: L : : : .
Por immediate velease, - L May 26471969,

The Board of Governors of the Federal Réserve Syatem

aﬁnnungedpﬁadanghejappraygl of the éétachgd interprs ?iiansfbf,
provialons in ite Truth in Lending Regulation 7 whileh goen into -

effect on July 1,

“O- " .




8226, 202 %eeurity inLﬁfﬂ“E“*LGﬁfQSSLQﬂ af juﬂgggnt~*cogn0vic uotxs

{a) Hndar 2)6 2(2) "senurity interqu” in- défin@

confeosad Lions whether cr aot” rQGOfdgd,ﬁnd in ggngral to~imaludé

interest in pfoperty whieh qécures pﬂymaut or perturmanco of: un abligatiﬂn.,;”

In cortain transactinnq invnlving o bQCHLiEy intereﬁt, undex § 2?6 9 Lhe -ﬂ."_inv

cusptomer hag a right Qf ra ﬁiesiﬂn. , ,

(b) In some of the statéé,‘cénfessiéﬁ ot judgmenﬁ,eiéésésﬁar
cognovit provisions ave lawful and make 1t possihlé for Eh& holder of an
obligation containing such e¢lauvss or prbvisinh to rocord 4 li@ﬁionléfaﬁnfty '
of the obligor aimply by recordagicn'entry of judgment; the obligor iaraffo;ded
no opportunity to enter a defense ggainst auch agtiwn pribr to - entry of the
judpment:,

(e) Since confession of judgment clausca and copnovit provisions

in such states have the effecb of depriving the obligor of Lhe right to be
notified of a pea&ing getion and to enter a defense in a judiciel proceeding
before judpment may be entered or recorded agoinat him, such clauses and
provizions in those statéé are security interezatn under § 226.2(2) and for
the purpeses of § 226.7(¢a)(7), § 226.8(b)(5), and § 226.9, 7This {s the cnser
even Lf the judpment cannot be entered until after s default by the oblipor,
() Cogfession sf Judgment elnuses and cognovit provisions which,
by their terms, exclude a lien on all veal property which is used v i3
expectad to be used as the prineipal residence of the customar, would not

bring a transaction under the provisions of § 226.9,
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§ 226,203 Ogen end nd_€ke

(a) nThé—fﬁﬂdéﬁéntal qualifi aﬁian for “ﬁpan and ﬁrmdihf;»,

undexr § 226,2(x) 1a that consumer credit ha extended cn an. acnount

pursuant to a- plan undar whiuh (1) Lhe cxediaor mny parmit thw cusromet

to make purchases or obtain laans frcm Lima to’ cime dixoctly or indirectlyrl -

from the credicor, as the,?;?“ may previée; (2) ghg cugtomer has the
priviloge of paying the"ﬁaih;éeiin fhli'ar 1ﬁfimshﬂ1ments; anid - (3) g
finance charge may be camput&d by the craditor from time to time on an
outstandfng unpajd balance. Uuder an open end credit account plan, it
18 contemplated that thére will of may be repotitive transactfons cn a
revolving basis, 7

(b) In cortain cases, a form of contract or note rulating to
a single transaction provides that the finance charge will be computed
from time Co time by application of a rate to the unpald balance and
atipulates required minimum periodic pafmentn. However, the obligor
has the privilege of maklug larper and more frequent payments than
stipulated or paying the obligation in full at any time withowt penalty.
The quostion arises as to whether the creditor should make dirclosures in
such circumstances under § 226.7 for opan end credit accounts or under
§ 226.8 for credit other than open end.

(¢) Although the terms of such a contract or note seet the
second and third requirerents for such a plan, they do not et the first
of such requlrements nor the baslc qualification that consumar credit be
extended on an account purauant to a plan, ‘Therefore, disclasurss in

this cage are required to be made under 3 226.85.

(Interprets and applies 15 USC 1602)
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§ 226,301 Argr;culi:urm] purposes--when_exenpt from the Regnlation

(n) Under § 226.3(a), the Rogulation does not apply to
"Extensions of credit to organizations, fncluding goveraments, or f{or
business or commerclal puiposes, other than agricultural purposes.”
The definftion of "orpanination” in § 225,2(s) includes @ corporatien,
trust, estate, partuprship, cooperative, or association ss well as
joveromental entities, The question arf{ses az to wvhothor the Hegula=
tion applies to extensions of credit to orpantzatioas, {nghadtag
governments, for agriculiural purposes.

(b) Extensions of eccredit to organizations, lnchading
governments, for agricultural purpsses src exenpt fedns the Regulation.

(Ioterprets and spplies 1% $4,.5.C, 16y

571 724f6%




 §-2086-d

§ 226.502 Agﬁu§15§§fcéngaggufaééfﬁn;aingleﬂ§Qd*pn rate ﬁrgnsa¢t1dﬁs.'

(éj Thgvapplicaaién‘of a-single add-on rate &o trangact long
of varylng éatﬁfttiaégrwhen converted to aﬁ annual percentage rate
determined by3theraccﬁarial ﬁethad, resulté in winor variations, SHuch
annual percenﬁagerrage vatintloqs on-matuyrities up to sixty months arve
ao Insignificant tﬁaé gaparate computations are unwarragnted,

(b) The question arises as to whother a creditor may disclose
2 sinple nnﬁual percentage rate on all such transactions based upon the
highest rate yhich will arise from the application of the same single
add-on rate to each of such transactlons,

(c) VWhen the same add-on rate is applied to all transuctions
within a range of waturities up to 60 months, and provided that all pay-
ments on each transaction are equal in amount and duc at d4qual intervals
of time within the limits provided by § 226.5(d}),n single annual percentage
rate may be disclosed, in which case it shail be the highest annual per-
centage rate that may be applicable to any such transactfions,

(Interprets and applies 15 U.3.C. 1604)
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payment for Lha: aala is due;,% ,;: ’13"'7‘?v'

(ﬂ) IE there ig na agtaéméﬁt, or if the agtgemant;do;

meet all of tha requiraments of § 226 8(h), Lhe disclosurea requtted 1n

connectlon wiﬁh any subaequgnh aala, which is added to a pfaviouﬂly autwﬂ, e

standing balance shall be made undet the provisiﬁna of § 226, B(j) Ff'li

example, the fact that An agreemanc prcvides a m@Lhod of computing an un-

eareod purtinn of ths Einanea chargé—in the avenr of ptepayment. but doas nat”

otherwise neet tha requlremeuts of b Zlﬁ.G(h), will not- qualify Ltansactinﬁa
made purauant t0 thﬂL abre&ment Ear disclaauxe uﬂder the terms; aﬁ 2?6 8(h)

(Iuﬁerpr&ta and appliea 15 0.5.C. 1638)
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§ 226,806 Depasit balanccs ﬂppliéd'tawar aatia
ﬁbligatian LR

(a) 75&¢tion 226;3(&){?5‘Fféﬁikéaléﬁa‘ ;éﬁn;fgéfﬂééﬁ

and disrlaqureq,

B (lﬂtarprat5 &nd appliea 15 USG 1638
. - anﬂ 1) UG 1659) «
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will be tgtained Qf acquited Ln auy real propamty‘whiéir

“Unééfﬂ”

to be used as thL principal ré41dence af the customar'

accurity Interestcs. inelude machania‘s and maLﬁriaLmen ) 1i£n%.rf

affectively. waLVEa’hia right to
vatained or acquired Bgch securityiinteroac Ehe questian ﬂriaeh '
of whether walver of'a evediear_'
action from: the -8cope. af rescirsian when lien rights whiéh are not waived'H‘
arige in favor of subcanttantcra wcrkmen. er achg;a whu are nwt creditora>in
the Lranaacti@n 7 7 i : :
(b) The fact thnt thé creditor vaives his Lien rignts does - nat,  .
in ituelf, dehurmiﬂe uheﬁh@r Dr naL the. trapgaction Ls reacindable.i lf 2$L:V_x
secyrity interests are eﬁfaetively walved, the transactiow i3 not rescindabl§} 
On the Qghar hand, tf:as_a result of the transaction, u gecurity interest ig
or will ﬁé retainéd or'déquirad b§ a’subcéntfactur, vorkman, or other peraon;
the transaction isrreﬁéindabla; In the latter case the creditor would be
responsiblg'for delivoring the’féscissian notice as well as other applicable
disclosures, delaying performance as provided under § 226.9(¢), and idancifytﬁg
himself as the creditor on the yescission notlee, The subcontractora, workman,
and others would not be responsible for dellvering rescisslon notices to the

customer.

{Interprets and applies 15 U,5.C. 1635)
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fnclude the ina
(b) 1rt¢spective of. whetber such inauraﬁ&e ay
or thrnugh thn exéditor, if the crcditar tequires progerLy insarance und wiahes

Lo exclude the cosL f)am tha Einance Gharue he is required tn &cate wlearly

and. cunapicuouﬂy to the customer thﬂﬁ ha may chﬂeaﬂ the pnrsmn thraugh Hhich

tha inaumu

’Q;ia to be thained,«rnaweveri i£ thv iuauranke ﬁa not ebtainabla

From or thrmugh the nrcdihcr, h§ is nat taqulred :o dlscloao thc eﬂst of that
ins;ugancg-, u,;xl{;_gs, of cqura;,— e przmiuns are inciudod in Llw "amount Eix.xancaq,—i‘i
Ln gﬁi‘iﬂ;,Qa'ﬁ:é*i?:‘fmﬁtﬁl(dhave ti,cir'bf; digclored under § 226.8(¢)(4) or (ii) (1), an
the; cabemaybe | SRS | | |

(Interprets and applies 15 U.8.C. 1605)
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rascind, and tha nead to Siﬁﬂ a WaiVPf of sugh right, npply anly to thnse

joint ownors whn are partieﬁ La Lhe transactian.

(Interprets and applies 15.U.5.C, 1635).




