  

in c lu de  any information t h a t  i s  d i r e c t l y  r e l a t e d  t o  those  d i s c l o s u r e s .  D i re c t ly  

r e l a t e d  information in c lu d e s ,  f o r  example, the  fol lowing:***

C° A s ta tement  t h a t  a due-on-sa le  c lause  i s  conta ined in th e  loan document. 

For example, the  d i s c l o s u r e  given under s ec t io n  226.18(q)  may s t a t e ,  

"Someone buying your  home may, su b jec t  t o  cond i t ions  in the  due -on-sa le  

c lause  conta ined  in th e  loan document, assume th e  remainder of the  

mortgage on the  o r ig i n a l  t e r m s . " J

* * * * *
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* * * * *

18(f )  Var iab le  Rate

* * * * *

5. Other v a r i a b l e - r a t e  r e g u l a t i o n s . Transact ions  in which the  c r e d i t o r  i s  

requ ired  t o  comply with and has complied with v a r i a b l e - r a t e  reg u la t io n s  of 

o the r  federa l  agencies a re  exempt from the requirements  of s e c t io n  2 2 6 .1 8 ( f ) ,  

by v i r t u e  of foo tno te  43.  Those v a r i a b l e - r a t e  r e g u la t io n s  include th e  a d ju s t a b l e  

mortgage loan instrument  r eg u la t io n  issued  by the  Federal  Home Loan Bank Board 

► ( 1 2  CFR 5 4 5 .3 3 ) ,«  [ (12 CFR 545. 6 - 2 ( a )) and] t h e  a d j u s t a b l e - r a t e  mortgage 

regu la t io n  issued by th e  Comptrol ler  of th e  Currency (12 CFR 29) *and th e  

a d j u s t a b l e - r a t e  mortgage r e g u la t io n s  is sued by the  Department of Housing and 

Urban Development (24 CFR 203 and 24 CFR 234)4.  The except ion in foo tno te  43 

i s  a l so  a v a i l a b l e  t o  c r e d i t o r s  t h a t  a re  required by s t a t e  law to  comply with 

the  federa l  v a r i a b l e - r a t e  reg u la t io n s  noted above and to  c r e d i t o r s  t h a t  a re  

au thor ized  by t i t l e  VIII of  the  Deposi tory I n s t i t u t i o n s  Act of 1982 (Pub. L. 

97-320) t o  make loans in accordance with those r e g u l a t i o n s .  C red i to rs  using 

t h i s  excep t ion should comply with the  t iming requirements  of those  reg u la t io n s  

r a t h e r  than th e  t iming requirements of Regulat ion Z in making the  v a r i a b l e - r a t e  

d i s c l o s u r e s .

* * * * *

8. Discounted v a r i a b l e - r a t e  t r a n s a c t i o n s . In some v a r i a b l e - r a t e  t r a n s a c t i o n s ,  

c r e d i t o r s  may s e t  an i n i t i a l  i n t e r e s t  r a t e  t h a t  i s  not determined by the  index 

or formula used t o  make l a t e r  i n t e r e s t  r a t e  ad ju s tm en t s .  T y p ica l ly ,  t h i s  

i n i t i a l  r a t e  i s  lower than th e  r a t e  would be i f  i t  were c a l c u l a t e d  using th e  

index or formula.  For example, a c r e d i t o r  may c a l c u l a t e  i n t e r e s t  r a t e s  according 

t o  a formula using th e  six-month Treasury b i l l  r a t e  plus  a 2 percen t  margin.

If  the cu r r e n t  Treasury b i l l  r a t e  i s  10 p e rc en t ,  th e  c r e d i t o r  may forego th e  2

SECTION 226.18 - -  Content of D isc losures
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percent  spread and charge only 10 percen t  fo r  a l im i ted  t ime,  in s t e ad  of s e t t i n g  

an i n i t i a l  r a t e  of 12 p e rc en t .

o When c r e d i t o r s  use an i n i t i a l  r a t e  t h a t  is  not c a l c u l a t e d  using the  

index or  formula f o r  l a t e r  r a t e  ad justmen ts ,  the  d i s c l o su re s  should 

r e f l e c t  a composite annual percentage r a t e  based on the  i n i t i a l  r a t e  f o r  

as long as i t  i s  app l ied and, fo r  th e  remainder of the  term, th e  r a t e  

t h a t  would have been appl ied using the  index or formula a t  the  t ime of 

consummation. H h e  r a t e  a t  consummation need not be used i f  a c o n t r a c t  

provides  f o r  a delay in the  implementation of changes in an index va lue .  

For example, i f  the  co n t ra c t  s p e c i f i e s  t h a t  payment changes are  based on

the  index value in e f f e c t  45 days before  the change d a te ,  c r e d i t o r s  may

use the  index value 45 days before  consummation in c a l c u l a t i n g  a composite 

annual pe rcentage r a t e . *  

o The e f f e c t  of the  m u l t ip le  r a t e s  must a l so  be r e f l e c t e d  in the  c a l c u l a t i o n  

and d i s c l o s u r e  of the  f inance charge,  t o t a l  of payments, and payment 

schedule .

° I f  a loan con ta in s  a r a t e  or payment cap t h a t  would prevent  the  i n i t i a l  

r a t e  or  payment, a t  th e  t ime of the  f i r s t  adjustment ,  from changing to  

the  r a t e  determined by the  index or formula a t  consummation, the  e f f e c t  

of  t h a t  r a t e  or payment cap should be r e f l e c t e d  in the  d i s c l o s u r e s .

° Because th e se  t r a n s a c t i o n s  involve i r r e g u l a r  payment amounts, an annual 

pe rcen tage  r a t e  t o l e r a n c e  of 1/4 of  1 pe rcen t  a p p l i e s ,  in accordance

with s e c t io n  226 .22(a )(3)  of the  r e g u l a t i o n .

° Examples of di scounted v a r i a b l e - r a t e  t r a n s a c t i o n s  include:

- -  A 30-year  loan f o r  $100,000 with no prepa id f inance  charges and ra t e s  

determined by th e  Treasury b i l l  r a t e  plus  2 p e r c e n t .  Rate and payment 

adjustments  are  made annua l ly .  Although th e  Treasury b i l l  r a t e  a t
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the  t ime of consummation i s  10 p e rcen t ,  the  c r e d i t o r  s e t s  the  r a t e  

f o r  one y e a r  a t  9 p e rc en t ,  i n s tead  of  12 percen t  according to  the  

formula.  The d i s c l o su re s  should r e f l e c t  a composite annual percen tage  

r a t e  of 11.63 percen t  based on 9 percen t  f o r  one y e a r  and 12 percen t  

f o r  29 y e a r s .  R ef lec t ing  those  two r a t e  l e v e l s ,  the  payment schedule  

should show 12 payments of $804.62 and 348 payments of $1,025.31.

The f inance  charge should be $226,463.32 and the  t o t a l  of payments 

$366,463.32.

- -  Same loan as above, except  with a 2 percen t  r a t e  cap on p e r io d ic  

ad ju s tmen ts .  The d i s c l o su re s  should r e f l e c t  a composite annual 

pe rcen tage  r a t e  of 11.53 percen t  based on 9 pe rcen t  f o r  th e  f i r s t  

y e a r ,  11 percen t  f o r  th e  second y e a r ,  and 12 percen t  f o r  the  remaining 

28 y e a r s .  R e f l e c t i n g  those  th re e  r a t e  l e v e l s ,  the payment schedule  

should show 12 payments of $804.62, 12 payments of $950.09, and 336 

payments of $1,024 .34.  The f inance charge should be $265,234.76,  and 

the t o t a l  of payments $365,234.76.

►T h i s  paragraph does not apply t o  v a r i a b l e - r a t e  loans in which the  i n i t i a l  

r a t e  i s  s e t  according to  th e  index or  formula used f o r  l a t e r  ad jus tments ,  

but i s  not s e t  a t  the  value of th e  index or  formula a t  consummation.

For example, i f  a c r e d i t o r  commits t o  an i n i t i a l  r a t e  based on the  formula 

on a da te  p r i o r  t o  consummation, but the  index has moved during  the  per iod 

between t h a t  t ime and consummation, a c r e d i t o r  may base i t s  d i s c l o s u r e s  

on th e  i n i t i a l  r a t e . *

* * * * *

18(k) Prepayment

* * * * *
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2. Rebate -penal ty  d i s c l o s u r e . A s in g l e  t r a n s a c t i o n  may involve both a 

precomputed f inance  charge and a f inance  charge computed by a p p l i c a t io n  of a 

r a t e  t o  the  unpaid balance (for  example, [ s i m p l e - i n t e r e s t  s tuden t  loans with 

loan fees  ancQ mortgages with mortgage-guarantee in su ra n ce ) .  In these  case s ,  

d i s c lo su re s  about both prepayment reba tes  and p e n a l t i e s  a re  r e q u i r e d .  Sample 

form H-15 in appendix H i l l u s t r a t e s  a mortgage t r a n s a c t i o n  in  which both reba te  

and penal ty  d i s c lo su re s  are  necessa ry .

* * * * *

18(q) Assumption Policy

1. Pol icy s t a t e m e n t . [Because a c r e d i t o r ' s  assumption pol i cy  may be based on a 

va r ie ty  of c i rcumstances not determinable  a t  the t ime the  d i s c l o su r e  is  made, 

th e  c r e d i t o r  may use phrases  such as " sub jec t  t o  cond i t io ns"  or  "under c e r t a i n  

c i rcumstances"  in complying with s e c t io n  226.18(q ).  The prov is ion  r eq u i re s  

only t h a t  the  consumer be t o l d  whether or not a subsequent purchase r  might be 

allowed to  assume the  o b l ig a t io n  on i t s  o r ig i n a l  terms and does not contemplate  

any explanat ion  of th e  c r i t e r i a  or  cond i t io ns  f o r  a s s u m a b i l i ty .  However, the  

c r e d i t o r  may s t a t e  t h a t  a due-on-sa le  c la use  is  conta ined  in the loan document. 

(See comment 17(a) ( l ) - 5  regard ing  d i r e c t l y  r e l a t e d  in fo rmation. )) )  Mn making 

the  d i s c l o s u r e  required  by t h i s  s e c t i o n ,  i f  u n c e r t a i n ty  e x i s t s  as t o  whether a 

subsequent purchase r  w i l l  be allowed to  assume th e  o b l ig a t io n  on i t s  o r ig i n a l  

te rms ,  the  c r e d i t o r  should s t a t e  t h a t  the  o b l ig a t io n  cannot be assumed on i t s  

o r ig i n a l  te rms .  For example, i f  t h e  o b l ig a t io n  i s  s u b jec t  t o  a due-on-sa le  

c l au se ,  i t  i s  viewed as being nonassumable f o r  purposes of complying with t h i s  

s e c t i o n .  However, i f  the  only u n c e r t a in ty  p e r t a i n s  t o  a de te rmina t ion of  the  

c red i tw o r th in e s s  of the  subsequent pu rchase r ,  the  o b l ig a t io n  i s  viewed as being 

assumable and an a f f i r m a t iv e  d i s c l o s u r e  i s  a p p r o p r i a t e . 4
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* * * * *

* * * * *

23(f )  Exempt Transact ions

* * * * *

► 8 .  Converting open-end t o  c losed-end c r e d i t .  Under c e r t a i n  s t a t e  laws, consum­

mation of a c losed-end c r e d i t  t r a n s a c t i o n  may occur a t  th e  t ime a consumer 

e n te r s  i n to  the  i n i t i a l  open-end c r e d i t  agreement .  As provided in th e  commentary 

t o  s ec t io n  226.17(b) ,  c losed-end c r e d i t  d i s c l o su r e s  may be delayed under these  

circumstances u n t i l  the  conversion of th e  open-end account t o  a c losed-end 

t r a n s a c t i o n .  In accounts  secured by the  consumer's p r in c ip a l  dwel l ing,  no new 

r ig h t  of r e s c i s s io n  a r i s e s  a t  the  t ime of conversion,  assuming t h a t  the  r i g h t  

of  r e s c i s s io n  was prev io us ly  provided on th e  open-end account pursuant  t o  

s e c t io n  226 .15.4

* * * * *

Board of  Governors of th e  Federal Reserve System, November 28, 1984.

SECTION 226.23 - -  Right of Resc iss ion

(s igned)  William W. Wiles 
Wi1liam W. Wiles 

Sec re ta ry  of the  Board




