For iwmediate veleasg, . - ' Aupust 1, 1969,

The Board of Covernors of the Fedeval Resprve System today
issued three dnteyrpretations of provisions in itas Truth in Lendiop
Ragulation Z which went into effect on July t. A copy of each inter-

protation is attached,
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{Reg. zl
nar 226 B TRUTH IN LpNuING

Miscellaneoua Interpretatiana

§ 226.404  Premiums fnr‘véndsr";" "-ii[aujanjezr',';',f;jl’""'

{(a) Undey § 226 4(3)(6), chargaa ar prpmiums far insuranﬁe, &

written in connection with a credis transaction, againat 1OHH oi or damaga

to property mey be excluded from the finanne chargh 1t the c;eéitar makes ::” 5

the disclosures requirad under;thnt sgbpa:agraph.r Undef § 226, 4(&)(7), a
premium or other charge for any,ptﬁgrzggaranteg:dﬁ‘insuranémrprotecﬁihg Qhé'
creditor against the customer's ﬂéfauig,or ntherréréQQE losgiia iﬁélﬁdedri§' iT7
the finance charga.r The quastion atisééfas,tn wﬁeﬁher Vendoe's Slngia
Intercst (V.8.1.) coverage, wheu recuired by the creditor to be written in
connection with a transaeﬁion, is:insufence of the type described in

§ 226.4(a){6) or in § 226.4(a) (7).

(b)Y V.S.I; coverage 1s wtigtea oenly in connection with o eredit
tronsaction and indamnifies the creditor against, amonp other perils, cone
version, embewzlement, sund asecretion of the cellateral by the customer;
and smounts paysble on pecount of loss are payable only to the creditor; and
the amount of any indemnity paﬁabie under the policy 1s directly velated
to the amount of the crediﬁ loss, inrthat such {ndemnlity con naveér exceed
the smount of the unpaid principal baléﬁca of the debt., The insurer hsas no
1iability under a V.8.1. policy unless, at the time the polilcy was written,

no payment was more then a spacified number of doys past duw, and a claim



undar the palicy te not valid uhiééé the cu&tcﬁeffhas defaultad in paymeht;!

Additionally, mzny V 8,10 pclicies indemntfy the cradizcr againﬁt éxpgnag o ;

incurved {n trﬂnapurting the nmllateral ta tha credicor frnm the piaca of
repogaession, 7 v 77
(e) V. 4. 1, eaverage iﬂ, Lherefora, insurance which protects thn
crneditor sgainst the cunt@mer 8 default or ather credit lous, and Whén
required by the creditpx to be written in connection with any transactiun,

the premium tharvefore is included in the finance charge under § 226,4(n) (7).

(Interprets and applies 15 1J.5.C. 1605)
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§ 226,405 Property iﬁgu;ancavwgiptedriu connection with a transaction«-
abtatned from or throush the cveditor - :

(a) Féetnctth to § 226.4(a)(6) specifies that o policy of
insurance against loss or damage to property or liability orising out of its
use is not considered to be "written in connection with" a transaction when
iv ", . . was not purchased by the customer for the purpose of being used in
connection with that extension of credit," Thercfore, whenever such a
policy {s purchasad'by the customer for the purpose of befng used in
connection with a specific extension of eredit, it is insurence "written
{0 connecticn with" that tyansaction.

(b) If such property insurance which Is written in connection
with o transsetion is required by the creditor ond is obtalnable from ov
through him, the cost thereof for the term of the initiosl policy or pclicies
must be disclosed to the customer, irrespective of whether the customer
purchages o expecdts to purchaae such {nsurance from the creditor, in order

for the premium to be excluded from the finance cha.ge.

(Interprets end ppplies 15 U.5.C. 160%)
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§ 226,811 Renewals of notes by mail

(a) Under poragraph (J) of § 226.8, renewals of noton with new
maturity dates constitute refinenéings and are consequently new tronsnctions,
A common practico dg for ereditors to permit venewal of such notes by mail,
Ia many of such {natences the creditoy does not know whother the customer
will reduce his original obligation by a poyment on principal or, if reduced,
the amaﬁut of that reduction., The question arises as to whot digelosures
ghould be made by mail to the customer in these clreumstarces,

(h) If tho credicor knows the amount of the principal payment, all
digclosures should be made on the basis of the resulting new smount flnanced.
1§, however, the ereditor does not know whether the cuatomer will reduce his
original obligation, or if so, by how much, he should diacloge on the assumption
that there will be no reduction. In such circumstances he may make one or more
additional disclosures based on one or more exemples of pgraducted principal
reduction. For example, {f a single payment note was for $1,000 a¢ 87 fov
3 months, in addition ta the other reeuired diaclosurces, the creditor should
discloge an amount financed of $1,000 with a finance charge of 320, and moy,
in addition, discloge that with o prineipal payment of 530 the smount [inanced
wauld be $700 with o finance charge of $14, and with o principnl payment of

§300 the amount financed would be $500 with o finance charpe of 510,

(Interprets and opplies 15 U.5.C. 1639)
Dated at Washington, D. C., the day of Aupust, 19069,

By order of the Board of Governors,

(Signed)  Kenneth &, K yon
(SEAL) Kennoth A, Eonyen,

Poputy Seeovatacy,




