
For livttK'dinte re lease Oe Lob (if 20, 1970. 

The Board of Governors o£ the Federal Reserve System 

Uxiny Announced the adoption of one Interprewdtion to it® t r u t h In 

Lending IU>j>.ulatlon Z and Issued thre© propoeed amendment# e i the 

Rcj'ulntlon for public comment. 

The In t e rp re t a t i on issued by the Board spe l l s out thnt 

a l l points and discounts paid to a c r ed i to r by a s e l l e r in con* 

mot ion with b consumer c red i t t ransac t ion must be included in the 

finance charp,« to the extent they ore passed on to the guatosnBC. 

Otic example ia the points paid by the s e l l e r to assure an extiBrtfiion 

of c red i t In a rea l e s t a t e t r ansac t ion . However, the Bonrd w:lll 

not presume thnt, a l l points and discounts arc pftsfled on to th<s 

buyer. 

Amendments proponed by the Jloord moulds 

1. Provide that c red i to r s must give 15 days not ice to 

ac t ive customers of any change in terms o£ an open*end account * 

At present , c r ed i to r s must give 30 days not ice of any change in 
ic 

• terinrf to a l l customers, whether th«y have ac t ive or inac t ive 
i * ' (O 

accounts. Under the proposal , inact ive accounts mmt be no t i f i ed 

, -when they boccmifl ac t ive and bfifort; nny increase ift finnnco charges 

• J in imj'OHcd against the account- Unnler mi amendment t«nuu<l on 



» 2-» 

October 23, no n o t i c e i s r e q u i r e d i f the only chance i s t he 

r e d u c t i o n in the p e r i o d i c r a t e or raises a p p l i c a b l e t o tho a c c o u n t . 

2 . Permit; m o d i f i c a t i o n of t h e r e B c i s o i o n not l eu ufied 

in c r c d i t s a l e s of vacan t l o t s by s u b s t i t u t i n g t he word "homusLCe" 

for "home , " 

3 . Permit t he adv&rt:L»ing of m e a n i n g f u l c r e d i t toxins 

a p p l i c a b l e utidp.r PHA S e c t i o n 235 f i n a n c i n g but; p r o h i b i t a d v e r t i s -

ing of payment*! or annual p e r c e n t a g e r a t e which would b« mirt iendtnf 

to most p r o s p e c t i v e c u s t o m e r s , 

The Board f i x e d December 4 nfii t h e dondl i i io f o r r e c e i p t 

of coranents on t he t h r e e proposed nnieodiiijents. 

Copies of the interpretation ond proponed Amendtnenta 

nri? act 'I'.'lici. 
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TITLE l2-^BAf)KS AUD BANKING 

CHAPTER II--FEDERAL RESERVE SYSTEM 

SUBCHAPTER A—BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 

l a o j u z j 

PART 226—TRUTH IN LENDING 

Sol l o t ' s P o i n t s and Discoun ts under R e g u l a t i o n Z 

5 226.400 Sol l e t ' a p o i n t s and d i s c o u n t s under R e g u l a t i o n Z 

(a) S e c t i o n 226 .4 (a ) of Regu l a t i on Z i n c l u d e s in tho f i n a n c e 

charge any charge "payab le d i r e c t l y or i n d i r e c t l y by tlio cus tomer , .mil 

impojiod d i r e c t l y or i n d i r e c t l y by the c r e d i t o r us nil I n c i d e n t t o or as 

n c o n d i t i o n of the e x t e n s i o n of c r e d i t * * »" The q u e s t i o n a r i a o a tin 

to the pro n-r t r e a t m e n t o£ discounts! pa id by the s e l l e r , I n c l u d i n g 

p o i n t s imposed on the s e l l e r by the l e n d e r in c o n n e c t i o n wi th a r e a l 

« o f a t e t r n n a n c i: Ion. 

(h) Under the g e n e r a l r u l e in § 2 2 6 . 4 ( a ) , any such d i s c o u n t , 

to the e x t e n t it: i s passed on to t he buyer through mi i n c r e a s e In tho 

s o i l i n g p r i c e , must be inc luded in tho f i n a n c e chare,o, However, -iti a 

p r a c t i c a l m u t t e r , i t may be d i f f i c u l t t o de te rmine whether or not a 

d i s coun t pa id by the s e l l e r in c o n n e c t i o n wi th a r e a l e s t a t e t r a n s a c t i o n 

has been , in f a c t , passed a long to the customer as a p a r t of the purchase 

p r i c e of tho p r o p e r t y . The same a c t u a t i o n may «x i : i t in o t h e r e a s e s , 

fo r e x a n p l e , those in which the c r e d i t o r s e l l a a t n d i s c o u n t o b l i g a t i o n # 

payable in more than fou r i n s t a l m e n t s , 

(c) Tho Board haa concluded t h a t in any ouch t r a n s a c t i o n coming 

w i t h i n i t s a d m i n i s t r a t i v e en fo rcemen t a u t h o r i t y , where s e l l e r ' s p o i n t * 
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or d iscounts wore, in f a c t , passed along to Che custodier or buyor and 

t he amount the roof was not, d i s c l o s e d as a f lnanco charge,, the Board 

w i l l take such a c t i o n aa may b« appropriate In the circumstaneeu. 

However, i t w i l l not attempt to prescr ibe r u l e s c r e a t i n g a presumption 

that a l l d i scounts or po ints two passed on to the cuutorfcr or buyer find 

ln'iifn munt be Included In the f inance charge In any p a r t i c u l a r elnod 

of trannact lon . On the other hand, the Inc lus ion of BoHor'a p o i n t s 

or d i scounts In the f inance charge w i l l be acceptable to; the Hoard aa -

a correc t dlocletnire under Regulation 2 , 

(d) ihla p o s i t i o n r e l a t e s only to the Board'n adminiatrat ivo 

enforcement procedures and I t i s not Intended in any way to r e u t r l c t 

or prejudice tin; r igh t s of any customer or buyer to bring Jin a c t i o n 

under sec t iona I'JO and 131 of the Act whore ho hna cannon to 

b e l i e v e he i s or was required to pay d i r e c t l y or i n d i r e c t l y n l i m n c e 

charge imposed d i r e c t l y or i n d i r e c t l y by the c r e d i t o r of the tr.in«-

ac t ion and the amount of that f inance charge was not <tJnclot.n! to hiw, 

( I n t e r p r e t s and a p p l i e s 15 U.S.C, I6O0) 

By o>:dcr of the Hoard ol; Jovernors, October 23, i'jlO, 

(Oifjncd) Kenneth A. Kcnyon 

K e n n e t h A, Kenyan , 
Deputy Secre tary . 

(SEAL) 



FEDERAL RESERVK BVSTEM 

£12 CPR Part 226] 

(Reg, Z) 

TRUTH IK LENDING 

chtingps in Open End Credit Accounts! Notice OS Opportunity to Rescind 

Certain Vacant Lot Transactions; Advertising ol FHA Section 235 Financing, 

Pursuant to tho authority contained In the Truth in Lending Act 

(15 U.S.C. 1601), the Board of Governors! is cou&ldarlng amending I'nrt 226 

in the following r<> Kpo.r. t ts: 

la. By amending § 226.7(e) to read ns follows: 

5 226.7 Opon End Credit Accounts-*Si)ee If lc Dleologurott 

4 4 4 M 

( e) Change in terms. Not later than 15 days prior to the 

beginning date of the billing cycle in which any chnngn is to bo rondo 

in tiie terms previously disclosed to the customer of mi opon end credit 

account, the creditor shall m«til or deliver a written disclosure of auch 

rlumgo to crtch cuacomer required to bo furnished a Btatoment under 

paragraph (b) of this section, Such disclosure shall be mailed or 

delivered to each other custoner nrt later than tlio date of mailing or 

delivery of the next required billing statement on his account. However, 

If the periodic rato, or nny minimum, fixed, chock Borvlco, transaction, 

activity, in similar charge is tnoraanod, tho increased amount may not bo 

imposed on any customer without notice at least 15 daya prior to the beginn 

date of tiic. billing eyele in which the chnrgo is itnpoaod. No notice id 

necessary if Clio only change id a reduction in the periodic rate or ratc« 

applicable to thra account. 
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b. The main purpose of the proponed amendment Is to allow 

c red i to r s o£ an open end c r e d i t account to modify iche terms of the 

account without the necessi ty o£ no t i fy ing inaetiv® as well -lis- ac t ive 

customers. The present requirements of Regulation Z necess i t a t e a cos t ly 

n o t i f i c a t i o n process and have Inhibi ted c red i to r s from making changes 

advantageous to consumers. The proposed amendment: would require p r io r 

notice t:o act ive accounts, but would cut rho period to IS days to allow 

n o t i f i c a t i o n to be Included with the next previous b i l l i n g s ta tement . 

Accounts inact ive at the time of the change would recalve a notice when 

they became ac t ive . However, if the change Involved an lncrcnao in thu 

per iodic ra te or In any minimum, f ixed , chock se rv ice , t r ansac t ion , 

t .c t lvi ty^or s imi lar charge, th« increasc l amount may not be co l lac ted 

i:rom any customer not recolving notice a t l e a s t 115 days p r io r to the 

beginning of the b i l l i n g cycle in which tha t increased amount i s Imposed, 

On October 23, 1970, the Board ontended § 226.7(a) to permit c r ed i to r s to 

reduco the per iodic ra te or ra t"« -applicable to op«n end credi t accounts 

without the necess i ty of advance notice to the customer. 

2a, By amending 3 226.9(b) to read as follows, 

S 22(5,9 Right to Rescind Certain Transactions 

it 1e ft it ft 

0') Notice of opportunity to rescind, Whonovisr a cuatorrci has 

the r i gh t to rescind a t ransac t ion undar paragraph (a) o:f t h i s sec t ion , 

the c r ed i to r shal l give notice of that f ac t to thu cuntoicor b/ furn ish ing 

che customer with two copies of the notice se t out below,, one of which 



may bo used by the customer to cancel the t r a n s a c t i o n . Such not tea s h a l l 

bo p r i n t e d in c a p i t a l and lower case l e t t e r s of not l e a s than 12 p o i n t 

bo ld - faced typo on one s ide of a s e p a r a t e atatoniont which i d e n t i f i e s the 

t r a n s a c t i o n to which i t r e l a t e s , Such s t a t emen t s h a l l a l s o s o t f o r t h the 

e n t i r e paragraph (d) of t h i s s e c t i o n s " E f f e c t of r e s c i s s i o n , " If such 

paragraph appear!? on the r eve r se s i d e of tho (statement, the facts of 

the s ta tement s h a l l s t a t e : "See r e v e r s e a ide f o r impor tant i n fo rma t ion 

about yovjir r i g h t of r e s c i s s i o n , " Before f u r n i s h i n g copies of the n o t i c e 

to the customer, the c r e d i t o r s h a l l cotnplcste both cop ies wi th tho name of 

tho c r e d i t o r , the address of the c r e d i t o r ' s p l ace of b u s i n e s s , the da te 

of consummation of the t r a n s a c t i o n , and the d a t e , not e a r l i e r than tho 

t h i r d bus iness day fo l lowing the da t e of the t r a n s a c t i o n , by which the 

customer may give no t i ce of c a n c e l l a t i o n , Where tho r e a l p r o p e r t y on 

which the s e c u r i t y I n t e r e s t may a r i s e does not inc lude a dwe l l i ng , tho 

c r e d i t o r moy s u b s t i t u t e the word-"homesi te" f o r "homo" whoro t h a t word 

appears :in tho n o t i c e , 

Not Leo to customer r e p o t t e d .by. Federa l law: 

You have en t e red i n t o a t r a n s a c t i o n on (da t e ) whlci 

may r e su l t , in a H e n , mori'-uane, or o t h e r s e c u r i t y I n t e r e s t on your hon-B, 

Yi?u have a l ega l r i g h t under Fede ra l law to cancel t h i s t r a n s a c t i o n , i f 

you d e s i r e to do so , wi thout any p e n a l t y or obi 1 ;;at ion w i t h i n th roe 

bus iness days from the above; da t e oif any l a t e r datci on which a l l . nsatcri.i.l 

AMcloavyea r e q u i r e d under the Tru th In l.sndlnK Act, have been i»lyt.-n t o "tn». 

If you so cance l f h$ t r ansyc t i ' on , ..any 1 ion , mort,-anise, or o t h e r n o c u r j t y 
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1"iff»•;•.( on your .home .arlsluc: from t h i s trnniiac^ion i s au tomat ica l ly 

v<'ill. You arc a l so e n t i t l e d to recotvo a rcifuttd ot' any downpaymont or 

other cons idera t ion .If you cance l . If you doeldc to cancel t h i s t r a n s a c t i o n , 

so by n o f 

ne of c r e d i t o r ) „„ 

•t( (Add res;. of c r e d i t o r ' s place of buBlnesa) by mall or toIc^r im sent 

n.°.£ i j i ter th?m midnight of (date) , You may. AI IIO use 
*»>*»» *i'>/frir«'f<i'i.r •»;»-! I t-riVi 'intuit i"m t.j/»in. nng >•>>,, i. i»lh'i \ M»i'i(" fgnw SJfa mtuf u* u' i 'j II 

nny ot her form of w r i t t e n not ice I d a n t i f v l n g thtt t r ananc t ton lit i t to 

21 <!(• I ivorod to tho above addreaa not Later thori t ha t t ime. This not ICQ wftV 

b« used ior that; purposes by dat 1ms and s igning below. 

I hereby cancel tbl»r. t r a n s a c t i o n . 

(date) (customer 's s igna tu re ) 

b. The amendment c o n s i s t s of adding a Honteuco fol lowing the 

subs tan t ive pa r t of § 226.9(b) and p r i o r to tho tex t of the requi red 

no t i ce . The purpose of the atrendirent i s to allow c r o d l t o r s in Vacant 

Jiy lot t r an sac t i ons sub jec t to the r e s c i s s i o n provis ions of the Truth In 

Lending Act and Regulation Z to s u b s t i t u t e the word "hotnouite" In the 

spec i f i ed notico fo r the word "hotro." 

3a. By adding S 226.10(e) to road na fo l lows. 

§ 226.10 Advort ls ing Credit Terms 

it it It 1t ic 

(e) Adycrt.l8.inR of FHA Sect ion 235 financing,. Ko adver t l sotto \t 

to a id , promote, or a s s i s t d i r e c t l y or I n d i r a c t l y the sa l e of r e s i d e n t i a l 

rea l e s t a t e under T i t l e I I , Sect ion 235, of the National Housing Act 



(12 U,S,C, 17l5z) aha l l s t a t e the amount of any payment scheduled t.o 

repay the Indebtedness In any extension of c r ed i t under tha t program or 
* 

the amount of the finance charge expressed «a an annual percentage .rate, 

All other information opacif ied in subparagraph (d)(2) of t h i s sect ion 

sha l l bo s ta ted when required by tha t subparagraph. Any advertisement 

sha l l c l ea r ly i den t i fy those c r ed i t terms which apply to the FllA 

Section 235 ass is tance program, 

b. The purpose of the pvoposed amendment i s to enable Hellers 

to adver t ise the terms which are appl icable to most qua l i f i ed purchasers 

under the sec t ion 235 Federal ass i s tance program oi; T l t ln 11 of tho 

National Housing Act (such as the dovmpayment and number of payments) 

without: having to show a f igure for the amount of pnymonto or annual 

percentage rata as present ly required by § 226.10(d) of Regulation 2. 

The purpose of the prohib i t ion agains t s t a t i n g any payment amount and aunual 

percentage ra te Is to prevent misleading advertisement caused by tho wide 

va r ia t ion in actual amounts and r a t e s appl icable to Individual KuotomorB 

«H a resulr. of va r i a t ion in tha amount of the Federal aubaidy. 

To aid In the considerat ion of theae nvttertt by the Board, 

in te res ted persons are invi ted to submit re levant da ta , viewn, otr 

arguments. Any auch material should be submitted in wr i t ing to tha 

Secretary, Board oi: Governors of the Federal Ueaervo System, Washington, 

0.C, 20551, Co be received not l a t e r than December 4, 1970, Such iratei 'aI 
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will be made available Cor iiiflpectiopi and copying ypon requqflt* oxccpt 

oa provided in § 261,6(a) of the Boa^d'o Rule© Regarding Avnilnbil i ty 

of Information, 

By order of the Bourd of Governors, October 23# 1970« 

(Signed) Kenneth A, Kenyon 

Kenneth A. Kenyan 
Deputy Secretary 

[SEAL] 


