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For immediate release ^ 
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The Federal Reserve today made public a revision of its official 

staff commentary on Regulation Z (Truth in Lending). 

The revision of the staff commentary, which applies and interprets the 

requirements of Regulation Z, is effective September 17. However, creditors 

have the option of continuing to rely on the existing Regulation Z commentary 

until April l, 1983, when reliance on the revised commentary becomes mandatory. 

The new commentary is based upon Regulation Z as revised April 1, 1981 under the 

Truth in Lending Simplification Act of 1980. 

The commentary was revised following consideration of comment received 

on proposals in May of this year. This is the first of expected periodic revisions 

of the commentary to update it as significant new questions arise about the 

application of the regulation to specific transactions. The commentary is intended 

to substitute for individual Board and staff interpretations. Reliance upon it is 

a defense against suit. 

Changes in the commentary are generally in the direction of providing more 

flexibility, while preserving basic consumer protection. Changes generally have 

been made only when necessary to respond to significant questions that have arisen 

since the commentary was first issued, or to clarify language. 

Issues dealt with in the revised commentary include: 

—The use of the creditor's commercial lending rate as the base rate in 

variable-rate open-end credit plans. 

—Application of the finance charge rules to the offering of cash 

discounts in the sale of motor vehicle fuel. 

—Prepayment disclosures in transactions involving prepaid finance 

charges. 
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--Disclosures for several types of mortgage financing plans, including 

growth equity mortgages and graduated payment adjustable rate mortgages. 

The text of the commentary as revised is attached. 
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FEDERAL RESERVE SYSTEM 

12 CFR Part 226 

[Reg. Z; TIL-1] 

TRUTH IN LENDING 

Of f i c ia l Staff Commentary Update 

AGENCY: Board of Governors of the Federal Reserve System. 

ACTION: Final o f f i c i a l s ta f f interpretat ion. 

SUMMARY: In accordance with Appendix C to 12 CFR Part 226, the s ta f f of the 
Federal Reserve Board is publishing in f ina l form an update to the o f f i c i a l 
s ta f f commentary to Regulation Z (Truth in Lending), as revised ef fect ive 
Apri l 1, 1981. The commentary applies and interprets the requirements of the 
revised Regulation Z to open-end and closed-end consumer credit and is intended 
tc substitute for individual Board and s ta f f interpretations of the regulation. 

EFFECTIVE DATE: September 17, 1982, but reliance optional unt i l Apr i l 1, 1983. 

FUR FURTHER INFORMATION: Contact the following a t to rney in the Division of 
Consumer and Community A f fa i r s , Board of Governors of the Federal Reserve 
System, Washington, D.C. 20551, at (202)452-3667 or (202)452-3867: 

Subpart A - Gerald Hurst, Rugenia Silver 

Subpart B and Appendices - Ruth Amberg, Jesse F i lk ins , Lynn Goldfaden, 
Gerald Hurst, John Wood 

Subpart C and Appendices - Clarence Cain, Lucy G r i f f i n , Rugenia Si lver , 
Susan Werthan, Claudia Yarus, Staven Zeisel 

Subpart D - Lynn Goldfaden, Rugenia Silver 

SUPPLEMENTARY INFORMATION: (1) General. Effective October 13, 1981, an o f f i c i a l 
s ta f f commentary was published to interpret Regulation Z, as revised effect ive 
Apri l 1, 1981. Creditors now have the option of complying with revised Regula-
t ion Z and the commentary, but compliance does not become mandatory un t i l October 1, 
1982 (Pub.L. 97-110, December 26, 1981). The commentary is designed to provide 
general guidance to creditors in applying the regulation to specif ic transactions. 
Periodic updates w i l l provide the vehicle for additional s ta f f interpretations 
that may be necessary as s igni f icant new questions ar ise. The f i r s t update to 
the commentary was proposed for comment on 13, 1982 (47 FR 20603) and is 
now being adopted in f ina l form. 

The types of changes being adopted generally give creditors more 
f l e x i b i l i t y in making disclosures while preserving basic consumer protections. 
Changes generally have been made only when necessary to respond to s igni f icant 
questions that have arisen since the commentary's issuance cr to c l a r i f y ambiguous 
language. However, because th is is the f i r s t update to the commentary, some 
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technical and edi tor ia l changes have been necessary in order to expedite adjust-
ment to the commentary's new material and format. In a few cases the location 
of comments has been changed and others have been renumbered as a result of 
the deletion or addition of material. 

Certain conventions have been used to highl ight the revised language 
in the commentary. New language is noted by bold-faced arrows, while language 
that has been deleted is set o f f with brackets. Although the inclusion of 
exist ing commentary language adds to the length of th is document, th is format 
seems to be the most helpful way of pointing out the changes. 

The changes are ef fect ive on September 17, 1982. Although creditors 
are free to rely on the revisions as of that date and are protected i f they do 
so, they need not follow the revisions unt i l Apri l 1, 1983. The la t te r date is 
provided to minimize any d i f f i c u l t i e s that creditors may experience in adjusting 
to the revisions. 

(2) Commentary revisions. Following is a br ie f description of the 
revisions contained in the commentary update and how they d i f f e r , i f at a l l , 
from those proposed. 

INTRODUCTION 

Comment 1-3 is amended to reference the regulation's ef fect ive date 
of October 1, 1982, in accordance with Pub. L. 97-110 (December 26, 1981). 

SUBPART A - GENERAL 

SECTION 226.2 - - Definit ions and Rules of Construction 

2(a)(3) "Arranger of Credit" 

Comment 2(a)(3)-6 is added to explain the Board's amendment to 
§ 226.2(a)(3) of the regulation (47 FR 7391, Feb. 19, 1982) dealing with real 
estate brokers. The proposed language has been adopted with only s l ight 
modification of the f i r s t sentence to eliminate ambiguity. 

The note regarding pending Board action on th is section is deleted 
because i t is no longer relevant. 

2(a)(13) "Consummation" 

Comment 2(a)(13)-1 is revised to show that a commitment agreement 
can be consummation i f under applicable law a contractual relationship is 
created. The updated comment d i f fe rs from the proposed revision in that the 
f i r s t sentence of the proposal and the phrase "specif ic credit terms" have 
been deleted. These deletions have been made from the proposal to avoid the 
misunderstanding by some commenters that the proposal was intending to create 
an exception from the general rule that state law governs on the issue of when 
consummation occurs. The updated comment makes i t clear that state or other 



applicable law is determinative on when a contractual re lat ionship is created 
and t h a t , for Truth in Lending purposes, the focus is on when the consumer 
becomes bound to the cred i t terms. 

2(a)(23) "Prepaid Finance Charge" 

Comment 2(a)(23)-2 is revised to make clear that any port ion of the 
finance charge paid pr ior to or at closing or settlement is considered a pre-
paid finance charge. The updated comment d i f f e r s from the proposed revision 
in that i t covers amounts paid "pr io r to " closing or settlement as well as 
those paid "a t " closing or sett lement. 

2(a)(24) "Residential Mortgage Transaction" 

Comment 2 (a) (24) - l i s revised to add § 226.20(b) to the l i s t of 
provisions using the term "res ident ia l mortgage t ransact ion." I t s omission 
was inadvertent. 

2(a)(25) "Securi ty In terest" 

Comment 2 (a ) (25) - l i s revised by adding a cross reference at the end 
of the paragraph to updated comment 2(a)(25)-2. This cross reference is added 
to make clear that while credi tors may not disclose an in terest that unques-
t ionably f a l l s wi th in an excluded category, where uncertainty exists as to 
whether an in teres t is a securi ty in terest or an excluded in te res t , credi tors 
may at t h e i r option disclose the in teres t pursuant to updated comment 2(a)(25)-2. 

Comment 2(a)(25)-2 is revised to permit c red i to rs , at the i r opt ion, to 
disclose cer ta in in terests as securi ty interests when uncertainty exists as to 
whether a par t icu lar in terest is one of the excluded in teres ts . 

SECTION 226.4 - - Finance Charge 

4(b) Examples of Finance Charge 

Comment 4(b)(9)-3 is added to explain the "regular pr ice" de f i n i t i on 
in amended § 103(x) of the act and i t s re lat ionship to cash discounts offered 
under § 167(b) of the ac t . The new comment spec i f i ca l l y discusses the displaying 
of prices for motor vehicle f ue l . I t d i f f e r s from the proposal in that i t (1) 
adds the statutory de f i n i t i on of "regular p r ice , " and (2) provides addit ional 
guidance regarding motor vehicle fuel sales in the context of separate pumps or 
islands for cash and credi t purchases and pumps capable of showing ei ther cash 
or c red i t pr ices. 

4(c) Charges Excluded from the Finance Charge 

Comment 4 ( c ) ( 7 ) - l is revised to state that a charge for a lawyer's 
attendance at a closing or a charge for conducting a closing ( for example, 
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by a t i t l e company) is not a finance charge i f the charge is primari ly for 
services related to items l is ted in § 226.4(c)(7). In addit ion, the sentence 
concerning the requirement that charges excluded under § 226.4(c)(7) be bona 
f ide and reasonable is reworded s l igh t l y and placed at the end of the updated 
comment to make clear that the requirement applies to a l l excluded charges. 
The updated comment d i f fe rs from the proposal in that i t (1) is not l imited 
to lawyers' fees and (2) does not l im i t the exclusion to charges that are 
purely for insuring that documents are completed and executed properly. 

4(d) Insurance 

Comment 4(d) - l1 is added to c la r i f y the concept of i n i t i a l term 
of insurance coverage and to permit the i n i t i a l term to be considered one year 
in situations where the insurance coverage is not clearly for a specif ic term. 
The new comment d i f fe rs from the proposal in that i t (1) deletes the reference 
to the creditor being "unsure" of the i n i t i a l term, and (2) adds an example of a 
s i tuat ion where the i n i t i a l term of insurance coverage may not be clear and 
allows the use of a permium for one year in such si tuat ions. 

Comment 4(d)-12 is added to c la r i f y that loss-of-income insurance 
includes involuntary unemployment insurance. 

SUBPART B - OPEN-END CREDIT 

SECTION 226.5 — General Disclosure Requirements 

5(a) Form of Disclosures 

Comment 5(a)(2)- l is revised to include additional examples of the 
application of the "more conspicuous" rule. These examples are intended to 
c l a r i f y the rule; no substantive changes are intended. The proposal is 
changed to c l a r i f y that only the terms, and not the numbers, are subject to 
the "more conspicuous" rule. In addit ion, the proposed example regarding 
minimum finance charges is deleted as not being of general app l i cab i l i t y . 

5(b) Time of Disclosures 

Comment 5(b) (1) - l is revised to explain more clearly when i n i t i a l 
disclosures are timely i f the plan involves an i n i t i a l fee that is paid before 
the i n i t i a l disclosures are given, or i f the plan involves an advance made at 
the time that the consumer is given the i n i t i a l disclosures. 

5(c) Basis of Disclosures and Use of Estimates 

Comment 5 (c ) - l is revised to c l a r i f y the meaning of the term 
"legal obl igat ion." Because the proposal would have added to comment 17(c)(1)- ! 
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a sentence to show the ef fect of certain previous court decisions on disclosures, 
the s ta f f so l ic i ted comment on whether a companion provision for open-end 
credit should be added. The proposed addition is not being included in ei ther 
Subpart B or Subpart C. (See discussion of comment 17(c)(1)- ! . ) 

5(d) Multiple Creditors; Multiple Consumers 

Material that was inappropriate for commentary treatment regarding 
legal responsibi l i ty for providing disclosures is deleted from comment 5 (d ) - l . 
The last paragraph of comment 5(d) - l i s also deleted from that comment; the 
substance is redesignated as comment 7-2. A companion provision regarding 
i n i t i a l disclosure statements is added as comment 6-2. 

SECTION 226.6 - - I n i t i a l Disclosure Statement 

Comment 6-2 is added as a companion provision to comment 7-2, regarding 
circumstances under which creditors involved in a certain open-end credit pro-
gram may send separate i n i t i a l disclosure statements. 

6(a) Finance Charge 

Comment 6(a)(2)-2 is revised in i t s description of the types of 
open-end credit programs for which the credi tor 's i n i t i a l disclosure of planned 
rate changes excuses the creditor from the general requirement to give notices 
when the rate increases according to the disclosed plan. The commentary as 
or ig ina l ly wr i t ten provided that creditors may avoid these notices af ter giving 
appropriate disclosures in plans in which the rates follow an index that is 
"readily ver i f iab le by the borrower and beyond the control of the lender." 

A number of questions had arisen as to the interpretat ion and pur-
pose of the or iginal commentary language. In par t icu lar , some creditors raised 
concerns about programs that would use certain internal rates as the index and 
therefore not meet the c r i te r ion that the index be beyond the lender's control. 
These creditors noted that tying the rate to the i r commercial lending rate or 
to rates paid on savings instruments was customary practice. The updated 
comment ref lects these concerns, while at the same time continuing to provide 
guidance on the types of rate increases for which additional disclosures may 
be needed. The updated comment also adds a cross reference to comment 9 ( c ) - l , 
with regard to disclosures under employee preferent ia l -rate plans. 

6(b) Other Charges 

Language is added to comment 6(b)-2 to provide that a charge for 
submitting as payment a check that is later returned unpaid would not be an 
"other charge" for purposes of the regulation. 



- 6 -

SECTION 226.7 — Periodic Statement 

The substance of the last paragraph of comment 5(d) - l is added as 
comment 7-2. This comment is more appropriately placed in the section on periodic 
statements. 

7(b) Ident i f ica t ion of Transactions 

Comment 7(b) - l is revised to c l a r i f y that the l i s ted ways for a 
creditor to ident i fy transactions for multifeatured plans are merely examples 
of acceptable arrangements. 

7(c) Credits 
" • • •'«* .• • t 

Comment 7(e)-3 is revised to c l a r i f y when additional ident i f i ca t ion 
of dates is needed, and also that no specif ic terminology i s required for 
these date ident i f ica t ions. 

7(e) Balance on Which Finance Charge Computed 

Comment 7(e)-2 is revised by indicating that the exception permitting 
the creditor to disclose one combined balance when sp l i t rates (or "break 
rates") are applied does not extend to the case in which sp l i t rates are applied 
to each day's balance. This change in the updated commentary returns to the 
posit ion under previous Regulation Z, and corrects the inadvertent reference 
in comment 7(e)-4. That reference permitted a combined balance, which would 
not allow ver i f i ca t ion of the finance charge at t r ibutable to periodic rates. 

The last sentence of current comment 7(e)-4 (updated comment 7(e)-5) 
is deleted, and the substance is incorporated in comment 7(e)-2. 

Comments 7(e)-4, 5, 6, and 7 of the commentary are redesignated as 
updated comments 7(e)-5, 6, 7, and 8, and comment 7(e)-8, which deals with the 
disclosure of the periodic rate balance amount in multifeatured plans, is 
redesignated as updated comment 7(e)-4. 

Updated comment 7(e)-4 (formerly comment 7(e)-8) is revised to give 
more complete guidance on when separate balances must be disclosed when a plan 
involves d i f ferent features. 

Comment 7(e)-9 is added to c la r i f y that the creditor could explain 
i t s balance computation method only once, even i f i t discloses more than one 
balance computed by that same method. The updated comment d i f fe rs from the 
proposal by adding two specif ic examples of when one explanation is su f f i c ien t . 

7(g) Annual Percentage Rate 

Comment 7(g)-2 is expanded to c l a r i f y that , in multifeatured plans, 
the creditor may give separate annual percentage rate disclosures for each 
feature or may give a composite actual annual percentage rate for the ent ire 
plan. 
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SECTION 226.8 - - I den t i f i ca t i on of Transactions 

8(a) Sale Credit 

Comment 8(a)(2)-5 is added to re f l ec t the posi t ion under previous 
Regulation Z that the debi t ing date may be considered the transaction date for 
foreign transact ions. The placement of t h i s provision in the proposal inadver-
t en t l y l im i ted the a v a i l a b i l i t y of th i s provision to three-party t ransact ions. 
By placing the provision under both § 226.8(a)(2) and (3), the updated commentary 
makes clear that the provision may also be used in two-party t ransact ions. 

In the las t sentence of comment 8(a) (3)-2, the inadvertent reference 
to " c red i to r ' s " stores is changed to " s e l l e r ' s " stores. 

Comment 8(a)(3)-4 is added, as previously noted, to re f l ec t the 
posi t ion under previous Regulation Z that the debit ing date may be considered 
the transaction date for foreign transact ions. 

SECTION 226.9 — Subsequent Disclosure Requirements 

9(c) Change in Terms 

Comment 9 ( c ) - l i s revised to correspond to the revisions to comment 
6(a) (2) -2 . 

SECTION 226.13 - - B i l l i ng -E r ro r Resolution 

13(d) Rules Pending Resolution 

Comment 13(d)(1)-2 i s revised to c l a r i f y t h a t , for purposes of 
§ 226.13(d)(1), the cred i tor need only disclose that payment of "any disputed 
amount" i s not required pending resolut ion, as was the case under the previous 
Regulation Z. Language has been added to the proposal to c l a r i f y that the 
disclosure is only required i f the cred i tor b i l l s for disputed amounts. 

SECTION 226.14 - - Determination of Annual Percentage Rate 

14(c) Annual Percentage Rate for Periodic Statements 

fhe new comment 14(c)-6 i den t i f i es the method in § 226.14(c)(3) as 
an acceptable method for ca lcu lat ing the annual percentage rate when the 
finance charge res'ults from the appl icat ion of both dai ly periodic rates and 
spec i f ic transact ion charges. The proposal set fo r th an a l ternat ive calcula-
t i on method, and comment was so l i c i t ed on the need for that opt ion. The response 
did not demonstrate a current need for the a l te rnat ive method as proposed. 
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The § 226.14(c)(3) method includes the rules in Appendix F; the 
appendix gives examples for determining the denominator of the f ract ion in 
th is formula. Footnote 1 to the appendix instructs creditors that apply both 
a dai ly periodic rate and a specif ic transaction charge to use the average of 
dai ly balances instead of the sum of the balances. 

Comments 14(c)-6, 7, and 8 have been redesignated as updated comments 
14(c)-7, 8, and 9, respectively. 

An ed i tor ia l change is made to updated comment 14(c)-9 (formerly 
comment 14(c)-8) to correct the inadvertent use of the term "fees" instead 
of "finance charges." The change indicates that the optional annual percentage 
rate formula in § 226.14(c)(4) may be used when tota l finance charges of 50 
cents or less are involved. 

14(d) Calculations Where Daily Periodic Rate Applied 

Comment 14(d)-2 is revised merely to cross reference updated comment 
14(c)-6. The la t te r comment ident i f ies an acceptable method for calculating 
the annual, percentage rate for plans involving both daily periodic rates and 
specif ic transaction charges. 

SECTION 226.15 — Right of Rescission 

15(a) Consumer's Right to Rescind 

Two changes are made in comment 15(a)( l ) -2. F i r s t , the dates in the 
comment, which refer to the three-year t r i a l period in § 125(e) of the act , 
are changed from March 31, 1985 to September 30, 1985 to ref lect the change in 
the mandatory ef fect ive date of the act from Apri l 1, 1982 to October 1, 1982. 
Second, a sentence is added to c l a r i f y that the l imi ted rescission option is 
available for programs whether or not they existed on the ef fect ive date of 
the act. 

SECTION 226.16 - - Advertising 

16(b) Advertisement of Terms That Require Additional Disclosures 

The f i r s t example in comment 16(b)-5 is deleted in order to re f lec t 
a long-standing position taken under the previous Regulation Z. 

Comment 16(b)-6 is added to make clear that charges excluded from 
the finance charge under § 226.4 are not required disclosures when a tr igger ing 
term is used in an advertisement. 
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SUBPART C - CLOSED-END CREDIT 

SECTION 226.17 - - General Disclosure Requirements 

17(a) Form of Disclosures 

Comment 17(a)( l ) -5 adds three examples of information considered 
d i rect ly related to required disclosures. The f i r s t new example, relat ing to 
§ 226.18(k), c l a r i f i es the app l icab i l i ty of the § 226-18(k)(1) disclosure. 
For purposes of th is disclosure, a minimum finance charge in a simple interest 
transaction is considered a penalty. Some state laws prohibi t creditors from 
charging a penalty in the event of prepayment while permitting the creditor to 
charge a minimum charge. In th is instance the creditor may state that a minimum 
finance charge may be imposed. 

The second addit ion, relat ing to § 226.18(f), responds to inquir ies 
about disclosing the fact that a variable-rate feature may produce negative 
amortization. I t permits creditors to disclose th is fact when making the 
other required variable-rate disclosures. The last example permits the inc lu-
sion of a t i t l e for the disclosure statement. 

The proposed revision to comment 17(a)( l ) -5 also would have added a 
fourth example, re lat ing to § 226.18(k)(2). That example is reflected in new 
comment 18(k)-3, which addresses the application of prepayment disclosures to 
prepaid finance charges. 

17(c) Basis of Disclosures and Use of Estimates 

Comment 17(c)(1)^1 is revised to c l a r i f y the meaning of the term 
"legal obl igat ion." The sentence discussing contracts later deemed unenforce-
able by a court is modified to include situations in which an individual term, 
rather than an ent i re contract, is deemed unenforceable. Portions of comments 
17 (c ) ( l ) - l and 2 are restructured for added c l a r i t y . The proposed addition to 
comment 17(c ) ( l )~ l , discussing the ef fect of certain previous court decisions 
on the legal obl igat ion, has not been adopted. 

Comment 17(c) ( l ) -4 is revised to c l a r i f y the treatment of certain 
buydown plans, including the Federal National Mortgage Association's Buydown 
Program, as revised for commitments issued on or af ter February 16, 1982. 

A new comment 17(c)(1)-8 is added to address the disclosure of 
adjustable rate mortgages that contain a graduated payment feature or an 
i n i t i a l payment amount result ing in negative amortization. This comment 
applies to mortgages such as the graduated payment adjustable mortgage loan 
authorized by the Federal Home Loan Bank Board (12 CFR 545.6-4b). The new 
comment has been revised from the proposal to apply to a l l types of loans 
containing both graduated payment and adjustable rate features. 

New comments 17(c)(3)-2 and 17(c)(4)-3 are added to c l a r i f y that a 
creditor may ignore minor variations in calculating some disclosures without 
being required to ignore those variations in computing a l l of the disclosures. 



- 1 0 -

17(d) Multiple Creditors; Multiple Consumers 

Material that was inappropriate for commentary treatment is deleted 
from comment 17(d)-1. 

17(h) Series of Sales--Delay in Disclosures 

Comment 17(h)-2 is added to address the content of disclosures for 
transactions under § 226.17(h). 

17(i) Interim Student Credit Extensions 

Comment 17 ( i ) - l is amended to c l a r i f y the app l icab i l i ty of th is 
provision. No substantive change is made. 

Comment 17(i)-2 is revised to provide further guidance on the basis 
for interim student credit disclosures and the use of estimates. 

Comment 17(i)-5 is added as a cross reference to Appendix H, regarding 
approved disclosure forms. 

SECTION 226.18 — Content of Disclosures 

18(f) Variable Rate 

Comment 18(f)-3 is added to c la r i f y that the presence of a variable-
rate feature in a transaction does not, by i t s e l f , make disclosures for that 
transaction estimates. The comment is revised from the proposal to make clear 
that estimated disclosures in a variable-rate transaction may nevertheless be 
appropriate for other reasons. 

Comment 18(f)-7 is added to discuss the treatment of growth equity 
mortgages. The proposal has been rewritten and restructured for added c l a r i t y . 

Comment 18( f ) (3 ) - l is revised to include a cross reference to 
updated comment 17(a)( l ) -5 , which permits the inclusion of a br ief reference 
to negative amortization in the variable-rate disclosures. 

Comment 18 ( f ) (4 ) - l is revised to provide further guidance on the basis 
for the hypothetical example. 

Comment 18(f)(4)-2 contains additional examples of transactions 
that need not make the hypothetical disclosure required in most transactions 
by § 226.18(f)(4). 

18(g) Payment Schedule 

Comment 18(g)- l i s revised to c l a r i f y that a prepaid finance charge 
should not be ref lected in the repayment schedule as a separate payment. 
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Comment 18(g)(2)- l is revised to c l a r i f y that the abbreviated dis-
closures may be employed when mortgage insurance premium payments gradually 
increase over a portion of the loan term. This w i l l occur i f the accrual rate 
exceeds the payment rate for a period and negative amortization causes the 
unpaid principal balance to increase. During th is period, the amount of each 
premium payment w i l l increase to insure the increasing principal balance. When 
negative amortization ends, the premiums w i l l decrease in a t radi t ional manner. 
The language permits the creditor to disclose the lowest and highest payments 
in the increasing series (with a reference to the variation in payments) 
followed by the highest and lowest payments in the decreasing series (with a 
reference to the variat ion in payments). 

18(i) Demand Feature 

Comment 18(i)-2 is revised to c l a r i f y that a due-on-sale clause is 
not a demand feature requiring disclosure. 

18(k) Prepayment 

A new comment 18(k)-3 is added to address the application of 
§ 226.18(k) to prepaid finance charges. Under the new comment, a prepaid 
finance charge does not by i t s e l f require a disclosure under either 
§ 226.18(k)(1) or § 226.18(k)(2). The comment also permits creditors to 
further ident i fy the finance charge for which a rebate disclosure is made. 

Comment 18 (k ) ( l ) - l is changed to c la r i f y that th is disclosure applies 
not only to interest calculations made da i ly , but to calculations that are 
made other than daily while taking into account scheduled reductions in pr in-
c ipa l . A cross reference to updated comment 17(a)( l ) -5 is added to point out 
the permitted reference to a minimum finance charge in the penalty disclosure. 

Comment 18(k)(2)- l is revised from both the or iginal commentary and 
the proposal, in order to ref lect the treatment of prepaid finance charges 
under new comment 18(k)-3. 

18(r) Required Deposit 

A new comment 18(r)-2 is added to address pledged account or FLIP mort-
gages, allowing creditors two options in disclosing those types of transactions. 

SECTION 226.19 — Certain Residential Mortgage Transactions 

19(a) Time of Disclosure 

Comment 19(a)-2 is revised to conform with comment 17(a)(1 )-5, regarding 
explanation of the basis for estimates. 
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SECTION 226.20 — Subsequent Disclosure Requirements 

20(a) Refinancings 

Comment 20(a)-3 is revised to c la r i f y the current commentary position 
that the addition of a variable-rate feature to a previously f ixed-rate trans-
action requires new disclosures regardless of the manner in which the change 
is made. I t also discusses a variable-rate transaction for which no variable-
rate disclosures were ever provided. The comment has been reorganized to 
c l a r i f y that both situations require new disclosures. 

Comment 20(a)-5 is added to c l a r i f y the coverage of § 226.20(a). 
"Refinancing," as the term is used here, refers only to a new transaction under-
taken with the or iginal creditor (or a holder or servicer of the or ig inal obliga-
gation) to replace the original obl igat ion. The term "refinancing" is sometimes 
used to refer to a loan, the proceeds of which are used in whole or in part to 
sat is fy an obligation to a d i f ferent credi tor . Under the regulation, that loan 
is not a refinancing but a new transaction subject to the general coverage rules 
and disclosure requirements of the regulation. 

20(b) Assumptions 

The revision to comment 20(b)- l c l a r i f i es the coverage of § 226.20(b). 
The following elements must a l l be present before an assumption under th is 
section requires new disclosures: 

o The original obligation must have been a consumer credit obligation 
that was not o r ig ina l ly exempt from the regulation. 

o The creditor must expressly agree to the new consumer as a primary 
obi igor. 

o The agreement must be in wr i t ing. 

o The transaction must be a "residential mortgage transaction" 
as to the new consumer. 

To determine i f disclosures are required for the transfer of an 
obligation that is not covered by § 226.20(b), the creditor must refer to the 
general coverage rules in § 226.2 and § 226.3. 

Comment 20(b)-6 is deleted from the commentary as unnecessary. Discus-
sion of changes in terms does not s ign i f icant ly assist creditors in determining 
whether an assumption is subject to § 226.20(b). 

SECTION 226.22 — Determination of the Annual Percentage Rate 

22(a) Accuracy of the Annual Percentage Rate 

A sentence is added to comment 22(a)(1)-4 to provide an example of 
the calculation of a composite annual percentage rate, as that term is used in 
a step-rate transaction. 
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SECTION 226.24 — Advertising 

24(b) Advertisement of Rate of Finance Charge 

Comment 24(b)-4 is added to address the advertisement of special 
f inancing involv ing "e f fec t ive rates," "payment rates" or "qua l i fy ing rates." 
I t requires that when the advertisement includes such rates, the annual per-
centage rate, the term of the reduced payment schedule, and the rate at which 
in terest accrues also be stated. This comment replaces proposed comment 24(b)-2. 

SUBPART D - MISCELLANEOUS 

SECTION 226.29 — State Exemptions 

29(a) General Rule 

Comment 29(a)-4 is added to re f l ec t the exemptions granted by the 
Board for cer ta in transactions in Connecticut and Maine (47 FR 36961, August 24, 
1982). Further exemptions that may be granted by the Board w i l l be ref lected 
in future updates to the commentary. 

APPENDIX D — Multiple-Advance Construction Loans 

Comment app. D-2 is added to permit credi tors to omit disclosure of a 
var iab le- rate example in multiple-advance construction loans disclosed pursuant 
to Appendix D, Part I . (See comment 18 ( f ) (4 ) -2 . ) 

Comment app. D-3 is added to c l a r i f y that the t o ta l of payments d isc lo-
sure under Appendix D may be calculated as e i ther the sum of the payments or as 
the amount financed plus the finance charge. 

Comment app. D-4 is added to make clear that Appendix D does not 
require credi tors to use the Board's Annual Percentage Rate Tables. The e s t i -
mated annual percentage rate may be computed under e i ther the actuar ia l method 
or the Volume I method. 

APPENDIX F - - Annual Percentage Rate Computations for Certain Open-End Credit 
Plans 

Comment app. F - l i s added to cross reference updated comment 14(c)-6. 
The l a t t e r comment discusses the annual percentage rate calculat ion methods 
fo r plans involv ing both da i ly periodic rates and speci f ic transaction charges. 
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APPENDIX H - - Closed-End Model Forms and Clauses 

Comments app. H-17 through app, H-20 are added to re f l ec t the approval 
under section 113 of the act of certa in student loan forms issued by the United 
States Department of Education. 

L i s t of Subjects in 12 CFR Part 226 

Advert is ing; Banks, banking; Consumer protect ion; Credi t ; Federal 
Reserve System; Finance; Penalt ies; Truth in Lending. 

(3) Text of rev is ions. The revisions to the commentary read as 
fo l 1ows: 

OFFICIAL STAFF COMMENTARY — TIL-1 

INTRODUCTION * * * 

3. Status of previous in te rpre ta t ions . A l l statements and opinions issued by 
the Federal Reserve Board and i t s s t a f f in te rpre t ing previous Regulation Z 
remain e f fec t i ve un t i l ft\pril 1,J > October 1, 4 1982, only insofar as they 
in te rp re t that regulat ion. When compliance with revised Regulation Z becomes 
mandatory on [Apr i l 1 ,3 • October 1, 1 1982, the Board and s t a f f in terpreta-
t ions of the previous regulat ion w i l l be en t i re l y superseded by the revised 
regulat ion and th i s commentary except with regard to l i a b i l i t y under the 
previous regulat ion. * * * 

SUBPART A - GENERAL * * * 

SECTION 226.2 - - Def in i t ions and Rules of Construction 

2(a) Def in i t ions * * * 

2(a)(3) "Arranger of Credi t" * * * 

1. Coverage. * * * 

£Note. — The Board is considering a regulatory amendment to § 226.2(a)(3) 
t ha t , i f adopted, would c l a r i f y the de f i n i t i on of "arranger of c r e d i t , " par-
t i c u l a r l y with regard to real estate brokers involved with se l le r - f inanc ing 
of homes.J 

• 6. Real estate brokers. The general de f i n i t i on does not include a person 
(sucF~as a real estate broker or salesperson) who, as part of the process of 
arranging the sale of real property or a dwell ing, arranges for the se l le r to 
t o t a l l y or par t ly finance the purchase/even i f the obl igat ion b.y i t s terms 
is simultaneously assigned by the se l le r to another person. However, a broker 
or salesperson is not exempt from coverage in a l l t ransact ions. For example, 
a real estate broker may be a cred i tor in the fo l lowing s i tua t ions : 
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o The broker acts as a loan broker to arrange for someone other 
than the se l ler to extend c red i t , provided that the extender of 
credi t (the person to whom the obl igat ion is i n i t i a l l y payable) 
does not meet the "credi tor" de f i n i t i on . 

o The broker extends credi t i t s e l f , provided that the broker other-
wise meets the "cred i tor" de f i n i t i on , 4 *** 

2(a)(13) "Consummation" 

1. State law governs. When a contractual obl igat ion on the consumer's part is 
created is a matter to be determined under applicable law; Regulation Z does not 
make th is determination. • A contractual commitment agreement, for example, 
that under applicable law binds the consumer to the credi t terms would be consum-
mation. 4 Consummation », however, 4 does not occur merely because the consumer 
has made some f inancia l investment in the transaction (for example, by paying a 
nonrefundable fee) unless, of course, applicable law holds otherwise. * * * 

2(a)(23) "Prepaid Finance Charge" * * * 

2. Examples. Common examples of prepaid finance charges include: 

o Buyer's points. 

o Service fees. 

o Loan fees. 

o Finder's fees. 

o Loan guarantee insurance. 

o Credit invest igat ion fees. 

However, in order for these or any other finance charges to be considered pre-
paid, they must be ei ther paid separately in cash or check or withheld from 
the proceeds, t Prepaid finance charges include any portion of the finance 
charge paid pr ior to or at closing or settlement. 4 * * * 

2(a)(24) "Residential Mortgage Transaction" 

1. Relation to other sections. This term is important in f f i v e j • six 4 provi-
sions in the regulation: 

o Section 226.4(c)(7) — exclusions from the finance charge. 

o Section 226.15(f) - - exemption from the r ight of rescission. 

° Section 226.18(q) - - whether or not the obl igat ion is assumable. 
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o Section 226.19 - - special t iming ru les. 

* 0 Section 226.20(b) - - disclosure requirements for assumptions, < 

o Section 226.23(f) - - exemption from the r igh t of rescission. * * * 

2(a)(25) "Security In teres t " 

1. Threshold t e s t . The threshold tes t is whether a par t i cu la r in teres t in 
property is recognized as a securi ty in terest under applicable law. The regula-
t i on does not determine whether a par t i cu la r in terest is a securi ty in teres t 
under applicable law. I f the cred i tor is unsure whether a par t i cu la r in terest i s 
a securi ty in terest under applicable law ( fo r example, i f statutes and case law 
are e i ther s i l en t or inconclusive on the issue), the cred i tor may at i t s option 
consider such interests as securi ty in terests for Truth in Lending purposes. 
However, the regulat ion and the commentary do exclude spec i f ic in te res ts , such 
as af ter-acquired property and accessories, from the scope of the de f i n i t i on 
regardless of the i r categorizat ion under applicable law, and these named exclu-
sions may not be disclosed as securi ty in terests under the regulat ion. • (But 
see the discussion of exclusions elsewhere in the commentary to section 
226.2(a)(25).)< 

2. Exclusions. The general de f i n i t i on of secur i ty in terest excludes three 
groups of in te res ts : incidental in te res ts , in terests in af ter-acquired property, 
and in terests that ar ise solely by operation of law. These in terests may not be 
disclosed with the disclosures required under section 226.18, but the cred i tor is 
not precluded from preserving these r ights elsewhere in the contract documents, 
or invoking and enforcing such r i gh ts , i f i t i s otherwise lawful to do so. • I f 
the cred i tor is unsure whether a par t i cu la r in terest is one of the excluded 
in te res ts , the credi tor may, at i t s opt ion, consider such in terests as secur i ty 
in terests for Truth in Lending purposes, i * * * 

SECTION 226.4 - - Finance Charge * * * 

4(b) Examples of Finance Charges * * * 

Paragraph 4(b)(9) * * * 

• 3. Determination of the regular pr ice . The "regular pr ice" is c r i t i c a l in 
determining whether the di f ference between the pr ice charged to cash customers 
and credi t customers is a "discount" or a "surcharge." as these terms are de-
f ined in amended section 103 of the act . The "regular pr ice" is defined in 
section 103 of the act as "the tag or posted pr ice charged for the property or 
service i f a single pr ice is tagged or posted, or the price charged for the 
property or service when payment is made by use of an open-end cred i t account 
or a cred i t card i f e i ther (1) no price is tagged or posted, or (2) two prices 
are tagged or pos ted . . . . " For example, in the sale of motor vehicle f ue l , the 
tagged or posted pr ice is the price displayed at the pump. As a resu l t , the" 
higher price (the open-end cred i t or c red i t card pr ice) must be displayed at 
the pump, e i ther alone or along with the cash pr ice. Service stat ion operators 
may designate separate pumps or separate islands as being for e i ther cash or 
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c red i t purchases and display only the appropriate prices at the various pumps. 
I f a pump is capable of displaying on i t s meter e i ther a cash or a c red i t 
pr ice depending upon the consumer's means of payment, both the cash pr ice and 
the credi t price must be displayed at the pump. A service s tat ion operator 
may display the cash price of fuel by i t s e l f on a curb sign, as long as the 
sign c lear ly indicates that the pr ice is l im i ted to cash purchases. 4 *** 

4(c) Charges Excluded from the Finance Charge * * * 

Paragraph 4(c)(7) 

1. Real estate or res ident ia l mortgage transaction charges. The l i s t of 
charges in section 226.4(c)(7) applies both to resident ia l mortgage transactions 
(which may include, for example, the purchase of a mobile home) and to other 
transactions secured by real estate. The fees are excluded from the finance 
charge even i f the services for which the fees are imposed are performed by the 
c red i to r ' s employees rather than by a t h i r d party. In add i t ion , c red i t report 
fees include not only the cost of the report i t s e l f , but also the cost of 
ver i fy ing information in the report , f i n a l l cases, the charges must be bona 
f ide and reasonable.j I f a lump sum is charged for several services and includes 
a charge that is not excludable £( for example, a charge for a lawyer's attending 
the c los ing) } , a port ion of the t o ta l should be al located to that service and 
included in the finance charge. > A charge for a lawyer's attendance at the 
closing or a charge for conducting the closing ( for example, by a t i t l e company) 
is excluded from the finance charge i f the charge is pr imar i ly for services 
related to items l i s t e d in section 226.4(c)(7) ( for example, reviewing o r ~ 
completing documents), even i f other incidental services, such as explaining 
various documents or disbursing funds for the par t ies , are performed. In 
a l l cases, charges excluded under.section 226.4(c)(7) must be bona f ide and 
reasonable. 4 

4(d) Insurance * * * 

t 11. I n i t i a l term. The i n i t i a l term of insurance coverage determines the period 
for which a premium amount must be disclosed. In some cases the i n i t i a l term 
i s c lear , for example, a property insurance pol icy on an automobile wr i t ten for 
one year (even though the term of the credi t t ransact ion i s four years) or a 
c red i t l i f e insurance pol icy for the term of the cred i t transact ion purchased 
by paying or f inancing a single premium. In other cases, however, i t may not 
be clear what the i n i t i a l term of the insurance i s , for example, when the con-
sumer agrees to pay a premium that is assessed per iod ica l ly and the consumer 
i s under no obl igat ion to continue making the payments. In cases such as 
t h i s , the cost disclosure may be made on the basis of a premium for one year 
of insurance coverage. The premium must be c lear ly labeled as being for one 
year. 

12. Loss-of-income insurance. The loss-of-income insurance mentioned in section 
226.4(d) includes involuntary unemployment insurance, which provides that some 
or a l l of the consumer's payments w i l l be made i f the consumer becomes unemployed 
i nvo lun ta r i l y . 4 *** 
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SUBPART B - OPEN-END CREDIT 

SECTION 226.5 - - General Disclosure Requirements 

5(a) Form of Disclosures * * * 

Paragraph 5(a)(2) 

1. When disclosures must be "more conspicuous." The terms "finance charge" and 
"annual percentage rate" » , when required to be used with a number, 4 must be 
disclosed more conspicuously • than other required disclosures, 4 [when required 
to be used wi th a number.3 • except in the two cases provided in footnote 9 . 4 

SFor example, on the i n i t i a l disclosure statement, the annual percentage rate 
isclosure under section 226.6(a)(2) must be "more conspicuous." The fo l lowing 

apply to the "more conspicuous" r u l e : } • At the c red i to r ' s opt ion, "f inance 
charge" and "annual percentage rate" may also be disclosed more conspicuously 
than the other required disclosures even when the regulat ion does not so require. 
The fo l lowing examples i l l u s t r a t e these ru les: 

o In disclosing the annual percentage rate as required by 
section 226.6 faH2h the term "annual percentage rate is 
subject to the "more conspicuous" ru le . 

o In disclosing the amount of the finance charge, required 
bv section 226.7( f ) . the term "finance charge" is subject 
to the "more conspicuous" ru le . 

o Although neither 4 [Neither term] • "finance charge" nor 
"annual percentage rate" 4 need be emphasized when used 
as part of general informational material or in textual 
descript ions of other terms, [although} emphasis is per-
missible in such cases. For example, when the terms 
appear as part of the explanations required under section 
226.6(a)(3) and (4) , they may be [as ] • equally 4 conspicuous 
as the disclosures required under sections 226.6(a)(2) and 
226.7(g). 

£ o The corresponding annual percentage rate under section 
226.7(d) may be less conspicuous than the disclosure of 
the actual annual percentage rate (h is to r i ca l rate) under 
section 226.7(g) when the two rates d i f f e r . This is per-
mitted by footnote 9 to section 226.5(a)(2), which excepts 
section 226.7(d) disclosures from the "more conspicuous" 
requirement.} * * * 

5(b) Time of Disclosures 

5(b)(1) I n i t i a l Disclosures 

1. Disclosure before the f i r s t t ransact ion. The rule that the i n i t i a l d isc lo-
sure statement must be furnished "before the f i r s t t ransact ion" requires del ivery 
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of the i n i t i a l disclosure statement before the consumer becomes obligated on 
the plan ( for example, before the consumer makes the f i r s t purchase, receives 
the f i r s t advance, or pays a fee under the plan). [Del ivery of the i n i t i a l 
disclosure statement is t imely even i f a membership fee, advance, or purchase 
already has been posted to the consumer's account, so long as the consumer 
may, a f te r receiving the disclosures, re ject the plan and have no fur ther 
ob l igat ion beyond returning a cred i t card or any money or goods. 

I f the consumer has paid a fee and rejects the plan a f te r receiving 
the disclosures, the cred i tor must refund the amount paid and clear the con-
sumer's account. I n i t i a l disclosures need not be given before the imposition 
of an appl icat ion fee under section 226.4(c)(1) .J 

> o I f the consumer pays a membership fee before receiving the 
Truth in Lending disclosures, or the consumer agrees to the 
imposit ion of a membership fee at the time of appl icat ion and 
the Truth in Lending disclosure statement is not given at 
that t ime, disclosures are t imely as long as the consumer. 
a f t e r receiving the disclosures, can re ject the plan. The 
cred i to r must refund the membership fee i f i t has been paid, 
or c lear the account i f i t has been debited to the consumer's 
account. 

o I f the consumer receives a cash advance check at the same 
time the Truth in Lending disclosures are provided, d isc lo-
sures are s t i l l t imely i f the consumer can, a f te r receiving 
the disclosures, return the cash advance check to the credi-
to r without obl igat ion ( for example, without paying finance 
charges). 

o I n i t i a l disclosures need not be given before the imposi-
t i o n of an appl icat ion fee under section 226.4(c)(1) . 

o I f , a f te r receiving the disclosures, the consumer uses the 
account, pays a fee, or negotiates a cash advance check, the 
cred i tor mav consider the account not rejected for purposes 
of t h i s sect ion. 4 *** 

5(c) Basis of Disclosures and Use of Estimates 

1. Legal ob l iga t ion . The disclosures should re f lec t the cred i t terms to which 
the part ies are lega l ly bound at the time of giving the disclosures. 

o The legal obl igat ion is £pormally3 determined by applicable 
state or other law. 

o The fact that a • term or 4 contract may la te r be deemed 
unenforceable by a court on the basis of equity or other 
grounds does not , by i t s e l f , mean that disclosures based on 
that k term or 4 contract did not re f lec t the legal obl iga-
t i o n . 



§ 226.6 - 2 0 - § 226.6 

o The legal obligation normally is presumed to be contained in 
the contract that evidences the agreement. But this may be 
rebutted i f another agreement between the parties legally 
modifies that contract. * * * 

5(d) Multiple Creditors; Multiple Consumers 

1. Multiple creditors. Under section 226.5(d): 

o Creditors must choose which of them wi l l make the disclo-
sures. 

o A single, complete set of disclosures must be provided, 
rather than partial disclosures from several creditors. 

£ o Each creditor in the plan is legally responsible for seeing 
that the disclosures are provided.} 

o All disclosures for the open-end credit plan must be given, 
even i f the disclosing creditor would not otherwise have 
been obligated to make a particular disclosure. 

£ o in some open-end credit programs involving multiple credi-
tors, the consumer has the option (for example, at the end 
of a b i l l ing cycle) to pay creditor A directly or to transfer 
to creditor B a l l or part of the amount owing. I f the consumer 
elects the la t te r option, the consumer no longer is obligated 
to creditor A for the specific amount(s) transferred. In such 
a case, creditor A and creditor B may send separate periodic 
statements that ref lect the separate obligations owed to 
each.J * * * 

SECTION 226.6 - - I n i t i a l Disclosure Statement * * * 

• 2. Separate i n i t i a l disclosures permitted. In a certain open-end credit pro-
gram involving more than one creditor - - a card issuer of travel-and-entertainment 
cards and a financial inst i tut ion - - the consumer has the option to pay the card 
issuer directly or to transfer to the financial inst i tut ion a l l or part of the 
amount owing. In this case, the creditors may send separate i n i t i a l disclo-
sure statements, i 

6(a) Finance Charge * * * 

Paragraph 6(a) (2) * * * 

£2. Variable-rate plan defined. A variable-rate plan contemplates a series 
of rate changes in accordance with an index that is readily ver i f iable by the 
borrower and beyond the control of the lender (for example, the Treasury b i l l 
rate) . A contract right to increase the rate upon any other contingency, or 
at the creditor's discretion, would not be a variable-rate plan. For example, 
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an open-end credit plan in which the employee receives a lower rate contingent 
upon employment, with the rate to be increased upon termination of employment, 
would not be a variable-rate plan. Similarly, an open-end credit plan that 
provides for rate increases voted by the board of directors of a financial 
ins t i tu t ion would not be a variable-rate plan.J 

» 2. Variable-rate disclosures — coverage. This section covers open-end 
credit plans under which rate changes are part of the plan and are t ied to an 
index or formula. A creditor would use variable-rate disclosures (and thus 
be excused from the requirement of giving a chanqe-in-terms notice when rate 
increases occur as disclosed) for plans involving rate changes such as 
the following: 

o Rate changes that are t ied to the rate the creditor 
pays on i t s 6-month money market cer t i f i ca tes. 

o Rate changes that are t ied to Treasury b i l l rates. 

o Rate changes that are t ied to changes in the 
credi tor 's commercial lending rate. 

In contrast, the credi tor 's contract reservation to increase the rate without 
reference to such an index or formula (for example, a plan that simply provides 
that the creditor reserves the right to raise i t s rates) would not be considered 
a variable-rate plan for Truth in Lending disclosure purposes. Moreover, an 
open-end credit plan in which the employee receives a lower rate contingent 
upon employment (that i s , with the rate to be increased upon termination of 
employment) is not a variable-rate plan. (With regard to such employee pref-
erent ia l - rate plans, however, see comment 9 (c ) - l , which provides that i f the 
specific change that would occur is disclosed on the i n i t i a l disclosure state-
ment. no notice of a change in terms need De given when the term later changes 
as disclosed.) 4 *** 

6(b) Other Charges *** 

2. Exclusions. The following are examples of charges that are not "other 
charges": 

o Fees charged for documentary evidence of transactions 
for income tax purposes. 

o Amounts payable by a consumer for collection ac t iv i ty 
af ter default; attorney's fees, whether or not auto-
matically imposed; foreclosure costs; post-judgment 
interest rates imposed by law; and reinstatement or 
reissuance fees. 

o Premiums for voluntary credit l i f e or d isab i l i t y 
insurance, or for property insurance., that are not 
part of the finance charge. 

o Application fees under section 226.4(c)(1). 



§ 226.7 - 22 - § 226.7 

o A monthly service charge for a checking account 
with overdraft protection that is applied to a l l 
checking accounts, whether or not a credit feature 
is attached. 

* 0 Charges for submitting as payment a check that is 
la ter returned unpaid. (See the commentary to 
section 226 .4 (c ) (2 ) . ) 4 * * * 

SECTION 226.7 — Periodic Statement * * * 

• 2. Separate periodic statements permitted. In a certain open-end credit pro-
gram involving more than one creditor - - a card issuer of travel-and-entertain-
ment cards and a financial inst i tut ion — the consumer has the option to pay 
the card issuer direct ly or to transfer to the financial inst i tu t ion a l l or 
part of the amount owing. In this case, the creditors may send separate periodic 
statements that ref lect the separate obligations owed to each. 4 * * * 

7(b) Identi f icat ion of Transactions 

1. Multifeatured plans. In identifying transactions under section 226.7(b) 
£ , transactions may be grouped by feature (such as by disclosing sale trans-
actions separately from cash advance transactions) or may be arranged by dace,3 
• for multifeatured plans, creditors may, for example, choose to arrange trans-
actions by feature (such as disclosing sale transactions separately from cash 
advance transactions) or in some other clear manner, such as by arranging the 
transactions in general chronological order. 4 * * * 

7(c) Credits * * * 

3. Date. CThe crediting date need not be ident i f ied as "crediting date," 
unless two or more dates are disclosed for a single entry (for example, the 
posting date and the crediting date) .3 • I f only one date is disclosed (that i s , 
the crediting date as required by the regulation), no further ident i f icat ion 
of that date is necessary. More than one date may be disclosed for a single 
entry, as long as i t is clear which date represents the date on which credit 
was given. * * * * 

7(e) Balance on Which Finance Charge Computed * * * 

2. Spl i t rates applied to balance ranges. I f sp l i t rates were applied to a 
balance because di f ferent portions of the balance f a l l within two or more 
balance ranges, the creditor need not separately disclose the portions of the 
balance subject to such di f ferent rates since the range of balances to which 
the rates apply has been separately disclosed. For example, a creditor could 
disclose a balance of $700 for purchases even though a monthly periodic rate 
of 3 . 5 percent applied to the f i r s t $500, and a monthly periodic rate of 1 per-
cent to the remainder, t This option to disclose a combined balance does not 
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apply when the finance charge is computed by applying the sp l i t rates to each 
day's balance ( in contrast, for example, to applying the rates to the average" 
dai ly balance). In that~case. the balances must be disclosed using any of the 
options that are available i f two or more dai ly rates are imposed. (See comment 
7(e)-5.) 4 

Comment 7(e)-3 is redesignated as 7(e)-4. 

|[8. Multifeatured plans. In a multifeatured plan, the balance on which the 
finance charge was computed must be disclosed for each feature to which a 
periodic rate was applied. A to ta l balance for the ent ire plan is opt ional . ] 

• 4. Multifeatured plans. In a multifeatured plan, the creditor must disclose 
a separate balance (or balances, as applicable) to which a periodic rate was 
applied for each feature or group of features subject to d i f ferent periodic 
rates or d i f fe rent balance computation methods. Separate balances are not 
required, however, merely because a " f ree-r ide" period is available for some 
features but not others. A tota l balance for the ent i re plan is optional. 
This does not af fect how many balances the creditor must disclose - - or may 
disclose - - within each feature. (See, for example, comment 7(e)-5.) 4 *** 

Comment 7(e)-4 i s redesignated as 7(e)-5. 

5. Daily rate on dai ly balance. I f the finance charge is computed on the 
balance each day by application of one or more dai ly periodic rates, the balance 
on which the finance charge was computed may be disclosed in any of the following 
ways for each feature: 

o I f a single dai ly periodic rate is imposed, the 
balance to which i t is applicable may be stated as: 

-a balance for each day in the b i l l i n g cycle 

-a balance for each day in the b i l l i n g cycle on which 
the balance in the account changes 

-the sum of the dai ly balances during the b i l l i n g 
cycle 

-the average dai ly balance during the b i l l i n g cycle, 
in which case the creditor shall explain that the 
average dai ly balance is or can be mult ipl ied by 
the number of days in the b i l l i n g cycle and the 
periodic rate applied to the product to determine 
the amount of the finance charge 

o i f two or more dai ly periodic rates may be imposed, 
the balances to which the rates are applicable may 
be stated as: 
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-a balance for each day in the b i l l i ng cycle 

-a balance for each day in the b i l l ing cycle on 
which the balance in the account changes 

-CasJ two or more average daily balances, each 
applicable to the daily periodic rates imposed 
for the time that those rates were in e f f e c t , as 
long as the creditor explains that the finance 
charge is or may be determined by (1) multiplying 
each of the average balances by the number of days 
in the b i l l ing cycle, (or if the daily rate varied 
during the cycle, by multiplying by the number of 
days the applicable rate was in e f f e c t ) , (2) multi-
plying each of the resu l t s by the applicable daily 
periodic ra te , and (3) adding these products 
together . D f the d i f f e ren t rates are due to 
disclosed ranges of balances (see comment 7(e)-2) , 
the credi tor need give only one average daily 
balance together with the additional information 
required by th i s paragraph.3 

Comments 7(e)-5, 6, and 7 are redesignated as 7(e)-6, 7, and 8, respectively. 

Comment 7(e)-8 is redesignated as 7(e)-4. 

• 9. Use of one balance computation method explanation when multiple balances 
disclosed. Sometimes the creditor will disclose more than one balance to which 
a periodic rate was applied even though each balance was computed using the 
same balance computation method. For example, if a plan involves purchases and 
cash advances that are sub.iect to d i f fe ren t r a tes , more than one balance must 
be disclosed even though the same computation method is used for determining 
the balance for each fea ture . In these cases, one explanation of the balance 
computation method is s u f f i c i e n t . Sometimes the credi tor separately discloses 
the portions of the balance that are subject to d i f f e ren t rates because d i f -
ferent portions of the balance f a l l within two or more balance ranges, even 
when a combined balance disclosure would be permitted under comment 7(e)-2. In 
these cases, one explanation of the balance computation method i s also su f f i c i en t 
(assuming, of course, that al l portions of the balance were computed using the 
same method^ * *** 

7(g) Annual Percentage Rate *** 

2. Multifeatured plans. In a multifeatured plan, the actual annual percentage 
rate that r e f l e c t s the finance charge imposed during the cycle may be separately 
stated for each feature • , or may be described as a composite for the whole 
plan. 4 If separate rates are given, a composite annual percentage rate for 
the ent i re plan is optional. *** 
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SECTION 226.8 — Iden t i f i ca t i on of Transactions * * * 

8(a) Sale Credit * * * 

8(a)(2) Copy of Credit Document Not Provided - - Creditor and Sel ler Same or Related 
Person(s) * * * ~ 

• 5. Date of t ransact ion — foreign t ransact ions. In a foreign t ransact ion, the 
debi t ing date may be considered the transact ion date. 4 

8(a)(3) Copy of Credit Document Not Provided - - Creditor and Sel ler Not Same or 
Related Person(s)" * * * 

2. Location of t ransact ion. The disclosure of the locat ion where the t rans-
act iorTtoolT^Tace~geni7iriTy requires an ind icat ion of both the c i t y , and the 
state or foreign country. I f the ^c red i t o r } »se l le r4 has mul t ip le stores or 
branches w i th in that c i t y , the cred i tor need not i den t i f y the spec i f ic branch 
at which the sale occurred. * * * 

> 4. Date of t ransact ion - - foreign t ransact ions. See comment 8 (aH2) -5 . 4 * * * 

SECTION 226.9 - - Subsequent Disclosure Requirements * * * 

9(c) Change in Terms 

1. "Changes " i n i t i a l l y di sclosed. No not ice of a change in terms need be given 
i f the spec i f i c change is set f o r t h i n i t i a l l y , such as: rate increases under a 
properly disclosed var iab le- ra te plan, a rate increase that occurs when an 
employee has been under a preferent ia l rate agreement and terminates employment, 
or an increase that occurs when the consumer has been under an agreement to 
maintain a cer ta in balance in a savings account in order to keep a par t i cu la r 
rate and the account balance f a l l s below the speci f ied minimum. In contrast , 
notice must be given i f the contract allows the cred i tor to increase the rate 
at i t s d iscret ion but does not include spec i f ic terms for an increase ( for example, 
when an increase may occur [by vote of the board of d i r e c t o r s ) . J » under the 
c red i t o r ' s contract reservation r i gh t to increase the per iodic ra te ) . 4 * * * 

SECTION 226.13 - - B i l l i ng -E r ro r Resolution * * * 

13(d) Rules Pending Resolution * * * 

13(d)(1) Consumer's Right to Withhold Disputed Amount; Col lect ion Action 
Prohibited * * * 

2. Right to withhold payment. } I f the cred i tor re f lec ts any disputed amount 
or related finance or otner charges on the periodic statement, and is therefore 
required to make the disclosure under footnote 30, the c red i to r may comply 
wi th that disclosure requirement by ind icat ing that payment of any disputed 
amount is not required pending reso lu t ion. Making a disclosure that only 
refers to the disputed amount would, of course, in no way a f fec t the consumer's 
r i gh t under section 226.13(d)(1) to withhold re lated finance and other charges.4 
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The disclosure [ that payment of any disputed amount is not required pending 
error- resolut ion] • under footnote 30 4 need not appear in any specif ic place 
on the periodic statement , 4 fcand i t ] need not state the specif ic amount 
that the consumer may withhold £. The credi tor ] >, and 4 may > be preprinted 4 
(prepr in t } on f i t s } » the 4 periodic statement * .4 Tforms a statement that 
payment of any disputed amount is not required pending resolut ion. ] * * * 

SECTION 226.14 - - Determination of Annual Percentage Rate * * * 

14(c) Annual Percentage Rate for Periodic Statements * * * 

• 6. Daily rate with specif ic transaction charge. Section 226.14(c)(3) sets 
for th an acceptable method for calculating the annual percentage rate i f the 
finance charge results from a charge relat ing to a specif ic transaction and 
the application of a dai ly periodic rate. This section includes the requirement 
that the creditor follow the rules in Appendix F in calculating the annual 
percentage rate, especially footnote 1 to Appendix F which addresses the dai ly 
rate/transaction charge si tuat ion by providing that the "average of daily 
balances" shall be used instead of the "sum of the balances." 4 *** 

Comments 14(c)-6, 7, and 8 are redesignated as 14(c)-7, 8, and 9, respectively. 

9. Small finance charges. Section 226.14(c)(4) gives the creditor an 
al ternat ive to section 226.14(c)(2) and (c)(3) i f small [(50 cents or less) 
minimum or f ixed fees are involved.J • finance charges (50 cents or less) are 
involved; that i s , i f the finance charge includes minimum or f ixed fees not 
due to the application of a periodic rate and the tota l finance charge for the 
cycle does not exceed 50 cents.4 For example, while a monthly ac t i v i t y fee of 
50 cents on a balance of $20 would produce an annual percentage rate of 30 
percent under the rule in section 226.14(c)(2), the creditor may disclose an 
annual percentage rate of 18 percent i f the periodic rate generally applicable 
to a l l balances is 1 1/2 percent per month. This option is consistent with 
the provision in footnote 11 to sections 226.6 and 226.7 permitting the creditor 
to disregard the ef fect of minimum charges in disclosing the ranges of balances 
to which periodic rates apply. 

14(d) Calculations Where Daily Periodic Rate Applied * * * 

2. Daily rate with specif ic transaction charge. I f the finance charge results 
from a cnarge relat ing to a specif ic transaction and the application of a dai ly 
periodic rate, (the calculation method in section 226.14(d)(2) should be used.j 
• see comment 14(c)-6 for guidance on an appropriate calculation method. 4 *** 

SECTION 226.15 — Right of Rescission * * * 

15(a) Consumer's Right to Rescind 

Paragraph 15(a)(1) * * * 

2. Exceptions. Although the consumer generally has the r ight to rescind with 
each transaction on the account, section 125(e) of the act provides an excep-
t ion : un t i l tMarch 31, 1985,] » September 30, 1985, 4 the creditor need not 
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provide the r ight to rescind at the time of each c red i t extension made under 
an open-end c red i t plan secured by the consumer's principal dwelling to the 
extent t ha t the c r ed i t extended i s in accordance with a previously es tabl ished 
c r e d i t l imi t fo r the plan. • This l imited resc iss ion option i s avai lable whether 
or not the plan exis ted pr ior to the e f f e c t i v e date of the a c t . 4 The consumer 
wil l have the r ight to rescind each extension made a f t e r ^March 3 ^ 1985]] 
• September 30, 1985 4 under such a secured open-end c red i t plan, whether tha t 
plan was es tabl ished before or a f t e r tha t da te . *** 

SECTION 226.16 — Advertising *** 

16(b) Advertisement of Terms That Require Additional Disclosures *** 

5. Triggering terms. The following are examples of terms tha t t r i gge r addi t ional 
d i sc losures : 

t 0 "Charge i t - i t won't be b i l l ed to your account unt i l 
February."]! 

o "Small monthly service charge on the remaining balance." 

o "12 percent Annual Percentage Rate." 

o "A $15 annual membership fee buys you $2,000 in c r e d i t . " 

* 6. Minimum, f i x e d , t r ansac t i on , a c t i v i t y , or s imilar charge. The charges to 
be disclosed under sect ion are those tha t are considered finance 
charges under section 226.4. 4 *** 

SUBPART C - CLOSED-END CREDIT 

SECTION 226.17 - - General Disclosure Requirements 

17(a) Form of Disclosures 

Paragraph 17(a)(1) *** 

5. Direct ly r e l a t e d . The segregated d isc losures may, at the c r e d i t o r ' s 
opt ion, include any information tha t i s d i r ec t l y re la ted to those d i sc losu res . 
Direct ly re la ted information includes, for example, the following: 

o A descr ipt ion of a grace period a f t e r which a l a t e payment charge 
will be imposed. For example, the d isc losure given under sect ion 
226.18(1) may s t a t e tha t a l a t e charge will apply to "any payment 
received more than 15 days a f t e r the due da te . " 

o A statement tha t the t ransec t ion i s not secured. For example, the 
c r ed i to r may add a category label led "unsecured" or "not secured" 
to the secur i ty i n t e r e s t d isc losures given under sect ion 226.18(m). 
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o The basis for any estimates used in making disclosures. For 
example, i f the maturity date of a loan depends solely on the 
occurrence of a future event, the creditor may indicate that the 
disclosures assume that event w i l l occur at a certain time. 

o The conditions under which a demand feature may be exercised. For 
example, in a loan subject to demand af ter f ive years, the disclo-
sures may state that the loan w i l l become payable on demand in f i ve 
years. 

o When a variable-rate feature is disclosed on other documents under 
footnote 43 to section 226.18(f), a reference to the variable-rate 
feature and/or to other documents on which the variable-rate disclo-
sures are made. 

o An explanation of the use of pronouns or other references to the 
parties to the transaction. For example, the disclosures may state, 
"'You' refers to the customer and 'we' refers to the cred i tor . " 

° Instructions to the creditor or i t s employees on the use of a 
multiple-purpose form. For example, the disclosures may state, 
"Check box i f applicable." 

• ° A statement that the borrower may pa.y a minimum finance charge 
upon prepayment in a simple interest transaction. For example. 
when state law prohibits penalties, but would allow a minimum 
finance charge in the event of prepayment, the creditor may make 
the section 226,18(k)f1) disclosure by stat ing "You may be chaTged 
a minimum finance charge." 

o A br ie f reference to negative amortization in variable-rate trans-
actions. For example, in the variable-rate disclosure, the creditor 
may include a short statement such as "Unpaid interest w i l l be 
added to pr inc ipa l . " (See the commentary to section 226.18(f)(3).) 

o A br ie f caption ident i fy ing the disclosures. For example, the 
disclosures may bear a general t i t l e such as "Federal Truth in 
Lending Disclosures" or a descriptive t i t l e such as "Real Estate 
Loan Disclosures." 4 *** 

17(c) Basis of Disclosures and Use of Estimates 

Paragraph 17(c)(1) 

1. Legal obl igat ion. The disclosures should ref lect the credi t terms to 
which the parties are legal ly bound at the outset of the transaction. • The 
legal obligation is determined by applicable state law or other law. (Certain 
transactions are speci f ica l ly addressed in th is commentary. See, for example, 
the discussion of buydown transactions elsewhere in the commentary to section 
226.17(c).) < 
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Co The legal obl igat ion is normally determined by applicable state 
or other law, but certa in transactions are spec i f i ca l l y addressed 
in t h i s commentary. (See, for example, the discussion of buydown 
transactions elsewhere in the commentary to section 226.17(c).)3 

o The fact that a ^c red i t } • term or 4 contract may la te r be deemed 
unenforceable by a court on the basis of equity or other grounds 
does not , by i t s e l f , mean that disclosures based on that • term 
or 4 contract did not re f l ec t the legal ob l iga t ion . 

C<> The legal obl igat ion normally is presumed to be contained in 
the note or contract that evidences the agreement. But th i s 
presumption is rebutted i f another agreement between the part ies 
l ega l l y modifies that note or cont ract .J 

2. Modif icat ion of ob l igat ion, fr The legal obl igat ion normally is presumed to 
be contained in the note or contract that evidences the agreement. But t h i s 
presumption is rebutted i f another agreement between the part ies lega l l y modifies 
that note or contract , i I f the part ies informal ly agree to a modif icat ion of 
the legal ob l iga t ion , the modif icat ion should not be ref lected in the disclosures 
unless i t r ises to the level of a change in the terms of the legal ob l iga t ion . 
For example: 

o I f the creditor-employer o f fers a preferent ia l employee ra te , 
the disclosures should re f l ec t the terms of the legal ob l iga t ion. 
(See the commentary to section 226.18(f) for • an example of a 
preferred-rate employee transact ion that is a var iable-rate" 
t ransact ion. ) 4 t a discussion of whether employee transactions 
are var iable-rate t ransact ions. )J 

o I f the contract provides for a certa in monthly payment schedule 
but payments are made on a voluntary payrol l deduction plan or 
an informal pr inc ipal - reduct ion agreement, the disclosures should 
re f l ec t the schedule in the contract . 

o I f the contract provides for regular monthly payments but the 
cred i tor informal ly permits the consumer to defer payments from 
time to t ime, fo r instance, to take account of holiday seasons or 
seasonal employment, the disclosures should re f lec t the regular 
monthly payments. * * * 

4. Consumer buydowns. In cer ta in t ransact ions, the consumer may pay an amount 
to the cred i tor to reduce the payments or Cbuy down th§J » obtain a lower 4 
i n te res t rate on the t ransact ion. Consumer buydowns must be ref lected in the 
disclosures given for that t ransact ion. To i l l u s t r a t e , in a mortgage t rans-
act ion, the cred i tor and consumer agree to a note specifying a 14 percent 
in terest ra te . However, in a separate document, the consumer agrees to pay 
Cfour po in ts} • an amount 4 to the cred i tor at consummation in return for a 
reduction in the in terest rate to 12 percent for a port ion of the mortgage 
term, f The amount paid by the consumer may be deposited in an escrow account 
or may be retained by the c red i to r . Depending upon the buydown plan, the 
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consumer's prepayment of the obligation may or may not result in a portion 
of the amount being credited or refunded to the consumer. 4 In the disclosures 
given for the mortgage, the creditor must ref lect the terms of the buydown 
agreement. For example: 

o The fcfour points are} • amount paid by the consumer is a 4 prepaid 
finance chargefcsj (even i f deposited in an escrow account). 

o A composite annual percentage rate must be calculated, taking into 
account both interest rates, as well as the effect of the prepaid 
finance chargers}. 

o The payment schedule must ref lect the multiple payment levels 
resulting from the buydown. * * * 

• 8. Graduated payment adjustable rate mortgages. These mortgages involve both a 
variable interest rate and scheduled variations in payment amounts during the 
loan term. For example, under these plans, a series of graduated payments may be 
scheduled before rate adjustments affect payment amounts, or the i n i t i a l scheduled 
payment may remain constant for a set period before rate adjustments affect the 
payment amount. In any case, the i n i t i a l payment amount may be insuff ic ient to 
cover the scheduled interest , causing negative amortization from the outset of 
the transaction. In these transactions, the disclosures should t reat these 
features as follows: 

o The finance charge includes the amount of negative amortization 
based on the assumption that the rate in effect at consummation 
remains unchanged. 

o The amount financed does not include the amount of negative amor-
t i za t ion . 

o As in an.y variable-rate transaction, the annual percentage rate 
is based on the terms in effect at consummation. 

o The schedule of payments discloses the amount of any scheduled 
i n i t i a l payments followed by an adjusted level of payments based 
on the i n i t i a l interest rate. Since some mortgage plans contain 
l imits on the amount of the payment adjustment, the payment 
schedule may require several di f ferent levels of payments, even 
with the assumption that the original interest rate does not 
increase. « * * * 

Comments 1 7 ( c ) ( l ) - 8 and 9 are redesignated 1 7 ( c ) ( l ) - 9 and 10, respectively. 

Paragraph 17(c)(3) * * * 

• 2. Use of special rules. A creditor mav u t i l i z e the special rules in section 
226.17(c)(3) for purposes of calculating and making a l l disclosures for a trans-
action or may, at i ts option, use the special rules for some disclosures and not 
others. « 
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Paragraph 17(c)(4) *** 

• 3. Use of special rules. A creditor may u t i l i z e the special rules in section 
226.17fc1 i 4) for purposes of calculating and making some riisr.lnsnrp*; hut, mav 
elect not to do so for a l l of the disclosures. For example, the variations 
may be ignored in calculating and disclosing the annual percentage rate but 
taken into account in calculating and disclosing the finance charge and payment 
schedule. 4 *** 

17(d) Mult iple Creditors; Multiple Consumers 

1. Mult iple creditors. I f a credit transaction involves more than one creditor: 

° The creditors must choose which of them w i l l make the disclosures. 

° A single, complete set of disclosures must be provided, rather than 
part ia l disclosures from several credi tors. 

Each creditor in the transaction is legal ly responsible for seeing 
that the disclosures are provided.J 

° All disclosures for the transaction must be given, even i f the 
disclosing creditor would not otherwise have been obligated to 
make a part icular disclosure. For example, i f one of the creditors 
is the se l le r , the tota l sale price disclosure under section 
226.18(j) must be made, even though the disclosing creditor is 
not the se l le r . * * * 

17(h) Series of Sales—Delay in Disclosures * * * 

• 2. Basis of disclosures. Creditors structuring disclosures for a series of 
sales under section 226.17(h) may compute the tota l sale price as e i ther : 

o The cash price for the sale plus that portion of the finance 
charge and other charges applicable to that sale; or 

o The cash price for the sale, other charges applicable to the 
sale, and the tota l finance charge and outstanding pr incipal . 4 

17(i) Interim Student Credit Extensions 

1. Def in i t ion. Student credit plans involve extensions of credit for education 
purposes where the repayment amount and schedule are not known at the time credi t 
is advanced, t These plans include, for example, loans made under the Guaranteed 
Student Loan program, the PLUS program or any other student credit plan, whether 
government or private, where the repayment period does not begin immediately. 4 
Creditors in interim student credit extensions need not disclose the terms set 
for th in th is paragraph at the time the credit is actually extended but must 
make complete disclosures at the time the creditor and consumer agree upon the 
repayment schedule for the tota l obl igat ion. At that time, a new set of disclo-
sures must be made of a l l applicable items under section 226.18. 
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2. Basis of disclosures. The disclosures given at the time of execution of 
the interim note should ref lect two annual percentage rates, one for the interim 
period and one for the repayment period. } The use of section 226.17(i) in 
making disclosures does not, by i t s e l f , make those disclosures estimates. Any 
portion of the finance charge, such as statutory interest , that is attr ibutable 
to the interim period and is paid by the student (either as a prepaid finance 
charge, periodical ly during the interim period, in one payment at the end of 
the interim period, or capitalized at the beginning of the repayment period) 
must be reflected in the interim annual percentage rate. 4 Interest subsidies, 
such as payments made by either a state or the federal government on an interim 
loan, must be excluded in computing the annual percentage rate on the interim 
obl igation, when the consumer has no contingent l i a b i l i t y for payment of those 
amounts. £a loan guarantee fee that is paid separately by the student at the 
outset or withheld from the proceeds of the loan is a prepaid finance charge.jj 
• Any finance charges that are paid separately by the student at the outset 
or withheld from the proceeds of the loan are prepaid finance charges. An 
example of th is type of charge is the loan guarantee fee. 4 FThat sunfl • The 
sum of the prepaid finance charges 4 is deducted from the loan proceeds to 
determine tne amount financed and included in the calculation of the finance 
charge. * * * 

• 5. Approved student credit forms. See the commentary to Appendix H regarding 
disclosure forms approved for use in certain student credit programs. 4 *** 

SECTION 226.18 — Content of Disclosures *** 

18(f) Variable Rate *** 

• 3. Use of estimates. The variable rate feature does not, by i t s e l f , make the 
disclosures estimates. (See the commentary to section 226.17(c) for a discussion 
of basis for estimates.) 4 *** 

Comments 18(f)-3, 4, and 5 are redesignated 18(f)-4, 5, and 6, respectively. 

• 7. Growth eguity mortgages. Also referred to as payment escalated mortgages, 
these mortgage plans involve scheduled payment increases to prematurely amortize 
the loan. The i n i t i a l payment amount is determined as for a long-term loan with 
a fixed interest rate. Payment increases are scheduled per iodical ly, based on 
changes in an index. The larger payments result in accelerated amortization of 
the loan. In disclosing these mortgage plans, creditors may ei ther: 

o Estimate the amount of payment increases, based on the best 
information reasonably available; or 

o Disclose by analogy to the variable rate disclosures, ind i -
cating that the payments are sub.iect to increase, describing 
the circumstances under which the payments would increase. 
together with l imitat ions on the increase, and providing an 
example of the increase. 



§ 226.18 - 33 - § 226.18 

(This discussion does not apply to growth equity mortgages in which the amount 
of payment increases can be accurately determined at the time of disclosure. 
For these mortgages, as for graduated payment mortgages, disclosures should 
re f lec t the scheduled increases in payments.) 4 * * * 

Paragraph 18(f)(3) 

1. Effects. Disclosure of the ef fect of an increase refers to an increase 
in the number or amount of payments or an increase in the f ina l payment, t In 
addi t ion, the credi tor may make a b r ie f reference to negative amortization tTiat 
may result from a rate increase. (See the commentary to section 226.17(a)(1) 
regarding d i rec t l y related information.) 4 I f the ef fect cannot be determined, 
the credi tor must provide a statement of the possible e f fec ts . For example, 
i f the exercise of the var iable-rate feature may result in ei ther more or 
larger payments, both poss ib i l i t i es must be noted. 

Paragraph 18( f ) (4) 

1. Hypothetical example. The example may, at the c red i to r 's opt ion, appear 
apart from the other disclosures. The credi tor may provide e i ther a standard 
example that Represents the general type] t i l l u s t r a tes the terms and condi-
t ions of that type 4 of credi t offered by that credi tor or an example that 
d i rec t l y re f lec ts the terms and conditions of the par t icu lar transaction. 

£2. Demand obl igat ions. In demand obligations with no alternate maturity 
date, the credi tor need not provide a hypothetical example.2 

V 2. Hypothetical example not required. The credi tor need not provide a hypo-
the t i ca l example in the fol lowing transactions with a var iable-rate feature: 

o Demand obl igations with no alternate maturity date. 

o Inter im student credi t extensions. 

o Multiple-advance construction loans disclosed pursuant 
to Appendix D, Part I . 4 

18(g) Payment Schedule 

1. Amounts included in repayment schedule. The repayment schedule should 
re f lec t a l l components of the finance charge, not merely the port ion a t t r i b u t -
able to in te res t . • A prepaid finance charge, however, should not be shown in 
the repayment schedule as a separate payment. 4 The payments may include amounts 
beyond the amount financed and finance charge. For example, the disclosed pay-
ments may, at the c red i to r ' s option, re f lec t certain insurance premiums where 
the premiums are not part of e i ther the amount financed or the finance charge, 
as well as real estate escrow amounts such as taxes added to the payment in 
mortgage transactions. * * * 
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Paragraph 18(g)(2) 

1. Abbreviated d i s c l o s u r e . The c r e d i t o r may d i s c l o s e an abbrevia ted payment 
schedule when the amount of each r egu la r ly scheduled payment (o ther than the 
f i r s t or l a s t payment) inc ludes an equal amount t o be applied on p r inc ipa l 
and a f i nance charge computed by app l i ca t i on of a r a t e t o the decreas ing 
unpaid ba lance . This option i s a l so a v a i l a b l e when mortgage-guarantee i n s u r -
ance premiums, paid e i t h e r monthly or annua l ly , cause v a r i a t i o n s in the amount 
of the scheduled payments, r e f l e c t i n g the cont inual decrease I or inc rease 4 
in the premium due. The c r e d i t o r using t h i s a l t e r n a t i v e must d i s c l o s e the 
d o l l a r amount of the h ighes t and lowest payments and make re fe rence t o t h e 
v a r i a t i o n in payments. *** 

18( i ) Demand Feature *** 

2. Covered demand f e a t u r e s . The type of demand f e a t u r e t r i g g e r i n g the d i s c l o 
sures requi red by sec t ion 226 .18( i ) includes only those demand f e a t u r e s con-
templated by the p a r t i e s as par t of the legal o b l i g a t i o n . For example, t h i s 
provis ion does not apply t o t r a n s a c t i o n s t h a t convert to a demand s t a t u s as 
a r e s u l t of the consumer's d e f a u l t . • A due-on-sa le c lause i s not considered 
a demand f e a t u r e . 4 *** 

18(k) Prepayment *** 

• 3. Prepaid f inance charge . The ex i s t ence of a prepaid f inance charge in a 
t r a n s a c t i o n does n o t , by i t s e l f , r equ i re a d i s c l o s u r e under sec t ion 226.18(k) . 
A prepaid f inance charge i s not considered a peTaTty under7 ' section 226.18(k)(1)^ 
nor does i t r equ i r e a disclosure~under~Tection~22"6.18(k)(2) . At i t s op t ion , 
however, a c r e d i t o r may consider a prepaid f inance charge t o be under sec t ion 
226.18 (k) (2 ) . If a d i s c l o s u r e i s madiundeF^eFtion 226.18(k)(2) with respec t 
t o a prepaid f inance charge or other f inance charge, the c r e d i t o r may f u r t h e r 
i d e n t i f y t h a t f inance charge . For examFTiTThe"disciosure~~ma.y s t a t e t h a t the 
borrower "will not be e n t i t l e d to a refund of the prepaid f inance charge" or 
some o ther term t h a t desc r ibes the~TTnancFTha"rge. i 

Paragraph ,18(k)(1) 

1. Pena l ty . This app l i e s only t o those t r a n s a c t i o n s in which the i n t e r e s t 
c a l c u l a t i o n t akes account of teach reduct ion in p r i n c i p a l . ] • a l l scheduled 
reduc t ions in p r i n c i p a l , as well as t r a n s a c t i o n s in which i n t e r e s t c a l c u l a t i o n s 
are made d a i l y . 4 The term "penal ty" as used here encompasses only those 
charges t h a t a re assessed s t r i c t l y because of the prepayment in f u l l of a 
s i m p l e - i n t e r e s t o b l i g a t i o n , as an add i t ion t o a l l o ther amounts. Items which 
a re not p e n a l t i e s i nc lude , f o r example: 

Co prepaid f inance charges co l l e c t ed a t the ou t se t of the t r a n s a c t i o n , 
such as po in t s in a mortgage l o a n . ] 

o Loan guarantee f e e s . 

o In ter im i n t e r e s t on a s tudent loan. 
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However, a minimum finance charge is a penalty in a s imple- interest t ransact ion. 
• (See the commentary to section 226.17(a)(1) regarding the disclosure of a 
minimum finance charge as d i rec t l y related informat ion.) 4 

Paragraph 18(k)(2) 

1. Rebate of finance charge. This applies to any finance charges that do not 
take account of each reduction in the pr incipal balance of an ob l igat ion. This 
category includes, for example: 

o Precomputed finance charges such as add-on charges. 

o Charges that take account of some but not a l l reductions in 
p r i nc ipa l , such as mortgage guarantee insurance assessed on the 
basis of an annual decl ining balance, when the pr incipal i s 
reduced on a monthly basis. 

Prepaid finance charges, such as points or loan fees col lected at 
the outset of the t ransact ion. } 

No descr ipt ion of the method of computing earned or unearned finance charges 
is required or permitted as part of the segregated disclosures under t h i s sec-
t i on l , although such information may be provided elsewhere in the cont rac t } . * * * 

18(r) Required Deposit * * * 

• 2. Pledged account mortgages. In these transact ions, a consumer pledges as 
co l la te ra l funds that the consumer deposits in an account held by the c red i to r . 
The cred i tor withdraws sums from that account to supplement the consumer's 
periodic payments. Creditors may t reat these pledged accounts as reguired 
deposits or they may t reat them as consumer bu.ydowns in accordance with the 
commentary to section 226.17(c)(1). 4 *** 

Comments 18( r ) -2 , 3, 4, and 5 are redesignated 18(r ) -3, 4, 5, and 6, respect ively. 

SECTION 226.19 — Certain Residential Mortgage Transactions 

19(a) Time of Disclosure * * * 

2. Timing and use of estimates. Truth in Lending disclosures must be given 
(a) before consummation or (b) wi th in three business days a f te r the cred i tor 
receives the consumer's wr i t ten appl icat ion, whichever is e a r l i e r . The three-
day period for disclosing c red i t terms coincides wi th the time period wi th in 
which credi tors subject to RESPA must provide good f a i t h estimates of se t t l e -
ment costs. I f the cred i tor does not know the precise cred i t terms, the c red i -
to r must base the disclosures on the best information reasonably avai lable and 
indicate that the disclosures are estimates under section 226.17(c)(2). I f 
many of the disclosures are estimates, the cred i tor may include a statement to 
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that e f fec t (such as "a l l numerical disclosures except the late-payment d isc lo-
sure are estimates") instead of separately labe l l ing each estimate. In the 
a l te rna t i ve , the credi tor may label as an estimate only the items pr imar i ly 
af fected by unknown information. (See the commentary to section 226.17(c)(2).) 
The credi tor may provide explanatory material concerning the estimates and the 
contingencies that may af fect the actual terms, ^ei ther on a separate document 
or on the same document (but separate from the required disclosures).J k in 
accordance with the commentary to section 226.17(a)(1).) 4 *** 

SECTION 226.20 — Subsequent Disclosure Requirements 

20(a) Refinancings * * * 

3. Variable ra te. I f a var iable-rate feature was properly disclosed under the 
regulat ion, a rate change in accord with those disclosures is not a ref inancing. 
For example, a renegotiable rate mortgage that was disclosed as a var iable-rate 
transaction is not subject to new disclosure requirements when the var iable-rate 
feature is invoked. ([However, i f the var iable-rate feature was not previously 
disclosed, a la ter change in the rate results in a new transaction subject to 
new disclosures.3 • However, even i f i t is not accomplished by the cancellat ion 
of the old obl igat ion and subst i tut ion of a new one, a new transaction subject 
to new disclosures results i f the credi tor e i ther : 

o Increases the rate based on a var iable-rate feature that 
was not previously disclosed, or 

o Adds a var iable-rate feature to the obl igat ion. « * * * 

• 5. Coverage. Section 226.20(al applies only to refinancings undertaken bv 
the or ig ina l credi tor or a holder or servicer of the or ig inal obl igat ion. A 
"ref inancing" b.y any other person is a new transaction under the regulat ion, 
not a refinancing under th i s section. 4 *** 

20(b) Assumptions 

1. General de f i n i t i on . An assumption as defined in section 226.20(b) is a 
new transaction and new disclosures must be made to the subsequent consumer. 
An assumption under the regulation requires the fol lowing three elements: 

o A resident ia l mortgage transact ion. 

© An express acceptance of the subsequent consumer by the cred i tor . 

o A wr i t ten agreement. 

• The assumption of a non-exempt consumer credi t obl igat ion requires no disclo-
sures unless a l l three elements are present. 4 *** 

£6. Changes in terms. A change in terms destroys the exist ing obl igat ion and 
the transaction is treated as a new transaction under the regulat ion, not as 
an assumption. A change in terms includes, for example: 
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o A change in the contract interest rate unless the change is in 
accordance with a variable-rate feature that was properly disclosed 
in the exist ing obl igat ion. 

° A change in the length of the term. 

o The addition of points. 

Minor changes that do not destroy the exist ing obligation include, for example: 

o Assumption fees for processing loan documents. 

o Insurance fees. 

o Credit report fees.3 * * * 

Comment 20(b)-7 is redesignated 20(b)-6. 

SECTION 226.22 — Determination of the Annual Percentage Rate 

22(a) Accuracy of the Annual Percentage Rate 

Paragraph 22(a)(1) * * * 

4. Basis for calculat ions. When a transaction involves "step rates" or "sp l i t 
rates" - - that i s , d i f ferent rates applied at d i f ferent times or to d i f ferent 
portions of the principal balance - - a single composite annual percentage rate 
must be calculated and disclosed for the ent ire transaction. • Assume, for 
example, a step-rate transaction in which a $10.000 loan is repayable in 5 
years at 10 percent interest for the f i r s t 2 years. 12 percent for years 3 
and 4, and 14 percent for year 5. The monthly payments are $210.71 during 
the f i r s t 2 years of the term. $220.25 for years 3 and 4. and $222.59 for 
year 5. The composite annual percentage rate, using a calculator with a 
"discounted cash flow analysis or " internal rate of return" function, is 
10.75 percent. ^ * * * 

SECTION 226.24 — Advertising * * * 

24(b) Advertisement of Rate of Finance Charge *** 

• 4. Effect ive rates. In some transactions the consumer's payments may be based 
upon an interest rate lower than the rate at which interest is accruing. The 
lower rate may be referred to as the ef fect ive rate, payment rate or qual i fy ing 
rate. A creditor or sel ler may advertise such rates by stat ing: the term of 
the reduced payment schedule, the interest rate upon which the reduced payments 
are calculated, the rate at which the interest is in fact accruing, and the 
annual percentage rate. The advertised annual percentage rate that must accom-
pany th is rate must take into account the interest that w i l l accrue but w i l l 
not be paid during th is period. For example, an advertisement may state "An 
ef fect ive f i r s t year interest rate of 10 percent. Interest being earned at 14 
percent. Annual percentage rate 15 percent." < 
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SUBPART D - MISCELLANEOUS * * * 

SECTION 226.29 - - State Exemptions 

29(a) General Rule * * * 

• 4. Exemptions granted. Ef fect ive October 1. 1982. the Board has granted the 
fo l lowing exemptions from portions of the revised Truth in Lending ActT 

o Maine. Credit or lease transactions sub.iect to the Maine Consumer 
Credit Code and i t s implementing regulations are exempt from 
chapters 2. 4 and 5 of the federal act . (The exemption does not 
apply to transactions in which a federal ly chartered i n s t i t u t i o n 
is a cred i tor or lessor . ) 

o Connecticut. Credit transactions sub.iect to the Connecticut Truth 
in Lending Act are exempt from chapters 2 and 4 of the federal ac t . 
(The exemption does not apply to transactions in which a federa l ly 
chartered i n s t i t u t i o n is a c red i t o r . ) 4 * * * 

APPENDIX D — Multiple-Advance Construction Loans * * * 

• 2. Variable-rate construction loans. The hypothetical disclosure required in 
most var iab le-rate transactions by section 226.18(f)(4) is not required for 
multiple-advance construction loans disclosed pursuant to Appendix D, Part I . 

3. Calculation of the to ta l of payments. When disclosures are made pursuant 
t o Appendix D, the to ta l of payments may re f lec t e i ther the sum of the payments 
or the sum of the amount financed and the finance charge. 

4. Annual percentage rate. Appendix D does not require the use of Volume I of 
the Board's Annual Percentage Rate Tables for calculat ion of the annual percentage 
rate. Creditors u t i l i z i n g Appendix D in making calculat ions and disclosures 
may use other computation tools to determine the estimated annual percentage 
ra te , based on the finance charge and payment schedule obtained by use o f tT ie 
appendix. 4 *** 

APPENDIX F — Annual Percentage Rate Computations for Certain Open-End Credit 
Plans 

» 1. Daily rate with speci f ic transaction charge. I f the finance charge resul ts 
from a charge re la t i ng to a speci f ic transact ion and the appl icat ion of a da i l y 
periodic ra te , see comment 14(c)-6 for guidance on an appropriate calculat ion 
method. 4 * * * 

APPENDIX H — Closed-End Model Forms and Clauses * * * 

• 17. ED-876A 4/82. Pursuant to section 113(a) of the amended Truth in Lending 
Act. Form ED-876A 4/82. issued by the U.S. Department of Education for cer ta in 
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student loans, has been approved. This form may be used for a l l PLUS loans 
in which the borrower qual i f ies for an immediate deferment of principal payments 
under the terms of the note and disclosures are made under the interim student 
credi t rules in section 226.17(i). The following changes may be made to the 
form: 

o Reducing the size of the form. 

o Deleting inapplicable disclosures by whiting out, blocking out, 
f i l l i n g in "N/A" (not applicable) or "0," crossing out, leaving 
blanks, or c i rc l ing applicable items. 

° Deleting, whiting out, blocking out, or crossing out the words 
"Less" and "Equals" in the Itemization of the Amount Financed. 

° Adding l ines to the Itemization of the Amount Financed to indicate 
amounts paid to others. 

18. ED-876 1/82. Pursuant to section 113(a) of the amended Truth in Lending 
Act, Form ED-876 1/82, issued by the U.S. Department of Education for certain 
student loans, has been approved. The form may be used for a l l PLUS loans in 
which there is no deferment before the borrower begins repayment of both pr in-
cipal and interest . The form may also be used for PLUS loans when the borrower 
qual i f ies for a deferment of principal payments and the annual percentage rate 
to be disclosed is calculated taking account of the irregular payment schedule. 
The form may also be used for consolidation of previous PLUS loans, whether or 
not the borrower had a deferment of principal payments under the ear l ier loans. 
The following changes may be made to the form: 

° Reducing the size of the form. 

o Adding lines to the payment schedule disclosure.. 

° Deleting inapplicable disclosures by whiting out, blocking out, 
f i l l i n g in "N/A" (not applicable) or "0," crossing out, leaving 
blanks, or c i rc l ing applicable items. 

o Deleting, whiting out, blocking out, or crossing out the words 
"Less" and "Equals" in the Itemization of the Amount Financed. 

o Adding l ines to the Itemization of the Amount Financed to indicate 
amounts paid to others. 

19. ED-888 5/82. Pursuant to section 113(a) of the amended Truth in Lending 
Act. Form ED-888 5/82. issued by the U.S. Department of Education for certain 
student loans, has been approved. The form may be used for a l l Guaranteed 
Student Loan Program (GSLP) loans for which-disclosures are made under the" 
interim student credit rules in section 226.17Ci). The following changes may 
be made to the form: 
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o Reducing the size of the form. 

o Deleting inapplicable disclosures by whiting out, blocking out, 
f i l l i n g in "N/A" (not applicable) or "0." crossing out, leaving 
blanks, or c i r c l i ng applicable items. 

o Deleting, whiting out, blocking out, or crossing out the words 
"Less" and "Equals" in the Itemization of the Amount Financed. 

o Adding lines to the Itemization of the Amount Financed to indicate 
amounts paid to others. 

20. $/82. Pursuant to section 113(a) of the amended Truth in Lending. 
Act. Form ED-889 5/82. issued by the U.S. Department of Education for certain 
student loans, has been approved. This form may be used for a l l Guaranteed 
Student Loan Program (GSLPj loans in which the borrower is making payments of 
both interest and pr incipal . These borrowers may or may not have received 
federal interest benefits during the in-school period and the subsequent grace 
period. The following changes may be made to the form: 

o Reducing the size of the form. 

o Deleting inapplicable disclosures by whiting out, blocking out, 
f i l l i n g in "N/A" (not applicable) or "0." crossing out, leaving 
blanks, or c i r c l i ng applicable items. 

o Deleting, whiting out, blocking out, or crossing out the words 
"Plus," "Less" and "Equals" in the Itemization of the Amount 
Financed. 

o Adding lines to the Itemization of the Amount Financed to indicate 
amounts paid to others. < ~*** 

Board of Governors of the Federal Reserve System, September 13, 1982. 

(signed) James McAfee 
James McAfee 

Associate Secretary of the Board 

[SEAL] 


