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The Board of Governors of the Federal Reserve Systgmﬂ{j;
today lspued e¢ipght interpretationa of provisiong 1nviﬁa'Trgtﬁriﬁv:'
Lending Regulation 2 including three changes in interprotatlons
issucd previously, Interpretations isasued today :elaﬁa,té;;L

Premiums for vendor's single interest insurance féQQiféﬁ'*'
by creditor (amendment to previous interpretation),’

Credit for business or cowmercial putp@ﬁué“ﬂmafér§haﬁ
4 family housing units,

Renewals of uotes (amendment to praevious 1utgrpra;gcigui.,

NMsclosures on multiple advance loans, |

Premiums for insurance added to an existilng bilsuce.

Disclosure for demand loans.

Mortgapges with demand foatures,

Refinancing and increasing--disclosures and ef fects on

tt e right of rescission (amendment te previous 1nterprc£atﬁan};i,,bxv

A copy of each interpretation is attached,
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TITLE 12~ BANKS AND BARKING

CRATER {1 « FEDERAL RESERVE SYSTEM o .
SUBGHAPTER A - BOARD OF GOVERNORS OF I FEDERAL RESERVE q&swz-x
(Reg. %)
PART 226 » TRUTH IN LENDING
Miscelianecua Int@rpratétiens
Interpretation § 226,404 18 émﬁndad Lo vead os fcllawsi4

§ 206,404 Jremiumg for vendor 8. single intg;as& inauranca r&quireﬂ hyﬁ

The question arises whethtr chargestor premiuma for ningle iutetert‘
insurance (Vender's Single Incerest In&uranﬁe‘ written in canneatisn wlfh ﬁil“
credit transaction may be excludgu £t@m the financu cliar e undmf § ?26 h(n)ﬁn)_
if the iasurer walves subragaLien.

If the {nsurer walves all right of spubrogation againutfthé éuatome% o
in o single interest peliey of insurance apalnst loss cf ér damage téjﬁfépééF?::;
(which may include coverage for slkip, concealment, conversion, and ém&gzzlg;in?;
ment) written {n connection with a cﬁedit transsction, and the creditéﬁﬁcemti,A{:
plies with the requivements of § 226.4(a) (6), ﬂhérgcu Qr,premiQms fér:aﬁsh
insurance may be mtcluded frow the gmount oE tha fimence charge cn,thﬁf

trangaction, However, if the insurer does not so walve subregation in such -

pulicy of insurance, the charges or premlums shall be included in the finanﬁe‘i
charge,

(Interprets and applies 15 U.5.0., 1695)




§ 226,302 Credit for huniness of. mmemial yurpoﬂeﬁ""mera chan 4 {amily hau inﬁ
unitﬂ o

Under § 226.3(s), exfansicns,éfﬂcredit for husineaa ﬂficbﬁhéf {ii
purposes, other thon agricultural purpasas, are not subject tn Reguletinn Z; -
The question arises as to whether an extension of credit reldating tc K dwalling :
(ag defined fo § 226,2(p)) which ccntnins more than 4 Iamily hﬁuning uuinﬁ 13 ;i
on extension of credit for business or commercial purposes, | 7 7 v

Credit extended to an owner of 4 dvelliug containing wore thaq’& fqmily.u
housing units far the purpose of aequifing flannciog, rafinanuing; impfovihgf '7
or moiotaining that dw&lling ia on exteusion of credit for business or cammaruial
purposes.

(Interprets snd applies ‘15 U.8.0. 1603)




Interprecation § 226,811 {s avended to read ac follows:

8 226.811 Renewals of uates

Any reneval of an extenglon of credit providing for gayheat,df’f3§ £u11. 2

neincipal aue on 8 apscified;daté‘ghali not. he- consldered a refinaﬁeiﬁglpﬁdég?‘i3fi
§ 226, (3>, and no ddeclosuren nééd'be made iﬁJGﬁhﬂéﬁtiOW with such réh§ﬁ31;{
nrovided: 7 s

(1) ALl disclosures required under this ®art were nade in ﬁ@hnectibni‘;
with tha original exienslon of eredlit -v a mrief reneval thereéf; 7

(1) The anount of the renewal dnes not exceed the avonnt of tﬁejuﬂﬁéid‘i
balauce alug eny acerued and unpaid finance dharge; -

(£11) The annual percentage vave (vr vated) nveviously discloged is not
inecreaged; and

(1v>  The period for which venewal 1u vade dous noi exceed by pore than
4 days the nerloed uf the excension of credit for which Meclopures were rade,

In ingtances in which digsclosures are vequired to be vade and rencwal
ts made by nail, the creditor wmay not koow whether the cuszomer will reduce his

chligation by a paywent nn nrincipal or, if reduced, the awounr of that reduction.

The question arlses as o what digelosures should be vade by -.ail ©o the cuslorer
in ‘hege clrecuvstances, | .
Lf the credizor knows the amount of the princinal payueni, all dis-

closures should be wade on the bagis of the vesulting vew awount financed, If,
bowever, the craditor does woi know whether the customer will reducs his original
chligation, or if so, by how mugh, he should diusclose on lhe assunption that there
will be no reduction. In such cireuwstances,at rhe creditors opelon, he ray rele

ope or core additional dieclogures baced on one or move exswoleén of graduated
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srincipal reductfon. For example, if a single paynent note for $1;9Q3 ar 1% iﬂwi}
proposed to be renewed for $1,000 at 8% for 3 months, in agdditlon to tﬁé;@ﬁhéi |
required disclosuves, the creditor should disclese an amuuntrfinancgd_ﬁf éi;édb;i *
vith a finance charge of 829, and way, in addition, disclosge that with a prfﬁci§é1 7'
payeent of 3390 the avount financed wéuld be 879% with o f{maﬁée'chnrgg 6f,$iﬁ
aud with 4 orincinal vayment of $570 the & ount fnanced wauid be $S)§‘wi§hig:,

finance charge of $17,

(Interprets ‘and aoplics 15 U,8.C, 1639)



f 226,813 Disclneures on mqltiplp aﬂVaﬁée loana

In conneccion,wirh cunscructicu and athat multipia advance Lca,
under § 226,8(1) ,which are payable in a siuglm dum or patwaneﬁtiy £inan¢eﬁ :
by the same creditor at waturity of the édnstruetiunrphaae_Withgiﬁgﬁte -

enly payable up to such maturity,and in which either the amount or date

of on advance is not determinable, the quastlon arigen whetheyva;meﬁbnd;'
might be utilized to astinate the informaticn to be diﬁeiﬂsed?undéfar
§ 226.8(b)(2) and (3) and (d)(3).

In such cases,at the ereditor's option, required 1hfarmatien ;f;,j
may be estimated and disclosed as Follows: T |

(1) The following mathematicalyequaticna Easad gpau,aasu@ea'jﬁv'xc"
cont lnuous advances may be utilized in estilwating thé;ém§Uﬂt éf £hévi§£éré$§5;,;;
component of the finance charge and the annual pevcentage rabe by subééifif;;
tuting the appropriate numerical amounts for the following symbols in th@r
cquationg: |

(1)} Symbols:

L = Awmount of loan cownlbwent,

Stated annual interest vate erprossed as a
decimal figure,

B

¥

n = Number of interest payments to he made to maturity, -
m = Number of iuterest perieds (unit-periods) ia 1 year.

? = Total amount of any prepald finance charge under
§ 226.8(c).

Amount of any required deposit balance under § 226!8(6).

=
i




.

(11) If interest ls computed from the date of edach advan
only the amounts advanced:

Eatimated annual percentage rfate = prl + 2mP
n{l « 2P - 2B)

Estimoted interest finance charpe » nxl

e

2m

(111) If interest is computed on the full amount of tﬁe édmﬁ§§§;

went vithout repard for the dates of disbursenents or sctual ﬂmgnﬂtgrdié?'? 
bursed: &

Estimated annual percemtage rate = 2nrl + 2mP -
n(L - p - 23) :

Estimated interest filnance chavge = nrl
n

(?) If the equations under subdivision (i1) of pavagraph (1)
arae utlilized, the amounts of any required interest payments ﬁu?iﬂgrih& 
congtruction phase may be omitte . in making the disclosures vequired under
§ 226,8(b)(3); however, Lf the e¢juations under subdivision (iii) of paran_i'i;izél4
graph (1) are utilized, then the amount of each scheduled intérest»paymehﬁ d
shall be disclosed as requirved under § 226.8(bY(3). -

(3) In the case of a combination coenstruction loan and permﬁnea;k
finaneing provided by the sama creditor: |

(1) The amount of interest finance charge to be paid prior #91
the dwa date of the first amortization payment shall be estliated as'ﬁges{
eribed under subdivisions (1i) -er (ii1) of paragraph (1) 58 the cnaelmayi:
be and shall be treated as prepaid finance charge for ccmputatioﬂélrgér~ j~

poses; and
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(ii) Estimation of the annual poruéntage rate shall be madg,"”

without ripard to the number of interest only payments to be wade, aéngﬁingﬁ B
the first payment period to be tiat interval between the date the finanze

charge begins to acorue and the date the first amortization payment 15 dueé.

4, Discloasures made in accordance with this 1nterpratation; whg§ "
wade along with the other diacloaures required under § 226.8(b) and (d),
shall constitute "all other material disclosures required under this Pare!
veferred to under § 226.9(a):

A 520,000 construction loan commitment on whieh the precise datgs'>
or amounts of advances are not determinableé, The obligation bears a stated

0% interest rate and interest i3 to be pald wonthly on the amounts advanced,

and the total of the amounts advanced under the commitwment plus any unpaid

interest Is due and payable at the end of nine montha frowm the date the -

finance charge begins to accrue. There ls a loan fee of 1% (5200), but
there is no required deposit halance., Substitullog these terms for the
symbols, the equations become:

L9 x_ .06 1% 720,000)4+(2 x 12 x 200) = L0884 or 8,847 or 8=3747%
]

9 x {(20 000 -« (2 kkAj"B petinated annual parcentage rate,




whye

4 x .06 x 20,000 = 450 or $450 estimated interest finance charge camg @i
2x 12 of the finsnce charge.

If the terms stated in the exawple were changed 5o that i

swwould be computed on the full amount of the commitment frcm éhe ﬂaca the

finance charge begins to accrue without regard for the datea af diifur_
menta or actual amounts of funde disburaaed, the equations undec (iii) abave
become:

2 % 9 % .06 x 20,000)H(2 x 12 % 200) = 1697 ot 14,97% or 3
x [(20,000 « (2 % 2000 ] annual pgrnéntaga rate,

9 x .06 x_ 20,000 = 900 or $900 estimated interest flnancs charge ccmpang
12 of the finance charge. 7This interest wguld be pay?ble
in 9 monthly paymenta of §100 sach, :

A 520,000 conatruction loan followed by permanent figagéiﬁéfiﬁ'%/
same amount. S§ix per ¢ent ineeﬁmst.r One polnt loan fee;' Niﬁéi@bngﬂé;iai'
maturity of construction phase, Nine mqnthly payments of inkéﬁééffﬂﬂi§' 

during construction phase., Twenty-year maturity ou permanent findncing to-

bo amartized in 240 equal monthly payments including interest ﬂgd hriﬁéipai.ﬂ-é :i
From mortgage awmortlaation tables: B |
Awmortization of a $20,000 6% 20-year loan in 240 equal manﬂﬁly,payﬁéﬁﬁél};m'
including Laterest and principal vequives ecach mnnthlyrpaymuﬁt;tﬁ‘bé
§143.29 |
Total of 240 payments = 240 x §143,29 = $34,339.50
Subtract amount of loan prineipal $20,000.00

Interest {inance charge on permanent
financing $14,289, 60




&50

Add: Estimated ifnterest fiunance charfe
on congtruction phase (pursuant

to subdivisien (i1)) 450,00
Add:  Loan fee 1 point e 200,00
Ratimated finance charge $15,039, 60

(If the interest on the construction phnﬂn is cﬂmpuLed on. Lhe

full amount of the cummitmant for the full tine Lo mnturihy withouL regard

for the dates of disbursements nr actudl amounts dtnhursed*purauﬂnt'to 8’)?{;;; £
divigion (L1i), the estimated interest Einance charge for tho een%LrucL1087 l;;
phuse would be $900.00 which would result in a total eatimﬁted iiuauce 7
charge of $15,489,060,)

Loan fee 1 point prepaid finance charge 5 200.00

For computational purposes consider intereat
ta be pald on constroction phase as praepaid

(not to be disclosad ag prepald). £ 230,00
Total amount treated ag prepafd flnance
charge for cumputational purposes § 650.00
Computational Disclosure
x&ipﬂa&imn aurnoges
Amount of loan 520,000 $?C,000

Deduct. total of
estinated finance charge
trested ag prepaid $ 650

Daduct actual amount of

prapald. finance charge R 8 200
Estimated amount [inanced

for computational purppses 519,350

Amount financed to be
dlgcloand

Y
—
=N

«
oo
<
o
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Acjust firat payment perioed (peviod of conatruction 1a&n;p;d§f
period from maturity date of construction loan to due date 6f'£;z§t @ﬁégiw
zation payment) by dividing the periad of the canﬁtrucﬁién,{gan By'é‘éga"'
adding the period of time betwegn the maturity data of tﬁé'ﬁéhgéructicﬁ?_
loan and the date the first awovtization payment 18 uue. |

9 months divided by 2 = 4 1/2 months plus 1 manth =5

Foom Appendix A (cage A2) of Volume I of the Bcard'al&ﬁ5351 ;
centage Rate 1 bles, read acrosg to 5 months and on the line belaw 0ppés 3
15 days (1/2 month) read + 9 0, This adqutmens should be adﬂeé:té‘thg~—.
nuwber of regular amortization payments to determine the ﬁﬁmb¢r af'payméﬁié
in utlilizing the Aunual Qercentage Rate Tables: | |

240 wonthly payments + adjustment 9.0 = 249
Following the directiong on "age 1 of Volome 1
Fstimated finance charge $15,039,60 x 100 » $1,501,960 whiéh'§houid—ba
divided by the sstimated amount finanted for camgmtati&nalrpﬁfpééés: |
$1,503,960 % 19,350 = $77.72 estimated Ffinance charge paﬁ§¥00':'l
of estimated rmount financed for computational purposes.

Refer to page 309 of Volume I, vead down number of payments
colunn to 249; read across to 78,71 (which is nearest to §77,72 cgmﬁﬁp§§ 1:;f
sbove), and read up to 6,25% which is the et inited &nnual?ﬁéfcénéage*faté';
to be disclosed, ; |

in the example where the interest on the constwuatign phaae As

computed on the full ampunt of the commitment without ragard for Lhe ﬁates,

of advances or actual amounts advanced, the estimﬂted £1nance Lharge pe
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$100 of amount financed is $51.96, On page 3N9M of Volume I;'fgﬂdrﬂogn,i{ .
to the 249th payment line and across to $32.39 which is ﬁhé nearést-amount' :
to $81.96, and read up to 6,507 whieh {s the -eatimated annual pereqﬁﬁﬁéé
rate to be disclosed,

(Intorprets and applies 15 U.8.0, 1638 and 15 U.8.¢, 1639) _




§ 226,814 Premiuma_fotiinsgyanca?éd&ethq,aprﬁx;gging balonce

Subsequont to‘che conautmat{on afré énnéu&ér‘credit tranﬁécéiéﬁééﬂé'ij;ff
customer may wish to purchase optional inaurente in councetion with fﬁn;obligé?fir
tion. Typleally, mortpege l1ife and disability insurance may be offéred to -
the custowmer at some date after consummation under a plen in which thg'iénd&f'>
will advance the amount of the premium due and add that amount to the eiiaﬁing
unpaid balance of the obligotion. Generally, each {fustolment on the origin51/7 
obligation paid during the peried before the dext premium ia due will be
incrensed proportionntely to liquidate the amount of the sdditional advance
plus sny finance charpe. Additional sdvances ave made sutomaticolly foy renewal.
premiums ag they become due unless the bovrower requests discontinuance of
the coverage. The question arilses ss to the required disclosuren.

In such cases the insuvance agreement may be considered a single
gseporate transaction, and the digelosures requifed under § 226.8, at the
creditor's option, need be made only prior to the time the agreement s
exacuted and only with reéapect to the amount of the {nitial advance. For
example, o mortpage life and disability insurance plan in which the annual
premium advanced v.g §145 repayabie in 12 monthly fnatalments of $12.61 added
te the reguler wonthly mortpage payments would be diaclosed as an "amount
financed" of $145, a “"finance chorge' of $6.%2, and & "total of pryments' of
5151.32. Additional discloaures ss spplicable under § 226.8 would, of course,
be made, If, 48 iv some cages, only n portion af the advance is liquidated
during the premium pexlod with the vemainder payable ot the end of the mortganc
contract, the creditor would likewlise calculnte tha amount of finance charge

which would acerue on the advance until poald in full.



nrineipal reduction, Fér'examplagiif éfaLnglé‘paYﬂané nmtn'fﬁrf§i;3éirét'7% ié:i,}
propesed to he reneved for $1;Dﬂ§;ét BZ for.37ﬁ§nths, ia aﬂditiéﬁftcﬁth other :
required disclnuurea,4the ereditor should disclose an avount finaneed of $1,QQO*E C
wvith a flnance charge of $29, and way, {u add{tion, disclose Eﬁét with‘a,priuéibéi'
payrent of $390 the avount financed would -be £79) with a finance charge of $§14,
end with a nrincinal paywent of $570 the a punt financed would be $579 with o
flannce charpe of 319,

(Interprets and goplies 15 U.5.0..1639)




§ 725,815 Disclosure for demand loans

Section 226.8(L)(D) :equifés A praditor Lo Q;s;193§5i§évﬂuﬁ,
amount and due dates or periodas éf.ﬁafﬁéﬁta scheduled to 56@&& 3
of credit other than open endrand, in aﬁprupriate csséé, tbeit@ﬁélvaé
payments. The question arises as to héwréhaﬁe requirements éhqy;@gba'meﬁrr
in the case of ¢emand loans, ’

Section 226.4(g) provides that fé? the purpose of caleulating éhgf"
finance charge and annual percentage rate, demand 1@3&& 3€¢ aéq&icered t5%:
have a one~«half year maturity unless the obligation is alcernagivély payabig
upon a stated maturity, {n which case the stated maturlity éhall-?e,pgé?;

In order to ecomply with the raquﬂrementﬁ of §;22§;8(bi(3)5fi§5ﬁ§?‘
alternntive maturity date is sbecified, the creditor need disclose onLy?thé’n
aue dutes or periods of paymenta of all schneduled interest payments fggjﬁhﬁ

first cne<half year, In such cases, the creditor need not disclose the

number, amounts or total of payments or identify any balloon payment,
Effective May 1, 1970, creditors shall dinclose the fact that the obligation
is payable on demand, |

[£ an altaernative maturity date is specified, all disclnﬁufea
required under § 226,.8(b) (3) shall be made, using ihat date,

(Interprets and applies 13 U.5.C, 1639)




§ 226,816 Mortgages with demand feacarey

In some cases real;éﬁtate morigages are wtitcén forjﬁ atacéd;
period, for example one ysar, with the provision that they shall,bejpﬁ&gﬁlgfL¥ 37
on demand after expiration of that period, provided that until such;Qéﬁéédieslf (
is made the principal and interest ahallrbe paid in gecheduled périﬁdié} ’7
ingtalments until paid in full. The obligation ia thus payabla écéqidiﬁg,cb;?;gl
8 specified amoviization scheduls subject to the holder's right to demand
payment after the stated period.

The question arisas whacger the c¢reditor may make disclosures
baged on the specified amortizailon séliedule oy whether disclosures musf
be made on the basis of the matGrity establishied by the expiration of the
stated period,

In such cases the ereditor may woke disclosures based on the
specified amortization schedule, provided he disclosas cleavly and con-
spleuounly that the obligation 4s payable on demand after the stated period
together with the faet that disclosures are made on the basis of the
apecified amortization schedule, Otherwidge, disclosuraes shall be bagdad
upon the earliest date demand Ffor payment in full way be wade under the
terms of the mortgage showlng the unpald balance due at that time as a
"palloon payment,’

The disclosure requirements of this interpretation shall hecome

effective May 1, 1970,

(Interprets and applies 15 U.§.G. 1639)



Interprotacion § 226,903 ia amgndadwra rand as follown:

§ 220,903 Refinancing and iﬁcreaainy~-discimsur98 aﬁd ofﬁecta o the 7""‘
vight of xe escisgion

In some cages the creditor of an obligation will xsfinaﬁéa
that obligation at the request of a customer by permitting the customer
to execute a new note, countract, oy other document evidencing the transs
action under the terms of which one or more of the erigilnal gredit ﬁefhst,

ineluding the maturity date of the obligation, arve changed, [Except as

provided ia 8 226.811,l/ such refinancing constitutes a new transaction,
and all digclosures vequired under § 226,83 wmust be wmade, The question
arises as to whethey that transaction 1s subjeet to the right of reselasion
under § 226.9 where the oblipation {s alveady secured by a decuficy
interest in real property which 18 used of expected to be used as the
principal residence of that customer,

If the amount of such new transaction does not excoed the amount
of the unpaid balance plus any accrued and uopaid finance charge on the
exlsting obligation, 8 226.9 does not apply to the transaction.

1£, however, such new transaction ig for an increaded amount,
that is, for an amount in excess of the amwount of the unpaid balance plus
any accrued and unpald finance charge on the existing obligation, # 226,9
applies to the transaction, However, such right of rescissicn applies
only ro such excess and does not affect the existing obligation (or
related securicy luterest) for the unpald balance plus accrued unpaid

finance charge,

Y/ The underscored lanpuage was inserted ta conform this interpretatioh
to interprecation # 226,811, as smended,




=2=
1f a tfam;action iy refinanced by a ereditor other than the
credicor of the existing obligat:ian,’,t‘he entire transaction {8 subjact
to # 226.9,

(Interprata and applies 15 U,8.C. 1639)

Dated at Waﬂhlngtén, D. ¢, the 28th day of Januavy, 1970,

By order of the Board of Governors,

(81gned) Kenneth A, Kenyon
(SEAL) Kenneth A, Kenyon,
Deputy Sceretary.




