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us to what maximum limits tor such periods would
still permit the irregular periods to be considered
tegular in computing the annual percentage rate.

If the period from the date on which the finance
charge begins to accrue and the date the final pay-
ment is due is not less than three months in the
case of weekly payments, six months in the case
of biweekly or semimonthly payments, or one year
in the case of monthly payments, the maximum
interval of time from the date the finance charge
begins to accrue to the date the first payment is
due is as follows:

(1) in the case of weekly payments, 12 days:

(2) in the case of biweekly or semimonthly pay-
ments, 25 days:

(3) in the case of monthly payments, 50 days

It the period from the date c:t which the finance
charge begins to accrue and the date the final
payment is due is less than three months in the
case of weekly payments, six months in the case
of biweekly or semimonthly payments, or one
year in the case of monthly payments, the maxi-
mum interval of lime from the date the finance
charge begins to accrue to the date of the first pay-
ment is due is as follows:

(1) in the case of weekly payments, It) days;
(2) in the case of biweekly or semimonthly pay-
ments, 21 days;

(3) in the case of monthly payments, 42 days.

6/10/60

SECTION 226.504 TREATMENT OF "PICK-UP
PAYMENT"™ IN AN INSTALMENT CONTRACT

In some instances involving an instalment
contract arising front a credit sale, the purchaser
may not pay the full amount of the required down-
payment at the time he signs the contract or
otherwise enters into the c¢ lit transaction. In
such cases, the creditor may include in the instal-
ment contruct or accept a separate obligation for
the unpaid portion of the downpayment, com-
monly called a "pick-up payment,” the amount
of which usually carries no finance charge and is
to be paid on or before a specified date independ-
ent of the other scheduled payments.

The question arises whether the "pick-up
payment" must Ik*treuted as part of the "amount
financed" for purposes of disclosure and deter-
mination of the "annual percentage rate" or
whether it may be treated as a deferred portion
of the downpayment.

INTERPRETATIONS

In determining the "amount financed” the credi-
tor may exclude the amount of the "pick-up pay-
ment” provided that:

11) The amount of the finance charge applica-
ble to the transaction does not exceed the amount
that would have been imposed had the required
down payment been paid in full upon consumma-
tion of the transaction; and

(2) The due date of the "pick-up payment” is

not later than the due date of the second payment
otherwise scheduled.

In making the disclosures required under
§ 226.8 (b) (3), if such "pick-up payment" is rtiore
than twice the amount of an otherwise regularly
scheduled equal payment, the creditor shall state
the conditions, if any, under which such "pick-up
payment" may be refinanced if not paid when
due; and such "pick-up payment” may be identi-
fied using that term or the term “balloon
payment.”

)11/ M

226.505- -APPLICATION OF THE MINOR
IRREGULARITIES PROVISIONS IN
DETERMINING THE AMOUNT OF THE
FINANCE CHARGE

Some creditors calculate finance charges in a
credit transaction on the basis of predetermined
percentage rate or rates, e.g., 1% per month on
the unpaid balances. Determination of the amount
of the finance charge is fairly routine for these
creditors if the contracts are written for regular
payments at regular intervals. However, many
limes the first payment may Ik irregular either in
amount or payment period, or both, especially in
those instances where creditors require payments
to tall due on fixed dates or those who arc paid by
means of payroll deductions. The minor irregulari-
ties provisions of §226.5(d) of the Regulation
and i; 226.503 of the interpretations to Regula-
tion Z, which pertain to the determination of the
annual percentage rate, also apply to the determi-
nation of the tinunce charge. For convenient ref-
erence, the applicable provisions of 1)226.5(d)
and S226.503 as they apply to the determination
of the finance charge arc set forth hclow.

In determining the finance charge, a creditor
may, at his option, consider the payment irregu-
larities set forth below in subparagraphs (I)
and (2) as if they were regular in amount or time,
as applicable, provided that the transaction to
which ihcy relate is otherwise payable in equal
instalments scheduled at equal intervals.
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(1) If the period from the date on which the
finance charge begins to accrue and the date the
final payment is due is not less than 3 months
in the case of weekly payments, 6 months in the
case of biweekly or semimonthly payments, or 1
year in the case of monthly payments either or
both of the following:

(1) The amount of 1 payment other than any
downpayment is not more than 50 per cent greater
nor 50 per cent less than the amount of a regular
payment; or

(ii) The interval between the date on wVch
the finance charge begins to accrue and the date
the first payment is due is not less than 5 nor
more than 12 days for an obligation otherwise
payable in weekly instalments, not less than 10
nor more than 25 days for an obligation other-
wise payable in biweekly or semimonthly instal-
ments, or not less than 20 nor more than 50 days
for an obligation otherwise payable in monthly
instalments.

(2) If the period from the date on which the
finance charge begins to accrue and the date the
final payment is due is less than 3 months in the
case of weekly payments, 6 months in the case of
biweekly or semimonthly payments, or | year in
the case of monthly payments, either or both of
the following:

(i) The amount of | payment other than any
downpayment is not more than 25 per cent greater
nor 25 per cent less than the amount of a regular
payment; or

(ii) The interval between the dale on which the
finaucc charge begins to accrue and the date the
first payment is due is not less than 6 nor more
than 10 days for an obligation otherwise payable
m weekly instalments, not less than 12 not more
than 21 days for an obligation otherwise payable
in biweekly or semimonthly instalments, or not
less than 25 nor more than 42 days for an
obligation otherwise payable in monthly instal-
ments.

For the purposes of $226.8(b)(3) in disclosing
the number, amount and due dates or periods of
payments scheduled to repay the indebtedness and
the "total of payments,” the creditor may treat
such irregular payments or payment periods, or
both, as if they were regular. If the creditor so
elects, he may indicate the exact amount or pay-
ment period involved in the minor irregularity.

9/ 11/69

REGULATION Z

SECTION 226.6

SECTION 226.601— OVERSTATEMENT OF
ANNUAL PERCENTAGE RATE

Section 226.6(h) of Regulation Z provides that
in certain circumstances the disclosure of an an-
nual percentage rate which is greater than that
required to be disclosed under the Regulation
docs not in itself constitute a violation of the
Regulation. Under this section may a disclosure
regarding an annual percentage rate (e.g. “the an
nual percentage rate does not exceed 18%") be
preprinted on a contract or periodic statement and
comply with disclosure requirements when the
actual rate will at times be lower (e.g. 15%) for
some transactions?

Section 226,5 specifies the methods which shall
be employed in determining annual percentage
rates. Section 226.6(h) is not intended to provide
an alternative to these requirements, but is merely
to provide appropriate relief to a creditor who
overstates accidentally. Any disclosure of an an-
nual percentage rate whether preprinted or other-
wise which overstates the annual percentage rate
determined in accordance with section 226.5
other than through inadvertence does not com-
ply with requirements.

4/2/69

SECTION 226.602— TRANSITION PERIOD-
USING EXISTING FORMS, SUITABLY
ALTERED OR SUPPLEMENTED

Section 226.6(k) of Regulation Z provides that,
in some circumstances, if a creditor has been un-
able to obtain needed new printed forms by July
I. 1969, he may use existing forms until new ones
are obtained, but not later than December 31,
1969, In such instances, the existing forms must
Ik* suitably altered or supplemented to make nec-
essary disclosures clearly and conspicuously. The
requirement that existing forms be supplemented
is met by attachments or enclosures.

Also in some instances, creditors encounter un-
avoidable delays in obtaining necessary equipment
or computer programs needed to utilize new
printed forms. Such delays can produce prob-
lems comparable to those involved in delays in
obtaining printed forms. In such a situation, a
creditor, under i 226.6(k), may continue to use
existing forms until the means of utilizing the
new forms are available, but in no event later
than December 31, 1969, and subject, of course,
to the conditions applicable under § 226.6(k):
namely, that the creditor must have taken bona
tide steps prior to July I, 1969, to obtain the
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necessary equipment or computer programs, and
the existing forms must be “altered or supple-
mented as necessary to assure that all of the
items of information the creditor is required to
disclose are set foith clearly and conspicuously.”

4/2/69

SECTION 226.603— DISCLOSURES IN
TRANSACTION INVOLVING MULTIPLE
CUSTOMERS

Section 226.6(e) states the general rule that,
except in the case of a rcscindable transaction
under 8 226.9. where there are multiple cus-
tomers in a transaction, the creditor is only re-
quired to make disclosures to one of them. How-
ever, in determining which customer shall receive
disclosures, the creditor may not select a cus-
tomer who is secondarily liable, such as an en-
dorser, comaker (when designated as surety),
guarantor, or a similar party. This does not pro-
hibit the creditor from also furnishing disclosures
to such persons who arc secondarily liable.

472169

SECTION 226.604— INCONSISTENT STATE
REQUIREMENTS

Section 226.6(bt of Regulation Z indicates types
of State law requirements that are inconsistent
with Regulation Z, and li 226.6(c) indicates the
methods of dealing with such inconsistent require-
ments of State law.

Whether State laws are inconsistent with Regu-
lation Z necessarily depends on the nature of the
Slate laws. Section 226.6(b) (I) provides that State
law is inconsistent to the extent that it "requires
a creditor to make disclosures different from the
requirements of this part with respect to form,
content, terminology, or time of delivery.” This
refers to disclosures of the kinds of information
covered by Regulation Z, and not to other or
collateral information such as a statement telling
the customer that he should read the contract
carefully, or that there should be no blanks in the
contract. Similarly, it docs not refer to headings
that State law may require on a contract such as
"Retail Installment Contract." Similarly, a speci-
fication in a State taw that certain size type must
be used is not necessarily inconsistent with the
requirements of Regulation Z.

4122169

INTERPRETATIONS

SECTION 226.605— RATE CHARTS AND
TABLES UNAVAILABLE

Subject to certain conditions, & 226.6(f) of
Regulation Z permits a creditor to use an estimate
or approximation of information when the in-
formation is “unknown or not available to the
creditor, and the creditor has made a reasonable
effort to ascertain it."

It appears that some creditors who require
special charts or tables in order to operate with
necessary efficiency in compliance with Regula-
tion Z, and who have placed orders for such
charts or tables with suppliers of them, may be
unable to obtain such charts or tables by July 1
1969, the effective date of Regulation Z.

In the circumstances indicated, when the neces-
sary charts or tables have been ordered prior to
July 1 1969, and are temporarily unavailable to
a crcd tor who has thus made a reasonable effort
to oi tain them, § 226.6(f) permits the creditor to
use a' estimate or approximation of the annual
perccn »gc rate and other information during the
interim until they become available, subject, of
course, to the other requirements of that para-
graph.

6/20/69
SECTION 226.7

SECTION 226.701— PERIODIC STATEMENTS—
FINANCE CHARGE RESULTING FROM MORE
THAN ONE PERIODIC RATE

Section 226.7(b) (4) of Regulation Z requires
that a periodic statement for open end credit
show the amount of any finance charge, and that
the statement also itemize and identify that por-
tion of the finance charge that is due to applica-
tion of one or more periodic rates and that por-
tion due to any other charge s. h as minimum,
fixed, check service, transaction, activity, or simi-
lar charge.

This does not require the statement to state
separately the portions of a finance charge due
to application of two or more periodic rates. For
example, if a creditor charges I1Vi% per month
on the first $500 of a balance anil 1% per month
on amounts over $500, the monthly charge on a

$600 balance would he $8.50, which must be
shown. However, it would not be necessary to

itemize the two components ($7.50 and $1.00)
of the $8.50 charge. Under section 226.7(b)(5),
the periodic rates that ntay apply to the account,
and the applicable range of balances must, of
course, be shown, but this could be preprinted.

472169
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SECTION 226.702— LOCATION OF
STATEMENT OF HOW THE BALANCE
WAS DETERMINED

Section 226.7(b) (8) requires the creditor of an
open end credit account tc disclose on the periodic
statement, “the balance on which the finance
charge was computed, and a statement of how
that balance was determined." Under’ § 226.7(c)
which relates to the location ol aisclo.ures there
is no specific reference ,0 the placement of the
"statement of how that balance was determined”
when separated from the balance to which it re-
lates. The question arises as to where, under such
circumstances, this required statement shall ap
pear on the periodic statement.

If separated from the balance to which ii re-
lates. the required statement of how the balance
was determined may be placed on the face of the
periodic statement, the reverse side of the periodic
statement, ot on an enclosed supplement; how-
ever. where such statement and balance do not
appear together, the statement shall make clear
the balance to which it refers.

4122169

SECTION 226.703— FINANCE CHARGE BASED
ON AVERAGE DAILY BALANCE IN OPEN
END CREDIT ACCOUNTS
Section 226.7(b)(8) requires that periodic state-
ments for open end accounts shall disclose, among
other things, "The balance on which the finance
charge was computed, and ; statement of how
that balance was determined.” In some instances,
creditors compute a finance charge on the average
daily balance by application of a monthly periodic
rate. In such case, this information is adequately
disclosed if the statement gives the amount of
the average daily balance on which the finance
charge was computed, and also states how the
balance is determined. In other instances, the fi-
nance charge is computed on the balance each
day by application of a daily periodic rate and
such charges are accumulated and debited to the
account in a single amount for the hilling cycle.
The question arises whether the periodic state-
ment must show for each day of the hilling cycle
a balance on which a finance charge was com-

puted.
If a daily periodic rale is used, the balance to
which it is applicable shall he stated as follows:

(1) A balance for each day in the billing

cycle; or

REGULATION Z

(2) The sum of the daily balances during the
billing cycle, or

(3) The average daily balance during the billing
cycle in which case the creditor shall state on the
face of the periodic statement, its reverse side,
or on an enclosed supplement that the average
daily balance is multiplied by the number of days
in the billing cycle and the periodic rate applied
to the product to determine the amount of the
finance charge.

In each case the annual percentage rate shall
be determined and disclosed by multiplying the
daily periodic rate by 365.

5/5/69

SECTION 226.704— ANNUAL PERCENTAGE
RATE COMPUTATION WHERE TRANSACTION
CHARGES ARE IMPOSED ON OPEN
END CREDIT ACCOUNTS
Section 226.7(b)(6) prescribes the method by
which an annual percentage rate is computed
where the creditor of the open end credit account
imposes finance charges with respect to specific

transactions during the billing cycle.

In determining the denominator of (he fraction
under 8 226.7(b)(6), no amount will be used
more than once when adding the sum of the
balances to which periodic rates apply to the sum
of the amounts financed to which specific trans-
action charges apply. In every case the lull amount
of transactions to which specific transaction
charges apply shall be included in the denominator.
Other balances or parts of balances shall be in-
cluded according to the manner in which a periodic
rate is applied, as illustrated in the following
examples of accountt on monthly billing cycles:

I. Previous halanc m—none

A specific transaction of $100 occut on first
day of the billing cycle.

The average daily balance is $100.

A specific transaction charge of 3% is ap-

plicable to the specific transactions.

The periodic rate is 11 % applicable to the
average daily balance.

The numerator is the amount of the finance
charge, which is $4.50.

The denominator is the amount of the trans-
action (which is $100), plus the amount by
which the balance to which the periodic rate
applies exceeds the amount of specific trans-
actions (such excess in this case is 0), totaling
$100.
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The annual percentage rate is the quotient
(which is 4.5%) multiplied by 12 (the number
of months in a year), i.e. 54%.

2. Previous balance—$100
A specific transaction of $100 occurs at mid-
point of the billing cycle.

The average daily balance is $150.

A specific transaction charge of 3%
cable to the specific transaction.

The periodic rate is 1Vi% applicable to the
average daily balance.

The numerator is the amount of finance charge,
which is $5.25.

The denominator is the amount of the trans-
action (which is $100), plus the amount by
which the balance to which the periodic rate
applies exceeds the amounts of specific trans-
actions (such exc ss in this case is $50), total-
ing $150.

As explained
centage rate is 3.5% x 12

is appli-

in example 1, the annual per-
42%.

3. If. in example 2, the periodic rate applies only
to the previous balance, the numerator is $4.50
and the denominator is $200 (the amount of
the transaction. $100. plus the balance to which
only the periodic rate is applicable, the $100
previous balance).

As explained in example 1.
centage rate is 2.25% x 12

the annual per-
27%.

4. 11, in example 2, the periodic rate applies only
to an adjusted balance (previous balance less
payments and credit) and the customer made a
payment of $50 at midpoint of billing cycle, the
numerator is $3.75 anil the denominator is $150
(the amount of the transaction, $100 plus the
balance to which only the periodic rate is ap-
plicable, the $50 adjusted balance). As ex-
plained ii example |, the annual percentage
rate is 2.5% x 12 30%.

5. Previous balance—$100

A specific transaction (check! of $100 occurs
it the midpoint of the billing cycle.

The average daily balance is $150.

The specific transaction charge is 25 cents per
check. The periodic rate is 1Vi% applied to the
average daily balance. The numerator is the
amount of the finance charge, which is $2.50.
and includes the 25 cents check charge and the
$2.25 resulting from the application of the
periodic rate. The denominator is the full
amount of the specific transaction (which is
$100) plus the amount by which the average
daily balance exceeds the amount of the specific

INTERPRETATIONS

transaction (which in this case is $50), total-

ing $150. As explained in example 1. the

annual percentage rate would be 1%% x 12

= 20%.

Regardless of such method of computation, the
annual percentage rate to be disclosed shall be not
less than the periodic rate multiplied by the num-
ber of periods in a year rr the rate as may other-
wise be determined under it 226.5(a).

5/5/69

SECTION 226.8

SECTION 226.801— LOCATION OF
DISCLOSURES WHEN CONTRACT, SECURITY
AGREEMENT, AND EVIDENCE OF
TRANSACTION ARE COMBINED IN A
SINGLE DOCUMENT
Some creditors incorporate the terms of a con-
tract, a security agreement, and evidence of a
transaction in a single document. These documents
are designed for processing by mechanical and
electronic equipment. If all of the required dis-
closures under ii 226.K should be placed on the
face of such a document, the creditor will be un-
able to utilize conventional accounting and record
keeping equipment because of the size of the re-
sulting document. The question arises as to whether
required disclosures muy be made on the face and

the reverse side of such a document.

Where a creditor elects to combine disclosures
with the contract, security agreement, and evi-
dence of a transaction in a single document, the
disclosures required tinder 8 226.8 shall, in ac-
cordance with 8 226.6, be made on the face of
that document, on its reverse side, or on both
sides, provided that the amount of the finance
charge and the annual percentage rate shall
appear on the face of the document, and, if the
reverse side is used, the printing on both sides of
the document shall be equally clear and conspicu-
ous. both sides shall contain the statement.
"NOTICE: See other side for important informa-
tion," and the place for the customer’s signature
shall be provided following the full content of the
document.

4/22/69

SECTION 226.802— DISCLOSURES ON MAIL
OR TELEPHONE ORDERS

Under § 226.8(gi, disclosures may be made at
any time not later than the date the first payment
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is due under certain conditions. The question arises

as to when disclosures shall be made on mail or

telephone orders where the information outlined
in 8 226.8(g)(1) and (2) is not available to the
customer or prospective customer.

Under the circumstances set forth in the above
question, the creditor shall make the disclosures
required under Regulation Z as follows:

1 With respect to credit sales, not later than at
tie time of delivery of the property or first
performance of service ordered.

2. With respect to loans, not later than at the
time proceeds of the loan are disbursed.

3. Except that if the transaction is subject to the
provisions of $ 226.9, the disclosures shall be
made before the transaction is consummated.

5/5/69

SECTION 226.803— DISCLOSURES WHEN
DISCOUNTS APPLY FOR PROMPT PAYMENT

Under § 226.8(0), disclosures shall be made on
the billing statement whereas under § 226.8(a)
disclosures shall be made before the transaction
is consummated. Il.e question arises as to which
provision prevails.

The provisions of S 226.8(0) prevail under the
conditions set forth in that paragraph unless the
transaction is also subject to the provisions ol
S 226.9 in which event the disclosure’ shall be
made before the transaction is consummated.

5/5/69

SECIION 226.804— SERIES OF SALES -
CONTENT OF AGREEMENT

Under s 226.8(h), it a credit ' do is one ol a
series of transactions made undei an agreement
providing for the addition of a current sale to an
existing outstanding balance and the customer lias
approved in writing the annual percentage rale or
rales and certain other requirements are met, dis-
closures may be made at any time not later than
the date the first payment for that sale is due.

The question arises as to how the annual per-
centage rate or rates should be shown in an agree-
ment where, tor example, an IHZ? annual per-
centage rate applies to the first $500 of balance, a
12% annual percentage rale applies to all balances
over $500, uni the mis of the two rates on trans-
actions over s500 will produce a gradually de-
creasing annual percentage rate as the amount
ol balance o\  $500 increases.

1
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In addition to meeting the other requirements of
§ 226.8(h), if two or more annual percentage rates
apply to ranges of balances, the agreement need
only state each annual percentage rate and the
range of balances to which it applies. However, the
disclosures which must be made not later than the
date the first payment is due must include the
actual annual percentage rate applicable to that
sale.

5/5/69

SECTION 226.805— SERIES OK SALES AS
DISTINGUISHED FROM REFINANCING,
CONSOLIDATING, OR INCREASING

The question arises as to the distinction be-
tween the provisions of S 226.8(h), series id' sales,
and the provisions of S 226.8(j), refinancing, con-
solidating, or increasing.

Section 226.8(h) is applicable only when a
credit sale is made pursuant to an agreement which
provides for the addition of a current (or new)
sale to an existing outstanding balance. In such
cases, and provided that all of the requirements
of S226.8(h)! 1) and (2) are met, the disclosures
may be made at any time not later than the dale
(lie first payment for that sale is due.

If there is no agreement, or if the agreement
does not meet all of the requirements id" § 226.8
(h), the disclosures required in connection with
any subsequent sale, which is added to a previ-
ously outstanding balance shall be made under the
provisions of S 226.8(j). lor example, the fact
that an agreement provides a method of computing
an unearned portion ol the finance charge in the
event ol prepayment, but does not otherwise meet
the requirements ol * 226.8(h), will not qualify
transactions made pursuant lo that agreement for
disclosure under lhe terms ol t 226.8(h).

5/26/69

SEC1ION 226.806— DEPOSII BALANCES
APPLIED TOWARD SATISFACTION OF
CUSTOMER'S OBLIGATION

Section 226.8(e)(2) provides that required de-
posit balances must lie deducted under s 226.8(c)
(6) and excluded under S 226.8(d)(1) in deter-
mining the amount financed. Subdivision (ii) ol
S 226.8(e)(2) provides an exception in the case
of Morris Plan lyp transactions in which pay-
ments in the transaction are made and accumu-
lated in a deposit account which > then wholly
applied to satisfy the obligation.
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Unless the deposit balance account is created for
the sole purpose of accumulating payments and
then being applied toward satisfaction of the cus-
tomer’s obligation in the transaction, such deposit
balance does not fall within the exception provided
in subdivision (ii).

In any case in which a deposit balance qualifies
for this exception, each deposit made into the
account shall be considered the same as a payment
on the obligation for the purpose of computations
and disclosures.

5'26/69

SECTION 226.807— ASSUMPTION OF AN
OBLIGATION— DISCLOSURES

I hi question arises as to which disclosures arc
required ;0 be made under 8 226.8(k).

For the purposes of 8 226.8(k), an “assump-
tion" occurs only when, by written agreement en-
tered into between a subsequent customer and the
creditor, that subsequent customer is or will be
accepted by that creditor as an obligor on an
existing evidence of debt. In such circumstances,
disclosures shall be made as follows:

(n) If the finance charge originally imposed

on the existing evidence of debt was an add-on or
discount type finance charge, the creditor need
only disclose:

(i) The unpaid balance of he obligation as-
sumed;

(if) The total amount of the charges imposed
by the creditor, individually itemized, in connec-
tion with the assumption;

(iii) The number, amount, and due dates of
remaining payments to he made alter assumption,
the total of such payments, and any other appli-
cable information required under 8 226.8(b)(1);

(iv) Identification of the type of security in-
terest, if any, retained or to be acquired in any
property of the assuming customer and a brief
identification of that property;

(v) The information required to be disclosed
under 8 226.8(b)(4), (6) and (7);

(vi) If applicable in connection with the as-
sumption, the disclosures required under 8 226.t
fa)(5) and (6); and

(vii) If that obligation was entered into on or
after July |1, 1969, the annual pereentagc rate
originally disclosed on the existing obligation.
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(2) If the existing cvicence of debt is subject to

a finance charge computel from time to time by
application of a percentage rate to an unpaid bal-
ance. the creditor shall make the disclosures re-
quired under 8 226.8(b) and (dt and, if applicable
in cot nection with the assumption, the disclosures
required under § 226.4(a) (f) and (6), except
that in determining the amount of the finance
charge and the annual percentage rate to be dis-
closed to the customer who assumes the obligation,
the cteditor may disregard any prepaid finance
charges paid by the original customer, but shall
include in the finance charge as as “p.epaid finance
charge" the total amount of the chaigcs imposed
by the creditor, individually itemized, in connec-
tion v ith the assumption.

6/10/69

SECTION 226.808— DISCLOSURE OF AMOUNT
OF SCHEDULED PAYMENTS

Section 226.8(b) (.1) requires the creditor to di; -
close the “amount ... of payments scheduled to
repay the indebtedness." In certain transactions
each payment consists of an equal amount to apply
on principal and a finance charge which is deter-
mined by application of a rale to the decreasing
unpaid balance. In such cases no two payments
arc equal in amount. The question irises as to
whether it is necessary to list the respective dollar
amount of each such payment to comply with this
requirement of 8 226.8(b)(1), or whether an
optional disclosure is permitted.

In any transaction in which the amount of each
regularly scheduled payment (other than a first or
last payment) includes an equal amount to be
applied on principal and a finance charge com-
puted by application of a rate to the decreasing
unpaid balance, at the creditor’s option the re-
quirement of 8 226.8(b)(1) with respect to the
amount of each payment may be met by disclos-
ing the following information:

(1) The amount of each payment to be applied
on principal, and an identification of that amount
as payment on principal;

(2) The respective amount of finance charge
included in the first and last scheduled payments
so described;

If this option is utilized, the exceptions pro-
vided under paragraphs (b)(1), and (c)(8) and
(d)(1) of 8 226.8 shall not apply.

6/10/69
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SECTION 226.809— DISCLOSURES FOR
CERTAIN STUDENT LOANS

Footnotes 10 and 11 to Regulation Z provide
an exception from specified disclosure requirements
for interim student loins under certain Federally
insured student loan programs. These exceptions
an. applicable to other student loans of the same
type including those made to students under Fed-
erally supported loan programs or programs of
loan g larantec, administered by or under agree-
ment wth the U.S. Department of Health. Edu-
cation, and Welfare. In all of such cases, however,
all disclosures must be made prior to the time the
finai note :s executed or repayment schedule is
agreed upon

6/10/69

SECTION 226.810— DISCLOSURES— VARIABLE
INTEREST R/*f.S

In some cases a note, contract, or other instru-
ment evidencing an obligation provides for pros-
pective changes in t.ie annual percentage rate or
otherwise provides t > prospective variation in
the rale. Ire question irises as to what disclosures
must be ma le under these circumstances when it
is not knowi at the linn ot consummation of the
transaction whether such change will occur or the
date or amount of change

In such cases, the crcdi or shall make all dis-
closures on the basis of tin rate in effect at the
time of consummation ol the transaction and shall
also disclose the variable fealrre.

It disclosure is made prioi to the consumma-
tion ol the transaction that the mnual percentage
rate is proxpeclively subject to >iiange. the condi-
tions under which such rate may be changed, and.
it applicable, the maximum and minimum limits
of such rate stipulated in the no'e. contract, or
other instrument evidencing the obligation, such
subsequent change in the annual p ercenlage rate
in accordance with the foregoing di closures is a
subsequent occurrence under $226.0(g) and is
not a new transaction.

6/20/69

SECTION 226.811— RENEWALS OF NOTES
BY MAIL

Under paragraph (j) of 8§ 226.8, renewals of
notes with new maturity dates constitute ret nanc-
ings and are consequently new transactioi s. A
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common practice is for creditors to permit renewal
of such notes by mail. In many such instances
the creditor does not know whether the customer
will reduce his original obligation by a payment
on principal or, if reduced, the amount of that
reduction. The question arises as to what dis-
closures should be made by mail to the customer
in these circumstances.

If the creditor knows the amount of the princi-
pal payment, all disclosures shoulu be made on the
basis of the resulting new amount financed. If,
however, the creditor does not knov whether the
customer will reduce his original ob'ig.-tion, or if
si., by how much, he should disclose or. the assump-
tion that there will be no reduction, /n such cir-
cumstances he may make one or more additional
disclosures based on one or more examples of
graduated principal reduction. For example, ii a
ingle payment note was for SI,000 at H% for 3
months, in addition to the other requited dis-
closures. the creditor should disclose an amount
financed of $1,000 with a finance charge of $20,
and may, in addition, disclose that with a principal
payment of $.100 the amount financed would be
$700 with a finance charge of $14. and wiili a
principal payment of $$00 the amount finan;cd
would be $500 with a finance charge of $10.

8/1/69

SECTION 226.9

SECIION 226.901— WAIVER OF SECURITY
INTERESTS— EFFECT ON THE RIGHT
OF RESCISSION

Section 226.9(a) provides for a right of rescis-
sion "in the case of any |consumcr| credit trans-
action in which a security interest is or will be re-
tained or acquired in any teal property which is
used or is expected to be used as the principal
residence of the customer.” Under S 226.21/.)
security interests include mechanic's and mateiial-
mcn's liens. If a creditor effectively waives his
right to retain, or to acquire such a lieu, he has not
retained or acquired such security interest. The
question arises, however, of whether waiver of a
creditor's lien tights is effective to remove a trans-
action Irom the scope of rescission when lien rights
which are not waived arise in favor of subcon-
tractors, workmen, or others who arc not ciedi-
tors in the transaction.

The fact that the creditor waives his lien lights
does not. in itself, determine whether or not the
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transaction is rescindable. If all security interests
are effectively waived, the transaction is not re-
scindable. On the other hand, if as a result of the
transaction, a security interest is or will be re-
tained or acquired by a subcontractor, workman,
or other person, the transaction is rescindable.
In the latter case the creditor would be responsible
for delivering the rescission notice as well as other
applicable disclosures, delaying performance as
provided under §226.9(c), and identifying him-
self as the creditor on the rescission notice. The
subcontractors, workmen, and others would not
be responsible for delivering rescission notices to
the customer.

5/26/69

SECTION 226.902— ‘ CUSTOMERS’ AND
JOINT OWNERS OF PROPERTY UNDER
THE RIGHT OF RESCISSION

Section 226.9(f) provides that, for the purpose
of the right of rescission, “customer” shall include
two or more customers where joint ownership is
involve I. The question arises of whether this means
that all joint owners of record, regardless of
whether or not they are parties to the transaction,
are customers tor this purpose, and whether each
of such owners of record (1) must receive dis-
closures and a notice of the right of resci ssion, (2)
may exercise the right of rescission, and t.T) must
join in signing a waiver if one is appropriately taken
by the creditor.

Under 8 226.9(f) where there are joint owners
the right to receive disclosures and notice of the
right of rescission, the right to rescind, and the
need to sign a waiver of such right, apply only to
those joint owners who are parties to the transac-
tion.

5/26/69

SECTION 226.903— REFINANCING AND
INCREASING— DISCLOSURES AND EFFECTS
ON THE RIGHT OF RESCISSION

In some cases the creditor of an obligation will
refinance that obligation at the request of a cus-
tomer hv permitting the customer to execute a
new note, contract, or other document evidencing
the transaction under the terms of which one or
more ot the original credit terms, including the
maturity date ol the obligation, are changed. Al-
though such refinancing constitutes a new trans-
action, and all lisclosurcs required under § 226.S
roust be made, the question arises as to whether

14
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that transaction s subject to the right of rescission
under 8§ 226.9 v here the obligation is already se-
cured by a security interest in real property which
is used or expected to be uscu as the principal
residence of that customer.

If the amount of such new transaction does not
exceed the amount of the unpaid balance plus any
accrued and unpaid finance charge an the existing
obligation, § 226.9 does not apply to the transaction.

If, however, such new transaction is for an
increased amount, that is. for an amount in excess
of the amount of the unpaid balance plus any
accrued id unpaid finance charge on the existing
obligation. §226.9 applies to the transaction.
However, 'uch right of rescission appl es only to
such exces nd docs not affect the ex sting obli-
gation (or related security interest) for ihc unpaid
balance plus accrued unpaid finance cha'ge.

If a transaction is refinanced by a creditor other
than the creditor of the existing obliga ion, the
entire transaction is subject to S 226.9.

6/20/69

SECTION 226.10

SECTION 226.1001— ADVERTISING O-
CREDIT TERMS IN OTHER THAN
OPEN END CREDIT

The statement of certain credit terms in adver-
tisements such as “no downpayment", the ami nut
of any instalment payments, dollar amount of
finance charge, number of payments, etc., as pro-
vided in 8 226.10(d)(2), requires that certain
other terms also be staled in the same advertise-
ment. The question arises as to how a creditor
nr* advertise credit terms in a meaningful wav
when all of his credit sales or loans are not made
i i the same 'uisis.

The advertising of credit terms may be made
by giving one or more examples of typical ex-
ten ions of credit and stating all of the terms ap-
plie; hie to each example. In any such case, the
advertiser shall set forth one or more examples
which ire, in fact, typical of the type of credit
and nrnrs usually and customarily made avail-
able the creditor to present and prospective
clistona rs and each shall be clearly and con-
spicuous’v identified as examples of typical trans-
actions.

4/22/69
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SECTION 226.1002— CATALOGS— TABLES OR
SCHEDULES OF CREDIT TERMS

Under § 226.10(b) in order that a catalog may
qualify as a single advertisement, among other
things, it must include a table or schedule of
credit terms. It has been the practice of catalog
houses to include such tables in catalogs; how-
ever, such tables generally state amounts of pur-
chases, amounts of finance charges, and number
and amount of payments for brackets up to a
certain level and then contain an instruction to
include a specified dollar amount in computing
the finance charge by application of a percentage
rate on any purchase in excess of that level.
Tables to show the actual terms including annual
percentage rates for all purchases into thousands
of dollars would he unwieldy, present a formi-
dable appearance, and may be more confusing
than helpful to the User. lhe question arises as
to whether a creditor who publishes a catalog is
required to include tables in detailed amounts
fiont the minimum up to, for example, $5,000, his
highest priced cataloged merchandise.

[Interpretations available from Publications Services.
Reserve System, Washington,

Governors of the Federal

15
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Tables or schedules of terms in catalogs must
include all amounts up to a level of the more
commonly sold higher priced property or services
which are offered for sale, but in no event greater
than $1,000 unless the creditor elects to do so. If
the creditor offers property or sen ice for sale at
prices higher than the uppermost level covered
by his table, he shall state the method by which
the finance charge is computed on larger amounts,
how the amount of payments and the number
and periods of payments arc determined and state,
for each representative amount in increments of
not more than $500 up to the highest priced
property or service offered, the annual percentage
rate. Any catalog which contains such a table or
schedule of credit terms will comply with require-
ments of § 226.10(b) provided all other require-
ments are met and such catalog shall be consid-
ered adequate for the purpose of § 226.8(g)(1),

412216 1>

Division of Administrative Services, Board of

D.C. 20551
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REGULATION

(12 CFR 226)
Effective July 1,1969

Amended August 11,1969

TRUTH IN LENDING

REGULATION *

SECTION 226.1—AUTHORITY, SCOPE,
PURPOSE, ETC.

(a) Authority, scope, and purpose. (I) This Part

comprises the regulations issued hy the Board of
Governors of the Federal Reserve System pursuant
to Title | (Truth in Lending Act) and Title V
(General Provisions) of the Consumer Credit Pro-
tection Act (Public Law 90-321; N2 Stat. 146 ct
seq.) Except as otherwise provided herein, this
Part applies to all persons who in the ordinary
course of business regularly extend, or offer to
extend, or arrange, or offer to arrange, for the
extension of consumer credit as defined in para-
giaph (k) of § 226.2,

2) '"This Part implements the Act, the purpose

of which is to assure that every customer who has
need for consumer credit is given meaningful in-
formation with respect to the cost of that credit
which, in most cases, must he expressed in the
dollar amount of finance charge, and as an an-
nual percentage rate computed on the unpaid
balance of the amount financed. Other relevant
credit information must also he disclosed so that
the customer may readily compare the various
credit terms available to him from different sources
and avoid the uninformed use of credit. This Part

1This text corresponds to the Code of Federal Regu-
lations, title 12, Chapter Il, Part 22(1, cited as 12 CFIt
226. The words "this Pail", as used herein, mean Regu-
lation Z.

also implements the provision of the Act under
which a customer has a right in certain circum-
stances to cancel a credit transaction which in-
volves a lien on his residence. Advertising of
consumer credit terms must comply with specific
requirements, and certain credit terms may not
be advertised unless the creditor usually and cus-
tomarily extends such terms. Neither the Act nor
this Part is intended to control charges for con-
sumer credit, or interfere with trade practices ex-
cept to the extent that such practices may be in-
consistent with the purpose of the Act.

(h) Administrative enforcement. (1) As set forth

more fully in section IDS of the Act, administra-
tive enforcement of the Act and this part with
respect to certam creditors is assigned to the
Comptroller of the Currency, Board of Directors
of the Federal Deposit Insurance Corporation,
Federal Home Loan Bank Board (acting directly
or through the Federal Savings and Loan Insur-
ance Corporation), Director of the Bureau of Fed-
eral Credit Unions, Interstate Commerce Commis-
sion, Civil Aeronautics Board, Secretary of Agri-
culture, and Board of Governors of the Federal
Reserve System.

2) Except to the extent that administrative en-

forcement is specifically committed to other author-
ities, compliance with the requirements imposed
under the Act anil this part will be enforced by
the Federal Trade Commission.
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(c) Penalties and liabilities. Section 112 of the
Act provides for criminal liability for willful and
knowing failure to comply with any requirement
imposed under the Act and this Part, and section
130 of the Act provides for civil liability on the
part of any creditor who fails to disclose any in-
formation required under Chapter 2 of the Act
and under the corresponding prov sions of this
Part. Pursuant to section 108 of the Act, viola-
tions of the Act or this Part constitute violations
of other Federal laws which may provide further
penalties.

SECTION 226.2—DEFINITIONS AND
RULES OF CONSTRUCTION

For the purp >ses of this Part, unless the context
indicates otherwise, the following definitions and
rules of construction apply:

(a) “Act” rct'irs to the Truth in Lending Act
(Title | of the Consumer Credit Protection Act).

(b) “Advertisement” means any commercial
message in any newspaper, magazine, leaflet, flyer
or catalog, on radio, television or public address
system, in direct mail literature or other printed
material, on any interior or exterior sign or dis-
play, in any window display, in any point-of-trans-
action literature or price tag which is delivered or
made available to a customer or prospective cus-
tomer in any manner whatsoever.

(c) “Agricultural purpose” means a purpose re-
lated to the production, harvest, exhibition, mar-
keting, transportation, processing, or manufacture
of agricultural products by a natural person who
cultivates, plants, propagates, or nurtures those
agricultural products. “Agricultural products” in-
cludes agricultural, horticultural, vilicultural, and
dairy products, livestock, wildlife, poultry, bees,
forest products, fish and shellfish, and any products
thereof, including processed anti manufactured
products, and any and all products raised or pro-
duced on farms and any processed or manufac-
tured products thereof.

(d) “Amount financed" means the amount of
credit of which the customer will have the actual
use determined accordance with paragraphs
(c)(7) and (d)(1) of fi 226.8.

(c) “Annual percentage rate” means the annual

percentage rate of finance charge determined in
accordance with § 226.5.

f) “Arrange for the extension of credit” means

to provide or offer to provide consumer credit

§ 226.2

which is or will be extended by another person
under a business or other relationship pursuant to
which the person arranging such credit receives
or will receive a fee, compensation, or othet* con-
sideration for such service or has knowledge of
the credit terms and participates in the preparation
of the contract documents required in connection
with the extension of credit. It does not include
honoring a credit card or similar device where
no finance charge is imposed at the time of that
transaction.

(g) “Billing cycle” means the time interval be-
tween regular periodic billing statement dates.
Such intervals niav be considered equal intervals
of time unless a billing date varies more than
4 days from the regular date.

(h) “Board” refers to the Board of Governors
of the Federal Reserve System.

(i) “Cash price” means the price at which the
creditor offers, in the ordinary course of business,
to sell for cash the property or services which are
the subject of a consumer credit transaction. It
may include the cash price of accessories or serv-
ices related to the sale such as delivery, installa-
tion, alterations, modifications, and improvements,
and may include taxes to the extent imposed on
the cash sale, but shall not include any other
charges ol the types described in S 126.4.

(j) “Comparative Index of Credit Cost” means
the relative measure of the cost of credit under
an open end credit account, computed in accord-
ance with § 226.11, and is the expression of the
"average effective annual percentage rate of re-
turn" and the "projected rate of return” which
appear in section 127(a)(5) of the Act.

(k) “Consumer credit" means credit offered or
extended to a natural person, in which the money,
properly, or service which is the subject of the
transaction is primarily for personal, family, house-
hold, or agricultural purposes and for which
either a finance charge is or may be imposed or
which, pursuant to an agreement, is or may he
payable in more than 4 instalments. "Consumer
loan" is one type of “consumer credit.”

(n "Credit” mean the right granted by
creditor to a customs« to defer payment of debt,
incur debt and defer its payment, or purchase
property or services anil defer payment therefor.
(See also paragraph (bb) of this section.)

(m) “Creditor" means a person who in the or-
dinary course of business icgularly extends or
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arranges for the extension of consumer credit, or
offers to extend or arrange for the extension of
such credit.

(n) “Credit sale” means any sale with respect
to which consumer credit is extended or arranged
by the seller. The term includes any contract in
the form of a bailment or lease if the bailee or
lessee contracts to pay as compensation for use a
sum substantially equivalent to or in excess of
the aggregate value of the property and services
involved and it is agreed that the bailee or lessee
will become, or for no other or for a nominal
consideration has the option to become, the owner
of the property upon full compliance with his
obligations under the contract.

(0) “Customer” means a natural person
whom consumer credit is offered or to whom it
is or will be extended, and includes a comaker,
endorser, guarantor, or surety for such natural
person who is or may be obligated to repay the
extension of consumer credit.

(p) “Dwelling” means a residential-type struc-
ture which is real properly and contains one or
more family housing units, or a residential con-
dominium unit wherever situated.

(q) “Finance charge” means the cost of credit
determined in accordance with $ 226.4.

(r) “Open end credit” means consumer credit
extended on an account pursuant to a plan under
which (1) the creditor may permit the customer to
make purchases or obtain loans, from time to time,
directly from the creditor or indirectly by use of
a credit card, check, or other device, as the plan
may provide; (2) the customer has the privilege of
paying the balance in full or in instalments; and
(3) a finance charge may be computed by the
creditor from time to time on an outstanding
unpaid balance. The term does not include nego-
tiated advances under an often end real estate
mortgage or a letter of credit.

(s) “Organization” means a corporation, trust,
estate, partnership, cooperative, association, gov-
ernment, or governmental subdivision, agency, or
instrumentality.

ft) “Period” means a day, week, month,
other subdivision of a year.

(u) “Periodic rate" means a percentage rate
finance charge hich, under an open end credit
plan, is or may he imposed by a creditor against
a balance for a period. (See also § 226.5(a)(3).)

V)

gani/.ation.

or

of

“Person” means a natural person or an or
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(w) “Real property” means property which is
real property under the law of the State in which
it is located.

(x) “Real property transaction” means an ex-
tension of credit in connection with which a secur-
ity interest in real property is or will be retained
or acquired.

(y) “Residence” means any real property in
which the customer resides or expects to reside.
The term includes a parcel of land on which the
customer resides or expects to reside.

(z) “Security interest” and “security” mean any
interest in property which secures payment or
pcrforn.ance of an obligation. The terms include,
but are not limited to, security interests under the
Uniform Commercial Code, real property mort-
gages, deeds of trust, and other consensual or con-
fessed liens whether or not recorded, mechanic’s,
materialmen’s, artisan’s, and other similar liens,
vendor’s liens in both real and personal property,
the interest of a seller in a contract for the sale
of real property, any lien on property arising by
operation of law, and any interest in a lease when
uscii to secure payment or performance of an
obligation.

(aa) “State” means any State, the District of
Columbia, the Commonwealth of Puerto Rico, and
any territory or possession of the United States.

(bb) Unless the context indicates otherwise,
“credit” shall be construed to mean *“consumer
credit,” “loan” to mean “consumer loan." and
“transaction” to mean “consumer credit trans-
action.”

(ee) A transaction shall be considered consum-
mated at the time a contractual relationship is
created between a creditor and a customer ir-
respective of the time of performance of cither
party.

(ild) Captions and catehlines are intended solely
as aids to convenient icfereuee, and no inference
as to the intent of any provision of this part may
be drawn from them.

SECTION 226.3 —EXEMPTED
TRANSACTIONS

This' Part does not apply .o the following:

(@)
of credit to organizations, including governments,
or for business or commercial purposes, other
than agricultural purposes.

Business or governmental credit. Extensions
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(b) Certain transactions in security or commodi-
ties accounts. Transactions in securities or com-
modities accounts with a broker-dealer registered
with the Securities and Exchange Commission.

(c) Non-real property credit over $25,000.
Credit transactions, other than real property trans-
actions, in which the amount financed 1 exceeds
$25,000, or in which the transaction is pursuant
to an express written commitment by the creditor
to extend credit in excess of $25,000.

(d) Certain public utility bills. Transactions
under public utility tariffs involving services pro-
vided through pipe, wire, or other connected fa-
cilities, if the charges for such public utility serv-
ices, the charges for delayed payment, and any
discount allowed for early payment are filed with,
reviewed by, or regulated by an agency of the
Federal Government, a State, or a political sub-
division thereof.

SECTION 226.4—DETERMINATION OF
FINANCE CHARGE

(a) General rule. Except as otherwise provided

in this section, the amount of the finance charge
in connection with any transaction shall be de-
termined as the sum of all charges, payable di-
rectly or indirectly by the customer, and imposed
directly or indirectly by the creditor as an inci-
dent to or as a condition of the extension of
credit, whether paid or payable by the customer,
the seller, or any other person on behalf of the
customer to the creditor or to a third party, in-
cluding any of the following types of charges:

(1) Interest, time price differential, and any
amount payable under a discount or other system
of additional charges.

(2) Service, transaction, activity, or carrying
charge.-

(3) Loan fee, points, finder's fee, or similar
charge.

(4) Fee for an
credit report.

(5) Charges or premiums for credit life, acci-
dent, health, or loss of income insurance, written

appr isal, investigation, or

1For this purpose, the amount financed is the amount
which is required to he disclosed under S 226.8 (c)(7), or
(d)(1), as applicable, or would he so required if the
transaction were subject to this Part.

5These charges include any charges imposed y the
creditor in i nncction with a checking nccc to the
extent that such charges exceed any charges the customer
is required to pay in connection with such an account
when it is not being used to extend credit.

8§ 226.4

in connection with 3 any credit transaction unless
(i) the insurance coverage is not required by
the creditor and this fact is clearly and con-
spicuously disclosed in writing to the customer;
and
(ii) any customer desiring such insurance cov-
erage gives specific dated and separately signed
affirmative written indication of such desire
after receiving written disclosure to him of the
cost of such insurance.

(6) Charges or premiums for insurance, wiitten
in connection with * any credit transaction, against
loss of or damage to property or against liability
arising out of the ownership or use of property,
unless a clear, conspicuous, and speciic statement
in writing is furnished by the creditor to the cus-
tomer setting forth the cost of the insurance if
obtained from or through the creditor and stating
that the customer may choose the person through
which the insurance is to be obtained.3

(7) Premium or other charge for any other
guarantee or insurance protecting the creditor
ugainst the customer’s default or other credit loss.

(8) Any charge imposed by a creditor upon
another creditor for purchasing or accepting an
obligation of a customer if the customer is re-
quired to pay any part of that charge in cash, as
an addition to the obligation, or as a deduction
from the proceeds of the obligation.

fb) Itemized charges excludable. If itemized and

disclosed to the customer, any charges of the fol-
lowing types need not be included in the finance
charge:

Q) Fees and charges prescribed by law which

actii: v arc or will be paid to public officials for
determining the existence of or for perfecting or
releasing or satisfying any security related to the
credit transaction.

“A policy of insurance owned by the customer, which
is assigned lo the creditor or otherwise made payable to
the creditor to satisfy u requirement imposed by the
creditor, is not insurance "written in connection with”
a credit transaction if the policy was not purchased by the
customer for the purpose of being used in connection with
that extension of credit.

« A policy of insurance owned by the customer, which
is ussigned lo the creditor or otherwise made payable to
the creditor to satisfy a requirement imposed by the
creditor, is not insurance "written in connection with" a
credit transaction if the policy was not purchased by the
customer for the purpose of being used in connection
with that extension of credit.

*A creditor’s reservation or exercise of the right to
refuse to accept an insurer odered by the customer, for
reasonable cause, does not require inclusion of the pre-
mium iu the finance charge.
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(2) The premium payable for any insurance ir.
lieu of perfecting any security interest otherwise
required by the creditor in connection with the
transaction, if the premium does not exceed the
fees and charges described in subparagraph (1)
of this paragraph which would otherwise be pay*
able.

(3) Taxes not included in the cash price.

(4) License, certificate of title, and registration
fees imposed by law.

(c) Late payment, delinquency, default,
reinstatement charges. A late payment, delin-
quency, default, reinstatement, or other such
charge is not a finance charge if imposed for actual
unanticipated late payment, delinquency, default
or other such occurrence.

(d) Overdraft charges. A charge imposed by a
bank for paying checks which overdraw or in-
crease an overdraft in a checking account is not
a finance charge unless the payment of such
checks and the imposition of such finance charge
were previously agreed upon in writing.

(c) Excludable charges, real property trans-
actions. The following harges in connection with
any real property transaction, provided they arc
bona fide, reasonable in amount, and not for the
purpose of circumvention or evasion of this Part,
shall not be included in the finance charge with
respect to that transaction:

and

(1) Fees or premiums for title examination, ab-
stract of title, title Insurance, or similar purposes
and for required related property surveys.

(2) Fees for preparation of deeds, settlement
statements, or other documents.

(3) Amounts required to be placed or paid into
an escrow or trustee account for future payments
of taxes, insurance, and water, sewer, and land
rents.

(4) Fees for notarizing deeds and other docu-
ments.

(5) Appraisal fees.

(6) Credit reports.

0] Prohibited offsets. Interest, dividends,
other income received or to be received by the
customer on deposits or on investments in real
or personal property in which a creditor holds a
security interest shall not lie deducted from the
amount of the finance charge or taken into con-
sideration in computing the annual percentage
rate.

or
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(g) Demand obligations. Obligations ether than
those debited to an open end credit account which
are payable on demand shall be considered to have
a maturity of one-half year for the purpose of
computing the amount of the finance charge and
the annual percentage rate, except that where
such an obligation is alternatively payable upon
a stated maturity, the stated maturity shall be
used for the purpose of such computations.

(h) Computation of insurance premiums. If any
insurance premium is required to be included as
a part of the finance charge, the amount to be
included shall be the premium for coverage ex-
tending over the period of time the creditor will
require the customer to maintain such insurance.
For this purpose, rates and classifications appli-
cable at the time the credit is extended shall be
applied over the full time during which coverage
is required, unless the creditor knows or has reason
to know that other rates or classifications will be
applicable, in which case such other rates or classi-
fications shall be used to the extent appropriate.

SECTION 226.5—DETERMINATION OF
ANNUAL PERCENTAGE RATE

(a) General rule—open end credit accounts.
Tile annual percentage rates for open end credit
accounts shall lie computed so as to permit dis-
closure with an accuracy at least to the nearest
quarter of 1 per cent. Such rate or rates shall be
determined in accordance with S 226.7(a)(4) for
purposes of disclosure before opening an account,
S 226.10(c)(4) for purposes of advertising, and in
the following manner for purposes of disclosure
on periodic statements:

(1) Where the finance charge is exclusively the
product ol the application of one or more periodic
rates

(i) by multiplying each periodic rate by the
number of periods in a year: or

(i) at the creditor's option, if the finance
charge is the result of the application of two
or more periodic rates, by dividing the total
finance charge for the billing cycle by the sum
of the balances to which the periodic rates were
applied and multiplying the quotient (expressed
as a percentage) by the number of hilling cycles
in a year.

(2) Where the creditor imposes all periodic fi-
nance charges in amounts based on specified
ranges or brackets of balances, the periodic rate
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shall be determined by dividing the amount of the
finance charge for the period by the amount of
the median balance within the range or bracket
of balances to which it is applicable, and the an-
nual percentage rate shall be determined by multi-
plying that periodic rate (expressed as a percent-
age) by the number of periods in a year. Such
ranges or brackets of balances shall be subject
to the limitations prescribed in subdivision (iv) of
paragraph (c)(2) of this section.

3) Where the finance charge is or includes a

minimum, fixed, or other charge not due to the
application of a periodic rate, and
(i) exceeds 50 cents for a monthly or longer
billing cycle, or the pro rata part of 50 cents
for a billing cycle shorter than monthly, by
dividing the total finance charge for the billing
cycle by the amount of the balance to which
applicable and multiplying the quotient (ex-
pressed as a percentage) by the number of
billing cycles in a year; or-
(i) docs not exceed 50 cents for a monthly
or longer billing cycle, or the pro rata part of 50
cents for a billing cycle shorter than monthly,
by multiplying each applicable periodic rate by
the number of periods in a year, irrespective of
the imposition of such minimum, fixed, or other
charge.

(b) General rule— other credit. Except as other-

wise provided in this section, the annual percent-
age rate applicable to any extension of credit,
other than open end credit, shall he that nominal
annual percentage rate determined as follows:

(1) In accordance with the actuarial method of
computation so that it may be disclosed with an
accuracy a* ».asi to the nearest quarter of 1 per
cent. The mathematical equation and technical
instructions for determining the annual percentage
rate in accordance with the requirements of this
paragraph arc set forth in Supplement | to Regula-
tion Z which is incorporated in this Part by refer-
ence. Supplement | to Regulation Z may he ob-
tained from any Federal Reserve Hank or from
the Board in Washington D.C., 20551, upon
written request.

(2) At the option of the creditor, by applica-
tion of the United States Rule so that it may be
disclosed with an accuracy at least to the nearest
quarter of 1 per cent. Under this rule, the finance
charge is computed on the unpaid balance for
the actual time the balance remains unpaid and
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if the amount of a payment is insufficient to pay
the accumulated finance charge, the unpaid ac-
cumulated finance charge continues to accumulate
to be paid from the proceeds of subsequent pay-
ments and is not added to the amount financed.
(c) Charts and tables. (1) The Regulation
Annual Percentage Rate Tables produced b' the
Board may be used to determine the annua! per-
centage rate, and any such rate determined from
these tables in accordance with instructions con-
tained therein will comply with the requirements of
this section. Volume | contains table FRB— 100-M
covering 1 to 60 monthly payments, table FRB—
200-M covering 61 to 120 monthly payments,
table FRB— 300-M covering 121 to 480 monthly
payments, and table FRB— 100-W covering 1 to
104 weekly payments. Volume 1 also contains
instructions for use of the tables in regular trans-
actions and most irregular transactions which in-
volve only odd first and final payments and odd
first payment periods. Volume Il contains factor
tables and instructions for their use in connection
with the tables in Volume | in the computation of
annual percentage rates in any type of irregular
payment or payment period transaction and in
transactions involving multiple advances. F.ach
volume is available from the Board in Washing-
ton, D.C., 20551, ai d the Federal Reserve Banks.

2) Any chart or table other than the Board's

Regulation Z Annual Percentage Rate Tables also
may be utilized for the purpose of determining the
annua! percentage rate provided:

(i) It is prepared in accordance with the
general rule set forth in paragraph (b) (1) or
(2) of this section;

(ii) It bears the name and address of the per-
son responsible for its production, an identifica-
tion number assigned to it by that person which
shall be the same for each chart or table so
produced with like numerical content and con-
figuration and, if prepared fn use in connection
with irregular transactions, a . identification of
the method of computation (“Actuarial"® or
“U.S. Rule”);

(iii) Except as provided in subdivision (iv) of
this subparagraph, it permits determination of
the annual percentage rate to the nearest one-
quarter of 1 per cent for the range of rates
covered by the chart or table; and

(iv) If applicable to ranges or brackets of
balances, it discloses the amount of the finance
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charge and the annual percentage rate on the
median balance within each range or bracket
of balances where a creditor imposes the same
finance charge for all balances within a speci-
fied range or bracket of balances, and provided
further that if the annual percentage rate deter-
mined on the median balance understates the
annual percentage rate determined on the lowest
balance in that range or bracket by more than
8 per cent of the rate on the lowest balance,
then the annual percentage rate for that range
or bracket shall be computed upon any balance
lower than the median balance within that range
so tnat any understatement will not exceed
8 per cent of the rate on the lowest balance
within that range or bracket of balances.

?3) In the event an error in disclosure of the

amount of a finance charge or an annual per-
centage rate occurs because of a corresponding
error in a chart or table acquired or produced in
good faith by the creditor, that error in disclosure
shall not, in itself, be considered a violation of
this Part provided that upon discovery of the
error, that creditor makes no further disclosure
based on that chart or table and promptly notifies
the Board or a Federal Reserve Bank in writing
of the error and identifies the inaccurate chart or
table by giving the name and address of the person
responsible for its production and its identification
number.

(d) Minor irregularities. In determining the an-

nual percentage rate a creditor may, at his option,
consider the payment irregularities set forth in
this paragraph as if they were regular in amount
or time, as applicable, provided that the trans-
action to which they relate is otherwise payable in
equal instalments scheduled at equal intervals.

fl) If the period from the date on which the
finance charge begins to accrue and the date the
final payment is due is not less than 3 months in
the case of weekly payments, 6 months in the case
of biweekly or semimonthly payments, or 1 year
in the case of monthly payments, cither or both
of the following.

(i) The amount of t payment other than any
downpayment is not more than 50 per cent
greater nor 50 per cent less than the amount of a
regular payment; or

(ii) The interval between the date on which
the finance charge begins to accrue and the date
the first payment is due is not less than 5 days for
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an obligation otherwise payable in weekly in-
stalments, not less than 10 days for an obliga-
tion otherwise payable in biweekly or semi-
monthly instalments, or not less than 20 days
for an obligation otherwise payable in monthly
instalments.

2) If the period from the date on which the

finance charge begins to accrue and the date the
final payment is due is less than 3 months in the
case of weekly payments, 6 months in the case of
biweekly or semimonthly payments, or 1 year in
the case of monthly payments, cither or both of
the following:

(i) The amount of 1 payment other than any
downpayment is not more than 25 per cent
greater nor 25 per cent less than the amount of
a regular payment; or

(ii) The interval between the date on which
the finance charge begins to accrue and the
date the first payment is due is not less than
6 days for an obligation otherwise payable in
weekly instalments, not less than 12 days for
an obligation otherwise payable in biweekly or
semimonthly instalments, or not less than 25
days for an obligation otherwise payable in
monthly instalments.

(e) Approximation of annual percentage rate—

other credit. In an exceptional instance when cir-
cumstances may leave a creditor with no alterna-
tive but to determine an annual percentage rate
applicable to an extension of credit other than
open end credit by a method other than those
prescribed in paragraphs (b) or (c) of this section,
the creditor may utilize the constant ratio method
of computation provided such use is limited to the
exceptional instance and is not for the purpose of
circumvention or evasion of the requirements of
this Part. Any provision of State law authorizing or
requiring the use of the constant ratio method or
any method of computing a percentage rate other
than those prescribed in paragraphs (b) and (c) of
this section docs not justify failure of the creditor
to comply with the provisions of those paragraphs,
as applicable.

SECTION 226.6—GENERAL DISCLOSURE
REQUIREMENTS

(a) Disclosures; general rule. The disclosures re-

quired to be given by this Part shall be made
clearly, conspicuously, in meaningful sequence, in
accordance with the further requirements of this
section, and at the time and in the terminology
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prescrib'd in applicable sections. Where the terms
“finance charge" and “annual percentage rate” are
required to be used, they shall be printed more
conspicuously than other terminology required by
this Part. Except with respect to the requirements
of § 226.10, all numerical amounts and percent-
ages shall be stated in figures and shall be printed
in not less than the equivalent of 10 point type,
.075 inch computer type, or elite size typewritten
numerals, or shall be legibly handwritten.

(b) Inconsistent State requirements. With re-
spect to disclosures required by this Part, State
law is inconsistent with the requirements of the
Act and this Part, within the meaning of section
111(a) of the Act, to the extent that it

(1) Requires a creditor to make disclosures
different from the requirements of this Part with
respect to form, content, terminology, or time of
delivery;

(2) Requires disclosure of the amount of the
finance charge determined in ty manner other
than that prescribed in § 226.4; or

(3) Requires disclosure of the annual percent-
age rate of the finance charge determined in any
maimer other than that prescribed in 8 226.5.

(c) Additional information. At the creditor's
option, additional information or explanations may
be supplied with any disclosure required by this
Part, but none shall be stated, utilized, or placed
so as to mislead or confuse the customer or con-
tradict, obscure, or detract attention from the
information required by this Part to be disclosed.
Any creditor who elects to make disclosures spec-
ified in any provision of State law which, under
paragraph (h) of this section, is inconsistent with
the requirements of the Act and this Part may

(1) Make such inconsistent disclosures on a
separate paper apart from the disclosures made
pursuant to this Part, or

(2) Make such inconsistent disclosures on the
same statement on which disclosures required by
this Part are made; provided:

(i) All disclosures required by this Part ap-
pear separately and above any other disclosures,
(if) Disclosures required by this Part arc

Identified by a clear and conspicuous heading

indicating that they arc made in compliance

with Federal law, and

(iii) All inconsistent disclosures appear sepa-
rately and below a conspicuous demarcation
line, and are identified by a clear and con-
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spicuous heading indicating that the statements

made thereafter are inconsistent with the dis-

closure requirements of the Federal Trqth in

Lending Act.

(d)
is more than one creditor in a transaction, each
creditor shall be clearly identified and shall be
responsible for making only those disclosures re-
quired by this Part which are within his knowledge
and the purview of his relationship with the cus-
tomer. If two or more creditors make a joint dis-
closure, each creditor shall be Jcarly identified.
The disclosures required under paragraphs (b) and
(c) of § 226.8 shall be made by the seller if he
extends or arranges for the extension of credit.
Otherwise disclosures shall be made as required
under paragraphs (b) and (d) of § 226.8.

(c) Multiple customers; disclosure to one.
any transaction other than a transaction which
may be rescinded under the provisions of 8 226.9,
if there is more than one customer, the creditor
need furnish a statement of disclosures required
by this Part to only one of them othcr than an
endorser, comaker, guarantor, or a similar parly.

(f) Unknown information estimate. If at the
lime disclosures must be made, an amount or
other item of information required to be disclosed,
or needed to determine a required disclosure, is
unknown or not available to the creditor, and the
creditor has made a reasonable effort- to ascertain
it, the creditor may use an estimated amount or
an approximation of the information, provided
the estimate or approximation is clearly identified
as such, is reasonable, is based on the best in-
formation available to the creditor, and is not
used for the purpose of circumventing or evading
the disclosure requirements of this Part.

(9) Effect of subsequent occurrence. If informa-
tion disclosed in accordance with this Part is sub-
sequently rendered inaccurate as the result of any
act, occurrence, or agreement subsequent to the
delivery of the required disclosures, the inaccuracy
resulting therefrom docs not constitute a violation
of this Part."

"Such ads, occurrences, or agreements include the
failure of the customer to perform his obligations under
the contract and such actions by the creditor us may he
proper to protect his interests in such circumstances. Such
failure may result in the liability of the customer to pay
delinquency charges, collection costs, or expenses of the
creditor for perfection or acquisition of uny security in-
terest or amounts advanced by the creditor on behalf of

the customer in connection with insurance, repairs to or
preservation of collateral.

Multiple creditors; joint disclosure. If there
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(h) Overstatement. The disclosure of the amount
of the finance charge or a percentage which is
greater than the amount of the finance charge or
percentage required to be disclosed under this
Part docs not in itself constitute a violation of this
Part: Provided, That the overstatement is not for
the purpose of circumvention or evasion of dis-
closure requirements.

(i) Preservation and inspection of evidence of
*'ompliance. Evidence of compliance with the re-
quirements imposed under this Part, othe>- than
advertising requirements unJcr § 226.10, shall be
preserved by the creditor for a period of not less
than 2 years after the date each disclosure is re-
quired to he made. Each creditor shall, when
directed by the appropriate administrative enforce-
ment authority designated in section 108 of the
Act, permit that authority or its duly authorized
representative to inspect its relevant records and
evidence of compliance with this Part.

(j) Percentage rate as dollars per hundred.
Prior to January 1, 1971, any rate required under
this Part to be disclosed as a percentage rate may,
at the option of the creditor, be expressed in the
form of the corresponding ratio of dollars per
hundred dollars using tne term "dollars finance
charge per year per $100 of unpaid balance." (For
example, an add-on finance charge of 4 per cent
per year on an obligation payable in 36 equal
monthly instalments is equivalent to an annual
percentage rate, rounded to the nearest quarter
of | per cent, of 7.50 per cent which may be
stated as "$7.50 finance charge per year per $100
of unpaid balance.")

(k) transition period. Any creditor who can
demonstrate that he has taken bona title steps, prior
to July 1, 1769, to obtain printed forms which are
necessary to comply with requirements of this
Part may, until such forms are received but in no
event later than December 31, 1969, utii: e exist-
ing supplies of printed forms for the purpose of
complying with the disclosure requirements of this
Part, other than the requirements of paragraph
(b) of S 226.9: Provided, That such forms are
altered or supplemented as necessary to assure that
all of the items of information the creditor is re-
quired to disclose to the customer are set forth
clearly and conspicuously.
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SEfTION 226.7—OPEN END CREDIT
ACCOUNTS—SPECIFIC DISCLOSURES

(a) Opening new account. Before the first trans-
action is made on any open end credit account, the
creditor shall disclose to the customer in a single
written statement, which the customer may retain,
in terminology consistent with the requirements of
paragraph (b) of this section, each of the follow-
ing items, to the extent applicable:

(1) The conditions under which a finance charge
may be imposed, including an explanation of the
time period, if any, within which any credit extended
may be paid without incurring a finance charge.

(2) The method of determining the balance
upon which a finance charge may ic imposed.

(3) The method of determining the amount
of the finance charge, including the method of
determining any minimum, fixed, check service,
transaction, activity, or similar charge, which may
be imposed as a finance charge.

(4) Where one or more periodic rates may be
used to compute the finance charge, each such
rate, the range of balances to which it is applica-
ble, and the corresponding annual percentage rate
determined by multiplying the periodic rale by
the number of periods in a year.

(5) If the creditor so elects, the Comparative
Index of Credit Cost in accordance with S 226.11

(6) The conditions under which any other
charges may be imposed, and the method by which
they will be determined,

) Tlu; conditions under which the creditor

may retain or acquire any security interest in any
properly to secure the payment of any credit ex-
tended on the account, and a description or identi-
fication of the type of the interest or interests
which may be so retail,ed or acquired.

(S) The minimum periodic payment required.

Ib) Periodic statements required. Except in the
case of an account which the creditor deems to
be uncollectahlc or with respect to which delin-
quency collection procedures have been instituted,
the creditor of any open end credit account shall
mail or deliver to the customer, for each billing
cycle at the end of which there is an outstanding
debit balance in excess of $1 in that account or
with respect to which a finance charge is imposed,
a statement or statements which the customer may
retain, setting forth in accordance with paragraph
(c) of this section each of the following items to
the extent applicable:
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(1) The outstanding balL ce in the account at
the beginning of the billing cycle, using the term
“previous balance.”

(2) The amount and date of each extension of
credit or the date such extension of credit is
debited to the account during the billing cycle and,
unless previously furnished, a brief identification7
of any goods or services purchased or other ex-
tension of credit.

(3) The amounts credited to the recount during
the billing cycle for payments, using the term
“payments,” and for other credits including returns,
rebates of finance charges, and adjustments, using
the term “credits,” and unless previously furnished,
a brief identification Hof each of the items included
in such other credits.

(4) The amount of any finance charge, using
the term “finance charge,"” debited to the account
during the billing cycle, itemized and identified to
show the amounts, if any, due to the application
of periodic rates and the amount of any other
charge included in the finance charge, such as a
minimum, fixed, check service, transaction, ac-
tivity, or similar charge,” using appropriate de-
scriptive terminology,

(5) Each periodic rale, using the term “periodic
rate” (or "rates"), that may be used to compute
the finance charge (whether or not applied during
the billing cycle), and the range of balances to
which it is applicable.

(®) The annual perc adage rate or rales deter-
mined under S 226.5(a), using the term "annual
percentage rate" (or "rates"), and, where there is
more Mian one rate, the amount of the balance to
which each rate is applicable. Where the creditor
ol tin- open end credit account imposes finance
charge, with respect to specific transactions dur-
ing the billing cycle, such charges shall be com-
bined villi all other finance charges imposed
during he billing cycle, and the annual percent-
age rate to be disclosed shall be determined by:

. blent! icution may he
nr try syli hot relaliilK to
Ilir stalcii cut.

“hlonlil cation may tie
ni In syn tint relating lo
the statement.

“These charges 'nthule any eliatgcs imposed by the
creditor 6 r the issuance, payment, 01 handling of checks,
bn accom | maintenance nr otherwise, lo the extent that
such diaries exceed any similar charges tile customer is
lenuiied U pay when it account is not being used to
extcml cret it.

mailc mi an luannpanyin;' *tip
ail iileiititieatinn list pijilted nil

matte on an nccnmijialiyinn slip
an itleiltilication list piinletl nil
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(i) Dividing the sum of all of the finance
charges imposed during the billing cycle by
the sum of the balances to which the periodic
rates apply (or by the average of daily bal-
ances if a daily periodic rate is used), plus
the sum of the amounts financed to which
the specific transaction charges apply, and

(i) Multiplying the quotient (expressed as a
percentage) by the number of billing cycles
in a year.

(7) If the creditor so elects, the Comparative

Index or Credit Cost in accordance with § 226.11.

(8) The balance on which the finance charge
was computed, and a statement of how that bal-
ance was determined. If the balance is determined
without first deducting all credits during the billing
cycle, that fact and the amount of such credits
shall also be disclosed.

(9) The closing date of the billing cycle and
the outstanding balance in the account on that
date, using the term “new balance,"” accompanied
by the statement of the date by which, or the
period, if any, within which, payment must be
made to avoid additional finance charges.

(c)
quired by paragraph (b) of this section shall be
made on the face of the periodic statement, on its
reverse side, or on the periodic statement supple-
mented by separate statement forms provided they
arc enclosed together and delivered to the cus-
tomer at the same time, and further provided that

(1) The disclosure required by paragraph (b)(1)
of this section, the amounts or respective totals of
the amounts required to be disclosed under para-
graph (b)(2), (3), and (4) of this section, and the
disclosure required under paragraph (b)(6) and (9)
of this section shall appear on the face of the
periodic statement. If the amounts and dates of
the charges and credits required to be disclosed
under paragraph (b)(2) and (3) of this section are
not itemized on the face or reverse side of the
periodic statement, they shall be disclosed on a
separate statement or separate slips which shall
accompany the periodic statement and identify
each ciiarge and credit and show the date and
amount thereof. If the disclosures required under
paragraph (b)(4) are not itemized on the face or
reverse side of the periodic statement, they shall
be disclosed on a separate statement which shall
accompany the periodic statement.

(2) The disclosures required by paragraph (b)(5)

location of disclosures. The disclosures re-
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and (6) of this section and a reference to the
amounts required to he disclosed under paragraph
(b)(4) and (8) of this section, if not disclosed to-
gether on the face or the reverse side of the peri-
odic statement, shall appear together on the face of
a single supplemental statement which shall accom-
pany the periodic statement.

(3) The face of the periodic statement shall
contain one of the following notices, as applicable:
“NOTICE: See reverse side for important informa-
tion" or “NOTICE: See accompanying staiemcnt(s)
for important information” nr “NOTICE: Sec re-
verse side and accompanying statement(s) tor
important information;” and

(4) The disclosures shall not be separated so as
to confuse or mislead the customer or obscure or
detract attention from the information required
to be disclosed.

(d) Finance charge imposed at time of traas-
action. Any creditor, other than the creditor of
the open end credit account, who imposes a fi-
nance charge at the time of honoring a customer’s
credit card, any other device, or form of identifi-
cation for a purchase of property or services or
I<r a cash advance to be debited to the customer's
open end credit account shall make the disclosures
required under paragraphs (b)(2) and (d) of S 226.8,
Credit other than open end—specific disclosures, at
the time of that transaction, and the annual per-
centage rate to be disclosed shall he determined
by dividing the amount of the finance charge by the
amount financed and multiplying the quotient (ex-
pressed as a percentage) by 12. If disclosure is
made under this paragraph, the creditor of the
open end credit account need make no further
disclosure with respect to the finance charge on
that transaction.

(e) Change in terms. If any change is to be
made in terms of an open end credit account plan
previously disclosed to the customer, the creditor
shall mail or deliver to the customer written dis-
closure of such proposed change not less than 30
days prior to the elfeclive date of such change
or 30 days prior to the beginning of the billing
cycle within which such change will become effec-
tive, whichever is the earlier date.

(t) Open end credit accounts existing on July 1,
1969. In the case of any open end credit account
in existence and in which a balance remains un-
paid on July I, 1969, and which balance is deemed
to be collectible and not subject to delinquency
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collection procedures, the items described in para-
graph (a) of this section, to the extent applicable,
shall be disclosed in a notice mailed or delivered
to the customer not later than July 31, 1969. If
a customer subsequently utilizes such an account
in existence on July 1, 1969, in which no balance
remained unpaid on that date, and a notice re-
quired by paragraph (a) of this section has not
previously been furnished that customer, then such
notice shall be mailed or delivered to that customer
before or with the next billing or that account.

SECTION 226.8—CREDIT OTHER THAN
OPEN END—SPECIFIC DISCLOSURES

(@)

credit other than open end credit shall, in accord-
nce with S 226.6 and to the extent applicable,

make the disclosures required by this section with
respect to any transaction consummated on or
after July 1, 1969. Except as provided in para-
graphs (g) and (h) of this section, such disclosures
shall be made before the transaction is consum-
mated. At the lime disclosures are made, the
creditor shall furnish the customer with a dupli-
cate of the instrument or a statement by which
the required disclosures are made and on which
the creditor is identified. All of the disclosures
shall be made together on either

(1) The note or other instrument evidencing the
obligation on the same side of the page and above
or adjacent to the place for the customer's signa-
ture:

(2) One side of a separate statement which
identifies the transaction.

<h) Disclosures in sulc and nonsale credit. In
any transaction subject to this section, the follow-
ing items, as applicable, shall be disclosed:

(1) The date on which the finance charge begins
to accrue if different n the date of the trans-
action.

(2) The finance c* e expressed as an annual
percentage rate, usinj he term “annual percent-
age rate." except in the case of a finance charge

(i) which does not exceed $5 and is applicable
to an amount financed not exceeding $75, or

(ii) which does not exceed $7.50 and is ap-
plicable to an amount financed exceeding $75.

A creditor may not divide an extension of credit

into two or more transactions to avoid the dis-

closure of an annual percentage rate, nor may
any other percentage rate be disclosed if none

or

General rule. Any creditor when extending
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is stated in reliance upon subdivisions (i) or (ii)

of this subparagraph.

3) The number, amount,
periods of payments scheduled to repay the in-
debtedness and, ekcept in the case of ’ loan se-
cured by a first lien or equivalent security interest
on a dwelling made to finance the purchase of
that dwelling and except in the case of a sale of
a dwelling, the sum of such payments using the
term, “total- of payments.” 10 If any payment is
more than twice the amount of an otherwise regu-
larly scheduled equal payment, the creditor shall
identify the amount of such payment by the term
“balloon payment” and shall state the conditions,
if any, under which that payment may be re-
financed if not paid when due.

I The amount, or method of computing the
amount, of any default, delinquency, or similar
charges payable in the event of late payments.

(5)
of any security interest held or to be retained or
acquired by the creditor in connection with the
extension of credit, and a clear identification of
the property to which the security interest relates
or, if such property is not identifiable, an explana-
tion of the manner in which the creditor retains
or may acquire a security interest in such property
which the creditor is unable to identify. In any
such case where a clear identification of such prop-
erly cannot properly be made on the disclosure
statement due to the length of such identification,
the note, other instrument evidencing the obliga-
tion, or separate disclosure statement shall contain
reference to a separate pledge agreement, or a fi-
nancing statement, mortgage, deed of trust, or simi-
lar document evidencing the security interest, a
copy of which shall be furnished to the customer
by the creditor as promptly as practicable. If after-
acquired property will be subject to the security
interest, or if other or future indebtedness is or
may be secured by any such property, this fact
shall be clearly set forth in conjunction with the
description or identification of the type of security
interest held, retained or acquired.

f6) A description of any penalty charge that
may lie imposed by the creditor or his assignee
for prepayment of the principal of the obligation

The disclosures required by this sentence need not
be made with respect to interim student loans made
pursuant to federally insured student loan proprams
under Public | aw 89-329, Title IV Part B of the Higher
I.di cation Act of 1965, as amended.

and due dates or

A description or identification of the type
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(such as a real estate mortgage) with an explana-
tion of the method of computation of such penalty
and the conditions under which it may be imposed.

)
any unearned portion of the finance charge in the
event of prepayment of the obligation and a state-
ment of the amount or method of computation of
any charge that may be deducted from the amount
of any rebate of such unearned finance charge that
will be credited to the obligation or refunded to
the customer.

(c) Credit sales. In the case of a credit sale, in
addition to the items required to be disclosed
under naragraph (b) of this section, the following
items, as applicable, shall be disclosed:

(1) The cash price of the property or service
purchased, using the term “cash price.”

(2) The amount of the downpayment itemized,
as applic. blc, as downpayment in money, using
the term ‘:ash downpayment,” downpayment in
property, u ing the term “trade-in" and the sum,
using the term “total downpayment.”

(3) The difference between the amounts de-
scribed in subparagraphs (1) and (2) of this para-
graph. using the term unpaid balance of cash
price.”

(4) All olhcr charge::, individually itemized,
which ar, included in the amount financed but
which arc not part of the finance charge.

(5) The sum of the amounts determined under
subparagraphs (3) and (4) of this paragraph, using
the term “unpaid balance.”

(6) Any amounts required to be deducted under
paragraph (c) of this section using, as applicable,
the terms “prepaid finance charge” and “required
deposit balance,” and, if boln arc applicable, the
total of such items using the term “total prepaid
finance charge and required deposit balance.”

(7) The difference between the amounts deter-
mined under subparagraphs (5) and (6) of this
paragraph, using the term “amount financed.”

(8) Except in the case of a sale of a dwelling:

(i) The total amount of the finance charge,
with description of each amount included, using
the term “finance charge," and

(ii) The sum of the amounts determined
under subparagraphs (1), (4), and (8)(i) of this
paragraph, using the term “deferred payment
price.”

(d) l.oans and other noasalc credit. In the case
of a loan or ext ision of credit which is not a

Identification of the method of computing
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credit sale, in uddition to .the items required to
be disclosed under paragraph (b) of this section,
the following items, as applicable, shall be dis-
closed:

(1) The amount of credit, excluding items set
forth in paragraph (e) of this section, which will
be paid to the customer or for his account or
to another person on his behalf, including all
charges, individually itemized, which are included
in the amount of credit extended but which are
not part of the finance charge, using the term
“amount financed.”

(2) Any amount referred to in paragraph (e)
of this section required to be excluded from the
amount in subparagraph (1) of this paragraph,
using, as applicable, ‘lie terms “prepaid finance
charge” and “required deposit balance,” and, if
both arc applicable, the total of such items using
the term, “total prepaid finance charge and re-
quired deposit balance.”

(3) Except in the case of a loan secured by a
first lien or equivalent security interest on a dwell-
ing and made to finance the purchase of that
dwelling, the total amount of the finance charge,11
wiih description of each amount included, using
the 'crm “finance charge.”

(e Finance charge payable separately or with-
held; required deposit balances. The following
amounts shall he disclosed and deducted in a
credit ale in accordance with paragraph (c)(6) of
this section, and in other extensions of credit shall
he excluded from the amount disclosed under
paragraph (d)(1) of this section, and shall be dis-
closed in accordance with paragraph (d)(2) of this
section:

(1) Any finance charge paid separately, in cash
or otherwise, directly or indirectly to the creditor
or with the creditor's knowledge to another person,
or withheld by the creditor from the proceeds of
the credit extended.1-

(2) Any deposit balance or any investment
which the creditor requires the customer to make,
maintain, or increase in a specified amount or
proportion as a condition to the extension of credit
except:

N The disclosure required by this subparagraph need not
be made wilh respect to interim student loans made
pursuant to federally insured student loan programs under
Public I.aw 89-.129, Title IV Part B of the Higher Educa-
tion Act of 1965, us amended.

13Finance charges deducted or excluded as provided

by this paragraph shall, nevertheless, be included in deter-
mining the finance charge under § 226.4.
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(i) An escrow account under paragraph (e)(3)
of § 226.4,

(ii) A deposit balance which will be wholly
applied toward satisfaction of the customer’s
obligation in the transaction,

(iii) A deposit balance or investment which
was in existence prior to the extension of credit
and which is offered by the customer as secur-
ity for that extension of credit, and

(iv) A deposit balance or investment which
was acquired or established from the proceeds
of an extension of credit made for that: purpose
upon written request of the customer.

(f) Firstlien to finance construction of dwelling.
In any case where a first lien or equivalent: security
interest in real property is retained or acquired by
a creditor in connection with the financing of the
initial construction of a dwelling, or in connection
with a loan to satisfy that construction loan and
provide permanent financing of that dwelling,
whether or not the custome « previously owned the
land on which that dwelling is to- be constructed,
such security interest shall be considered a first
lien against that dwelling to finance the purchase
of that dwelling.

(g) Orders by mail or telephone. If a creditor
receives a purchase order or a request for an ex-
tension of credit by mail, telephone, or written
communication without personal solicitation, the
disclosures required under- this section may be
made any time not later than the date the first
payment is due, provided:

(1) In the case of credit sales, the cash price,
the downpayment, the finance charge, the de-
ferred payment price, the annual percentage rate,
and the number, frequency, and amount of pay-
ments are set forth in or arc determinable from
the creditor's catalog or other printed material
distributed to the public; or

(2) In the case of loans or other extensions of
credit, the amount of the loan, the finance charge,
the total scheduled payments, the number, fre-
quency, and amount of payments, and the an-
nual percentage rate for representative amounts or
ranges of credit are set forth in or arc determin-
able from the creditor’s printed material distrib-
uted to the public, in the contract of loan, or in
other printed material delivered or made avail-
able to the customer.

(h) Scries of sales. If a credit sale is one of a
series of transactions made pursuant to an agree-
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meht providing for the addition of the amount
financed plus the finance charge for the current
sale to an existing outstanding balance, then the
disclosures required under this section for the
current sale may be made at any time not later
than the date the first payment for that sale is
due, provided;

(1) The custorner has approved in writing both
the annual percentage rate or rates and the method
of treating any unearned finance charge on an
existing outstanding balance in computing the fi-
nance charge or charges; and

(2) The creditor retains no security interest in
any property as to which he has received pay-
ments aggregating the amount of the sale price
including any finance charges attributable thereto.
For the purposes of this subparagraph, in the case
of items purchased on different dates, the first
purchased shall be deemed first paid for, and in
the case of items purchased on the same date,
the lowest priced shall be deemed first paid for.

0
is one of a scries of advances made pursuant to
a written agreement under which a creditor is or
may be committed to extend credit to a customer
up to a specified amount, and the customer has
approved in writing the annual percentage rate or
rates, the method of computing the finance charge
or charges, and any other terms, the agreement
shall be considered a single transaction, and the
disclosures required under this section at the credi-
tor’s option need be made only at the time the
agreement  executed.

(j) Refinancing, consolidating, or increasing. If
any existing extension of credit is refinanced, or
two or more existing extensions of credit arc con-
solidated, or an existing obligation is increased,
such transaction shall be considered a new trans-
action subject to tiic disclosure requirements of
this Pari. For the purpose of such disclosure, any
unearned portion of the finance charge which is
not credited to the existing obligation shall be
added to the new finance charge and shall not be
included in the new amount financed. Any increase
in an existing obligation to reimburse the creditor
for undertaking the customer’s obligation in per-
fecting, protecting or preserving the security shall
not be considered a new transaction subject to
this Part. Any advance for agricultural purposes
made under an open end real estate mortgage or
similar lien shall not be considered a new trans-

Advances under loan commitments. If a loan

16

8§ 226.8

action subject to the disclosure requirements of
this section, provided:

(1) The maturity of the advance does not exceed
2 years;

(2) No increase is made in the annual percent-
age rate previously disclosed; and

(3) Au disclosures required by this Part were
made at the time the security interest was acquired
by the creditor or at any time prior to the first
advance made on or following the effective date
of this part.

(k) Assumption of an obligation. Any creditor

who accepts a subsequent customer as an obligor
under an existing obligation shall make the dis-
closures required by this part to that customer
before he becomes so obligated. If the obligation
so assumed is secured by a first lien or equivalent
security interest on a dwelling, and the assumption
is made for the subsequent customer to acquire
that dwelling, that obligation shall be considered
a loan made to finance the purchase of that dwell-
ing.
m Deferrals or extensions. In the case of
obligation other than an obligation upon which
the amount of the finance charge is determined
moy the application of a percentage rate to the un-
paid balance, if the creditor imposes a charge or
fee for deferral or extension, the creditor shall
disclose to the cust< ucr

(1) The amount deferred or extended;

(2) The date to which, or the time period for
which payment is deferred or extended; and

(3) The amount of the charge or fee for the
deferral or extension.

(m) Scries of single payment obligations. Any
extension of credit involving a scries of single pay-
ment obligations shall be considered a single trans-
action subject to the disclosure requirements of
this Part.

(n) Permissible periodic statements. If a creditor
transmits a periodic billing statement,s other than
a delinquency notice, payment coupon book, or
payment passhook, or a statement, billing, or
advice relating exclusively to amounts to be paid
by the customer as escrows for payment of taxes,
insurance, and water, sewer, and land rents, it
shall be in a form which the customer may re-
tain and shall set forth

1BAny statement, notice, or reminder of payment due
on any transaction payable in instalments which is mailed
or delivered periodically to the customer in advance of the
due date of the instalment shall he n periodic billing
statement for the purpose of this paragraph.

an
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(1) The annual percentage rate or rates; and

(2) The date by which, or the period, if any,
within which payment must be made in order
to avoid late payment or delinquency charges.

*(0) Discount for prompt payment of sales trans-
actions. (1) For the purposes of this paragraph, a
“transaction subject to § 226.8(0)” is a credit sale
transaction which is not exempt under § 226.3 and
which is subject to a discount for payment on or
before a specified date (e.g. 2% discount if paid
within 10 days) or to a charge for delaying pay-
ment after a specified date (e.g. $98 cash, $100 if
paid in 30 days). Both such a discount and such a
charge are referred to in this paragraph as a “dis-
count.” In the case of any transaction subject to
§ 226.8(0), notwithstanding the provisions of the
last sentence of paragraph (a) of this section, the
creditor shall disclose on the invoice or other evi-
dence of such sale, as applicable:

(1) The date of the sale or invoice.

(ii) The rate of discount, the date by which or
period within which the discount may be taken, and
the date by which or period within which the full
amount of the obligation is due and payable. (For
example, “2% /10 days, net 30 days”; or “$1 per
ton/10 days, net 30 days.”)

(iii) The information r juired under § 226.8
(b)(4) and (5).

(iv) The amount of the discount, designated as
a "finance charge,” using that term.

(v) If the discount shown for prompt payment
exceeds 5% of the obligation to which the discount
relates, the “annual percentage rate,"” using that
term, computed in accordance with subparagraph
(2) of this paragraph, but subject to the excep-
tions provided under 8§ 226.8 (b)(2).

(2) For the purposcs'of subparagraph (1) (v) of
this paragraph, the annual percentage rale shall be
determined by dividing the amount of the finance
charge by the least amount payable in satisfaction
of the obligation and multiplying the (quotient ex-
pressed as a percentage) by a fraction in which
the numerator is 12, and the denominator is the
number of whole months (but not less than 1)
between the first day of the monthly billing cycle
in which the transaction is consummated and the
first day of the monthly billing cycle in which the
obligation becomes duc.u’

(3) In a transaction with multiple discount rntes
(for example 6% /10 days, 4% /20 days, net 30

« Amended in its present fotat August It, 1969
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days), the largest discount shall be used for pur-
poses of disclosing the amount of the finance charge
under subparagraph (1)(iv) of this paragraph and
the annual percentage rate under subparagraph (1)
(v) of this paragraph.1"

(4) In order to determine the applicability of
subparagraph (l)(v) of this paragraph and to
facilitate disclosure of an annual percentage rate,
if the amount of the discount for prompt payment
is related, pursuant to usual business practice, to
weight, quantity, or other physical measure (e.g.
$1per ton or 1£ per gallon) rather than expressed
as a percentage of discount, that discount may be
converted to an approximate discount rate and,
under subparagraph (2) of this paragraph, a rea-
sonably accurate approximation of the annual per-
centage rate by using approximate or projected
prices per physical unit determined on the basis of
past experience, current information, or projected
analysis.”’

(5) If by its terms a transaction subject to
§ 226.8(0) is payable in a single payment and no
finance charge other than a discount is or may be
imposed, and such discount is not utilized for the
purpose of circumvention or evasion of disclosure
requirements, the disclosure required by subpara-
graph (1) of this paragraph shall constitute com-
pliance with the requirements of § 226.8 and un-
der § 226.9(a) shall constitute “all other material
disclosures required under this Part.”

(6) If a transaction subject to § 226.8(0) is
debited to an open end credit account, disclosures
shall be made as specified in subparagraph (1) of

 For example, a $1,000 purchase of feed subject to
terms of 6% /It) days, net 30 days (or 6%/10 dnys, net
E.O.M.; or 6% /10 days, net 10th of the followinit month;
or 6% /20 dnys, net 30 days; or 6% /30 days, net 30 days;
or 6% discount for cash, net 30 days) results in a finance
charge of $60, a least amount pnynble of $940, and an
annual percentage rate of 76.56%, which mny be rounded
to 76.50% or 76Vi%. Terms of 6% /20 days, net Septem-
ber 29 applied to an April purchase, assuming a calendar
month billing cycle, result in nn annual percentage rate of
15.31% (i.e. 6/94 x 12/5) which may he rounded to
15.25% or 15U%. In this example the 29 dnys in Septem-
ber are ignored and the denominator (5) is determined
by the number of whole months in the period.

" For example, terms of 6% /10 dnys, 4%/20 dnys,
net 30 dnys would be trcutcd like terms of 6%/10 days,
net 30 days, which would represent an unnunl percentage
rate of 76% %.

For example, if terms of $3 discount per ton/10
dnys, net 30 days are offered on fertilizer that is expected
to sell in u range of about $4H to $52 per ton, the
nnnual percentage rate could lie approximated for pre-
printing as if it were 6% (i.e. $3 on $50)/10 dnys, net
30 days, that is, 76% %.
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this paragraph and also as specified in § 226.7.
The full amount of the obligation including the
amount of the discount may be debited to the open
end credit account, under § 226.7(b)(2), and the
amount of any finance charge representing the dis-
count need not be added to any other finance
charge for the purpose of computing and disclos-
ing the total amount of finance charge and the

annual percentage rate under § 226.5(a) and
§226.7.ud
(7) If a transaction subject to ii 226.8(0) is not

debited to an open end credit account, but either
is subject to an additional finance charge or is
payable by its terms in more than one payment,
disclosures shall be made as specified in subpara-
graph (i) of this paragraph and also as specified in
paragraphs (b) and (c) of this section. In such a
case, if the transaction is payable in more than one
payment, the amount of the discount shall be de-
ducted for the purpose of computing and disclosing
the cash price under paragraph (c)(1) of this sec-
tion and shall be added to any other finance charge
for the purpose of computing ar.d disclosing the
amount of the finance charge under paragraph
(c) (K)(i> of this section and the annual per-
centage rate under paragraph (b)(2) of this sec-
tion." If the transaction is payable in a single
payment, the discount may be disregarded in com-
puting and disclosing such cash price, finance
charge, and annual percentage rate.1"

(8) Notwithstanding the provisions of the sec-
ond sentence of paragraph (a) of this section, the
disclosures required under subparagraph (1) of
this paragraph made on the invoice or other evi-
dence of sale may be delivered subsequent to con-
summation of the transaction.

(9) Amended paragraph (o) of S 226.8 shall
become effective August 11, 1969, but until March

M For example, if a $1,000 sale on terms of 2% /10
days, net .10 days, is debited to an open end account on
which 1% per month is charged, the periodic statement
under 8 226.7(h) (assuming no oilier transactions in the
account) would show a previous balance of $1,000, a
tinancc charge of $10, and an annual percentage rate of
1291,

“"For example, if a $1,000 sale on terms of 2%/10
days, net 30 days is subject to an add-on finance charge
of $100 and is payublc in instalments, the disclosures
under 8 226.8(b) and (c) would include a cash price
of $>80 and a finance charge of $120.

For example, if u $1,000 sale on August 2 not under
an open end account is subject to terms of 2$fi/10 days,
net 30 days, thereafter 8% per annum until December 1,
the disclosures under 8 226.8(b) and (c) would include

a cash price of $1,000, a finance charge of $19.9$, and an
annual percentage rate of 8.00%! .
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1, 1970, any creditor may at his option use any
printed forms which were prepared before such
effective date in accordance with paragraph (o) of
§ 226.8 in effect at the time of such preparation.

SECTION 226.9—RIGHT TO RESCIND
CERTAIN TRANSACTIONS

(a) General rule. Except as otherwise provided
in this section, in the case of any credit transaction
in which a security interest is or will be retained
or acquired in any real property which is used or
is expected to be used as the principal residence
of the customer, the customer shall have the right
to rescind that transaction until midnight of the
third business day “ following the date of consum-
mation of that transaction or the date of delivery
of the disclosures required under this section and
all other material disclosures required under this
Part, whichever is later, by notifying the creditor
by mail, telegram, or other writing of his inten-
tion to do so. Notification by mail shall be con-
sidered given at the time mailed; notification by
telegram shall be considered given at the time
filed for transmission; and notification by other
writing shall be considered given at the time
delivered to the creditor's designated place of
business.

(b) Notice of opportunity to rescind. Whenever
a customer has the right to rescind a transaction
under paragraph (a) of this section, the creditor
shall give notice of that fact to the customer by
furnishing the customer with 'wo copies of the
notice set out below, one of wl ich may be used
by the customer to cancel the transaction. Such
notice shall be printed in capitul and lower case
Ic.iers of not less than 12 point bold-faced type
on one side of a separate statement which identi-
fies the transaction to which it relates. Such state-
ment shall also set forth the entire paragraph (d)
of this section, “Effect of rescission." If such
paragraph appears on the reverse side of the state-
ment, the face of the statement shall state: "Sec
reverse side for important information about your
right of rescission." Hefore furnishing copies of the
notice to the customer, the creditor shall complete
both copies with the name of the creditor, the
address of the creditor’s place of business, the

N For Ih." purposes of (his section, a business day is any
calendar day except Sunday, or the following business
holidays: New Year's Day, Washington’s Hirlhdny,

Memorial Day, Independence Day, l.abor Day, Veterans'
Day, Thanksgiving, and Christmas.
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date of consummation of the transaction, and the
date, not earlier than the third business day fol-
lowing the date of the transaction, by wh'cb the
customer may give notice of cancellation.

Notice to customer required by Federal law:

You have entered Into
a transaction on (date)
which may result in a Uen,'mortgage, or other
security irterest on your home. You have a legal
rightunder Federal law to cancel this transaction,
if you desire to do so, without any penalty or ob-
ligation within three business days from the above
date or any later <tlc on which all material dis-
closures required uinler the Truth in landing Act
have been given to you. If you so cancel the trans-
action, any lien, mortgage, or other security in-
terest on your home arising from this transaction
is automatically void. You arc also entitled to re-
ceive a refund of any downpayment or other con-
sideration if you cancel. If you decide to cancel
this transaction, you may do so by notifying

(Numc of crcdito.)

nt (Address of creditor's place of business) by
mail or telegram sent not later than midnight of

(date)

other farm of written notice identifying the trans-
action if it Is delivered to the above address not
later than that time. This notice may be used for
thut purpose by dating und signing below.

I hereby cnnccl this transaction.

. You may also use any

(date) (customer's signature)

(c)
in puragraph (e) of this section, the creditor in any
transaction subject to this section shall not per-
form, or cause or permit the performance of,
any of the following actions until after the rescis-
sion period hnx expired and he has reasonably
sutisflcd himself thut the customer hus not exer-
cised his right of rescinsion:

(1) Disburse any money other than in escrow;

(2) Make any physical changes in the property
of the customer;

Delay of performance. Except ns provided
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(3) Perform any work or service for the cus-
tomer; or

(4) Make any deliveries to the residence of the
customer if the creditor has retained or will ac-
quire a security interest other than one arising by
operation of law.

(d)
cises his right to rescind under paragraph (a) of
this section, he is not liable for any finance or
other charge, and any security interest becomes
void upon such a rescission. Within 10 days after
receipt of a notice of rescission, the creditor shall
return *o the customer any money or property
given as earnest money, downpayment, or other-
wise, and shall take any action necessary or ap-
propriate to reflect the termination of any security
interest created under the transaction. If the credi-
tor has delivered any property to the customer, the
customer may retain possession of it. Upon the
performance of the creditor’s obligations under
this section, the customer shall tender the property
to the creditor, except ihat if return of the prop-
erty in kind would be impracticable or inequi-
table, the customer shall tender its reasonable
value. Tender shall be mudc at the location of the
property or nt the residence of the customer, at
the option of the customer. If the creditor docs
not take possession of the property within 10 days
after tender by the customer, ownership of the
property vests in the customer without obligation
on his part to pay for it.

(c) Waiver of right of rescission. A customer
may modify or waive his right to rescind a trans-
action subject to the provisions of this section
provided:

(1) The extension of credit is needed in order
to meet a bona fide immediate personal financial
emergency of 'he-customer;

(2) The customer hus determined thut a delay
of 3 business duys in performance of the creditor’s
obligation under the transaction will jeopardize
the welfare, health or safety of natural persons
or endanger property which the customer owns or
for which he is responsible; and

(3) The customer furnishes the creditor with a
separate dated and signed personal statement de-
scribing the situation requiring immediate remedy
and modifying or waiving his right of rescission.
The use of printed forms for this purpose is pro-
hibited.

U]

Joint ownership. For the purpose of this

Effect of rescission. When a customer exer-
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section, “customer” shall include two or more cus-
tomers where joint ownership is involved, and the
following shall apply:

(1) The right of rescission of the transaction
may be exercised by any one of them, in which
case the effect of rescission in accordance with
paragraph (d) of this section applies to all of them;
and

(2) Any waiver of the right of rescission pro-
vided in paragraph (e) of this section is invalid
unless signed by all of them.

(9) Exceptions to general rule. This section

does not apply to:

(1) The creation, retention, or assumption of
a first lien or equivalent security interest to finance
the acquisition of a dwelling in which the cus-
tomer resides or expects to reside.

(2) A security interest which is a first lien re-
tained or acquired by a creditor in connection with
the financing of the initial construction of the
residence of the customer, or in connection with a
loan committed prior to completion of the con-
struction of that residence to satisfy that construc-
tion loan and provide permanent financing of
that residence, whether or not the customer previ-
ously owned the land on which that residence is
to be constructed.

(3) Any lien by reason of its subordination at
any time subsequent to its creation, if that lien
was exempt from the provisions of this section
when it was originally created.

(4) Any advance for agricultural purposes made
pursuant to paragraph (j) of 8 226.8 under un
open end real estate mortgage or similar lien,
provided the disclosure required under paragraph
(b) of this section was made at the time the
security interest was acquired by the creditor or
at any time prior to the first udvancc made on or
following the effective date of this Part.

SECTION 226.10—ADVERTISING
CREDIT TERMS

(a) General rule. No advertisement to aid, pro-

mote, or assist directly or indirectly any extension
of credit may state

(1) That a specific amount of credit or instal-

ment amount can be arranged unless the creditor
usually and customarily arranges or will arrange
credit amounts or instalments for that period and
in that amount; or
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(2) That no downpayment or that a specified

downpayment will be accepted in connection with
any extension >' credit, unless the creditor usually
and customarily accepts or will accept downpay-
ments in that amount.

(b) Catalogs and multi-page advertisements. If
a catalog or other multiple-page advertisement sets
forth or gives information in sufficient detail to
permit determination of the disclosures required
by this section in a table or schedule of credit
terms, such catalog or multiple-page advertisement
shall be considered a single advertisement pro-
vided:

(1) The table or schedule and the disclosures
made therein are set forth clearly and conspicu-
ously, and

(2) Any statement of credit terms appearing in
any place other than in that table or schedule of
credit terms dearly and conspicuously refers to
the page or pages on which that table or schedule
appears, unless that statement discloses all of the
credit terms required to be stated under this sec-
tion. For the purpose of this subpnragraph, cash
price is not a credit term.

(c) Advertising of open end credit. No adver-
tisement to aid, promote, or assist directly or in-
directly the extension of open end credit may set
forth any of the terms described in paragraph (a)
of §226.7, the Comparative Index of Credit Cost,
or that no downpayment, n specified downpay-
ment, or a specified periodic payment is required
or any of the following items unless it also clearly
and conspicuously sets forth all the following
items in terminology prescribed under paragraph
(b) of §226.7.:

(1) An explanation of the time period, if any,

within which any credit extended may be paid
without incurring a finance charge.

t2) The method of determining the balance
upon which a finance charge may be imposed.

(3) The method of determining the amount of
the finance charge, including the determination of
any minimum, fixed, check service, transaction,
activity, or similar charge, which may be imposed
as a finance charge.

(4) Where one or more periodic rates may be
used to compute the finance charge, each such
rate, the range of balances to which it is applica-
ble, and the corresponding annual pen mtage rate
determined by multiplying the periodic rate by
the number of periods in a year.
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(5) The conditions under which any other
charges may be imposed, and the method by which
they will be determined.

(6) The minimum periodic payment required,

(d) Advertising of credit other than open end.
No advertisement to aid, promote, or assist di-
rectly or indirectly any credit sale including the
sale of residential real estate, loan, or other ex-
tension of credit, other than open end credit,
subject to the provisions of this Part, shall state

(1) The rate of afinance charge unless it states
the rate of that charge expressed as an “annual
percentage rate,” using that term;

(2) The amount of the downpayment required
or that no downpayment is required, the amount
of any instalment payment, the do lar amount of
any finance charge, the number o' instalments or
the period of repayment, or that there is no charge
for credit, unless it states all of the following
items in terminology prescribed under § 226.8:

(i) the cash price or the amount of the loan,
as applicable.

(ii) the amount of the downpayment re-
quired or that no downpayment is required as
applicable.

(iii) the number, amount, and due dates or
period of payments scheduled to repay the in-
debtedness if the credit is extended.

(iv) the amount of the finance charge ex-
pressed as un annual percentage rate. The ex-
emptions from disclosure of an annual percent-
age rate pernitted in paragraph (b)(2) of
§ 226.8 shall not apply to this subdivision.

(v) Except in the case of the sale of a dwell-
ing or a loan secured by a first lien on a dwelling
to purchase that dwelling, the deferred payment
price or the sum of the payments, as applicable.

SECTION 226.11—COMPARATIVE INDEX
OF CREDIT COST FOR OPEN END
CREDIT

(u) General rule. Any creditor who elects
disclose the Comparative Index of Credit Cost on
open end credit accounts

(1) Shall compute the Comparative Index of
Credit Cost in accordance with paragraph (b)
of this section.

(2) Shull recompute the Comparative Index of
Credit Cost in accordance with paragraph (b) of
this section based upon any new open end credit
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account terms to be ado, o 1 and shall disclose
the new Comparative Indc of Credit Cost in
accordance with paragraph (c)(2) of this section
concurrently with the notice required under para-
graph (e) of § 226.7.

(3) Shall, when making such disclosure under
the provisions of subparagraphs (a)(5) and
(b)(7) of § 226.7, make the disclosure to all
open end credit account customers; and

(4) Shall not utilize such disclosure so as to
mislead, or confuse the customer or contradict,
obscure, or detract attention from the required
disclosures.

(b) Computation of Comparative Index of
Credit Cost. The Comparative Index of Credit
Cost for each open end credit plan shall be com-
puted by applying the creditor’ terms of that plan
to the following hypothetical factors:

(1) A sirgle transaction in the amount of $100
is debited on the first day of a billing cycle to
an open end credit account having no previous
balance.

(2) The creditor imposes all finance charges
including periodic, fixed, minimum or other
charges applicable to such account in amounts
and on dates consistent with his policy of impos-
ing such charges upon open end credit accounts.

(3) The exact amount of the required minimum
periodic payment is paid on the last day of each
subsequent and successive billing cycle until the
amount of thr ‘'ingle transaction, together with
applicable finance charges, is paid in full.

(4) The Comparative Index of Credit Cost
shall oc expressed and disclosed as a percentage
accurate to the nearest quarter of 1 per cent and
shall be determined by dividing the total amount
of the finance charges imposed by the sum of the
daily balances and multiplying the quotient so
obtained (expressed as a percentage) by 365.

(c) Form of disclosure. Any creditor who elects
to disclose the Comparative Index of Credit Cost
shall:

(1)
lowing statement: “Our Comparative Index of
Credit Cost under the f ms of our open end
credit account plan is — % per year, computed
on the basis of a single transaction of $100 debited
on the first day of a billing cycle to an account
having no previous balance, and paid in required
minimum consecutive instalments on the last day

Make the disclosure in the form of the fol-
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of each succeeding billing cycle until the trans-
action and all finance charges are paid in full.
The actual percentage cost of credit on your ac-
count may be higher or lower depending on the
dates and amounts of charges and payments.”
(2)
Index of Credit Cost in the form of the state-
ment prescribed in subparagraph (1) of this para-
graph, except that the statement shall be preceded
by the words “Effective as of (date)
and the words “will be” shall be substituted for
the word “is” in the second line of the statement.

SECTION 226.12—EXEMPTION OF
CERTAIN STATE REGULATED
TRANSACTIONS

(a) Exemption for State regulated transactions.

In accordance with the provisions of Supplement
Il to Regulation Z (§ 226.12—Supplement), any
State may make application to the Board for ex-
emption of any class of transactions within that

Disclose any newly computed Comparative
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State from the requirements of Chapter 2 of the
Act and the corresponding provisions of this Part:
Provided, That

(1) Under the law of that State, that class of
transactions is subject to requirements substantial-
ly similar to those imposed under Chapter 2 of the
Act and the corresponding provisions of this Part;
and

(2) There is adequate provision for enforce-
ment.

(b)
1, 1969, the Board will promulgate and publish
Supplement Il to Regulation Z (§ 262.12— Sup-
plement) in which will be set forth, as established
by the Board, the procedures and criteria under
which any State may apply for the determination
provided for in paragraph (a) of this section.
Upon publication of Supplement Il of Regulation
Z application may be made to the Board for such
determination.

Procedures and criteria. On or before July
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(i) The term “State” refers to any State, the
Commonwealth of Puerto Rico, the District of
Columbia, and any territory or possession of the
United States.

(k) Any reference to any requirement imposed
under this title or any provision thereof includes
reference to the regulations of the Board under this
title or the provision thereof in question.

0
which is greater than the amount or percentage
required to be disclosed under this title does not in
itself constitute a violation of this title.

§ 104. Exempted transactions
This title does not apply to the following:

(1) Credit transactions involving extensions
of credit for business or commercial purposes,
or to government or governmental agencies or
instrumentalities, or to organizations.

(2) Transactions in securities or commodi-
ties accounts by a broker-dealer registered
with the Securities and Exchange Commission.

(3) Credit transactions, other than real prop-
erty transactions, in which the total amount to
be financed exceeds $25,000.

(4) Transactions under public utility tariffs,
if the Board determines that a State regulatory
body regulates the charges for the public utility
services involved, the charges for delayed pay-
ment, and any discount allowed for early pay-
ment. .

ft 105. Regulations

The Board shull prescribe regulations to carry out
the purposes of this title. These regulations may
contain such classifications, differentiations, or other
provisions, and may provide for such adjustments
and exceptions for any class of transactions, as in
the judgment of the Board are necessary or proper
to effectuate the purposes of this title, to prevent
circumvention or evasion thereof, or to facilitate
compliance therewith.

A 106. Determination of finunce charge

(a)
the amount of the finance charge in connection with
any consumer credit transaction shall be determined
as the sum of all charges, payable directly or in-
directly by the person to whom the credit is ex-
tended, and imposed directly or indirectly by the
creditor as an incident to the extension of credit,

The disclosure of an amount or percentage
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including any of the following types of charges
which are applicable:

(1) Interest, time price differential, and any
amount payable under a point, discount, or
other system of additional charges.

(2) Service or carrying charge.

(3) Loan fee, finder’s fee, or similar charge.

(4) Fee for an investigation or credit report.

(5) Premium or other charge for any guaran-
tee or insurance protecting the creditor against
the obligor’s default or other credit loss.

(b) Charges or premiums for credit life, accident,
or health insurance written in connection with any
consumer credit transaction shall be included in the
finance charge unless

(1) the coverage of the debtor by the insur-
ance is not a factor in the approval by the
creditor of the extension of credit, and this
fact is clearly disclosed in writing to the person
applying for or obtaining the extension of cred-
it; and

(2) in order to obtain the insurance in con-
nection with the extension of credit, the person
to whom the credit is extended must give spe-
cific affirmative written indication of his desire
to do so after written disclosure to him of the
cost thereof.

(c) Charges or premiums for insurance, written
in connection with any consumer credit transaction,
against loss of or damage to property or against
'liability arising out of the ownership or use of prop-
erty, shall be included in the finance charge unless
a clear and specific statement in writing is furnished
by the creditor to the person to whom the credit is
extended, setting forth the cost of the insurance if
obtained from or through the creditor, and stating
that the person to whom the credit is extended may
choose the person through which the insurance is
to be obtained.

(cl) If any of the following items is itemized and
disclosed in accordance with the regulations of the
Board in connection with any transaction, then the
creditor need not include that item in the computa-
tion of the finance charge with respect to that trans-

Except as otherwise provided in this section, action:

(1) Fees and charges prescribed by law
which actually arc or will be paid to public
officials for determining the existence of or
for perfecting or releasing or satisfying any
security related to the credit transaction.

(2) The premium payable for any insur-
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Titles 1 and V of Act of May 29, 1968

§ 1. Short title of entire Act
This Act may be cited as the Consumer Credit
Protection Act.

TITLE I—CONSUMER CREDIT COST
~ DISCLOSURE

Chapter Section
1l General Provisions 101
2. Credit Transactions.. 121
3. Credit AdVertiSing ... 141

CHAPTER |I—GENERAL PROVISIONS

Sec.

101.
102.
103.
104.
105

106.
10"
108.
109.
110.
111.
112.
113

114.

Short title.

Findings and eclaration of purpose.

Definitions and rules of construction.

Exempted transactions.

Regulations.

Determination of finance charge.
Determination of annual percentage rate.
Administrative enforcement.

Views of other agencies.

Advisory committee.

Effect on other laws.

Criminal liability for willful and knowing violation.
Penalties inapplicable to governmental agencies.
Reports by Board and Attorney General.

8 101. Short title
This title may be cited as the Truth in Lending
Act.

8102. Findings and declaration of purpose

The Congress finds that economic stabilization
would be enhanced and the competition among the
various financial institutions and other firms en-
gaged in the extension of consumer credit would be
strengthened by the informed use of credit. The in-
formed use of credit results from an awareness of
the cost thereof by consumers. It is the purpose of
this title to assure a meamigful disclosure of credit
terms so thut the consumer will he able to compare

23

REGULATION Z

more readily the various credit terms available to
*.im and avoid the uninformed use of credit.

g 103. Definitions and rules of construction

(a) The definitions and rules of construction set
forth in this section are applicable for the purposes
of this title.

(b) The term “Board” refers to the Board of
Governors of the Federal Reserve System.

(c) The term “organization” means a corpora-
tion, government or governmental subdivision or
agency, trust, estate, partnership, cooperative, or
association.

(d) The term “person” means a natural person or
an organization.

(c)
by a creditor to a debtor to defer payment of debt
or to incur debt and defer its payment.

(f) The term "creditor” refers only to creditors
who regularly extend, or arrange for the extension
of, credit for which the payment of a finance charge
is required, whether in connection with loans, sales
of property or services, or otherwise. The provisions
of this title apply to any such creditor, irrespective
of his or its status as a natural person or any type
of organization.

(9) The term “credit sale” refers to any sale with
respect to ' hich credit is extended or arranged by
the seller. The term includes any contract in the
form of a bailment or lease if the bailee or lessee
contracts to pay us compensation for use a sum
substantially equivalent to or in excess of the ag-
gregate value of the property and services involved
and it is agreed that the bailee or lessee will become,
or for no other or a nominal consideration has the
option to become, the owner of the property upon
full compliance with his obligations under the con-
tract.

(h) The adjective “consumer”, used with refer-
ence to a credit transaction, characterizes the trans-
action as one in which the party to whom credit is
offered or extended is u natural person, and the
money, property, or services which arc the subject
of the transaction are primarily for personal, fam-
ily, household, or agricultural purposes.

(i) The term “open end credit plan” refers to a
plan prescribing the terms of credit transactions
which may be made thereunder from time to time
and under the terms ot which a finance charge may
be computed on the outstanding unpaid balance
from time to time thereunder.

The term *“credit” means the right granted
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ance in lieu of perfecting any security interest
otherwise required by the creditor in con-
nection with the transaction, if the premium
docs not exceed the fees and charges described
in paragraph (1) which would otherwise be
payable.

(3) Taxes.

(4) Any other type of charge which is not
for credit and the exclusion of which from the
finance charge is approved by the Board by
regulation.

(c)
nection with any extension of credit secured by an
interest in real property, shall not be included in the
computation of the finance charge with respect to
that transaction:

(1) Fees or premiums for title examination,
title insurance, or similar purposes.

(2) Fees for preparation of a deed, settle-
ment statement, or other documents.

(3) Escrows for future payments of taxes
and insurance.

(4) Fees for notarizing deeds and other
documents.

(5) Appraisal fees.

(6) Credit reports.

B 107. Determination of annual percentage rate
(a)
extension of consumer credit shall be determined,
in accordance with the regulations of the Board,
Q)
other than under an open end credit plan, as
(A) that nominal annual
rate which will yield a sum equal to the
nmount of the finance charge when it is
applied to the unpaid balances of the
amount financed, calculated according to
the actuarial method of allocating pay-
ments made on a debt between the
amount financed and the amount of the
finance charge, pursuant to which a pay-
ment is applied first to the accumulated
finance charge nnd the balance is applied
to the unpaid amount financed; or
)
prescribed by the Board as a method
which materially simplifies computation
while rctuining reasonable accuracy as
compared with the rate determined under
subparagraph (A).

The following items, when charged in con-

The annual percentage rate applicable to any

in the case of any extension of credit

percentage
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(2)
under an open end credit plan, as the quotient
(expressed as a percentage) of the total finance
charge for the period to which it relates di-
vided by the amount upon which the finance
charge for that period is based, multiplied by
the number of such periods in a year.

(b) Where a creditor imposes the same finance
charge for balances within a specified range, the an-
nual percentage rate shall be computed on the me-
dian balance within the range, except that if the
Board determines that a rate so computed would
not be meaningful, or would be materially mislead-
ing, the annual percentage rate shall be computed
on such other basis as the Board may by regulation
require.

(c) The annual percentage rate may be rounded
to the nearest quarter of 1 per centum for credit
transactions payable in substantially equal install-
ments when a creditor determines the total finance
charge on the basis of a single add-on, discount,
periodic, or other rate, nnd the rate is converted
into an annual percentage rate under procedures
prescribed by the Board.

(d) The Board may authorize the use of rate
tables or charts which may provide for the dis-
closure of annual percentage rntcs which vary from
the rate determined in accordance with subsection
(a)(1)(A) by not more than such tolerances as the
Board may allow. The Board may not allow a
tolerance greater than 8 per centum of that rate
except to simplify compliance where irregular pay-
ments arc involved.

(c)
nual percentage rate in a manner other than as
described in subsection (c) or (d), the Hoard may
authorize other reasonable tolerances.

(0 Prior to January I, 1971, any rate required
under this title to be disclosed as a percentage rate
may, at the option of the creditor, be expressed in
the form of the corresponding ratio of dollars per
hundred dollars.

8 108. Administrative enforcement

(@)
@)

ance Act, in the case of
(A) national bunks, by the Comptrol-
ler of the Cu.rency.
(B) member bunks of the Federal Re-

in the case of any extension of credit

In the case of creditors determining the an-

Compliance with the requirements imposed
the rate determined by any method under this title shall be enforced under
section 8 of the Federal Deposit Insur-
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serve System (other than national banks),
by the Board.

©)
posit Insurance Corporation (other than
members of the Federal Reserve System),
by the Board of Directors of the Federal
Deposit Insurance Coiporation.

(2) section 5(d) of the Home Owners’ Loan
Act of 1933, section 407 of the National
Housing Act, and sections 6(i) and 17 of the
Federal Home Loan Bank Act, by the Federal
Home Loan Bank Board (acting directly or
through the Federal Savings and Loan Insur-
ance Corporation), in the case of any institu-
tion subject to any of those provisions.

(3) the Federal Credit Union Act, by the
Director of the Bureau of Federal Credit
Unions with respect to any Fedeal credit
union.

(4) the Acts to regulate commerce, by the
Interstate Commerce Commission with respect
to any common carrier subject to those Acts.

(5) the Federal Aviation Act of 1958, by
the Civil Aeronautics Board with respect to
any air carrier or foreign air carrier subject to
that Act.

(6) the Packers and Stockyards Act, 1921
(except as provided in section 406 of that Act),
by the Secretary of Agriculture with respect
to any activities subject to that Act.

(b) For the purpose of the exercise by any
agency referred to in subsection (a) of its powers
under any Act referred to in that subsection, a
violation of any requirement imposed under this
title shall be deemed to be a violation of u require-
ment imposed under that Act. In addition to its
powers under any provision of law specifically re-
ferred to in subsection (a), each of the agencies
referred to in that subsection may exercise, for the
purpose of enforcing compliance with any require-
ment imposed under this title, any other authority
conferred on it by law.

(c) Except to the extent that enforcement of the
requirements imposed under this title is specifically
committed to some other Government agency un-
der subsection (a), the Federal Trade Commission
shall enforce such requirements. For the purpose of
the exercise by the Federal Trade Commission of
its functions und rowers under the Federal Trade
Commission Act, a violation of any requirement
imposed under this title shall be deemed a violation

banks insured by the Federal De-
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of a requirement imposed under that Act. All of
the functions and powers of the Federal Trade
Commission under the Federal Trade Commission
Act are available to the Commission to enforce
compliance by any person with the requirements
imposed under this title, irrespective of whether
that person is engaged in commerce or meets any
other jurisdictional tests in the Federal Trade Com-
mission Act.

(d)
tions under this title does not impair the authority
of any other agency designated in this section to
make rules respecting its own procedures in enforc-
ing compliance with requirements imposed under
this title.

8§109. Views of other agencies

In the exercise of its functions under this title,
the Board may obtain upon request the views of
any other Federal agency which, in the judgment of
the Board, exercises regulatory or supervisory func-
tions with respect to any class of creditors subject
to this title.

8§110. Advisory committee

The Board shall establish an advisory committee
to advise and consult with it in the exercise of its
functions under this title. In appointing the mem-
bers of the committee, the Board shall seek to
achieve u fair representation of the interests of
sellers of merchandise on credit, lenders, und the
public. The committee shull meet from time to
time at the call of the Board, und members thereof
shall be paid transportation expenses and not to
exceed $t(X) per diem.

§111. Effect on other laws

(u) This title docs not unnul, alter, or utTcct,
exempt any creditor from complying with, the laws
of any State relating to the disclosure of informa-
tion in connection with credit transactions, except
to the extent that those laws arc inconsistent with
the provisions of this title or regulations thereunder,
and then only to the extent of the inconsistency.

(b) This title does not otherwise annul,
or affect in any manner the meaning, scope or ap-
plicability of the laws of any State, including, but
not limited to, laws relating to the types, amounts
or rates of churgcs, or uny clement or elements of
charges, permissible under such laws in connection
with the extension or use of credit, nor docs this

The authority of the Board to issue regula-

or

alter
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title extend the applicability of those laws to any
class of persons or transactions to which they would
not otherwise apply.

(c) In any action or proceeding in any court in-
volving a consumer credit sale, the disclosure of the
annual percentage rate as required under this title
in connection with that sale may not be received
as evidence that the sale was a loan or any type of
transaction other than a credit sale.

(d) Except as specified in sections 125 and 130,
this title and the regulations issued thereunder do
not affect the validity or enforceability of any con-
tract or obligation under State or Federal law.

8 112. Criminal liability for willful and knowing
violation
Whoever willfully and knowingly

(1) gives false or inaccurate information or
fails to provide information which he is re-
quired to disclose under the provisions of this
title or any regulation issued thereunder,

(2) uses any chart or table authorized by
the Board under section 107 in such a man-
ner as to consistently understate the annual
percentage rate determined under section 107
(a)(1)(A), or

(3) otherwise fails to comply with any re-
quirement imposed under this title,

shall be fined not more than $5,000 or imprisoned
not more than one year, or both.

8 113. Penalties inapplicable to governmental agen-
cies

No civil or criminal penalty provided under this
title for nny violation thereof may be imposed
upon the United States rr any ngcncy thereof, or
upon any State or political subdivision thereof, or
any agency of any Sta c or political subdivision.

8 114. Reports by Board and Attorney General

Not later than January 3 of each year after
1969, the Board and the Attorney General shall,
respectively, make reports to the Congress concern-
ing the administration of their functions under this
title, including such recommendations as the Board
and the Attorney General, respectively, deem neces-
sary or appropriate. In addition, each report of the
Board shall include its assessment of the extent to
which compliance with the requirements imposed
under this title is being achieved.

IU.S.C., title 15, nee. IftOI-tftU.]

27

REGULATION Z

CHAPTER 2—CREDIT TRANSACTIONS

Sec.

121. General requirement of disclosure.

122. Form of disclosure; additional information.
123. Exemption for State-regulated transactions.
124. Effect of subsequent occurrence.

125. Right of rescission as to certain transactions.
126. Content of periodic statements.

127. Open end consumer credit plans.

128. Sales not under open end credit plans.

129. Consumer loans not under open end credit plans.
130. Civil liability.

131. Written acknowledgment as proof of receipt.

i 121. General requirement of disclosure

(a) Each creditor shall disclose clearly and con-
spicuously, in accordance with the regulations of
the Board, to each person to whom consumer credit
is extended and upon whom a finance charge is or
may be imposed, the information required under
this chapter.

(b) If there is more than one obligor, a creditor
need not furnish a statement of information re-
quired under this chapter to more than one of
them.

8 122. Form of disclosure; additional information

(a) Regulations of the Board need not require
that disclosures pursuant to this chapter be made
in the order set forth in this chapter, and may per-
mit the use of terminology different from that em-
ployed in this chapter if it conveys substantially the
same meaning.

(b) Any creditor may supply additional informa-
tion or explanations with nny disclosures required
under this chapter.

8 123. Exemption for Stutc-rcgulntcd transactions
The Board shall by regulation exempt from the
requirements of this chapter any class of credit
transactions within any State if it determines that
under the law of that State thut class of transac-
tions is subject to requirements substantially similar
to those imposed under this chapter, and that
there is adequate provision for enforcement.

8 124. Effect of subsequent occurrence

if information disclosed in accordance with this
chapter is subsequently rendered inuccurate as the
result of any uct, occurrence, or agreement sub-
sequent to the delivery of the required disclosures,
the inaccurucy resulting therefrom does not con-
stitute a violation of this chapter.
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g 125. Right of rescission as to certain transactions

(a) Except as otherwise provided in tins section,
in the case of any consumer credit transaction in
which a security interest is retained or acquired in
any real property which is used or is expected to be
used as the residence of the person to whom credit
is extended, the obligor shall have the right to re-
scind the transaction until midnight of the third
business day following the consummation of the
transaction or the delivery of the disclosures re-
quired under this section and all other material dis-
closures required under this chapter, whichever is
later, by notifying the creditor, in accordance with
regulations of the Board, of his intention to do so.
The creditor shall clearly and conspicuously dis-
ci "™, in accordance with regulations of the Board,
to any obligor in a transaction subject to this sec-
tion the rights of the obligor under this section. The
creditor shall also provide, in n*irdance with reg-
ulations ol: the Board, an adequate opportunity to
the obligor to exercise his right to rescind any trans-
action subject to this section.

(b) When an obligor exercises his right to rescind
under subsection (a), he is not liable for any finance
or other charge, and any security interest given by
the obligor becomes void upon such a rescission.
Within ten days after receipt of a notice of rescis-
sion, the creditor shall return to the obligor any
money or property given as earnest money, down-
payment, or otherwise, and shall take any action
necessary or appropriate to reflect the termination
of any security interest created under the transac-
tion. If the creditor has delivered any property to
the obligor, the obligor may retain possession of it.
Upon the performance of the creditor’s obligations
under this section, the obligor shall tender the prop-
erty to the creditor, except that if return of the
property in kind would be impracticable or inequi-
table, the obligor shall tender its reasonable value.
Tender shall be made at the location of the prop-
erty or at the residence of the obligor, at the option
of the obligor. If the creditor docs not take posses-
sion of the property within ten days after tender by
the obligor, ownership of the property vests in the
obligor without obligation on his part to pay for it.

(c) Notwithstanding any rule of evidence, written
acknowledgment of receipt of any disclosures re-
quired under this title by a person to whom a state-
ment is required lo be given pursuant to this sec-
tion docs no more tt. n create a rebuttable pre-
sumption of delivery thereof.
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(d) The Board may, if it finds that such action
is necessary in order to permit homeowners to meet
bona fide personal financial emergencies, prescribe
regulations authorizing the modification or waiver
of any rights created under this section to the extent
and under the circumstances set forth in those reg-
ulations.

(e) This section does not apply to the creation
or retention of a first lien against a dwelling to fi-
nance the acquisition of that dwelling.

g 126. Content of periodic statements

If a creditor transmits periodic statements in con-
nection with any extension of consumer credit
other than under an open end consumer credit plan,
then each of those statements shall set forth each
of the following items:

(1) The annual percentage rate of the total
finance charge.

(2) The date by which, or the period (if
any) within which, payment must be made in
order to avoid additional finance charges or
other charges.

(3) Such of the items set forth in section
127(b) as the Board may by regulation require
as appropriate to the terms and conditions
under which the extension of credit in ques-
tion is made.

8 127. Open end consumer credit plans

(a)
end consumer credit plan, the creditor shall disclose
to the person to whom credit is to be extended each
of the following items, to the extent applicable:

(1) The conditions under which a finance
charge may be imposed, including the time
period, if any, within which any credit ex-
tended may be repaid without incurring a fi-
nance charge.

(2) The method of determining the balance
upon which a finance charge will be imposed.

(3) The method of determining the amount
of the finance churge, including any minimum
or fixed amount imposed us a finance charge.

(4) Where one or more periodic rates may
be used to compute the finance charge, each
such rale, the range of balances to which it
is applicable, and the corresponding nominal
annuul percentage rate determined by multi-
plying the periodic rate by the number of
periodfin a year.

Before opening any account under an open
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(5) If the creditor so elects,

(A) the average effective annual per-

centage rate of return received from ac-
counts under the plan for a representa-
tive period of time; or
(B; whenever circumstances are such
that the computation of a rate under sub-
paragraph (A) would not be feasible or
practical, or would be misleading or
meaningless, a projected rate of return
to be received from accounts under the
plan.
The Board shall prescribe regulations, con-
sistent with commonly accepted standards for
accounting or statistical procedures, to carry
out the purposes of this paragraph.

(6) The conditions under which any other
charges may be imposed, and the method by
which they will be determined.

(7) The conditions under which the creditor
may retain or acquire any security interest in
any property to secure the payment of any
credit extended under the plan, and a descrip-
tion of (he interest or interests which may be
so retained or acquired.

(b) The creditor of any account under an open

end consumer credit plan shall transmit to the
obligor, for each billing cycle at the end of which
there is an outstanding balunce in that account or
with respect to which a finance charge is imposed,
a statement setting forth each of the following items
to the extent applicable:

(1) The outstanding balance in the account
at the beginning of the statement period.

(2) The amount and date of each extension
of credit during the period, and, if a purchase
was involved, a brief identification (unless pre-
viously furnished) of the goods or services
purchased.

(3) The total amount credited to the ac-
count during the period.

(4) The amount of any finance charge
nddcd to the account during the period, item-
ized to show the amounts, if any, due to the
application of percentage rates and the
amount, if any, impiscd as a minimum or
fixed charge.

3) Where one or more periodic rates may

be used to compute the finance charge, each
such rate, the range of balances to which it is
applicable, and, unless the annual percentage
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rate (determined under section 107(a)(2)) is
required to be disclosed pursuant to paragraph
(6), the corresponding nominal annual per-
centage rate determined by multiplying the
periodic rate by the number of periods in a
year.

(6) Where the tota' finance charge exceeds
30 cents for a monthly or longer billing cycle,
or the pro rata part of 30 cents for a billing
cycle shorter than monthly, the total finance
charge expressed as an annual percentage rate
(determined under section 107(a)(2)), except
that if the finance charge is the sum of two
or more products of a rate times a portion of
the balance, the creditor may, in lieu of dis-
closing a single rate for the total charge, dis-
close each such rate expressed as an annual
percentage rate, and the part of the. balance
to which it is applicable.

(7) At the election of the creditor, the aver-
age effective annual percentage rate of return
(or the projected rate) under the plan as pre-
scribed in subsection (a)(5).

(8) The balance on which the finance
charge was computed and a statement of how
the balance was determined. If the balance is
determined without first deducting all credits
during the period, that fact and the amount
of such payments shall also be disclosed.

(9) The outstanding balance in the account
at the end of the period.

(10) The date by which, or the period (if
any) within which, payment must be made
to avoid additional finance charges.

(c) In the case of any open end consumer credit

plan in existence on the effective date of this sub-
section, the items described in subsection (a), to
the extent applicable, shall be disclosed in a notice
mailed or delivered to the obligor not later than
thirty days after that date.

8 128. Sales not under open end credit plans

(a) In connection with each consumer credit sale

not under an open end credit plnn, the creditor
shall disclose each of the following items which is
applicable:
(1) The cash price of the property or serv-
ice purchased.
(2) The sum of any amounts credited as
downpayment (including any trade-in).
(3) The difference between the amount re-
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ferred to in paragraph (1) and the amount
referred to in paragraph (2).

(4) AH other charges, individually itemized,
which are included in the amount of the credit
extended but which are not part of the finance
charge.

(5) The total amount to be financed (the
sum of the amount described in paragraph (3)
plus the amount described in paragraph (4)).

(6) Exceptin the case of a sale of a dwell*
ing, the amount of the finance charge, which
may in whole or in part be designated as a
time-price differential o: any similar term to
the extent applicable.

(7) The finance charge e pressed as an an-
nual percentage rate except in the case of a
finance charge

(A) which does not exceed $5 and is
applicable to an amount financed not ex-
ceeding $75, or

(B) which does not exceed $7.50 and
is applicable to an amount financed ex-
ceeding $75.

A creditor may not divide a consumer credit
sale into two or more sales to avoid the dis-
closure of an annual percentage rate pursuant
lo this paragraph.

(8) The munber, amount, and due dates
or periods of payments scheduled to repay
the indebtedness.

(9) The default, delinquency, or similar
charges payable in the event of late payments.

(10) A description of any security interest
held or to be retained or acquired by the
creditor in connection with the extension of
credit, and a clear identification of the prop-
erty to which the security interest relates.

(b) Except as otherwise provided in this chapter,
the disclosures required under subsection (a) shall
be made before the credit is extended, and may
be made by disclosing the information in the con-
tract or other evidence of indebtedness to be signed
by the purchaser.

(c) If a creditor receives a purchase order by
mail or telephone without personal solicitation, and
the cash price and the deferred payment price und
the terms of financing, including the annual per-
centage rate, are set forth in the creditor’s catalog
or other printed material distributed to the public,
then the disclosures required under subsection (a)
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may be made at any time not later than the date
the first payment is due.

(d)
of consumer credit sales transactions made pursu-
ant to an agreement providing for the addition of
the deferred payment price of that sate to an exist-
ing outstanding balance, and the person to whom
the credit is extended has approved in writing both
the annual percentage rate or rates and the method
of computing the finance charge or charges, and
the creditor retains no security interest in any prop-
erty as to which he has received payments aggre-
gating the amount of the sales price including any
finance charges attributable thereto, then the dis-
closure required under subsection (a) for the par-
ticular sale may be made at any time not later than
the date the first payment for that sale is due. For
the purposes of this subsection, in the case of items
purchased on different dates, the first purchased
shall be deemed first paid for, and in the case of
items purchased on the same date, the lowest
priced shall be deemed first paid for.

§ 129. Consumer loans not under open end credit
plans

(a)
otherwise extending consumer credit in a transac-
tion which is neither a consumer credit sale nor
under an open end consumer credit plan shall dis-
close each of the following items, to the extent
applicable:

(!) The amount of credit of which the
obligor will have the actual use, or which
is or will be paid to him or for his account
or to another person on his behalf.

(2) All charges, individually itemized, which
are included in the amount of credit extended
but which arc not part of the finance charge.

(3) The total amount to be financed (the
sum of the amounts referred to in paragraph
(1) plus the amounts referred to in paragraph
(2)).

(4) Exceptin the case of u loan secured by
a first lien on a dwelling und made to finance
the purchase of that dwelling, the amount
of the finance charge.

(5) The finance charge expressed as an
annual percentage rate except in the case of a
finance charge

(A) which does not exceed $5 and
applicable to nn extension of consumer

If a consumer credit sale is one of a series

Any creditor making a consumer loan or

S
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credit not exceeding $75, or
(B)
is applicable to an extension of consumer
credit exceeding $75.
A creditor may not divide an extension of
credit into two or more transactions to avoid
the disclosure of an annual percentage rate
pursuant to this paragraph.

(6) The number, amount, and the due dates
or periods of payments scheduled to repay
the indebtedness.

(7) The default, delinquency, or similar
charges payable in the event of late payments.

(8) A description of any security interest
held or to be retained or acquired by the
creditor in connection with the extension of
credit, and a clear identification of the prop*
crty to which the security interest relates.

(b) Except as otherwise provided in this chapter,
the disclosures required by subsection (a) shall be
made before the credit is extended, and may be
made by disclosing the information in the note or
other evidence of indebtedness to be signed by the
obligor.

(c) If a creditor receives a request for an exten-
sion of credit by mail or telephone without personal
solicitation and the terms of financing, including the
annual percentage rate fo» representative amounts
of credit, arc set forth in the creditor's printed
material distributed to the public, or in the contract
of loan or other printed material delivered to the
obligor, then the disclosures required under sub-
section (a) may be made at any time not later than
the date the first payment is due.

g 130. Civil liability
(a) Except as otherwise provided in this section,
any creditor who fails in connection with any con-
sumer credit transaction to disclose to any person
any information required under this chapter to be
disclosed to that person is liable to that person in
an amount equal to the sum of
(1) twice the amount of the finance charge
in connection with the transaction, except that
the liability under this paragraph shall not be
less than $100 nor greater than $1,000; and
(2) in the case of any successful action to
enforce the foregoing liability, the costs of the
action together with a reasonable attorney's
fee as determined by the court.
(b) A creditor has no liability under this section

which does not exceed $7.50 and
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if within fifteen days after discovering an error,
and prior to the institution of an action under this
section or the receipt of written notice of the error,
the creditor notifies the person concerned of the
error and makes whatever adjustments in the ap-
propriate account are necessary to insure that the
person will not be required to pay a finance charge
in excess of the amount or percentage rate actually
disclosed.

(c) A creditor may not be held liable in any
action brought under this section for a violation of
this chapter if the creditor shows by a preponder-
ance of evidence that the violation was not inten-
tional and resulted from a bona fide error notwith-
standing the maintenance of procedures reasonably
adapted to avoid any such error.

(d) Any action which may be brought under this
section against the original creditor in any credit
transaction involving a security interest in real
property may be maintained against any subsequent
assignee of the original creditor where the assignee,
its subsidiaries, or affiliates were in a continuing
business relationship with the original creditor
cither at the time the credit was extended or at the
time of the assignment, unless the assignment was
involuntary, or the assignee shows by a preponder-
ance of evidence that it did not have reasonable
grounds to believe that the original creditor was
engaged in violations of this chapter, and that it
maintained procedures reasonably adapted to ap-
prise it of the existence of any such violations.

(c)
in any United States district court, or in any other
court of competent jurisdiction, within one year
from the date of the occurrence of the violation.

g 131. Written acknowledgment os proof of receipt

Except as provided in section 125(c) and except
in the case of actions brought under section 130(d),
in any action or proceeding by or against any sub-
sequent assignee of the originul creditor without
knowledge to the contrary by the assignee when he
acquires the obligation, written acknowledgment of
receipt by a person to whom a statement is required
to be given pursuant to this title shall be conclusive
proof of the delivery thereof and, unless the viola-

tion is apparent on the face of tlv  dement, of
compliance with this chapter. This. .on docs not
affect the rights of the obligor in nny  lion against

the original creditor.
[U.S.C., tile 15, tec. 1631-1641.1

Any action under this section may be brought
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CHAPTER 3—CREDIT ADVERTISING

Sec.

141.
142.
143.
144.
145,

Catalogs and multiple-page advertisements.
Advertising of downpayments and installments.
Advertising of open end creed plans.

Advertising of credit other than open end plans.
Nonliability of media.

8 141. Catalogs and multiple-page advertisements

For the purposes of this chapter, a catalog or
other multiple-page advertisement shall be con-
sidcrd a single advertisement if it clearly and con-
spicuously displays a credit terms table on which
the information required to be stated under this
chapter is clearly set forth.

8 142. Advertising of downpayments and install-
ments
No advertisement to aid, promote, or assist
directly or indirectly any extension of consumer
credit may state
(1) that a specific periodic consumer credit
amount or installment amount can be ar-
ranged, unless the creditor usually and cus-
tomarily arranges credit payments or install-
ments for that period and in that amount.
(2) that a specified downpayment is re-
quired in connection with any extension of
consumer credit, unless the creditor usually
and customarily arranges downpayments in
that amount.

8 143. Advertising of open end credit plans

No advertisement to aid, promote, or assist di-
rectly or indirectly the extension of consumer credit
under an open end credit plan may set forth any of
the specific terms of that plnn or the appropriate
rate determined under section 127(a)(5) unless it
also clearly und conspicuously sets forth all of the
following items:

(1) The time period, if any, within which
any credit extended ntu> be repaid without in-
curring a finance charge.

(2) The method of determining the balance
upon which a finance chuigc will be imposed.

(3) The method of determining the amount
of the finance charge, including any minimum
or fixed amount imposed as a finance charge.

(4) Where periodic rates may be used to
compute the finance charge, the periodic rates
expressed as annual percentage rates.
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(5)
the advertising of open end credit plans as the
Board may by regulation require to provide
for adequate comparison of credit costs as
between different types of open end credit
plans.

§ 144. Advertising of credit other than open end
plans

(a)
section applies to any advertisement to aid, pro-
mote, or assist directly or indirectly any consumer
credit sale, loan, or other extension of credit subject
to the provisions of this title, other than an open
end credit plan.

(b; The provisions of this section do not apply to
advertisements of residential real estate except to
the extent that the Board may by regulation re-
quire.

(c) If any advertisement to which this section
applies states the rate of a finance charge, the ad-
vertisement shall state the rate of that charge ex-
pressed as an annual percentage rate.

(d) If any advertisement to which this section
applies stutcs the amount of the downpayment, if
any, the amount of any installment payment, the
dollar amount of any finance charge, or the num-
ber of installments or the period of repayment, then
the advertisement shall state all of the following
items:

(1) The cash price or the amount of the
loan as applicable.

(2) The downpayment, if any.

(3) The number, amount, and due dates or
period of payments scheduled to repay the
indebtedness if the credit is extended.

(4) The rate of the finance charge expressed
as an annual percentage rate.

8 145. Nonliability of mediu
There is no liability under this chapter on the
part of any owner or personnel, us such, of any
medium in which an advertisement appears or
through which it is disseminated.
IU.S.C,, tills IS, HOC. 1661-1665.1

[T

Such other or additional information for

Except as provided in subsection (b), this
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TITLE V—GENERAL PROVISIONS

Sec.

501. Severability.

502. Captions and catchlines for reference only.
503. Grammatical usages.

504. Effective dates.

§ 501. Severability

If a provision enacted by this Act is held in-
valid, all valid provisions that are severable from
the invalid provision remain in effect. If a provi-
sion enacted by this Act is held invalid in one
more of its applications, the provision remains in
effect in all valid applications that are severable
from the invalid application or applications.

ft 502. Captions and catchlines for reference only
Captions and catchlines arc intended solely as
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aids to convenient reference, and no inference as
to the legislative intent with respect to any provi-
sion enacted by this Act may be drawn from them.

g 503. Grammatical usages
In this Act:

(1) The word “may” is used to indicate that
an action either is authorized or is permitted.

(2) The word “shall” is used to indicate that
an action is both authorized and required.

(3) The phrase “may not” is used to indi-
cate that an action is both unauthorized and
forbidden.

(4) Rules of law are stated in the indicative
mood.

g 504. Effective dates

(a) Except as otherwise specified, the provisions
of this Act take effect upon enactment.

(b) Chapters 2 and 3 of title | take effect on
July 1, 1969.

(c) Title ill takes effect on July 1, 1970.

IU.S.C., tide 15, see. 1601 nolL"|
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THE FOLLOWING PAGES WERE TREATED AS
A UNIT IN THE ORIGINAL FILE.
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COMMENTS oP
HB 497 el
4:.00 P.M. February. 23, 1970 w
By Richard T. Hall

In developing the bank credit card for Alaska, we did so because we were con-
stantly asked for such a program by the consumer over the past three to four
years. Bank credit cards became prevelant throughout the lower 48 states and
have such wide acceptability that both the existing citizens of the state and
the new comers are desiring such a card. In addition, the merchants throughout
the state were extremely desirous of the bank credit card in order to offer their
customers the choice of a credit or cash sale. We did not feel that our bank
could initiate a program statewide that would be able to reach a great enough
market to make it pay. However, after a thorough and extensive survey and
study, we felt a program could be initiated statewide that would reach a break-
even point sometime approximately two years after inception of the program.

We developed the program as it is today using BankAmericard, which we feel
is the finest bank credit card system in the world today. It offers the complete
spectrum of a credit card program with its various facets to the people to Alaska
and their tremendous endorsement of the program speaks for their acceptance.

At the present time, Alaska BankAmericard has over 22,000 cardholders. These
are adults, responsible citizens of the state, that were packed on strict criteria
based on their ability to handle credits. Following Alaska law, we did not mail
unsolicited cards, but rather wrote letters to people we felt were qualified to
receive the cards, asking them to directly solicit a card from us. The response
was terrific. At this point, | should mention too, that one of the major objections
voiced elsewhere on bank credit cards has been the fact the potential cardholder
assumes a liability if his card is lost or stolen. However, Alaska BankAmericard
does not either imply or in practice create any liability to the cardholder for a
lost or stolen card.

Another criticism voiced recently about credit cards in the south 48 is that they
tend to have an inflationary effect. 1 can only say that our research indicates
that this is not so. The recent speach by Mr. Andrew Brimcr, a member of the
Federal Reserve Board, which made an extensive survey of all bank credit cards,
indicates that their findings do not lead them to believe that bank credit cards
are inflationary. The report indicates that bank credit cards are creating a shift-
ing of credit from one type to another.

I.  This bill presumes that all merchants on a credit caid program change their
prices to absorb the cost ofthe credit card program. This is not a valid argument
for the following reasons:

a) If merchants changed their price they would no longer be competetive.

b) The merchant pays for and gets a full credit care program through the bank
at a rate much less than the cost of major retail department store credit operations.
According to a 1968 study of the National Retail Merchants Association, the cost of
major retail department store credit operations was set at 7.77 of the total credit
sales.



2. Aperson asking for the cash discount from the merchant assumes that
all persons will be carrying a bank credit card and alii customers will have
the choice of purchasing either with cash or with a bank credit card. In
actuallity, statistics show that even after several years of a successful
credit card operation, a merchant can only expect 30% of his sales to be
credit sales.

3. House Bill 497 also assumes that a retail merchant will have sold the

same volume of sales with or without the bank credit card. In actuallity, the
bank credit card allows the small retail merchant to expand his sales by offering
a credit option to his customers. It allows him for once, particularly in Alaska,
to compete favorably with the large retail merchants who have their owen credit
programs. To pass this bill would put the small merchant back in the same poOS-
ition he has always had in Alaska and that is not being able to offer a credit
program to his customers and not being able to effectively compete with the larger
retail outlets.

In addition, there is proof that bank credit cards are sought by the merchant to
expand sales M B | many times, and this is true in Alaska, We liave signed
merchants that already have and have retained their own credit operation after
signing with BankAmericard. They have signed because they recognize that
BankAmericard in Alaska can expand their sales. It is therefore, then, the
expansion of the sales that allows them to absorb the cost of the credit card
program.

4. Now let's take a look at the merits of the program to the merchant that
offset the merchant discounts.

a) Immediately can turn his receivables into cash.

b) He can offer a complete credit card program to his customers with
no liability of loss to himself.

5. Let's take a look at the merits of the program from the consumer standpoint.

a) Since BankAmericard in Alaska allows the cardholder the option of
properly budgeting his monthly expenses rather than having to suffer a month
of high expenses, the cardholder can more effectively budget his income.

b) For reasons mentioned above, the customer does not pay additional
for his merchandise by the use of his card.

c) Not only is this card usable within the State of Alaska but it gives
the cardholder the option of shopping at over 1,000,000 outlets on a world
wide basis .



d) The cardholder, as stated in the original agreement form, iIs not
liable should his card be lost or stolen. This is not always true of other
credit cards.

6. Proof of the pudding - have the merchants and consumers of Alaska
accepted the program?

a) As of February 2, 1970 there were over 22,000 cardholders in
Alaska. Also it should be remembered that these people had to ask for
the card and most had to send back a legal acceptance card as prescribed
by Alaska statute 06.05.209.

b) Over 825 merchants have signed up for the program and the number
continues to grow daily.

c) Are the card holders using the card? As of February 12, there was
over $1,400,000.00 outstanding on the system.

d) It should also be remembered that all banksin Alaska were asked
to jo:.n the program. Seven out of 10 banks in Alaska chose the program.
This program is designed to provide credit to the small credit user or consumer
who previously did not have such credit available.

7. What would be the effect of passage of HouBe Bill #49 7?

Passage ot house bill #497 would gut the BankAmericard program in Alaska.
Obviously no merchant could afford to discount over half of his sales that
were made on the basis of cash. This means that we would go back to being
the only state not having the availability of an international credit card
program such as provided by the BankAmericard program.

Also, other forms of credit cards would be prohibited from operating within
Alaska. This would include Carte Blanche, American Express, Diner's Club,
Select and ethers. 1do not believe that the people of Alaska desire to be
discriminated against by the careless passage of such a bill.



TEM February 20, 1970.

Re: Credit Card Bill Pending
Before Alaska Legislature
I understand that there is a bill pending in the
Alaska Legislature which would require a merchant who honors
a credit card and sells the underlying obligation to a
credit card issuer at a discount to sell, with respect to
a similar transaction involving a non-credit card purchase,
the goods or services at a price equal to the net proceeds
received by the merchant in the credit card transaction.
For example, if an item sells for $100, and if the discount
is 3%, the net proceeds to the merchant in a credit card sale
involving that item equals $97, and the proposed legislation
would require the merchant to offer that item for sale in a
non-credit card sale at a price of $97. Passage of this
legislation would create significant problems for merchants

under the Truth in Lending Act and Regulation Z.

Section 226.2(i) of the Regulation defines "cash
price" as "the price at which the creditor offers, in the
ordinary course of business, to sell for cash the property or
services which are the subject of a consumer credit trans-
action.” Under the proposed legislation, in the context of
the example given above, the cash price would appear to be
$97. The price paid by the credit card holder would, however,

be $100. Under Section 226.4(a) of the Regulation, the



extra $3 which the credit card holder pays would be classified

as a finance charge.

Under Section 226.2(f) to "arrange for the extension
of credit" means to provide or offer to provide consumer
credit which is or will be extended by another person under a
business or other relationship pursuant to which the person
arranging such credit receives or will receive a fee, compensa-
tion, or other consideration for such service or has knowledge
of the credit terms and participates in the preparation of the
contract documents required in connection with the extension
of credit." This section further specifically provides that :Lt
does not include honoring a credit card or similar device where
no finance charge is imposed at the time of that transaction.

Because, as set forth above, the merchant in the example given

will have imposed a finance charge, the merchant does not come
within the exclusion. Therefore, the merchant is a person who
"arranges for the extension of credit." This makes the merchant

a "creditor"” under the Regulation because under Section 226.2(m)
thereof, the term "creditor” is defined as "a person who in the
ordinary course of business regularly extends or arranges for

the extension of consumer credit, or offers to extend or arrange

for the extension of such credit.”

Under the definitions of "consumer credit" and "credit"
set forth in Section 226.2 of the Regulation, since the merchant

is a creditor, the sales transaction becomes a consumer credit



transaction. Therefore, the merchant would be required under the
Regulation to give a Truth in Lending Disclosure Statement. This
would be in addition to the open-end credit disclosure statement that
would have been given by the credit card issuer to the cardholder prior

to the use of the credit card.

The form of required disclosure is set forth in Section
226.8(d) of the Regulation. Basically, the form of disclosure is a
loan disclosure under Section 226.8(d). The annual percentage rate to
be disclosed would be determined by dividing the amount of finance
charge by the amount financed and multiplying the quotient (expressed
as a percentage) by 12. In the example given above, the rate would be

approximately 37%.

In addition, since it is clear that both the credit card
issuer and the merchant are "creditors" as defined in the Regulation,
Section 226.6(d) of the Regulation, which deals with multiple creditors,

would be applicable.

The application of the Regulation as a whole to this type of
hybrid transaction is extremely difficult to clearly ascertain. The

risks of non-compliance with Regulation Z are enormous.

It is open to question whether any kind of compliance with
Regulation Z would be possible in cases involving a merchant who accepted
various types of credit cards under plans involving different discounts.
Regulation Z provides no clue as how the "cash price” would be determined

in such a situation.



This memorandum is not intended to be a detailed analysis
of the problems involved because time does not permit. The problems

are, however, overwhelming.

Thomas E. Montgomery
Counsel

BANK OF AMERICA NATIONAL TRUST AND
SAVINGS ASSOCIATION
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NEW HORIZONS IN CREDIT CARD BANKING

>y

Andrew F,. Brimmer*

In the summer of 1968, the Federal Reserve Board published a
comprehensive assessment of bank credit cards. Since then, the expansion
of bank credit card programs has continued at a rapid pace. Even so, some
features of credit card banking that were of concern during the period
prior to the System study are still attracting considerable attention, not
only in the nation"s press, but also among members of Congress and within
Government regulatory agencies.

The System Task Force that was established by the Federal Reserve
Board in the Spring of 1967 — and whose report was released Just over a
year ago — explored quite thoroughly the implications of the growth of
bank credit cards for consumers, merchants, the banking system, bank super-
vision, and the management of monetary policy. 1 was the Board member most
closely identified with that study.

We have just completed a review of the bank credit card situation
to determine whether recent developments warrant any change in the earlier
assessment. This review has included an analysis of recent trends in credit
card banking, a survey by the Federal Reserve Banks of the mailing procedures
used in the launching of new credit card plans and an analysis of bank

*Member, Board of Governors of the Federal Reserve System. 1 am grateful
to a large number of persons in the Federal Reserve System for assistance in
the preparation of these remarks. 1 am particularly indebted to the following

members of the Board"s staff: Tynan Smith, Brenton C. Leavitt, David Hull,
Katharyne Roll, and N, Edwin Domoncy, Jr. Jerome W. Sliny helped with the

discussion of antitrust implications of bank credit cards.



examination reports over the last year to determine the extent to which
State member banks are following the guidelines on credit card operations
suggested by the Board as a result of our earlier study. Our review has
also had the benefit of the preliminary results of the Federal Reserve
Board’s Survey of Consumer Awareness of Credit Costs, The BankAmericard
and Interbank organizations provided recent information relating to their
respective plans.

On the basis of this review, It appears that developments in
credit card banking in recent months do not call for a change in the basic
conclusion of our earlier study: that credit card programs are legitimate
and useful services provided by banks to their consumer and merchant cus-
tomers. Furthermore, there appears to be no reason to change the Board’s
position that the System has adequate supervisory powers governing the
development of bank credit card programs and does not see any necessity for
special legislation to limit or control bank credit cards.

At the present time, however, the principal questions regarding
bank practices in issuing credit cards are virtually the same as they
were two years ago. There is still considerable concern that the mailing
of unsolicited credit cards Imposes a burden upon consumers who have to
destroy or return unwanted cards. Also, there is the fear that some con-
sumers may have their credit standing jeopardized as a result of misuse
of cards lost or stolen in the mails, or at least might be subject to
litigation to prove their lack of liability for such misuse. Credit cards

are also being blamed for encouraging some consumers to overextend their
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use of credit, thus contributing to personal bankruptcies. It has been
alleged that credit cardsare adding to inflationary pressures.

In the last few months, it has become evenmore clearthat two
large, nation-wide systems are playing a dominant role iIn credit card .. -
banking. So far, this development is posing no problems in terms of
competition, but the trend may raise a range of questions of public
policy in the future.

Before examining these issues iIn more detail i1t might be helpful
to provide perspective by highlighting recent trends iIn bank credit card
programs.

Recent Trends in Credit Card Banking

On June 30 of this year, 699 banks were offering credit card plans,
and they had $1.7 billion of credit outstanding. (See Table 1, attached).
Thus, iIn the first six months of 1969, the number of banks with credit card
plans rose by 189 (37 per cent) and the amount outstanding climbed by $393
million (30 per cent). In addition to these nearly seven hundred banks with
credit balances outstanding under credit card programs, several thousand
agency banks were participating in credit card plans but did not hold
receivables.

The share of total credit card balances held by each class of
bank has changed little during the last two years. National banks con-
tinue to hold more than three-quarters of the total while another one-sixth
is held by Federal Reserve State member banks. Although the amount of

credit outstanding at nonmombcr banks under credit card plans remains small,
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the number of such banks with credit card plans has been increasing
more rapidly than for any other class of bank. At the end of last June,
these banks represented more than one-third of all credit card banks.

Large banks (those with deposits of $1 billion and over) held
more than two-fifths of the total amount outstanding on credit card plans -
at the end of 1968, about the. same proportion as iIn September 1967 (when
the Federal Reserve Board began to collect data on such plans). However,
these banks have not kept pace with the small and medium-sized institutions
going into the credit card field — dropping from 9 per cent of the total
number to 5 per cent in the 15-month period. Banks with total deposits of
less than $25 million have shown a faster rate of entry than other size

Lroups.  Yet, although they represented more than two-fifths of all credit
card banks, they held less than two per cent of total receivables at the
end of last year. Most of the outstanding indebtedness on credit cards
continues to be in the hands of banks in the $100 million and over deposit
class. Many of these banks had plans in operation before the Fall of 1967.

These trends are charted on the basis of information obtained
every six months from the Call Reports submitted by all insured banks.

In addition, monthly data on hank credit cards have been collected since
the beginning of 1968. This series has been published as part of the
Board®s monthly report on consumer credit since June 1968. An examination
of the monthly data also shows a steady increase in the amount of credit
outstanding as well as considerable fluctuation of a seasonal nature in

monthly extension-, and repayments. (Table 2). However, much longer



experience will be necessary before seasonal adjustment factors can be
derived and applied to these figures. Another limitation of the re-
ported totals is a slight degree of. understatement because of the lag
in obtaining reports from additional banks that are continually entering
the credit card field. We expect to overcome this difficulty before the

end of 1969 by shifting to a sampling basis for obtaining monthly reports.
Regional Growth Patterns

The western section of the country continues to be the principal
center of credit card banking, but this technique of consumer financing
is spreading rapidly in other regions of the country. (Table 3.) At
the end of last December, 115 both member and non-member banks in the
San Francisco Federal Reserve District had $531 million of receivables
outstanding under credit cards, representing over one-fifth of all the
banks with such plans and two-fifths of the total credit. Second place
was held by the Chicago District which had $182 million in outstandings.
The New York District was fairly close behind with $155 million. The
next two in order were the banks in Atlanta and Richmond, with $100
million and $93 million, respectively, in outstandings.

. The slower growth in bank credit cards in the Northeast Districts

through 1968 partly reflected the relatively greater popularity of check-

credit plans. At the end of last year, about $800 million was outstanding

under check-credit plans -- of which well over two-fifths was concentrated
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in the Boston, New York and Philadelphia Federal Reserve Districts. In
contrast, banks iIn these same Districts accounted for less than one-fifth
of the amoun% of credit outstanding under bank, credit cards at the end of
1968. From the monthly consumer credit series, It appears that check-
credit rose by one-fifth in the first seven months of 1969, while the amount
outstanding under bank credit cards rose by over one-third. During the last
18 months, the share of check-credit in the total shrank from two-fifths

to one-third. The relative positions of the two types of bank credit

plans may shift further in favor of credit cards over coming months —
reflecting the recent adoption of the credit card form by several major

New York banks which previously offered only check-credit plans.

The regional pattern of growth in bank credit card plans is
shown In the results ol the survey made by the Federal Reserve Banks iIn
August of this year. (Table A.) Between the end of June 1968, and the
end of August 1969, the number of banks offering credit plans rose by
68 per cent. The increase was sharpest in the Richmond District (3A6 per
cent), followed by Atlanta (192 per cent), Kansas City (120 per cent), and
Cleveland (100 per cent), New York (82 per cent), and Dallas (76 per cent).
The pace of expansion was slow in other Districts —- including no expansion
at all in the number of banks offering bank credit cards in the Philadelphia
District. In some Districts (San Francisco and Chicago, for example), the

initial efforts to launch bank credit cards had been made earlier.



Distribution of Bank Credit Cards

Banks have found that the most effective way to develop
customers for a new credit card plan is to mail a large number of un-
solicited cards.” This procedure resolves simultaneously the problem
of having enough merchants signed to the bank®s plan to make the card
useful to consumers and of having sufficient people obtain the card to
make forming the plan attractive to merchants. Competitive situations
appear to rule out the alternative method of depending on applications
to be returned before cards are mailed.

Yet, the use of unsolicited mailings has become one of the
principal sources of controversy surrounding the advent of credit card
banking. The practice involves some financial risks to the issuing banks
and some inconvenience to the small percentage of potential customers who
do not want to receive such carJs. The substantial financial losses
experienced by a number of Midwest banks a few years ago when they
launched credit card plans on the basis of unsolicited (and iIn some
cases unscreened) mailings led banks to Lake special steps to protect
themselves against theft of cards during the process of distribution.
They have also taken measures to minimize losses to customers through
misuse of cards once they have been accepted. However, there has been
no fundamental revision in the technique of distributing bank credit cards
the use of unsolicited mailings remains the basic method.

The Federal Reserve Board has been highly conscious of the

problems involved in unsolicited mailing of bank credit cards. For this



reason, In the summer of 1968, the Board expanded the check list of
guestions used In the examination of State member banks; examiners were
instructed "to make sure that banks realize the importance of developing
initial mailing lists from their, owmn records and carefully screening them
before use.” The same quidelines applied to State member banks are also
applied to national banks through the examination procedures. The

Office of the Comptroller of the Currency was the first Federal bank
supervisory agency to use a separate credit card section in its exami-
nation report, and It has instructed Its examiners to see that the
national banks use prudent procedures in connection with unsolicited

mailings.

At the Federal Reserve Board, we have made an assessment of the
extent to which State member banks are following the suggested guidelines
with respect to credit card plans. On the whole, these banks seem to
have exercised prudence in credit card management. This conclusion 1is
derived from a review of reports of examination for 65 State member banks
with credit card plans.l/

While unsolicited mailings were found to have been the principal

means of distributing cords, no significant problems were uncovered —
N

V As of June 30, 1968, there were 64 State member banks with
credit card plans. On last December 30, the number was 65, and
it was 93 on June 30, 1969. Since State member banks arc examined
once each year, the reports on .6 banks provide almost complete
coverage since the guidelines wore recommended iIn the late summer
of 1968.



certainly none of the magnitude of the difficulties surrounding the

Chicago episode of late 1966 and early 1967. Nine of the 65 banks

mailed cards on an unsolicited basis without obtaining adequate credit

information on potential customers.

Other unsatisfactory features drawing comments of examiners

are as follows;

Problem mNumber of banks

Lack of control over unissued cards I

Ineffective collection policies and practices 3

Inadequate procedures for reclaiming credit cards
when accounts became delinquent

No preprinted expiration dates*
Lack of control on customers exceeding limits

Customers not informed of credit-card limits
Slow processing of items ; -

N
WRhpoD

*e In each of these iInstances, the unsatisfactory features noted

by Federal Reserve bank examiners were corrected by management where

. problems existed. Specifically, In the nine cases involving lack of

adequate credit information, practices were changed promptly, and such

einformation iIs now obtained before cards are granted.

An even sharper view of bank credit card distribution practices

IS provided by the results of the survey undertaken by the Federal Reserve

Banks in August this year. The survey covered the practices followed by

Federal Reserve member banks which began bank credit card plans between
June 30, 1968, and the end of August 1969. The results are summarized in

*PInns were effective In the 1950"s,and no problems have been
encountered.



Table 5. Several conslusions can be drawn from the information submitted.
Unsolicited mailing of cards is used more often than not in starting new ...
plans; but iIn some Federal Reserve Districts, an application-type system.....
|s also used frequently. In most cases, mailing lists are compiled from
present customers of the banks, and these are screened before cards are
mailed. In three Districts (Cleveland, Richmond, and Atlanta), a few

banks were reported- to have used outside sources (such as directory

services, credit bureaus or credit rating firms) in adding to their mail-

ing lists — which were composed primarily of their own customers. .In

one case (in the. Kansas City District), a bank was reported to have used
.unsolicited mailing of cards to launch its credit card plan — including

the use of names obtained outside the bank — without screening the lists
prior to mailing cards to potential customers. Moreover, iIn that case,
reportedly no credit check is made of the accounts uncil such time as
the accounts became active. )

Where information was available from the Federal Reserve Bank
survey, It indicated that pre-mailers were generally used, as recommended in the
Federal Reserve guidelines. These pre-mailers advise the customer that
a card is being sent unless the customer indicates to the bank that he
wishes his name removed from the list. In this way the customer is able
to refuse a card before it is sent. The pre-mailer also helps reduce the

prospect of fraud by alerting the customer to expect the card and also

informs the bank of changes iIn addresses. During a single week this summer,



for example, more then 2 million bank credit cards were mailed in
New York when a new plan was adopted by a group of three major banks.
The fact that these cards had been preceded by pre-nailers undoubtedly
contributed to holding reported losses or thefts of cards during this
mailing to "20 cases.

On the other hand, the pre-mailer still puts the burden on
the potential card recipient to take a positive step to stop the card"s
arrival i1f he does not want i1t. This is one of the remaining sources
of complaint voiced by consumers. An even more serious complaint stems
from the sending of cards via registered mail in a few iInstances. So
far only a handful of banks have adopted this practice = mainly because the;
consider it to be too costly to the bank. (One bank is reported to have
spent an average of 80 cents per mailing to distribute its cards by
registered mail.) However, in my personal opinion, the really important
objection to the use of registered mail in the distribution of unsolicited
credit cards is the burden placed on consumers. Since registered mail
must be accepted by a responsible person at the address indicated, in
many cases this means that the potential card holder must make a special
efforﬁkto pick up the letter at his post office. Not infrequently this
means taking time off from work (many times without pay), incurring trans-
portation costs and other inconveniences. Consequently, the actual cost to
potential card holders may be substantially greater than that borne by

the sem’i ig bank. Since the main objective of employing the registered



nail technique is to minimize the exposure of banks to financial losses
"associated with the distribution of i1ts own card through unsolicited
mailings, | personally feel that the shifting of any part of this cost
to potential consumers is entirely unwarranted.

Aside from the abovg reservations, it appears that precautions
banks have taken recently to avoid potential problems with credit card
mailings are being helpful. In the summer of 1968, the Board decided,
after reviewing the results of the System Task Group Study, that there
was no need to ban unsolicited mailings. That position has not changed.

1 Earlier this month, the Federal Trade Commission held hearings
on a pending regulation that would forbid the mailing of credit cards
without the written request or written consent of the recipient. Such
mailings would be designated as unfair trade practices and unfair
competition. Banks would not be covered by this prohibition since the
Federal Trade Commission lacks jurisdiction over the banking system.

IT the Federal Trade Commission decides to adopt this regulation,
legislation to prohibit the unsolicited mailing of bank credit cards
undoubtedly would be pushed.

The Board"s position has been and continues to be that (while
the qpsolicited mailing of credit cards by banks has involved some
problems) there have not been any developments thus far that appear to

make Federal legislation necessary. With respect to the effect of



unsolicited distributions of credit cards upon competition, the Board
has concluded that the prohibition of this method of issuance of cards
would seriously hamper bapks in launching credit card plans, thus giving
those banks aiready in the field a protected position that would dis-
courage competition. On October 9, 1968, 1 testified on behalf of

the Board before the Subcommittee on Financial Institutions of the

Senate Banking and Currency Committee. In my statement, 1 C**id:

\

"Banks have found that the most effective wa& of
gtarting a new credit-card plan is to mail a Iarée number
of unsolicited cards. This 1Is necessary to resolve
simultaneously the problem of having enough stores

* signed to the bank®s plan to make the card useful to
consumers and of having sufficient people using the card
to make forming the plan attractive to merchants. Reliance
on the alternative method of depending upon application
returns entails considerable delays in reaching a profitable
volume of business, delays which may be unacceptable when

trying to compete with other banks®™ plans."

| I still believe that the opportunity to distribute credit cards
via unsolicited mailings should not be closed off. | believe it is to
the country®s advantage to keep the competitive channels open for the

thousands of banks that have yet to enter the credit card field. On
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the other hand, several further steps need to be taken to minimize the

remaining burdens on consumers.
. #*

Customer Liability for Fraud Losses

The most critical remaining problem involves customer
liability for fraud losses if he fails to receive a card. It should
be recognized that this is not entirely a problem of unsolicited
mailing —- the same “problem could arise for requested cards and

. renewals of existing cards. In addition, cards can be and sometimes
are fraudulently used after the customer accepts the card.

With regard to the first type of fraud — the unauthorized
use of cords stolen before they are received or accepted by the proper
"person — we know that most banks do not attempt to collect from the
intended recipient. If there arc banks which do, at least the Board
iIs not aware of them. Moreover, It seems evident that they would have
legal difficulties. In addition, the trend is for states to pass laws
specifically exempting from liability the customer who has not accepted
or begun to use an unsolicited card.

In the case of misuse of cards stolen or lost after being
accepted by the cardholder, it iIs generally true that the customer has
no liability for fraud losses after the bank has been informed that
the card is lost or stolen. As for the liability of the cardholder

prior to informing the bank, there is much more variation in banks®
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policies. Some banks seek to collect iIn these cases from the customer
for all losses occurring before the bank is notified. Others do not
attempt to collect, even where the customer does not report the loss
or theft of the card. Still other banks (and some State statutes)
specify an upper limit on.the dollar liability of the customer.

The majority of banks apparently follow the practice of
absorbing losses, but do not reveal that policy to their customers for
fear they might be unduly careless iIn their handling of the card.

This is often true even where the bank informs the customer that his
liability is limited to $50 or $100. These anno;mced limits are
primarily designed to make the customer take care iIn the handling of
the card and to stimulate prompt reporting of lost or stolen cards.
Thus, actual policy is often much more lenient than announced policy.
.7 1 would like to see all« banks inform their customers of their
potential liability. It,is possible to do this in the literature
accompanying the card, and a number of banks have developed statements
which achieve this objective in a simple, straightforward manner. At
a minimum, announcements mailed by banks should reassure customers
that they ore not responsible for cards stolen before they are received.
Such announcements should specify what a customer®s maximum liability
is after acceptance of the card. OFf course, whether a bank actually
attempts to collect infrequently, if at all, iIs a decision for manage-

ment. But uncertainty on the part of the <-ustomer as to the potential



liability while not as susceptible to advance determination, 1is in
rather the same category as uncertainty about true interest rates.
In.any event, failure to disclose the terms of liability are no longer ..
tolerable standards of business conduct for card issuers.

The question of legislation has arisen on this issue, and
it may be helpful to restate the comments 1 made Iagf October on behalf
of the Board before the Subcommittee on Financial Institutions of the
Senate Committee on Banking and Currency. The Board felt as a matter of
principle (1) that the entire burden of lo$s arising frjm cards stolen
before being received by the customer should rest entirely on the issuer
and (2).after acceptance, the customer could become liable for losses
before the bank is informed, but the liability on the customer should
be liiritcd. The issuer is In a much better position to bear losses and
control them. In any event, the cuétomer should be clearly Informed of
his liability.

The Board believes that some legislation may be required

)

to clarify the liability question and to achieve uniformity of
treatment. IT appropriate legislation iIs enacted with respect to
customer liability, the major problem associated with unsolicited
mailing will be solved. To be effective and equitable, such legis-
lation should apply to other credit cards, including travel and
entertainment cards, gasoline company cards and so on, as well as to

bank credit cards. The .legislation might be at cither the State or
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Federal level. It Is not self-evident that a Federal law iIs needed —
although 1t may be. In states silch as Illinois which have laws on this
subject, the legislation has apparently had no adverse effects on the

banks® operations while helping clarify the position of the cardholder.

Ownership of Bank Credit Cards

It has been evident for quite some time that the vast majority
of consumers accept bank credit cards once they are received — although
they may acquire them through unsolicited mailings. Moreover, a sizable
proportion of those receiving such cards actually use them. In contrast,
verygfew potential bank custqmers seem prepared to initiate applications
for such cards.

To learn more about the extent of bank credit card ownership,

a question was included on the questionnaire used iIn the Federal Reserve
Board"s Survey of Consumer Awareness of Credit Costs conducted iIn June

of this year. This Survey, covering 5,150 households, was undertaken
mainly to provide a benchmark measure of consumer knowledge before the
Truth in Lending Law went into effect on July 1, 1969. Questions were
designed primarily to find out the extent to which consumers now know
abqyt the finance charges and ipterest rates on their various types of
consumer credit transactions. The interviewing was completed about July 1,

but processing of the complete results will not be finished for a month or so

In the meantime, preliminary data on the ownership of bank credit cards
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by education and income were developed on the basis of a random sub-
sample of },025 of the 5,150 responses in the Survey.* The results
are shown in Table 6. #

These®™ findings are by no means surprising. About one-quarter )
of the total respondents had a bank credit card. This proportion in-
creased steadily as the level of income and education rose. While only
one-sixth of respondents with grade school educations had bank®™ credit
cards, the proportion was 26 per cent for high school graduates and 32 —
per cent for college graduates. Among those with post graduate college

exper%ence, 48 per cent héa a bank credit'card, | ”

With respect to personal income, the same trend is evident.

Only 7 per cent of respondenté with incomes under $3,000 reported having
such a card. 1In the income range $5,000 - 7,999, only about one-fifth
of the households reported having a bank credit card. In the range
$10,000 - 14,999, the proportion was 31 per cent. For those with in-
comes over $15,000 the ratio reached 44 per cent.
- Again, this new evidel ce on the ownership of bank credit cards ..

reinforces the conclusions reached earlier: the American public taken

as a whole has accepted the credit card as a useful innovation iIn banking.
Use Patterns f i Economic Impact of Bank Credit Cards

It 1s becoming increasingly evident that credit extended through

* Sampling experts involved iIn the Survey have given assurance that the
proportions shown for this subsample probably will not be very much different
from those shown by the entire sample.



bank credit cards is being used as a substitute for some other forms of
credit. However, there iIs no evidence suggesting that the total amount
«—T7 * -

of bank credit extended to consumers has accelerated because -of-the spread-

ing use of cards. -
/

Credit card-banks were transacting a somewhat larger proportion
of fheir consumer instalment business through credit cérds at the end of
1968 than a year earlier. At the end of last year, about one-tenth of
their instalment credit was on credit cards, compared with slightly less

.ethan one-twelfth at the close of the preceding year. Nearly all of the
credit card receivables continue to arise from retail sales. In spite of
the fact that many plans offer cash advances, such transactions now account
for less than onc-sixth of all credit card lean volume and appear to be
declining in relative importance so far this year. (See Table 7.)

Consumer instalment credit has increased In recent
months, but not as a proportion of total bank loans. During the last
two years of rapid credit card growth, consumer instalment credit has
accounted for only one-seventh of the banks®™ total loan portfolio and
credit card receivables for less than one per cent. (See Table 8.) In
spite of the marked increase in credit card outstandings, total holdings
are sti;] too small relative to bofh consumer borrowing and total bank
borrowing to be of great significance In the recent expansion.

It appears that the increased use of bank credit cards has

lessened to some extent consumers® reliance on other types of credit



card plans. However, because of the aggregate nature (and seasonal
variablity) of data, i1t is difficult to pinpoint the degree of sub-
stitution that is taking place. Nevertheless, the avai lable s,tatistics
do seem to point in this direction. (See Table 9.) Puring the 18
months ending June 30 of this year, the amount outst;ndin& under bank
credit cards more than dougled, rising from $800 mi{Iion to $1.7 billion.
In contrast, consumer outlays financed by travel and entertainment cards
registered no grdwth at all. On a year-to-year bé;is (which partly
eliminates seasonal factors), department stors revolving credit outstand-
ing under credft card plans rose by about $200 mil’ion through the end.of.
last June. Retail charge accounts rose by $600 million between December
1967, and December 1968, but in the twelve months ending last June, the
increase was only $300 million. The year-to-year increase in the amount
outstanding under oil company credit cards was also about $200 million.
Thus far, there i1s no conclusive evidence that credit cards
have tended to raise prices. While the retailer is faced with an extra
,cost iIn the form of the merchant discount each time a credit card pur-
chase is made, 1t docs not follow that there is a net in?rease in costs
or that the purchase would have been made without a card. To the extent
Cﬁ?dft cards replace high-cost merchant-operated credit_plans, they reduce

costs; and to the extent they attract customers who wish to buy on credit,

they generate increased sales which may offset any iIncreases in costs.



Thus, although the evidence is admittedly not conclusive, it does suggest
that credit cards have not had — and at present magnitudes are not likely
to have -- any noticeable impact on general price levels.

There 1s also the question of whether individual consumers
might get deeply into debt because of easy credit extended through these
ﬁlans. Again it is difficult to point to.a quantitative conclusion. The
average line of credit extended under credit card plans is in the neigh-
borhood of"$350, This is not so high as to be a cause iIn itself of a
customer incurring excessive indebtedness. In addition, the credit
standards éim at ﬁiddle—income consumers who by and large can afford to
contract debt within the applicable limits. This is indicated also by the
preliminary tabulation from the Board"s Survey of Consumer Awareness of
Credit Costs mentioned above. While about one-fourth of the consumers
covered by this Survey reported having a bank credit card, nearly one-
half had incomes over $10,000, and only about one-tenth had incomes of
less than $5,000.

Finally, there is no evidence that the use of credit cards is
contributing substantially to inflationary pressures. Only a small part
of the growth iIn consumer credit in recent months can be attributed to
the expansion of bank credit card plans.

Evolving Structure of Credit Card Banking: Implications for Publfc Policy

The Federal Reserve®s study of bank credit cards published lost

year concluded that there was no reason to believe that the most widely-used



systems raised any serious questions under the antitrust laws. At that
time, the Department of Justice had initiated actions in a few cases
(involving potentially adverse effects on competition or requirements
that merchants limit their participation to one bank’s plan). But, in
general, there was no suggestion that serious antitrusé problems were on
the horizon. The same conclusion seems warranted today.

However, as the two national inferchange éystems for bank
credit cards continue to grow, the implications for antitrust policy may...
become more Important. As of last June 30, commercial banks which were
members of these two systems (BankAmericard and Interbank) held a total
of $1.5 billion of credit card outstandings (Table 10). This was
90 per cent of the total outstandings of $1.7 billion on that date!

*While the details differ somewhat between the two systems, the
scope of their activities is reasonably comparable. While Interbank has
enrolled a somewhat greater number of card-issuing banks, BankAmericard
(at least as of last June) seems to have enlisted a somewhat greater
proportion of the large banks. This 1Is suggested by the fact that the
amount of outstanding credit averaged $3.6 million for banks in the Bank-
Americard system, compared with $1.8 million for those in the Interbank
systgm-ﬂmThe number of agency banks (those which offer a credit card but
do not carry receivables on their own books) iIn the two systems was fairly

close — 2,900 for BankAmericard and 2,550 for Interbank. BankAmericard

member bonks had 22.9 million cardholder accounts, and Interbank members



had 20.5 million. The two systems had about the same number of merchant
members (450,000). The amount of outstanding credit totaled $660 million
for BankAmericard member banks and $900 million for those in Interbank.
The average amount outstanding per active account was virtually identical
fbr.banks associated with the.two organizations -- $185 for BankAmeriqard
and $180 for Interbank. *

It may be that the BankAméricard and Inte#bank systems soon
will have even more banks signed up. As this occur;, which seems likely
from the antitrust law standpoint, i1t would be important that the two
systems continue to remain open for new banks to join.

The'mere fact that the two iInterchange systems are attracting
more and more banks is not the critical question under present Federal
antitrust statutes, but rather how the iInterchange groups exercise the
power acquired, as It were, through "bigness It may be recalled that
the Associated Press (which also runs an iInterchange system) had antitrust
troubles In the 1940°s. These did not arise just because It was the news-
gathering agency for more than 1,200 subscribing member newspapers, but
because of unreasonable restrictions on admissions of new members and
othgr anticompetitive restrictions (such as exclusive dealing arrange-
ments) binding on the subscribing newspapers.

A question that thus far has been more theoretical than
practical is whether nonbank institutions should be able to join bank

credit card systems. The two major systems currently do not have non-

bank members.



During the preparation of the Federal Reserve"s bank credit
card study in 1967-68, the matter of "nonbar.k entry" was discussed, but
it was not* pressed. However, if small, nonbank credit cards find it
difficult to meet the competition of bank cards in the future, the question
of nonbank entry into nationwide interchange systems may take on some
importance. "

Whether credit card operations, especially those under Bank-
Americar 1 and Interbank, ought to be likened to public utilities has
occurred to some observers. Whether this IS a proper comparison remains
open. To begin with, in some respects the regulation of banking today is
much like public utility regulation, except for raté regulation. Aside from
usury and similar statutes, the permissible interest charges on loans are not
regulated. In addition,there appears to be no legal obligation for card-
issuing banks to serve all applicants for service iIn the sense that such
an obligation has developed in the public utility field for water
companies, telephone companies, and the like. Banks that have issued
credit cards -- including banks in national card interchange systems — are
individual competitive units. The sale of credit may be an indispensable
service, but at present it is not monopolized, although we may be moving
in the" direction of fewer banking institutions. The credit card device,

o
plus computers, may move us faster on that course than in earlier periods,

however .



While views on the matter may differ, as indicated above, some
might feel that the development and growth of credit card interchange
arrangements suggest the advisability of utility-type regulation. For
example, interstate bank credit card interchange systems might be made
expressly permissible but only under a Federal licensing procedure. “The
practices of any such system, including those of the card-issuing banks,
would be subject; to regulatory standards prescribed by the Federal licensing
authority, which might beiresponsible also for prescribing maximum per-

toikssible finance charges for card holders and maximum permissible discounts

.on other costs for merchants and other concerns participating in a card

with an interchange arrangement. Regulatory standards could be devised to
assure, among other things, the entry of new banks and acceptance of new

cardholders on equitable, nondiscriminatory bases.

The theory —— and reality — of such an approach, of course, would
depend on whether the bank credit card interchange arrangements were approach-
ing monopoly proportions. In this posture, the tendency for uniform
practices would seem to increase, as might the likelihood of operating
techniques not conducive to the public interest. Credit being virtually
an indispensable service, and the advantages of interchange arrangements
beigg what they are to the banks, their cardholders, and participating
businesses, at least some of the basic features for the application of a
utility-typo control would seem to be present.

As will be noted, such an approach as outlined generally above

ignores the gas and oil cards, the T and E cards, and other cards issued



by nonbanks. It will be a long time, if ever, before these cards
are displaced by bank cards. In the meantime, the Utility-type control

limited to bank card interchange syst ."might seem unfair and opposed

on this ground. .

e Briefly, however, it seems fair to conclude that, for the time
being, and so long as BankAmericard and Interbank operate as they do now,
it 1s unlikely that any antitrust issues will be raised. But, If either
of those two systems--or any other bank credit card plan, for that matter —
should initiate restrictive, anticompetitive arrangements, the antitrust
laws could be expected to be invoked. An example of such a restriction

mwould be that used one time by a bank which prohibited any merchant that
signed up with that bank’s card from signing up also with another credit
card issuer. This practice was stopped by a consent decree following an
antitrust challenge by the Department of Justice.

Finally, the key lesson is that banking institutions (or any
other group) possessing substantial market power must be especially alert
-t to act oppressively or unreasonably. So far, the existing interchange
systems for bank credit cards seem tobe meeting this standard of responsible

behavior.



