For fmmediate release Qatober 29771979.

The Board of Governors of the Federal Remerve System
today announced the adoption of one interprecation te 1ts Truth in
Lending Repulation Z and issued three proposed amendments of the
Regulation for public comment.

The interpretation issued by the Bonrd spells out that
211 points snd dizscounts paid to a creditor by a seller in con-
nection with a consumer ceredit transaction must be included in the
finance charge to the extent they are passad on to the customer.
One example is the points paid by the seller to assure an extension
of credit in a real estate transaction. lowever, the Board wilil
not presume that all points and discounts are passed on to the
buyer,

Amendwents proposed by tha Board would;

1. Provide that creditors nust give 15 days notice to
active customers of any change in terws of an epen-end pccount,
At present, creditors wust give 30 days notice of any change in

.

termg to all customers, whether they have active or inactive
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“accounts,  Under the proposal, inactive accounts must be notifiled

. when they becoma active and before any lnerease in finance chaigesn

s in imposed againet the account. Under an amendment isauved on
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October 23, no notice is required 1£ the only chanpe is the
reduction in the periodic rate or rates applicable to tho account,

2. Permit modification of the rescission notice uticd
in credit snles of vecant lots by substituting the word “homesite"
for "yowe "

3. Permit the advertising of meaningful credit terms
applicable under FHA Bection 235 financing but prohibit advertis-
ing of payments or annual percentape rate which would be nialeading
to woet prospective custoners,

The Board fixed Dgcember & as the deadline for recoipt
of corments on the three proposed amendments.

Copies of the interpretation and proposed amendwents

are attached,
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PLTLE 12+«BANKS AND BANKING
CHAPTER IT--FEDERAL RESERVE SYSTEM
SUBCHAPTER A--BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM
[Rege 2]

PART 226~«TRUTH IN LENDING

Seller's Points and Discounts under Regulation Z

§ 220,406 Seller's points and discounts under Regulation 2

(a) Section 226,4(a) of Regulation Z includes in the finance
charge any charpge "payable directly or indirectly by the customer, and
Imposed directly or indirectly by the creditor as an fncident to or as
a condition of the extension of credit, . "' The question arfses an
to the proper treatwent of discounts paid by the selley, Including
points imposed on the seller by the lender in connection with a real
estate transaction,

{b) Under the general rule in § 226.4(a), any such discount,
ta the extent 1t is passed on to the buyer through an inerense in the
selling price, must be included {a the finance charge., However, s a
practical matter, Lt may be difficult to determine whether or not a
discount pald by the seller in connection with a real estate transaction
has besu, in fact, passed along to the customer as a part of the purchase
price of the property., The sawe sfituation may exist Lo other ciases,
for exanple, those in which the creditor sells at a discount obligations
payable in more than four instalments,

{(¢) The Board has concluded that in auy such transaction coming

within its administrative enforcewent authority, where seller's polnts




or discounts were, in fact, passed along to the customer or buyer and
the amount thereof was not digclosed as a finance charge, the Board
will take such action ag may be appropriate 1in the circumstances,
However, 1t will wot attempt to prescribe rules creating a presumption
that all discounts or points are passed on to the customer or buyer aml
heuwce must be fncluded in the finanee charge {n any pavticular claas
of transsctfon.  On the other hand, the Inclusiou of seller's points
or discounts iun the finance charge will be acceptable to: the Board as -
a correct disclesure under Regulation 2,
(4) ihiz position relates only to the Board's administrative
evforcement procedures and it {s not intended {n moy way to vestrict
or prejudice the rights of any customer or buyer to bying an action
under sections 130 and 131 of the Act where hp has raeanon to
belicve he is or was required to pay directly or indirvectly a flrasnce
charpe fuwposed directly or indirectly by the creditor of the transs
action and the amount of that finance charge was not discloncd to hibs,
(Intcrprets and appliles 15 U,8,C, 1560%)

By ovder of the Board of Tovernors, Octobev 23, 17370,

(Slzned) Kennoth A, e

Kenneth &, Lenyon,
iputy Secretary,

(SEAL)
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FEDERAL RESERVE BYSTEM
[12 CFR Part 226)
[Reg. 2]

TRUTH IN LENDING

Changes In Cpen Bud Credit Accounts; Notice of Opportunity to Resecind
Certain Vacant Lot Transactions; Advertising of FHA Section 235 Financing,

Purauant to the authority contained in the Truth in Lending Act
(15 U,8.C, 1601), the Board of Governors is considaring anending Part 226
fn the followiug rvespeuvts:

la, By amending § 226.7(e) to raad as follows:

§ 226.7 Jpen End Credit Accounta~-Specific Disclosures
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(e) Chanre fIn terms. Not later thau 15 days prior to the

begioning date of the billing eycle in which any change {s to be made

in the terws previously discloged to the customer of an open end credit
account, the creditor shall mail or deliver a written disclogure of such
change to each customer required to be furnished a statement uandev
paragraph (b) of this sectinn, Such diaclogure shall be malled or
delivered to each other customer ne. later than the date of malling or
delivery of the next required bhilling statement en his account. However,
if the perlodic rate, or any minimum, fixed, check service, transaction,

activity, ot similar charge is increcased, the locreagsed amount may not be

Limposed oo any customer without notice at least 15 days prior to the beglaaing

£

date of the billing cycle in whieh the chavge is imposed. Ho notfee s
necegsavy f the ouly change is a reduction in the periodic rate or rates

applicable to the account, .
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b. The main purpose of the proposed amendment is to allow
creditors of an open end credit account to modify the terms of the
account without the necessity of notifying Inactive as well ag active
customers. The present requirsments of Regulation 2 necessitate a costly
notification process and have inhibited creditors from making changes
advantageous to consumers, The proposed amendment would require prior
notlice to active accounts, but would cut the period to 15 days to allow
notification to be included with the next previous billing statement,
accounts lnactive at the time of the change would recalve a notice when
they became active, However, 1f the change fnvolved an {increase in the
reriodic rate or in any minimum, fixed, check gervice, transaction,
ectivity or similar charge, the increased amount may not be collected
from any customer not reécelving notice at least 15 days prior to the
begloning of the billing cycle in whick that increased amount is imposed,
On October 23, 1970, the Board amended § 226,7(e) to permit creditors to
reduce the periodic rate or rates applicable to opan end credit accounts
without the necessity of advance unotice to the customer,

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

§ 226,9 Right to Rescind Certain Transactious
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(b) Notice of opportunity to rescind, Wheunever a customer has

the right to rescind a transaction under paragraph (a) of this section,
the creditor shall give notice of that fact to the customer by furnishing

the customer with two copies of the notice set out below, one of ulilch
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way be used by the customer to candel the transactlon, 5Such notice shall
be printed in capital and lower case letters of not less than 12 polnt
hold-faced type on one side of a separate statement which identifies the
transacticn to which {t relates. S$Such statement shall slso set forth the
entire paragraph (d) of this seation, "Effect of reselssion,'” 1f such
paragraph appears on the reverse slde of the statement, tho face of

the statement shall state: '"See reverse side for important information
about your wight of rescission,'" Before furnishing coples of the notice
to the custower, the creditor shall complote both coples with the name of
the creditor, the address of the creditor's place of buainess, the date
of consummation of the transaction, and the date, uot earlier than the
third business day following the date of the transaction, by which the
customer may give notlee of ¢ancallation., Where the real property on
which the security lnterest way arise does not include a dwelling, the
creditor mey substitute the word "homeslite" for "home'" where that vord
appears in the notice,

Notfce to customer regulved by Federal law:

fou have entered into a tyransaction on (date)  uhiex

may result in a lieyn, mortpage or other security Interest on vour hore.

You have a leaal right under Federa) lay to cancel this transaction, {f

vou desire to do so, without any penalty or oblipation within throe

business days Erom the above date op any later date on which all raterisl

-

disclosures veguired undex the Trutih 4n lending Ack have bLeen uiven te “ou.

1f you so canegl the transaction, any lien, mortuape oxr other security
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fnterest on your howe arising from this trangackion is sutomatically

void. You are also entitled to receive a refund of any downpayment or

other congideration if you cancel. 1I1f you decide to cancel this transaction,

you may do so by notifying

(Nawe of ereditor)

at (Addyess of creditor's place of business) by mail or telepram scut

not later than widonight of o fdate) : . You may alnyo uge

any other form of written notice fdontifying the travsaction {ff it is

delivered to the nbove address not later thay that time. This uotice may

be used for that purpose hy datiog and signing beloy,

I hereby cauncvel thir transaction.

(date) ' (customer's sipgnature)

b, The amendment consists of adding a sentence follouing the
substantive part of § 226,9(b) and prior to the text of the required
notice, The purpose of the amwendwent is to allow creditors {n vacant
lot tramsactions subject to the rescission provisiovns of the Truth in
Lending Act and Regulation 2 to substitute the word "horesite" (n the
specified notice for the word '"hore."

Ja. By adding § 226.10(e) to rvead as follows,

§ 226,10 Adverxtising Cradit Termy
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(e) Advertising of FHA Section 235 financingz. Mo advertisemest

to aid, promote, or assist dirvectly or londirectly the sale of residaential

real egtate under Title TI, Section 235, of the Matiopal Housing Act
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(12 U,8.C, 17152) shall astate the amount of any payment scheduled to
repay the indebtedneas in any extension of credit under that program or
the amount of the finance charge expresged ss au annual percentage 'rate,
All other information specified in subparagraph (d)(2) of this section
shall be stated when required by that subparagraph. Any adveyxtisement
shall clearly identify those credit terws which apply to the FHA
Secclon 235 assistance program,

b. The purpose of the proposed amendment is to enable sellers
to advertise the terms which are applicable to most qualified purchascrs
under the section 235 Federal assistance program of Title 11 of the
Natfonal Housing Act (such as the downpayment and number of payments)
without having to show a figure for the amount of payments or annual

percentage rate as presently required by § 226,10(d) of Regulation Z,

The purpose of the prohibition agalnst stating any payment amount and annual

pevcentage rate s to prevent misleading advertisement caused by the wide
variation in actual amounts and rates applicable to individual customcrs
as a resuln of variation in the amount of the Federnl subsidy.

To ald ln the consideration of these metters by the Beard,
interested persons are invited to submit relevant data, views, or
arguments. Any such material should be submitted in writing to the

Secretary, Board of Governors of the Federal Reserve System, Washlngton,

¥

D,C, 20551, vo be received not later than Docember 4, 1970, Such mater’al
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will be made aveilable for inspection and copying upon request, except
o8 provided in § 261,6(n) of the Hoard's Rules Regarding Availability

of Information,

By order of tlie Board of Covernors, October 23, 1970,

(3igned) Kenneth A, Kenyon

“Kenueth A, Kenyon
Deputy Secrctary

[SEAL]



