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Proposed Revisions to the 
Official Staff Commentary on Regulation Z 

(Truth in Lending) 

DETAILS

The Board of Governors of the Federal Reserve System has requested public com­
ment on proposed revisions to the Official Staff Commentary on Regulation Z (Truth in Lend­
ing). The commentary applies and interprets the requirements of the regulation.

The proposed revisions:

• address increased rates for credit card accounts triggered by events such as late 
payments or exceeding credit limits;

• provide guidance on “same-as-cash” transactions in open-end plans;

• address how creditors may determine whether credit is an open-end plan or a 
closed-end transaction; and

• discuss issues such as the treatment of annuity costs in reverse mortgage transac­
tions and transaction fees imposed on checking accounts with overdraft protection.

The Board must receive comments by January 20, 1998. Please address comments to 
William W. Wiles, Secretary, Board of Governors of the Federal Reserve System, 20th Street 
and Constitution Avenue, N.W., Washington, DC 20551. All comments should refer to Docket 
No. R-0992.

ROBERT D. McTEER, JR.
P R E S ID E N T  

AND C H IE F  E X E C U T IV E  O FFICER

December 23, 1997

For additional copies, bankers and others are encouraged to use one of the following toll-free numbers in contacting the Federal 
Reserve Bank of Dallas: Dallas Office (800) 333-4460; El Paso Branch Intrastate (800) 592-1631, Interstate (800) 351-1012; 
Houston Branch Intrastate (800) 392-4162, Interstate (800) 221-0363; San Antonio Branch Intrastate (800) 292-5810.

This publication was digitized and made available by the Federal Reserve Bank of Dallas' Historical Library (FedHistory@dal.frb.org)



ATTACHMENT

A copy of the Board’s notice as it appears on pages 64769-75, Vol. 62, No. 236 of 
the Federal Register dated December 9, 1997, is attached.

MORE INFORMATION

For more information regarding Regulation Z, please contact Eugene Coy at (214) 
922-6201. For additional copies of this Bank’s notice, contact the Public Affairs Department at 
(214) 922-5254.

Sincerely yours,
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FEDERAL RESERVE SYSTEM

12CFR Part 226

[Regulation Z; Docket No. R-0992]

Truth in Lending

AGENCY: Board of Governors of the 
Federal Reserve System.

ACTION: P roposed rule; official staff 
in terpretation .

SUMMARY: The Board is publish ing  for 
com m ent p roposed  revisions to the 
official staff com m entary  to Regulation 
Z (Truth in  Lending). The com m entary  
applies and  in terprets the requirem ents 
of Regulation Z. The p roposed  update  
addresses increased  rates for credit card 
accounts triggered by events such  as late

paym ents or exceeding credit lim its. It 
provides guidance on  “ sam e-as-cash” 
transactions in  open-end  plans. It also 
addresses how  creditors m ay determ ine 
w hether credit is an  open-end  p lan  or a 
closed-end  transaction. In add ition , the 
p roposed  upd a te  d iscusses issues such 
as the trea tm en t of annu ity  costs in  
reverse mortgage transactions and  
transaction  fees im posed  on  checking 
accounts w ith  overdraft protection.

DATES: Com m ents m ust be received on 
or before January 20, 1998.

ADDRESSES: Com m ents shou ld  refer to 
Docket No. R -0992, and  m ay be m ailed  
to W illiam  W. Wiles, Secretary, Board of 
Governors of the  Federal Reserve 
System, 20th Street and  Constitu tion  
A venue, N.W., W ashington, DC 20551. 
Com m ents also m ay be delivered to 
Room B-2222 of the Eccles Building 
betw een  8:45 a.m. and  5:15 p.m. 
w eekdays, or to the guard station in  the 
Eccles Building courtyard  on  20th 
Street, N.W. (between C onstitu tion  
A venue an d  C Street) at any time. 
Com m ents m ay be inspected  in  Room 
M P-500 of the  M artin  Building betw een  
9:00 a.m. and  5:00 p.m. weekdays, 
except as p rov ided  in  12 CFR 261.8 of 
the B oard’s Rules Regarding A vailability  
of Information.

FOR FURTHER INFORMATION CONTACT: For
Subparts A and  B (open-end credit),
Jane E. A hrens, Senior A ttorney, or 
Obrea O. Poindexter, Staff A ttorney; for 
Subparts A, C, and  E (closed-end credit 
and  reverse mortgages), Ms. A hrens or 
James A. M ichaels, Senior A ttorney, or 
M ichael E. Hentrel, Staff A ttorney; 
D ivision of C onsum er and  Com m unity  
Affairs, Board of Governors of the 
Federal Reserve System, at (202) 452­
3667 or 452-2412; for users of 
Telecom m unications Device for the  Deaf 
(TDD) only, D iane Jenkins at (202) 452— 
3544.

SUPPLEMENTARY INFORMATION:

I. Background

The purpose of the T ru th  in  Lending 
Act (TILA; 15 U.S.C. 1601 e t seq.) is to 
p rom ote the inform ed use of consum er 
credit by provid ing  for disclosures about 
its term s and  cost. The act requires 
creditors to disclose the cost of cred it as 
a do llar am ount (the finance charge) and 
as an  annua l percentage rate (the APR). 
U niform ity in  cred itors’ disclosures is 
in tended  to assist consum ers in 
com parison shopping. The TILA 
requires additional disclosures for loans 
secured by a consum er’s hom e and  
perm its consum ers to resc ind  certain  
transactions tha t involve the ir p rincipal 
dwelling. The act is im plem ented  by  the 
B oard’s Regulation Z (12 CFR Part 226).

The Board’s official staff com m entary 
(12 CFR Part 226 (Supp. I)) interprets 
the regulation, and  provides guidance to 
creditors in  applying the regulation to 
specific transactions. The com m entary 
is a substitu te  for ind iv idual staff 
in terpretations; it is updated  
period ically  to address significant 
questions tha t arise. The Board expects 
to adopt revisions to the com m entary  in 
final form in M arch 1998; to the extent 
the revisions im pose new  requirem ents 
on creditors, com pliance w ould  be 
optional un til October 1, 1998, the 
effective date for m andatory  
com pliance.

II. Proposed Revisions

Subpart A — General

Section 226.2—Definitions and  Rules of 
C onstruction

2(a) D efin itions

2(a)(2) A dvertisem en t

C om m ent 2(a)(2)-l is revised to 
address com m unications to consum ers 
about existing accounts. In response to 
requests for guidance, the proposed  
com m ent provides exam ples of 
com m unications tha t are and  are not 
advertisem ents.

2(a)(18) D ow npaym ent

Proposed com m ent 2(a)(18)-3 gives 
guidance on how  a creditor discloses 
the dow npaym ent in  a credit sale if a 
trade-in  is involved and  if the am ount 
of the existing lien on the trade-in 
exceeds its value. The com m ent clarifies 
tha t creditors shou ld  d isclose zero and 
no t a negative am ount.

2(a)(20) O pen-end  Credit

The Board has been asked by 
A ttorneys General of several states to 
p rov ide additiona l guidance concerning 
how  to determ ine w hether credit is an 
open-end p lan  or a closed-end 
transaction. The A ttorneys General are 
concerned  tha t some retailers selling 
big-ticket item s have established 
questionable “revolving charge 
accoun ts” to finance the purchase of 
such items, resulting in  consum ers 
making major purchases w ithout 
adequate inform ation about the true cost 
of the transactions. P roposed com m ent 
2(a)(20)-3 inc ludes factors that 
creditors, particularly  those engaged in 
credit sales, shou ld  consider in 
determ ining the difference betw een  an 
open-end p lan  and  a closed-end 
transaction. P roposed com m ent 
2(a)(20)-5 clarifies w hen  a line of credit 
is no t self-replenishing.
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2(a)(24) R esiden tia l M ortgage 
Transaction

C om m ent 2(a)(24)-5 is revised  for 
clarity. No substan tive change is 
in tended .

P roposed com m ent 2(a)(24)-7 clarifies 
that the defin ition  of a residen tia l 
mortgage transaction  inc ludes a loan for 
financing the  construc tion  of a p rim ary 
dw elling  on land  already ow ned  by the 
consum er.

Section 226.4—F inance Charge 

4(a) D efinition

4(a)(2) Specia l Rule: Closing A gen t 
Charges

C om m ent 4(a)(2)—2 is revised  to 
address charges to conduct a closing for 
a real estate-secured transaction. 
Creditors m ay exclude from the finance 
charge a lum p-sum  settlem ent or closing 
fee that inc ludes a charge for conducting  
or attending  a closing if the lum p-sum  
fee is prim arily  for services listed  in 
§ 226.4(c)(7), even if the  lum p-sum  fee 
inc ludes inc iden tal costs for services 
tha t are o therw ise considered  finance 
charges. The com m ent clarifies that 
charges for conducting  or a ttending the 
closing are finance charges and  m ay not 
be exc luded  from the finance charge 
un less the charge is inc iden ta l to the 
lum p-sum  fee.

4(b) E xam ples o f  F inance Charges 

Paragraph 4(b)(2)

Com m ent 4(b)(2)—1 is revised to 
clarify tha t a service charge on  a 
checking or o ther transaction  account 
w ith  a cred it feature is a finance charge 
on ly  if the charge on the account 
exceeds the  charge for a sim ilar account 
w ithou t a credit feature.

4(d) Insurance

C om m ent 4(d)—11 is revised  for 
clarification. U nder § 226.4(d), am ounts 
pa id  for insurance or deb t cancellation  
coverage m ay be exc luded  from the 
finance charge if the  cred itor discloses 
the  fee or p rem ium  for the in itia l term  
of coverage, am ong o ther conditions. 
Com m ent 4 ( d ) - l l  contains exam ples of 
w h a t constitu tes the in itia l term  of 
coverage, and  also gives creditors, in 
certain  circum stances, the  op tion  of 
provid ing  the  cost d isc losure for one 
year of coverage if it is clearly labeled 
as such.

The p roposed  rev ision  clarifies tha t 
the in itia l term  of coverage is based on 
the period  tha t the  insu rer or cred ito r is 
in itia lly  obligated to provide. It also 
clarifies tha t the  fact tha t a consum er is 
perm itted  to cancel the coverage at any 
tim e does no t signify tha t creditor m ay 
treat the  in itia l term  of coverage for

purposes of th is regulation  as the period  
covered by the consum er’s first 
paym ent. W here the fee or p rem ium  for 
the coverage is assessed periodically  
and  the  consum er is u n d er no  obligation 
to con tinue m aking the paym ents, 
creditors have the op tion  of providing 
disclosures on the  basis of one year of 
coverage. Creditors also have th is  op tion 
if the in itia l term  of the insurance is no t 
clear.

Subpart B— O pen-end  Credit

Section 226.5a— Credit and  Charge Card 
A pplications and  Solicitations

5a(b) R equired D isclosures

5a(b)( 1) A n n u a l Percentage Rate

P roposed com m ent 5a(b)(l)-7  clarifies 
tha t if the  APR w ill increase up o n  a 
stated  event (such as the consum er’s 
m aking a late paym ent or exceeding the 
credit limit), the card issuer m ust 
d isclose the increased rate, along w ith  
the cond ition  for increasing the rate. 
P roviding only a general descrip tion  of 
the  condition , such  as stating tha t the 
rate w ill increase if  the consum er “ fails 
to rem ain  in  good s tand ing ,” is no t an 
adequate description.

5a(b)(9) L ate-P aym ent Fee

Proposed com m ent 5a(b)(9)-2 
addresses cross references to the APR 
d isclosure required  u n d e r  § 226.5a(b)(l), 
w here the APR w ill increase due to a 
late paym ent.

5a(b)(10) O ver-the-Lim it Fee

P roposed com m ent 5a(b)(10)-2 
addresses cross references to the  APR 
disclosure required  u n d e r  § 226.5a(b)(l), 
w here the APR w ill increase if the credit 
lim it is exceeded.

Section 226.6—Initial D isclosure 
S tatem ent

6(a) F inance Charge

6(a)(2) A n n u a l Percentage Rate

Proposed com m ent 6 (a)(2)-ll clarifies 
tha t if  the APR w ill increase u p o n  a 
stated  event (such as the  consum er’s 
m aking a late paym ent or exceeding the 
credit limit), the  card issuer m ust 
inc lude  the  increased rate in  the 
d isclosures requ ired  u n d er § 226.6(a)(2), 
along w ith  the  cond ition  that w ill 
trigger the increase.

Section 226.7—Periodic S tatem ent

Some creditors offer open-end plans 
w ith  a deferred paym ent feature tha t 
allow s consum ers to avoid finance 
charges if  the purchase  balance is paid  
by a certain  date. A n exam ple of these 
“ sam e as cash” features w ou ld  perm it a 
consum er purchasing  a $500 item  in  
January to avoid any finance charge on

the  purchase  if the $500 balance is paid  
by M arch 31. P roposed com m ent 7-3 
gives guidance on same-as-cash 
transactions. To ease com pliance, three 
cross-references to the proposed 
com m ent are added  to provisions of 
§ 226.7 addressing  balances to w hich 
periodic rates are applied , the  am ount of 
the finance charge, and  free-ride 
periods. Com m ent is requested  on 
w hether to add  a sim ilar cross-reference 
u n d er § 226.5(b)(2), w h ich  addresses the 
tim ing of period ic statem ents for open- 
end p lans offering free-ride periods.

Section 226.14—D eterm ination of 
A nnual Percentage Rate

14(c) A n n u a l Percentage R ate fo r  
Periodic S ta tem en ts

Revisions to two com m ents are 
proposed. Com m ent 14(c)—5 addresses 
the calculation  of the APRs for 
m ultifeatured p lans that charge 
transaction fees in  add ition  to periodic 
rates. In response to requests for 
guidance, the com m ent clarifies that 
creditors m ay separately  consider each 
feature in  calculating the denom inator.

M ultifeatured p lans are defined to 
inc lude p lans w ith  features such as 
purchases, cash advances, or overdraft 
checking, or p lans w ith  groups of 
transactions w ith  different pricing 
structures. (See com m ent 7-1). Creditors 
m ay disclose APRs separately for each 
feature or m ay state a com posite APR for 
the w hole plan. Som e creditors offer 
cash advances w ith  fees that vary if the 
cash advance is obtained by check, at a 
p roprie tary  ATM, or at a foreign 
financial institu tion . They treat each fee 
structure as a “ feature .” A ppendix  F 
gives instruc tions for calculating the 
APR w h en  the  finance charge includes 
in terest an d  transaction  fees. A ppendix  
F requires creditors to include in the 
denom inator: (1) the  balance subject to 
a transaction  fee, p lus (2) the balance 
subject to period ic  rates, less the 
am ount of the  balance subject to a 
transaction charge. The append ix  is 
silent on  calculating the denom inator 
w hen  separate features are involved.

Com m ent 14(c)-5 clarifies that 
separate features m ay be considered  in 
calculating the denom inator. The 
proposal does no t a ttem pt to define 
“feature” for purposes of the APR 
calculation. C om m ent is requested  on 
how  to reta in  flexibility for creditors in 
defining features of an open-end  plan 
w hile  guarding against d istinctions 
am ong account services that artificially 
low er the APR on a consum er’s periodic 
statem ent. A n exam ple of distinctions 
tha t serve to low er the APR is the 
situation  w here the creditor treats as 
ind iv idual features each possible
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m ethod  of obtaining a cash advance, 
even though there are no real 
differences in  pricing or operational 
characteristics. C om m ent is also 
requested  on w hether a cred ito r shou ld  
separate ly  disclose the balances related  
to each feature u n d er § 226.7(e), if 
features are treated  separately  for 
purposes of calculating the denom inator 
in  the  APR com putation.

C om m ent 14(c)-10 addresses the 
treatm ent of fees im posed  on 
transactions that occur late in  a billing 
cycle and  are im practicable to post un til 
the  follow ing billing cycle. The 
com m ent w ou ld  be revised to provide 
broader guidance for calculating the 
APR w h en  finance charges posted  in  the 
billing cycle inc lude charges relating to 
activity  in  prior cycles, such  as 
ad justm ents relating to error resolution. 
It is in tended  to provide un iform ity  and 
sim plify com pliance for the variety  of 
circum stances u n d er w h ich  adjustm ents 
m ay occur. For instances in  w h ich  
adjustm ents from prior cycles w ould  
produce a negative APR in the curren t 
cycle, the com m ent incorporates the 
calcu lation  ru le  from § 226.14(c)(3)—the 
APR shou ld  never be less th an  the APR 
corresponding to the period ic rate 
im posed  on the account.

Subpart C—C losed-end Credit

Section 226.18—Content of D isclosures

18(g) P aym ent Schedu le

Proposed com m ent 18(g)-4 clarifies 
the  requirem ents for disclosing the 
tim ing of paym ents. It explains tha t 
creditors m ust inc lude the ca lendar date 
w h en  the beginning paym ent is due and 
clarifies tha t reference to the occurrence 
of a particu lar event, for exam ple, 
disclosing that the first paym ent is due 
“ 30 days after the  com pletion of 
construc tion ,” is no t sufficient. If a 
precise date is unknow n, the  creditor 
m ust estim ate a date and  label the 
d isclosure as an  estimate.

Subpart E— Special Rules for Certain 
Home Mortgage Transactions

Section 226.33—Requirem ents for 
Reverse Mortgages

33(c) Projected Total Cost o f  Credit

33(c)(1) Costs to C onsum er

U nder § 226.33, the d isclosed cost of 
a reverse mortgage transaction  m ust 
contain  all costs and  charges paid  by the 
consum er, inc lud ing  the cost of any 
annuity , w hether the  annu ity  purchase 
is m andatory  or vo luntary  or w hether it 
is m ade through  the creditor or a th ird  
party. In im plem enting  th is  rule, the 
Board stated its belief tha t the Congress 
in tended  a broad applica tion  of the 
term s “costs and charges.” (60 FR

15468, M arch 24, 1995.) P roposed 
com m ent 33(c)(l)-2  provides further 
gu idance for determ ining w hen  an 
annu ity  is p u rchased  as part of a reverse 
mortgage transaction.

II I .  Form of Comment Letters

Com m ent letters shou ld  refer to 
Docket No. R-0992, and, w hen  possible, 
shou ld  use a standard  typeface w ith  a 
type size of 10 or 12 characters p e r  inch. 
This w ill enable the Board to convert 
the  text to m achine-readable form 
through  electronic scanning, and  w ill 
facilitate au tom ated  retrieval of 
com m ents for review. Also, if  
accom panied  by an original docum ent 
in  paper form, com m ents m ay  be 
subm itted  on 3 V2 inch  or 5V4 inch  
com puter diskettes in any IBM- 
com patib le DOS-based format.

List o f Subjects in 12 CFR Part 226

A dvertising, Banks, banking, 
C onsum er protection, Credit, Federal 
Reserve System, Mortgages, Reporting 
and  recordkeeping requirem ents, T ru th  
in  lending.

T ext o f  Proposed R evisions

Certain conventions have been used  
to highlight the  p roposed  revisions to 
the text of the staff com m entary. N ew  
language is show n inside bold-faced 
arrows, w hile  language tha t w o u ld  be 
deleted  is set off w ith  bold-faced 
brackets. Com m ents are num bered  to 
com ply w ith  new  Federal Register 
pub lication  rules.

For the reasons set forth in  the 
pream ble, the  Board proposes to am end 
12 CFR Part 226 as follows:

PART 226—TRUTH IN LENDING 
(REGULATION Z)

1. The au thority  citation for part 226 
continues to read as follows:

A uthority : 12 U.S.C. 3806; 15 U.S.C. 1604 
an d  1637(c)(5).

2. In S upp lem ent I to Part 226, u n d er 
Section  226.2— D efin itions a n d  R ules o f  
C onstruction, the following 
am endm ents w ou ld  be made:

a. U nder Paragraph 2(a)(2) 
A dvertisem en t., paragraph 1. w ou ld  be 
revised;

b. U nder Paragraph 2(a)(18) 
D ow npaym ent., a new  paragraph 3. 
w ou ld  be added;

c. U nder Paragraph 2(a)(20) O pen-end  
credit., paragraphs 3. and  5. w ou ld  be 
revised; and

d. U nder Paragraph (2)(a)(24) 
R esidentia l m ortgage transaction., 
paragraph 5. w ou ld  be revised and  a 
new  paragraph 7. w ou ld  be added.

The additions and  revisions w ou ld  
read as follows:
* * * * *

Supplement I—Official Staff 
Interpretations 

* * * * *

Subpart A— General 
* * * * *  

§226.2 Definitions and Rules of 
Construction.

2(a) D efinitions.
2(a)(2) A dvertisem en t.
1. Coverage. O nly com m ercial messages 

that p rom ote  consum er credit transactions 
requ iring  d isc losures are advertisem ents. 
Messages inviting, offering, or otherw ise 
announcing  generally  to prospective  
custom ers that availability  of credit 
transactions, w h e th er in  visual, oral, or p rin t 
m edia , are covered by the  regulation.

i. Exam ples include:
A. Messages in  a new spaper, m agazine, 

leaflet, prom otional flyer, or catalog.
B. A nnouncem en ts  on radio, television, or 

public  address system.
C. Direct m ail literature  or other p rin ted  

m ateria l on any exterior or in te rio r sign.
D. Point-of-sale displays.
E. T elephone solicitations.
F. Price tags that conta in  credit 

inform ation.
G. Letters sen t to custom ers as part o f an 

organized solicitation  of business.
H. Messages on checking account 

sta tem ents offering auto loans at a stated  
annual percentage rate.

I. C om m unications p rom oting a new  open- 
end  p lan  or closed-end transaction.

ii. The term  does n o t include:
A. Direct personal contacts, such  as follow- 

up letters, cost estim ates for ind iv idual 
consum ers, or oral or w ritten  com m unica tion  
relating to the  negotiation of a specific 
transaction.

B. Inform ational m aterial, for exam ple, 
in terest rate  and  loan  term  m emos, 
d istribu ted  only  to business entities.

C. Notices requ ired  by federal or state law, 
if  the  law  m andates that specific inform ation 
be d isp layed  and  only the  inform ation so 
m an d a ted  is in c lu d ed  in  the  notice.

D. News articles the  use  of w h ich  is 
con tro lled  by  the  new s m edium .

E. M arket research  or educational m aterials 
that do no t so licit business.

► F .  C om m unications about an  existing 
account (for exam ple, a p rom otion  in  
connec tion  w ith  an  existing credit card 
accoun t)."^
* * * * *

2(a)(18) D ow npaym ent. 
* * * * *

► 3 . E ffect o f  existing  liens. In a c red it sale, 
the  “ dow n p ay m en t” m ay only be u sed  to 
reduce  the  cash  price. For exam ple, w h en  the 
existing lien  on  an  autom obile  to be traded  
in  exceeds the value of the  autom obile, 
c reditors m u st disclose a zero ra ther th an  a 
negative num ber. To illustrate , assum e a 
consum er owes $10,000 on an  existing 
autom obile  loan an d  that the  trade-in  value
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of the  autom obile  is only $8,000, leaving a 
$2,000 deficit. The cred ito r shou ld  disclose 
a do w n p ay m en t of $0, no t -$2 ,000 .-^  
* * * * *

2(a)(20] O pen-end  credit.
*  * * *  *

3. R ep ea ted  transactions. U n d er this 
criterion, the  cred ito r m ust reasonably  
con tem pla te  rep ea ted  transactions. This 
m eans tha t the  credit p lan  m ust be usable 
from tim e to tim e an d  the  c red ito r m u st 
leg itim ately  expect that there w ill be repeat 
business  ra ther th an  a one-tim e credit 
extension. T he cred ito r m ust expect repea ted  
dealings w ith  the  consum er u n d e r  the  credit 
p lan  as a w hole  an d  n eed  n o t believe the  
consum er w ill reuse  a pa rticu la r  feature of 
the  plan.

► i .  Factors. Each cred it p lan  m ay differ, 
an d  no one factor w ill de te rm ine  w h e th er a 
c red ito r reasonably  con tem plates repea ted  
transactions. Some of the  factors to be 
considered  in  de term in ing  w he ther a cred ito r 
co u ld  reasonably  con tem pla te  repea ted  
transac tions are:

A. W hether the  line  of c red it is lim ited  to 
the  p u rchase  of a  certain  p ro d u c t if  it is a 
p ro d u c t th a t consum ers w o u ld  no t likely 
pu rchase  in  m ultip les. The greater the  variety  
of p ro d u c ts  available for pu rchase  u n d e r  the 
cred it line, the  m ore likely  it is that the 
cred ito r reasonably  con tem plates repea ted  
transactions. Some creditors m ay no t offer a 
variety  of p roducts  for purchase, b u t given 
the  na tu re  of the  c red ito r’s p roducts  or 
services, it is nonethe less likely  that 
consum ers w ill m ake repea ted  purchases—as 
in  the  case of gasoline com panies that issue 
cred it cards.

B. W hether the  cred ito r establishes a line 
of cred it for the  pu rpose  of enabling  the  
consum er to p u rchase  a designated  item. It is 
m ore likely  that a cred ito r reasonably  
con tem pla tes repea ted  transac tions if a 
consum er m ay use  the  credit to pu rchase  any 
one of a num b er of item s. For exam ple, if  a 
re ta ile r of p ianos establishes a line  o f cred it 
for the  p u rp o se  of the  consum er purchasing
a p iano, it is un like ly  that the  cred ito r can 
reasonably  con tem pla te  repea ted  
transactions.

C. If the  cred ito r establishes a line  of credit 
to finance the  c o n su m er’s purchase  of a 
designated  item , the  am o u n t of the 
transac tion  re la tive  to the  cred it m ade 
available to the  consum er. The larger the 
am o u n t of the  transac tion , the  less likely  it
is th a t the  cred ito r reasonably  contem plates 
rep ea ted  transactions. For exam ple, if  a 
re ta ile r of satellite  d ishes m akes cred it of 
$5,000 available to a  consum er for the  
pu rchase  of a sa tellite  d ish , an d  the  cost of 
the  satellite  d ish  is $4,500, it is no t likely the  
cred ito r con tem plates repea ted  transactions. 
The fact th a t the  re ta ile r sells o ther p roducts  
that are nom in a l in  am o u n t (com pared w ith  
the  cost of the  m ajor purchase) is not a 
suffic ient basis to con tem plate  repea ted  
transactions.

D. The extent to w h ich  a creditor 
reasonably  solicits custom ers w ith  its line  of 
cred it to m ake add itiona l pu rchases u n d e r 
the  c red it line. For exam ple, if  a  hom e 
im provem en t contractor issues a private  label 
cred it card  w ith  a $10,000 lim it to a 
consum er pay ing  for roo f repairs in  the

am o u n t of $9,000, and  sends m on th ly  
solicitations for a lu m in u m  siding, the 
cred ito r does n o t reasonably  con tem plate  
rep ea ted  transactions.

E. W hether the  c red ito r has in fo rm ation  on 
consum ers w ith  the  credit line  show ing  that 
consum ers have  m ade  repeat purchases. The 
m ore in form ation  tha t show s tha t consum ers 
have m ade  repea t purchases, the  m ore likely 
it is that the  cred ito r reasonably  contem plates 
repea ted  transactions.

ii. S t a n d a r d A stan d ard  based  on 
reasonable  be lie f by a c red ito r necessarily  
in c lu d es som e m argin  for judgm ental error. 
The fact that a p articu lar consum er does no t 
re tu rn  for fu rther credit extensions does not 
p reven t a p lan  from having been  properly  
characterized  as open-end. For exam ple, if 
m u ch  of the  custom er base o f a  c lo th ing store 
m akes repea t purchases, the  fact th a t som e 
consum ers use the  p lan  only  once w o u ld  not 
affect the  characterization  of the  s to re’s p lan  
as open-end  credit. The criterion  regarding 
repea ted  transac tions is a  question  of fact to 
be decided  in  the  context of the  c red ito r’s 
type of business  and  the  c red ito r’s 
re la tionsh ip  w ith  the  consum er. For exam ple:

A. It w o u ld  be  m ore reasonable for a th rift 
in stitu tio n  chartered  for the  benefit of its 
m em bers to con tem plate  repea ted  
transac tions w ith  a m em ber th an  for a seller 
of a lu m in u m  sid ing  to m ake the  same 
a ssum ption  about its custom ers.

B. It w o u ld  be m ore reasonable  for a ban k  
to m ake advances from  a line  of cred it for the 
purchase  of an  autom obile  th an  for an  
au tom obile  dealer to sell a car u n d e r  an  
open-end  plan.
* * * * *

5. R eusable line. i. The total am oun t of 
c red it th a t m ay be ex tended  during  the  
existence of an  open-end  p lan  is u n lim ited  
because available c red it is generally  
rep len ish ed  as earlier advances are repaid . A 
line  of credit is se lf-replenishing even though  
the  p lan  itself has a fixed exp ira tion  date, as 
long as during  the  p la n ’s ex istence the 
consum er m ay use  the  line, repay, and  reuse  
the  credit. ►H o w e v e r ,  a line o f cred it 
generally  is no t se lf-replenishing w here  the 
in itia l line  of c red it is less than , or no t m uch  
m ore than , the  am oun t of an  item  pu rch ased  
to open  the  c red it line  or, based on the 
m in im u m  m onth ly  paym ents, the  p rinc ipa l 
red u ctio n  is so nom in a l that the  cred it line  
is not reusable  for an  ex tended  p e riod  of 
t i m e . ^  The cred ito r m ay verify credit 
inform ation su ch  as the  co n su m er’s 
co n tin u ed  incom e an d  em ploym ent sta tus or 
inform ation for security  purposes. This 
criterion  o f u n lim ited  credit d istingu ishes 
open-end  credit from a series of advances 
m ade  p u rsu an t to a  c losed-end  cred it loan  
com m itm ent.

ii. For exam ple:
A. U nder a c losed-end com m itm ent, the  

cred ito r m ight agree to lend  a total of $10,000 
in  a series o f advances as n eed ed  by the  
consum er. W hen  a consum er has borrow ed 
the  full $10,000, no  m ore is advanced  u n d e r  
that p articu lar agreem ent, even if  there  has 
been  repaym en t of a portion  of the  debt.

iii. This criterion  does no t m ean  that the  
cred ito r m u st establish  a specific c red it lim it 
for the  line of cred it or that the  line  of credit 
m u st alw ays be rep len ish ed  to its original

am ount. The cred ito r m ay reduce  a  credit 
lim it or refuse to ex tend  n ew  credit in  a 
p articu lar case due to changes in  the 
econom y, the  c red ito r’s financial condition , 
or the  co n su m er’s cred itw orth iness . (The 
ru les in  § 226.5b(f), how ever, lim it the  ability 
of a  cred ito r to su sp en d  cred it advances for 
hom e equity  plans.) W hile  consum ers shou ld  
have a reasonable  expectation  of obtaining 
cred it as long as they  rem ain  curren t and 
w ith in  any presen t c red it lim its, further 
extensions of c red it n eed  n o t be an  absolute 
right in  o rder for the  p lan  to m eet the  self­
rep len ish ing  criterion. 
* * * * *

2(a)(24) R esiden tia l m ortgage transaction. 
* * * * *

5. A cqu isition . ► ! .  A residen tia l mortgage 
transac tion  finances the  acqu isition  of a 
co n su m er’s p rinc ipa l dw elling. The term  
does no t in c lu d e  a transac tion  involving a 
co n su m er’s p rinc ipa l dw elling  if  the  
consum er had  previously  pu rch ased  and 
acqu ired  som e title  to the  dw elling, even 
though  the  consum er had  not acquired  full 
legal title.

ii. Exam ples of transac tions involving a 
p rev iously  acqu ired  dw elling  in c lu d e  the 
financing of a balloon paym ent due u n d e r a 
land  sale con tract and  an  extension  of credit 
m ade  to a joint ow ner of p roperty  to buy  out 
the  o ther jo in t o w n er’s interest. In these 
instances, d isc losures are no t requ ired  u n d e r 
§ 226.18(q) or § 226.19(a) (assum ability  
policies and  early d isc losures for residen tial 
mortgage transactions). However, the 
rescission  ru les of §§ 226.15 and  226.23 do 
app ly  to these  n ew  transactions.

iii. In o ther cases, the  d isc losure  and 
rescission  ru les  do no t apply. For exam ple, 
w here  a  buyer en ters in to  a w ritten  
agreem ent w ith  the  cred ito r hold ing the 
se lle r’s mortgage allow ing the  buyer to 
assum e the mortgage w here  the  buyer 
p reviously  pu rch ased  the  p roperty  and  
agreed w ith  the  seller to m ake the  mortgage 
paym ents, § 226.20(b) does not app ly  
(assum ptions involving residen tia l 
mortgages). ^  [A transac tion  is no t “ to 
finance the  acq u isitio n ” of the  consum er’s 
p rinc ipa l dw elling  (and therefore is no t a 
residen tia l mortgage transaction) if the 
consum er h ad  prev iously  pu rch ased  the 
dw elling  and  acquired  som e title  to the  
dwelling, even though  the  consum er has not 
acqu ired  full legal title. Thus, the  following 
types of transactions are n o t a residen tial 
mortgage transactions:

• The financing of a ba lloon  paym ent due 
u n d e r a lan d  sale contract.

• A n extension  of cred it m ade  to a joint 
ow ner of p roperty  to buy  out the  o ther joint 
o w ner’s interest.

As a result, in  giving the  d isclosures for 
these  transactions several provisions of the 
regulations are no t applicable, for exam ple, 
the  exceptions to the  right of rescission 
(§§ 226.23(f)(1) an d  226.15(f)(1), the  early 
disc losure  requ irem en t (§ 226.19(a)), and  the 
d isc losure  concerning assum ability  
(§ 226.18(q)). In the  follow ing situation , by 
contrast, since the  transac tion  is not a 
re siden tia l mortgage transaction , no 
d isc losures are requ ired  by  § 226.20(b) and  
therefore the  right of rescission  does not 
apply:
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• A w ritten  agreem ent betw een  a cred ito r 
ho ld ing  a se lle r’s mortgage an d  the  buyer of 

T*' the  p roperty  w h ich  allow s the  buyer to 
assum e the  mortgage, w here  the  buyer 
p rev iously  p u rch ased  the  p roperty  and 
agreed w ith  the  se ller to m ake the  mortgage 
paym ents.
* * * * *

4(b) E xa m p les o f  fin a n c e  charges. 
* * * * *

Paragraph 4(b)(2).
1. C hecking  a ccoun t charges.^ -A  checking 

or transac tion  account charge im posed  in 
connection  w ith  a cred it feature is a finance 
charge u n d e r  § 226.4(b)(2) to the  extent the 
charge exceeds the  charge for a sim ilar 
account w ith o u t a  cred it feature. If a charge 
for an accoun t w ith  a c red it feature does not 
exceed the  charge for an  account w ith o u t a 
c red it feature, the  charge is no t a finance 
charge u nder § 226.4(b)(2). To illustrate:

i. A $5 service charge is im posed  on an 
account w ith  an  overdraft line  o f credit, 
w h ile  a $3 service charge is im posed  on an 
accoun t w ith o u t a  c red it feature; the  $2 
difference is a finance charge.

ii. A $5 service charge is im posed  for each 
item  th a t resu lts  in  an  overdraft on  an  
acco u n t w ith  an overdraft line  of credit, 
w h ile  a  $25 service charge is im posed  for 
paying or re tu rn ing  the  item  on a sim ilar 
accoun t w ith o u t a cred it feature; the  $5 
charge is no t a finance charge. -^ [T h e  
checking or transac tion  account charges 
d iscussed  in  § 226.4(b)(2) include , for 
exam ple, the  follow ing situations:

• A n account w ith  an  overdraft line  of 
cred it in cu rs  a $4.50 service charge, w h ile  an 
account w ith o u t a cred it feature has a $2.50 
service charge; the  $2.00 difference is a 
finance charge. If the  difference is not re la ted  
to account activity, how ever, it m ay be 
excludab le  as a partic ipa tion  fee. (See the  
com m entary  to § 226.4(c)(4).)

• A service charge of $5.00 for each item  
that triggers an  overdraft credit line  is a 
finance charge. However, a charge im posed  
un ifo rm ly  for any item  tha t overdraw s a 
checking account, regardless of w h e th er the  
item s are p a id  or re tu rned  and  w h e th er the  
account has a c red it feature or not, is n o t a 
finance charge.]
* * * * *

4(d) Insurance  a n d  d eb t cancella tion  
coverage.
* * * * *

11. In itia l term . i. The in itial term  of the  
in su rance  ► o r  debt c an c e lla tio n -^  coverage 
determ ines the  period  for w h ich  a p rem iu m  
am o u n t ► o r  fe e -^  m u st be d isclosed, 
► u n l e s s  the  one-year op tion  d iscussed  
u n d e r  com m ent 4(d)-12 is available. For 
pu rposes of § 226.4(d), the  in itia l term  is the  
p e riod  for w h ich  the  in su re r or cred ito r is 
obligated to p rov ide  coverage, even though  
the  consum er m ay be a llow ed to cancel the  
coverage before that term  expires.

ii. For exam ple:
A. The in itia l term  of a p roperty  in su rance  

policy  on  an  au tom obile  that is w ritten  for 
one year is one year even though  m on th ly  
p rem ium s are p a id  and  the  term  of the  credit 
transac tion  is four years.

B. The in itia l term  of an  in su rance  po licy  
is the  full term  of the  credit transac tion  if  the  
consum er pays or finances a single p rem ium  
in  a d v an c e .-^  [In som e cases the  in itia l term  
is clear, for exam ple a p roperty  in su rance  
policy  on  an au tom obile  w ritten  for one year 
(even though  the  term  of the  credit 
transac tion  is four years) or a credit life 
in su rance  policy  for the  term  of the  credit 
transac tion  pu rch ased  by paying or financing 
a single p rem ium . In o ther cases, how ever, it 
m ay no t be  clear w hat the  in itial term  of the 
in su rance  is, for exam ple, w h en  the 
consum er agrees to pay a p rem ium  th a t is 
assessed  period ically  and  the consum er is 
u n d e r no obligation to con tinue  m aking the  
paym ents. In cases such  as this, the  cost 
disc losure  m ay be m ade  on  the  basis of a 
p rem ium  for one year of in su rance  coverage. 
The p rem iu m  m ust be clearly  labeled  as 
being for one year.]

► 1 2 .  In itia l term ; alternative, i. A cred ito r 
has the  op tion  of p rov id ing  cost d isc losures 
on the  basis o f one year of in su rance  or debt 
cancellation  coverage instead  of a longer 
in itia l term  (provided the  p rem ium  or fee is 
c learly  labeled  as being for one year) if:

A. The in itia l term  is no t clear, or

B. The consum er has agreed to pay a 
p rem ium  or fee that is assessed periodically  
bu t the  consum er is u n d e r  no  obligation to 
con tinue  the  coverage after m aking the  in itial 
paym ent.

ii. For exam ple:
A. A credit life in su rance  policy  providing 

coverage for a 30-year mortgage loan  has an 
in itial term  of 30 years even though prem ium  
paym ents are m ade  m on th ly  and  the 
consum er is not requ ired  to con tinue  the 
coverage after m aking the  in itial paym ent. 
T he creditor has the  op tion  of m aking 
disclosures on the  basis of coverage for one- 
y e a r .-^
* * * * *

4. In S upp lem ent I to Part 226, under 
Section 226.5a— Credit and  Charge Card 
A pp lica tions a n d  Solicitations, the 
following am endm ents w ou ld  be made:

a. U nder Paragraph 5a(b)(l) A n n u a l 
Percentage Rate., a new  paragraph 7. is 
added;

b. U nder Paragraph 5a(b)(9) Late 
P aym ent Fee., a new  paragraph 2. is 
added; and

c. U nder Paragraph 5a(b)(10) Over- 
the-L im it Fee., a new  paragraph 2. is 
added.

The additions w ould  read as follows: 
* * * * *

Subpart B— Open End Credit
* * * * *

§ 226.5a Credit and Charge Card 
Applications and Solicitations.
* * * * *

5a(b) R equired  D isclosures.
5a(b)( 1) A n n u a l Percentage Rate. 

* * * * *

► 7 .  Increased p e n a lty  rates. If the  in itial 
rate  w ill increase u p o n  the  occurrence o f a 
specified  event such  as a late paym ent or an 
extension  of credit tha t exceeds the  credit 
lim it, the  card issuer m u st disclose along 
w ith  the in itial rate  the increased  penalty  rate 
that w o u ld  apply. The issuer m ust also 
disclose the  specific cond ition  or conditions 
for im posing the  increased  rate, such as 
“ 22% APR, if  60 days la te .” The issuer may 
disclose the  period  for w h ich  the  increased  
rate w ill rem ain  in  effect, such  as “u n til you 
m ake three  tim ely  paym en ts .” A creditor 
need  not disclose an  increased  rate that is 
im posed  w h en  credit privileges are 
perm anen tly  te rm in a te d .-^  
* * * * *

5a(b)(9) Late P aym en t Fee. 
* * * * *

► 2 .  Increased p e n a lty  rates. If the  annual 
percentage rate  w ill increase as a resu lt of 
late paym ents, the  d isc losures u n d e r 
§ 226.5a(b)(9) m u st include  a reference to the 
d isc losures requ ired  u n d e r § 226 .5a(b)(l) .-^  

5a(b)(10) O ver-the-Lim it Fee. 
* * * * *

► 2 .  Increased p e n a lty  rates. If the  annual 
percentage rate  w ill increase as a result of the 
ca rd h o ld er’s exceeding the  credit lim it, the 
disclosures u n d e r § 226.5a(b)(10) m ust

► 7 .  C onstruction  on p rev io u s ly  acquired  
vacan t land. A residen tia l mortgage 
transac tion  in c lu d es  a loan  to finance the 
construction  of a c o n su m er’s p rinc ipa l 
dw elling  on  a vacan t lot p rev iously  acquired  
by  the  c o n su m er."^  
* * * * *

3. In S upp lem en t I to Part 226, u n d er 
Section  226.4— F inance Charge, the 
following am endm ents w ou ld  be made:

a. U nder Paragraph 4(a)(2)., 
paragraph  2. w ou ld  be revised;

b. U nder Paragraph 4(b)(2)., 
paragraph 1. w ou ld  be revised; and

c. U nder Paragraph 4(d) Insurance  
an d  debt cancella tion  coverage., 
paragraph  11. w ou ld  be revised; 
paragraph 12. w ou ld  be redesignated  as 
paragraph  13.; and  a new  paragraph 12. 
w ou ld  be added.

The revisions and  additions w ould  
read  as follows:
* * * * *

226.4 Finance Charge.

4(a) D efinition.
/_r ' * * * * *

4(a)(2) Specia l rule: closing agent charges. 
* * * * *

2. R equired  closing  agent. If the  creditor 
requ ires the  use  of a  closing agent, fees 
charged by the  closing agent are in c lu d ed  in  
the  finance charge only  if  the  cred ito r 
requ ires the  pa rticu la r  service, requires the  
im position  of the  charge, or re ta ins a portion  
of the  charge. Fees charged by a th ird -party  
closing  agent m ay be o therw ise  excluded  
from  the  finance charge u n d e r  § 226.4. For 
exam ple, a fee that w o u ld  be p a id  in  a 
com parable  cash  transac tion  m ay be 
excluded  u n d e r  § 2 2 6 .4 (a )[;]^ . A charge for 
conducting  or a ttend ing  a  closing is a  finance 
charge an d  m ay be excluded  only if  the 
charge is in c lu d ed  in  and  inc iden ta l t o - ^  a 
lum p-sum  fee for real estate closing costs 
[may be] excluded  u n d e r  § 226.4(c)(7). 
* * * * *
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in c lu d e  a reference to the  d isc losures 
requ ired  u n d e r  § 226 .5a(b)(l) .-^  
* * * * *

5. In S upp lem ent I to Part 226,
Section  226.6— In itia l D isclosure 
S ta tem en t, u n d er Paragraph 6(a)(2)., a 
new  paragraph 11. w o u ld  be added  to 
read as follows:
* * * * *

Section  226.6— In itia l D isclosure S ta tem en t 
* * * * *

6(a) F inance charge. 
* * * * *

Paragraph 6(a)(2). 
* * * * *

► l l .  Increased  p e n a lty  rates. If the  annual 
percentage rate  w ill increase  u p o n  the 
occurrence  of a specified  even t su ch  as a  late 
p aym en t or an  extension of cred it that 
exceeds the  cred it lim it, the cred ito r m ust 
d isclose along w ith  the  in itia l rate  the 
increased  p en alty  rate  that w o u ld  apply . The 
issuer m u st also disclose the  specific 
c ond ition  for im posing  the  increased  rate, 
such  as “ 22%  APR, if  60 days la te .” The 
issuer m ay d isclose the  period  for w h ich  the 
increased  rate w ill rem ain  in  effect. A 
cred ito r need  no t d isclose an  increased  rate 
tha t is im posed  w h en  cred it privileges are 
p e rm anen tly  te rm in a te d .-^  
* * * * *

6. In S upp lem ent I to Part 226, under 
Section  226.7— Periodic S ta tem ent, the 
following am endm ents w ou ld  be made:

a. U nder in troductory  text, a  new  
paragraph  3. w ou ld  be added;

b. U nder Paragraph 7(e) Balance on 
w hich fin a n ce  charge com puted ., a new  
paragraph 10. w ou ld  be added;

c. U nder Paragraph 7(f) A m o u n t o f  
fin a n ce  charge., a new  paragraph 9. 
w ou ld  be added; and

d. U nder Paragraph 7(j) Free-ride 
period., a n ew  paragraph 2. w ou ld  be 
added.

The add itions w ou ld  read  as follows: 
* * * * *

§ 226.7 Periodic Statement.
* * * * *

► 3 .  Sam e-as-cash transactions. Some 
cred ito rs offer a deferred paym en t feature for 
pu rchases in  w h ich  consum ers avoid  finance 
charges if the  p u rchase  balance  is p a id  in  full 
by a certain  date. For exam ple, no  finance 
charge is im posed  on a $500 purchase  m ade 
in  January if  the  $500 balance is p a id  by 
M arch 31.

i. B alances sub ject to p eriod ic  rates. U nder 
§ 226.7(e), creditors m u st d isclose the 
balances subject to period ic  rates du ring  a 
b illing  cycle. The deferred  p aym en t balance 
($500 in  th is  exam ple) is not subject to a 
period ic  rate  for b illing  cycles be tw een  the 
date of pu rchase  an d  the  paym ent due  date. 
Periodic  sta tem ents sen t for those  b illing  
cycles sh o u ld  no t in c lu d e  the  deferred 
paym en t ba lance  in  the  balance d isc losed  
u n d e r  § 226.7(e). A t the  c red ito r’s option , this 
am o u n t m ay be d isc losed  on period ic  
sta tem ents p rov ided  it is iden tified  by a term  
o ther th an  the  term  u sed  to iden tify  the 
balance d isc losed  u n d e r  § 226.7(e).

ii. A m o u n t o f  fin a n c e  charge. U nder
§ 226.7(f), creditors m ust d isclose finance 
charges im posed  during  a billing  cycle. For 
som e sam e-as-cash purchases, the  c red ito r 
m ay im pose a finance charge from the  date 
of p u rchase  if the  deferred  paym en t balance 
($500 in  th is  exam ple) is no t p a id  in  fu ll by 
the  due  date, b u t w ill no t im pose finance 
charges for b illing  cycles b e tw een  the  date of 
p u rchase  an d  the  paym en t due  date. Periodic 
sta tem ents for b illing  cycles preced ing  the 
p aym en t due  date sh o u ld  no t in c lu d e  in  the 
finance charge d isc losed  u n d e r  § 226.7(f) the 
am oun ts  a  consum er m ay owe if the  deferred 
paym en t balance is no t p a id  in  full by  the 
paym ent due  date. In th is  exam ple, the  
February  period ic  sta tem ent shou ld  no t 
iden tify  as finance charges in terest 
a ttributable  to the  $500 January purchase . At 
the  c red ito r’s option , th is am o u n t m ay  be 
d isc losed  on period ic  sta tem ents p rov ided  it 
is iden tified  by  a term  other th an  “ finance 
charge.”

iii. Free-ride period . A ssum ing m on th ly  
b illing  cycles end ing  at m on th -end  a n d  a 
free-ride p e riod  end ing  on the  25th o f the 
follow ing m onth , here are tw o exam ples 
illustra ting  h o w  a cred ito r m ay com ply  w ith  
the  requ irem en t to d isclose the  free-ride 
p eriod  app licab le  to a deferred paym en t 
balance ($500 in  th is exam ple), an d  w ith  the 
14-day ru le  for m ailing  or delivering periodic  
s ta tem ents before im posing finance charges 
(see §226.5):

A. T he cred ito r cou ld  in c lu d e  the  $500 
p urchase  on  the  period ic  sta tem ent reflecting 
account activ ity  for February  and  sen t on 
M arch 1 an d  iden tify  M arch 31 as the 
paym ent due date for the  $500 purchase.
(The cred ito r cou ld  also iden tify  M arch 31 as 
the  paym ent due  date for any other am ounts 
due on M arch 25.)

B. T he cred ito r cou ld  in c lu d e  the  $500 
purchase  on  the  periodic  sta tem ent reflecting 
activity  for M arch an d  sent on  A pril 1 and  
identify  A pril 25 as the  paym ent due date for 
the  $500 purchase, perm itting  the  consum er 
to avoid  finance charges if  the  $500 is p a id  
in  full by  A pril 2 5 .-^  
* * * * *

7(e) B alance on w hich fin a n c e  charge  
com puted .
* * * * *

► 1 0 .  Sam e-as-cash transactions. See 
com m ent 7 -3 ( i) .-^

7(f) A m o u n t o f  fin a n ce  charge. 
* * * * *

► 9 .  Sam e-as-cash transactions. See 
com m ent 7 -3  (ii) .-^
* * * * *

7(j) Free-ride period. 
* * * * *

► 2 .  Sam e-as-cash transactions. See 
com m ent 7 -3 ( i i i ) . ^  
* * * * *

7. In S upp lem ent I to Part 226,
Section  226.14— D eterm ination o f  
A n n u a l Percentage Rate, under 
Paragraph 14(c) A n n u a l percentage rate  
fo r  period ic sta tem ents., paragraph 5. 
and  paragraph 10. w ou ld  revised to read 
as follows:
* * * * *

§226.14 Determination of Annual 
Percentage Rate.
* * * * *

14(c) A n n u a l percentage rate fo r  period ic  
sta tem ents.
* * * * *

5. Transaction  charges, i. Section 
226.14(c)(3) transac tion  charges include , for 
exam ple:

A. A loan  fee of $10 im posed  on a 
p articu lar advance.

B. A charge of 3% of the  am oun t o f each 
transaction .

ii. The reference to avoiding dup lica tion  in  
the  com puta tion  requ ires that the  am ounts of 
transac tions on w h ich  transac tion  charges 
w ere  im posed  no t be in c lu d ed  bo th  in  the  
am ount of total balances and  in  the  “ other 
am oun ts  on  w h ich  a finance charge was 
im p o sed ” figure. ► I n  a m ultifea tured  p lan, 
c reditors m ay separately consider each bona 
fide feature in  the  calcu la tion  of the  
d e n o m in a to r .-^  For fu rther exp lanation  and 
exam ples o f how  to determ ine the 
com ponents of th is form ula, see ap p en d ix  F. 
* * * * *

10. Prior-cycle ad justm en ts , i. The 
annual percentage rate  reflects the  finance 
charges im posed  during  the  b illing  cycle. 
However, finance charges im posed  during  
the  b illing  cycle m ay relate  to activity  in a 
p rio r cycle. Exam ples o f circum stances w hen  
th is  m ay occur are:

A. A cash  advance tha t occurs on  the  last 
day  of a b illing  cycle on an  account that uses 
the  transac tion  date to figure finance charges, 
and  it is im practicable  to post the  transaction  
u n til the  follow ing cycle.

B. A n ad jus tm en t to the  finance charge is 
m ade  follow ing the  reso lu tion  of a billing 
error d ispute.

C. A consum er fails to pay the  purchase 
balance u n d e r  a deferred  paym ent feature by 
the  paym ent due  date, and  finance charges 
are im posed  from the  date of purchase.

11. F inance charges re la ting  to activ ity  in 
p rior cycles shou ld  be  reflected in  the  annual 
percentage rate  for the  b illing  cycle in  w hich  
the charges are posted. If the  cred ito r uses the 
quo tien t m ethod  to calculate  the  annual 
percentage rate, the  num era tor w o u ld  include  
the  am oun t of any transac tion  charges p lus 
any o ther finance charges posted  during  the 
b illing  cycle. B alances re la ting  to the  finance 
charge ad justm ent m ay be inc luded  in  the 
denom inato r if  pe rm itted  by the  legal 
obligation, the  transac tion  w as im practicable 
to post in  the  prev ious cycle due  to its 
tim ing, or the  charge relates to an  adjustm ent 
such  as the  reso lu tion  of a b illing  error 
d ispu te  or an  u n in ten tio n a l posting error. An 
a n n u al percentage rate calcu la ted  u nder this 
paragraph shall no t be less than  the  highest 
rate d e term ined  by m ultip ly ing  each periodic 
rate im posed  during  the  billing cycle by  the 
num ber of periods in  a y e a r .-^  [Transactions 
at e n d  o f  b illing cycle. T he an n u al percentage 
rate  reflects transactions and  charges 
im posed  during  the  b illing  cycle. However, it 
m ay be im practicable  to post a transaction 
that occurs at the  end  of a b illing  cycle un til 
the  follow ing cycle, such  as a cash advance 
that occurs on the  last day of a billing cycle 
and  is posted  to the account in  the  following 
cycle. A card issuer that uses the  date of the
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transac tion  to figure finance charges sh o u ld  
calcula te  the  an n u al percentage ra te  as 
follow s for the  b illing  cycle in  w h ich  the  
transac tion  an d  charges are posted:

1. The den o m in a to r is calcu la ted  as if the  
transac tion  occurred  on the  first day of the  
b illing  cycle; and

ii. The num era to r includes the  am oun t of 
the  transac tion  charge p lus all finance 
charges derived  from  the  app lication  of the  
period ic  rate  to the  am oun t of the  transac tion  
( includ ing  all charges from  a prio r cycle).] 
* * * * *

8. In S upp lem en t I to Part 226,
Section  226.18— C ontent o f  D isclosures, 
u n d e r  Paragraph 18(g) P aym ent 
schedule ., the 18(g) heading w ou ld  be 
revised, an d  a new  paragraph 4. w ould  
be added  to read  as follows: 
* * * * *

Subpart C— Closed End Credit 
* * * * *  

§226.18 Content of Disclosures. 
* * * * *

[Paragraph] 18(g) P a ym en t schedule . 
* * * * *

► 4 .  Tim ing  o f  p a ym en ts . C reditors m ust 
d isclose w h en  paym ents are due, includ ing  
the  calendar date that the  beginning paym ent 
is due. For exam ple, a cred ito r m ay disclose 
tha t paym ents are due  “m o n th ly  beginning 
on  ]u ly  1, 1998.” A reference to the  
occurrence  of a p articu lar event, for exam ple, 
d isclosing  that the  first paym ent is due “ 30 
days after the com ple tion  of co n stru c tio n ,” is 
not sufficient. If the  beg inn ing-paym ent date 
is u n k n o w n , the  cred ito r m ust use  an 
estim ated  date an d  label the  d isc losure  as an  
estim ate  p u rsu an t to § 2 2 6 .1 7 (c ) .^  
* * * * *

9. In S upp lem ent I to Part 226,
Section  226.33— R equirem ents fo r  
Reverse M ortgages, u n d er Paragraph 
33(c)(1) Costs to consum er, in  paragraph 
2., a new  sentence is added  at the  end  
of the paragraph  to read as follows: 
* * * * *

Subpart E— Special Rules for Certain Home 
Mortgage Transactions

§ 226.33 Requirements for Reverse 
Mortgages.
* * * * *

33(c) P rojected to ta l cost o f  credit.
Paragraph 33(c)(1) Costs to consum er. 

* * * * *

2. A n n u ity  costs. * * * ► F o r  exam ple, 
th is  includes the  costs o f an  an n u ity  that a 
cred ito r offers, arranges, assists the  consum er 
in  purchasing, or th a t the  cred ito r is aware 
the  consum er is pu rch asin g  as a  part of the 
t r a n s a c t io n .^
* * * * *

By order of the  Board of Governors of the  
Federal Reserve System , acting th rough  the

Secretary of the  Board u n d e r  delegated 
authority , D ecem ber 1, 1997.

William W. Wiles,
Secretary o f  the  Board.
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