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REGULATION Z 

(12 eFR 226) 

Effective July 1, 1969 
Amended to March 23, 1977 t 

TRUTH IN LENDING * 

SECTION 226. I-AUTHORITY, SCOPE, 
PURPOSE, ETC. 

* (a) Authority, scope, and purpose. (1) This 
Part comprises the regulations issued by the 
Board of Governors of the Federal Reserve Sys
tem pursuant to Title I (Truth in Lending Act) 
and Title V (General Provisions) of the Con
.sumer Credit Protection Act, as amended (15 
U.S.C. § 1601 et seq.). Except as otherwise pro
vided herein, this Part, within the context of its 
related provisions, applies to all persons who are 
creditors, as defined in paragraph (s) of § 226,2, 
and in the case of consumer leases, as defined in 
paragraph (mm) of § 226.2, to all persons who 
are lessors, as defined in paragraph (00) 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 
information with respect to the cost of that credit 
which, in most cases, must be 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 be 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 also implements the provision of the 
Act under which a customer has a right in cer
tain circumstances to cancel a credit transaction 
which involves a lien on his residence. Advertis
ing of consumer credit and consumer lease terms 
must comply with specific requirements, and cer-

t The asterisks indicate those regulatory amendments 
adopted since October 28, 1975. . 

t This text corresponds to the Code of Federal Regu
lations, Title 12, Chapter II, Part 226, cited as 12 CFR 
226. 'rhe words "this Part," as used herein, mean Regu
lation Z. 

* Amended 3/23/77. 

1 

tain credit terms may not be advertised unless the 
creditor usually and customarily extends such 
terms. This Part also contains prohibitions against 
the issuance of unsolicited credit cards and limits 
on the cardholder's liability for unauthorized use 
of a credit card. In addition, this Part is designed 
to assist the customer to resolve credit billing dis
putes in a fair and timely manner, to regulate 
certain billing and credit card practices, and to 
strengthen the legal rights of consumers. This 
Part is also designed to assUre that lessees of 
personal property are given meaningful disclo
sures of lease terms, to delimit the ultimate lia
bility of lessees in leasing personal property and 
to require meaningful and accurate disclosures of 
lease terms in advertisements. Neither the Act nor 
this Part is intended to control charges for con
sumer credit, or interfere with trade practices 
excep' to the extent that such practices may be 
inconsistent with the purpose of the Act. 

** (b) Administrative enforcement. (1) As set 
forth more fully in section 108 of the Act, ad
ministrative enforcement of the Act and this Part 
with respect to certain creditors, credit card 
issuers and lessors is assigned to the Comptroller 
of the Currency, Board o.f Directors of the Fed
eral Deposit lnsurance. Corporation, Federal 
Home Loan Bank Board (acting directly or 
through the Federal Savings and Loan Insurance 
Corporation), Administrator of the National Credit 
Union Administration, Civil Aeronautics Board, 
Secretary of Agriculture, Farm Credit Adminis
tration, and Board of Governors of the Federal 
Reserve System. 

(2) Except to the extent that administrative 
enforcement is specifically committed to other 
authorities, compliance with th'e requirements im-

** Amended 3/23/77. 



§ 226.1 

posed under the Act and this Part will be en
forced by the Federal Trade Commission. 

* (c) Penalties and liabilities. Section 112 of the 
Act provides criminal liability for willful and 
knowing failure to comply with any requirement 
imposed under the Act and this Part. Section 134 
provides for criminal liability for certain fraudu
lent activities related to credit cards. Section 130 
provides for civil liability in individual or class 
actions for any creditor or lessor who fails to 
comply with any requirement imposed under 
chapter 2, chapter 4 or chapter 5 of the Act and 
the corresponding provisions of this Part. Section 
130 also provides creditors or lesfiors a defense 
against civil and criminal liability under sections 
130 and 112 for any act done or omitted in good 
faith in conformity with the provisions of this 
Part or any interpretation thereof by the Board, 
or with any interpretations or approvals issued by 
a duly authorized official or employee of the Fed
eral Reserve System, notwithstanding that after 
such act or omission has occurred, such rule, reg
ulation, interpretation or approval is amended, 
rescinded or otherwise determined to be invalid 
f'Or any reason. Section 130 further provides that 
a multiple failure to disclose in connection with a 
single account or single consumer lease shan per
mit but a single recovery. Section 115 provides 
for civil liability for an assignee of an original 
creditor or lessor where the ofiginal creditor Of 
lessor has violated the disclosure requirements and 
such violation is apparent on the face of the in
strument assigned, unless the assignment is invol
untary. Section 185(b) provides for civil liability 
under section 130 for any lessor who fails to com
ply with any requirement imposed under section 
184 to any person who suffers actual damage from 

, the violation. Pursuant to section 108 of the Act, 
violations of. the Act or this Part constitute viola
tions of other Federal laws which may provide 
further penalties. 

** (d) Issuance of interpretations. (1) Any re
quest for formal Board interpretation or official 
statT interpretation of Regulation Z must be ad
dressed to the Director of the Division of Con
sumer Affairs, Board of GoVernors of the Federal 
Reserve System, Washington, D.C. 20551. Each 

* Amended 7/30/76 nnd 3/23/77. 
*'" Added 7/30/76. 
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REGULATION Z 

request for interpretation must contain a complete 
statement, signed by the person making the re
quest or a duly authorized agent, of all relevant 
facts of the transaction or credit arrangement 
relating to the request. True copies of all pertinent 
documents must be submitted with the request. 
The relevance of such documents must, however, 
be set forth in the request and the documents 
must not merely be incorporated by reference. 
The request must contain an analysis of the bear
ing of the facts on the issues and it must specify 
the pertinent provisions of the statute and regu
lation. Within fifteen business days of receipt of 
the request, a substantive response will be sent to 
the person making the request or an acknowledg
ment will be sent which sets a reasonable time 
within which a substantive response will be given. 

(2) Any request for reconsideration of an offi
cial staff interpretation of Regulation Z must be 
addressed to the Secretary, Board of Governors 
of the Federal Reserve System, Washington, D.C. 
20551, within thirty days of the publication of 
such interpretation in the Federal Register. Each 
request for reconsideration must contain a state
ment setting forth in full the reasons why the per
son making the request believes reconsideration 
would be appropriate, and must specify and dis
cuss the applicability of the relevant facts, statute 
and regulations. Within fifteen business days of 
recei!Jt of stich request for reconsideration, a 
response granting or denying the request will be 
sent to the person making the request, or an 
acknowledgment will be be seot which sets a 
reasonable time within which such response will 
be given. 

(3) Pursuant to section ] 30(f) of the Act, the 
Board has designated the Director and other offi
cials of the Division of Consumer Affairs as 
officials "duly authorized" to issue, at their dis
cretion, official staff interpretations of this Part. 
This designation shall not be interpreted to in
clude authority to approve particular creditors' 
forms in any manner. 

(4) The type of interpretation issued will be 
determined by the Board and the designated offi
cials by the foHowing criteria: 

(0 Official Board interpretations will be is
sued upon those requests which involve. poten
tially controversial issues of general applicability 
dealing with substantial ambiguities in this Part 
and which raise significant policy questions. 
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(ii) Official staff interpretations will be issued 
upon those requests which, in the opinion of the 
designated officials, require clarification of tech
nical ambiguities in this Part or wbich bave no 
significant policy implications. 

(iii) Unofficial staff interpretations will be 
issued where the protection of section 130(f) of 
the Act is neither requested nor required, or where 
time strictures require a rapid response. 

SECTION 226.2-DEFINITIONS AND 
RULES OF CONSTRUCTION 

For the purposes of this Part, unlellS the context 
indicates otherwise, the following definitions and 
rules of construction apply: 

(a) "Accepted credit card" means any credit 
card which the cardholder has requested or ap
plied for and received, or has signed, or has 
used, Of has authorized another person to use for 
the purpose of obtaining money, property" labor, 
or services on credit. Any credit card issued in 
renewal of, or in sUbstitution for, an accepted 
credit card becomes an accepted credit card when 
received by the cardholder whether such card is 
issued by the same or a successor card issuer. 

(b) "Act" refers to the Truth in Lending Act 
(Title I of the Consumer Credit Protection Act). 

(c) -'Adeqillate notice" means a printed notice 
to a cardholder which sets forth the pertinent 
facts clearly and conspicL'ously so that a person 
against whom it is to operate could reasonably be 
expected to have noticed it and understood its 
meaning. 

* (d) "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-transaction literature or price tag which is 
delivered or made available to a customer or 
prospective customer or lessee or prospective 
lessee in any manner whatsoever. 

(e) "Agricultural purpose" means a purpose 
related to the production, harvest, exhibition, 
marketing, transportation, processing, or manu
facture of agricultural products by a natural per-

* Amended 3/23177. 
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son who cultivates, plants, propagates, or nurtures 
those agricultural products. "Agricultural prod
ucts" includes agricultural, horticultural, viticul
tural, and dairy products, livestock, wildlife, 
poultry, bees, forest products, fish and shellfish, 
and any products thereof, including processed 
and manufactured products, and any and all prod
ucts raised or produced on farms and any pro
cessed or manufactured products thereof. 

(f) "Amount financed" means the amount of 
credit of which r - customer wilIhave the actual ( 
use determined in accordance with paragraphs 
(c)(7) and (d)(l) of § 226.8. 

(g) "Annual percentage rate" means the an
nuaL percentage rate of finance charge determined 
in accordance with § 226.5. 

** (h) "Arrange for the extension of credit or 
for lease of personal property" means to provide 
or offer to provide consumer credit or a lease 
which is or will be extended by another person 
under a business or other relationship pursuant to 
which the person arranging sllch credit or Jease 

(1) Receives or will receive a fee, compensa~ 
tion, or other consideration for sllch service, or 

(2) Has knowledge of the credit or lease terms 
and pallicipates in the preparation of the contract 
documents required in connection with the exten
sion of credit or the lease: 
It does not include honoring a credit card or 
similar device where no finance charge is imposed 
at the time of that transaction. 

(i) "Billing cycle" means the time interval be
tween regular periodic billing statement dates. 
Such intervals may be considered equal intervals 
of time un1ess a billing date varies more than 4 
days from the regular date. 

0) "Billing error" means: 
(1) A reflection on or with a periodic state

ment of an extension of credit which (i) was not 
made to the customer, or (ii) was made to a per
son who did not have actual, implied, or appar
ent authority of the customer to use the account 
and from which use the cllstomer received no 
benefit, or (iii) if made, was misidentified, insuf
ficiently identified, or was not in the amount 
indicated or on the date specified on· 01.' with the 
periodic statement, or 

(2) A reflection on a periodic statement of an 
extension of credit or indebtedness for which the 

** Amended ~/23/77. 
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customer requests explanation or clarification, in
cluding requests for copies of documentary evi
dence of the indebtedness reflected thereon, or 

(3) A reflection on a periodic statement of an 
extension of credit for property or services not 
accepted by the customer or his designee, or not 
delivered to the customer or his designee in ac
cordance with any agreement made in connection 
with the transaction,J. or 

(4) Any failure to properly reflect, on a pe
riodic statement, a payment or other credit to the 
customer's account, or 

(5) A computational error or similar error of 
an accounting nature made by the creditor on a 
periodic statement, including errors in computing 
finance charges, late payment charges, or other 
charges, or 

(6) A failure to mail or deliver a customer's 
periodic statement to his current designated ad
dress, if the creditor has received notification of 
any change of address at least 10 days prier to 
the closing date of the billing cycle for which the 
periodic statement was incorrectly mailed or de
livered. 

(k) "Board" refers to the Board of Governors 
of the Federal Reserve System. 

(I) "Card issuer" means any person who issues 
a credit card, or the agent of such person with 
respect to such card. 

(m) "Cardholder" means any person to whom 
a credit card is issued for personal, family, house
hold, agricultural, business, or commercial pur
poses, or any person who has agreed with the 
card issuer to pay obligations arising from the is
suance of a credit card to another person for such 
purposes. 

(n)! "Cash price" means the price at which the 
creditor offers, in the ordinary course of business, 
to sel! for cash the property c,r services which are 
the subject of a consumer credit transaction. It 
may include .the cash price of accessories or ser
vices related to the sale such as delivery, installa
tion, alterations, modifications, and improvements, 
and may include taxes to the extent imposed on 

1 The delivery of property or services different from 
that described in any agreement, .the delivery of the 
wrong quantity, late delivery, or delivery to the wrong 
locati?n shall be considered to be a billing error subject 
to thIS paragraph, but any dispute with respect to the 
quality of pro.perty in the physical possession of the cus
tomer or services performed for the customer shall not 
be considered to be a billing error under this paragraph. 
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the cash sale, but shall not include any other 
charges of the types described in § 226.4. 

(0) "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. 

(p) "Consumer credit" means credit offered 
or extended to a natural person, in which the 
money, property, or service which is the subject 
of the transaction is primarily for personal, fam
ily, household, or agricultural purposes. "Con
sumer loan" is one type of "consumer credit." 

(q) "Credit" means the right granted by a 
creditor to a customer to defer payment of debt, 
incur debt and defer its payment, or purchase 
property or services and defer payment therefor. 
(See also paragraph (jj) of this section.) 

(r) "Credit card" means any card, plate, cou
pon book, or othr-r single credit device existing 
for the purpose at being used from time to time 
upon presentation to obtain money, property, 
labor, or services on credit. 

(s) ",Creditor" means a person who .in the or
dinary course of business regularly extends or ar
ranges f'Jr the extension of !:onsumer credit, or 
offers to extelld or arrange for the extension of 
such credit, which is payable by agreement in 
more than hur instalments, or for which the 
payment of a finance charge is or may be re
quired, whether in connection with loans, sales of 
property or services, or otherwise. For purposes 
of the requirements of §§ 226.7(a)(6), (7), (8), 
and (9); 226.7(b)(1)(i), (ii), (iii), {ix) , and 
(x); 226.7(b)(2); 226.7(c), (d), (f), {g), {h), 
and (i); 226.13; and 226.14, the term "creditor" 
shall also include card issuers, whether or not the 
payment of a finance charge is or may be re
quired. For purposes of the requirements .of 
§§ 226.4~1) and 226.13(k) the term "creditor" 
shall include any person who honors a credit card. 

(t) "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 in
volved and it is agreed that the bailee or lessee 
will become, or for no other or for a nominal 
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consideration has the option to become, the 
owner of the property upon full compliance with 
his obligations under the contract. 

(u) "Customer" means (1) a cardholder or 
(2) a natural person to whom consumer credit is 
offered or to whom it is or will be extended, and 
includes a comaker, endorser, guarantor, or sur
ety for such natural person who is or may be ob
ligated to repay the extension of consumer credit. 

(v) "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. 

(w) "Finance charge" means the cost of credit 
determined in accordan::e with § 226.4. 

(x) "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 in
stalments; and (3) a finance charge may be com
puted by the creditor from time to time on an 
outstanding unpaid balance. For purposes of the 
requirements of §§ 226.7(a)(6), (7), (8), and 
(9); 226.7(b)(1)(i), (ii), (iii), (ix), and (x); 
226.7(b)(2); 226.7(c), (d), (f), (g), (h), and (i); 
226.13 (i), CD, and (k); and 226.14, the term 
includes consumer credit extended on an account 
by use of a credit card, whether or not a finance 
charge may be imposed. The term does not in
clude negotiated advances under an open end real 
estate mortgage or a letter of credit. 

(y) "Organization" means a corporation, trust, 
estate, partnership, cooperative, association, gov
ernment, or governmental subdivision, agency, or 
instrumentality. 

(z) I'Period" means a day, week, month, or 
other subdivision of a year. 

(aa) "Periodic rate" means a percentage rate 
of finance charge which is or may be imposed by 
a creditor against a balance for a period. (See 
also § 226.5(a)(3).) 

(bb) "Person" means a natural person or an 
organization. 

(cc) "Proper written notification of a hilling 
error" is any written notification (other than no~ 
tice ana payment medium or other material ac
companying the periodic statement if the creditor 
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so stipUlates in the disc1Qsure required by 
§ 226.7(a)(9), {d), and (i» received at the ad
dress disclosed under § 226.7(b)(1)(x) within 60 
days of the first mailing or delivering to the cus
tomer's current designated address (as required in 
§ 226.7(b» of the periodic statement on which 
the disputed item(s) or amount(s) is reflected in 
which the customer 

(1) Sets forth or otherwise enables the credi
tor to identify the name and account number (if .' 
any) of the customeJ.', 

(2) Indicates the customer's belief that the pe
J.'iodic statement contains a billing error and the 
suspected amount of such error, and 

(3) Sets forth the reasons for such belief, to 
the extent applicable or known by the customer. 

(dd) "Real property" means property which is 
real property under the law of the State in which 
it is located. 

(ee) "Real property transaction" means an ex
tension of credit in connection with which a se
curity interest in real property is or will be re
tained or acquired. 

(ff) "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. 

(gg) "Security interest" and "security" means 
any interest in property which secures payment 
or performance of an obligation. The terms in
clude, but are not limited to, security interests 
under the Uniform Commercial Code, real prop
erty mortgages, deeds of trust, and other consen
sual or confessed liens whether or not recorded, 
mechanic's, materialmen's, artisan's, and other 
similar liens, vendor's liens in both real and per
sonal property, the interest of 'a seUer in a con
tract for the sale of real property, any lien on 
property arising by operation of law, and any in-. 
terest in a lease when used to secure payment or 
performance of an obligation. --. 

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

(li) 'iUnauthorizerl use" means the Use of a 
credit card by a person other than the cardholder 

(1) who does not have actual, implied, or ap
parent authority for such use, and 

(2) from which the cardholder receives no 
benefit. 

-~\-
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* OJ) Unless the context indicates otherwise, 
"credit" shall be construed to mean "consumer 
credit," "loan" to mean "consumer loan," "trans
action" to mean "consumer credit transaction," 
and "Jease" to mean "consumer lease." 

"(kk) A transaction shall be considered con~ 
summated at thl! time a contractual relationship is 
created between a creditor and a customer or a 
lessor and lessee irrespective of the time of per
formance of either party. 

(II) Captions and catch lines are intended solely 
as aids to convenient reference, and no inference 
as to the intent of any provision of this Part may 
be drawn from them. 

*.~ (0101) HConsumer lease" means a contract in 
the form of a bailment or lease for the use of 
personal property by a natural person primarily 
for personal, family or household purposes, for 
a period of time exce'eding four months, for a 
total contractual obligation not exceeding $25,000, 
whether or not the lessee has the option to pur
chase 0).'" otherwise become the owner of the prop
erty at the expiration of the lease. It does not 
inclUde a leas!! which meets the definition of a 
credit sale in § 226.2(t), nor does it include a lease 
for agricultural, business or commercial purposes 
or one made to an organization. 

** (nn) "Lessee" means a natural person who 
leases under, or who is offered a consumer lease. 

,~* (00) "Lessor" means a person who in the 
ordinarv course of husiness regularly leases, offers 
to leas~ or arranges for the leasing of personal 
property under a consumer lease. 

** (pp) "Personal property" means any property 
which is not real property under the law of the 
State where it is located at the time it is offered or 
made available for lease. 

** (qq) ''Realized value" means (1) the price re
ceived by the lessor for the leased property at 
disposition, (2) the highest offer for disposition, 
or (3) the fair market value at the end of the 
lease term. 

** (rr) "Total lease obligation" equals the total 
o.f (1) tbe scheduled periodic payments under the 
lease, (2) any nonrefundable cash payment re
quired of the lessee or agreed upon by the lessor 
and lessee or any trade-in allowanceinade at con~ 
summation and (3) the estimated value of the 
leased property nt the end of the lease term. 

.. Amended 3/23/77 
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**(ss) "Value at consummation" equals the cost 
to the lessor of the leased property including, if 
applicable, any increase or markup by the lessor 
prior to consummation. 

SECTION 226.3-EXEMPTED 
TRANSACTIONS 

This Part does not apply to the following: 
(a) Business or governmental credit. Extensions 

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

(b) Certain transactions in security or com
modities accounts. Transactions in securities or 
commodities accounts with a broker-dealer regis
tered with the Securities and Exchange Commis
sion. 

(c) Non-real property credit over $25,000. 
Credit transactions, other than real property trans
actions, in which the amount financed la 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 
facilities, if the charges for such public utility 
services, 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 
subdivision thereof. 

(e) Agricultural credit transactions. Credit 
transactions primarily for agricultural purposes, 
including real property transactions, in which the 
amount financedlb 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. 

*~( (f) Certain lease transactions. Lease trans
actiofiS of personal property which are incident to 

In For thi~· purpose, the amount financed is the amount 
which is required to be disclosed under§ 226.8(c)(7), 
or (d)(l), as applicable, or would be so required if the 
transaction were subject to this Part. 

III For this purpose, the amount financed is the amount 
which is n;quired to be disclosed under § 226.8(c)(7), 
or (d)(l), as applicable, or would be so required if the 
transaction were subject to this Part. 

** Added 3/23/77 . 
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the lease of real property and which provide that 
(1) the lessee has no liability for the value of the 
property at the end of the lease term except for 
abnormal wear and tear, and (2) the lessee has 
no option to purchase the leased property. 

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 deter
mined as the sum of all charges, payable directly 
or indirectly by the customer, and imposed di
rectly or indirectly by the creditor as an incident 
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 cus
tomer to the creditor or to a third party, including 
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.2 

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

(4) Fee for an appraisal, investigation, or credit 
report. 

(5) Charges or premiums for credit life, acci
dent, health, or loss of income insurance, written 
in connection with· 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 cus~\Jmer desiring such insurance 
coverage gives specifically dated and separately 
signed affirmative written indication of such de
sire after receiving written disclosure to him of 
the cost of such insurance. 

• These charges include any charges imposed by the 
creditor in connection with a checking account to the ex
tent 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. 

3 A policy of insurance owned by the customer, which 
is assigned to the creditor or otherwise made payable to 
the creditor to satisfy it requirement imposed' by the 
creditor, is not insurance "written in connection with" a 
credit transaction if the policy was· 'not purchased by the 
cllstomer for the purpose of being llsed in connection 
with that extension of credit. 
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(6) Charges or premiums fer insurance, writ
tcn in connection with>} any credit transaction, 
against Joss of or damage to property or against 
liability arising out of the ownership or use of 
property, unless a .. ;lear, conspicuous, and specific 
statement in writing is furnished by the creditor 
to the customer setting forth the cost of the in
surance if obtained from or through the creditor 
and stating that the customer may choose the 
person through which the· insurance is to be 
obtained.s 

(7) Premium or other charge for any other 
guarantee or insurance protecting the creditor 
against 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. 

(b) Itemized charges excludable. If itemized 
and disclosed to the customer, any charges of the 
following types need not be included in the 
finance charge: 

(1) Fees and charges prescribed by law which 
actuaily are or wiU 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 insurance 
in lieu of perfecting any security interest other
wise 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 othe(wise be 
payable. 

(3) Taxes not included in the cash price. 
(4) License, certificate of title, and registration 

fees imposed by law. 
(c) Late payment, delinquency, default, and 

reinstatement charges. A. late payment, delin
quency, default, reinstatement, or other such 

4 A poli~f insurance owned by the customer, which 
is assigned to the creditor or otherwise made payable to 
the creditor to satisfy a requirement imposed by the 
creditor, .is not insurance "writte:t1 in connection with" a 
credit transaction if the policy was not purchased by the 
customer for the purpose of being used in connection 
with tbat extension of credit. 

"A cIcditor's res.:rvation or exercise of the right to re
fuse. to accept an insurer offered by the customer, for 
reasonable calise, does not require inclusion of the pre
mium in the finance charge. 
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charge is not a finance charge if imposed for ac
tual 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. 

(e) Excludable charges, real property transac
tions. The following charges in connection with 
any real property transaction, provided they are 
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: 

(1) Fees or premiums for title examination, 
abstract of title, title insurance, or similar pur
poses 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 pay
ments of taxes, insurance, and water, sewer, and 
land rents. 

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

(5) Appraisal fees. 
(6) Credit reports. 
(f) Prohibited offsets. Interest, dividends, or 

other income received or to be received by the 
customer on deposits or on investments in real or 
p~'.'sonal property in which a creditor holds a se
curity interest shall not be deducted from the 
amount of the finance charge or taken into con
sideration in computing the annual percentage 
rate. 

(g) Demand obligations. Obligations other 
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 pur
pose of c "',puting the amount of the finance 
charge and the annual percentage rate, except 
that where such an obligation is alternatively pay
able upon a stated maturity, the stated maturity 
shall be used for the purpose of. such computa
tions. 

(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-
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tending over the period of time the creditor will 
require the customer to maintain such insurance. 
For this purpose, rates and classifications applica
ble at the time the credit is extended shall be ap
plied 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 clas
sifications shall be used to the extent appropriate. 

(i) Discounts for payments in cash. (1) Not
withstanding any other provision of this section, 
a discount which a creditor offers, allows, or other
wise makes available for the purpose of induc
ing paymems for a purchase by cash, check, or 
similar means rather than by use of an open end 
credit card account, whether or not a credit card 
is physically used, is not a finance charge, Pro
vided that: 

(i) Such discount does not exceed 5 per 
cent when con.puted or expressed as a percentage 
of the tag, posted, or advertised price of the 
property or services which are the subject of fun 
trans~ction, 

(ii) SUl.:' discount is available to all pro
spective buyers, whether or not they are card
holders, and such fact is clearly and conspicu
ously disclosed by a sign or display posted at or 
near each public entrance to the seller's place of 
business wherein such discount is offered, and at 
all locations within the place of business where a 
purchase Lay be paid for, and 

(iii) If an offer of property or services is 
advertised in any medium or jf offers are invited 
or accepted through the mail, over the telephone, 
or by means other than' personal contact between 
the customer and the creditor offering such a dis
count, and if customers are allowed to pay by 
use of a credit card or its underlying account and 
SUGh fact is disclosed in the advertisement, tele
phone contact, or in other correspondence, the 
lwailability of a discount for payments in cash 
must be clearly and conspicuously disclosed in 
any advertisement for such offerings and, in any 
case, before the transaction has been completed 
by use of the credit card or its underlying ac·· 
count. 

(2) With respect to any such discount for 
cash which is greater than 5 per cent, the total 
amount of such discount shall constitute a 
finance charge under § 226.4(a) to '1e disclosed 
in accordance with § 226.7(e). 
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(3) The availability of any discount may be 
limited by the creditor offering such discount to 
certain types of property or services or to certain 
outlets maintained by that creditor provided that 
such limitations are clearly and conspicuously dis
closed. 

(4) Notwithstanding anything contained in the 
foregoing paragraph to the contrary, any amount 
added to the tag, posted, or advertised price of 
property or services offered by a creditor which 
is imposed by such creditor as a condition or 
consequence of the use of the credit card with re
spect to a transaction involving such property 
and services, shall be a finance charge subject to 
the requirements of this section and § 226.7(e). 

SECTION 226.5--DETERMINATION OF 
ANNUAL PERCENTAGE RATE 

(a) General rule-open end credit accounts. 
The annual percentage rates for open end 

credit accounts shall be computed so as to permit 
disclosure with an accuracy at least to the nearest 
quarter of 1 per cent. Such rate or rates shall be 
determined in accordance with § 226.7(a)(4) 
for purposes of disclosure before opening an ac
count, § 226.10(c)(4) for purposes of advertis
ing, and in the following manner for purposes of 
disclosure on periodic statements: 

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

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

(ii) at the creditor's option, if the finance 
charge is the result of the application of two or 
more periodic rates, by dividing the, tutal finance 
charge for the billing cycle by the sum of the 
balances to which the periodic rll'·;;s were applied 
and multiplying the f"!.uotient (expressed as a per
centage) by the number of billing cycles in a 
year. 

(2) Where the creditor imposes all periodic 
finance charges in amounts based on specified 
ranges or brackets of balances, the periodic rate 
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 annual percentage rate shall be determined by 
multiplying that periodic rate (expressed as a per-
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centage) by the number of periods in a year. 
Such ranges or brackets of balances shall be sub
ject to the limitations prescribed in subdivision 
(iv) of paragraph (c)(2) of this section. 

(3) Where the finance charge imposed during 
the billing cycle is or includes 

(i) any minimum, fixed, or other charge not 
due to the application of a periodic rate, other 
than a charge with respect to any specific trans
action during the billing cycle, by dividing the 
total finance charge for the billing cycle by the 
amount of the balance(s) to which applicable 
and multiplying the quotient (expressed as a per
centage) by the number of hilling cycles in a 
year; or 

(ii) any charge with respect to any specific 
transaction during the billing cycle (even if the 
total finance charge also includes any other mini
mum, fixed, or other charge not due to the appli
cation of a periodic rate), by dividing the total 
finance charge imposed during the billing cycle 
by the total of all balances and other amounts on 
Which any finance charge was imposed during the 
billing cycle without duplication and multiplying 
the quotient (expressed as a percentage) by the 
number of hilling cycles in a year;5a except that 
the annual percentage rate shall not be less than 
the largest rate determined by multiplying each 
periodic rate imposed during the billing cycle· by 
the number of periods in a year; or 

(iii) any minimum, fixed, or other charge 
not due to the application of a periodic rate and 
the total finance charge imposed during the bill
ing cycle does not exceed 50 cents for a monthly 
oc longer billing cycle, or the pro rata part of 50 
cents for a billing cycle shorter than monthly, at 
the creditor's option, by multiplying each applica. 
ble periodic rate by the number of periods in a 
year, notwithstanding the provisions of subdivi. 
sions (i) and (li) of this subparagraph. 

(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 be 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 at least to the nearest quarter of 1 per 
cent. The mathematical equation and technical 

.R See p. 10 for footnote. 
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instructions for determining the annual percentage 
rate in accordance with the requirements of this 
paragraph are set forth in Supplement I to Regu
lation Z which is incorporated in this Part by 
reference. Supplement I to Regulation Z may 
be obtained from any Federal Reserve Bank 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 if the 
amount of a payment is insufficient to pay the 
accumulated finance charge, the unpaid accumu
lated 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 Z 
Annual Percentage Rate Tables produced by the 
Board may be used to determine the annual per
centage rate, and any such rate determineJ from 
these tables in accordance with instructions c..on
tained therein will comply with the requirements 

~"In dete,mining the denominator of the fraction under 
§ 226.5(a)(3)(ii) no amount will be used more than once 
when adding the sum of the balances to which periodic 
rates apply to the sLIm of the amounts financed to which 
specific transaction charges apply. In every case the fu1l 
amount of transactions to which specific transaction 
charges apply sha1l be included in the denominator. Other 
balances or parts of balances sha1l be included according 
to (he manner of determining the balance to which a 
periodic rate is applied, as illustrated in the following 
examples of accounts on monthly billing cycles: 

1. Previous balance-none. 
A specific transaction of $100 occurs on first day of 

the billing cycle. The average daily balance is $100. A 
specific transaction charge of 3 % is applicable to the 
specific transaction. The periodic rate is 11;2 % applica
ble to the average daily balance. The numerator is the 
amount of the finance charge, which is $4.50. The de
nominator is the amount of the transaction (which is 
$100), plus the amount by which the balance to which 
the periodic' rate applies exceeds the amount of specific 
transactions (such excess in this case is 0), totaling $100. 

The annual pe~ccntage rate is the quotient (which is 
4.5%) multiplied by 12 (the number of months in a 
year), i.e., 54%. 

2. Previous balance-$IOO. 
A specific transaction of $100 occurs at midpoint of 

the billing cycle. The average daily balance is $150. A 
specific transaction charge of 3 % is applicable to the 
specific transaction. The periodic r!lte is 11;2 % applicable 
to theavernge daily balance. The nUnierator is the 
amount of finance charge which is $5.25. The denomina
tor is the amount of the transaction (which is $100), 
plus the amount by which the balance to which the pe-
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of this section. Volume I contains table FRB-
100-M covering 1 to 60 monthly payments, table 
FRB-200-M covering 61 to 120 monthly pay
ments, table FRB-300-M covering 121 to 480 
monthly payments, and table FRB-l OO-W cover
ing 1 to 104 weekly payments. Volume I also con
tains instructions for use of the tables in regular 
transactions and most irregular transactions which 
involve only odd first and final payments and odd 
first payment periods. Volume II contains factor 
tables and instructions for their use in connection 
with the tables in Volume I in the computation 
of annual percentage rates in any type of irregu
lar payment or payment period transaction and 
in transactions involving multiple advances. Each 
volume is available from the Board in Washing
ton, D.C., 20551, and 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 
annual percentage rate provided: 

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

(li) It bears the name and address of the per-

riodic rate applies exceeds the amounts of specific trans
actions (such excess in this case is $50), totaling $150. 

As explained in example 1, the annual percentage rate 
is 3.5% X 12 = 42%. 

3. If, in example 2, the periodic rate applies only to 
the previous balance, the numerator is $4.50 and [he de
n.'Jminator is $200 (the amount of the transaction, $100, 
plus the balance to which only the periodic rate is appli
cable, the $100 previous balance). As explained in exam
ple 1, the annllal percentage rate is 2.25% X 12 := 
27%. 

4. If, in example 2, the periodic rate applies only to 
an adjusted balance (previous balance less payments and 
credits) and the customer made a paymellt of $50 at 
midpoint of billing cycle, the numerator is $3.75 mId the 
denominator is $150 (the amount of the transaction, 
$100, plus the balance to which only the periodic rate is 
applicable, the $50 adjusted balance). As explained in 
example '1, the annual percentage rate is 2.5% X 12 = 
30%. 

5. Previous balance-$100. 
A specific transaction (check) of $100 occurs at 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 11;2 % 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 applica
tion of the periodic rate. The denominator is the full 
amount of the specific transaction (which is $100) plus 
the amount by which tne average daily balance exceeds 
the amount of the specific transaction (which in this. case 
is $50), totaling $150. As explained in example 1, the 
annual percentage rate would be 1~% X 12 = 20%. 
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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 pro
duced with like numerical content and configura
tion and, if prepared for use in connection with 
irregular transactions, an 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 disc10ses the amount of the finance 
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 aU balances within a specified 
range or bracket of balances, and provided further 
that if the annual percentage rate determined on 
the median balance understates the annual per
centage 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 filat range or bracket shall be 
computed upon any balance lower than the 
median balance within that range so that 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 disclosllre of the 
amollnt of a finance charge or an annual percent~ 
age 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 per
son responsible for its production and its identi
fication number. 

(d) Minor irregularities. In determining the 
annual percentage rate a creditor may, at his op
tion, consider the payment irregularities set forth 
in this paragraph as if they were regular in 
amount or time, as applicable, provided that the 
transaction to which they relate is otherwise pay~ 
able in equal instalments scheduled at equal inter
vals. 
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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: 

(i) 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 which 
the finance charge begins to accrue and the date 
the first payment is due is 110t less than 5 days for 
an obligation otherwise payable in weekly instal
ments, not Jess than 10 days for an obligation 
otherwise payable in biweekly or semimonthly in
stalments, or not less than 20 days for an obliga
tion 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, either or both of 
the following: 

(1) 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 1s due is not less than <5 days for 
an obligation otherwise payable in weekly instal
ments, not less than 12 days for an obligation 
otherwise payable in biweekly or semimonthly in
stalments, or not less than 25 days for an obliga~ 
tion other ..... e payable in monthly instalments. 

(e) Approximation of annllal 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 oth.:~· .' J~l.P 
open end credit by a method other than those pre
scribed jn 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 



§ 226.6 

(c) of this section does 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 ntle. The disclosures 
required to be given by this Part shall be made 
clearly, conspicllously, in meaningful sequence, in 
accordance with the further requirements of this 
section, and at the time alld in the terminology 
prescribed in applicable sections. Except with re
spect to the requirements of § 226.10, where the 
terms "finance charge" and "annual percentage 
rate" are required to be used, they shall be 
printed more conspicuously than other terminol
ogy required by this Part and all numerical 
amounts and percentages shall be stated in figures 
and shall be printed in not less than the equiva
lent of 10 point type, .075 inch computer type, 
or elite size typewritten numerals, or shall be 
legibly handwritten. 

(b) Inconsistent State requirements. (I) With 
respect to the requirements of thi., Part, State law 
is inconsistent with the requirements of the Act 
and this Part, wiiilin the meaning of section 
111(a) of the Act to the extent that it: 

Ci) Requires a creditor to make disclosures 
or take actions different from the requirements of 
this Part with respect to form, content, terminol
ogy, or time of delivery; 

Oi) Requires disclosure of the amount of 
the finance charge determined in any manner 
other than that prescribed in § 226.4; or 

(iii) Requires disclosure of the annual per
centage rate of the finance charge determined in 
any manner other than that prescribed in § 226.5. 

(2)(i) A State law with respect to credit bill
ing practices which is similar in nature, purpose, 
scope, intent, effect, or requisites to the provisions 
of sections 161 or 162, or both, of the Act is incon
sistent with the Act and this Part within the mean
ing of section 171 (a) of the Act, and is preempted, 
if it provides procedures or imposes rights or 
responsibilites upon either customers or creditors 
which are different from those required by sections 
161 or 162) 'or both, of the Act and their imple
menting provisions in this Part; except that, any 
such State law which allows a customer to make 
inquiry concerning an open end credit account and 
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imposes upon the creditor an obligation to respond 
to such an inquiry after the time allowed in this 
Part for the customer to submit a proper written 
notification of a billing error shall not be pre
empted as to any situation in which the time 
period for making a proper written notification of 
a billing error as provided in this Part has expired. 

(ii) A State law which is similar in nature, 
purpose, scope, intent, effect, or requisites to a sec
tion of chapter 4 of the Act other than sections 
161 or 162 is not inconsistent with the Act or this 
part within the meaning of section 171(a) of the 
Act if the creditor can comply with the State law 
without violating this Part. If the creditor cannot 
comply with a State law without violating a pro
vision of this Part which implements a section of 
chapter 4 of the Act other than sections 161 or 
162, such State law is inconsistent with the re
quirements of the Act and this Part within the 
meaning of section 171(a) of the Act and is pre
empted. 

(iii) A State law which requires disclosure or 
notification to customers of provisions of State law 
which are inconsistent with chapter 4 of the Act 
and its implementing provisions in this Part within 
the meaning of section 171(a) of the Act is incon
sistent with the Act and this Part within the mean
ing of sections 111 (a) and 171 (a) of the Act, and 
the creditor shall not make such a disclosure or 
provide such a notice. When a creditor gives writ
ten notice to a customer of the customer's rights 
under any provision of State law which would 
permit a customer to inquire concerning an open 
end credit account after the time period allowed 
in this Part for submission of a proper written 
notification of a billing error has expired, the 
creditor shall clearly and conspicuously set forth 
in the notice that reliance upon the longer time 
period available under State law may result in the 
customer losing important rights which could be 
preserved by acting more promptly under Federal 
law and that the State law provisions only become 
operative upon the expiration of the time period 
provided by this Part for SUbmitting a proper writ
ten notification of a billing error. If such a dis
closure is made on the same side of a sheet of 
paper as the disclosures required by § 226.7(a), 
Cd), and (1) of this Part, such State disclosures shall 
appear separately and below the disclosures re
quired by § 226.7(a), (d), and (i) of this Part; the 
discl08ures required by § 226.7(a), Cd), and (i) 
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shalt be clearly and conspicuously identified by a 
heading indicating they are made in compliance 
with Federal law and the disclosures of State law 
shall appear separately and below a conspicuous 
demarcation line. 

(iv) A State, through its Governor; Attorney 
General, or other appropriate official having prim
ary enforcement or interpretive responsibilities for 
its credit billing practices law, may apply to the 
Board for a determination that the State law offers 
greater protection to customers than a comparable 
provision(s) of chapter 4 of the Act and its imple
menting provision(s) in this Part, or is otherwise 
not inconsistent with chapter 4 of the Act and this 
Part, or for a determination with respect to any 
issues not clearly covered by § 226.6(b)(2)(i), (ii), 
and (iii) as to the consistency or inconsistency of 
a State law with chapter 4 of the Act or its im
plementing provisions in this Part. 

* (3)(i) A State law which is similar in nature, 
purpose, scope, intent, effect or requisites to a sec
tLOn of chapter 5 of the Act is not inconsistent 
with the Act or this Part within the meaning of 
section 186(a) of the Act if the lessor can comply 
with the State law without violating this Part. If a 
lessor cannot comply with a State law without 
violating a provision of this Part which implements 
a section of chapter 5 of the Act, such State law 
is inconsistent with thc requirements of the Act 
and this Part within the meaning of section 186(a) 
of the Act and is preempted. 

(ii) A State, through its Governor, Attorney 
General, or other appropriate official having prim
ary enforcement or interpretative responsibilities 
for its consumer leasing law, may apply to the 
Board for a determination that the State law offers 
greater protection and benefit to lessees than a 
comparable provision(s) of chapter 5 of the Act 
and its implementing provision(s) in this Part, or 
is otherwise not inconsistent with chapter 5 of the 
Act and this Part, or for a determination with re
spect to any issues not clearly covered by 
§ 226.6(b)(3)(i) as to the consistency or incon
sistency of a State Jaw with chapter 5 of the Act 
or its implementing provisions in this Part. 

** (c) Additional information. At the creditor's 
Or lessor's option, additional information or ex
planatic::!f: Dlay be supplied with any disclosure re-

* Added 3/23/77. 
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quired by this Part, but none shall be stated, 
utilized, or placed so as to mislead or confuse the 
customer or lessee or contradict, obscure, or detract 
attention from the information required by this 
Part to be disclosed. Any creditor or lessor who 
elects to make disclosures specified in any provi
sion of State law which, under paragraph (b) 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, 

(ii) Disclosures required by this Part are iden
tified by a clear and conspicuous heading indicat
ing that they are made in compliance with Federal 
law, and 

(iii) All inconsistent disclosures appear sep
arately and below a conspicuous demarcation line, 
and are identified by a clear and conspicuolls 
heading indicating that the statements made there
after are inconsistent with the disclosure require
ments of the Federal Truth in Lending Act or the 
Federal Consumer Leasing Act. 

** (d) MuHiple creditors or lessors; joint dis
closure. If there is more than one creditor or lessor 
in a transaction, each creditor or lessor shall be 
clearly identified and shaH be responsible for mak
ing only those disclosures required by this Part 
which are within 11is knowledge and the purview of 
his relationship with the customer or lessee. If two 
or more creditors or lessors make a joint dis
closure, each creditor 0.1' lessor shall be clearly 
identified. The disclosures required under para
graphs (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 
or paragraph (b) of § 226.15. 

** (e) MuItiple customers or lessees; disclosure 
to one. In any transaction other than a credit 
transaction which may be. rescinded under the pro
vIsions of § 226.9, if there is more than one cus
tomer or lessee, the creditor or lessor need furnish 

** Amended 3/23/77. 
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a statement of disclosures required by this Part to 
only one of them other than an endorser, co
maker, guarantor, or a similar party, 

.., (f) Unknown information estimate. If at the 
time 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 or lessor 
and the creditor or lessor has made a reasonable 
effort to ascertain it, the creditor or lessor may use 
an estimated amount or an approximation of the 
information, provided the estimate or approxima
tion is clearly identified as such, is reasonable, is 
based on the best information available to the 
creditor or lessor and is not used for the purpose 
of circumventing or evading the disclosure re
quirements of this Part. 
Notwithstanding the requirement of this para
graph that the estimate be based on the best infor
mation available, a lessor is not precluded in a 
purchase option lease from understating the esti
mated value of the leased property at the end of 
the term in computing the totallease obligation as 
required in § 226.15(b)(15)(i). 

* (g) Effect of subsequent occurrence. If infor
mation disclosed in accordance with this Part is 
subsequently rendered inaccurate as the result of 
any act, occurrence, or agreement subsequent to 
the delivery of the required disclosures, the in
accuracy resulting therefrom does not constitute 
a violation of this Part.G 

(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 Goes not in itself constitute a vio
lation of this Part: Provided, That the overstate
ment is not for the purpose of circumvention or 
evasion of disclosure requirements. 

* (i) Preservation and inspection of evidence of 
compliance. Evidence of compliance with the re-

o Such acts, occurrences, or agreements include the fail
ure of the customer or lessee to perform his obligations 
under the contract and such actions by the creditor or 
lessor as may be proper to protect his interests in such 
cirqumstances. Such failure may result in the liability of 
the customer or lessee to pay delinquency charges, collec
tion costs, Or expenses of the creditor or lessor for perfec
tion or acquisition of any security interest or amounts 
advanced by the creditor or lessor cin behalf of the cus
tomer or lessee in connection with insurance, repairs to 
or preservation of collateral or leased property. * Amended 3/'/.3/77. 
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quirements imposed under this Part, other than 
advertising requirements under § 226.10, shall be 
preserved by the creditor or lessor for a period of 
not less than 2 years after the date each disclosure 
is required to be made. Each creditor or lessor 
shall, when directed by the appropriate admin
istrative enforcement authority designated in sec
tion 108 of the Act, permit that authority or its 
duly authorized representative to inspect its rele
vant records and evidence of compliance with 
this Part. 

(j) Leap year. Any variance in the amount of 
any finance charge, payment, percentage rate, or 
other term required under this Part to be dis
closed, or stated in any advertisement, which oc
curs by reason of the addition of February 29 in 
each leap year, may be disregarded, and such term 
may be disclosed or stated without regard to such 
variance. 

(k) Transition period. Any creditor who can 
demonstrate that he has taken bona fide steps, 
prior to October 28, 1975, to obtain printed forms 
which are necessary to comply with the require
ments of this Part may, until such forms are re
ceiyed but in no event later than April 30, 1976, 
utilize existing supplies of printed forms for the 
purpose of complying with the disclosure require
ments of this Part, provided that such forms are 
altered or supplemented as necessary to assure 
that all of the items of information the creditor is 
required to disclose to the customer are set forth 
clearly and conspicuously in every case except: 

(1) Where a creditor has, prior to October 28, 
1975, prepared the § 226.7(a) disclosures without 
the notice and statement required by § 226.7(a)(9) 
and dispersed them to remote locations, as in the 
case of mail order catalogs, the statement required 
by § 226.7(a)(9) may be made separately from the 
other § 226.7(a) disclosures until April 30, 1976. 
so long as the § 226.7(a)(9) statement is mailed or 
delivered to the customer no later than the date 
the first payment is due. For the purpose of this 
paragraph the creditor may disregard the required 
notice in § 226.7(a)(9) until April 30, 1976; 

(2) Where a creditor's forms must be adapted 
to comply with the disclosure requirements of 
§ 226.7(b)(l)(x), the creditor need not supplement 
or alter his forms if there is only one address listed 
on or with the periodic statement. In the case 
where a creditor has more than one address listed 
on or with the periodic statement and the creditor 



REGULATION Z 

has not complied with the requirements of 
§ 226.7(b)(1)(x), the creditor must accept as prop
erly received any proper written notification of a 
billing error at any of the addresses listed on or 
with the periodic statement. New forms which 
comply with the requirements of § 226.7(b)(1)(x) 
must be in use no later than April 30, 1976; 

(3) Where a creditor's forms must be adapted 
to comply with the disclosure requirements of 
§ 226.7(g), the creditor need not supplement or 
aIter his forms; however, complying forms must 
be in use no later than April 30, 1976; 

(4) Where a creditor is disClosing inconsistent 
State law provisions within the meaning of section 
171 (a) of the Act and § 226.6(b)(2) of this Part or 
is making disclosures not in compliance with 
§ 226.6(b)(2)(iii) on or with the disclosure required 
by this Part, the creditor need not alter or sup
plement his forms; however, complying forms 
must be in use no later than April 30, 1976; and 

(5) Where, because of operational limitations, 
a creditor is unable to comply with the disclo
sure requirements in § 226.7(b)(1)(i) and (ix) , 
which require appropriate identification of credit 
balances, or with the disclosure requirement in 
§ 226.7(b)(1)(iii), which requires the dates of pay
ments and credits, the creditor need not supple
ment or alter his forms; however, complying forms 
and procedures must be in use no later ·than 
April 30, 1976. 

SECTION 226.7-0PEN 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 require
ments of paragraph (b) of this section, each of 
the following items, to the extent applicable: 

(J) 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, except that the creditor may, at his option 
and without disclosure, refrain from imposing 
such finance charge even though payment is re
ceived after the termination of sllch time periOd. 
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(2) The method of determining the balance 
upon which a finance charge may be imposed. 

(3) The method of determining the amoLlnt of 
the finance charge, including the method of de
termining 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 rate by 
the number of periods in a year.on 

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

(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 ex
tended on the account, and a description or iden
tification of the type of the mterest or interests 
which may be so retained or acquired. 
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(8) The minimum periodic payment required. 
(9) The following notice: "NOTICE: See ac

companying statement for important information 
regarding your rights to dispute billing errors" 
and a separate statement containing substantially 
the follOWing text,' as applicable, written clearly 
and conspicuously, shall accompany the statement 
required by paragraph (a) of this section; or the 
following text without the preceding notice may 
be included on the statement required by para
graph (a) of this section if disclosed clearly and 
conspicuously; or the following text may be in
cluded on the reverse side of the statement re
.quired by paragraph (a) of this section with the 
following notice on the face of the statement: 

0" A creditor imposing minimum charges is not required 
to adjust the disclosure of the range of balances to which 
each periodic rate would apply in order to reflect the 
range of the balances below which the minimum charge 
applies. If a creditor does not impose a finance charge 
when the olltstanding balance is less than. a certain 
amount, the creditor is not reql1ired to disclose that 
fact or the balance below whieh no such chprge will be 
'imposed. 

7 Wherever the word "creditor" appears or is referred 
to in the statement, the creditor may substitute appropri
ate references, such as "company," "bank," "we" or a 
specific name. 
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"NOTICE: See reverse side for important infor
mation regarding your rights to dispute billing 
errors."! 

IN CASE OF ERRORS OR INQUIRIES 

AnoUT YOUR BILL 

The Federal Truth in Lending Act requires 
prompt correction of billing mistakes. 
1. 1f you want to preserve your rights under the 
Act, here's what to do if you think your bill is 
wrong or if you need more information about an 
item on your bill: 

a. Do nol write on the bill. On a separate sheet 
of paper write [Alternate: Write on the bill or 
other sheet of paper] (you may telephone your 
inquiry but doing so will not preserve your rights 
under this law) the following: 

i. Your name and account number (if any). 
ii. A description of the error and an expla

nation (to the extent you can explain) why you 
helieve it is an error. 

If you only need more information, explain 
the item you are not sure about and, if you 
wish, ask for evidence of the charge such as 
a copy of the charge slip. Do not send in 
your copy of a sales slip or other document 
unless you have a duplicate copy for YOll/' 
records. 
iii. The dollar· amount of the suspected 

error. 
iv. Any other information (such as youf' ad

dress) which you think will help the creditor to 
identify YOll or the reason for your complaint or 
inquiry. 

b. Se/ld your billing error notice to the address 
On your bill which is listed a/tel' the words: 
"Send Inquiries To:" or similar wording. [Alter
nate: Send your billing error notice to: (creditor's 
name and address)]. 

Mail it as soon as YOll can, but in any case, 
early enoagh to reach the creditor within 60 
days after the bill was mailed to you. If you 
have authorized yotEr bank to automatically 
pay from your clzecking or savings account 
any credit card bills from that bank, you can 
stop oi' reverse payment on any amount you 
think is wrong by mailing your 1I0tice so the 
creditor receives it with ill 16 days after the 
bill Was sellt to you. However, YOll do not 
have to meet this 16-day deadline to get the 
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creditor to investigate your billing error 
claim. 

2. The creditor must acknowledge all letters 
pointing out possible errors within 30 days of re
ceipt, unless the creditor is able to correct your 
bill during that 30 days. Within 90 days after re
ceiving your letter, the creditor must either cor
rect the error or explain why the creditor believes 
the bill was correct. Once the creditor has ex
plained the bill, the creditor has no further obliga
tion to you even though you still believe that there 
is an error, except as provided in paragraph 5 
below. 

3. After the creditor has been notified, neither 
the creditor 1I0r all attorney nor a collection 
agency may send YOll collection letters or take 
other collection action with respect to the amount 
in dispute,' but periodic statements may be sent to 
yO/l, and the disputed amount can be applied 
against your credit limit. You cannot be threat
ened with damage to your credit rating or sued tor 
the amount in question, nor can the disputed 
amollnt be reported to a credit bureau or to other 
creditors as delinquent until the creditor has 
answered YOllr inquiry. However, you remain obli
gated to pay the parts of your bill not in dispute. 
4. It it is determined that the creditor has made 
a mistake on your bill, you will not have to pay 
allY finance charges on any disputed amount. If it 
turns out that the creditor has not made an error, 
you Inay have to pay finance charges on the 
amollnt ill dispute, and you will have to make up 
any missed minimum OJ' required payments on 
the disputed amount. Unless you have agreed 
that your bill was correct, the creditor must send 
you a written notification of what YOll owe; and 
if it is determined that the creditor did make a 
mistake in billing the disputed amount, you must 
be given the time to pay which you normally are 
given to pay undisputed amounts before any more 
finance charges or late payment charges on the 
disputed amount can be charged to you. 

5. If the creditor's explanation does not satisfy 
you and you notify the creditor in writing within 
10 days after you receive his explanation. that you 
still refuse to pay the disputed amount, the cred
itor may report YOll to credit btireC/us and other 
creditors and may pursue regular collection proce
dures. But the creditor must also report that you 
think YOll do not OWe the malley, and the creditor 
must let you know to whom such reports were 
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made. Once the matter has been settled between 
you and the creditor, the creditor must notify 
those to whom the creditor reported YOll as delin
quent of the s1lbsequent resolution. 
6. If the creditor does /lot tollow these rules. the 
creditor is not aI/owed to collect the first $50 of 
the disputed amoullt and finance charges, even if 
the bill turns out to be correct. 
7. 1/ you have a problem with property m' serv
ices purchased with a credit card, you may have 
the right /lot to poy the remaining amount due 
011 them. if YOll first try in good faith to return 
them or give the merchant a chance to correct 
the problem. There are two limitations on this 
right: 

a. You must have bought them in your home 
State or if /lot within YOUI' home State within 100 
miles oj your current mailing address; and 

b. The purchase price must have been more 
thall $50. 
However, these /imitations do /lot apply if the 
merchant is owned or operated by the creditor, 
01' if the creditor mailed you the advertisement 
for the property or services. 

*(b) Periodic statements required. (1) Except 
in the case of an account which the creditor 
deems to be uncollectible or with respect to 
which delinquency collection procedures have 
been instituted, the creditor of any open end 
credit account shall mail or deliver to the CLlS
tomer, for each billing cycle at the end of which 
there is an outstanding undisputed debit or credit 
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: 

(i) The oLitstanding balance in the account 
at the beginning of the billing cycle, using the 
term "previous balance," and in the case of a 
credit balance, an appropriate identification as 
such. 

(ii) The information required by § 226.7(k). 
(iii) The amounts and dates of crediting to 

the account during the billing cycle for payments, 
using the term "payments," and for other credits 
including returns, rebates of finance charges, and 

~, Amended 8/27176. 
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adjustments, using the tcrm "credits," and unless 
previously furnished a brief identificationS of each 
of the items included in such other credits, except 
that the date of crediting to the customer's accoltnt 
need not be provided if a delay in crediting does 
not result in the imposition of any finance charges, 
late payment charges, or other charges for that 
billing cycle or a later billing cycle. 

(iv) The amount of any finance charge, 
using the term "finance charge," debited to the 
accoLlnt 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, trans
action, activity, or similar charge,!' using appro
priate descriptive terminology. 

(v) Each periodic rate, using the term "pe
riodic rate" (or "rates"), that may be used to 
compute the finance charge (whether or not ap
plied during the billing cycle), the range of bal
ances to which it is applicable, and the corre
sponding annual percentage rate determined by 
multiplying the periodic rate by the number of 
periods in a year. The words "corresponding an
nual percentage rate," "corresponding nominal 
annual percentage rate," "nominal annual per
centage rate," or "annual percentage rate" (or 
"rates") may be used to describe the correspond
ing annual percentage rate. The requirements of 
§ 226.6(a) of this Part with respect to disclosing 
the term "annual percentage rate" more conspicu
ously than other required termin010gy shall not 
be applicable to the disclosure made llJ1der this 
paragraph, although slIch term (or words iocor
porating such term) may, at the creditor's option, 
be shown as conspicuously as the terminology 
required under (b)(1)(vi) of this paragraph. 
Where a minimum charge may be applicable to 
the account, the amount of such minimum charge 
shall be disclosed. On 

., fdentification may be made on an accompanying slip 
or by symbol relating to an identification list printed on 
the statement. 

• The,e charges include any charges imposed by the 
creditor for the issuance, payment, or handling of 
checks, for account maintenance or otherwise, to the ex
tent that such charges exceed any similar charges the 
customer is required to pay when an uccount is not 
being used to extend credit. 

Un A creditor imposing minimum charges is not 1'equired 
to adjust the disclosure of the range of balances to which 

(Continued on page 18) 
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(vi) When a finance charge is imposed during 
the billing cycle, the annual percentage rate or 
rates determined. under § 226.5(a) using the term 
"annual percentage rate" (or "rates"). 

(vii) If the creditor so elects, the Comparative 
Index of Credit Cost in accordance with § 226.11. 

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

(ix) The closing date of the billing cycle 
and the outstanding balance in the account on 
that date, using the term "new balance," and in 
the case of a credit balance, appropriately identi
fied as such, accompanied by the statement of the 
date by which, or the period within which, if 
any, payment must be made to avoid additional 
finance charges, except that the creditor may, at 
his option and. without disclosure, impose no such 
additional finance charges if payment is received 
after such date or termination of such period. 

(x) An address to be used by the creditor 
for the purpose of receiving billing inquiries from 
customers. Such address shall be preceded by the 
caption "Send Inquiries To:", or other similar 
language indicating that the address is the proper 
location to send such inquiries. 

(2) If the terms of the open end credit plan 
provide a time period within which the customer 
may repay any portion of the new balance with
out incurring an additional finance charge, late 
payment charge, or other charge, no such charge 
may be imposed with respect to any portion of 
such new balance unless the periodic statement 
disclosing the new balance is mailed or delivered 
to the customer at least 14 days prior to the date 
specified in the statement as being the date by 
which payment of the new balance must be made 
in order to avoid the imposition of that finance 
charge or late payment charge, except that such 
time limitation shall not apply in any case where 

each periodic rate would apply in order to reflect the 
range of the balances below which the minimum charge 
applies. If fl creditor does not impose a finance charge 
when the outstanding balance is less than a certain 
amount, the creditor is not required to disclose that fact 
or the balance below which no such charge will be 
imposed. 

18 

REGULATION Z 

the creditor has been prevented, delayed, or hin
dered in mailing or delivering the periodic state
ment within such time limit because of an act of 
God, war, civil disorder, natural disaster, or 
strike. 

':'(c) Location of disclosures. The disclosures 
required by paragraph (b) of this section shall be 
made on the face of the periodic statement, ex
cept that, at the creditor's option: 

(1) The information required to be disclosed 
under paragraph (b)(l)(ii) of this section and item
ization of the amounts and dates required to be 
disclosed under paragraph (b)(l)(iii) of this section 
and of the amount of any finance charge required 
to be disclosed under paragraph (b)(1)(iv) of this 
section may be made on the reverse side of the 
periodic statement or on a separate accompanying 
statement(s), provided that the totals of the re
spective debits and credits under each of those 
paragraphs are disclosed on the face of the pe
riodic statement. 

(2) The disclosures required under paragraph 
(b)(1 )(v) and (b)(l)(viii) of this section, except the 
disclosure of the balance on which the finance 
charge was computed, may be made on the re
verse side of the periodic statement or on the face 
of a single supplemental statement which shall 
accompany the periodic statement. 

(3) The disclosure required by paragraph 
(b)(1 )(x) of this section may be made on the 
reverse side of the periodic statement. 

(4) If the creditor exercises any of the options 
provided under this paragraph, the face of the 
periodic statement shall contain one of the follow
ing notices, as applicable: "NOTICE: See reverse 
side for important information" or "NOTICE: 
See accompanying statement(s) for important in
formation" or "NOTICE: See reverse side and 
accompanying statement(s) for important infor
mation," and the disclosures shall not be separated 
so as to confuse or mislead the customer or to 
obscure or detract attention from the information 
required to be disclosed. 

(d) Semiannual statement required. (1) The 
creditor shall mail or deliver during two billing 
cycles per year to each customer entitled to re
ceive a periodic statement under § 226.7(b) for 
sllch billing cycle, the statement required by 

"Amended 8/27/76. 
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§ 226.7(a)(9), written clearly and conspicuously 
either on one or both sides of a separate page or 
on one or both sides of the periodic statement re
quired by paragraph (b) of this section. 

(2) The timing of the mailing or delivery of 
such semiannual statements shall be not less than 
5 nor more than 7 months after the month in 
which the last preceding such statement was 
mailed or delivered. Provided that: 

(i) The creditor shall select at lea~t 2 billing 
cycles in any 12 month calendar period for the 
mailing or delivery of such statements; and 

(ii) The first semiannual statement to any 
new cLlstomer may be mailed or delivered to 
that cLlstomer during the next regularly scheduled 
mailing or delivery of semiannual statements in 
which he is entitled to receive a semiannual state
ment under paragraph (d)(1) of this section. 

(3) If the creditor chooses to alter the cycle 
of mailing or delivering semiannual statements, 
the creditor may mail or deliver the semiannual 
statement less than 5 months after the last pre
ceding such statement was mailed or delivered, 
provided that the creditor mails or delivers at 
least 3 sllch statements in the next 12 months 
computed from the month in which the last pre
ceding semiannual statement was mailed or deliv
ered. 

(4) Nothing in this section shall be construed 
to prohibit a creditor from mailing or delivering 
the statement required by this section more fre
quently than semiannually. 

(5) As an alternative to the requirements of 
paragraph (d)(1) of this section, the creditor 
may mail or deliver, on or with each periodic 
statement required llnder paragraph (b)(1) of this 
section, substantially the following statement and, 
jf applicable, the periodic statement must contain 
one of the notices provided for in paragraph (c)(4) 
of this section, provided that the creditor must 
promptly but in no event later than 30 days, mail 
or deliver to a customer the statement required by 
§ 226.7(a)(9) at any time lipan a Gustomer's re
quest and also lIpon receipt of. each billing errol' 
notice mailed or delivered to the creditor by a 
customer: 

IN CASE OF ERRORS OR INQUIRIES 

ABOUT YOUR BILL 

Selld your inquiry in ·writing [at creditor's op
tion: all a separate sheet] so that the creditor re-
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ceil'es it within 60 days after the bill was mailed 
to you. Y ollr written inquiry must illclude: 

1. Your Ilame and accollnt number (if any); 
2. A description of the error alld why (to the 

extent you can explain) YOIl believe it is alt error; 
alld 

3. The dollar amount of the suspected. error. 
If you have allthorized YOllr creditor to auto

matically pay yaH!" bill from you/" checking or 
savings accollnt, YOll can stop or reverse payment 
011 any amollnt you think is wrong by mailing 
YOllr notice so that the creditor receives it within 
16 days after the bill was sent to yOli. 

You remain obligated to pay the parts of your 
bill not in dispute, but yOlt do /lot have to pay 
allY amollnt ill dispute during the time the credi
tor is resolving the dispute. During that same 
time. the creditor may flat take allY action to col
lect disputed amounts or report disputed amounts 
as delillquent. 

If you have a problem with property or serv
ices purchased with a credit card, you may have 
Ihe right not to pay the remailling amount dHe 
on them if YOll first try in good faith to return 
them or give the merchant a chalice to correct 
the problem. There are two litnilatiolls on this 
rigM: 

1. You must have bOllght them ill your home 
State or, if not within yOllr home Slate, within 
100 miles of your currellt mailing address,~ and 

2. The purchase price must Itave been more 
than $50. 

However, these limitations do not applJI if the 
merchant is owned or operated by the creditor, or 
if the creditor mailed YOll the advertisement for 
the property or services. 
This is a summary of your rights,· a fu./l state
ment of your rights and the creditor's resf,lonsibil
ities lInder the Federal Fair Credit Billillg Act will 
be Sellt to yOIl both lipan request and ilt response 
to a billing error notice. • 

(e) Finance chargeimposcd at thc tinlc of 
transaction. (I) Any creditor, other than the credi~ 
tor of the open end credit account, who imposes 
a finance charge not excepted by § 226A(i) Dis
COllnts fo/' payments in cash, at the time of hon
oring a customer's credit card, shall make the 
disclosures required under paragraphs (b)(2) and 
Cd) of § 226.8 Credit other than open end-spe
cific disclosllres, at the time qf that transaction, 
and the annual percentage rate to be disclosed 
shall be determined by dividing the amount of the 
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finance charge by the amount financed and multi
plying the quotient (expressed as a percentage) by 
12. 

(2) The creditor of the open end credit account 
shall not separately consider any charge imposed 
under this paragraph for purposes of the dis
closure requirements of paragraphs (a) and (b) of 
this section. 

Cf) Change in terms. Not later than 15 days 
prior to the beginning date of the billing cycle in 
which any change is to be made in the terms pre
viously disclosed to the customer of an open end 
credit account, the creditor shall mail or deliver a 
written disclosure of such change to each cus
tomer required to be furnished a statement under 
paragraph (b) of this section. Such disclosure shall 
be mailed or delivered to each other customer 
who subsequently activates his account not later 
than the date of mailing or delivery of the next 
required billing statement on his account. How
ever, if the periodic rate or rates, or any mini
mum, fixed, check service, transaction, activity, 
or similar charge is increased, the creditor shall 
mail or deliver a written disclosure of such in
~rease to each customer at least 15 days prior to 
the beginning date of the billing cycle in which 
the increase is imposed on hls account. No notice 
is necessary if the only change is a reduction in 
the minimum periodic payment, periodic rate or 
rates. or in any minimum, fixed, check service, 
transaction, activity, or similar charge applicable 
to the account. 

(g) Prompt crediting of payments. Regard
less of the date of actual posting of a payment to 
an account, such payment shall be credited to the 
customer's account as of the date such payment 
is received by the creditor, and no finance charge, 
late payment charge, or other charge shall be im
posed with respect to the amount of such payment 
which is properly received by the creditor on or 
before the time indicated by the creditor as neces
sary to avoid imposition thereof, Provided that: 

(1) If a creditor fails to post the customer's 
payment in time to avoid the imposition of finance 
charges, late payment charges, or other charges, 
the creditor shall adjust the customer's account so 
that the-Jinance charges, late payment charges, or 
other charges are credited to the account during 
the customer's next billing cycle. 

(2) For the purposes of paragraph (g) of this 
section the creditor may· specify on the periodic 
statement or on accompanying material that need 
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not be retained by the customer, reasonable re
quirements with respect to the form, amount, 
manner, location, and time for receipt of pay
ments, except that: 

(i) If no particular hour of the day has beert 
clearly specified by the creditor as the time by 
which payment must be received by the creditor 
in order to obtain crediting to the customer's 
account as of that date, payments received prior 
to the close of business on that day must be cred
ited as of that date; 

(ii) If no location(s) has been clearly speci
fied as the location(s) at which payment may be 
made, then payment at any location where the 
creditor conducts business shall be credited as of 
the date such payment is presented; and 

(iii) If no particular manner of payment has 
been clearly specified, then payment by check, 
cash, money order, bank draft or other similar 
instrument in properly negotiable form shall con
stitute proper manner of payment. 

(3) If the creditor accepts payment at loca
tions other than those specified under paragraph 
(g)(2)(ii) of this section, the creditor shall credit 
the customer's account promptly (in no case later 
than 5 days from the date of receipt), provided 
that the possibility of such delay is clearly dis
closed to the customer on the periodic statement 
or on accompanying material that need not be 
retained by the customer. 

(4) Payments need not be credited as of the 
date of receipt (but in any case must be credited 
promptly) if a delay in crediting does not result in 
the imposition of any finance charges, late pay
ment charges. or other charges for that billing 
cycle or a later billing cycle. 

(5) If, because of operational limitations, the 
creditor is unable to credit a payment made on 
an average daily balance or daily balance account 
as of the date of receipt and there was a "pre
vious balance" in the account for the billing cycle 
in which such payment was received, or the ac
count is one in which the terms do not provide a 
time period within which the customer may repCl.Y 
any portion of the new balance without incurring 
an additional finance charge. late payment charge, 
or other charge, a creditor may credit such pay
ment promptly (in no case later than 5 days from 
the date of receipt) until October 28, 1976. 

(h) Crediting and refunding excess payments. 
(1) Whenever a customer malls or delivers .pay
ment to the creditor in excess of the new bal-
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ance (as provided in § 226.7(b)(1)(ix» to which 
the payment is to be applied, the creditor shall: 

(i) Credit the customer's account with the 
total amount of the payment as specified in para
graph (g) of this section, or 

(li) Credit the cllstomer's account with an 
amount equal to the total new balance as speci
fied in paragraph (g) of this section and promptly 
(in no case later than 5 business days from the 
creditor's receipt of the payment) refund the 
excess amount. 

(2) Notwithstanding the provisions of para
graph (h)(1) of this section, if the customer re
quests in writing a refund of any excess payments, 
a creditor shall refund any such excess payments, 
of $1 or more, promptly (in no case later than 5 
business days from receipt of the customer's 
request). 

(3) After crediting a customer's account with 
the total amount of a payment under paragraph 
(h)(I)(i) of this section. a creditor may refund 
any excess payment of any amount, whether or 
not requested by the customer. 

(i) Open end credit accounts existing on Oc
tober 28, 1975. In the case of any open end credit 
account in existence and in which a balance of 
more than $1 is outstanding at or after the closing 
date of the creditor's first full billing cycle after 
October 28, 1975, and which account is deemed 
to be collectible and with respect to which delin
quency collection procedures have not been insti
tuted, the items described in paragraph (a) of this 
section, to the extent applicable and not previ
ously required to be disclosed to the customer, 
shall be disclosed in the form prescribed in para
graph (u) of this section, and mailed or delivered 
to the customer not later than the time of mailing 
or delivery of the periodic statement required 
under paragraph (b) of this section for that billing 
cycle. 

"(j) Supplemental credit device.s for use in 
open end credit accounts. If, subsequent to 30 
days after delivering the disclosures required 
under paragraph (a) of this section, a creditor of 
an open end credit account mails or delivers, 
other than as a renewal or resupply, a blank 
check. payee designated check, blank draft or 
order or other similar credit device other than a 
credit card, to an existing customer or cardholder 

* Added 1/1/76. 
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for use in connection with such account, such 
device shalf be accompanied by a single written 
statement setting forth clearly and conspicuously 
those disclosures of paragraph (a) of this section 
which specifically relate to the use of such device. 
Such disclosure statement shall either be limited 
to the disclosures of paragraphs (a)(l), (2), (3), 
and (4) of this section or contain all disclosures 
required of such paragraph with the pertinent 
disclosures clearly and conspicuously referenced 
on or accompanying that disclosure statement. 
Such disclosure statement shall not appear on any 
promotional material mailed or delivered at the 
same time. The requirements of this paragraph 
shall not be applicable to checks to be used in 
conjunction with a checking account even though 
such checks may also activate a cash advance 
under an open end credit account. 

,:,,~ ~k) Identification of transactions. (1) Each ex
tension of credit for which an actual copy of the 
document evidencing the credit transaction (whiCh 
does not include a so-called "facsimile draft") 
accompanies the periodic statement on which the 
transaction is first reflected shall be identified by 
disclosing on the periodic staternent, or on accom
panying statement(s) or document(s), the amount 
of the transaction and, at the creditor's option, 
either the date of the transaction or tbe date the 
transaction is debited to the customer's accoUnt. 

(2) Each extension of credit for which an actual 
copy of the document evidencing the credit trans
action does not accompany the periodic statement 
shall be identified by disclosing on or with the 
periodic statement on which that credit transac
tion is first reflected at least: 

(i) For transactions in which the creditor and 
the seller are the same person or related persons,Ub 
the amount of the transaction, the date on which 

~h For purposes of § 226.7(k) a person is not related 
to the. creditor simply because the person and the 
creditor have an agreement or contract pursuant to which 
the person is authorized to honor the creditor'S credit 
card under the terms specified in the agreement or con
tract. Frtmchised or licensed sellers ofa creditor's product 
shall be considered to be related to the creditor for pur
poses of § 226.7(k). Sellers who assign or se1l open 
end customer sales accounts to a creditor or arrange 
for such credit under an open end credIt plan which 
allows the customer to use the credit only .in transactions 
with that seller shall be considered related to the creditor 
for purposes of § 2:!6.7(k). 

«* Added 8/27/76. 
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the transaction took place,ne and a brief identifica
tiono.j of any property or services purchased or an 
identifying number or symbol reasonably unique 
for that transaction with that creditor which ap
pears on the docum<;nt evidencing the transaction 
given to the customer; provided, th'~t, if the cred
itor discloses such an identifying nllmbe'r or sym
bol, the absence of the identification of the 
property or services otherwise required must be 
treated as a billing error under §§ 226.20) and 
226.14 and as an erroneous billing under § 226.14 
(b) if the customer submits a proper written notice 
of a billing error relating to such absence, and 
the creditor must provide documentary evidence 
of the transaction to the customer free of charge 
whether or not the customer requests it. 

(ii) For transactions in which the seller and 
the creditor are not the same person or related 
persons, the amount of the transaction, the date 
on which the transaction took place, and the 
seller's name and the address (city and State or 
foreign country, using understandable and gen
erally accepted abbreviations if the creditor de
sires) where the transaction teok place. 

(3) Notwithstanding the prov sions of §§ 226.7 
(k)(1) and 226.7(k)(2), transactions involving 
nonsale credit, such as a cash advance or atl over
draft or other checking plan transactions, shall be 
identified on or with the periodic statement upon 

. which the transaction is first reflected by pro-
viding at least: 

(i) An actual copy of the document evidenc
ing the transaction which shows the amount of 
the transaction and either the date of the trans
action, the date the transaction was debited to 
the customer's account, or the date placed on 
the document or instrument by the customer (if 
the custon)er signed the dm:ument or instrument); 
or 

•• With respect to tr;jnsac!lons which arc not billed in 
full on nny single statement but fo! which precomputed 
instalments arc billed periodically, the date the trnnsac· 
tion takes place for purposes, of § 226.7(k) shall be 
deemed to be the date on which the amount is debited 
to the customer's account. . 

"" For purposes of § 226.7(k), de~!gl1ations such as 
"merchandise" or "miscellaneous" shull not be considered 
suliicicnt identification of property or services, but a 
rcferr.nce to a department in a sales establishment 
which accllrately conveys the identification of the type(s) 
of property or services which arc available in slIch depart
m:ent shall be suliicienl under this porngraph. Identifiea
til)n muy be made 011 an accompanying slip or by symbol 
reInting to all identification list printed on the statement. 

22 

REGULA nON Z 

(ii) A description of the transaction, which 
characterizes it as a cash advance, loan, overdraft 
loan, or other designation as appropriate, and 
which includes the amount of the transaction and 
the date of the transaction!)e or the date which 
appears on the document or instrllment evidencing 
the transaction (if the customer signed the docu
ment or instrument). 

(4) If, despite the maintenance of procedures 
reasonably adapted to procure the information 
required by §§ 226.7(k)(1), (2), and (3) such infor· 
mation is unavailable to the creditor, the date of 
debiting the amount to the account shall be sub
stituted for the date otherwise required (except 
that the date of debiting need not be provided if 
an actual copy of the document evidencing the 
transaction is provided with the periodic stafe
ment) and the creditor shall disclose as much 4.)f 
the other required information as is available alJd 
omit any information which is not available, pro
vided, that, if the customer submits a proper 
written notification of a billing error relating to 
the absence of the primarily required date or 
other information, such absence shall be treated 
as a biliii16 error under § § 226.2(j) and 226.14 
and as an erroneolls billing under § 226.14(b) 
and, unless previollsly furnished with a periodic 
statement, docnmentary evidence of the trans
action must be furnished whether or not the ClIS· 

tomer requests it, within the time period allowed 
in § 226. J 4 for resolution of a billing error, with
out charge to the customer. 

(5) Tn any case in which a transaction occurs 
other than in a State: 

(i) The creditor may disclose the date of 
debiting the amount of the transaction to the 
open end credit account in place of any other date 
required elsewhere in § 226.7(k); and 

(ii) The provisions of § 226.7(k)(4) shall ap
ply and the creditor need not maintain procedures 
reasonably ada pted to procure the information 
otherwise required by § 226.7(k). 

(6) In complying with the disclosure require
ments of §§ 226.7(k)(l), (2), (3), or (4): 

(i) The creditor may rely upon and disclose 
the information supplied by the seller with respect 

u. In cases in which an amount is debited to a cus
tomer's open end credit account under an overdraft check
ing plan, the date of debiting (he open end credit account 
shall be considered thtl date of the transaction for pur
poses of this paragloaph. 

" 
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to the date and amount of transactions for which 
the creditor and the seller are not the same person 
or related persons. 

(ii) With regard to disclosing the seller's ad
dress where the transaction took place for pur
poses of § 226.7(k)(2)(ii), the creditor may omit 
the address or provide an address or other suit
able designation which, in the creditor's opinion, 
will assist the customer in identifying the trans
action or in relating the transaction, as reflected, 
to a document(s) evidencing the transaction pre
viously furnished when no meaningful address is 
readily available because the transaction took 
place at a location which is not fixed (for example, 
aboard a public conveyance), or in the customer's 
home (in which case "customer's home" or a sim
ilar description is sufficient) or because the trans
action Was the result of a mail or telephone order 
(in which case "telephone order," "mail order," 
or similar description is sufficient); provided that 
any sllch disclosure made or omitted shall not be 
for the purpose Of circumvention or evasion of 
this Part. 

(iii) With regard to disclosing the seller's 
name for purposes of § 226.7(k)(2)(ii), disclosure 
of a seller's name which appears on the document 
evidencing the transaction (or a more complete 
spelling of such a name if the name is alphabeti
cally abbreviated on the document evidencing the 
transaction) is sufficient for purposes of § 226.7 
(k)(2)(ii). 

(7)(i) As an alternative to the provisions of 
§§ 226.7(k)(1) through 226.7(k)(5), from Octo
ber 28, 1976, until October 28, 1977: (A) tht! 
creditor may disclose the date of debiting the 
amount of the transaction to the customer's 
account for the date of the transaction or the date 
placed on the document evidencing a credit trans
action if, due to operational limitations, either 
such date is unavailable to the creditor for pur
poses of billing; and the creditor may disclose an 
identifying number or symbol which appears on 
the document evidencing the credit transaction 
given to or used by the customer at the time of or 
in connection with the credit transaction in place 
of the seller's name and address or description of 
the property or services purchased if, due to op
erational limitations, such information is unavail
able to the creditor for purposes of billing; or (B) 
the creditor may identify the transaction by dis
closing such information as is reasonably available 
and treating the absence of the information re-
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quired by §§ 226.7(k)(1), (2), or (3), as applicable, 
as a billing error, as provided in §§ 226.20) and 
226.14. If a customer submits a proper written 
notification of a billing error relating to the 
absence of such information and the information 
was, in fact, not disclosed as required by §§ 226.7 
(k)(l), (2), or (3), as applicable, the transaction 
shall be treated as an erroneous billing under 
§ 226.14(b) and documentary evidence of the 
transaction must be furnished whether or not the 
customer requests it (despite the provisions of 
§ § 226.2(j) and 226.14(a)(2», within the time 
period allowed in § 226.14 for resolution of a 
billing error, without charge to the customer. 

(ii) The effective d~te of §§ 226.7(k)(1) 
through 226.7(k)(7)(i), inclusive, is October 28, 
1976. Until October 28, 1976, the creLitor shaH 
disciose the date of each extension of credit or the 
date such extension of credit is debited to the 
account during the billing cycle, the amount of 
such extension of credit and, unless previously 
furnished, a brief identification Qf of any goods or 
services purchased or the extension of credit. 

SECTION 226.8-CREDIT OTHER THAN 
OPEN END-SPECIFIC DISCLOSURES 

*(a) General rule. Any creditor when extend
ing credit other than open end credit shall, in 
accordance with § 226.6 and to the extent 
applicable, make the disclosures required by thiS 
section with respect to any transaction consum
mated on or after July 1, 1969. Except as other
wise provided in this section, such disclosures shall 
be made before the transaction is consummated. 
At the time disclosures are made, the creditor 
shall furnish the customer with a duplicate 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 
signature; or 

ot IdentificlItion may be made on an nccompanying slip 
or by symbol relating; to an identification Jist printed on 
the statement. 

* Amended 1/21/76. 
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(2) One side of a separate statement which 
identifies the transaction. 

o Disclosures ill sale and IIOllsale 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 be
gins to accrue if different from the date of the 
transaction. 

(2) The finance charge expressed as an annual 
percentage rate, using the term "annual percent
age rate," except in the case of a finance charge 

0) which does not exceed $5 and is appli
cable 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 disclo
sure of an annual percentage rate, nor may any 
other percentage rate be disclosed if none is 
stated in reliance upon subdivisions (i) or (ii) of 
this subparagraph. 

(3) The number, amount, and due dates or 
periods of payments scheduled to repay the in
debtedness and, except in the case of a 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 reg
ularly 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 refi
nanced if not paid When due. 

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

(5) A description or identification of the type 
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 expla-

jO The disclosures required by this sentence need not be 
mude with respect to interim student loans mude pur
suunt to federully insured student latin progr:lJ11S under 
Public Law 89-3;1.9, Title IV PHrt B of the Higher Edu
cation Act of 1965, as amended. 
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nation of the manner in which the creditor retains 
or may acquire a security interest in such prop
erty which the creditor is unable to identify. In 
any such case where a clear identification of such 
property cannot properly be made on the disclo
sure statement due to the length of such identifi
cation, the note, other instrument evidencing the 
obligation, or separate disclosure statement shall 
contain reference to a separate pledge agreement, 
or a financing statement, mortgage, deed of trust, 
or similar document evidencing the security inter
est, a copy of which shall be furnished to the 
customer by the creditor as promptly as practic
able. If after-acquired property will be subject to 
the security interest, or if other or future indebt
edness is or may be secured by any such prop
erty, this fact shall be clearly set forth in con
junction with the description or identification of 
the type of security interest held, retained or ac
quired. 

(6) A description of any penalty charge that 
may be imposed by the creditor or his assignee 
for prepayment of the principai of the obligation 
(such as a real estate mortgage) with an explana
tion of the method of computation of such pen
alty and the conditions under which it may be 
imposed. 

(7) Identification of the method of comput
ing any unearned portion of the finance charge in 
the event of prepayment in full of an obligation 
which includes precomputetifinance charges and 
a statement of the amount or method of compu
tation of any charge that may be deducted from 
the amount of any rebate of such unearm:d 
finance charge that will be credited to an obliga
tion or refunded to the customer. If the credit 
contract does not provide for any rebate of un
earned finance charges upon prepayment in full, 
this fact shall be disclosed. 

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

( I) The cash price of the property or service 
purchased, using the term "cash price." 

(2) The amount of the downpaymer:~ i,el11-
ized, as applicable, as downpayment in money, 
using the term "cash clownpayment," downpay
ment in property, using the term "trade-in," and 
the sum, using the term "total clownpayment." 

(3) The difference between the amounts de
scribed in subparagraphs (1) and (2) of this 
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paragraph, using the term "unpaid balance of 
cash price." 

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

(5) The sum of the amounts determined 
under subparagraphs (3) and (4) of this para
graph, using the term "unpaid balance." 

(6) Apy amounts required to be deducted 
under paragraph (e) of this section using, as ap
plicable, the terms "prepaid finance charge" and 
"required deposit balance," and, if both are appli
cable, the total of such items using the term 
"total prepaid finance charge and required de
posit 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, 

using the term "finance charge," and where the 
total charge consists of two or more types of 
charges, a description of the amount of each 
type, 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) Loans and oth(~r nonsale credit. In the 
case of a loan or exten'sion of credit which is not 
a credit sale, in addition 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 :;ection, 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, the terms "prepaid finance 
charge" and "required deposit balance," and, if 
both are applicable, the total of such items using 
the term "total prepaid finance charge and re
quired deposit balance." 

* Amended 8/6/76. 
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* * {3) Except in the case of a loan secured by a 
first lien or equivalent security interest on a 
dwelling and made to finance the purchase of 
that dwelling, the total amount of the finance 
charge,ll using the term "finance charge," and 
where the total charge consists of two or more 
types of charges, a description of the amount of 
each type. 

e) Finance charge payable separately or with· 
held; required deposit balances. The follow~ng 
amounts shall be disclosed and deducted in a 
credit sale in accordance with paragraph (c) (6) 
of this section, and in other extensions of credit 
shall be excluded from the amount disclosed 
1.lnder paragraph (d)(l) of this section, and shall 
be disclosed 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 an
other person, or withheld by the creditor from 
the proceeds of the credit extended.12 

(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: 

(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 obli
gation 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 security 
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) First lien to finance cOllstniction of dwell
ing. In any case where a first lien or equivalent 
security interest in real property is retained or ac-

II The disclosure required by this subparugrnph need 
not be made with respect (0 interim student .loans made 
pur~uunt to federally insured student Jo[\n programs 
under Public Law 89·329; Title IV ParL B of tne Higher 
Educntion Act of 1965, as amended. 

"Finance charges deducted or excluded as provided by 
this paragraph shall, nevertheless, be included in deter
mining the finance charge under § 226.4. 



§ 226.8 

quired by a creditor in connection with the 
financing of the initial construction of a dwe1ling, 
or in connection with a loan to satisfy that con
struction loan and provide permanent financing 
of that dwelling, whether or not the customer 
previously owned the land on which that dwelling 
is to be constructed, such security interest shaH 
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, tbe de
ferred payment price, tbe annual percentage rate, 
and the number, frequency, and amount of pay
ments are set forth in or are 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 num
ber, frequency, and amount of payments, and the 
annual percentage rate for representative amounts 
or ranges of credit are set forth in or are deter
minablc from the creditor's printed material dis
tributed to the public, in the contract of loan, or 
in other printed material delivered or made avail
able to the customer. 

(h) Series of sales. If a credit sale is one of a 
series of transactions made pursuant to an agree
ment 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 customer 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 finance 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. 
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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. 

(i) Advances under loan commitments. If a 
loan is one of a series of advances made pur
suant to a written agreement under which a cred
itor is or may be committed to extend credit to a 
customer up to a specified amount, and the cus
tomer has approved in writing the annual per
centage rate or rates, the method of computing the 
finance charge or charges, and any other terms, 
the agreement shall be considered a single trans
action, and the disclosures required under this 
section at the creditor's option need be made only 
at the time the agreement is executed. 

(j) Refinancing, consolidating, or increasing. If 
any existing extension of credit is refinanced, or 
two or more existing extensions of credit are con
solidated, or an existing obligation is increased, 
such transaction shall be considered a new trans
action subject to the disclosure requirements of 
this Part. 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 in
crease in an existing obligation to reimburse the 
creditor for undertaking the customer's obligation 
in perfecting, protecting or preserving the secu
rity 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 transaction subject to the disclosure require
ments of this section, provided: 

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

(2) No increase is made in the annual per
centage rate previously disclosed; and 

(3) All disclosures required by this Part were 
made at the time the security interest was ac
quired 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 
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SO assumed is secured by a first lien or equivalent 
security interest on a dwelling, and the assump
tion is made for the subsequent customer to ac
quire that dwelling, that obligation shall be con
sidered a loan made to finance the purchase of 
that dwelling. 

(l) Deferrals or extensions. In the case of an 
ubligation other than an obligation upon which 
the amount of the finance charge is determined 
by 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 customer 

( l) 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 chnrge or fee for the 

deferral or extension. 
(m) Series of single payment obligations. Any 

extension of credit involving a series of single 
payment obligations shall be considered a single 
transaction subject to the disclosure requirements 
of this Part. 

(n) Periodic statements. (I) If a creditor 
transmits a periodic billing statement 13 other than 
a delinquency notice, payment coupon book, or 
payment passbook, or a statement, billing, or ad
vice relating exclusively to amounts to be paid by 
the customer as escrows for payment of taxes, 
insurance, and water, sewer, and land rents, it 
shalt be in a form which the customer may retain 
and shall set forth: 

(i) The annual percentage rate or rates un
less exempted by § 226.8(b)(2), and 

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

(2) If the creditor is required to send a pe
riodic statement under paragraph (q) of this sec
tion, the requirements of § 226.7(b)(l)(i), (ii), 
(iii), (ix), and (x), and § 226.7(b)(2) shall be 
met, as applicable, in addition to the disclosures 
required by this paragraph. 

(0) Discount for prompt llayment of sales 

'" Any stlltcl11ent, notice, or reminder of pllymenl dlle 
on any tmnsaction payable in instnlmcnt$ which is 
mailed or delivered periodically to the customer )n ad. 
vance of the due date of the instalment ShlllI be a pe
dodip billing stnlcmenl for the purpose of this Pllnl
graph. 
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transactions. (1) For the purposes of this para
graph, a "transaction subject to § 226.8(0)" is a 
credit sale transaction which is not exempt tmder 
§ 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) Of to a charge 
for delaying payment after a specified date (e.g. 
$98 cash, $100 if paid in 30 days). Both sllch a 
discount and such a charge are referred to in this 
paragraph as a "discount." 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 evidence of such sale, as ap~ 
plicable: 

(I) 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 ob1igation is due 
and payable. (For example, "2%/10 days, net 30 
days"; or "$1 per toni 10 days, net 30 days.") 

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

(iv) The amount of the discolln(, designated 
as a "finance charge," llsing that term. 

(v) If the discount shown for prompt pay
ment 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 exceptions provided under § 226.8(b)(2). 

(2) For the purposes of subparagraph (l)(v) 
of this paragraph, the annual percentage rate 
shall be determined by dividing the amount of 
the finance charge by the least amollnt payable in 
satisfaction of the obligation and multiplying the 
quotient (expressed as a percentage) by a frac
tion in which the numerator is 12, and the de
nominator is the number of Whole months (but 
not less than I) 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 
dlleY!" 

,:,,, For example, n $1,000 purchase of feed subject to 
terms of 6%/10 dnys, net 30 days (or 6%/l0 days, net 
E.O.M.; or 6%/10 days, net 10th of the following 
monthi. or 6%/20 days, net 30 UllYS; or 6%/30 days, net 
:i0 days; or G% discount for cash, net 30 days) rcsuHs 

(Continued on [J~ge 28) 
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(3) In a transaction with multiple discount 
rates (e.g., 6%/10 days, 4%/20 days, net 30 
days), the largest discount shall be used for 
purposes of disclosing the amount of the finance 
charge under subparagraph (1) (iv) of this para
graph and the annual percentage rate under sub
paragraph (1) (v) of this paragraph.lab 

(4) In order to determine the applicability of 
subparagraph (1) (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., 
$1 per ton or 1 ¢ per gallon) rather than ex
pressed as a percentage of discount, that discount 
may be converted to an approximate discount 
rate and, under subparagraph (2) of this para
graph, a reasonably accurate approximation of 
the annual percentage rate by using approximate 
or projected prices per physical unit determined 
on the basis of past experience, current informa
tion, or projected analysis.l~u 

(5) If by its terms a transaction subject to 
§ 226.S(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 (J) of this paragraph shall constitute com
pliance with the requirements of § 226.S and 
under § 226.9(a) shall constitute "all other mate
rial disclosures required under this Part." 

(6) If a transaction subject to § 226.S(0) is 
debited to an open end credit account, disclosures 
shall be made as specified in paragraph (1) of 

in (l finance charge of $60, a Jeast amount payable of 
$940, and an annual percentuge rate of 76.56%, which 
may be rounded to 76.50% or 761h%. Terms of 6%/20 
days, net September 29 applied to an April purchase, as
suming a calendar month billing cycle, result in an an
nual percentage rute of [5.3 I % (i.e., 6/94 X [2/5) which 
muy b~ rounded to [5.25% 01' 15\1.\ %. In this example 
the 29 days in September are ignored and the denomina
tor (5) is deterlllined by the numbcr of whole 1110ntl15 in 
tho period, 

):Ih For example. terms of 6%/10 days, 4%/20 days, net 
30 duys would be treated like terms of 6%/10 days, net 
30 days, which would represent un annullI percentage 
rute of 76'/.z%. 

'HI" For example, if terms of $3 discount per ton! J 0 
days, nct 30 duys are ofTercd on fertilizer that is ex
pected to sell in a range of about $48 to $52 per ton, 
the annunl percenlllge rute could be approximated for 
preprinling us if it were 6% (i.e., $3 on $50)/10 dnys, 
net 30 days, thnt is, 76\-2 %. 
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this section 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)(1)(ii), and the 
amount of any fihance charge representing the 
discount 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 
§ 226.7.13<1 

(7) If a transaction subject to § 226.S(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 (1) of this paragraph and also as specified 
in paragraphs (b) and (c) of this scction. Tn such 
a case, if the transaction is payable in more than 
one payment, the amount of the discount shall be 
deducted for the purpose of computing and dis
closing the cash price under paragraph (c)(l) of 
this section and shall be added to any other finance 
charge for the purpose of computing and dis
closing the amount of the finance charge under 
paragraph (c)(S)(i) of this section and the annual 
percentage rate under paragraph (b)(2) of this sec
tionpe 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.1ar 

(S) Notwithstanding the provisions of the sec
ond sentence of paragraph (a) of this section, the 
disclosures required LInder subparagraph (1) of 
this paragraph made on the invoice or other evi
dence of the sale may he delivered subsequent to 
consummation of the transaction. 

(9) Amended paragraph (0) of § 226.8 shall 

,,,,I For example, if a $1,000 sale on terms of 2%/ to 
days, net 30 days, is debited to an open end account on 
which 1 % per month is charged, the periodic statement 
under § 226.7 (b) (assuming no other tl'tlnsactions in the 
account) would show a previous balunce of $1,000, a 
finance charge of $10, and un annual percentage rate of 
12%. 

):1 .. For example, if a $1,000 sale on terms of 2%/10 
days, nel 30 days is subject to an add-on finance charge 
of $too and is pl1yable in instillments, the disclosures 
under § 226.8(b) and (c) would include a cash price of 
$980 and It finance charge of $[20. 

i'If POl' example, if a $1,000 sale on Augllst 2 not 
under an open end nccount is subject to terms of 2%/10 
days, nel 30 days, thereafter 8% pel' annum until De
cember I, the discloslIres under § 226.8(b) lind (c) 
would include a cash price of $1,000, a finance charge of 
$19.95, and an annunl percentage rule of 8.00%. 

;r 
, 
,I 
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become effective August 11, 1969, but until March 
1, 1970, any creditor may at his option use any 
printed forms which were prepared before such 
effective date in accordance with paragraph (0) 
of § 226.S in effect at the time of such preparation. 

(p) Agricultural credit-information not de
terminable. (1) In any transaction subject to this 
section, if the amount or date of any advance or 
payment in connection with an extension of credit 
for agricultural purposes under a written agree
ment is to be determined by production, seasonal 
needs, or similar operational factors, and is not 
determinable at the time of execution of the 
agreement, disclosures may be made at the 
creditor's option in accordance with this para
graph, provided the lise of this paragraph is not 
for the purpose of circumvention or evasion of 
this Part. 

(2) If a creditor elects to make disclosures 
under this paragraph, he shall disclose the follow
ing items in accordancc with § 226.S(a), which 
shall constitute compliance with the requirements 
of § 226.S, and under § 226.9(a) shall const.:tute 
"all other material disclosures required under this 
.Part" : 

(i) The method of computing the amount 
of the finance charge including an identification 
of each component thereof in accordance with 
§ 226.4; 

(ii) Any item required to be disclosed under 
§ 226.S(b)(3) which is determinable at the time the 
disclosures arc required to be made under this 
paragraph; 

(iii) The disclosures, as applicable, required 
under § 226.S(b)(4), (5), (6), and (7) and the items 
described in § 226.S(e)(1) and (2); and 

(iv) The disclosures, as applicable, required 
under § 226.S(0)(1), (2), (3), (4), (5), (8), and (9). 

(3) Disclosures made pursuant to subparagraph 
(2)(i), (ii), and (iii) of this paragraph need be made 
only on the agreement or on a separate statement 
as specified in § 226.S(a). 

(4) If a creditor making disclosures pursuant 
to this paragraph transmits a periodic billing state
ment of the type described in paragraph (n) of 
§ 226.8, such statement shall be in a form which 
the customer may retain and shall set forth the 
date by which, or the pedod, if any, within which 
payment must be made in order to avoid late 
payment or delinquency charges. 

(q) Credit card accounts. In addition to the 
requirements of this section, consumer credit other 
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than open end which is extended on an account 
by lise of a credit cal'd shall also be subject to the 
requirements of §§ 226.7(a)(6), (7), (S), and (9); 
226. 7(b)( I )(i), (ii), (iii), (ix), and (x); 226.7(b)(2); 
226.7(c), (d), (g), (h), and (i); 226.13(0, (j), and 
(k); and 226.14. 

SECTION 226.9-RIGHT TO RESCIND 
CERTAIN TRANSACTIONS 

(a) General rule. Except as otherwise pro
vided 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 cllstomer 
shall have the right to rescind that transaction 
until midnight of the third business dayl'! follow
ing the date of consummation of that transaction 
or the date of delivery of the disclosures required 
under this section and all other material disclo
sures required under this Part, whichever is later, 
by notifying the creditor by mail, telegram, or 
other writing of his intention to do so. Notifica
tion by mail shall be considered given at the time 
mailed; notification by telegram shall be consid
ered given at the time filed for transmission; and 
notification by other writing shall be considered 
given at the time delivered to the creditor's desig
nated place of business. 

(b) Notice of opportunity to rescind. When
ever a customer has the right to rescind a trans
action under paragraph (a) of this section, the 
creditor shall give notice of that fact to the cus
tomer by furnishing the customer with two copies 
of the notice set out below, one of which may be 
used by the customer to cancel the transaction. 
Such notice shall be printed in capital and 10wer 
case letters of not less than 12 point bold-faced 
type on one side of a separate statement which 
identifies the transaction to which it relates. Such 
statement shall also set forth the entire paragraph 
(d) of this section, "Effect of rescission." If such 
paragraph appears on the reverse side of the 

"For the purpose of this seclion, a business day is 
any calendar day except Sunday and those legal public 
holidays specified in Section 6103 (a) of Title 5 of the 
United States Code (New Year's Day, Washington's 
Birthday Memorial Day, Independence Day, Labot Day, 
Columb~s Day, Vet.ernns Day, Thanksgiving Dny and 
Christma~ Day). 
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statement, the face of the statement shall state: 
"See reverse side for important information about 
your right of rescission." Before furnishing copies 
of the notice to the customer, the creditor shall 
complete both copies with the name of the credi
tor, the address of the creditor's place of business, 
the date of consummation of the transaction, and 
the date, not earlier than the third business day 
following the date of the transaction, by which 
the customer may give notice of cancellation. 
Where the real property on which the security 
interest may arise does not include a dwelling, 
the creditor may substitute the words "the prop
erty you are purchasing" for "your home," or 
"lot" for "home," where these words appear in 
the notice. 

Notice to customer required by Federal law: 
You have entered into a transaction on 

(date) "which may result in a lien, 
mortg~lge, or other security interest on your home. 
You have a legal right under Federal law to can
cel this transaction, if you desire to do so, without 
any penalty or obligation within three business 
days from the above date or any later date on 
which all material disclosures required under the 
Truth in Lending Act have been given to you. 
n you so cancel the transaction, any lien, mort
gage, Or other security interest on your home 
arising from this transaction is automatically void. 
You are also entitled to receive a refund of any 
downpayment or other consideration if you can
cel. If you decide to cancel this transaction, you 
may do so by notifying 

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

(date) . You may also use any 
other form 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 
that purpose by dating and signing below. 

I hereby cancel this transaction. 

(date) (customer's signature) 

(c) Delay of performance. Except as pro
vided in paragraph (e) of this section, the credi
tor in any transaction subject to this section, 
other than an extension of credit primarily for 
agricultural purposes, shaH not perform, or cause 
Or permit the performance of, any of the follow-
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ing actions until after the rescission period has 
expired and he has reasonably satisfied himself 
that the customer has not exercised his right of 
rescission: 

(1) Disburse any money other than in escrow; 
(2) Make any physical changes in the prop

erty of the customer; 
(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 
acquire a security interest other than one arising 
by operation of law. 

(d) .Effect of rescission. When a customer ex
ercises 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 to 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 secu
rity interest created under the transaction. If the 
creditor has delivered any property to the cus
tomer, the customer may retain possession of it. 
Upon the performance of the creditor'S obliga
tions under this section, the customer shall tender 
the property to the creditor, except that if return 
of the property in kind would be impracticable or 
inequitable, the customer shall tender its reasona
ble value. Tender shall be made at the location 
of the property or at the residence of the cus
tomer, at the option of the customer. If the credi
tor does 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. 

(e) 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 the customer; 

(2) The customer has determined that a delay 
of 3 business days in performance of the credi
tor's obligation under the transaction will jeop
ardize the welfare, health or safety of natural 
persons or endanger property which the customer 
owns or for which he is responsible; and 
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(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 fOL11S for this purpose is pro
hibited. 

(f) Joint ownership. For the purpose of this 
section, "customer" shall include two or more 
customers where joint ownership is involved, and 
the following shall apply: 

(1) The right of rescission of the transaction 
may be exercised by anyone of them, in which 
case the effect of rescission in accordanc~ 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. 

(g) 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 
customer 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 
construction of that residence to satisfy that COD

struction loan and provide perman,ent financing 
of that residence, whether or not the customer. 
previously owned the land on which that resi
dence 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 either: 

(i) Paragraph CD of § 226.8 under an 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 in
terest was acquired by the creditor or at any time 
prior to the first advance made on or following 
the effective date of this Part, or 

Oi) Paragraph (p) of § 226.8 under a writ
ten agre<!ment, provided the disclosure required 
under paragraph (b) of this section was made at 
the time the written agreement was executed by 
the customer. 
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(5) Any transaction in which an agency of a 
State is the creditor. 

(h) Time limit for unexpired right of rescis
sion. In the event the creditor fails to deliver to 
the customer the disclosures required by this sec
tion or the other material disclosures required by 
this Part, a customer's right to rescind a transac
tion pursuant to this section shall expire the ear
lier of (1) three years after the date of consum
mation of the transaction, or (2) the date the 
customer transfers all his interest, both equitable 
and legal, in the property. 

SECTION 226.10-ADVERTISING 
CREDIT AND LEASE TERMS 

~'(a) General rule. 
e 1) No advertisement to aid, promote, or as

sist directly or indirectly any extension of credit 
may state 

(i) That a specific amount of credit or in
stalment amount can be arranged unless the cred
itor usually and customarily arranges or will 
arrange credit amounts or instalments for that 
period and in that amount; or 

(ii) That no downpayment or that a speci
fied downpayment will be accepted in cOJ'lnection 
with any extension of credit, unless the creditor 
usually and customarily accepts or will accept 
downpayments in that amount. 

(2) No advertisement to aid, promote, or as
sist directly or indirectly any consumer lease may 
state that a specific lease of any property at spe
cific amounts .or terms is available unless the 
lessor usually and customarily leases or will lease 
such property at those amounts or terms. 

* (b) C~talogs 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 re~ 
quired by this section in a table or schedule of 
credit or lease terms, such catalog or multiple
page advertisement shall be considered a single 
advertisement provided: 

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

(2) Any $tatement of credit or lease terms ap
pearing in any place other than in that table or 

., Amended 3/23177. 
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schedul\~ of credit or lease terms clearly and con
spicuously refers to the page or pages on which 
that table or schedule appears, unless that state
ment discloses all of the credit or lease terms 
required to be stated under this section. For the 
purpose of this subparagraph, cash price is not a 
credit term. 

(c) Advertising of open end credit. No ad
vertisement to aid, promote, Or assist directly or 
indirectly 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 a specified downpayment or pe
riodic payment is required (either in dollars or as 
a percentage), the period of repayment 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; 

(2) 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 determinatioH of 
any minimum, fixed, check service, transaction, 
activity, or similar charge, which may be impo~ed 
as, a finance charge; and 

(4) Wh!,re one or more periodic rates may be 
used to compute the finance charge, each corre
sponding annual percentage rate determined by 
mUltiplying the periodic rate by the Dumber of 
periods in a year and, where there is more than 
One corresponding annual percentage rate, the 
range of balances to which each is applicable.16 

(d) Advertising of credit other tlUlII ollen 
end. No advertisement to aid, promore, or assist 
directly or indirectly any credit sale including the 
sale of residential real estate, loan, or other ex
tension of credit, other than open end credit, sub
ject to the provisions of this Part, shall state 

(1) The rate of the finance charge except as 

'" A creditor imposing minimum charges is not required 
to adjust the disclosure of the range of balances tll 
which each rate would apply in order to reflect the 
range of the balances below which the minimum charge 
applies. If a creditor does not impose a finllnce chl1rge 
when the outstanding balance is less than a certain 
amount, the creditor is not required to disclose that fact 
or the bulance below which no such charge will be im
posed. 
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an "annual percentage rate," using that term. No 
other rate of finance charge may be stated, ex
cept that: 

(i) Where the total finance charge includes, 
as a component, interest computed at a simple 
annual rate, the simple annual rate may be stated 
in conjunction with, but not more conspicllously 
than, the annual percentage rate, or 

(ii) Where the finance charge is computed 
solely by the application of a periodic rate to an 
unpaid balance, the periodic rate may be stated 
in conjunction with, but not more conspicuously 
than, the annual percentage rate. 

(2) That no downpayment is required, or the 
amount of the downpayment or of any instalment 
payment required (either in dollars or as a per
centage), the dollar amount of any finance 
charge, the number of instalments or the period 
of repayment, or that there is no charge for 
credit, unless it also clearly and conspicuollsly 
sets forth all of the following items in terminol
ogy prescribed under § 226.8: 

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

(ij) In a credit sale, the amount of the 
downpayment required 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 an annual percentage rate, The exemp
tions from disclosure of an annual percentage 
rate permitted in paragraph (b)(2) of § 226.8 
shall not apply to this subdivision. 

(v) Except in the case of the sale of a 
dwelling or a loan secured by a first lien on a 
dwelling to purchase that dwelling, the deferred 
payment price in a credit sale, or the total of 
payments in a loan or other extension of credit 
which is not a credit sale, as applicable. 

(el AdvertiSing of FHA Section 235 financ
ing. Any advertisement to aid, promote, or assist 
directly or indirectly the sale of residential real 
estate under Title II, Section 235, of the National 
Housing Act (12 U.S.C. 1715z) shall clearly 
identify those credit terms which apply to the as
sistance program and, except as provided in this 
paragraph, comply with the provisions of para
graph (d) of this section. No sllch advertisement 
shall state: 

(1) The amollnt of any payment scheduled to 
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repay the indebtedness without stating the family 
size and income level applicable to that amount. 

(2) Any rate of a finance charge, or the 
amount of the finance charge, expressed as an 
annual percentage rate based on the assistance. 
The annual percentage rate exclusive of the as
sistance may be stated, but is not required. 

(f) Credit payable in more than fOllr instal
ments; no identified finance charge. Any adver
tisement to aid, promote, or assist directly or 
indirectly an extension of consumer credit reprl.y
able by agreement in more than four instalments 
shall, unless a specific finance charge is or may 
be imposed, state clearly and conspicuously: 
"The cost of credit is included in the price 
quoted for the goods and services." 

<; (g) Advertising of consumer leases. No adver
tisement to aid, promote, or assist directly or in
directly any consumer lease shall state the amount 
of any payment, the number of required pay
ments, or that any or no downpayment or other 
payment is required at consummation of the lease 
unless the advertisement also states clearly and 
conspicuously each of the following items of in
formation as applicable: 

(1) That the transaction advertised is a lease. 
(2) The total amount of any payment such as a 

security deposit or capitalized cost reduction re
quired at the consummation of the lease, or that 
no such payments are required. 

(3) The number, amounts, due dates or periods 
of scheduled payments, and the total of such pay
ments under the lease. 

(4) A statement of whether or not the lessee 
has the option to purchase the lease property and 
at what price and time. The method of deter
mining the price may be substituted for disclosure 
of the price. 

(5) A statement of the amount or method of 
determining the amount of any liabilities the lease 
imposes upon the lessee at the end of the term and 
a statement that the lessee shall be liable for the 
difference, if any, between the estimated value of 
the. lease property and its realized value at the 
end of the lease term, if the lessee has such 
liability. 

':' (h) Multiple item leases; merchandise tags. If 
a merchandise tag for an item normally included 
in a multiple item lease sets forth information 

* Added 3/23/77. 
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which would require additional disclosures under 
§ 226.10(g), such merchandise tag need not con
tain such additional disclosures, provided it clearly 
and conspicuously refers to a sign or display 
which is prominently posted in the lessor's show
room. Such sign or display shall contain a table or 
schedule of those items of information to be dis
closed under § 226.10(g). 

SECTION 226.11-COMPARATIVE INDEX 
OF CREDIT COST FOR OPEN END 

CREDIT 

(a) General rule. Any creditor who elects' to 
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) Shall recompute the Comparative Index 
of Credit Cost in accordance with paragraph (b) 
of this section based upon any neW open end 
credit account terms to be adojJted and shall dis
close the neW Comparative Index of Credit Cost 
in accordance with paragraph (c)(2) of this sec
tion concurrently with the notice required under 
paragraph (f) of § 226.7; 

(3) Shall, when making such disclosure under 
the provisions of paragraphs (a)(5) and (b)(1)(vii) 
of § 226.7, make the disclosure to all open end 
credit account cLlstomers; 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 shaIi be com
puted by applying the creditor's terms of that 
plan to the following hypothetical factors: 

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

(2) The creditor imposes aU nnance charges 
including periodic, fixed, . minimum or other 
charges applicable to such account in amounts 
and on dates consistent with bis policy ofimpos~ 
iug such charges upon open end credit accounts. 

(3) The exact amount of the required mini~ 
mum periodic payment is paid on the last day of 
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each subsequent and successive billing cycle until 
the amount of the single transaction, together 
with applicable finance charges, is paid in full. 

(4) The Comparativ.e Index of Credit Cost 
shall be expressed and disclosed as a percentag', 
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 ob
tained (expressed as a percentage) by 365. 

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

(1) Make the disclosure in the form of the fol
lowing statement: "Our Comparative Index of 
Credit Cost under the terms of our open end 
credit account plan is _% per year, computed 
on the basis of a single transaction of $100 deb
ited on the first day"of a billing cycle to an ac
count having no previous balance, and paid in re
quired minimum consecutive instalments on the 
last day of each succeeding billing cycle until the 
transaction and all finance charges are paid in 
full. The actual percentage cost of credit on your 
account may be higher or lower depending on 
the dates and amounts of charges and payments." 

(2) Disclose any newly computed Comparative 
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. 
Tn a~cordance with the provisions of Supplements 
H, IV. V, and VI to Regulation Z, any State may 
make application to the Board for exemption of 
any class of transactions within the State from 
the requirements of chapters 2, 4 or 5 of the Act 
and the corresponding provisions of this Part, 
Provided that: 

(1) The Board determines that under the law 
of that State, that class of transactions is subject 
to requirements substantially similar to those im-

* Amended 3/23/77. 
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posed under chapter 2 or chapter 4 of the Act, 
or both, or under chapter 5, and the correspond
ing provisions of this Part; or in the case of 
chapter 4, the consumer is afforded greater pro
tection than is afforded under chapter 4 of the 
Act, or in the case of chapter 5, the lessee is 
afforded greater protection and benefit than is 
afforded under chapter 5 of the Act, and 

(2) There is adequate provision for enforce
ment. 

,;,,' (b) Procedures and criteria. The procedures 
and criteria under which any State may apply for 
the determination provided for in paragraph (a) of 
this section are set forth in Supplement rr to 
Regulation Z with respect to disclosure and re
scission requirements (sections 121-131 of chapter 
2). Supplement IV with respect to the prohibition 
of the issuance of unsolicited credit cards and the 
liability of the cardholder for unauthorized use of 
a ered it card (sections 132-133 of chapter 2), in 
Supplement V with respect to fair credit billing 
requirements (sections 161·171 of chapter 4) and 
in Supplement VI with respect to consumer 
leasing (sections 181-186 of chapter 5). 

(c) Civil liability. In order to assure that the 
concurrent jurisdiction of Federal and State 
courts created in section 130(e) of the Act shaH 
continue to have substantive provisions to which 
sllch jurisdiction shall apply, and generally to aid 
in implementing the Act with respect to any class 
of transactions exempted pursuant to paragraph 
(a) of this section and Supplement n, the Board 
pursuant to sections 105 and 123 hereby prescribes 
that: 

(1) No such exemptions shall be deemed to 
extend to the civil liability provisions of sections 
130 and 131; and 

(2) After an exemption has been granted, the 
disclosure requirements of the applicable State 
law shall constitute the disclosure requirements of 
this Act, except to the extent that such State law 
imposes disclosure requirements not imposed by 
this Act. Information required under such State 
law with the exception of those provisions which 
impose disclosure requirements not imposed by 
this Act shall, accordingly, constitute the "infor
mation required under this chapter" (chapter 2 
of the Act) for the purpose of section l30(a). 

Cd) Exemptions granted. Exemptions granted 
by the Board to particular classes of credit trans-

** Amended 3/23/77. 
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actions within specified States are set forth in 
Supplement III to Regulation Z. 

SECTION 226.13-CREDlT CARD 
TRANSACTIONS

SPECIAL REQUIREMENTS 

(a) Issuance of credit cards. P..~gardless of 
whether a credit card is to be used. for personal, 
family, household, agricultural, business, or com
mercial purposes, no credit card shall be issued 
to any person except: 

(1) Tn response to a request or application 
therefor, or 

(2) As a renewal of, or in substitution for, an 
accepted credit card whether such card is issued 
by the same or a successor card issuer. 

(b) Conditions of liability of cardholder. A 
cardholder shall be liable for unauthorized use of 
each credit card issued only if 

(1) The credit card is an accepted credit card; 
(2) Such liability does not exceed the lesser of 

$50 or the amount of money, property, labor, or 
services obtained by such use prior to notification 
of the card issuer pursuant to paragraph (e) of 
this section; 

(3) The card issuer has given adequate notice 
to the cardholder of his potentia! liability on the 
credit card or within 2 years preceding the un
authorized use; and 

(4) The card issuer has provided the card
holder with an addressed notification requiring no 
postage to be paid by the cardholder which may 
be mailed by the cardholder in the event of the 
loss, theft, or possible unauthorized use of the 
credit card. 

(c) Other conrlitions of liability. In addition to 
the conditions of liability in paragraph (b) of 
this section. no cardholder shall be liable for the 
unauthorized use of any credit card which was 
issued after January 24, 1971, and, regardless of 
the date of its issuance, after Januar:y 24, 1972, no 
cardholder shall be liable for the unauthorized 
use of any credit card, unless the card issuer has 
provided a method whereby the user of such card 
can be identified as the person authorized to use 
it, such as by signature, photograph, or finger
print on the credit card or by electronic or me
chanical confirmation. 

(d) Notice to cardho~der. The notice to card
holder pursuant to paragraph (b)(3) of this sec-
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tion may be given by printing the notice on the 
credit card, or by any other means reasonably 
assuring the receipt thereof by the cardholder. 
An acceptable form of notice must state that lia
bility shall not exceed $50 (or any lesser amount), 
that notice of loss, theft, or possible unauthorized 
Fse may be given orally or in writing, and the 
name and address of the party to receive the 
notice. It may include any additional intormation 
which is not inconsistent with the provisions of 
this section. An example of an acceptable notice 
is as follows: 

"You may be liable for the unauthorized use 
of your credit card [or other term which describes 
the credit device]. You will not be liable for unau
thorized use which occurs after you notify [name 
of card issuer or his designee1 at (address] orally 
or in writing of loss, theft, or possible unauthor
ized lise. In any case liability shall not exct;~ii 

[insert $50 01' any lesser amount under other 
applicable law or under any agreement with the 
cardholder]." 

(e) Notice to card issuer. For the purposes of 
this section, a cardholder notifies a card issuer by 
taking such steps as may be reasonably required 
in the ordinary course of business to provide the 
card issuer with the pertinent information with 
respect to loss, theft, or possible unauthorized use 
of any credit card, whether or not any particular 
officer, employee, or agent of the card issuer 
does, in fact, receive such notice or information. 
[rrespective of the form of notice provided under 
paragraph (b)(4) of this section, at the option of 
the cardholder, notice may be given to the card 
issuer or his designee in person or by telephone 
or by letter, telegram, radiogram, cablegram, or 
other written communication which sets forth the 
pertinent information. Notice by mail, telegram, 
radiogram, cablegram, or other written communi
cation shall be considered given at the time of re
ceipt or, whether or not received, at the expiration 
of the time ordinarily required for transmission, 
whichever is earlier. 

(f) Action to enforce liability. In any actio~ 
by a card issuer to enforce liability for the use of. 
a credit card, the burden of proof is upon the 
card issuer to show that the use W.JlS authorized 
or, if the use Was unauthorized, then the burden 
of proof is upon the card issuer to show .that. the 
conditions of liability for the unauthorized use of 
a credit card, as set forth in paragraphs (b) !lnd 
(c) of this section, have been met. 
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(g) Effect on other applicable law or agree
ment. Nothing in this section imposes liability 
upon a cardholder for the unauthorized USf. of 
a credit card in excess of his liability for such use 
under other appU<:'\ble law or under any agree
ment with the clird issuer. 

(h) Business use of credit cards. If 10 or 
more credit cards are issued by one card issuer 
for use by the employees of a sbgle business or 
other organization, nothing in this section prohib
its the card issuer from agreeing by contract with 
such business or other organization as to liability 
for unauthorized use of any such credit cards 
without regard to the provisions of this section, 
but in no case may any bus.iness or other organi
zation or card issuer impose liability on any 
employee of such business or other organization 
with respect to _ unauthorized use of such credit 
card except in accordance with and subject to the 
other liability limitations of this section. 

(i) Right of cardholder to assert claims or 
defenses against card issuer. (1) When a person 
who provides property or services fails to satis
factorily resolve ,a dispute as to projJerty or serv
ices purchased by use of a credit card in connec
tion with a consumer credit transaction, the 
cardholder may assert all claims (other than tort 
claims) and defenses arising out of the transac
tion and relating to such failure against the card 
issuer, and the cardholder may withhold payment 
up to the amount of credit outstanding with re
spect to the property or services which gave rise 
to the dispute find any finance charges, late pay
ment charges, or other charges imposed on that 
amount if: 

(i) The cardholder has made a good faith 
attempt to obtain satisfactory resolution of the 
disagreement or problem relating to the transac .. 
tion from the persoll honoring the credit card; 

(ii) The amount of credit extended by the 
card issuer to the cardholder to obtain the prop
erty or services which resulted in the assertion of 
the claim(s) or de£ense(s) by the cardholder ex
ceeds $50; and 

(iii) The initial transaction which gave rise 
to the assertion of the claim(s) or dc£ense(s) by 
the cardholder occurred in the same State as the 
cardholder's current designated address or, if not 
within the State of the cardholder's address, 
within 100 miles from SUC~'l address, except that 
the limitations stated in paragraphs Oi) and (iii) 
of this section shall not apply when the person 
honoring the credit card: 
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(A) Is the same person as the card is
suer, or 

(B) Is controlled, directly or indirectly, 
by the card issuer, or 

(C) Is under the direct or indirect con
trol of a third person who also directly or indi
rectly controls the card issuer, or 

CD) Controls, directly or indirectly, the 
card issuer, or 

(E) Is a franchised dealer in t:le card is
suer's products or services, or 

(F) Has obtained the order for the trans
action, relative to which the claim(s) or de
fense(s) i~ asserted, through a mail solicitation 
made by or participated in by the card issuer, in 
which the cardholder is solicited to enter into 
such transaction by using. the credit card issued 
by the card issuer. 

Simply honoring or indicating that a person 
honors a particular credit card is not any of the 
relationships described in paragraphs (A) thruugh 
(F) for the purpose of removing the dollar and 
distance limitations. 

(2) The amount of the c1aim(s) or defense(s) 
assertable by the cardholder under this section 
may not exceed the amount of credit outstanding 
with respect to the transaction which gave rise to 
the assertion of the claim(s) or defense(s) at the 
time the cardholder first notifies the card issuer 
or the person honoring the credit card for such 
transaction of the existence of such claim(s) or 
defense(s). For purposes of determining the 
amount of credit outstanding with respect to such 
transactions as provided in the preceding sen
tence, payments and other credits to the card
holder's account will be deemed to have been ap
plied in the order indicated to the payment of: 

(i) Late charges in the order of entry to 
the account, 

(ii) Finance charges in the order of entry to 
the account, 

(iii) Any other debits in the order in which 
each d(!bit entry was made to the account, and 

(iv) When more than one item is included 
in a single extension of credit, credits are to be 
distributed pro rata according to prices and appli
cable taxes. 

(3) This section does not apply to cash ad
vances obtained with a credit card when the ad
vallce is unrelated to any specific credit sale item. 

*(4) If the cardholder refuses to pay the 

* Amended 8/27/76. 
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amount of credit outstanding with respect to the 
property or services which gave rise to the claim(s) 
or defense(s) under this section, the creditor may 
not report to any person that particular amount 
as delinquent until the dispute is settled or judg
ment is renderedYi;\ 

(j) Prohibition of offsets by card issuer. (1) A 
card issuer may not take any action to offset a 
cardholder's indebtedness arising in connection 
with a consumer credit transaction under the rel
evant credit card plan against funds of the card
holder held on deposit with the card issuer unless 
a court order 1G is obtained. 

(2) The prohibition in paragraph 0)(1) of this 
section does not apply to credit card plans in 
which the cardholder authorizes the card issuer 
as a method of payment to periodically deduct all 
or a portion of the cardholder's credit card debt 
from his deposit account with the card issuer 
(subject to the limitations in § 226. 14(c»), Pro
vided that; 

(i) Such automatic debit was previously au
thorized in writing by the cardholder, or 

(ii) With respect to such automatic debit 
accounts in existence on October 28, 1975, the 
card issuer has given notice of the provisions of 
paragraph (j) of this section to such accounts 
prior to renewal of the authorization (in no case 
later than October 28, 1976). 

(kJ Prompt notification of returns. (1) When 
any creditor other than the card issuer accepts 
the return of property or forgives a debt for serv
ices which is to be reflected as a credit to the 
customer's open end credit card account, ht:. shall 
promptly (in no case later than 7 business days 
from the date the return is accepted) transmit a 
" , .:ment with respect thereto to the card issuer 
through the normal channels established by the 
card issuer for the transmittal of such statements, 

(2) Upon receipt of a credit statement, the 
card issuer shaH credit the customer's acconnt 
promptly (in no case later than 3 bllsinessdays 
from receipt of the refund statement) with the 
amount of the refund. 

". Nothing in this paragraph prohibits a creditor from 
reporting the disPlltcd amount or account as being in 
dispute. 

"' This parag. nph does not alter or affect the right of a 
card issuer acting under S\lI\e law to \IUtlch or otherwise 
levy upon funds of a cnrdhoi(!er held on deposit with 
the card issuer' if that remedy is r,:onstitutionally available 
to creditors generally. 
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(3) If it is a creditor's (other than a card is
suer) policy to give cash refunds to cash custom
ers, he must also give credit or cash refunds to 
credit card customers, unless he clearly and con
spicuously discloses that he does not give credit 
or cash refunds for returns at the time the trans
action is consummated. Nothing in this section 
shall be construed to require that a creditor give 
refunds for returns nor shall it be construed to 
prohibit refunds in kind. 

(1) Prohibited acts of card issuers. (1) No 
card issuer may, by contract Or otherwise: 

(i) Prohibit any person from offering any 
cash discounts to all customers of such person, 
including cardholder customers, to induce such 
customers to pay by cash, check, or similar meanS 
rather than by use of a credit card or its under
lying account for the purchase of property or 
sen" :es, or 

(li) Require any person who honors the card 
issuer's credit card to open or maintain a deposit 
account or procure any other service not essential 
to the operation of the credit card plan from the 
card issuer, its subsidiary, agent, or any other 
person, as a condition of participation in a credit 
card plan. 

(2) Within 30 days of the effective date of 
these regulations, any card issuer with existing 
contracts which include either one or both of the 
restrictive clauses prohibited in paragraph (1) 
shall inform all parties to the contract that such 
provisions are inapplicable and no longer enforce
able. 

SECTION '226, 14-BILLlNG ERRORS
RESOLUTION PROCEDURE 

Ca) Correction of billing errors. After the 
creditor receives propcr written notification of a 
billing error, unless the customer has subsequently 
agreed that the periodic statement is correct, the 
creditor shall: 

(1) Not later than 30 days after receipt of such 
notification, mail or deliver written acknowledg
ment thereof to the customer's current designated 
address, unless the appropriate actions in para
graph (2) of this section arc taken within stch 
30 day period; and 

(2) Resolve the dispute not later than 2 com
plete billing cycles (in no event more than 90 
days) from the date of receipt of the notice of 
billing error and prior to any action by the creditor 
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to collect17 any portion of the amount(s) indicated 
by the customer as being a billing error or any 
nnance charges, late payment charges, or other 
charges computed on such disputed amount(s) by: 

(i) Correcting the customer's account in the 
full amount indicated by the customer to have 
been erroneously billed in accordance with para
graph (b)(2) of this section and mailing or deliver
ing to the customer a written notification of cor
rections; 18 or 

(ii) Correcting the customer's account by a 
differing amount from that indicated by the cus
tomer as being erroneously billed in accordance 
with paragraph (b)(2) of this section and mailing 
or delivering to the customer an explanation of 
the change(s), accompanied by copies of documen
tary evidence of the customer's indebtedness if 
such evidence is requested by the customer; or 

(iii) Mailing or delivering a written expla
nation or clarification to the customer, after 
having conducted a reasonable investigation, set
ting forth, to the extent applicable, the reasons 
why the creditor believes the amount(s) was cor
rectly shown on the periodic statement and, if 
the customer so requests, furnishing copies of 
documentary evidence of the customer's indebted
ness with respect to the alleged billing error(s). 
In any case where the cLlstomer alleges that the 
periodic statement reflects property or services 
not delivered to the customer or his designee in 
accordance with any agreement made in connec
tion with the transaction giving rise to the dis
puted amount, a creditor may not construe such 
amount to' be correctly shown on the periodic 
statement unless the creditor determines, upon 
reasonable investigation,' that such property or 
services were actually delivered, mailed, or other
wise sent to the cllstomer or his designee and 
provides the customer with a written statement 
explaining such determination. In any case where 

11 If, despite the establishment by the creditor of proce
dures reasonably adapted to assure compliance with this 
paragraph, the creditor or his agent, within 2 business 
<.laYs ufter receiving proper written notification of a bill
ing error pursuant to this section, inadvertently takes ac
tion to collect in contravention of this paragraph, such 
inadvertent action to collect will not be considered in 
violation of this paragraph. 

lS A notice on a subsequent billing statement clearly 
identifying any amount credited to the customer's nc
count in response to a proper written notification of a 
billing error is one type of a proper transmittal of a 
written notification of corrections. 
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the customer alleges that an amount of a transac
tion reflected on the periodic statement is incor
rect because the person honodng the credit card 
has made an incorrect report to the card issuer 
of the amount which should have been charged, 
the card issuer may not construe such amount to 
be correctly reflected on the periodic statement 
unless the creditor determines, upon reasonable 
investigation, that the correct amount is shown 
on the periodic statement and provides the cus
tomer with a written statement explaining such 
determination. 

After complying with the provisions of this 
section with respect to an alleged billing error, a 
creditor has no further responsibility under this 
section if the cllstomer continues to make sub
stantially the same allegation with respect to such 
error. 

I (b) Minimum periodic payments and finance 
charges on disputed amounts. (1) When a mini
mum pedodic payment is permitted, the customer 
may withho!d that portion of the minimum pe
riodic payment which the customer believes is 
related to the amount in dispute. When the 
disputed amount is only a part of the total amount 
of an item, the customer remains obligated to pay 
the amount not in di'spute, and any minimum 
periodic payment and finance charges, late pay
ment charges, or other charges may be collected 
on the undisputed amount. If, at the completion 
of the error resolution procedure, it is determined 
that the customer owes some or all of the disputed 
amount, the creditor may require payment of any 
minimum periodic payment amounts which the 
customer did not pay because of the dispute. The 
creditor may not, however, accelerate the custom
er's entire debt solely because the customer has 
exercised rights provided by the Act or this Part. 

(2) With respect to an erroneous billing, the 
creditor must credit the customer's account in 
any amount the customer does not owe, plus any 
finance charges, late payment charges, or other 
charges imposed as a result of the erroneous bill
ing. An erroneous billing by a creditor includes, 
but is not limited to, a misidentification, insuffi
cient identification, or'incorrect date of a transac
tion; a mailing of the periodic statement to other 
than the current designated address; improper 
crediting of payments or other credits; computa
tion errors; or a billing for property or services 
not accepted or delivered in accordance with any 
agreement; as well as mistakes in dollar amounts. 
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(3) After or upon completion of the dispute 
resolution procedure prescribed by § 226. 14(a) : 

(i) If the initial periodic statement is deter
mined to be without error with regard to the dis
puted item, the creditor shall promptly mail or 
deHver to the cllstomer written notification of the 
amount owed with regard to the disputed item, 
unless such notification is not required by para
graph (a) of this section, or 

Oi) If the initial periodic statement is deter
mined to be in error with regarcl to the disputed 
item ancl the creditor normally allows a pt!riod 
for the customer to pay such an item without in
curring additional finance charges, late payment 
charges, or other charges, the creditor shall mail 
or deliver to the customer written notification of 
the total amount which the customer owes with 
regard to the disputed item ancl shall allow the 
customer the same number of days thereafter as 
he customarily or by credit agleement aHows, 
whichever is longer (in no case less than 10 days), 
for the customer to pay undisputed amounts in 
accordance with § 226.7(b)(2), or 

(iii) If the initial periodic statement is deter
mined to be in error with regard to the disputed 
item and the creditor normaJly does not allow a 
period for the customer to pay such an item with
out incurring additional finance charges, late pay~ 
ment charges, or other charges, the creditor shall 
promptly mail or deliver to the customer a notice 
of the total amount which the customer owes with 
regard to the disputed item. 

(4) Nothing in this section shall be construed 
to prohibit the mailing or delivery of periodic 
statements, which include disputed amounts, to 
the customer, provided that the creditor indicates 
on the face of the periodic statement that pay
ment of the amount in dispute is not required 
pending the creditor's compliance with the provi
sions of this scction. 

(5) Nothing in this section shall prohibit any 
action by a creditor to collect any amount which 
has 110t beell indicated by the customer to contain 
a billing error. 

(c) Automatic debit of disputed amounts. (1) 
In the case of credit card plans where the card
holder has agreed to permit the card issuer to 
periodically pay the cardholder's indebtedness by 
deducting the appropriate amount from the card
holder's deposit account held by the card issuer, 
if the card issuer receives a proper written notifi
cation of a billing error within 16 days from the 
date of mailing or delivery of the periodic state-

39 

§ 226.14 

ment on which the suspected billing error first 
appears, the card issuer shall: 

(i) Prevent the automatic debiting of any 
disputed amounts if receipt of sllch notification 
precedes the automatic debiting of the cardholder's 
account, or 

(ii) Promptly (in no case more than 2 busi
ness days after receipt of the notice) restore to 
the cardholder's deposit account any portion of 
the disputed amollnt which Was previously de
ducted, if receipt of such notification follows the 
automatic debiting of the cardholder'S account 
for any disputed amounts. 

(2) Nothing in this paragraph shall limit the 
cardholder's right to dispute an amount he believes 
to be in errOl' within 60 days of the mailing or 
delivery of the erroneous periodic statement, as 
otherwise provided in this section. 

(d) Closing of accounts. A creditor may not, 
prior to complying with the requirements of para
graphs (a) and (b) of this section, restrict or 
close an account with respect to which the cus
tomer has indicated a belief that such account 
contains a billing error solely because of the cus
tomer's refusal or failure to pay the amount. indi
cated to be in error. This paragraph does not 
prohibit the creditor from applying any such 
amount to the customer's credit limitations, 

(e) Credit reports on amounts in dispute. (1) 
After receiving a proper written notification of a 
billing error pursuant to this section, neither the 
creditor nor his agent may directly or indirectlY 
threaten to report adversely to any person on the 
customer's credit standing or credit rating be
cause of the customer's failure to pay the amount 
specified in such notification as being a billing 
error, or any finance charges, late payment 
charges, or other charges imposed there,on, nor 
shall such amount be reported as delinque:tJ.tl0 to 
any third person unless such amount remain'~ un
paid after the creditor has complied with aU the 
requirements of this section and has aJlowed that 
customer the same number of days thereafter to 
pay as he cllstomarily or by credit agreement al
lows, whichever is longer (in no case less than 
10 days), for the customer to pay undisputed 
amounts so as to avoid the imposition of addi
tional finance charges; late payment charges, or 

~othlng in this paragraph prohibits a creditor from 
reporting the disputed amount or account I\S being in 
dispute. 
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other charges. rf, despite establishment by the 
creditor of procedures reasonably adapted to as
sure compliance with this paragraph, the creditor 
or his agent, within 2 business days after receiv
ing proper written notification of a billing error 
pursuant to this section, inadvertently takes action 
in contravention of this paragraph, such inad
vertent action will not be considered in violatilln 
of this paragraph. 

(2) H, within the time limit alI owed for pay
ment in paragraph (e)(l) of this section, the credi
tor receives a further written notification from 
the customer that any portion of a billing error 
resolved under paragraph (a) of this section is 
still in dispute. the creditor may not report to any 
third party that such disputed amount is delin
quent unless the creditor also reports that the 
amount or account is in dispute and, at the same 
time, notifies the customer in writing of the name 
and address of each party to whom the creditor 
is reporting information concerning the disputed 
amount. If, pursuant to this paragraph. a creditor 
has reported a disputed amount as being delin
quent to any third person, the creditor shall 
report promptly in writing20 to any such person 
subsequent resolution of the reported delinquency. 

(3) If a creditor has reported an amount as 
being delinquent to any third person who is in 
the business of collecting and disseminating infor
mation relating to the creditworthiness of cus
tomers, and such amount is subsequently disputed 
by the customer in accordance with the require
ments of § 226.2(cc), the creditor shall, within 
one billing cycle after receipt of proper written 
notification of the billing error, mail or deliver a 
written notice21 to each such third person to 
whom the delinquency was reported that the 
amount is in dispute. 

(f) Forfeiture penalty. (1) Any creditor who 
fails to comply With the requirements of this sec
tion forfeits any right to collect from the cus
tomer the amount indicated by the customer to be 
tt billing error, whether or not such amoLint is 
in fact in error, and any finance charges, late pay
ment charges, or other charges imposed thereon, 
provided that the amount so forfeited under this 
sectiol1 shall not exceed $50 for each item or 

-;;0 "In writing" shull include transmission by computer 
commliniClllion. 

21 "Written liotice" shall include computer communica
tion. 
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transaction on a periodic statement indicated by 
the customer to be a billing error. In no case 
shall a creditor forfeit any amount for an error 
in a total figure or subJotal figure reflected on a 
statement which is caused solely by an error in 
another item which is the subject of a dispute, 
nor shall a creditor suffer any forfeit more than 
once for any item or transaction which may ap
pear on a periodic statement. 

(2) Nothing in this subsection shall be con
strued to limit a cListomer's right to recover under 
section 130 of the Act. 

(g) Exceptions to general rule. This section 
does not apply to credit other than open end, 
whether or not a periodic statement is mailed or 
delive.ed, unless it is consumer credit extended 
on an account b~ use of a credit card. 

>I< SECTION 226.1S-CONSUMER LEASING 

(a) General requirements. Any lr::ssor shall, in 
accordance with § 226.6 and to the extent applica
ble. make the disclosures required by paragraph 
(b) of this section with respect to any consumer 
lease. Such disclosures shall be made prior to the 
consummation of the lease on a dated written 
statement which identifies the lessor and the 
lessee. and a copy of such statement shall be given 
to the lessee at that time. All of the disclosures 
shall be made together on either 

(1) The contract or other instrument evidencing 
the lease on the same page and above the place 
for the lessee's signature; or 

(2) A separate statement which identifies the 
lease transaction. 

In any lease of multiple items, the description 
required by § 226.15(b)(1) may be provided on a 
separate statement or statements which ar," in
corporated by reference in the disclosurt; state
ment required by § 226.15(a). 

(b) Specific disclosure requirements. In any 
lease subject to this section the following items, 
as applicable, shall be disclosed: 

(1) A brief description of the leased property, 
sufficient to identify the property to the lessee and 
lessor. 

(2) The total amount of any payment, such as 
a refundable security deposit paid by cash, check 
or similar means, advance payment, capitalized 

* Added 3/23/77. 
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cost reduction or any trade-in allowance, appro
priately identified, to be paid by the lessee at 
consummation of the lease. 

(3) The number, amount and due dates or 
periods of payments scheduled under the lease 
and the total amount of such periodic payments. 

(4) The total amount paid or payable by the 
lessee during the lease term for official fees, regis
tration, certificate of title, license fees or faxes. 

(5) The total amount of all other charges, indi
vidually itemized, payable by the lessee to the 
lessor, which are not included in the periodic pay
ments. This total includes the amount of any 
liabilities the lease imposes upon the lessee at the 
end of the term, but excludes the potential differ
ence between the estimated and realized values, 
required to be disclosed under § 226.15(b)(l3). 

(6) A brief identification of insurance in con
nection with the lease including (I) if provided or 
paid for by the lessor, the types and amounts of 
coverages and cost to the lessee, or (Ii) if not 
provided or paid for by the lessor, the types and 
amounts of coverages required of the lessee. 

(7) A statement identifying any express warran
ties or guarantees available to the lessee made by 
the lessor or manufacturer with respect to the 
leased property. 

(8) An identification of the party responsible 
for maintaining or servicing the leased property 
together with a brief description of the responsi
bility, and a statement of reasonable standards 
for wear and use, jf the lessor sets such standards. 

(9) A description of any security interest, 
other than a security deposit disclosed under 
§ 226.15(b)(2), held or to be retained by the 
lessor in connection with the lease and a clear 
identification of the property to which the security 
irlterest relates. 

(IO) The amount or method of determining 
the amount of any penalty or other charge for 
delinquency, default or late payments. 

(1 I) A sta~ment of whether or not the lessee 
has the option to purchase the leased property 
and, if at the end of the lease term, at what price, 
and, if prior to the end of the lease term, at what 
time and the price or method of determining the 
price. 

(12) A statement of the conditions under 
which the lessee or lessor may terminate the 
lease prior to the end of the lease term and the 
amount or method of determining the amount of 
any penalty or other charge for early termination. 
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(13) A statement that the lessee shall be liable 
for the difference between the estimated value of 
the property and its realized value at early termi
nation or the end of the lease term, if slIch liabil
ity exists. 

(14) Where the lessee's liability at early termi
nation or at the end of the lease term is based on 
the estimated value of the leased property, a 
statement that the lessee may obtain at the end 
of the lease term or at early termination, at the 
lessee's expense, a professional appraisal of the 
value which could be realized at sale of the leased 
property by an independent third party agreed to 
by the lessee and the lessor, which appraisal shall 
be final and binding on the parties. 

(15) Where the lessee's liability at the end of 
the lease term is based l1ponthe estimated value 
of the leased property: 

0) The value of the property at consum
mation of the lease, the itemized total lease obliga
tion at the end of the lease term and the differ
ence between them. 

(H) That there is a rebuttable presumption 
that the estimated value of rile leased property at 
the end of the lease term is unreasonable and not 
in good faith to the extent that it exceeds the 
realized value by more than three times the aver
age payment allocable to a monthly period, and 
that the lessor cannot collect the amount of such 
excess liability unless the lessor brings a success
ful action in court in which the lessor pays the 
lessee's attorney's fees, and that this provision re
garding the presumption and attorney's fees does 
not apply to the extent the eXCess of estimatet\ 
value over realized value is due to unreasonable 
wear or use, or excessive use. 

(iii) A statement that the requirements of 
§ 226.15(b)(I5)(U) do not preclude the right of 
a willing lessee to make any mutually agreeable 
final adjustment regarding such excess liability. 

(c) Renegotiations or extensions. If any existing 
lease is renegotiated or extended, such renegotia
tion or extension shall be considered a new lease 
subject to the disclosure requirements bf thi!; Part, 
except that the requirements of this paragraph 
shall not apply to (1) a lease of multiple items 
where a new item(s)is provided or a pl'eviou~IIY 
leased item(s) is ret~lflled, and the average ppy
ment allocable to a monthly period is not chal\!~ed 
by more than 25 per cent, or (2) a lease which 
is extended for not more than six months on E\ 

month-to-month basis or otherwise. 
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STATUTORY APPENDIX 

Titles I and V of Act of May 29, 1968, 
as amended October 26, 1970, October 28, 1974, 

February 27, 1976, and March 23, 1976 

§ 1. Short title of entire Act 

This Act may be cited as the Consumer Credit 
Protection Act. 

TITLE I-CONSUMER CREDIT COST 
DISCLOSURE 

(15 U.S.C. § 1601 et seq.] 

Chapter Section 

1. GENERAL PROVISIONS '" ~ • • • . . • • • .• 101 
2. CREDIT TRANSACTIONS. •• .• •• .. . • . .• 121 
3. CREDIT ADVERTISING •••••...•....•. 141 
4. CREDIT BILLING ••••..••..•••••..•• 161 
5. CONSUMER LEASES •....••••....•.• 181 

CHAPTER 1-GENERAL PROVISIONS 

Sec. 
101. Short title. 
102. Findings and declaration of purpose. 
103. Definitions and rules of construction. 
104. Exempted transactions. 
105. Regulations. 
106. Determination of finance charge. 
107. Determination of annual percentage rate. 
108. Administrative enforcement. 
109. Views of other agencies. 
110. [Repealed.] 
tIl. Effect on other laws. 
112. Criminal liability for willful and knowing 

violation. 
113. Penalties inapplicable to governmental agen

cies. 
114. Reports by Board and Attorney General. 
[15. Liability of assignees. 

§ 101. Short title 

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

§ 102. Findings and declaration of purpose 

* (a) The Congress finds that economic stabiliza-

>I< Amended 10/28/74. 
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tion would be enhanced and the competition 
among the various financial institutions and other 
firms engaged in the extension of consumer credit 
would be strengthened by the informed use of 
credit. The informed use of credit results from an 
awareness of the cost thereof by consumers. It is 
the purpose of this title to assure a meaningful 
disclosure of credit terms so that the consumer 
will be able to compare more readily the various 
credit terms available to him and avoid the unin
formed use of credit, and to protect the con
sumer against inaccurate and unfair credit billing 
and credit card practices. 

** (b) The Congress also finds that there has 
been a recent trend toward leasing automobiles 
and other durable goods for conSllmer use as an 
alternative to instalment credit sales and that these 
leases have been offered without adequate cost 
disclosures. It is the purpose of this title to assure 
a meaningful disclosure of the terms of leases of 
personal property for personal, family, or house
hold purposes so as to enable the lessee to com
pare more readily the variolls lease terms available 
to him, limit balloon payments in consumer leas
ing, enable comparison of lease terms with credit 

. terms where appropriate, and to assure meaning
ful and accurate disclosures of lease terms in 
advertisements. 
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§ 103. Definitions and rlllesi)f 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, ('ornte, partnership, cooperative, or 
association. 

(d) The term "person" means a natural per
son or an organization. 

(e) The term "credit" means the right granted 
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 cred
itors who regularly extend, or arrange for the ex
tension of, credit which is payable by agreement 
in more than four instalments or for which the 
payment of a finance charge is or may be re-

** Added 3/23/76. 
*** Amended 10/28/74. 
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quired, whether in connection with loans, sales 
of property or services, or otherwise. For the 
purposes of the requirements imposed under 
chapter 4 and sections 127(a)(6), 127(a) (7), 
127(a)(8), 127(b)(1), 127(b)(2), 127(b)(3), 
127(b)(9), and 127(b)(1l) of chapter 2 of this 
title, the term "creditor" shall also include card 
issuers whether or not the amount due is payable 
by agreement in more than fOllr insta1lments or 
the payment of a finance charge is or may be re
quired, and the Board shall, by regulation, apply 
these requirements to such card issuers, to the ex
tent appropriate, even though the requirements 
are by their terms applicable only to creditors 
offering open end credit plans. 

(g) The term "credit sale" refers to any sale 
with respect to which credit is extended or ar
ranged by the seller. The term includes any con
tract 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 ex
cess 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 a nomi
nal consideration has the option to become, the 
owner of the property upon full compliance with 
his obligations under the contract. 

(h) The adjective "consumer", used with ref
erence to a credit transaction, characterizes the 
transaction as one in which the party to whom 
credit is offered or extended is a natural person, 
and the money, property, or services which are 
the subject of the transaction are primarily' for 
personal, family, household, or agricultural pur
poses. 

(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 of which a finance 
charge may be computed on the outstanding un
paid balance from time to time thereunder. 

'~(j) The term "adequate notice", as used in 
section 133, means a printed notice to a card
holder which sets forth the pertinent facts clearly 
and conspicuously so that a person against whom 
it is to operate could reasonably be expected to 
have noticed it and understood its meaning. Such 
notice may be given to a ~ardholder by printing 

* Added 10/26/70. 
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the notice on any credit card, or on each p~ 'iodic 
statement of account, issued to the cardholder, or 
by any other means reasonably assuring the re
ceipt thereof by the cardholder. 

'" (k) The term "credit card" means any card, 
plate, coupon book or other credit device existing 
for the purpose of obtaining money, property, 
labor, or services on credit. 

* (I) The term "accepted credit card" means 
any credit card which the cardholder has re
quested and received or has signed or has used, 
or authorized another to use, for the purpose of 
obtaining money, property, labor, or services on 
credit. 

~, (m) The term "cardholder" means any per
son to whom a credit card is issued or any per
son who has agreed with the card issuer to pay 
obligations arising from the issuance of a credit 
card to another person. 

,;, (n) The term "card issuer" means any per
son who issues a credit card, or the agent of such 
person with respect to such card. 

* (0) The term "unauthorized use", as used in 
section 133, means a use of a credit card by a 
person other than the cardholder who does not 
have actual, implied, or apparent .~lllthority for 
such use and from which the cardhdder receives 
no benefit. 

,;,,~ (p) The term "discount" as used in section 
l67 means a reduction made from the regular 
price. The term "discount" as used in section 167 
shall not mean a surcharge. 

,;,,;, (q) The term "surcharge" as used in section 
103 and section 167 means any means of increas
ing the regular price to a cardholder which is not 
imposed upon customers paying by cash, check, 
Of similar means, 

,;.",* (r) The term "State" refers to any Btate, the 
Commonwealth of Puerto Rico, the District of 
Columbia, and any territory or possession of the 
United States. 

,-.. :,,;. (s) Any reference to any requirement im
posed und\~r this title or any provision thereof 
includes reference to the regulations of the Board 
under this title or the provision thereof in ques-
tion. . 

***,;, (t) The disclosure of an amount Or percent
age which is greater than the amount or percent-

** Added 2/27/76. 
** '" Redesiilnated 10/26/70 and 2/27/76. 
"*** Adde(~ 10/26/70 and redesignatc(l2/27/76, 
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age required to be disclosed under this title does 
not in itself constltute 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 instru
mentalities, or to organizations. 

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

(3) Credit transactions, other than real prop
erty transactions, in which the totul 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 serv
ices involved, the charges for delayed payment, 
'and any discount allowed for early payment. 

* (5) Credit transactions primarily for agri
cultural purposes in which the total amount to he 
financed exceeds $25,000. 

§ 105. Regulations 

The Board shall 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 trans
actions, as in the judgment of the Board are nec
essary or proper to effectuate the purposes of this 
title, to prevent circumvention or evasion thereof, 
or to facilitate compliance therewith. 

§ 106. Determination of finance charge 

(a) Except as otherwise provided in this sec
tion, the amount of the finance charge in connec
tion with any consumer credit transaction shall 
be determined as the sum of all charges, payable 
directly or indirectly by the person to whom the 
credit is extended, and imposed directly or indi
rectly by the creditor as an incident to the exten
sion of Credit, 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. 

--4< Added 10/28/74. 
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(2) Service or carrying charge. 
e 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, acci
dent, or health insurance written in connection 
with any consumer credit transaction shall be in
cluded in the finance charge unless 

( I) the coverage of the debtor by the insur
ance is not a factor in the approval by the credi
tor of the extension of credit, and this fact is 
clearly disclosed in writing to the person applying 
for or obtaining the extension of credit; and 

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

(c) Charges or premiums for insurance, writ
ten in connection with any consumer credit trans
action, against loss of or damage to property or 
against liability arising out of the ownership or 
use of property, 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. 

(d) 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 computation of the finance charge with re
spect to that transaction: 

( I) Fees and charges prescribed by law which 
actually are 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 insurance 
in lieu of perfecting any security interest other
wise required by the creditor in connection with 
the transaction, if the premium does 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 eKclusion of which from the 
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finance charge is approved by the Board by regu-
lation. .. 

(e) The following items, when charged in con
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, sett1ement 
statement, or other documents. 

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

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

(5) Appraisal fees. 
(6) Credit reports. 

§ 107. Determination of annual percentage rate 

(a) The annual percentage rate applicable to 
any extension of consumer credit shall be deter
mined, in accordance with the regulations of the 
Board, 

(1) in the case of any extension of credit 
other than under an open end credit plan, as 

(A) that nominal annual percentage rate 
which will yield a sum equal to the amount of 
the finance charge when it is applied to the un
paid balances of the amount financed, calculated 
according to the actuarial method of allocating 
payme'''.ts made on a debt between the amount 
financed and the amount of the finance charge, 
pursuant to which a payment is applied first to 
the accumulated finance charge and the balance 
is applied to the unpaid amount financed; or 

(B) the rate determined by any method 
prescribed by the Board. as a method which mate
rially simplifies computation while retaining rea
sonable accuracy as compared with the rate de
termined under subparagraph (A). 

(2) in the case of any extension of credit 
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 divided 
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 
annual percentage rate shall be computed on the 
median balance within the range, except that if 
the Board l.~termines that a rate so computed 
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would not be meaningful, or would be materially 
misleading, the annual percentage rate shall be 
computed on such other basis as the Board may 
by regulation require. 

(c) The annua1 percentage rate may be 
rounded to the nearest quarter of 1 per centum 
for credit transactions payable in substantially 
equal instalments when a creditor determines the 
total finance charge on the basis of a single add
on, discount, periodic, or other rate, and the rate 
is converted into an annual percentage rate under 
procedures prescribed by the Board. 

(d) The Board may authorize the lise of rate 
tables or charts which may provide for the dis
closure of annual percentage rates which vary 
from the rate determined in accordance with 
subsection (a)(l)(A) by not more than such tol
erances 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 payments are involved. 

(e) In the case of creditors determining the 
annual percentage rate in a manner other than as 
described in subsection (c) or (d), the Board 
may authorize other reasonable tolerances. 

Cf) Prior to January 1, 1971, any rate re
quired, under this title to be disclosed as a per
centage rate may, at the option of the creditor, 
be expressed in the form of the corresponding 
ratio of dollars per hundred dollars. 

§ 108. Administrative enforcement 

(a) Compliance with the requirements imposed 
under this title shall be enforced under 

(1) section 8 of the Federal Deposit Insurance 
Act, in the case of 

(A) national banks, by the Comptroller of 
the Currenl'Y. 

(B) member banks of the Federal Reserve 
System (other than national banks), by the Board. 

(C) banks insured by the Federal Deposit 
Insurance Corporation (other than members of 
the Federal Reserve System), by the Board of 
Directors of the Federal Deposit Insurance Cor
poration. 

(2) section Sed) 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 Loafl Insurance Corpora-
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tion), in the case of any institution subject to any 
of those provisions. 

,;, (3) the Federal Credit Union Act, by the Ad
ministrator of the National Credit Union Admin
istration with respect to any Federal credit union. 

,~,;, (4) 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. 

** (5) 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. 

i.' '" I, (6) the Farm Credit Act of 1971, by the 
Farm Credit Administration with respect to any 
Federal land bank, Federal land bank association, 
Federal intermediate credit bank, or production 
credit association. 

(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 a re
quirement imposed under that Act. In addition to 
its powers under any provision of law specifically 
referred to in subsection (a), each qf the agencies 
referred to in that subsection may exercise, for 
the purpose of enforcing compliance with any 
requirement 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 spe
cifically committed to some other Government 
agency under subsection (a), the Federal Trade 
Commission shall enforce such requirements. For 
the purpose of the exercise by the Federal Trade 
Commission of its functions and powers under 
the Federal Trade Commission Act, a violation 
of any requirement imposed under this title shall 
be deemed a violation of a requirement imposed 
under that Act. All of the functions and powers 
of the Federal Trade Commission under the Fed
eral 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 Commission Act. 

* Amended 10/28(74. ** Redesignated 10/28/74. 
*** Added 10/28(74. 

46 

STATUTORY APPENDIX 

(d) The authority of the Board to issue regu
lations under this title does not impair the au
thority of any other agency designated in this 
section to make rules respecting its own proce
dures in enforcing compliance with requirements 
imposed under this title. 

§ 109. Views of other agencies 

Tn 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 
fUnctions with respect to any class of creditors 
subject to this title. 

§ 110. Advisory committee 

[Repealed by §703(b) of P.L. 94-239 effective 
3/23/76.] 

§ 11.1. Effect on other laws 

(a) This title does not annul, alter, or affect, 
or exempt any creditor from complying with, the 
Jaws of any State relating to the disclosure of 
information in connection with credit transactions, 
except to the extent that those laws are inconsis
tent 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, alter 
or affect in any manner the meaning, scope or 
applicability of the laws of any State, including, 
but not limited to, Jaws relating to the types, 
amounts or rates of charges, or any element or 
elements of charges, permissible under such laws 
in connection with the extension or use of credit, 
nor does this 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 
involving 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, 130, 
and] 66, this title and the regulations issued there
under do not affect the validity or enforceability 
of any contract or obligation under State or Fed
eral law. 

",*** Amended 10/28/74. 
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§ 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 required 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 manner as to 
consistently understate the annual percentage rate 
determined under section 107(a)(1)(A), or 

(3) otherwise fails to comply with any require
ment imposed under this title, 
shall be fined not more than $5,000 or impris
oned not more than one year, or both. 

S 113. Penalties inapplicable to governmental 
agencies 

No civil or criminal penalty provided under 
this title for any violation thereof may be im
posed upon the United States or any agency 
thereof, or upon any State or political subdivision 
thereof, or any agency of any State or political 
subdivision. 

§ 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 con
cerning the administration of their functions 
under this title, including such recommendations 
as the Board and the Attorney General, respec
tively, deem necessary or appropriate. In addi
tion, 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. 

*§ 115. Liability of assignees 

Except as otherwise specificaUy provided in 
this title, any civil action for a violation of this 
title which may be brought against the original 
creditor in any credit transaction may be main
tained against any subsequent assignee of, the 
original creditor where the violation from which 
the alleged liability arose js apparent on the face 
of the instrument assigned unless the assignment 
is involuntary. 

* Added 10/28/74. 

47 

§ 112 

CHAPTER 2-CREDlT 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 transac-

tions. 
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. Civi1liability. 
131. Written acknowledgment as proof of re-

ceipt. 
132. Issuance of credit cards. 
133. Liability of holder of credit card. 
134. Fraudulent use of credit card. 
135. Business credit cards. 

**§ 121. General requirement of disdosure 

(a) Each creditor shaH disclose clearly and con
spicuously, in accordance with the regulations of 
the Board, to each person to whom consumer 
credit is extended the information required under 
this chapter or chapter 4. 

(b) If there is more than one obligor, a credi
to;- need not furnish a statement of information 
r<--(ulred under this chapter or chapter 4 to more 
than one of them. 
The Board may provide by regulation that any 
portion of the information required to be dis
closed by this section may be given in the form 
of estimates where the provider of such informa
tion is not in a position to know exact informa
tion. 

***§ 122. Form of disclosure; additionalinforma
tion 

(a) Regulations of the Board need not require 
that disclosures pursuant to this. chapter 01: chap
ter 4 be made in the order set forth in this chapter 
or chapter 4, and may permit the use of termi
nology different from that employed in this chap
ter or chapter 4 if it conveys substantially the 
same meaning. 

** Amended 10/28/74 and 1/2/76. 
*** Amended 10/28/74. 



§ 123 

(b) Any creditor may supply additional infor
mation or explanations with any disclosures re
quired under this chapter or chapter 4. 

§ 123. Exemption for State-regulated 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 that class of transac
tions is subject to requirements substantially simi
lar to those imposed under this chapter, and that 
there is adequate provision for enforcement. 

§ 124. Effect of subsequent occurrence 

If information disclosed in accordance with 
this chapter is subsequently rendered inaccurate 
as the result of any act, occurrence, or agreement 
subsequent to the delivery of the required disclo
sures, the inaccuracy resulting therefrom does not 
constitute a violation of this chapter. 

§ 125. Right of rescission as to certain transac
tions 

* (a) Except as otherwise provided in this sec
tion, in the case of any consumer credit transac
tion in which a security interest, including any 
such interest arising by operation of law, is or will 
be 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 rescind the transac
tion until midnight of the third business day fol
lowing the consummation of the transaction or 
the delivery of' the disclosures required under this 
section and all other material disclosures 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 disclose, in accordance 
with regulations of the Board, to any obligor in a 
transaction subject to this section the rights of the 
obligor under this section. The creditor shall also 
provicle, in accordance with regulations of the 
Board, an adequate opportunity to the obligor 
to exercise his right to rescind any transaction 
sub ject 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, including any such 

.. Amended 10/28/74. 
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interest arising by operation of law, becomes void 
upon such a rescission. Within ten days after 
receipt of a notice of rescission, the creditor shall 
return to the obligor any money or property 
given as earnest money, downpayment, or other
wise, and shall take any action necessary or 
appropriate to reflect the termination of any 
security interest created under the transaction. If 
the creditor has delivered any property to the obli
gor, the obligor may retain possession of it. Upon 
the performance of the creditor's obligations 
under this section, the obligor shall tender the 
property to the creditor, except that if return of 
the property in kind would be impracticable or 
inequitable, the obligor shall tender its reasonable 
value. Tender shall be made at the location of 
the property or at the residence of the obligor, at 
the option of the obligor. If the creditor does not 
take possession of the property within ten days 
after tender by the obligor, ownership of the 
property vests in the o1?.ljgor without obligation 
on his part to pay for it. " 

(c) Notwithstanding any rule of evidence, 
written acknowledgment of receipt of any disclo
sures required under this title by a person to 
whom a statement is required to be given pursuant 
to this section does no more than create a rebut
table presumption of delivery thereof. 

(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 regulations. 

* (e) This section does not apply to the credtion 
or retention of a first lien against a dwelling to 
finance the acquisition of that dwelling or to a 
consumer credit transaction in which an agency 
of a State is the creditor. 

** (f) An obligor's right of rescission shall expire 
three years after the date of consummation of the 
transaction or upon the sale of the property, 
whichever occurs earlier, notwithstanding the fact 
that the disclosures required under this section or 
any other material disclosures required under this 
chapter have not been delivered to the obligor. 

§ 126. Content of periodic statements 

If a creditor transmits periodic statements in 
connection with any extension of consumer credit 

** Added 10/28/74. 
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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 
aVJud 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 appro
priate to the terms and conditions under which 
the extension of credit in question is made. 

§ 127. Open end consumer credit plans 

§ 127 

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 description of the 
interest or interests which may be so retained Of 

acquired. 

(a) Before opening any account tirider an open --
end consumer credit plan, the creditor shall dis
close to the person to whom credit is to be ex
tended each of the following items, to the extent 
applicable: 

>/< (8) A statement, in a form prescribed by regu
lations of the Board of the protection. proyidedby 
sections Tol and 170 to· an obligor and the 
creditor's responsibilities under sections 162 and 
170. With respect to each of two billing cycles 
per year, at semi-annual intervals, the creditor 
shall transmit such statement to each obligor to 
whom the creditor is required to transmit a state
ment pursuant to section 127(b) for such billing 
cycle. 

,,, (1) The conditions under which a nnance 
charge may be imposed, including the time period 
(if any) within which any credit extended may be 
repaid without incurring a nnance charge, except 

. that the creditor may, at his election and without 
disclosure, impose no such finance charge if pay
ment is received -after the termination of such time 
period. 

(2) The method of determining the balance 
upon which a fin .... nce charge 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 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 nominal annual per
centage rate .determined by multiplying the peri
odic rate by the number of periods in a year. 

(5) If the creditor so elects, 
(A) the average effective annual percentage 

rate of return received from accounts under the 
plan for a representative period of time; or 

eB) whenever circumstances are such that the 
computation of a rate under subparagraph (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-

* Amended 10/28/74. 

(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 balance in that account or 
with respect to which a finance charge i.s 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 amollnt and date of ea(:h extension of 
- credit during tile period and"abril!f identification 

on or accompanying the statement of each exten
sion of credit in a form prescribe:d by regulations 
of the Board sufficient to enable the obligor to 
identify the transaction, or relate it to copies of 
sales vouchers or similar instruments previollsly 
furnished. 
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(3) The total amount credited to the account 
during the period. 

(4) The amount of any finance charge added to 
the account during the period, itemized to show 
the amounts, if any; due to the application of 
percentage rates and the amount, if any, imposed 
as a minimum or fixed charge. 

(5) 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, unless the annual percentage rate (deter
mined under section 107(a)(2» is required to be 
disclosed pursuant to paragraph (6), the corres. 
ponding nominai annual percentage rate' deter-
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mined by mUltiplying the periodic rate by the 
number of periods in a year. 

(6) Where the total finance charge 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, the total finance charge ex
pressed as an annual percentage rate (determined 
under section 107(a)(2)), except tbat 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 disclosing a single rate for the 
total charge, disclose 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 average 
effective annual percentage rate of return (or the 
projected rate) under the plan as prescribed 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 det"~~ined with
out first deducting all credits dul'iilg 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 perind (if any) 
within which, payment must be made to avoid 
additional finance charges, except that the creditor 
may, at his election and without disclosure, im
pose no such additional finance charge if payment 
is received after such date or the termination of 
such period . 

.. . :. (11) The address to be used by the creditor 
for the purpose of re-:.:eiving billing inquiries from 
the obligor. 

*** (c) In the case of any existing account under 
an. open end conSllmer credit plan having an out
standing balance of more than $1 at or after the 
close of the creditor's first full billing cycle under 
the plan after the effective date of subsection (a) 
or any amendments thereto, the items described 
in subsection (a), to the extent applicable and 
not previously disclosed, shall be disclosed in a 
notice mailed or delivered to the obligor not later 
[han the time of mailing the next statement re
quired by subsection (b). 

.. Amended 10/28/74. 
** Added 10/28/74. 
*"'* Amended 10/28/74. 
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§ 128. Sales not under open end credit plans 

(a) In connection with each consumer credit 
sale not under an open end credit plan, the credi
tor shall disclose each of the following items 
which is applicable: 

(1) The cash price of the property or service 
purchased. 

(2) The sum of any amounts credited as 
downpayment (including any trade-in). 

(3) The df':erence between the amount referred 
to in paragraph (1) and the amount referred to in 
paragraph (2). 

(4) All 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) Except in the case of a sale of a dwelling, 
the amount of the finance charge, which may in 
whole or in part be designated as a time-price 
differential or any similar term to the extent ap
plicable. 

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

(A) which does not exceed $5 and is ap
plicable to an amount financed not exceeding 
$75, or 

(B) which does not exceed $7.50 and is 
applicable to an amount financed exr;eeding $75. 
A creditor may not divide a consumer credit sale 
into two or more sales to avoid the disclosure of 
an annual percentage rate pursuant to this para
graph. 

(8) The number, amount, and due dates or 
periods of payments scheduled to repay the in
debtedness. 

(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 property to which the 
security interest relates. 

(b) Except as otherwise provided in this chap
ter, the disclosures required under subsection (a) 
shall be made before the credit is extended, and 
may be made by disclosing the information in the 
contract or other evidence of indebtedness to be 
signed by the purchaser. 
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(c) Ie a creditor receives a purchase order by 
mail or telephone without personal solicitation, 
and the cash price and the deferred payment 
price and the terms of financing, including the 
annual percentage rate, are set forth in the credi
tor's catalog or other printed material distributed 
to the public, then the disclosures required under 
subsection (a) may be made at any time not later 
than the date the first payment is due. 

(d) If a consumer credit sale is one of a series 
of consumer credit sales transactions made pur
suant to an agreement providing for the addition 
of the deferred payment price of that sale to an 
existing 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 property as to which he has re
ceived payments aggregating the amount of the 
sales price including -any finance charges attribut
able thereto, then the disclosure required under 
subsection (a) for the particular 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) Any creditor making a consumer loan or 
otherwise extending consumer credit in a transac
tion which is neither a consumer credit sale nor 
under an open end consumer credit plan shall 
disclose each of the following items, to the extent 
applicable: 

(1) 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 per
son on his behalf. 

(2) All charges, individually itemized, which 
are included in the amount of credit extended but 
which are 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) Except in the case of a loan secured by a 
first lien on a dwelling and made to finance the 
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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 is ap
plicable to an extension of consumer credit not 
exceeding $75, or 

(B) which does not exceed $7.50 and is 
applicable to an extension of consumer ctedit ex
ceeding $75. 
A creditor may not divide an extension of credit 
into two or more transactions to avoid the disclo
sure 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 in
debtedness. 

(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 u. 
clear identification of the property to which the 
security interest relates. 

(b) Except as otherwise provided in this chap
ter, 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 u creditor receives a request for an ex
tension of credit by mail or telephone without 
personal solicitation and the terms of financing, 
including the annual percentage rate for repre
sentative amounts of credit, are set forth in the 
creditor's printed material distributed to the pub
lic, or in the contract of loan or other printed 
material delivered to the obligor, then the disclo
Slues required under subsection (a) may be made 
at any time not later than the date the first pay
ment is due. 

§ 130. Civil liability 

*(a) Except as otherwise provided in this sec
tion, any creditor who fails to comply with any 
requirement imposed under this chapter or cha]?
ter 4 or 5 of this title with respect to any person is 

... Amended 10/28/74 and 3/23/76. 
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liable to such person in an amount equal to the 
sum of-

(1) any actual damage sustained by such per
son as a result of the failure; 

(2)(A)(i) in the case of an individuaL action 
twice the amount of _,ny finance charge in COll
nection with the transaction, or (ii) .in the case 
of an individual action relating to a consumer 
lease under chapter 5 of this title, 25 per centum 
of the total amount of monthly payments under 
the lease, except that the liability under tbis sub
paragraph shall not be less than $100 nor greater 
than $1,000; or 

(B) in the case of a class action, sllch amount 
as the court may allow,. except that as to each 
member of the class no minimum recovery sball 
be applicable, and the total recovery in such ac
tion shall not be more than the lesser of $500,000 
or 1 per centum of the net worth of tbe creditor; 
and 

(3) in the case of any successful action to en
force the foregoing liability, the costs of the ac
tion, together with a reasonable attorney's fee as 
determined by the court. 
In determining the cimount of award in any class 
action, the court shall consider, among other rele
vant factors, the amount of any actual damages 
awarded, the frequency and persistence of fail
ures of compliance by the creditor, the resources 
of the creditor, the number of persons adversely 
affected, and the extent to which the creditor's 
failure of compliance was intentional. 

* (b) A creditor has no liability under this sec
tion for any failure to comply with any require
ment imposed under this chapter or chapter 5, if 
within fifteen days after discovering an error, and 
prior to the institution of an action under this 
section or tbe re~eipt of written notice of the 
error, the creditor notifies the person concerned of 
the error and makes whatever adjustments in. the 
appropriate llcCOtmt are necessary to insure that 
the person will not be required to pay a 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 title if the creditor shows by a preponder
ance of evidence that the violation was not inten-

"' Amended 10/28/74 u.nd 3/23/76. 
fo,l!< Amended 10128/74. 
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tional and resulted from a bona fide error not
withstanding 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 sub
sequent assignee of the original creditor where 
the assignee, its subsidiaries, or affiliates were io. 
a continuing business relationship with the origi
nal creditor either at the time the credit was ex
tended or at the time of the assignment, unless 
the assignment was involuntary, or the assignee 
shows by a preponderance 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 apprise it of the existence 
of any such violations. 

(e) Any action under this section may be 
brought 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. 

>I":"~ (f) No provision of this section or section 
112 imposing any liability shall apply to any act 
done or omitted in good faith in conformity with 
any rule, regulation, or interpretation thereof by 
the Board or in conformity With any interpretation 
or approval by an official or employee of the Fed
eral Reserve System duly authorized by the Board 
to issue such interpretations or approvals under 
such procedures as the Board may prescribe 
therefor, notwithstanding that after such act or 
omission has occurred, such rule, regulation, in
terpretation, or approval is amended, rescinded, 
or determined by judicial or other authority to 
be invalid for any reason. 

>I< * * 'I- (g) The multiple failure to disclose to any 
person any information required under this chap
ter or chapter 4 or 5 of this title to be disclosed 
in connection with a single account under an open 
end consumer credit plan, other single consumer 
credit sale, consumer loan, consumer lease, or 
other extension of consumer credit, shall entitle 
the person to a single recovery under this section 
but continued failure to disclose after a recovery 

**"' Added 10/28/74, amended 2/27/76. 
**** Added 10/28/74, amended 3/23/76. 
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has been granted shall give rise to fights to addi
tional recoveries. 

* (h) A person may not take any action to off
set any amount for which a creditor is potentially 
liable to such person under subsection (a)(2) 
against any amount owing to such creditor by 
such person, unless the amount of the creditor's 
liability to such person has been determined by 
judgment of a court of competent jurisdiction in 
an action to which such person was a party. 

§ 131. Written acknowledgment as proof of re
ceipt 

Except as provided in section 12S(c) and ex
cept in the case of actions brought under section 
130Cd), in any action or proceeding by or against 
any subsequent assignee of the original creditor 
without knowledge to the contrary by the assignee 
when he acquires the qbligation, written acknowl
edgment of receipt by a person to whom a state
ment is required to be given pursuant to this title 
shall be conclusive proof of the delivery thereof 
and, unless the violation is apparent on the face of 
the statement, of compliance with this chapter. 
This section does not affect the rights of the 
obligor in any action against the original credit')r. 

**§ 132. Issuance of credit cards 

No credit card shall be issued except in re
sponse to a request or application therefor. This 
prohibition does not apply to the issuance of a 
credit card in renewal of, or in substitut:on for, 
an accepted credit card. 

***§ 133. Liability of holder of credit card 

(a) A cardholder shall be liable for the unau
thorized use of a credit card only if the card is 
an accepted credit card, the liability is not in ex
cess of $50, the card issuer gives adequate notice 
to the cardholder of the potential liability, the 
card issuer has provided the cardholder with a 
self-addressed, prestamped notification to be 
mailed by the cardholder in the event of the loss 
or theft of the credit card, and the unauthorized 
LIse occurs before the cardholder has notified the 
card issuer that an unauthorized use of the credit 
card has occurred or may occur as the result of 

oil Added 10/28/74. 
*>1< Added 10/26/70. 
*** Added 10/26/70, effective 1/25/71. 
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loss, theft, or otherwise. Notwithstanding the 
foregoing, no cardholder shall be liable for the 
unauthorized use of any credit card which was is
sued on or after the effective date of this section, 
and, after the expiration of twelve months follow
ing such effective date, no cardholder shaH be 
liable for the unauthorized use of any credit card 
regardless of the date of its issuance, unless (1) 
the conditions of liability specified in the preced
ing sentence are met, and (2) the card issuer has 
provided a method whereby the user of such card 
can be identified as the person authorized to use 
it. For the purposes of this section, a cardholder 
notifies a card issuer by taking SUch steps as may 
be reasonably required in the ordinary course of 
business to provide the card issuer with the perti
nent information whether or not any particular 
officer, employee, or agent of the card issuer does 
in fact receive such information. 

(b) Tn any action by a card issuer to enforce 
liability for the USt of a credit card, the burden 
of proof is upon the card issuer to show that the 
use was authorized or, if the use was unauthor
ized, then the burden of proof is upon the card 
issuer to show that the conditions of liability for 
the l'nauthorjzed use of a credit card, as set forth 
in subsection (a), have been met. 

(c) Nothing in this section imposes liability 
upon a cardholder for the unauthorized use of a 
credit card in excess of his liability for such use 
under other applicable law or under any agree
ment with the card issuer. 

(d) EXcept as provided in this section, a card
holder incurs no liability from the unauthorized 
LIse of a credit card. 

* * * *§ 134. Fraudulent use of credit card 
(a) Whoever knowingly in a transaction affect

ing interstate or foreign commerce, uses or at
tempts or conspires to use any counterfeit, ficti
tious, altered, forged, lost, stolen, or fraudulently 
obtained credit card to obtain money, goods, 
services, or anything else of value which within 
anyone-year period has a value aggregating 
$1,000 or more; or 

(b) Whoever, with lin lawful or fraudulent in
tent, transports or attempts or conspires to trans
port in interstate or foreign commerce a counter
feit, fictitious, altered, forged, lost, stolen, or 

*",** Added 10/26/70, amended 10/28/74. 
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fraudulently obtained credit card knowing the 
same to be counterfeit, fictitious, altered, forged, 
lost, stolen, or fraudulently obtained; or 

(c) Whoever, with unlawful or fraudulent in
tent, uses any instrumentality of interstate or for
eign commerce to sell or transport a counterfeit, 
fictitious, altered, forged, lost, stolen, or fraudu
lently obtained credit card knowing the same to 
be counterfeit, fictitious, altered, forged, lost, 
stolen, or fraudulently obtained; or 

Cd) Whoever knowingly receives, conceals, uses, 
or transports money, goods, services, or anything 
else of value (except tickets for interstate or for
eign transportation) which (1) within anyone-year 
period has a value aggregating $1,000 or more, 
(2) has moved in or is part of, or which consti
tutes interstate or fcreign commerce, and (3) has 
been obtained with a counterfeit, fictitious, al
tered, forged, lost, stolen, or fraudulently obtained 
credit card; or 

(e) Whoever knowingly receives, conceals, uses, 
selis, or transports in interstate or foreign com
merce one or more tickets for interstate or for
eign transportation, which (1) within anyone-year 
period have a value aggregating $500 or more, and 
(2) have been purchased or obtained with one or 
more counterfeit, fictitious, altered, forged, lost, 
stolen, or fraudulently obtained credit cards; or 

(f) Whoever in a transaction affecting interstate 
or foreign commerce furnishes money, property, 
services, or anything else of value, which within 
anyone-year period has a value aggregating 
$1,000 or more, through the Use of any counter
feit, fictitious, altered, forged, lost, stolen, or 
fraudulently obtained credit card knOWing the 
same to be counterfeit, fictitious, altered, forged, 
lost, stolen, or fraudulently obtained-
shall be fined not more than $10,000 or impris
oned not more than ten years, or both. 

* § 135. Business credit cards 

The exemption provided by section 104(1) does 
not appJy to the provisions of sections 132, 133, 
and 134, except that a card issuer and a business 
or other organization which provides credit cards 
issued by the same card issuer to ten or more 
of its employees may by contract agree as to 
liability of the business or other organization with 
respect to unauthorized lise of such credit cards 

'" Added 10/28/74. 
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without regard to the provisions of section 133, 
but in no case may such business or other orga
nization or card issuer impose liability upon any 
employee with respect to unauthorized use of 
such a credit card except in accordance with and 
subject to the limitations of section 133. 

CHAPTER 3-CREDIT ADVERTISING 

Sec. 
141. Catalogs and multiple-page advertisements. 
142. Advertising of downpayments and install

ments. 
143. Advertising of open end credit plans. 
144. Advertising of credit other than open end 

plans. 
145. NonliabiIityof media. 
146. More-than-four-instaUment rule. 

§ 141. Catalogs and multiple-page advertisements 

For the purposes of this chapter, a catalog or 
other multiple-page advertisement shall be consid
ered 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. 

§ 142. Advertising of downpayments and install. 
ments 

No advertisement to aid, promote, or assist di
rectly or indirectly any extension of consumer 
credit may state 

(1) that a specific periodic consumer credit 
amount or installment amount can be arranged, 
unless the creditor usually and customarily 
arranges credit payments or installments for that 
period and in that amount. 

(2) that a specified downpayment is required 
in connection with any extension of consumer 
credit, unless the creditor 1ISually and customarily 
arranges downpayments in that amount. 

§ 143. Advertising of open end credit plans 

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

(1) The time period, if any, within which any 
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credit extended may be repaid without incurring 
a finance 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 charge, including any minimum or 
fixed amount imposed as a finance charge. 

(4) Where periodic rates may be used to com
pute the finance charge, the periodic rates ex
pressed as annual percentage rates. 

(5) Such other or additional information for 
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) Except as provided in subsection (b), this 
section applies to any advertisement to aid, pro
mote, or assist directly or indirectly any consumer 
credit sale, loan, Or other extension of credit sub
ject to the provisions of this title, other than an 
open end credit plan. 

(b) The provisions of this section do not apply 
tc advertisements of residential real estate except 
to the extent that the Board may by regulation 
require. 

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

(d) If any advertisement to which this section 
applies states 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 advertisem(mt shall state all of the fol
lowing 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 in
debtedness if the credit is extended. 

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

§ 145 .. Nonliability of media 

There is no liability under this chapter on the 
part of any owner or personnel, as such, of any 
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medium in which an advertisement appears or 
through which it is disseminated. 

*:~ 146. More-fhan-four-installment .rule 
Any advertisement to aid, promote, or assist 

directly or indirectly the extension of consumer 
credit repayable in more than fottr installments 
shall, unless a finance charge is imposed, clearly 
and conspicuously state, in accordance with the 
regulations of the Board: 

"THE COST OF CREDIT IS INCLUDED IN 
THE PRICE QUOTED FOR THE GOODS 
AND SERVICES." 

* CHAPTER 4-CREDIT BILLING 

Sec. 

161. Correction of billing errors. 
162. Regulation of credit reports. 
163. Length of billing period. 
164. Prompt crediting of payments. 
165. Crediting excess payments. 
166. Prompt notification of returns. 
167. Use of cash discounts. 
168. Prohibition of tie-in services. 
169. Prohibition of offsets. 
170. Rights of credit card customers. 
171. Relation to State laws. 

§ 161. Correction of billing errorl) 

(a) If a creditor, within sixty days after having 
transmitted to an obligor a statement of the obli
gor's account in. connection with an extension 
of consumer credit, receives at the address dis
closed under section 127(b)(11) a written notice 
(other than notice on a payment stub or other 
payment medium supplied by the creditor if the 
creditor so stipulates with the disclosure required 
under section 127(a)(8» from the obligor in which 
the obligor-

(1) sets forth or otherwise enables the creditor 
to identify the name and account number (if 
any) of the obligor, 

(2) indicates the obligor's belief that the state~ 
ment contains a billing error !lod the amount of 
such billing error, and 

(3) sets forth the reasons for the obligor's be-

~. Added 10/28/74. 
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lief (to thc extent applicable) that the statement 
contains a billing error, 
the creditor shall, unless the obligor has, after 
giving such written notice and before the expira
tion of the time limits herein specified, agreed that 
the statement was correct-

(A) not later than thirty days after the receipt 
of the notice, send a written acknowledgment 
thereof to the obligor, unless the action required 
in subparagraph (B) is taken within such thirty
day period, and 

(B) not later than two complete billing cycles 
of the creditor (in no event later than ninety days) 
after the receipt of the notice and prior to taking 
any action to collect the amount, Dr any part 
thereof, indicated by the obligor under paragraph 
(2) either-

(i) make appropriate corrections in the 
account of the obligor, including the crediting of 
any finance charges on amounts erroneously 
billed, and transmit to the obligor a notification 
of such corrections and the creditor's explanation 
of any change in the amount indicated by the 
obligor under paragraph (2) and, if any such 
change is made and the obligor so requests, cop
ies of documentary evidence of the obligor's in
debtedness; or 

(ii) send a written explanation or clarifica
tion to the obligor, after having conducted an 
investigation, setting forth to the extent applicable 
the reasons why the creditor believes the account 
of the obligor was correctly shown in the state
ment and, upon request of the obligor, provide 
copies of documentary evidence of the obligor's 
indebtedness. In the case of a billing error where 
the obligor alleges that the creditor's billing state
ment reflects goods not delivered to the obligor 
or his designee in accordance with the agreement 
made at the time of the transaction, a creditor 
may not construe such amount to be correctly 
shown unless he determines that such goods were 
actually delivered, mailed, or otherwise sent to 
the obligor and provides the obligor with a state
ment of such determination. 
After complying with the provisions of this sub
section with respect to an alleged billing error, 
a creditor has no further responsibility under this 
section jf the obligor continues to make substan
tially the same allegation with respect to sllch 
error. 

(b) For the purpose of this seetion, a "billing 
error" consists of any of the following: 
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(1) A reflection on a statement of an extension 
of credit which was not made to the obligor or, 
if made, was not in the amount reflected on such 
statement. 

(2) A reflection on a statement of an extension 
of credit for which the obligor requests addi
tional clarification including documentary evi
denee thereo!' 

(3) A reflection on a statement of goods or 
services not accepted by the obligor or his desig
nee or not delivered to the obligor or his desig
nee in accordance with the agreement made at 
the time of a transaction. 

(4) The creditor's failure to reflect properly on 
a statement a payment made by the obligor or 
a credit issued to the obligor. 

(5) A computation error or similar error of an 
accounting nature of the ereditor on a statemect 

(6) Any other error described in regulatio'.s,· 
the Board. 

(c) For the purposes of this section, "action 
to collect the amount, or any part thereof, indi
cated by an obligor under paragraph (2)" does not 
include the sending of statements of account to 
the obligor following written notice from the ob-. 
]igor as specified under subsection (a), if-

(1) the obligor's account is not restricted or 
closed because of the failure of the obligor to 
pay the amount indicated under paragraph (2) of 
subsection (a), and 

(2) the creditor indicates the payment of such 
amount is not required pending the creditor'S 
compliance with this section. Nothing in this 
section shall be construed to prohibit any action 
by a creditor to collect any amount whieh has 
not been indicated by the obligor to contain a 
billing error. 

(d) Pursuant to regulations of the Board, a 
creditor operating an open end consllmer credit 
plan may not, prior to the sending of the written 
explanation or clarification required under para
graph (B)(ii), restrict or close an account with 
respect to which the obligor has indicated pur
suant to subsection (a) that he believes such 
account to contain a billing error solely because 
of the obligor's failure to pay the amount indi
eated to be in error. Nothing in this subsection 
shall be deemed to prohibit a ereditor from apply
ing against the eredit limit on the obligor's ac
count the amount indicated to be in error. 

(e) Any creditor who fails to comply with the 
requirements of this section or section 162 for-
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feits any right to collect from the obligor the 
amount indicated by the obJigor under paragraph 
(2) of subsection ea) of this section, and any 
finance charges thereon, except that the amount 
required to be forfeited under this subs~ction may 
not exceed $50. 

§ 162. Regulation of credit reports 

ea) After receiving a notice from an obligor 
as provided in section 161(a), a creditor or his 
agent may not directly or indirectly threaten to 
report to any person adversely on the obligor's 
credit rating or credit standing because of the ob
ligor's failure to pay the amount indicated by 
the obligor under section 161(a)(2), and such 
amount may not be reported as delinquent to any 
third party until the creditor has met the require
ments of section 161 and has allowed the obligor 
the same number of days (not less than ten) there
after to make payment as is provided under the 
credit agreement with the obligor for the pay
ment of undisputed amounts. 

(b) If a creditor receives a further written no
tice from an obligor that an amount is still in dis
pute within the time allowed for payment under 
subsection (a) of this section, a creditor may not 
report to any third party that the amount of the 
obligor is delinquent because the obligor has failed 
to pay an amount which he has indicated under 
section Hi 1 (a) (2), unless the creditor also reports 
that the amount is in dispute and, at the same 
time, notifies the obligor of the name and address 
of each party to whom the creditor is reporting 
information concerning the delinquency. 

(c) A creditor shall report any subsequent reso· 
lution of any delinquencies reported pursuant to 
subsection (b) to the parties to whom such de
linquencies were initially reported. 

§ 163. Length of billing period 

(a) If an open end consumer credit plan pro
vides a time period within which an obligor may 
repay any portion of the credit extended without 
incurring an additional finance charge, such addi
tional finance charge may not be imposed with 
respect to such portion of the credit extended for 
the billing cycle of which such period is a part 
unless a statement which includes the amonnt 
upon which the finance charge for that period 
is based was mailed at least fourteen days prior 
to the date specified in. the statement by which 
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payment must be made in order to avoid imposi
tion of that finance charge. 

(b) Subsection (a) does not apply in any case 
where a creditor has been prevented, delayed, or 
hindered in making timely mailing or delivery of 
such periodic statement within the time period 
specified in such subsection because of an act of 
God, war, natural disaster, strike, or other excus
able . or justifiable cause, as determined under 
regulations of the Board. 

§ 164. Prompt cre~iting of payments 

Payments received from an obligor under an 
open end consumer credit plan by the creditor 
shall be posted promptly to the obligor's account 
as specified in regulations of the Board. Such reg
ulations shall prevent a finance charge from being 
imposed on any obligor if the creditor has re
ceived the obligor's payment in readily identifiable 
form in the amount, manner, location, and time 
indicated by the creditor to avoid the imposition 
thereof. 

13 165. Crediting excess payments 

Whenever an obligor transmits funds to a credi
tor in excess of the total balance due on an open 
end consumer credit account, the creditor shall 
promptly (1) upon request of the obligor refund 
the amount of the overpayment, or (2) credit 
s~lch amount to the obligor's account. 

13 166. Prompt notification of returns 

With respect to any sales transaction where a 
credit card has been used to obtain credit, where 
the seller is a person other than the card issuer, 
and where the seller accepts or allows a return of 
the goods or forgiveness of a debit for services 
which were the subject of snch sale, the seller 
shall promptly transmit to the credit card issuer, 
a credit statement with respect thereto and the 
credit card issuer shall credit 'the account of the 
obligor for the amount of the transaction. 

§ 167. Use of cash disconnts 

*(a)(l) With respect to credit card which may 
be used for extensions of credit in sales transac
tions in which the seller is a person other than the 
card issuer, the card issuer may not, by COntract 
or otherwise, prohibit any such seller from offer-

* Amended 2/27/76. 
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ing a discount to a cardholder to induce the card
holder to pay by cash, check, or similar means 
rather than use a credit card. 

'" (2) No seHer in any sales transaction may im
pose a surcharge on a cardholder who elects to 
use a credit card in lieu of payment by cash, 
check, or similar means. 

(b) With respect to any sales traosaction, any 
discount not in excess of 5 per centum offered by 
the seller for the purpose of inducing payment by 
cash, check, or other means not involving the use 
of a credit card shaH not constitute a finance 
charge as determined under section 106, if such 
discount is offered to all prospective buyers and 
fts availability is disclosed to an prospective buy
ers clearly and conspicuonsly in accordance with 
regulations of the Board. 

§ 168. Prohibition of tie-in services 

Notwithstanding any agreement to "the contrary, 
. a card issuer may not require a sener, as a con
dition to participating in a credit card plan, to 
open an account with or procure any other serv
ice from the card issuer or its subsidiary or agent. 

§ 169. Prohibition of offsets 

(a) A card issuer may not take any action to 
offset a cardholder's indebtedness arising in con
nection with a consumer credit transaction under 
the relevant credit card plan against funds of the 
cardholder held on deposit with the card issuer 
unless-

(1) such action was previously authorized in 
writing by the cardholder in accordance with a 
credit plan whereby the cardholder agrees period
ically to pay debts incurred in his open end credit 
account by permitting the card issuer periodically 
to deduct all or a portion pf such debt from the 
cardholder's deposit account, and 

(2) such action with respect to any outstand
ing disputed amount not be taken by the card 
issuer upon request of the cardholder. 
In the case of any credit card account in exis
tence on the effective date of this section the 
previous written authorization referred t~ in 
clause (1) shall not be required until the date 
(after such effective date) when such account is 
renewed, but in no case later than one year after 
such effective date. Such written authorization 

" Added 2/27/76. 
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shall be deemed to exist if the card issuer has 
previously notified the cardholder that the use of 
his credit card account will subject any funds 
which the card issuer holds in deposit accounts of 
sllch cardholder to offset against any amounts 
due and payable on his credit card account which 
have not been paid in accordance with the terms 
of the agreement between the card issuer and the 
cardholder. 

(b) This section does not alter or affect the 
right under State law of a card issuer to attach or 
otherwise levy upon funds of a cardholder held 
on deposit with the card issuer if that remedy is 
constitutionally available to creditors generally. 

§ 170. Rights 01' credit card customers 

ea) Subject to the limitation contained in sub
section (b), a card issuer who has issued a credit 
card to a cardholder pursuant to an open end 
consumer credit plan shall be subject to all claims 
(other than tort claims) and defenses arising out 
of any transaction in which the credit card is 
used as a method of payment or extension of 
credit if (1) the obligor has made a good faith 
attempt to obtain satisfactory resolution of a dis
agreement or problem relative to the transaction 
from the person honoring the credit card; (2) the 
amount of the initial transaction exceeds $50; 
and (3) the place where the initial transaction 
(/ccurred was in the same State as the mailing 
address previously provided by the cardholder 
or was within 100 miles from such address, except 
that the limitations set forth in clauses (2) and 
(3) with respect to an obligor's right to assert 
claims and defenses against a card issuer shall 
not be applicable to any transaction in which 
the person honoring the credit card (A) is the 
same person as the card issuer, (B) is controlled 
by the card issuer, (C) is under direct or indirect 
common control with the card issuer, (D) is a 
franchised dealer in the card issuer's products or 
services, or (E) has obtained the order for such 
transaction through a mail solicitation made by or 
participated in by the card issuer in which the 
cardholder is solicited to enter into such trans
action by using the credit card iss lied by the card 
issuer. 

(b) The amount of claims or defenses asserted 
by the cardholder may not exceed the amount of 
credit outstanding with respect to such transaction 
at the time the cardholder first notifies the card 
issuer or the person honoring the credit card of 
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such claim or defense. For the purpose' of de
termining the amount of credit outstanding in 
the preceding sentence, payments and credits to 
the cardholder's account are deemed to have been 
applied, in the order indicated, to the payment 
of: (1) late charges in the order of their entry to 
the account; (2) finance charges in order of their 
entry to the account; and (3) debits to the ac
count other th:m those set forth above, in the 
order in which e;\ch debit entry to the account 
was made. 

§ 171. Relation to State laws 

(a) This chapter does not annul, alter, or affect, 
or exempt any person subject to the provisions 
of this chapter from complying with the laws 
of any State with respect to credit billing prac
tices, except to the extent that those laws are 
inconsistent with any provision of this chapter, 
and then only to the extent of the inconsistency. 
The Board is authorized to determine whether 
such inconsistencies exist. The Board may not 
determine that any State law is inconsistent with 
any provision of this chapter if the Board deter
mines that such law gives greater protection to 
the consumer. 

(b) The Board shall by regulation exempt from 
the requirements of this chapter any class of 
credit transactions within any State if it deter
mines that under the law of that State that class 
of transactions is subject to requirements substan
tially similar to those imposed under this chapter 
or that such law gives greater protection to the 
consumer, and that there is adequate provision 
for enforcement. 

*(c) Notwithstanding any other provisions of 
this title, any discount offered under section 167(b) 
of this title shall not be considered a finance 
charge or other charge for credit under the usury 
laws of any State or under the laws of any State 
relating to disclosure of information in connec
tion with credit transactions, or relating to the 
types, amounts or rates of charges, or to any 
element or elements of charges permissible under 
such laws in connection with the extension or 
use of credit, 

* Added 2/27/76. 
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** CHAPTER 5-CONSUMER LEASES 

Sec. 
181. Definitions. 
182. Consumer lease disclosures. 
183. Lessee's liability on expiration or termina-

tion of lease. 
184. Consumer lease advertising. 
1 85. Civil liability. 
186. Relation to State laws. 

§ 181. Definitions 

For purposes of this chapter-
(1) The term "consumer lease" means a con

tract in the form of a lease or bailment for· the 
use of personal property by a natural person for· 
a period of time exceeding four months, and for 
a total contractual obligation not exceeding 
$25,000, primarily for personal, family, or hou!le:~ 
hold purposes, whether or not the lessee has the 
option to purchase or otherwise become the 
owner of the property at. the expiration of the 
lease, except that such term shall not include any 
credit sale as defined in section 103(g). Such term 
does not include a lease for agricultural, business, 
or commercial purposes, or to a government or 
governmental agency or instrumentality, or to an 
organization. 

(2) The term "lessee" means a natural person 
who leases or is offered a consumer lease. 

(3) The term "lessor" means a person who is 
regularly engaged in leasing, offering to lease, or 
arranging to lease under a. consumer lease. 

(4) The term "personal property" means any 
property which is not real property under the 
laws of the State where situated at the time offered 
or otherwise made available for lease. 

(5) The terms "security" and "security inter
est" mean any interest in property which secures 
payment or performance or an obligation. 

§ ;182. Consumcr ICllsc disclosures 

Bach lessor shall give a lessee prior to the con
summation of the lease a dated written state
ment on which the lessor and lessee are identified 
setting out accurately and in a clear and con
spicuous manner the following information with 
respect to that lease, as applicable: 

** Added 3/23/76, 
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(1) A brief description or identification of the 
leased property; 

(2) The amount of any payment by the Jessee 
required at the inception of the lease; 

(3) The amount paid or payable by the lessee 
for official fees, registration, certificate of title, 
or license fees or taxes; 

(4) The amount of other charges payable by 
the lessee not included in the periodic payments, 
a description of the charges and that the lessee 
shall be liable for the differential, if any, between 
the anticipated fair market value of the leased 
property and its appraised actual value at the 
termination of the lease, if the lessee has such 
liability; 

(5) A statement of the amount or method of 
determining the amount of any liabilities the 
lease imposes upon the 1essee at the end of the 
term and whether or not the lessee has the option 
to purchase the leased property and at what price 
and time; 

(6) A statement identifying all eXpress warran
ties and guarantees made by the manufacturer or 
lessor with respect to the leased property, and 
identifying the party responsible for maintaining 
or servicing the leased property together with a 
description of the responsibility; 

(7) A brief description of insurance provided 
or paid for by the lessor or required of the lessee, 
including the types and amounts of the coverages 
and costs; 

(8) A description of any security interest held 
or to be retained by the lessor in connection with 
the lease and.a ch~ar identification of the property 
to which the security interest relates; 

(9) The number, amount, and due dates or 
pflriods of payments under the lease and the total 
amount of such periodic payments; 

(10) Where the lease provides that the lessee 
shall be liable for the anticipated fair market 
value of the property on expiration of the lease, 
the fair market value of the property at the 
inception of the lease, the aggregate cost of the 
lease on expiration, and the differential between 
them; and 

(11) A statement of the conditions under which 
the lessee or lessor may terminate the lease prior 
to the end of the term and the amount or method 
of determining any penalty or other charge for 
delinquency, default, late payments, or early 
termination. 
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The disclosures required under this section may 
be made in the lease contract to be signed by 
the lessee. The Board may provide by regula
tion that any portion of the information required 
to be disclosed under this section may be given 
in the form of estimates where the lessor is not 
in a position to know exact information. 

§ 183. Lessee's liability on expiration or termina
tion of lease 

ea) Where the lessee's liability on expiration of 
a consumer lease is based on the estimated resi
dual value of the property such estimated residual 
value shall be a reasonable approximation of the 
anticipated actual fair market value of the prop
erty on lease expiration. There shall bea rebutta
ble presumption that the estimated residual value 
is unreasonable to the extent that the estimated 
residual value exceeds the actual residual -value 
by more than three times the average payment 
allocable to a monthly period under the lease. In 

. addition, where the lessee has such liability on 
expiration of a coris,lmer Jease there shall be a 
rebuttable presumption that the lessor's estimated 
residual value is not in good faith to the extent 
that the estimated residual value exceeds the ac
tual residual value by more than three times the 
average payment allocable to a monthly period 
under the lease and such lessor shall not collect 
from the lessee the amount of such excess liability 
on expiration of a consumer lease unless the 
lessor brings a successful action with respect to 
such excess liability. In all actions, the lessor 
shall pay the lessee's reasonable attorney's fees. 
The presumptions stated in this section shall not 
apply to the extent the excess of estimated over 
actual residual value is due to physical damage to 
the property beyond reasonable wear and use, or 
to excessive use, and the lease may set standards 
for such wear and use if such standards are not 
unreasonable. Nothing in this subsection shall 
preclude the right of a willing lessee to make any 
mutually agreeable final adjustment with respect 
to such excess residual liability, provided such an 
agreement is reached after termination of the 
.lease. 

60 

(b) Penalties or other charges for delinquency, 
default, or early termination may be specified in 
the lease but only at an amount which is reason
able in the light of the anticipated or actual harm 
caused by the delinquency, default, or early ter-
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mination, the difficulties of proof of loss, and the 
incCinvenience or nonfeasibiIity of otherwise ob
taining an adequate remedy. 

(c) If a lease has a residual value provision at 
the termination of the lease, the lessee may obtain 
at his expense, a professional appraisal of the 
leased property by an independent third party 
agreed to by both parties. Such appraisal shall 
be final and binding on the parties. 

§ 184. Cunsumer lease advertising 

(a) No advertisement to aid, promote, or assist 
directly or indirectly any consumer lease shall 
state the amount of any payment, the number 
of required payments, or that any or no down
payment or other payment is required at inception 
of the lease unless the advertisement also states 
clearly and conspicuously and in accordance with 
regulations issued by the Board each of the fol
lowing items of information which is applicable: 

(1) That the transaction advertised is a lease. 
(2) The amount of any payment required at 

the inception of the lease or that no such payment 
is required if that is the case. 

(3) The number, amounts, due dates or periods 
of schedUled payments, and the total of payments 
under the lease. 

(4) That the lessee shall be liable for the differ
ential, if any, between the anticipated fair market 
value of the leased property and its appraised 
actual value at the termination of the lease, if 
the lessee has such liability. 

(5) A statement of the amount or method of 
determining the amount of any liabilities the lease 
imposes upon the lessee at the end of the term 
and whether or not the lessee has the option to 
purchase the leased property and at what price 
and time. 

(b) There is no liability under this section on 
the part of any owner or personnel, as sllch, of 
any medium in which an advertisement appears 
or through which it is disseminated. 

§ 185. Civil liability 

(a) Any lessor who fails to comply with any 
requirement imposed under section 182 or 183 
of this chapter with respect to any person is 
liable to such person as provided in section 130. 

(b) Any lessor who fails to comply witl1 any 
requirement imposed under section 184 of this 
chapter with respect to any person who suffers 
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actual damage from the violation is liable to such 
person as provided in section 130. For the pur
poses of this section, the term "creditor" as used 
in sections 115, 130, and 131 shall include a 
lessor as defined in this chapter. 

(c) Notwithstanding section 130(e), any action 
under this section may be brought in any United 
States district court or in any other court of com
petent jurisdiction. Such actions alleging a failure 
to disclose or otherwj~e comply with the require
ments of this chapter shan be brought within one 
year of the termination of the lease agreement 

§ 186. Relation to State laws 

(a) This chapter does not annul, alter, or affect, 
or exempt any person subject to the provisions of 
this chapter from complying with, the laws of any 
State with respect to consumer leases, except to 
the extent that those laws are inconsistent with 
any provision of this chapter, and then only to tlie 
extent of the inconsistency. The Board is author
ized to determine whether such inc!:lnsistencies 
exist. The Board may not determine that any State 
law is inconsistent with any provision of this chap
ter if the Board determines that such law' gives 
greater protection and benefit to the consumer. 

(b) The Board shall by regulation exempt from 
the" requirements of this chapter any class of lease 
transactions within any State if it determines that 
under the law of that State that class of transac
tions is subject to requirements substantially simi
lar to those imposed under this chapter or that 
such law gives greater protection and benefit· to 
the consumer, and that there is adequate provision 
for enforcement. 

TITLE V-GENERAL PROVISIO~S 

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

§- 502. Captions and catchlines for reference only 

Captions and catchlines are intended solely as 
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. 

§ 503. Grammatical usages 

In this Act: 
(1) The word "may" is used to indicate that 

an action either is authorized or is permitted. 
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(2) The word "shall" is used to indicate that 
an action is both authorized and required. 

(3) The phrase "may not" is used to indicate 
that an action is both unauthorized and for
bidden. 

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

§ 504. Effective dates 

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

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

(c) Title III ta .es effect on July 1, 1970. 
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TRUTH IN LENDING 
INTERPRETATIONS"OF REGULATION Z 

SECTION 226.1 

SECTION 226.101-USE OF "ANNUAL 
PERCENTAGE RATE" IN ORAL 

COMMUNICA nONS 

Under § 226.1(a)(2), a stated purpose of the 
Truth in Lending Act and Regulation Z is to as
sure that every customer who has need for con
sumer credit is given meaningful information 
with respect to the cost of that credit so that he 
may readily compare the various credit terms 
available to him from different sources and avoid 
the uninformed use of credit. Under § 226.6(a), 
a creditor is required to make disclosures using 
certain prescribed terminology, including the "an
nual percentage rate." The qaestion arises as to 
the propriety of a creditor quoting annual rates 
other than "annual perceptage rate" in response 
to consumer inquiries about the cost of credit, 
where such other rates could not be used in an 
advertisement under the proscriptions of § 226.10. 

The Truth in Lending Act and Regulation Z 
are intended to facilitate "shopping" between 
competitive credit plans. If a customer inquires 
about the cost of credit and the creditor responds 
by quoting an add-on or discount rate, he may 
mislead the customer since the use of such rates 
is prohibited in consumer credit advertising and 
such rates are significantly lower than the annual 
percentage rate which must be shown on the 
creditor's disclosure statement. The quotation of 
these rates can frustrate the stated purpose of the 
Act and prevent the customer from making an 
informed use of credit. 

In response to any oral inquiry by a customer 
about the cost of credit, a creditor when quoting 
annual rates should lise only those rates permitted 
to be used in advertisements under § 226.10. 
Irrespective of the method used by the creditor to 
cOl1;1.pute finance charges, the annual. rate of the 
creditor's total finance charges should be quoted 
only in terms of the "annual percentage rate." 

6/29173 

SECTION 226.102-(Rescinded effective 
6/30/76) 
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SECTION 226.201-LAY-AWAY PLANS AS 
EXTENSIONS OF CREDIT 

Many vendors offer lay-away plans under which 
they retain the merchandise for a customer until 
the cash price is paid in full and the customer has 
no contractual obligation to make payments and 
may, at his option, revoke a purchase made under 
the plan and request and receive prompt refund 
of any amopnts paid toward the cash price of the 
merchandise. 

A purchase under such a lay-away plan shall 
not be considered an extension ofcTedit subject 
to the provisions of Regulation .r-;. 
5/5/69 

SECTION 226.202-SECURITY INTEREST
CONFESSIONS OF JUDGMENT

COGNOVIT NOTES 

Under § 226.2(gg) "security Jnterest" is defined 
to include confessed li<!I1s whether or not re
corded and, in general, to include any interest in 
property which secures paymeht or performance 
of an obligation. In certain transactions involving 
a security interest, under § 226.9 the customer 
has a right of rescission. 

In some of the States, confession of judgment 
Clauses or cognovit provisions are lawful and 
make it possible for· the holder of an obligation 
containing such clause or provision to record a 
lien on property of the obligor simply by recor
dation entry of judgment; the obJigor is afforded 
no opportunity to enter a defense against such 
action prior to entry of the judgment. 

Since confession of judgment clauses aDd cog
novit provisions in such States have the effect of 
depriving the obligor of the right to be notified of 
a pending action and to enter a defense in a judi
cial proceeding before judgment may be entered 
or recorded against him, such clauses and pravi"
sions in those States are security interests under 
§ 226.2(gg) and for the purposes of § 226.7(a)(7), 
§ 226.8(b)(5), and § 226.9. This is the Case even· 
if the judgment cannot 'be entered until after a 
default by the obligor. 

Confession of judgment clausell and cognovit 
provisions which, by their terms, exclude a lien 
on all real property which is used or is expected 
to be used as the principal residence of the CllS-
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tomer, would not bring a transaction under the 
provisions of § 226.9. 

5/26/69 

SECTION 226.203-0PEN END CREDIT 
DISTINGUISHED FROM OTHER 

CREDIT 

The fundamental qualification for "open end 
credit" under § 226.2(x) is that consumer credit 
be 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 or indirectly from the credi
tor, 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. Under an open 
end credit accollnt plan, it is contemplated that 
there will or may be repetitive transactions on a 
revolving basis. 

In certain cases, a form of contract or note re
lating to a single transaction provides that the 
finance charge be computed from time to time by 
application of a rate to the unpaid balance and 
stipulates required minimum periodic payments. 
However, the obligor has the privilege of making 
larger and more frequent payments than stipu
lated or paying the obligation in full at any time 
without penalty. The question arises as to 
Whether the creditor should make disclosures in 
such circumstances under § 226.7 for open e;1d 
credit accounts or undel § 226.8 for credit other 
than open end. 

Although the terms of such a contract or note 
meet the second and third requirements for such 
a plan, they do not meet the first of such require
ments nor the basic qualification that consumer 
credit be extended on an account pursuant to a 
plan. Therefore, disclosures in this case are re
quired to be made under § 226.8. 

5/26/69 

SECTION 226.3 

SECTION 226.301-AGRICULTURAL 
PURPOSES-WHEN EXEMPT FROM 

THE REGULATION 

Under § 226.3(a), the Regulation does not 
apply to "Extensions of credit to organizations, 
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including governments, or for business or commer
cial purposes, other than agricultural purposes." 
The definition of "organization" in § 226.2(y) 
includes a corporation, trust, estate, partner
ship, cooperative, or association as well as 
governmental entities. The question arises as to 
whether the Regulation applies to extensions of 
credit to organizations, including governments, 
for agricultural purposes. 

Extensions of credit to organizations, including 
governme'lts, for agricultural purposes are ex
empt from the Regulation. 

5/26/69 

SECTION 226.302-CREDIT FOR BUSINESS 
OR COMMERCIAL PURPOSES-MORE 

THAN 4 FAMILY UNITS 

Under § 226.3(a), extensions of credit for 
business or commercial purposes, other than agri
cultural purposes, are not subject to Regulation 
Z. The question arises as to whether an extension 
of credit relating to a dwelling (as defined in 
§ 226.2(v» which contains more than 4 family 
housing units is an extension of credit for busi
ness or commercial purposes. 

Credit extended to an owner of a dwelling con
taining more than 4 family housi~g m.its for the 
purpose of acquiring, financing, refinancing, im
proving, or maintaining that dwelling is an exten
sion of credit for business or commercial pur
poses. 

1128/70 

SECTION 226.4 

SECTION 226.401-8ERVICE CHARGES ON 
ACCOUNTS NOT PAID WITHIN A GIVEN 

PERIOD OF TIME 

Some vendors bill their customers for property 
or services purchased under the terms of a credit 
plan which requires that the full amount of each 
billing be paid within a stipulated period after 
billing, with no privilege of paying in instalments. 
If a bill is not paid within that stipulated period 
of time, the vendor imposes a service charge pe
riodically on the unpaid balance until the account 
is paid i~ full. The question arises as to whether 
Regnlation Z applies to such transactions. 



REGULATION Z-INTERPRETATIONS 

When in the ordinary course of business a ven
dor's billings are not paid in full within that stip
ulated period of time, and under such circum
stances the vendor does not, in fact, regard such 
accounts in default, but continues or will con
tinue to extend credit and imposes charges pe
riodically for delaying payment of such accounts 
from time to time until paid, the charge so im
posed comes within the definition of a "finance 
charge" (§ 226.2(w» applicable in each case to 
the amount of the unpaid balance of the account. 
Under such circumstances the credit so extended 
comes within the "open end credit" in § 226.2(x), 
the vendor is a creditor as defined in § 226.2(s), 
and the disclosures required for open end credit 
accounts under § 226.7 shall be made. 

4/22/69 

SECTION 226.402-TERM OF INSURANCE 
COVERAGE 

Under § 226.4(a)(5) and (6) certain disclo
sures of insurance premium Cl)sts, if applicable, 
are required. The question arises as to whether 
such amounts of cost disclosed must include the 
cost of insurance for the full term of the transac
tion. 

Under § 226.4(h) the cost of insurance for the 
full period of insurance coverage which the credi
tor will require shall be disclosed if the cost of 
the insurance premium is required to be included 
in the finance charge. However, if the cost of in
surance is not required to be included in the 
finance charge; the cost to be disclosed need only 
be the cost of premiums for the term of the ini
tial policy or policies written in connection with 
the transaction, accompanied by a statement of 
the type of insurance and the term thereof. 

5/5/69 

SECTION 226.403-DISCLOSURE OF COST 
OF PROPERTY INSURANCE WHEN 

NOT OBTAINABLE FROM OR 
THROUGH THE CREDITOR 

In many cases a creditor requires insurance 
against loss or damage to property or liability 
arising out of its use but such insurance is not 
obtainable from or through him. The question 
arises under § 226-4(a) (6) as to whether such a 
creditor must make· any disclosures to avoid hav-
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ing to include the insurance premium in the 
finance charge. 

Irrespective of whether such insurance may be 
obtained from or through the creditor, if the 
creditor requires property insurance and wishes 
to exclude the cost from the finance charge, he is 
required to state clearly and conspicllously to the 
customer that' he may choose the person through 
which the insurance is to be obtained. However, 
if the insurance is not obtainable from or through 
the creditor, he is not required to disclose the 
cost of that insurance, unless, of course, the pre
miums are included in the "amount financed," in 
which case it would have to be disclosed under 
§ 226.8(c)(4) or (d)(l), as the case may be. 

5/26/69 

SECTION 226.404-PREMIUMS FOR 
VENDOR'S SINGLE INTEREST 

INSURANCE REQUIRED 
BY CREDITOR 

The question arises whether charges or pre
miums for single interest insurance (Vendor's 
Single Interest Insl:rance) written in connection 
with a credit transaction may be exclUded from 
the finance charge under § 226.4(a)(6) if the in
surer waives subrogation. 

If the insurer waives all right of subrogation 
against the customer in a single interest policy of 
insurance against loss of or damage to property 
(which may include coverage for skip, conceal
ment, conversion, and embezzlement) written 
in connection with a credit transaction, and 
the creditor complies with the requirements of 
§ 226.4(a)(6), charges or r:"miums for such in
surance may be excluded from the amount of the 
finance charge on that transaction. However, if 
the insurer does not so waive subrogation in such 
policy of insurance, the charges or premiums shall 
be included in the finance charge. 

1/28170 (Supersedes interpretation § 226.404 is
sued 8/1/69) 

SECTION 226.405-PROPERTY INSURANCE 
WRITTEN IN CONNECTION WITH A 
TRANSACTION-OBTAINED FROM 

OR THROUGH THE CREDITOR 

Footnote 4 to § 226.4(a) (6) specifies that a 
policy of insurance against loss or damage to 
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property or liability arising out of its use is not 
considered to be "written in connection with" a 
transaction when it " ... was 110t purchased by 
the customer for the purpose of being used in 
connection with that extension of credit." There
fore, whenever such a policy is purchased by the 
customer for the purpose of being used in con
nection with a specific extension of credit, it is 
insurance "written in connection with" that trans
action. 

If the customer elects to purchase such insur
ance otherwise th~n from or through the creditor, 
the creditor is not required to disclose the cost of 
the insurance or include the premium in the 
finance charge. However, if the cost of such in
surance is to be financed through the creditor, 
the premiums must be included in the "amount 
financed" and disclosed under § 226.8(c)(4) or 
(d)(l), as the case may be. 

9/11/69 

SECTION 226.406-SELLER'S POINTS AND 
DISCOUNTS UNDER REGULATION Z 

Section 226.4(a) of Regulation Z includes in 
the finance charge any charge "payable directly 
or indirectly by the customer, and imposed di
rectly or indirectly by the creditor as an incident to 
or as a condition of the extension of credit. ... " 
The question arises as to tlle proper treatment 
of discounts paid by the seller, including points 
imposed on the seller by the lender in connection 
with a real estate transaction. 

Under the general rule in § 226.4(a), any such 
discount, to the extent it is passed on to the 
buyer through an increase in the selling price, 
must be included in the finance charge. However, 
as a practical matter, it may be difficult to deter
mine whether or not a discount paid by the seller 
in connection with a real estate transaction has 
been, in fact, passed along to the customer as a 
part of the purchase price of the property. The 
same situation may exist in other cases, for ex
ample, those in which the creditor sells at a dis
count obligations payable in more than four in
stalments. 

The Board bas concluded that in any such 
transaction coming within its administrative en
forcement authority, where seller's points or dis
counts were, in fact, passed along to the cus
tomer or buyer and the amount thereof was not 
disclosed as a finance charge, the Board "vill take 
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such action as may be appropriate in the circum
stances. However, it will not attempt to prescribe 
rules creating a presumption that all discounts or 
points are passed on to the customer or buyer 
and hence must be included in the finance charge 
in any particular class of transaction. On the 
other hand, the inclusion of seller's points or dis
counts in the finance charge will be acceptable to 
the Board as a correct disclosure under Regula
tion Z. 

This position relates only to the Board's ad
ministrative enforcement procedures and it is not 
intended in any way to restrict or prejudice the 
rights of any customer or buyer to bring an ac
tion under sections 130 and 131 of the Act 
where he has reason to believe he is or was re
quired to pay directly or indirectly a finance 
charge imposed directly or indirectly by the cred
itor of the transaction and the amount of that 
finance charge was not disclosed to him. 

10/23/70 

SECrlON 226.407-CHARGES FOR 
MEMBERSHIP IN OPEN END 

CREDIT PLAN 

A credit card issuer charges the cardholder an 
annual fee for membership in the credit plan and 
for issuance of a credit card for use in conjunc
tion with the r Jan. The payment of the fee is re
quired as a condition of membership in the plan, 
whether or not the cardholder uses his card for 
the purpose of obtaining credit. The question 
arises whether these fees are finance charges 
under § 226.4(a) of Regulation Z. 

Since such fees are imposed as a qualification 
of membership in the plan and for the issuance 
of a credit card, and not as incident to or as a 
condition of any specific extension of credit, they 
do not fall within the definition of a "finance 
charge" under § 226.4(a) of Regulation Z. 

8/12/71 

SECTION 226.5 

SECTION 226.501-USE OF RANGES OR 
BRACKETS TO DETERMINE PERIODIC 

RATE OF FINANCE CHARGE ON 
OPEN END ACCOUNTS 

Section 226.5(a)(I) of Regulation Z, in effect, 
gives a creditor the option in certain circum-
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stances of stating (1) two or more separate an
nual percentage rates (e.g., the rate on a $700 
balance might be stated as 18% on balance to 
$500 and 12% on balance over $500), or (2) a 
single annual percentage rate determined by the 
"quotient method" resulting from applying the 
rates to a total balance (e.g., in the example 
above, an annual percentage rate of 16~ % on a 
$700 balance). 

Section 226.5(a)(2), which relates to the use 
of ranges or brackets to compute periodic finance 
charges, does not prevent a creditor who uses 
such brackets from exercising the options re
ferred to in § 226.5(a)(1). 

412169 

SECTION 226.502-ANNUAL PERCENTAGE 
RATE ON SINGLE ADD-ON RATE 

TRANSACTIONS 

The application of a single add-on rate to 
transactions of varying maturities, when con
verted to an annual percentage rate determined 
by the actuarial method, results in minor varia
tions. Such annual percentage rate variations on 
maturities up to 60 months are so insignificant 
that separate computations are unwarranted. 

The question arises as to whether a creditor 
may disclose a single annual percentage rate on 
all sllch transactions based upon the highest rate 
which will arise from the application of the same 
single add-on rate to each of such transactions. 

When the same add-on rate is applied to alt 
transactions within a range of maturities up to 60 
months, and provided that all payments on each 
transaction are equal in amount and due at equal 
intervals of time within the limits provided by 
§ 226.5(d), a single annual percentage rate may 
be disclosed in which case it shall be the highest 
annual percentage rate that may be applicable to 
any such transactions. 

5/26/69 

SECTION 226.503-MINOR IRREGU
LARITIES-MAXIMUM IRREGULAR 

PERIOD LIMITS 

Section 226.5(d) specifies certain minimums in 
determining what minor irregularities in first pay
ment periods may be disregarded in determining 

§ 226.502 

the annual percentage rate. The question arises as 
to what maximum limits for such periods would 
still permit the irregular periods to be considered 
regular 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 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, the 
maximum interval of time from the date the 
finance charge begins to accrlle to the date the 
first payment is due is as follows: 
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(1) in the case of weekly payments, 12 days~ 
(2) in the case of biweekly or semimonthly 

payments, 25 days; 
(3) in the case of monthly payments, 50 days. 
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, 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, 10 days; 
(2) in the case of biweekly Or semimonthly 

payments, 21 days; 
(3) in the case of monthly payments, 42 days. 

6110/69 

SECTION 226.504-TREATMENT OF 
"PICK-UP PAYMENT" IN AN 

INSTALMENT CONTRACT 

In some instances inVolving an instalment con
tract arising from a credit sale, the purchaser 
may not pay the full amount of the required 
downpayment at the dme he signs the contract or 
otherwise enters into the credit transaction. In 
such cases, the creditor may include in the instal
ment contract or accept a separate obligation for 
the unpaid portion of the downpayment, com
monly called.u "pick-up payment," the amount of 
which usually carries no finance charge and is to 
be paid on or before a specified date independent 
of the other scheduled payments. 

The question arises whether the "pick-up pay
ment" must be treated as part of the "amount 
financed" fa/: purposes of. disclosure and de:termi-
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nation of the "annual percentage rate" or 
whether it may be treated as a deferred portion 
of the down payment. 

In determining the "amount financed" the 
creditor may exclude the amount of the "pick-up 
payment" provided that: 

(1) The amount of the finance charge applica
ble to the transaction does not exceed the amount 
that would have been imposed had the required 
downpayment been paid in full upon consumma
tioIl 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 
more than twice the amount of an otherwise reg
ularly 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 
identified using that term or the term "balloon 
payment." 

9/11/69 

SECTION 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 
times the first payment may be irregular either in 
amount or payment period, or both, especially in 
those instances where creditors require payments 
to fall due on fixed dates or those who are paid by 
means of payroll deductions. The minor irregu
larities provisions of § 226.5(d) of the Regulation 
and § 226.503 of the interpretations to Regulation 
Z, which pertain to the determination of the 
annual percentage rate, also apply to the determi
nation of the finance charge. For convenient ref
erence, the applicable provisions of § 226.5(d) 
Rnd § 226.503 as they apply to the determination 
of the finance charge are set forth below. 
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In determining the finance charge, a creditor 
may, at his option, consider the payment irregu
larities set forth below in subparagraphs (1) and 
(2) as if they were regular ill amount or time, 
as applicable, provided that the transaction to 
which they relate is otherwise payable in equal 
instalments scheduled at equal intervals. 

(1) If the period from the date on which the 
finapce 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: 

(i) 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 which 
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 1 year in 
the case of monthly payments, either 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 

(li) 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 nor 
more than 10 days for an obligation otherwise 
payable in weekly instalments, not less than 12 
nor more than 21 days for an obligation other
wise payable in biweekly or semimonthly instal
ments, or not less than 25 nor more than 42 days 
for an obligation otherwise payable in monthly 
instalments. 
. For the purposes of § 226.8(b)(3) in disclos

ing the number, . amount and due dates or periods 
of payments scheduled to repay the indebtedness 
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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 of pay
ment period involved in the minor irregularity. 

91l1/69 

SECTION 226.506-DAILY PERIODIC 
RATE; COMPUTATION OF THE 
ANNUAL PERCENTAGE RATE 

Under § 226.5(a) (1)(ii), (3)(0, and (3}(ii), 
the quotient used in computing the annual per
centage rate in open end credit accounts must be 
mUltiplied "by the number of billing cycles in a 
year." The question arises as to the method 
which should be used to compute the annual per
centage rate under those sections where a daily 
periodic rate or rates is used. 

In any open end credit account to which the 
provisions of § 226.5(a)(1)(ii) or 226.5(a)(3)(i) 
apply where all or a portion of the finance charge 
is determined by the application of one or more 
daily periodic rates, the annual percentage rate 
may be determined (1) by dividing the total fi
nance charge by the average of daily balances and 
mUltiplying the quotient by the number of billing 
cycles in a year, or alternatively (2) by dividing 
the total finance charge by the sum of the daily 
balances and mUltiplying the quotient by 365. 

In any open end credit account to which the 
provisions of § 226.5(a) (3) (ii) apply, where a 
portion of the finance charge is determined by 
application of one or more daily periodic rates, 
the rhrase "sum of the balances" in footnote 5a 
shall also mean the "average of daily balances." 

6/1173 

SECTION 226.6 

SECTION 226.601--0VERSTATEMENT 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 
does not in itself constitute a violation of the 
Regulation. Under this section may a disclosure 
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regarding an annual percentage rate (e.g., "the 
annual percentage rate does not exceed 18%") 
be preprinted on a contract or periodic statement 
and comply with disclosure reqUirements wben 
the actual rate will at times be lower (e.g., 15%) 
for some transactions? 

Section 226.5 specifies the methods which shaH 
be employed in determining annual percentage 
rates. Section 226.6(h) is not intended to provjde 
an alternative to these requirements, but is, 
merely to provide appropriate relief to a creditor 
who overstates accidentally. Any disclosure of an 
annual percentage rate whether preprinted or 
otherwise which overstates the annual percentage 
rate determined in accordance with § 226.5 other 
than through inadvertence does not comply with 
requirements. 

4/2/69 

SECTION 226.602-(Rescinded effective 3/1174) 

SECTlON 226.603-DISCLOSURES IN 
TRANSACTION INVOLVING 

MULTIPLE CUSTOMERS 

Section 226.6(e) states the general rule that, 
except in the case of a rescindable transaction 
under § 226.9, where there are multiple customers 
in a transaction, the creditor is only required to 
make disclosures to one of them. However, in de
termining which customer shall receive disclo
sures, the creditor may not select a customer who 
is secondarily liable, such as an endorser, co
maker (when designated as surety), guarantor, or 
a similar party. This does not prohibit the creditor 
from also furnishing disclosures to sllch persons 
who are secondarily liable. 

4/2/69 

SECTION 226.604-INCONSISTENT STATE. 
REQUIREMEN'TS 

Section 226.6(b) of Regulation Z indicates types 
of State law requirements that are inconsistent 
with Regulation Z, and § 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 
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State laws. Section 226.6(b)(1) provides that 
State law is inconsistent to the extent that it "re
quires a creditor to make disclosures different 
from the requirements of this Part with respect 
to form, cont,mt, terminology, or time of deliv
ery." This refers to disclosures of the kinds of in
formation covered by Regulation Z, and not to 
other or collateral information such as a state
ment telling the customer that he should read the 
contract carefully, or thllt there should be no 
blanks in the contract. Similarly, it does not refer 
to headings that State law may require on a con
tract such as "Retail Installment Contract." Simi
larly, a specification in a State law that certain 
size type must be used is not necessarily incon
sistent with the requirements of Regulation Z. 

4/22/69 

SECTION 226.605-(Rescinded effective 3/1/74) 

SECTION 226.606-MODlFICATION OF 
SEMIANNUAL STATEMENTS PURSU ANT 

TO STATE LAW 

Sections 226.7(a)(9) and 226.7(d)(5) prescribe 
statements regarding customers' rights and credi
tors' responsibilities under certain sections of the 
Regulation. These statements contain specific ref
erences to the "Federal Truth in Lending Act," 
"Federal Fair Credit Billing Act," and the "Act." 

Certain States have adopted, or intend to adopt, 
regulations or statutes identical to the amendments 
to Regulation Z adopted by the Board on Septem
ber 15, 1975, for the purpose of implementing the 
Fair Credit Billing Act. The question has arisen 
whether the statements prescribed by §§ 226.7(a)(9) 
and 226.7{d)(5) may be modified under these cir
cumstances to include a reference to the State law 
immediately following the relevant reference to 
the Federal law, or whether separate statements 
are required under both the State law and Federal 
law. 

In the circumstances described above, it is per
missible for a creditor to modify the statements 
prescribed by §§ 226.7(a)(9) and 226.7(d)(5) in 
the form of a reference to the relevant State law 
by name. Such a disclosure, if made immediately 
following the relevant reference to the titled Fed
eral law in substantially the following manner: 
"and the [insert the name of the State and the 
State law involved]," is permissible under Regula-
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tion Z and any State law requiring such a disclo
sure is not inconsistent with the Act or Regulation 
within the meaning of § 226.6(b). It is similarly 
permissible to substitute "these Acts" for the 
words "the Act" where they appear in the state
ment required by § 226.7(a)(9). 

1/30176 

SECTION 226.7 

SECTION 226.701-PERIODIC STATEMENTS 
-FINANCE CHARGE RESULTING 

FROM MORE THAN ONE 
PERIODIC RATE 

Section 226.7(b)(I)(iv) 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 such 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 1 V2 % per month 
on the lirst $500 of a balance and 1 % per month 
on amollnts over $500, the monthly charge on a 
$600 balance would be $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 § 226.7(b)(5), the 
periodic rates that may apply to the account, and 
the applicable range of balances must, of course, 
be shown, but this could be preprinted. 

4/2/69 

SECTION 226.702 is incorporated into § 226.7 
(c) effective 6/1/73, and is revoked effective that 
date. 

SECTION 226.703-FINANCE CHARGE 
BASED ON AVERAGE DAILY 

BALANCE OR DAILY BALANCES IN 
OPEN END CREDIT ACCOUNTS 

Section 226.7(b)(1)(viH) requires that periodic 
statements for open end accounts shall disclose, 
among other things, "the balance on which the 
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finance charge was computed, and a statement of 
how that balance was determined." In some in
stances, creditors compute a finance charge on 
the average daily balance by application of a 
monthly periodic rate or rates. In such case, this 
information is adequately disclosed if the state
ment gives the amount of the average daily 
balance on which the finance charge was com
puted, and also states how the balance is deter
mined. 

In other instances, the finance charge is com
puted on the balance each day by application of 
one or more daily periodic rates, and the question 
arises as to how the balance on which the finance 
charge was computed should be disclosed in such 
circumstances: 

If a single daily periodic rate is imposed, the 
balance to which it is applicable may be stated in 
any of the following ways: 

(i) A balance for each day in the billing 
cycle; or 

(ii) A balance for each day in the billing 
cycle on which the balance in the account 
changes; or 

(iii) The sum of the daily balances during the 
billing cycle; or 

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

If two or more daily periodic rates may be im
posed, the balances to which the rates are applica
ble may be stated in accordance with (i) or ,(ii) 
above or as two or more average daily balances, 
each applicable to the daily periodic rates impos~d. 
For example, if the creditor imposes one dally 
periodic rate on balances up to $500 and another 
daily periodic rate on balances ovcr $500, the 
creditor would show average daily balances of 
$500 and $200 in an account which had a $700 
balance for the entire billing cycle. If the average 
daily balances are stated, the creditor shall state 
(on "the face of the periodic statement, on its re
verse side, or on an enclosed supplement) wording 
to the effect that the finance charge is or may be 
determined by (1) multiplying each of the !+verage 
daily balances by the number of days in the billing 

71 

§ 226.705 

cycle, (2) multiplying each of the results by the 
applicable daily periodic rate, and (3) adding 
tht:se products together. 

12127/74 (Supersedes interpretation § 226.703 
issued 6121172 and prior interpretation § 226.703 
issued 5/5/69) 

SECTION 226.704 is incorporated into § 226.5 
(a)(3) effective 6/1173, and is revoked effective 
that date. 

SECTION 226.705-0PEN END CREDIT
CHANGE IN THE METHOD OF 

DETERMINING THE BALANCE ON 
WHICH FINANCE CHARGES 

ARE COMPUTED 

The creditor of an open end credit account 
plan desires to change his method of determining 
the balance on which finance charges are com
puted from a method in which payments and 
credits made during the billing cycle are not de
ducted in determining such balance to a method 
in which such payments and credits are deducted 
in determining such balance. This change results 
in a reduction in finance charges to the customer, 
where full payment of the account is deferred. 
The question arises whether notice of such 
change is required to be sent to customers of 
open end credit accounts under § 226.7(f), since 
that section also provides that prior notice is not 
required if the only change is a reduction in the 
"periodic rate or rates, 'or in ahy minimum, fixed, 
check service, transaction, activity, or similar 
charge applicable to the account." 

Where a creditor changes his method of deter
mining the balance on which finance charges are 
computed from a method in which payments and 
credits made during the billing cycle are not de
ducted in determining such balance, to a method 
in which such payments and credits are deducted 
in determining such balance, § 226.7(f) requires 
no prior notice of such change in terms, provided 
no other changes in terms applicable to the ac
count are made simultaneously which would re
quire § 226.7(f) notification. 

7129171 

SECTION 226.706-0PEN END CREDlT
ALLOCATlON OF PAYMENTS 

Section 226.7(a)(2) provides ~hat before the 
first transaction is made 011 any open end credit 
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account, the creditor must disclose "the method 
of determining the balance upon which a finance 
charge may be imposed." Section 226.7(b)(1)(viii) 
requires the creditor to disclose on the periodic 
statement "the balance on which the finance 
charge was computed, and a statement of how 
that balance was determined." The question is 
raised whether these provisions require a creditor 
to provide a description of the manner in which 
payments or other credits are applied to various 
portions of the balance or balances on which 
finances charges are computed. 

In disclosing the method of determining the 
balance(s) upon which finance charges are com
puted, it is not necessary to show the method of 
allocating payments or other credits. For exam
ple, explanation of the manner in which pay
ments or credits may be applied to late charges, 
overdue balances, finance charges, insurance pre
miums or other portions of balances is not re
quired. Similarly, explanation of the method of 
allocating such payments between cash advance 
and purchase portions .of the account is not re
quired. Such explanations in many cases involve 
lengthy and complex descriptions which may un
duly complicate lisclosures. 

Explanation of the allocation method may be 
made by creditors where it can be done in con
formity with § 226:6(c) which authorizes addi
tional information or explanations as long as they 
are not stated, utilized, or placed so as to mislead 
or confuse the customer or contradict, obscure, 
or detract attention from the required disclosures. 

6/21/72 

SECTION 226.707-DISCLOSURES
VARIABLE PERIODIC RATES 

Under the terms of some open end credit plans 
the periodic rates of finance charges and corre
sponding ~nnual percentage rates are tied to a 
fluctuating base rate, for example, the "prime 
rate." Consequently, bpth the periodic rates and 
annual percentage rates may change from time to 
time with changes in the base rate. The ques
tion arises as to the proper disclosure, if any, 
which should be made under § 226.7 (a) (4), 
§ 226.7(b)(1)(v), § 226.7(b)(l)(vi), § 226.7(f), and 
§ 226.1 O(c)(4) in connection with such plans. 

Where any creditor's open end credit plan pro
vides that the account is subject to variations in 
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any periodic rate of finance charge, the Cl editor 
need not comply with § 226.7(f) with respect to 
any prospective change in any periodic rate or 
corresponding annllal percentage rate applicable 
to the account, provided that in connection with 
the disclosures made pursuant to paragraph 
226.7(a)(4) the creditor has disclosed that such 
rates are subject to change, the conditions under 
which such rates may be changed, and, if appli
cable, the maximum and minimum limits of such 
rates. The requirements of § 226.7(b)(I)(v) and 
§ 226.10(c)(4) may be complied with by similarly 
disclosing the method of computing the periodic 
or annual percentage rates which are subject to 
variation. In disclosing an annual percentage rate 
or rates under § 226. 7(b)( I )(vi) where there have 
been variations during the billing cycle, the 
computations as specified in § 226.5 (a) (1) (ii), 
§ 226.5(a)(2), § 226.5(a)(3)(i) or § 226.5(a)(3)(ii), 
as applicable, should be used. 

11/2/72 

SECTION 226.70S-TIMING AND 
MODIFICATION OF SEMIANNUAL 

STATEMENTS 

Sections 226.7(d)(l) through 226.7(d)(4) set out 
the method by which the statement required by 
§ 226.7(a)(9) is to be provided to customers on a 
semiannual basis. Section 226.7(d)(5) provides for 
a shorter statement which, as an alternative to the 
provisions of §§ 226.7(d)(1) through 226.7(d)(4), 
may, under certain conditions, be provided with 
each periodic statement. 

The question has arisen of when the first state
ment, either the longer st:ltement required by 
§ 226.7(a)(9) or the alternate shorter state'.llent 
under § 226.7(d)(5), must be provided under 
§ 226.7(d). Creditors must mail or deliver one or 
the other of these, statements, pursuant to 
§ 226.7(d), not later than seven months after Octo
ber 28, 1975. In determining When to send the 
first statement pursuant to § 226.7(d), the initiai 
statements prescribed by § 226.7(a)(9) which are 
sent to customers with accounts in existence on 
October 28, 1975, pursuant to § 226.7(i), may 
not be considered a statement sent for purposes 
of § 226.7(d). 

A second question has arisen regarding the 
timing of disclosures should a creditor change 
practices and provide the statement under § 226.7 
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(d)(5) instead of the longer statement prescribed 
in § 226.7(a)(9). The same question has arisen 
with respect to the opposite case, i.e., when a 
creditor first makes disclosure under § 226.7(d)(5) 
and subsequently decides to make disclosure of 
the statement prescribed by § 226.7(a)(9) semi
annually. If a creditor first discloses the § 226.7 
(a)(9) statement semiannually and subsequently 
decides to use the § 226.7(d)(5) alternative, the 
first statement which must be provided pursuant to 
§ 226.7(d)(5) must be mllilp,d or delivered not later 
than the time that the next § 226.7(a)(9) state
ment would have been required had no change in 
the creditor's practice occurred. If a creditor first 
chooses to make disclosure pursuant to § 226.7 
(d)(5) and st.:bseq:c\ently decides to provide the 
longer statemf-nt prescribed in § 226.7(a)(9) semi
annually, the creditor must mail or deliver such 
longer statement to those cllstomers receiving pe
riodic statements (not later than the mailing or 
delivery of such periodic statements) pursuant to 
§ 226.7(b) for the billing cycle immediatel,y subse
quent to the billing cycle for which the last state
ments were mailed or delivered pursuant to 
§ 226.7(d)(5). The timing of mailing or delivery 
of § 226.7(a)(9) statements on a semiannual basis 
subsequent thereto is to be determined in accord
ance with § § 226.7(d)(1), (2), (3), and (4). 

A further question has arisen whether a creditor 
may delete portions of the statement prescribed 
in § 226.7(d)(5) which are inapplicable to its par
ticular credit plan as in the case of the statement 
prescribed by § 226.7(a)(9). In line with the gen
eral policy of the Truth in Lending Act and Reg
ulation Z which attempt to avoid disclosures which 
might be confusing .' ) consumers, any portions of 
the § 226.7(d)(5) statement which are inapplicable 
to a credit plan may be deleted from the § 226.7 
(d)(5) statement by the creditor of that plan. 

The question has also arisen whether references 
to the "creditor" in the statement prescribed by 
§ 226.7(d)(5) may be altered or modified ,as is 
permitted with regard to the statement prescribed 
by § 226.7(a)(9). Such alteration or modification 
is permissible; wherever the word "creditor" ap
pears or is referred to in the statement prescribed 
by § 226.7(0)(5), the creditor may substitute ap
propriate references, such as "company," "bank, " 
"we" or a specific name. 

1/30/76 
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SECTION 226.8 

SECTION 226.801-LOCATION OF DIS
CLOSURES WHEN CONTRACT, SE
CURITY AGREEMENT, AND EVI
DENCE 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 docu
ments are designed for processing by mechanical 
and electronic equipment. If all of the required 
disclosures under § 226.8 should be placed on the 
face of such a document, the creditor will be un
able to utilize conventional accollnting and record
keeping equipment because· of the size of the re
sulting document. The question arises as to 
whether required disclosures may be made on the 
face and the reverSe side of stich 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 under § 226.8 shiill, in ac
cordance with § 226.6, be made on the face of 
that document, on its reverse side, or on both 
sides, provided that the amollnt of the finance 
charge and the annual percentage rate shall ap
pear on the face of the document, and, if the re
verse side is used, the printing on both sides of 
the document shall be equally clear and co.nspicu
ous, both sides shall contain the statement, "NO. 
TICE: See other side for important information," 
and the place for the customer's signature shall 
be provided foilowing the full content of the doc\~ 
ment. 

4/22/69 

SECTION 226.802-DlSCLOSURES ON MAIL 
OR TELEPHONE ORDERS 

Under § 226.8(g), disclosures may be made at 
any time not later than the date the first payment 
is due tlOder certain conditions. The question 
arises as to when disclosures shall be made on 
mail or telephone orders where the information 
outlined in § 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: 
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(l) With respect to credit sales, not later than 
at the time of delivery of the property or first 
perrormance 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 :,efore 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 shaH be made before the transaction is 
consummated. The question arises as to which 
provision prevails. 

The provisions of § 226.8(0) prevail ~nder the 
conditions set forth in that paragraph unless the 
transaction is also s\.lbject to the provisions of 
§ 226.9 in which event the disclosures shall be 
made before the transaction is consummated. 

5/5/69 

SECTION 226.804-SERIES OF SALES
CONTENT OF AGREEMENT 

Under § 226.8(h), if a credit sale is one of a 
series of transactions made under an agreement 
providing for the addition of a current sale to an 
existing outstanding balance and the customer has 
approved in writing the annual percentage rate or 
rates 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 
agreement where, for example, an 18% annual 
percentage rate applies to the first $500 of bal
ance, a 12% annual percentage rate applies to ali 
balances over $500, and the mix of the two rates 
on transactions over $500 will produce a grad
ually decreasing annual percentage rate as the 
amount of balance over $500 increases. 

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 appUes. How-
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ever, the disclosures which must be made not 
later than the date the first payment is due must 
include the actual annual percentage rate applica
ble to that sale. 

5/5/69 

SECTION 226.S05-SERIES OF SALES AS 
DISTINGUISHED FROM REFINANCING, 

CONSOLIDATING, OR TNCREASING 

The question arises as to the distinction be
tween the provisions of § 226.8(h) Series of sales, 
and the provisions of § 226.8(j) Refinancing, 
consolidating, 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 aU of the require
ments of § 226.8(h)(1) and (2) are met, the dis
closures may be made at any time not later than 
the date the first payment for that sale is due. 

H there is no agreement, or if the agreement 
does not meet all of the requirements of § 226.8(h), 
the disclosures required in connection with any 
subsequent sale, which is added to a previoLlsly 
outstanding balance shall be made under the 
provisions of § 226.8(j). For example, the fact 
that an agreement provides a method of comput
ing an unearned portion of the finance charge in 
the event of prepayment, but does not otherwise 
meet the requirements of § 226.8(h), will not 
qualify transactions made pursuant to that agree
ment for disclosure under the terms of § 226.8(h). 

5/26/69 

SECTION 226.806-DEPOSIT BALANCES 
APPLIED TOWARD SATISFACTION 

OF CUSTOMER'S OBLIGATION 

Section 226.8(e)(2) provides that required 
deposit balances must be deducted under 
§ 226.8(c)(6) and excluded under § 226.8(d)(l) 
in determining the amount financed. Subdivision 
(ii) of § 226.8(e)(2) provide an exception in 
the case of Morris Plan type transactions in 
which payments in the transaction are madl~ and 
accumulated in a deposit account which is then 
wholly applied to satisfy the obligation. 

Unless the deposit balance account is crei\ted 
for the sole purpose of accumulating payments 
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and then being applied toward satisfaction of the 
customer's obligation in the transaction, such de
posit balance does not fall within the exception 
provided in subdivision Oi). 

In any case in which a deposit balance quali
fies for this exception, each deposit made into the 
account shall be considered the same as a pay
ment on the obligation for the purpose of compu
tations and disclosures. 

5/26/69 

SECTION 226.807-ASSUMPTION OF AN 
OBLIGATION-DISCLOSURES 

The question arises as to whicb disclosures are 
required to be made under § 226.S(k). 

For the purposes of § 226.S(k), an "assump
tion" occurs only when, by written agreement en
tered into between a subsequent customer and the 
creditor, tbat subsequent customer is or will be 
accepted by that creditor as an obligor on an 
existing evidence of debt. In sucb circumstances, 
disclosures shall be made as follows: 

(1) 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 the obligation as
sumed; 

(Li) 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 be made after as
sumption, the total of such payments, and any 
otber applicable information required under 
§ 226.S(b)(3); 

(iv) Identification of the type of secllrity 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 § 226.S(b)(4), (6) and (7); 

(vi) If applicable in connection with the 
assumption, the disclosures required under 
§ 226.4(a)(5) and (6); and 

(vii) If that obligation was entered into on or 
after July 1, 1969, the annual percentage rate 
originally disclosed on tbe existing obligation. 

(2) 1£ the existing evidence of debt is subject 
to a finance charge computed from time to time 
by application of a percentage rate to an unpaid 
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balance, the creditor shall make the disclosures 
required under § 226.S(b) and (d). and, if appli
cable in connection with the assumption, the dis
closures required under § 226.4(a)(5) and (6), 
except that in determining the amount of the 
finance charge and the annual percentage rate to 
be disclosed to the cLlstomer who assumes the ob. 
ligation, the creditor may disregard any prepaid 
finance charges paid by tbe original cllstomer, but 
shall include in the finance charge as a "prepaid 
finance charge" the total amount of the charges 
imposed by the creditor, individually itemized, in 
connection with the assumption. 

6/10/69 

SECTION 226.S08-DlSCLOSVRE OF 
AMOUNT OF SCHEDULED 

PAYMENTS 

Section 226.8(b)(3) requires the creditor to 
disclose 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 
determined by application of a rate to the de
creasing unpaid balance. In such cases no two 
payments are equal in amount. The question 
arises as to whether it is necessary to list the re
spective dollar amount of each such t,ayment to 
comply with this requirement of § 226.S(b)(3), 
or whether an optional disclosure is permitted. 

In al1Y transaction il1 which the amoLlnt of each 
regularly scheduled payment (other than a nrnt 
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 § 226.S(b)(3) with respect to the 
amoLlnt of each payment may be met by disclos
ing the following information: 

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

(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) (3), and (c)(S) and 
(d) (3) of § 226.S shall not apply. 

6/10/69 
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SECTION 226.809-DISLOSURES FOR 
CERTAIN STUDENT LOANS 

Footnotes 10 and 11 to Regulation Z provide 
an exception from specified disclosure require
ments for interim student loans under certain 
federally insured student loan programs. These 
exceptions are applicable to other student loans 
of the same type, including those made to stu
dents under federally supported loan programs 
or programs of loan guarantee, administered by 
or under agreement with the U.S. Department of 
Health, Education, and Welfare. In all of such 
cases, however, all disclosures must be made 
prior to the time the final note is executed or re
payment schedule is agreed upon. 

6/10/69 

SECTION 226.810-DISCLOSURES
VARIABLE INTEREST RATES 

In some cases a note, contract, or other instrLl
ment evidencing an obligation provides for pro
spective changes in the annual percentage rate or 
otherwise provides for prospective variation in 
the rate. The question arises as to what disclo
sures must be made under these circumstances 
when it is not known at the time of consumma
tion of the transaction whether such change will 
occur or the date or amount of change. 

In slich cases, the creditor shall make all dis
closures on the basis of the rate in effect at the 
time of consummation of the transaction and 
shall also disclose the variable feature. 

1£ disclosure is made prior to the consumma
tion of the transaction that the annual percentage 
rate is prospectively subject to change, the condi
tions under which such rate may be changed, 
and, if applicable, the maximum and minimum 
limits of sllch rate stipUlated in the note, con
tract, or other instrument evidencing the obliga
tion, such subsequent change in the annual per
centage rate in accordance with the foregoing 
disclosures is a subsequent occurrence under 
§ 226.6(g) and is not a new transaction. 

6/20/69 

SECTION 226.811-RENEW ALS 
OF NOTES 

Any renewal of an extension of credit provid
ing for payment of the full .principal sum on a 
specified date shall not be considered a refinanc-
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ing under § 226.8 (j), and no disclosures need be 
made in connection with such renewal, provided: 

(i) All disclosures required under this Part 
were made in connection with the original exten
sion of credit or a prior renewal thereof; 

(ii) The amount of the renewal does not ex
ceed the amount of the unpaid balance plus any 
accrued and unpaid finance charge; 

(iii) The annual percentage rate (or rates) 
previously disclosed is not increased; and 

(iv) The period for which renewal is made 
does not exceed by more than 4 days the period 
of the extension of credit for which disclosures 
were made. 

In instances in which disclosures are required 
to be made and renewal is made by mail, the 
creditor may not know whether the customer will 
reduce his obligation by a payment on principal 
or, if reduced, the amount of that reduction. The 
question arises as to what disclosures should be 
made by mail to the customer in these circum
stances. 

If the creditor knows the amount of the princi
pal payment, aU disclosures should be made on 
the basis of the resulting new amount financed. 
If, however, the creditor does not know whether 
the customer will reduce his original obJigation, 
or if so, by how much, he should disclose on the 
assumption that there will be no reduction. In 
such circumstances, at the creditor's option, he 
may make one or more additional disclosures 
based on one. or more exan1ples of graduated 

. principal reduction. For example, if a single pay
ment note for $1,000 at 7% is proposed to be 
renewed for $1,000 at 8% for 3 months, in addi
tion to the other required disclosures, the creditor 
should disclose an amount financed of $1,000 
with a finance charge of $20, and may, in addi
tion, disclose that with a principal payment of 
$300 the amount financed would be $700 with a 
finance charge of $14, and with a principal pay
ment of $500 the amount financed would be 
$500 with a finance charge of $10. 

76 

1/28/70 (Supersedes interpretation § 226.811 is
sued 8/1/69) 

SECTION 226.812-ADVANCES UNDER 
OPEN END REAL ESTATE MORTGAGES 

FOR AGRICULTURAL PURPOSES 

Under § 226.8(p) disclosures are permitted in 
connection with certain extensions of credit for 
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agricultural purposes which may involve advances 
under an open end real estate mortgage or simi
lar lien. Section 226.8 (j) in part treats advances 
for agricultural purposes under an open end real 
estate mortgage or similar lien. The question 
arises as to the respective application of these 
paragraphs to such advances. 

If an extension of credit involving multiple ad
vances, whether or not under an open end mort
gage, meets the tests of § 226.8 (p), disclosures 
need only be made prior to consummation of the 
credit transaction and need not be made at the 
time of each individual advance, even though 
such advance for agricultural purposes may not 
meet the tests in § 226.80). Conversely, exten
sions of credit fOf agricultural purposes involving 
advances under an open end real estate mortgage 
or similar lien which do not meet the tests for 
disclosure under § 226.8(p) are subject to the 
relevant provisions of § 226.8 (j) dealing with 
such advances. 

11/6/69 

SECTION 226.813-DISCLOSURES ON 
MULTIPLE ADVANCE LOANS 

In connection with construction and other mul
tiple advance loans under § 226.8(i), which are 
payable in a single sum or permanently financed 
by the same creditor at maturity of the construc
tion phase with interest only payable up to such 
maturity, and in which .either the amount or date 
of an advance is not determinable, the question 
arises whether a method might be utilized to esti
mate the infofmation to be disclosed under 
§ 226.8(b) (2) and (3) and (d) (3). 

In such cases, at the creditor's option, required 
information may be estimated and disclosed as 
follows: 

(1) The following mathematical equations 
based upon assumed continuous advances may be 
utilized in estimating the amount of the interest 
component of the finance charge and the annual 
percentage rate by substituting the appropriate 
numerical amounts for the following symbols iIi 
the equations: 

(i) Symbols 
L Amount of loan commitment. 
r ;=: Stated annual interest rate ex

pressed as a decimal figure. 
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n Number of interest payments to be 
made .to maturity. 

m Number of interest periods (unit
periods) in 1 year. 

P = Total amount of any prepaid fi
nance charge under § 226.8(e). 

B Amount of any required deposit 
balance under § 226.8(e). 

(ii) If iuterest is computed from the date of 
each advance on only the amounts advanced: 

nrL + 2mP 
Estimated annual percentage rate = -----

n(L - 2P- 2B) 
nrL 

Estimated interest finance charge = --
2m 

(iii) If interest is computed on the full 
amount of the commitment without regard for 
the dates of disbursements or actual amounts dis
bursed: 

Estimated annual percentage rate 

Estimated interest finance charge = 

2nrL + 2mP 

n(L - 2P - 2B) 
nrL 

ffi. 

(2) If the equations under subdivision (ii) of 
paragraph (1) are utilized, the amounts of any 
required interest payments during the construc
tion phase may be omitted in making the disclo
sure required under § 226.8(b)(3); however, if 
the equations under subdivision (iii) of para
graph (1) are utilized, then the amount of each 
scheduled interest payment shall be disclosed as 
required under § 226.8 (b) (3). 

(3) In the case of a combination construction 
loan and permanent financing provided by the 
same creditor: 

(i) The amount of interest finance charge to 
be paid prior to the due date of the first amorti
zation payment shall be estimated as prescribed 
under subdivision (ii) or (iii) of paragraph (1) 
as the case may be and shall be treated as pre
paid finance charge for computational purposes; 
and 

(ii) Estimation of the annual percentage rate 
shall be made withbut regard to the number of 
interest only payments to be made, assuming ilie 
first payment period·to be that interval between 
the date· the finance charge begins to accrue· and 
the date the first amortization payment is due. 

(4) Disclosures made in accordance with this 
interpretation, when made along with the other 
disclosures required under § 226.8(b) and (d), 
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shall constitute "all other material disclosures 
required under this Part" referred to under 
§ 226.9(a): 

Example I 

A $20,000 construction loan commitn' ent on 
which the precise dates or amounts of a,lvances 
are not deterltlinable. The obligation bears u 
stated 6% interest rate and interest is to be paid 
monthly on the amounts advanced, and the total 
of the amounts advanced under the commitment 
plus allY unpaid interest is due and payable at the 
end of nine months from the date the finance 
charge begins to accrue. There is a loan fee of 
1 % ($200), but there is no required deposit bal
ance. Substituting these terms for the symbols, 
the equations btcome: 

\9 X .06 X 20,000) + (2 X 12 X 200) 
9 X [20,000 - (2 X 200)] 

.0884 or 8.84% c" 8;)4 % estimated annual percentage 
rate. 
9 X .06 X 20,000 

2 X 12 

450 or $450 estimated interest 
= finance charge component of 

the finance charge. 

1f the terms stated in the example were 
changed so that interest would be computed on 
the full amount of the commitment from the date 
the finance chaLge begins to accrue without re
gard for the dates of disbursements or actual 
amounts of funds disbursed, the equations under 
(iii) above become: 

(2 '< 9 X .06 X 20,000) + (2 X ]2 X 200) 
-" 9 >~ [20,000 - (2 X 200)] 
.1497 or 14.97% or 15% estimated annual percent
age rate. 

9 X .06 X :W,OOO 

12 

900 or $900 estimated interest 
finance charge component of 
the finance charge. This inter
est would be payable in 9 
monthly payments of $100 
ea.:h. 

Examplell 

A $20,000 construction loan followed by per
manent financing in same amount. Six per cent 
interest. One point loan fee. Nine months to ma
turity of construction phase. Nine months pay
ments of interest only during construction phase. 
Twenty-year maturity on permanent financing to 
be amortized in 240 equal monthly payments in
cluding imerest and principal. 
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From mortgage amortization tables: 

Amortization of a $20,000 6% 20-year loan in 
240 equal monthly payments including interest 
and principal requires each monthly payment to . 
be $143.29. 

Total of 240 payments = 
240 X $143.29 = $34,389.60 

Subtract amount of 
loan principal 

Interest finance charge on 
permanent financing 

Add: Estimated interest finance 
charge on construction 
pbase (pursuant to sub
division (ii)) 

Add: Loan fee 1 point 

Estimated finance cbarge 

$20,000.00 

$14,389.60 

450.00 
200.00 

$15,039.60 

Of the interest on the construction phase is 
computed on the full amount of the commitment 
for th<' full time to maturity without regard for 
the dates of disbursements or actual amounts dis
bursed pursuant to subdivision (iii), the estimated 
interest finance charge for the construction phase 
wollld be $900.00 which would result in a total 
estimated finance charge of $15,489.60.) 

Loan fee 1 point prepaid finance 
charge 
For computational purposes con
sider interest to be paid on con-
struction phase as prepaid (not 
to be disclosed as prepaid) 

Total amount treated as prepaid 
finance charge for computational 

$ 200.00 

$ 450.00 

purpose,; $ 650.00 

Computational Disclosure 

Amount of loan 
Deduct total of esti
mated finance charge 
treated as prepaid 
Deduct actual amount 
of prepaid finance 
charge 
Estimated amollnt fi
nanced for computa
tional purposes 
Amount financed to 
be disclosed 

Purposes Purposes 

$20,000 $20,000 

$ 650 

$ 200 

$19,350 

$19,800 
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Adjust first payment period (period of con
struction loan plus period from maturity date of 
construction loan to due date of first amortization 
payment) by dividing the period of the construc
tion loan by 2 and adding the period of time be
tween the maturity date of the construction loan 
and the date the first amortization payment is due. 

9 months divided by 2 = 4~ months plus 
1 month = 5¥2 months 

From Appendix A (page A2) of Volume I of 
the Board's Annual Percentage Rate Tables, read 
across to 5 months and on the line below OPl:lsite 
15 days (~ month) read +9.0. This adjustment 
should be added to the number of regular amorti
zation payments to determine the number of pay
ments in utilizing the Annual Percentage Rate 
Tables: 

240 monthly payments + adjustment 9.0 = 249 
Following the directions on page 1 of Volume I: 
Estimated finance charge $15,039.60 X 100 = 
$1,503,960 which should be divided by the 
estimated amount financed for computational 
purposes: 

$1,503,960 -+- 19,350 ::-~ $77.72 esti~ated fi
nance charge per $100 of estimated amount 
financed for computational purposes. 

Refer to page 309M of Volume I, read down 
number of payments column to 249; read across 
to 78.71 (which is nearest to $77.72 computed 
above), and read up to 6.25% which is the esti
mated annual percentage rate to be disclosed. 

In the example where the interest on the con
struction phase is computed on the full amount 
of the commitment without regard for the dates 
of advances or actual arnounts advanced, the esti
mated finance charge per $100 of amount 
financed is $81.96. On page 309M of Volume I, 
read down to the 249th payment line and across 
to 82.39 which is the nearest amount to $81.96, 
and read up to 6.50% which is the estimated an
nual percentage rate to be disclosed. 

1/28/70 

SECTION 226.814-PREMIUMS FOR 
INSURANCE ADDED TO AN 

EXISTING BALANCE 

Subsequent to the consummation ch. a con
sumer credit transaction the customer may wish 
t. ?urchase optional insurance in connectivn with 
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the obligation. Typically, mortgage ·life and dis
ability insurance may be offered to the customer at 
some date after consummation under a plan in 
which the lender will advance the amount of the 
premium due and add that amollnt to the existing 
unpaid balance of the obligation. Generally, each 
instalment on the original obligation paid during 
the period before the next premium is cue will be 
increased proportionately to liquidate the amount 
of the additional advance plus any finance 
charge. Additional advances are made automati
cally for renewal premiums as they become due 
unless the borrower requests discontinuance of 
the coverage. The question arises as to the re
quired disclosures. 

In sllch cases the insurance agreement may be 
considered a single separate transaction, and the 
disclosure'S required under § 226.8, at the credi
tor's option, need be made only prior to the time 
the agreem\~nt is executed and only with respect 
to the amount of the initial advance. For exam
ple, am. i'tgage life and disability insurance plan 
in which the annual premium advanced was $145 
repayable in 12 monthly instalments of $12.61 
added to the regular monthly mortgage payments 
would be disclosed as an "amount financed" of 
$145, a "finance charge" of $6.32, ,:pd a "total 
of payments" of $151.32. Additional disclosures 
as applicable under § 226.8 would, of course, be 
made. If, as in some cases, only a portion of the 
advance is liquidated during the premium period 
with the remainder payable at the end of the 
mortgage contract, the creditor would likewise 
calculate the amount of finance charge which 
would accrue on the advance until paid in full. 

In some cases the advance is secured by a se
curity interest in real property which is used or 
expected to be used as' the prjncipa~ residence of 
the customer. In those cases the premium ad
vance agreement is rescindable under § 226.9, 
and notice of the tight of rescission provided in 
§ 226.9(b) need only be given at the time the 
agreement is executed,. Subsequent advances for 
renewal premiums are not subject to the right of 
rescission. 

1/28170 

SECTION 226.815-DISCLOSURE FOR 
DEMAND LOANS 

Section 226.8(b)(3) requires a creditor to dis
close the number, amount and due dates or pe-
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riods of payments scheduled to repay an exten
sion of credit other than open end and, in 
appropriate cases, the total of payments. The 
question arises as to how these requirements 
should be met in the case of demand loans. 

Section 226.4(g) provides that for the purpose 
of calculating the finance charge and annual per
centage rate, demand loans are considered to 
have a one-half year mr-turity unless the obliga
tion is alternatively payable upon a stated matu
rity, in which case the stated maturity shall be 
used. 

In order to comply with the requirements of 
§ 226.!:.{b) (3), if no alternative maturity date is 
specified, the creditor need disclose only the due 
dates or periods of payments of all scheduled in
terest payments for the first one-half year. In 
such cases, the creditor need not disclose the 
number, amounts or total of payments or identi.i:Y 
any balloon payment. Effective May 1, 1970, 
creditors shall disclose the fact that the obligation 
is payable on demand. 

If an alternative maturity date is specified, all 
disclosures required under § 226.8(b) (3) shall be 
made, using that date. 

1/28/70 

SECTION 226.816-MORTGAGES WITH 
DEMAND FEATURES 

In some cases real estate mortgages are written 
for a stated period, for example one year, with 
the provision that they shall be payable on de
mand after expiration of that period, provided 
that until such demand is made the principal and 
interest shall be paid in scheduled periodic instal
ments until, paid in full. The obligation is thus 
payable according to a specified amortization 
schedule subject to the holder's right to demand 
payment after the stated period. 

The question arises whether the creditor may 
make ctiscJosures based on the specified amortiza
tion schedule or whether disclosures must be 
made on the basis of the maturity established by 
the expiration of the stated period. 

In such cases the creditor may make disclo
sures based on the specified amortizati.on sched
uie, provided he discloses clearly find conspicu
ously that the obligation is payable on demand 
after the stated period together with the fact that 
disclosures are made on the basis of the specified 
anlc,'rtization ,schedule. Otherwise, disclosures 
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shaH be based upon the earliest date demand for 
payment in full may be made under the terms of 
the mortgage showing the unpaid balance due at 
that time as a "balloon payment." 

The disclosure requirements of this interpreta
tion shall become effective May 1, 1970. 

]/28170 

SECTION 226.817-REDUCTION IN 
ANNUAL PERCENTAGE RATE 

Section 226.8 (j) specifies that if any existing 
extension of credit is refinanced, such transaction 
shall be considered a new transaction subject to 
the disclosure requirements of Regulation Z. The 
question arises as to whether a reduction in the 
annual percentage rate applicable to an existing 
extension of credit, when no other credit terms 
are changed, constitutes a refinancing under 
§ 226.8(j). 

When no other credit terms are changed, a re
duction in the annual percentage rate applicable 
to an existing extension of credit does not consti
tute a refinancing under § 226.8 (j), and no dis
closures are required. 

3/31/70 

SECTION 226.8] 8-REFUND OF UNEARNED 
FINANCE CHARGE; PREPAYMENT 

PENALTY 

Under § 226.8(b) (7) a creditor mLlst provide 
an identification of the method of computing any 
unearned portion of the finance charge in the 
event of prepayment of an obligation, as well as 
a statement of the amount or method of compil
tation of any charge that may be deducted from 

. the amount of any rebate. Section 226.8(b) (6) 
requires the creditor to provide "a description of 
any penalty charge that may be imposed by the 
creditor or his assignee for prepayment of the 
principal of the obligation ..•. " A question arises 
whether the computation of certain rebates of un
earned finance charges on contracts with precom
puted linance charges involves a "prepayment 
penalty." A second question concerns the disclo
sures required to identify the method of comput
ing any finance charge rebate. 
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sessed in connection with obligations which do 
/lot involve precomputed finance charges included 
in the obligation. It applies to transactions in 
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which the finance charge is computed from time 
to time by application of a rate to the unpaid 
principal balance. Prepayment penalties which re
quire disclosure under this section (which princi
pally arise in connection with prepayment of real 
estate mortgages) occur when the obligor in such 
a transaction is required to pay separately an ad
ditional amount for paying all or part of the 
obligation before maturity. On the other hand. 
§ 226. S (b) (7) is oesigned to encompass the di:;
closures npcessary with regard to the prep2.vrncnt 
of an obligation involving precomputed finance 
charges which are included in the face amount of 
the obligation. Therefore, although in a precom
puted obligation the finance charge rebate to a 
customer may be less when calculated according 
to the "Rule of 7S's," "sum of the digits," or 
other method than if calculated by the actuarial 
method, such difference does not constitute a 
penalty charge for prepayment that mllst be de
scribed pursuant to § 226.S (b) (6). 

Section 226.S (b) (7) requires "identification" 
of the rebate method used on precomputed con
tracts. Many State statutes provide for rehates of 
unearned finance charges under methods known 
as the "Rule of 7S's," or "sum of the digits" or 
other methods. In view of the fact that such stat
utory provisions involve complex mathematical 
descriptions which generally cannot be condensed 
into simple accurate statements, and which if re
peated at length on disclosure forms could de
tract from other important disclosures, the re
quirement of rebate "identification" is satisfied 
simply by reference by name to the "Rule of 
7S's" or other method, as applicable. 

4/30/73 

SECTION 226.SI9-PREPAID FINANCE 
CHARGES; ADD-ONS AND 

DISCOUNTS 

Sections 226.S(c)(6), 226.S(d)(2) and 226.S(e)(1) 
require that certain finance charges be disclosed 
as "prepaid fihance charges." They also require 
that such prepaid finance charges be excluded or 
deducted from the credit extended in arriving at 
the "amount financed." The question arises 
whether add-on, discount or other precomputed 
finance charges which are reflected in the face 
amount of the debt instrument as p:irt of the cus
tomer's obligation, but which are excluded from 
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the "amount financed," mllst be labeled as "pre
paid" finance charges. 

The concept of prepaid finance charges was 
adopted to insure that the "amount financed" re
flected only that credit of which the customer 
had the actual use. Precomputed finance charge.!! 
which are inclUded in the face amount of the ob
ligation are not the type contemplated by the 
"prepaid" finance charge disclosure concept. Al
though such precomputed finance charges are not 
to be included in the "amount financed," they 
need not be regarded as finance charges "paid 
separately" or "withheld by the creditor from the 
proceeds of the credit extended" within the 
meaning of § 226.8(e) to require labeling "pre
paid" under § 226.S(c)(6) and 226.S,(d)(2), 
They are "finance charges," of course, to be dis
closed under § 226.S(c)(S) and 226.S(d)(3). 

S/23/73 

SECTION 226.S20-(Rescinded effective S/6176) 

SECTION 226,9 

SECTION 226.901-WAIVER OF SECURITY 
I NTERESTS-EFFECT ON THE RIGHT 

OF RESCISSION 

Section 226.9(a) provides for a right of rescis
sion "in the case of any [consumer] credit trans
action in which a security interest is or will be 
retained or acquired in any real property which is 
used or is expected to be lIsed as the principal 
residence of the customer." Under § 226.2(gg), 
security interests include mechanic's l\nd material
men's liens. If a creditor effectively waives his 
right to retain, or to acquire such a lien, he has 
not retained or acquired such security interest. 
The question arises, however, of whether waiver 
of a creditor's lien rights is effective to remove a 
transaction from the scope of rescission when 
lien rights which are not waived arise in favor of 
subcontractors, workmen, or others wh'J are not 
creditors in the transaction. 

The fact that the creditor waives his lien rights 
does not, in itself, determine whether or not the 
transaction is rescindable. If (Ill security interests 
are effectively waived, the transaction is not re
scindable. On the other hand, if as a result. of the 
transaction, a secLJrity interest is or will be re
tained or acquired by a subcontrf,lctor, workman, 
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or other person, the transaction is re&cindable. In 
the latter caSe the creditor would be responsible 
for delivering the rescission notice as well as 
other applicable disclosures, delaying perform
ilnce as provided under § 226.9 (c), and identify
ing himself as the creditor on the rescission no
tice. 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(£) provides that, for the purpose 
')f the right of rescission, "cllstomer" shall in
clude two or more customers where joint owner
ship is involved. The question arises of whether 
this means that all joint owners of record, regard
less of whether or not they are parties to the 
transaction, are customers for this purpose, and 
whether each of such OWners of record (1) must 
receive disclosures and a notice of the right of 
rescissj~ .. , (2) may exercise the right of rescis
sion, and (3) must join in signing a waiver if 
one is appropriately taken by the creditor. 

Under § 226.9(f) wbere there are joint owners, 
the right to receive disclosllres 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 trans
action. 

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 by permitting the customer to execute a 
new note, contract, or other document evidencing 
the transaction under the terms of which one or 
more of the Original credit terms, including the 
maturity date of the obligation, are changed. Ex
cept ilS provided in § 226.811, such refinancing 
constitutes a new transaction, and all disclosures 
required under § 226.8 must be made. The ques-

82 

REGULATION Z-INTERPRETATIONS 

tion arises as to whether that transaction is sub
ject to the right of rescission under § 226.9 where 
the obligation is already secured by a security in
terest in real property which is used or expected 
to be used as the principal residence of that cus
tomer. 

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

If, however, such new transaction is for an in
creased amount, that is, for an amount in excess 
of the amount of the unpaid balance plus any ac
crued and unpaid finance charge on the existing 
obligations, § 226.9 applies to the transaction. 
However, such right of rescission applies only to 
such excess al'd does not affect the existing obli
gation (or reJated security interest) for the un
paid balance plus accrued unpaid finance charge. 

If a transaction is refinanced by a creditor 
other than the creditor of the existing obligation, 
the entire transaction is subject to § 226.9. 

1/28170 (Supersedes interpretation § 226.903 is
sued 6120/69) 

SECTION 226.10 

SECTION 226.1001-ADVERTISING OF 
CREDIT TERMS IN OTHER THAN 

OPEN END CREDIT 

The statement of certain credit terms in adver
tisements such as "no downpayment," the amount 
of any instalment payments, dollar amount of 
finance charge, number of payments, etc., as pro
vided in § 226.10(d) (2), requires that certain 
other terms also be stated in the same advertise
ment. The question arises as to how· a creditor 
may advertise credit terms in a meaningful way 
when all of his credit sales or loans are not made 
on the same basis. 

The advertisting of credit terms may be made 
by giving one or more examples of typical exten
tions of credit and stating all of the terms appli
cable to each example. In any such case, the ad
vertiser shall set forth one or more eXamples 
which are, in fact, typical of the type of credit 
and terms usually and customarily made available 
by the creditor to present and prospective .cus-
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tomers and each shall be clearly and conspicll
ously identified as examples of typical transac
tions. 

4/22/69 

SECTION 226. I 002-CATALOGS-TABLES 
OR SCHEDULES OF CREDIT TERMS 

Under § 226.1O(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 PUi

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 be unwieldy, present a formida
ble appearance, and may be more confusing than 
helpful to the user. The question arises as to 
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whether a creditor who publishes a catalog is re
quired to include tables in detailed amounts from 
the minimum up to, for example; $5,000, his 
highest priced cataloged merchandise. 

Tables or schedules of terms in catalogs must 
include aU 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 service 
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 are determined 
and state, for each representative amount in in~ 
crements of not more than $500 up to the high
est priced property or service offered, the annual 
percentage rate. Any catalog which contains such 
a table or schedule of credit terms wiII comply 
with requirements of § 226.10 (b) provided all 
other requirements are met and sllch catalog 
shall be considered adequate for the purpose of 
§ 226.8(g)(1). 

4/22/69 

SECTION 226.15 

Lease Disclosure Statements and Instructions to. follow. 
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SECTION 226.JSOJ-OPEN·END OR FINANCE VEHICLE LEASE DISCLOSURE STATEMENT 
Date, ________ _ 

These disclosures are provided pursuant to the Federal Consumer Leasing Act. 
1. L"SSOR(S) LESSEE(S) 

2 Description ofleased property 
Year I Make I Model I Body Style I Vehicle ID If 

3. (a) Initial Charges, consisting of o Capitalized Cost Reduction 0 Trade·in Allowance 0 S 
~Other Charges Payable at Inception, consisting of o Advance Monthly l'ayment of o Refundable Security Deposit 0 Delivery Charge S o Registration Fees 0 

Total Payment Due at Inception: S 
4. (a) Basic Monthly Payment: S 

(bl Other Charges Payable Monthly: o Maintenance 0 Registration Fees 
,0 Insurance 0 

S 

Total Monthly Payment: S 
S. Term of this lease: _______ 

IS due on _; ___ subsequent The first monthly payment of S 
payments of S on the of each month thereafter. 

6. Total of Busic Monthly Payments: S 
7. Total of Other Charges Payable to Lessor: o Disposition S 0 Maintenance S o S S 
8. Fees and Taxes 

Total amount you will pay during the tam for official fees, registration, certificate of title, license fees nnd 
taxes. $ 

9. Insurance 
The following typ ~ and amounts of insurance will be acquired in connection with this lease: 

o We t1essor) wi "p 'ovide the insurance coverage qUOIcd above for Ii lolal premium cost of$ o You (lessee) n~rce to provide insurance coventge in the amounts and types indicated above. S 
W,Estimatcd value of the vehicle at the end of the lease term: 
_(Your liability for this sum may be limited. Sec Item 14.) S 
1I. Total Lease Obligation: S 

(Items 3(a), 6 and 10.) 
12. Initial Value of Vehicle: S 
13. Difference: 

(Item II less Item 12.) S 
" )4. End of Term Liability 

ra' The estimated value of the vehicle stated in Item 10 is based on a reasonable. good faith estimate of the value of the vehicle at 
the end of the lease term. If the actual value of the vehicle at that time is grelllerthan the estimated value, you will have no further 
liability under this lease, except [or other charges already incurred (and are entitled to a credit or refund of any surplus]. 

Iflhl! Rctunl value of the vehi' Ie is less than the estimated vulue, you will be liable for Bny difference up to S (3 times 
Item 4(u». For auy difference in excess of that amount, you will be liable only if 

1. Excessive usc or dnmage {as described in Item ISJ !represcnting marc than normal wear and tcar) resulted in an unusually low 
value at the cnd of the term. 

2. You voluntarily agree with us after the end of the lease. term to make a higher payment, 
3 .. The matter is nat otherwise resolved and we win a lawsuit against you seeking a higher payment. 
Should we bring a lawsuit against }'OU, \\'e must prove that our origin!!1 estimate of the value of the leased property at the end of 

the lease term was reasonable and was made in good faith. Forcxnmple, we might prove that the actual value was less than the orig· 
ina1 estimated yalue) although the original estimate was reasonable, because. of an unanticipated elL-cline in value fQ[ that type 
of vehicle. 

Unless we prove that the excess amount awed was the result of excessive use or unreasonable wear and tear, we will pay your 
reasonable attorney's fees. 

(b) ffyou disagree with the v~lue we assign to the vehicle, )'ou may obtain, at your o\vn expense, from an independent third party 
agrecable to both of us, a professional appraisal of the value of the leased vehicle whicn could be realized at sale. 
The appraised value shall th!!" be used as the actual yuIlle. 

IS. Standards for Wear and Use 
The following standards are applicable for determining unreasonable or excessive wear and use of the leased vehicle: ____ _ 

16. Maintenance 
[You nre responsible for the following maintenance and servicing of the leused vehicle: 

.) 
IWe nrc responsible ror the follOWing maintenance and servicing of the leased vehide~ _____________ _ 

17. Warranties 
.) 

The lensed vehicle is subject to the following express warranties: ____________________ _ 

18. Early Ternul1ntlon and Dcraull 
(a) You may terminnte this lease before the·end Qf the lease term under the following conditions: _________ _ 

The charge for such early termmation IS 

(b) We may terminate this lease before the end or the lease tt:!rm under the following conditions! 

Upon such termination we shall be entilled (0 the following chllrge(s) for __________________ , 

(c) To the extent these charges take IOta account the value of the velucle at the end of the leDse terrn. you have the Sllm\! nsnt to ~ 
professional appraisnl us that stu led in Item 14(b), 

19. Security Interest 
We reserye u security interest of the following type in the property lis'.ed below to seCUre performance ofyo~r obrigalions under 
thIs lease: 

20. Late Puymellts 
The charge for late pnyments is 

21. Oplion to Purchns~ 
(YOU have lin optlon to purchnse the leased vehicle at the following times:,;.· ________________ _ 

If at the enil of the term, 'the price wiil be $ 
If prior to tr~ <ltd of Ihe term, Ihe price wilt be $ 

[You have no oplton to purchase the leased velucle.) 
.J 
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REGULATION Z-INTERPRETATIONS § 226.1501 

INSTRUCTIONS FOR COMPLETION OF § 226.1501-0PEN-END OR FINANCE 
VEHICLE LEASE DISCLOSURE STATEMENT 

General Instructions 

Completion of this form may be facilitated by 
reference to the following instructions. Any ques
tion as to the permissibility or accuracy of a spe
cific disclosure may be answered by reference to 
Regulation Z, 12 CFR Part 226. Parenthetical 
citations are to Regulation Z. 

Information which is required to be disclosed 
may be estimated if the information is unknown 
or unavailable, provided that the informatIon is 
clearly identified as an estimate and the estimate 
is based on the best information available and is 
reasonable (§ 226,6(f». 

Any inapplicable disclosures should be deleted. 
This form is based on a monthly periodic pay
ment. Any lessor whose Jease contemplates a dif
ferent payment period should change the form 
where it refers to "monthly" amounts to read 
"weekly" or other time period, as appropriate. 

All numerical amounts must be stated in figures 
and shall be printed in not less than the equivalent 
of ten point type or elite typewritten numerals or 
legibly handwritten (§ 226.6(a». Paragraph num
bers need not be printed in ten point type or its 
equivalent. 

Specific Instructions 

Item 1, The disclosures must be made on a writ
ten dated statement. All lessors and lessees must 
be identified by name (§ 226.15(a». If, for exam
ple, one person arranges the lease and another 
person enters into the lease, both must be identi
fied as lessors (§ 226.2(h) and (00». An address 
may augment the identification but need not be 
supplied as part of the disclosure form. 

Item 2. This disclosure provides a brief descrip
tion of the leased property (§ 226.J5(b)(1». Les
sors may include a more detailed description in
cluding, for example, special accessories. There is 
no mquirement that a sehiele identification num
ber for the vehicle be disclosed. 

Item 3. This disclosure shows the total amount 
of any initial payment the customer must make 
when the lease is entered into (§ 226.15(b}(2». 
The. components of the initial payment }nllst be 
identified and may, at the lessor's option, be item
ized with respect to dollar amount. 

This item is divided into two distinct parts. The 
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items identified in 3(a) are those which are in
cluded in the calculation of the "Total Lease Obli
gation." Those which appear in 3 (b) are not 
included in the "Total Lease Obligation." For 
convenient reference and to provide the customer 
with the total amount due at the inception of the 
lease, subtotals for 3(a) and 3(b) are provided as 
well as a combined total of 3(a) and 3(b) (shown 
as "Total Payment Due at Inception"). 

The term "Capitalized Cost Reduction" is used 
to indicate a payment in the nature of a down
payment which reduces the value of the leased 
vehicle to be amortized over the term of the lease. 

The "Advance Monthly Payment" is the total of 
all amounts collected at the inception of the lease 
which are to be attributed to a monthly pay~ 
mentes). For example, if the first month's rental 
payment is collected at the inception, the form 
might read "Advance Monthly Payment of the 
first month's rent" or a similar phrase. If the last 
month's payment, or any other payment in the 
nature of rental for a portion of the term, is col
lected at the inception, appropriate language 
should be provided to describe the components 
of the "Advance Monthly Payment." 

Checklists are provided .for both 3(a) and 3(b) 
to aid· in identifying their components. Blank 
spaces and check boxes are provided to identify 
any other elements which are to be included in 
these items. 

Item 4. This item discloses the payment I} 

lessee must make each payment period. This item 
is divided into two parts. The terms in 4(a) are 
those portions of each payment which are in" 
cluded in the computation of the "Total Lease 
Obligation." This item includes sales/use taxes 
paid on the periodic (monthly) payment. The 
terms in 4(b) are not included in the "Total Lease. 
Obligation." For convenient reference and to pro
vide the customer with the total amount of I!ach 
payment, subtotals are provided for 4(a) and, 4(b) 
as well as the combill(:d total of 4(a) anci' 4(b) 
(shown as .. the "Total Monthly Payment"). The 
components of 4(a) and 4(b) may be itemized as 
to dollar amount. . 

Item 5. This item discloses the term of the 
lease, the date of the first periodic payment and 
the dates or periods of all subsequent periodic 
payments, The blank spaces ~~ould be filled in 
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with the appropriate terms. For example, after the 
phrase "Term of this lease:" the lessor may place 
the words "24 months" or HApril2, 1977, through 
April 2, 1979," as a?t'lropriate. In the blank spaces 
provided after the phrase "The first monthly pay
ment of:" should be the approriate amount and 
date. The first monthly payment may be part or 
all of the "Advance Monthly Payment" disclosed 
under 3(b). The phrase "subsequent payments of" 
should be preceded by the appropriate number of 
payments and followed with the appropriate terms, 
such as "$100.00 on the 2d of each month there
after." 

ltem 6. This item discloses the total of the basic 
monthly payments payable over the term of the 
lease. This figure is computed by multiplying the 
basic monthly payment from Item 4(a) by the 
number of subsequent payments in Item 5 and 
adding to the product the basic portion of the first 
monthly payment.' This figure wilt be used in 
computing the "Total Lease Obligation." 

Item 7. This item discloses the total of other 
charges payable to the lessor (§ 226.15(b)(5)). 
This excludes charges for official fees, taxes, in
surance and charges disclosed as totals under other 
items. The individual components must be identi-

\ fied and itemized as to amount. A blank check 
box is provided in order to add to the list, as 
necessary. 

Item 8. This item discloses the total amount to 
be paid by the lessee during the lease term for 
taxes and other official fees (§ 226.15(b)(4)). 

Item 9. This item requires disclosure of the 
types and amounts of insurance coverage, with 
their total premium cost, if the insurance is pro
vided by the Jessor (§ 226.15(b)(6)(i)). In the alter
native, only the types and amounts of coverage 
required of the lessee must be disclosed if the 
lessee provides the insurance coverage (§ 226.15 
(b)(6)(ii)). The disclosure is to he completed by 
identifying the types and amounts of insurance 
coverage following the colon at the end of the 
first sentence. If the lessor is to provide the cov
erage the top check box should be filled in and 
the total premium ..;ost indicated in the blank 
space provided. Otherwise the bottom check box 
should be filled in. 

Item 10. This item provides for disclosure of 
the estimated value of the leased vehicle at the 
end of the term, an element of the ''Total Lease 
Obligation" (§ 226.15(b)(l5)(i». The reference to 
Item 14 is to call the lessee's attention to the 

REGULATION Z-INTERPRETATIONS 

qualifying disclosures in that item required by 
§§ 226.15(b)(14) and 226.15(b)(15)(ii) and (iii). A 
blank space is provided in which to indicate 
whether the value shown is, for example, "retail" 
or "Wholesale" value. 

Items 11, 12 and 13. These items provide for 
disclosure of the difference between the "Total 
Lease Obligation" and the vehicle's value at the 
inception of the lease. The definition of "Total 
Lease Obligation" (§ 226.2(rr)) is the sum of any 
initial charges (Item 3 (a), the total of basic 
monthly payments (Item 6) and the estimated 
value of the property at the end of the term 
(Item 10). The Board has indicated it does not 
consider items such as refundable security deposits 
and insurance premiums to be amounts properly 
includable in the "Total Lease Obligation." 41 
Federal Register 45537. 

Item 14. This item provides disclosures with 
respect to the lessee's liability at the end of the 
lease term. The bracketed phrase in the second 
sentence is appropriate only where the lessee will 
be given any surplus resulting from the disposi
tion. Item 14(a) implements, in lay language, the 
disclosures required by § 226.15(b)(15)(ii) and 
(iii). The lessor may, in Item 14(a)1, reference the 
standards set forth in Item 15, if the lessor set 
such standards. If the lessor does not set standards 
for wear and use, the second bracketed phrase 
should be used. Item 14(b) discloses the lessee's 
right to an independent appraisal required by 
§ 226. 15(b)(14). The blank space in Item 14(b) is 
provided to indicate whether the value of the ap
praisal should be, for example, "wholesale" or 
"retaiL" This item should be consistent with the 
type of value used in Item 10. 

Item 15. This item discloses reasonable stand
ards for wear and use established by the lessor. 
The lessor is permitted but not required to set 
such standards. Therefore, the disclosure may be 
omitted by lessors who do not set standards for 
wear and use (§ 226.15(b)(8). 

Item 16. This jtem provides for disclosure of 
the maintenance and servicing responsibilities of 
the parties (§ 226, 15(b)(8»). These responsibilities 
may be allocated either to the lessor or to the 
lessee, or may be divided between them. 

Item 17. This item discloses all express war
ranties on the leased property made by the manu
facturer or lessor and available to the lessee 
(§ 226. I 5(b)(7)). A brief identification of the war
ranty must be supplied. A reference to the stand-
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ard manufacturer's warranty, for example, would 
suffice. 

Item 18. This item discloses the conditions 
under which the lessee may terminate the lease 
prior to the end of the lease term. It also discloses 
the amount or method of determining the amount 
of the charge which the lessee must pay for early 
termination (§ 226.15(b)(12). This item should 
disclose the conditions under which the lessor may 
terminate the lease prior to the end of the term, 
such as default. This item should also be used to 
disclose the amount or method of determining the 
amol1nt of any default charges (§ 226.15(b)(lO)). 
The charges or method of determining the charges 
for early termination by the lessor other than for 
lessee's default should be separately specified in 
this item. 

Item 19. This disclosure of the security taken 
must include, in the space provided, a brief iden-

v. 
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tification of the types of security interests and an 
identification of the property covered by each 
(§ 226.15(b)(9)). 

Item 20. This disclosLJre indicates the amount 
or method of determining the amount of any 
charges for late payment (§ 226.15(b)(10)), 

Item 21. This item provides alternative dis
closures covering the several options a lessor may 
offer to a lessee to purchase the leased property. 
A lessor should use the disclosures applicable to 
the lease plan used. For example, if no option to 
purchase is offered, only the last sentence of the 
item should be used. If the lessor offers an option 
to purchase, the times at which it may be exer
cised must be supplied. The price must be dis
closed for an option exercised at the end of the 
term and the price or method of computing the 
price for an option exercised during the lease term 
must be supplied (§ 226.15(b)(11)). 



SECTION 226.1502-CLOSED-END OR NET VEHfCLE LEASE DISCLOSURE STATEMENT 

Date. ________ _ 

These disclosures are provided pursuant to the Federal Consumer Leasing Act. 

1. LESSOR(S) LESSEE(S) 

2 Description of leased property 
Year I Make I Model I Body Style I Vehicle lD # 

3. Total Payment Due at Inception: o Capitalized Cost Reduction o Delivery Charge 
o Trade-in Allowance o Registration Fees 
o Advance Monthly Payment of o Refundable Security Deposit 0 $ 

4. Term of this lease: 
The first monthly payment of $ is due on ; ___ subsequent 
payments of $ on the of each month thereafter. 

5. Total Monthly Payment: $ 

6. Total of Monthly Payments; $ 
7. Total of Other Charges Payable to Lessor: o Disposition $ 0 Maintenance $ 

o $ $ 
8. Fees and Taxes 

Total amount Y9U will Day during the term for official fees, registration, certificate of title, license fees and 
taxes. $ 

9. Insurance 
The following types and amounts of insurance will be acquired in connection with this lease: 

o We (lessor) will provide the insurance coverage quoted above for a total premium cost of $ o You (lessee) agree to provide insurance coverage in the amounts and types indicated above. $ 
10. Standards for Wear and Use 

The following standards are applicable for determining unreasonable or excessive wear and use of the leased vehicle:, ____ _ 

11. Maintenance 
[You are responsible for the following maintenance and servicing of the leased vehicle: ______ -.,.-_______ _ 

~ __ ----~~~~~~~~~ __ --~~~~~~~~~=------------------------"J [We arc responsible for the following maintenance and servicing of the leased vehicle: __________________ _ 

12. Wnrranties 
___ .J 

The leased vehicle is subject to thefollowillg express warranties:, __________________________ _ 

13. Early Termination and Default 
(a) You may terminate this lease before the end of the lease term under the following conditions: ___________ _ 

The charge for sllch early termination is, ________________________________ _ 

(b) We may terminate this lease before the end of the lease term under the foHowing conditions: ___________ _ 

Upon such termination we shall be entitled to the following charge(s) for ___________________ _ 

(c) To tfie extent that these charges take .into account the value of the vehicle at the end of the lease term, if you disagree with th~ 
value we assign to the vehicle, you may obtain at yollr own expense, from an independent third party agreeable to both of us, a " 
professional appraisal of the value of the leased vehicle which could be realized at sale. The appraised value shall 
then be used as the actual value. 

14. Security Interest 
We reserve a secl.;rity interest of the following type in the proper!y listed below to secure performance of your obHgations under 
this lease: 

,15. l.ate Payments 
'" The charge fur late paymcnts. i5. ____________________________________ _ 

16. Lessee's Option to Purchase 
[You have an option to purchase the leased vehicle at the following times: ___________________ _ 

If at the end of the tcrm, the price will be $ 
If prior to the ~nd of the term, the price wilc;-I.,..b.,.e""'$.---:.:.-= ____________ ~ ___________ _: 

~--r----~~~~~-~~--~~~~----------------------------------------~------,J [You have no option to purchase the leased vehicle.] 
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REGULATION Z-INTERPRETATIONS 

INSTRUCT[ONS FOR COMPLETION OF 
§ 226.1502-CLOSED-END OR NET 

VEHICLE LEASE DISCLOSURE 
STATEMENT 

General Instructions 

Completion of this form may be facilitated by 
reference to the following instructions. Any ques
tion as to the permissibility or accuracy of a spe
cific disclosure may be answered by reference to 
Regulation Z, l2 CFR Part 226. Parenthetical 
citations are to Regulation Z. 

Information which is required to be disclosed 
may be estimated if the information is unknown 
or unavailable, provided that the information is 
clearly identified as an estimate and the estimate 
is based on the best information available and is 
reasonable (§ 226.6(f)). 

Any inapplicable disclosures should be deleted. 
This form is based on a monthly periodic pay
ment. Any lessor whose lease contemplates a dif
ferent payment period should change the form 
where it refers to "monthly" amounts to read 
"weekly" or other time period, es appropriate. 

All numerical amounts must be stated in figures 
and shall be printed in not less than the equivalent 
of ten point type Or elite typewritten numerals 
or legibly handwritten (§ 226.6(a)). Paragraph 
numbers need not be printed in ten point type or 
its equivalent. 

Specific Instructions 

Item 1. The disclosures must be made on a writ
ten dated statement. All lessors and lessees must 
be identified by name (§ 226.15(a»). If, for exam
ple, one persons arranges the lease and another 
person enters into the lease, both mllst be identi
fied as lessors (§ 226.2(h) and (00)). An address 
may augment the identification but need not be 
supplied as part of the disclosure form, 

Itcm2. This disclosure provides a brief descrip
tion of the leased property (§ 226.15(b)(1)). Les
sors may inclllde a more detailed description in
cluding; for e~ample, special accessories. There is 
no requirement that a vehicle identification num
ber for the vehicle be disclosed. 

Item 3. This disclosure shows the total amount 
of any initial payment the customer m~lst make 
when the lease is entered into (§ 226.15(b)(2)); 
The components of the initial payment must be 
identified and may, at the lessor's option, be item
ized with respect to dollar amount. 

The term "Capitalized Cost Reduction" is used 
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to indicate a payment in the nature of a down
payment which reduces the value of the leased 
vehicle to be amortized over the term of the lease. 

The "Advance Monthly Payment" is the total 
of all amounts collected at the inception of the 
lease which are to be attributed to a monthly pay_ 
mentes). For example, if the first month's rental 
payment is collected at the inception, the form 
might read "Advance Monthly Payment of the 
first month's rent" or a similar phrase. If the last 
month's payment, or any other payment in the 
nature of rental for a portion of the term, is col
!ected at the inception, appropriate language 
should be provided to describe the components 
of the "Advance Monthly Payment." 

Checklists are provided to aid in identifying the 
components. Blank spaces and check boxes are 
provided to identify any othcr elements which are 
to be included in this item. 

Item 4. This item discloses the te/'m of the lease, 
the date of the first periodic payment and the 
dates or periods of all subsequent periodic pay
ments. The blank spa!,es should be filled in with 
the appropriate terms. For example, after the 
phrase "Term of this Jease:" the .lessor may place 
the words "24 months" or HApril2, 1977, through 
April 2,1979," as appropriate. In the blank spaces 
provided after the phrase "The first monthly pay
ment of:" should be the appropriate amount and 
d,ate. The first monthly payment may be part or 

.. all of the "Advance Monthly Payment" disclosed 
under Item 3. The phrase "subsequent payments 
of" should be preceded by the appropriate num
ber of payments and followed with the appropriate 
terms, such as "$100.00 on the 2d of .eaeh month 
thereafter. " 

Item 5. This item discloses the payn1ent the 
lessee nllfst make each payment period (§ 226.15 
(b)(3)). The component parts of the "Total 
Monthly Payment" may but need not be identified 
and itemized as to amount. 

Item 6. This item discloses the total of the 
monthly payments payable over the term of the 
lease (§ 226.15(b)(3»). This figure is .computed by 
multiplying the monthly payment from Item 5 by 
the number of subsequent payments in Item 4 and 
adding the first monthly payment to the product. 

Item 7. This item dIscloSes the total of other 
charges payable to the lessor (§ 226.15(b)(5». This 
excludes charges for officlalfees, taxes, insurance 
and charges disclosed as totals under other items. 
The indivld\.lalcomponentsU111st be identified and 
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itemized as to amount. . \ blank check box is pro
vided in order to add to the list, as necessary. 

IteJ:l 8. This item discloses the total amount to 
be paid by the lessee during the [ease term for 
taxes and other official fees (§ 226.15(b)(4». 

Item 9. This item requires disclosure of the 
types and amounts of i:1S11rance coverage, with 
their total premium cost, if the insurance is pro
vided by the lessor (§ 226.15(b)(6)(i», In the alter
native, only the types and amounts of coverage 
required of the lessee must be disclosed if the 
lessee provides the insurance coverage (& 226.15 
(b)(6)(ii». The disclosure is to be completed by 
identifying the types and amounts of insurance 
coverage following the colon at the end of the 
first sentence. I f the lessor is to provide the cov
erage the top check box should be filled in and 
lhe total premium cost indicated in the blank 
space provided. Otherwise the bottom check PG \ 
should be fillcd in. 

Item 10. This item discloses reasonable stand
ards for wear and lise c~tablished by the lessor. 
The lessor is permitted hut 'not required to set 
such standards (§ 226.15(b)(S». Therefore. the 
disclosure may he omitted h)' lessors who do not 
set standards for wear and use. 

Item 11. This item provides ror disclosure of 
the maintenance and servicing responsibilities of 
the parties (§ 226. 1 5(b)(8». These responsibilities 
may be allocated either to the lessor or to the 
lessee, or may be divided between them. 

Item 12. This item discloses all express warran
ties Oil lhe leased property made by the manufac
turer or lessor and availahle to the lessee 
(§ 226.15(b)(7)l. A brief identification of the war
ranty must be supplied. A reference to the stand
ani manufacturer's warranty, 1'01' example, would 
suffice. 
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Item 13. This item discloses the conditions under 
which the lessee may terminate the lease prior to 
the end of the lease term. It also discloses the 
amount or method of determining the amount of 
the charge which the lessee must pay for early 
termination (§ 226.15(b)(l2)). This item should 
disclosc the conditions under which the lessor may 
terminate ihe lease prior to the end of the term, 
such as default. This item should also be used to 
disclose the amount or method of determining the 
amount of any default charges (§ 226.15(b)(10)). 
The charges or method of determining the charges 
for early termination by the lessor other than for 
lessee's default should be separately specified in 
this item. The blank space in 13(e) is provided to 
indicate whether the appraisal should be, for ex
ample. "retail" or ·'wholesale." 

Item 14. This disclosure (If the security taken 
must include, in the space prMided, a brief ide!1ti
fication of the types of security interests and an 
identification of the property covered by each 
(§ 226.15(b)(9». 

Item 15. This disclosure indicates the amount 
or method of determining the amount of any 
charges for late payment (§ 226.15(b)( I 0». 

Item 16. This item provides alternative disclo
sures covering the several options a lessor may 
offer to a lessee to purchase the leased property. 
A lessor should use the disclosures applicable to 
the lease plan used. For example, if no option to 
purchase is offered. only the last sentence of the 
item should be used. If the lessor offers an option 
to purchase, the times at which it may be exercised 
must be supplied. The price must be disclosed for 
an option exercised at the end of the term, and the 
price or method of computing the price for an 
option exercised during the lease term must be 
supplied (§ 226.15(b)(l1 ». 



SECTION 226.1S03-FURNITURE LEASE D1SCLOSURE STATEMENT 

Date. _________ _ 

These disclosures are provided pursuant to the Federal Consumer Leasing'Act. 

1. LESSOR(~) LESSEE(S) 

2 Description of leased property [is attachedl 
Item Color Stock # Mfg. Qty. 

--~ 

" 

r-
3. Total Payment Due at Inception: 

o Refundable Security Deposit o Delivery Charge $ 
o Advance Monthly Payment of 0 

4. Term of this lease: -The first monthly payment of $ is due on ; ___ subsequent 
payments of $ on the of each month thereafter. 

5. Total Monthly Payment: $ 
6. Total of Monthly Payments: $ 
7. Total of Other Charges Payable to Lessor: o Pick-up Charge $ 0 $ $ 
8. Fees and Taxes 

Total amount you will pay during the term for official fees and taxes. $ 
9. Insurance o You (lessee) agree to provide insurance coverage of the following types in the following amounts: ___ 

o We (lessor) will provide the following types and amounts of insurance coverage; 

Total premium cost: $ o You agree to pay a waiver fee of $ _per month in lieu of insurance. 
Total Waiver Fee: $ 

10. Matntenance 
[You are responsible for the following maintenance of the leased property: ___________________ ~ 

Ti'i'i:-=-=-:--c=:r::-::-;;::-:-..:;;===-====~~i:::~=_:::=_=_=:__----------,---.l [We are responsible for the following maintenance of the leased property: ___________________ -, 
;-;-;-_,.,.--_-------~--------------------_.J 

II. Warranties 
The leased property is subject to the following express warranties: ______________________ _ 

12. Standards l'or Wear and Use 
The following standards are applicable for determining unreasonable or excessive wear and use of the leased property ;_~ __ 

13. Early Termination and Default 
(a) You may terminate this lease before the end of the lease term under the following conditions: 

The charge for such early termination is, _______________________________ _ 

(b) We may terminale this lease before the end of the lease term under the foUowing conditions:, ____________ _ 

Upon such termination we shall be entitled to the followin~ charge(s) :. ____________________ _ 

14, Security Interest 
We reserve a security interest of the following type in the property listed below to secure performance of your obligations under 
this lease: ' 

J 5. Late Payments 
The charge for late payments is, _____________________ --------------

16. Option to I'll rchase 
[You have an option to purchase any or all items of the leased property at t~e following times:' ____________ _ 

If at the end of the term, the price wi!! be $, __________ --__________________ _ 

If prior to the end of the term, the price will be $ _____________________________ --, 

----~------~.--.] 
[You have no option to purchase the leased property.] 
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INSTRUCTIONS FOR COMPLETION ~ 

OF § 226.1503-FURNITURE LEASE 
DISCLOSURE STATEMENT 

\; General Instructions 
~ 

Completion of this form may be facilitated by 
lit reference to the follo"Ning instructions. Any ques

tion as to the permissibility or accuracy of a 
specific disclosure may be answered by reference 
to Regulation Z, 12 CFR Part 226. Parenthetical 
citations are to Regulation Z. 

Information which is required to be disclosed 
may be estimated jf the information is unknown 
or unavailable, provided that the information is 
clearly identified as an estimate and the estimate 
is based on the best information available and is 
reasonable (§ 226.6(£)). 

Any inapplicable disclosures should be deleted. 
This form is based on a monthly periodic pay
ment. Any lessor whose lease contemplates a dif
ferent payment period should change the form 
where it refers to "monthly" amounts to read 
"weekly" or other time period, as appropriate. 

All numerical amounts must be stated in figures 
and shall be printed in 110t less than the equivalent 
of ten point type or elite typewritten numerals or 
legibly handwritten (§ 226.6(a». Paragraph num-

~ bers need not be printed in ten point type or its 
equivalent. 

Specific Instructions 

Item 1. The disclosures must be made on a 
written dated statement, All lessors and lessees 
must be identified by name (§ 226.15(a». If, for 
example, one person arranges the lease and 
another person enters into the lease, both must be 
identified as lessors (§ 226.2(h) and (00». An ad
dress may augment the identification but need not 
be supplied as part of the disclosure form. 

Item 2. This disclosure provides a brief de
scription of the leased items (§ 226. 1 5 (b)(l »). In 
the left column the name of the item should ap
pear. The relevant entry should be made in the 
appropriate box in the columns to the right of the 
names of the items as indicated by the column 
headings. All of the descriptive elements in the 
column headings, except the one labeled "Hem." 
are examples only. Those which are inapplicable 

~ to a lease plan nlaY be deleted. Other descriptive 
column headings may be added (as indicated by 
the blank columns) if the Jessor desires. 

Item 3. This disclosure shows the total amount 
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of any initial payment the customer must make 
when the lease is cOLisummated (§ 226. 15(b)(2)). 
The components of the initial payment lIll/st be 
identified and may, at the lessor's option, be item
ized with respect to dollar amount. Additional 
components may be added to the list, as neces
sary, by Hse of the blank check box. 

The "AdVance Monthly Payment" is the total 
of all amounts collected at the inception of the 
lease which are to be attributed to a monthly pay
mentes). For example, if the first month's rental 
payment is collected at the ince:"tion, the form 
might read "Advance Monthly Payment of the 
first month's rent" or a similar phrase. If the last 
month's payment, or any other payment in the 
nature of rental for a portion of the term, is col
lected at the inception, appropriate language 
should be provided to describe the components of 
the "Advance Monthly Payment." 

Item 4. This item discloses the term of the 
lease, th~ date of the first periodic payment and 
the dates or periods of all subseq uen t periodic 
payments. The blank spaces should be filled in 
with the appropriate terms. For example, after 
the phrase "Term of this lease:" the lessor may 
place the words "24 months" or "April 2, 1977, 
through April 2, 1979," as appropriate. In the 
blank spaces provided after the phrase "The first 
monthly payment of:" should be the appropriate 
amount and date. The first monthly payment may 
be part or all of the "Advance Monthly Payment" 
disclosed under Item 3. The phrase "subsequent 
payments of" should be preceded by the appro
priate llumber of payments and followed with the 
appropriate terms, such as "$ I 00.00 on the 2d of 
each month thereafter." 

Item 5. This item discloses the payment the 
lessee must make each month (§ 226.15(b)(3». 
The component parts of the monthly payment 
may but need not be itemized as to amount. 

Item 6. This item discloses the total of the 
monthly payments payable over the term of the 
lease. This figure is computed by multiplying the 
amount of the monthly payment in Item 5 by 
the number of subsequent payments in Item 4 
and adding to that product the amount of the 
first monthly payment. 

Item 7. This item discloses the total of other 
charges payable to the lessor (§ 226.15(b)(5). 
This excludes charges for official fees, taxes, in
surance and charges disclosed as totals under 
other items. The individual components mllst be 
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identified and itemized as to amount. A blank 
check box is provided in order to add to the list, 
as necessary. 

Item 8. This item discloses the total amount 
to be paid by the lessee during the lease term for 
taxes and other official fees (§ 226.15(b)(4». 

Item 9. This item provides alternative methods 
of disclosing insurance coverage. It pruvldes a 
disclosure for situations in which the lessee pro
vides the coverage, in which case the types and 
amounts of coverage must be specified (§226.15 
(b)(6)(ii». It provides a disclosure for situations 
in which the lessee procures coverage through the 
lessor, in which case the types, amounts and costs 
of coverage must be specified (§ 226. 15(b)(6)(i». 
It also provides for disclosure of a fee in lieu of 
insurance. 

Item 10. This item provides for disclosure of 
the maintenance and servicing responsibilities of 
the parties (§ 226.] 5(b) (8». These responsibilities 
may be allocated either to the lessor or to the 
lessee, or may be divided between them. 

Item 11. This item discloses all express war
ranties applicable to the leased property made by 
the manufacturer or lessor and available to the 
lessee (§ 226.15(b)(7». A brief identification of 
the warranty must be supplied. A reference to the 
standard manufacturer's warranty would suffice. 

Item 12. This item discloses standards for wear 
and use established by the lessor. The lessor is 
permitted, but not required, to set such standards 
(§ 226. 1 5(b)(8». 

Item 13. This item discloses the conditions 
under which the lessee may terminate the lease 
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prior to the end of the lease term. It also discloses 
the amount or method of determining the amount 
of the charge which the lessee must pay for early 
termination (§ 226.15(b)(12)). This item should 
diSClose the conditions under which the lessor 
may terminate the lease prior to the end of the 
term, sllch as default. This item should also be 
lIsed to disclose the amollnt or m(!thod of deter
mining the amount of any default charges (§ 226. 
] 5(b)(lO». The charges or method of determining 
the charges for. early termination by. the lessor 
other than for lessee's default should be separately 
specified in this item. 

Item 14. This disclosure of the security taken 
must include, in the space provided, a brief Wen· 
tification of the types of secL:rity interests and 
an identification of the property covered by each 
such interest (§ 226. I 5(b)(9»). 

Item 15. This disclosure indicates the amount 
or method of determining the amount of any 
charges for la~e payment (§ 22n.15(b)(10». 

(tern 16. This item provides alternative dis
closures covering the several options a lessor may 
offer to a lessee to purchase the leased property. 
A lessor should Use the disclosures applicable to 
the lease plan used. For example, if no option to 
purchase is offered, only the last sentence of the 
item should be used. If the lessor offers an option 
to purchase. the times at which it may be exer
cised mLlst be supplied. The price must be dis
closed for an option exercised at the end of the 
term and the price or method of computing the 
price for an option exercised during the lease term 
must be supplied (§ 226.1S(b)(11». 
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APPENDIX A 

QUESTIONS AND ANSWERS 

If you ex.tend conSumer credit, issue credit cards or engage in consumer leasing as a lessor, you 
must become familiar with Regulation Z. You will be responsible for complying with the Regulation and 
this pamphlet tells you how Regulation Z affects your business. The questions and answers that follow 
are stated as simply and clearly as possible. HOWEVER, FOR EXACT INFORMATION ON 
WHAT YOU MUST DO TO COMPLY WITH THE LAW, YOU MUST READ THOROUGHLY 
THE APPLICABLE SECTIONS OF REGULATION Z. 

SOME GENERAL QUESTIONS AND ANSWERS 

Q: What is the purpose of Regulation Z? 
A: The purpose is to let borrowers and consumers know the cost of credit so that they can compare 

costs between variolls credit sources and avoid the uninformed use of credit. Regulation Z also 
regulates issuance of credit cards and sets maximum liability for the unauthorized use of credit 
cards. ft provides a procedure for resolving billing errors which occur in open end credit accounts. 
In addition, its purpose is to inform lessees of the costs of consumer leasing and to place certain 
restrictions on the lessee's ultimate liability when leasing personal property. (Reg. Z/226.1) 

Q: What kinds of businesses are affected? 
A: Regulation Z applies to credit card issuers and any individual or organization that extends or ar

ranges credit for which a finance charge is or may be payable or which is repayable by agreement in 
more than four instalments. It also applies to an individual or orgai1ization who leases or arranges 
for the lease of personal property. For example, the RegLllation applies to banks, savings and loan 
association.~, credit unions, consumer finance companies and residential mortgage brokers. It may 
also apply to department '-'Cores, automobile, furniture and appliance dealers and lessors, craftsmen 
such as plumbers and ell \ctricians, doctors, dentists and other professional people, and hospitals. 
(Reg. Z/226.2(p), (q) and IS)) 

Q: What types of credit transae/ions are covered under Regulation Z'? 
A: Generally, credit you extend to people for personal, family, household or agricultural uses, not ex

ceeding $25,000. (Reg. Z/226.2(p» But all real estate credit transactions for these purposes are cov
ered regardless of the amount, except agricultural crcdit over $25,000. (Reg. Z/226.3(c) and (e)) 

Q: What types of credit transactions are not covered? 
A: The following are not affected by Regulation Z: (Reg. Z1226.3) 

1. Business and commercial credit-except agricultural credit. 
Credit to Federal. State and local government. (However, governmental units extending credit 
to individuals are affected by this law.) 

3, Transactions in securities and commodities accounts with a broker-dealer registered with the 
Securities and Exchange Commission. 

4. Transactions under certain public utility tarifl's. 
5. Credit over $25,000-except real estate transactions. 
6. Agricultural credit over $25,000-including real estate transactions. 

Q; What types of lease tranSactions are covered under Regulation Z? 
A: Leases of personal property primarily for personal. household and family use, where the lessee is 

obligated for less than $25,000 and the term of the lease is more than four months. The Regulation 
Covers both purchase option and non-purchase option leases. (Reg. Z/226.2(mm» 
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Q: What types of lease transactions are not covered? 
A: The following are not affected by Regulation Z: (Reg. Z/226.2(mm) and 226.3(f» 

L Business, commercial and agricultural leases. 
2. Leases to organizations. 
3. Leases for a period of time less than fOUf months. 
4. Leases for a total contractual obligation exceeding $25,000. 
5. Leases which meet the definition of a credit sale. (Reg. Z/226.2(t» 
6. Leases of personal property which are incident to the lease of real property where the lessee 

has no liability for the value of the property except for abnormal wear and tear and the lessee has 
no option to purchase the leased property. 

Q: Can a State law be substituted for Regulation Z? 
A. Yes. it can. providl'd the Federal Reserve Board makes that determination as provided by law. 

Any determination made will be published. (Reg. Z/226.12) With regard to certain sections of the 
Regulation which implement the Fair Credit Billing Act (discussed in more detail elsewhere in 
this Appendix), the State law can be followeu in some cases, if doing so does not violate the 
Regulation. (Reg. Z/226.6(b» 

Q: What happens if I not only follow Regulation Z but also elect to follow inconsistent State law? 
A: Tn these cases the State disclosures may be shown on a separate sheet. They may also be shown on 

the same statement as the Federal disclm;ures. But in this event they must appear separately and be~ 
low the Federal disclosures, clearly marked that they are inconsistent with the Federal disclosures, 
and separated by a dividing line. (Reg. Z/226.6(c» Special rules on this question apply to the Fair 
Credit Billing requirements of the Regulation. (Reg. Z/226.6(b)(2)(iii» 

Q: Is any special terminology prescribed? 
A: Yes, certain terminology is specified that must be used in making Jisclosures concerning credit 

transactions required by the Regulation. (Reg. Z/226.6(a); Reg. Z/226.7(a), (b) and (c); Reg. 
Zl226.8(b), (c) and (d); Reg. Z/226.9(b); Reg. Z/226.10Cf); Reg. Z/226.1l(c» 

Q: Do disclosures have to be made in the order they appear in the Regulation? 
A: No, but they must be listed in an order which will be meHningful to your customer. (Reg. Zl226.6(a» 

Q: What terms arc used to describe credit transactions in the Regulation? 
A: The Regulation divides all consumer credit transac~ions into two broad categories: open end credit 

and credit other than open end. These are discussed in subsequent sections of these Questions and 
Answers. 

Q: How long do I have to keep records? 
A: You should keep cvidence of compliance for two years. (Reg. Z1226.6(i» 

Q: WiII anyone inspect my records? 
A: If asked by the proper agency you must show your records relating to discloslll'e and evidence of 

compliance. (Reg. Zl226.6(i» 

Q: Are there provisions for enforcement? 
A: Specific responsibilities for enforcement of Regulation Z are divided among nine E.ederal agencies. 

A complete Jist of these agencies and types of businesses they cover can be found in Appendix E. If 
YOLI need additional information, you should contact the appropriate Federal agency, (Reg. Z/226. 1 (b» 
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Q: Are there any penalties for violating the Act'? 
A: If you fail to make disclosures as required under the Truth in Lending Act, you may be sued for 

actual damages plus twice the amount of the finance charge in the case of a credit transaction, and 
for 25% of the total monthly payments in the case of a conSumer lease, as wcll as court costs and 
attorney's fees. The finance charge and consumer lease portions of damages arc subject to a mini
mum of $100 and maximum of $1,000. If you are convicted in a criminal action for willfully or 
knowingly violating the Act or the Regulation, you could be fined up to $5,000 or imprisoned for 
up to one year, or both. (Reg. Z/226.1 (c)) In addition, a forfeiture penalty (maximum of $50) ap
plies to any failure to cOfl1l)ly with the Fair Credit Billing provisions. (Reg. Z/226.14(f» If you 
violate the lease advertising provisions of the Consumer Leasing Act, you may be sued for actual 
damages. 

SOME QUESTIONS AND ANSWERS ON THE FINANCE CHARGE 
AND ANNUAL PERCENTAGE RATE 

Q: What is the nuance charge'? 
A: It is the total of all costs which your customer l1lust pay, dircctly or indirectly, for obtaining credit. 

(Reg. Z1226,4) 

Q: What costs are included in the finance charge? 
A: Here are some of the morc common items that you must include in your finance charge. See Reg. 

Z/226,4 for others and for qualifications which apply. 

I. Interest. 
2, Loan fee. 
3. Finder's fcc or similar charge. 
4. Time price differential. 
5. Amount paid as a discount. 
6. Service, transaction or carrying charge. 
7. Points. 
8. Appraisal fee (except in real estate transactions). 
9. Premium for credit life insurance, should you make this a condition for granting credit. 

10. J nvestigation or credit report fee k'{cept in real estate transactions). 

Q: In what form is the finance charge to be shown to the customer? 
A: ft mllst be clearly typed or written. stating the dollars and cents total and the annual percentage 

rate, The words "finance charge" and "annual percentrge rate" must stand out especially clearly. 
(Reg. Z/226,6(a)) In some transactions involving the sale of dwellings. the total dollar finance 
charge need not be stated, although the annual precentage rate must be disclosed. 

Q: What is the annual percentage rate? 
A: Simply put. it is the relative cost of credit in percentage terms. (Reg, ZI226.2(g») 

Q: Are maximum or minimum rates specified in Regulation Z? 
A: No. Regulation Z does not fix maximum, minimum. or any charges for credit. But it requires that 

you show whatever annual percentage rate you do charge. 

Q: How accurate IJIllst the al1l1ual percentage rate be? 
A: It mllst be computed so as to permit discloslIre with an accuracy at least to the nearest one-quarter 

of .1%. (Reg, Z/226.5) 
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Q: How is the ailnual percentage rate computed? 
A: It depends on whether the credit is open end (Reg. Zl226.5(a» or other thl/I! open end credit. (Reg. 

Z/226.5(b» 

SOME QUESTIONS AND ANSWERS ABOUT OPEN END CREDIT 

Q: What is open end credit? 
A: Typically it covers most credit cards, as well as all revolving charge accounts in retail store~ and 

check overdraft plans in banks, where finance charges are usually imposed on unpaid amoul1\:; each 
month. (Reg. Z/226.2(s), (x) and 226.7) 

Q: What must an open end credit customer be told under this law? 
A: If it is a new account, then your customer must receive these specific items in writing to the extent 

applicable: (Reg. Z/226.7(a» 

1. The conditions under which the finance charge may be imposed and the period in which pay-
ment can be made without incurring a finance charge. 

2. The method used in determining the balance on which the finance charge is to be imposed. 
3. How the actual finance charge is calculated. 
4. The periodic rates used and the range of balances to which each applies. 
5. The conditions under which additional charges may be made along with details of how they 

are calculated. 
6. Dcscriptions of any lien which YOll may acquire on a cllstomer's property. 
7. The minimum payment that must be made on each billing. 
S. A statement of the cllstomer's rights under the Fair Credit Billing Act. (Reg. Zl226.7(a)(9» 

Q: Are periodic statements necessary on open end accounts? 
A: Yes, but only where there is a debit or credit balance over $1 or where a finnncc chnrge is imposed. 

(Reg. Z/226.7(b» 

Q: What sort of information IIIlIst accompany a monthly statement? 
A: Where applicable, you mllst give customers this information: (Reg. Z/226.7\b» 

1. The debit or credit balance at the str.. t of the billing period. 
2. A copy of the sales voucher or written identification of the transaction. 
3. Amounts nnd dates of payments made by a customer, as well as other credits, inclUding re· 

turns, rebates and adjustments. 
4. The finance charge shown in dollars and cents. 
5. The rates used in calculating the finance charge plus the range of balances (0 which they ap

ply, the corresponding annual percentage rate in each case calculated by multiplying the rate 
for the time period by the number of periods YOll lise each yenr, and any minimum charge. 

6. The annual percentage rate, when a finance charge is imposed. 
7. The unpaid balance on which the finance charge was calculated. 
8. The closing date of the billing cycle and the debit or credit balance at that time. 
9. A statement of the cu:,tomer's rights under the Fair Credit Billing provisions. (Reg. 

Zf226.7(d» 
10. An address to which billing error inquiries may be scnt. 

Q: Where must this information ~lppear? 
A: Some items must appear on the actual face of the statement. Others may be shown on the reverse 

side, or on a separate form enclosed in the sal11e envelope. (Reg. Z/226.7(c») 
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Q: How is the annual percentage rate determined on open end credit? 
A: The finance charge is divided by the unpaid balance to which it applies. This gives the rate per 

month or whatever time period is used. The result is multiplied by 12 or the other number of time 
periods used by you during the year. (Reg. Z/226.5(a» For example, a typical charge of 1 Vz % is 
made on an unpaid balance where bills are sent out monthly. The annual percentage rate would be 
twelve times I Vz % or 18%. Other methods for calculating the annual percentage rate on open end 
c..redit are detailed in Reg. Z/226.5(a). 

SOME QUESTIONS AND ANSWERS ABOUT CREDIT OTHER THAN OPEN END 

Q: W, hat types of credit are included? 
A: B't)th loans and sales credit-in every case for a specified period of time where the total amount. 

nll1\)ber of payments, and due dates are agreed upon by you and your customer. Typically, it is used 
in buying or financing the purchase of "big ticket" items. A good example is a loan from a finance 
company to buy an automobile. Another example is credit extended by a store to buy a washing 
machine, a television set, or other major appliance. It also includes single payment loans and mort
gages. (Reg. Z/226.8) 

Q: What must the credit customer be told in these types of transactions? 
A: You must present to your customer in writing the foll,owing information as applicable, plus addi

tional information relating to the type of credit extended: (Reg. Z/226.8(b» 

I. The total dollar amount of the finance charge and, if there is more than one type of charge, 
a description of the amount of each type, except in the case of a credit transaction to finance 
the purchase of a dwelling. 

2. The date on which the finance charge begins to accrue, if this is different from the date of 
the transaction. 

3. The anllual percentage rate. (For exception, see Reg. Z/226.8(b)(2)(i) and (Ii» 
4. The number, amounts, and due dates of payments. 
5. The total payments, except in the case of first mortgages on dwelling purchases. 
6. The amount you charge for any default, delinquency. etc., or method you use for calculating 

that amount. 
7. Description of any security you will hold and identification of the property to which it relates. 
8. Description of any penalty charge for prepayment of principal. 
9. fdentification of the method used to compute the amount of any finance charge rebate in the 

case of prepayment in full of contracts involving precomputed finance charges. Charges de
ducted from any rebate must be stated. If no rebate is given, that fact must be stated. 

Q: Are there any other things cllstomers mllst be told'! 
A: That depends on the transaction-whether it is a loan or a credit sale. 

Q: In the case of a loan, what do I have to tell my customers? 
A: In addition to the information given your customer, as previously indicated, you must also provide 

this information: (Reg. Z/226.8(d) 

1. The amollnt of credit to be given to your customer .. rhis includes all charges which are part 
of the amount of credit extended but are not a part of the finance charge, This information 
must be itemized. 

2. Amounts that are deducted as prepaid finance charges and required deposit balances. (Reg. ZI 
226.8(e)) 
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Q: Regarding credit sales, what additional information do I give these customers? 
A: Again, you must give your customers all the information in the answer to the second question in 

this section, and the following additional information as applicable: (Reg. Z/226,~(c» 

1. The cash price. 
2. The downpaymeI1t, including trade-in and cash. 
3. The difference between the two. 
4. AIL other charges, itemized, that are included in the amount financed but not part of the 

finance charge. 
5. The unpaid balance. 
6. Amounts deducted as prepaid finance charges or required deposit balances. (Reg. Z/ 

226.8(e» 
7. The amount financed. 
8. The deferred payment price, which is the total of the cash price, finance charge and all other 

charges. (This does not apply to the sale of a dwelling.) 

Q: When must customers receiv~ all this information on loans or credit sales? 
A: Before the credit is extended. (Reg. Z/226.8(a» 

Q: Must this information be given to customers in writing? 
A: Yes. You must include the information on the note or other instrument evidencing the obligation 

above or adjacent to the customer's signature, or on one side of a separate sheet that identifies 
the transaction. (Reg. ZI226.8(a» 

Q: Are monthly statements required? 
A: M{' ,c closed end creditors need not send I'lonthly statements but the Regulation provides an excep

tion to this rule for closed end credit extended by use of a credit card. (Reg. Z/226.8(q» If you do 
send out monthly statements, you must show clearly the annual percentage rate and the period in 
which a payment must be made to avoid late charges. (Reg. ZI226.8(n» 

Q: How is the annlJal percentage rate calculated on loans or credit other than open end? 
A: By the actuarial method-payments are applied first to interest due and any remainder is then ap

plied to reduce principal. (Reg. ZI226.5(b)) 

Q: What are examples of the actuarial method? 
A: Here are two simple examples: 

1. A bank loan of $100 repayable i:1 equal monthly instalments over one year is made, at a 
6% add-on finance charge. The annual percentage rate would be 11 %, The borrower would 
repay $106 over one year. He would only have lI~e of the full $100 until he made his first 
payment, and less and Jess each month as payments are made. The effect is that the actua1 
aIlnual percentage rate is almost twice the add-on percentage rate. 

2. Using the same example as above w!th the 6% finance charge discounted in advance, the 
annual percentage rate would be 11112 % because the customer would only receive $94 and 
have to repay $100. He would have fu!! use of only $94 of the loan up to the time he makes 
his first payment. 

Q: But isn't the actuarial method very complicated? 
A: Yes, it is. Recognizing this, the Federal Reserve Board has prepared tables showing the annual pre

centage rate bast'd on the finance charge and the number of weekly or monthly payments to be 
made. These tables are available from the Federal Reserve Board and Federal Reserve Banks at 
$1.00 per copy. (Reg. Z/226.5(c)) 
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Q: Must I use the Board's Annual Percentage Rate tables? 
A: No. You may wish to purchase specially prepared tables for your type of business from one of sev

eral table or chart publishers. Trade associations and financial institutions can be helpful also. (Reg. 
Z!226.5(c)(2» 

Q: Must the creditor always show the annual percentage rate? 
A: Generally yes, except that "'1 credit other than open ('.nd credit, if the finance charge is $5 or less, 

and applies to credit of $75 or less, it need not be shown. The same exception applies to a finance 
charge of $7.50 or less on credit of more than $75. (Reg. Z!226.8(b)(2)(i) and (ij» 

SOME QUESTIONS AND ANSWERS ABOUT REAL ESTATE 

Q: Is real estate credit covered under Regulation Z'! 
A: Yes. A:I real estate credit in allY amount is covered under this Regulation when it is to an individual 

and no\: for business purposes, except that real estate credit for agricultural purposes in excess of 
$25,000 is exempt. (Reg. Z!226.3) 

Q: Does such real estate credit cover more than mortgages? 
A: Yes, very definitely. Any credit transaction (other than a business credit transaction) that involves 

any type of security interest in real estate of q consumer is covered. (Reg. ZI226.2(dd), (ee) , (ff) 
and (gg» 

Q: Are there any special provisions that apply to .real estate credit? 
A: Two basic points: 

1. In many cases, you do not have to show the total dollar amount of the finance charge on a 
credit sale or first mortgage loan to finance the purchase of the customer's dwelling. (Reg. Z! 
226.8(c)(8) and (d)(3); 226.808) 

2. In many instances, your customer hiS the right to cancel a credit arrangement within three 
business days jf his residence is used as collateral for credit. (Reg. Z!226.9) 

Q: Must a~reditor inform his customer of the right to cancel? 
A: Yes. He must furnish the Notice prescribed by the Regulation. (Reg. Z!226.9(b» 

Q: What Il1U~t ~he customer do to cancel a real estate transaction under the' Regulation? 
A: A customer may cancel a transaction 

1. by signing and dating the Notice to customer required by Federal law, which he receives from 
the creditor, alld either 
(a) mailing the Notice to the creditor at the address shown on the Notice, 

or (b) delivering the Notice to the creditor at the address shown on the Notice either personally 
or by messenger (01' by other agents), 

or 2. by sending a telegram to the creditor at the address shown on the Notice. A brief descrip-
tion of the transaction which the customer wishes to cancel should be included in the tele
gram, 

or 3. by preparing a Jetter (or other writing) which includes a brief description of the transaction 
which he wishes to cancel, and either 
(a) mailing the Jetter (or other writing) to the creditor at the address shown on the Notice, 

Or (b) delivering the letter (or other writing) to the creditor at the address shown on the Notice 
either personally or by messenger (or by other agents). 
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Q: What if the customer telephones that he is going to cancel? 
A: A telephone call to the creditor may not be used to cancel a transaction; WRITTEN notice of can-' 

cellation is required. If the customer takes one of the above steps to cancel within the three-day 
period, he has effectively cancelled the transaction. 

Q: What if I haven't received the notice of cancellation in three days? 
A: You should allow time for a mailed letter or telegram sent within the three-day period to be de

livered. or otherwise determine that your customer has not cancelled the transaction . 

. Q: Does this right of cancellation apply to a first mortgage? 
A: A first mortgage to finance the purchase of your customer's dwelling carries no right to cancel, 

However, a first mortgage for any other purpose and a second mortgage on the same dwelling may 
be cancelled. (Reg. Z/226.9(g)) 

Q: What happens ;;"egarding cancellation in the case of a mechanic's lien or similar security interest 
acquired by a craftsman who. works on credit? 

A: Take a craftsman, for example, who charges his customers a finance charge or agrees to accept pay
ment in more than fOllr instalments. His cllstomer does have a right to cancel, hut only within three 
business days. Unless there is an emergency the craftsman should wait the three days before start
ing work. (Reg. Zl226.9(c)) 

Q: Suppose a (!ustomer needs emergency repairs and cannot wait for three days? 
A: A customer may waive his right to cancel a credit agreement if credit is needed to meet a bona fide 

personal financial emergency and if failure to start repairs would endanger him, his family, or his 
property. Preprinted waiver forms may not be used. (Reg. Z/226.9(e» 

SOME QUESTIONS AND ANSWERS ABOUT CREDIT CARDS 

Q: What is a credit card?,' 
A: A credit card is a single credit device existing for the purpose of being used from time to time 

upon presentation to obtain money, property, Jabor, or services on credit. (Reg. Z/226.2(r» 

Q: Are there restrictions on issuance of credit cards? 
A:. Yes. A credit card may not be issued except in response to a request or application or as a renewal 

of. or in substitution for, an accepted credit .card. (Reg. Z/226.13(a») 

Q: What is an accepted credit card? , 
A: An accepted credit card is a credit card which the cardholder has requested or applied for and re

ceived, or has signed, or has used, or has authorized another person to use. Any credit card issued 
in renewal of, or in substitution for, an accepted credit card becomes an accepted credit card when 
received by the cardholder. (Reg. z/226.2(a») 

Q: Does Regulation Z apply to credit cards issued for business purposes? 
A: In general, Regulation Z applies to all credit cards whether issued for personal,family, household, 

agricultural, business, or commercial purposes, regardless of Whether issued to an individual person 
or to an organization. But special provisions on liability may apply to certain credit cards issued for 
business purposes to an organization. (Reg. Z/226.13(a) and (h)) 
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Q: Is a cardholder liable for unauthorized use of a credit card? 
A: A cardholder is liable for unauthorized use of a credit card only if 

1. the credit card is an accepted credit card; 
2. the liability does not exced the lesser of $50 or the amount of money, property, labor or 

services obtained by unauthorized use prior to notification of the card issuer; 
3. the card issuer has given the cardholder adequate notice on the credit card or within two 

years preceding unauthorized use regarding the cardholder's potential liability; 
4. the card issuer has provided the cardholder with an addressed postage-paid notification to be 

mailed in event of loss, theft, or possible unauthorized use of the credit card, and 
5. the card issuer has provided a method whereby the lIser of the card can be identified as the 

person authorized to use. it, such as by signature, photograph, or fingerprint on the card, or 
by electronic or mechanical confirmation. 

SOME QUESTIONS AND ANSWERS ABOUT THE ADVERTISING OF CREDIT 
AND LEASES 

Q: Does Regulation Z affect credit and lease advertising? 
A: Yes, it docs. It affects all advertising to aid or prom~te any extension of consumer credit or any 

consumer lease regardless of who the advertiser may be. An association, for example, which adver
tises that its members extend consumer credit or lease personal property is subject to the advertis
ing provisions of Regulation Z. 

Q: What kinds of advertising are affected? 
,A: All types of advertising: television, radio, newspapers, magazines, leaflets, flyers, catalogs, public ad .. 

dress announcements, direct mail literature, window displays, billboards, etc. (Reg. Z/226.2(d» 

Q: How does Regulation Z affect your advertising as a creditor? 
A: Generally, you may not advertise that the downpayment, instalment plan or amount of credit can 

be arranged unless you usually arrange terms of this type. (Reg. Z/226.10(a)(1) 

Q: How else is credit advertising affected? 
A: If it is open end credit, see Reg. Z/226.10(c). For credit other than open end, see Reg. Z/226.10(d). 

1f you advertise i11 catalog), see Reg. Z/226.10(b), If you impose no specific finance charge and ad
vertise instalment credit, see Reg. Z/226.10(£). But generally you are not permitted to advertise 
any specific credit term unless all other terms involved are stated clearly and can be easily deter
mined. 

Q: How does RegUlation Z affect your advertising as a lessor? 
A: Generally, you may not advertise that a specific lease at specific amounts or terms can be arranged 

unless you usually arrange leases at those terms. (Reg. Z/ 226,1 o (a) (2» 

Q: How else is lease advertising affected? 
A: G~nerally, you are not permitted to advertise any specific lease term unless all other relevant terms 

are stated and can be easily determined, (Reg. Z1226.10(g» If you advertise in catalogs, see Reg. 
Z/226.10(b). If you are a multiple-item lessor who employs merchandise tags, see Reg. ZI 
226.10(h). 

SOME QUESTIONS AND ANSWERS ABOUT FAIR CREDIT BILLli"lG 

Q: Must all creditol's comply with the Fair Credit Billing provisions? 
A: No. Genera.IIy, only open end creditors, including all credit card issuers, must comply. (Reg. ZI 
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226.2(5) and (x)) But crcditors who offer other than open end credit by lise of a credit card are 
aiso subject to its requirements. (Reg. Z/226.8(q) and 226.14(g)) 

Q: How should a customer notify the creditor of suspected errors on a periodic statement'? 
A: Send a written notice to the creditor so that it is received at the address specified for this purpose 

within 60 days of the date the periodic statement on which the suspected error first appeared was 
sent. The notice should contain the customer's name and account number (if any), the amount be
lieved to be in error, and the reasons (to the extent known) why the customer believes there is an 
error. (Reg. Z/226.2(cc» 

Q; 'Vltat is a billing error'? 
.\: Among other things, a billing error is any mistake made by the creditor in billing or identifying a 

transaction on a periodic statement, or it may be a creditor's failure to send a periodic state
ment to the customer's correct address. A customer may also allege as a billing error that the item 
which was purchased was not delivered as was agreed by the merchant. The customer may ask 
for information or clarification about an item on the periodic statement or for documentary proof 
that the item is correct. This. too, is a billing error, even though a mistake may not, in fact, have 
been made. (Reg. Z/226.2(j)) 

Q: What must I do in response to a proper written notification of a billing error'? 
A: In general, you must acknowledge the inquiry within 30 days and give a complete written response 

based on your findings within two complete billing cycles (in no case mor~ than 90 days). If you 
agree with the customer as to the existence of an error, then within the time limits you must make 
corrections on the account. If you do not completely agree with the customer, then within the time 
limits you must explain in writing why you do not agree and send any documentary proof of the 
indebtedness that the customer may have requested. (Reg. Z/226.14(a) and (b)) 

Q: How should the amollnt alleged to be a billing error and any finance charges or other charges on 
that amount be treated during the error resolution process? 

A: Neither the amount in dispute nor any charges imposed on that amount need be set apart or sepa
rately identified during the time you are resolving the alleged error. It is sufficient if you indicate 
on the periodic statement that payment of the amount in dispute is not required pending your com
pliance with the billing error provisions of the Fair Credit Bil11ng Act. (Reg. Z/226.14(b)) 

Q: Must [ comply with any special requirements regarding credit reporting after a billing error notice 
is received? 

A: Yes. Until you have completed the response procedure, YOll may not report or threaten to report to 
anyone adversely about the cllstomer's credit standing. In ~ome cases you must indicate on any re
ports made that there is a dispute and report any resolution of a dispute. (Reg. Z/226.14(e)) 

Q: Are there any prohibiHons on closing or restricting an account because a customer fails to pay a 
disputed amount? 

A: Yes. A customer's account may not be closed or restricted ci lng the time the error resolution pro
cedure is pending, solely because the disputed amount is n' J)aid. (Reg. Z/226.14(d)) 

Q: After completion of the error resolution procedure, how must finance charges be adjusted~ 
A: If there was an error of any kind on the periodic statement, then no finance charges may be col

lected on the transaction which was the subject of the dispute, for any period befort: the error reso
lution procedure is cornpleted. In addition, you must give the customer a period for payment without 
incurring additional finance charges, if YOll normally allow one, before you may begin calculating 
and collecting finance charges. If there was no error of any kind on the periodic statement, all 
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finance charges may be collected and no period for payment without incurring additional finance 
charges need be provided. (Reg. Z/226.14(~» 

Q: How are minimum payments to be treated? 
A: During the error resolution procedure, you may not require the customer to make a minimum pay

ment calculated on the amount in dispute. After the error is resolved, you may require the customer 
to make up missed minimum payments, but you cannot accelerate the entire debt because the cus
tomer asserted a billing error. (Reg. Z/226.14(b» 

Q: May a customer assert against the card issuer any claims and defenses regarding unsatisfactory mer
chandise or services obtained by use of a credit card? If so, under what conditions? 

A: Yes, a customer may do so if 

1. the customer first attempts to settle the problem with the merchant involved; 
2. the original transcation Was in excess of $50; and 
3. the transaction took place within the customer's home State or, if outside the customer's home 

State, within 100 miles of the customer's home address. 
These amount and distance limitations do not apply in some cases, such as when the card issuer and 
the merchant are the same entity or related entities. (Reg. Z/226.13(i» 

Q: 1\<lust I inform the customer of 11is rights and duties under the error resolution procedure? 
A: Yes. Two notices are provided. The longer form (Reg. ZI226.7(a)(9» must be given to all new cus

tomers when they open an account. This same form may be used for the semiannual notice required 
to be sent to the customers. (Reg. Z/226.7(d» As an alternative to the semiannual disclosure, a 
shorter form is provided (Reg. Z/226.7(d)(5» which can be sent wi;h each periodic statement. If 
you choose to use the shorter form, you nmst also provide your customer a copy of the longer form 
upon request and each time a proper written notification of a billing error is submitted. 

Q: Can funds held in a deposit account for a customer be applied against the customer's debt on a 
credit card account? . 

A: Only if the customer agrees in writing to allow you to do so as a method of periodic payment of 
his bill. Otherwise, you can do so only pursuant to a court order under a procedure available to all 
creditors generally. (Reg. Z/226.13(j) 

Q: What should I do if a customer pays more than is owed'? 
A: You may credit the customer':; ,account with the entire amount sent. If YOLI do, you must return the 

excess ($1 or more) to the customer if requested to do so and, at any later time, you may of your 
own volition return the excess. You may also credit the customer's account with only the amount 
owed and return the excess within five business days of receipt. (Reg. Z/226.7(b» 

Q: Are there any requjremenfs concerning how quicIdy payments and other credits must be credited to 
a customer's account? 

A: Yes. Specific requirements regarding how promptly your customer's payments must be credited are 
set forth in the Regulation. (Reg. Z/226,7(g) There are also requirements regarding how promptly 
refund credits for returns must be credited to a credit r;ard account. (Reg. Z/226.13(k» 

Q: Are there any other provisions of which a credit card issuer should be partiCUlarly awar 
A: Credit card issuers cannot prohibit merchants who honor their cards from offering a disc " .nt to cus

tomers who pay cash, nor can card issuers require merchants who honor their cards to procure 
from the issuers any services not essential to the credit card plan, such as unrelated banking serv
ice,S. (Reg. ZI226.13(1» 
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SOME QUESTIONS AND ANSWERS ABOUT CONSUMER LEASING 

Q: What types of leases are covered? 
A: Leases of persona} property primarily for personal, family or household use for a period of time 

exceeding four months and for a total contractual obligation of less than $25,000. It includes both 
purchase option and non-purchase option leases. Examples of consumer leases are long-term auto
mobile leases and home furniture leases. 

Q: What must the lessee be told in these types of transactions? 
A: You must present to the lessee in writing the following information as applicable: (Reg. ZI 

226.15(b» 

1. A brief description of the leased property. 
2. The total amount of any payment to be paid by the lessee at the beginning of the lease. 
3. The number, amount and due dates or periods of payments under the lease and the total 

amount of such periodic payments. 
4. The total amount payable by the lessee during the lease term for official fees and taxes. 
5. The total amount of all other charges payable by the lessee to the lessor, 
6. A brief identification of insurance in connection with the lease. 
7. A statement identifying any express warranties available to the lessee. 
8. Identification of the party responsible for maintenance and servicing of the property, and a 

statement of reasonable standards for wear and use if the lessor sets such standards. 
9. A description of any security interest retained by the lessor. 

10. A description of any penalty charge for delinquency, default or late payments. 
11. A statement whether or not the lessee has the option to purchase the leased property and 

when the lessee may exercise the option and at what price. 
12. A statement of the conditions and charges for early termination. 

Q: Are there any other things that lessees must be told? 
A: In the case of closed end or net leases, where the lessee bears 110 responsibility for the value of the 

property at the end of the term, other than for depreciation caused by abnormal wear and tear, no 
further disclosures are required. In the case of open end or nnance leases, where the lessee's liabil
ity is based upon the value of the property at the end of the term, certain other disclosures must 
be made. 

Q: In the case of an open end lease what do I have to tell the lessee? 
A: In addition to the information given the lessee, as previously indicated, you must also provide the 

following information: (Reg. Z/226.15(b)(13),(14),(15)) 

1. A statement that the lessee shall be liable for the difference between the estimated value of 
the property and its realized value at early termination or the end of the lease term. 

2. Where the lessee's liability at early termination or at the· end of the term is based on the 
estimated value of the property, a statement that the lessee may obtain at his or her expense 
a professional appraisal of the value of the property by an independent third party. 

3. The disclosure of the value of the property at the beginning of the lease term, the total lease 
obligation and the difference between them. 

4. That there is a rebuttable presumption that the estimated value of the property at the end of 
the term is unreasonable to the extent that it exceeds the actual value by more than three 
times the average monthly payment, and that you cannot collect the amount of eXcess liability 
unless you bring a successful court action in which you pay the lessee's attorney's fees. 

5. A statement that the Jessee may make any mutually agreeable final adjustment regarding the 
excess liability. 
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Q: When must lessees receive this information on leases? 
A: Before the lease is consummated. (Reg. Z1226.15(a» 

Q: Must this information be given to lessees in writing? 
A: Yes. YOll must include all the information on the front and back of the lease or other instrument 

evidencing the obligation or on a separate statement that identifies the transaction. There are ex
ceptions to this requirement in the case of multiple-item leases. (Reg. Z/226.15(a» 
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The following form is the form of notice of the right to rescind a transaction required to be given to 
customers under certain circumstances set forth in Section 226.9 of Regulation Z. Where the property 
on which the security interest may arise does not include a dwelling, the creditor may substitute the 
words "the property you are purchasing" for "your home" or "lot" for "home" where these words 
appear in the form of notice. This exhibit is set in capital and lower case letters of 12 point bold 
faced type, the minimum size permissible under Regulation Z. 

(Identification of Transaction) 

Notice To Customer Required By Federal Law: 

You have entered into a transaction on _________ which may 
(Date) 

result in a lien, mortgage, or other security interest on your home. You have 

a legal right under Federal law to cancel this transaction, if you desire to do 

so, without any penalty or obligation within three business daysl from the 

above date or any later date on which all material disclosures required under 

the Truth in Lending Act have been given to you. If you so cancel the transac« 

lion, any lien, mortgage, or other security interest on your home arising from 

this transaction is automatically void. You are also entitled to receive a re

fund of any down payment or other consideration if you cancel. If you decide 

to cancel this transaction, you may do so by notifying 

(Name of Creditor) 

at _______________________________________________ ___ 
(Address of Creditor's Place ·of Business) 

by mail or telegram sent not later than midnight of _~ _____ . You 
(Date) 

may also use any other form of written notice identifying the transaction if it 

is delivered to the above address not later than that time. Thh "otice may be 

used for that purpose by dating and signing below. 

I hereby c'.lnceJ this ~ransaction. 

(Date) (Customer'S signature) 
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The following paragraph shall appear on the face or the reverse side of the notice shown on the opposite 
page. If it appears on the reverse side of the notice, the face of the notice shall state, "See reverse side 
for important information about your right of rescission." 

EFFECT OF RESCISSION. When a customer exercises 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 to the 
customer 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 transaction. If the credo 
itor has delivered any property to the customer, the customer may retain pos

session of it. Upon the performance of the creditor's obligations under this 
section, the customer shall tender the property to the creditor, except that if 

return of the property in kind would be impracticable or inequitable, the cus
tomer shall tender its reasonable value. Tender shall be made at the location of 
the property or at the residence of the customer, at the option of the customer. 
If the creditor does not take possession of the property within 10 days after 
tender by the customer, ownership of the property vests in the customer with
out obligation on his part to pay for it. 
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The following text, or one substantially similar, must accompany the Truth in Lending disclosures, where 
required by Sections 226.7(a), Cd), or (i) of Regulation Z. It may appear on the face or reverse of the state
ment on which the Truth in Lending disclosures are made, or on one or both sides of a separate accom
panying statement. Except as provided by Section 226.6(a), the text need not be printed in a particular 
type face or size, but must be shown clearly and conspicuously. Creditors may delete any portion of the 
text which is not applicable to their credit plans. 

IN CASE OF ERRORS OR INQUIRIES ABOUT YOUR BILL 

The Federal Truth in Lending Act requires prompt correction of billing mistakes. 

1. If you want to preserve your rights under the Act, here's what to do ij YOIl think your bill is wrong 
or it yOll need more information about an item on your bill: . 

a. Do not write on (he bill. On a separate sheet of paper write [Alternate: Write on the bill or other 
sheet oj paper] (you may telephone your inquiry but doing so will not preserve your rights under 
this law) the jollowing: 

i. Your name and account n umber (if any). 

ii. A description of the error and an explanation (to the extent you can explain) why you believe 
it is an error. 

If you ollly need more information, explain the item you are not sure about and, if you wish, 
ask for evidence of the charge such as a copy of the charge slip. Do not send in yo Ill' copy 
of a sales slip or other document unless you have a duplicate copy for your records. 

iii. The dollar amount of the suspected error. 

iv. Any other information (slich as your address) which you think will help the creditor to iden
tify you or the reason jor your complaint or inquiry. 

b. Send your billing error notice to the address Oil your bill which is listed a/tel' the words: "Send 
Inquiries To:" or similar wording. [Altcl'llate: Send your billing error notice to: (creditor's name 
and address).] 

11lail it as soon as you can, but in any case, early enough to reach the creditor within 60 days 
after the bill was mailed to you. If you have authorized your bank to automatically pay trom 
YOUI' checking or savings account any credit card bills tram that bank, you can stop or reverse 
payment on alty amollnt yOlt think is wrong by mailing your notice so the creditor receives it 
within 16 days after the bill was sent to you. However, you do not have to meet this 16-day 
deadline to get the creditor to investigate your billing error claim. 

2. The credito/' must acknowledge all letters pointing Ollt possible errors within 30 days of receipt, UIt

less the creditor is able to correct YOllr bill during that 30 days. Within 90 days ajter receiving your 
lette!', the creditor must either correct the error or explain why the creditor believes the bill was cor
rect. Once the creditor has explained the bill, the creditor has no further obligation tv you even 
though you still believe that there is an error, except as provided in paragraph 5 below. 

3. After the creditor has been notified, neither the creditor nor all attorney nor a collection agency 
may send you collection letters or take othgr collection action with respect to the amount in dispute; 
but periodic statements may be sent to you, and the disputed amount can be applied against your 
credit limit. You call1lot be threatened with damage to your credit rating or sued for the amount in 
question, nor can the disputed amount be reported to a credit bureau or to other creditors as de
linquent lIlltil the creditor has answel'ed your inquiry. However, yot{. remain obligated to pay the parts 
of your bill not in dispute. 
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4. If it is determined that the creditor has made a mistake on your bill, you will /lot have to pay any 
finance charges on any disputed amount. If it tUI'llS Ollt the cnditor has IlOt made an error, YOIl may 
have to pay finance charges on the amount in dispute, alld YOlt will have to make up any missed min
imum or required payments 011 the disputed amount. Unless you have agreed that your bill was cor
rect, the creditor must send you a written notification of what you owe; and if it is determined that 
the creditor did make a mistake ill billing the disputed amoullt, you must be given the time to pay 
which you normally are given to pay undisputed amoullts before allY more finance charges or late 
payment charges on the disputed amount call be charged to you. 

5. If the creditor's explanation does not satisfy you and you notify the creditor in writing within. 10 
days after YOIl receive his explanation that you still refuse to pay the disputed amount, the creditor 
may report you to credit bureaus and other creditors and Inay pursue regular collection procedures. 
But the creditor must also report that YOll think you do not owe the money, and the creditor must 
let you know to whom sllch reports were made. Once the matter has been settled between you and 
the creditor, the creditor mllst notify those to whom the creditor reported you as delinquent of the 
subsequent resolution. 

6. If the creditor does /lot follolV these rules, the creditor is not allowed to collect the first $50 of the 
disputed amoZlnt and finance charges, even if the bill turns Ollt to be correct. 

7. If you have a problem with property or services purchased with a credit card, you may have the 
right not to pay the remaining amount due on them, if you first try in good faith to return them or 
give the merchant a chance to correct the problem. There are two limitations on this right: 
a. You must have bought them in your home State or if not within your home State within 100 mifes 

0/ your currellt mailing address; and 
b. The purchase price mllst have been more than $50. 
However, these limitations do not apply if the merchallt is owned or operated by the creditor, or if 
the creditor mailed YOIl the advertisement for the property or services. 
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ALTERNATIYE TO SEMIANNUAL STATEMENT OF BILLlNG ERROR RIGHTS 

The following text, or one substantially similar, must be sent with each periodic statement required under 
Section 226.7(b)(1), if the creditor chooses to use the provisions of Section 226.7(d)(5) instead of mailing 
the text provided in Section 226.7(a)(9) semiannually, Except as provided by Section 226.6(a), the Regu
lation does not specify the type face and size to be used, but the statement must be printed clearly and 
conspicuously. 

IN CASE OF ERRORS OR INQUIRIES ABOUT YOUR BILL 

Send your inquiry in writing [at creditor's option: on a separate sheet] so that the creditor receives 
it within 60 days a/tel' the bill was mailed to you. Your written inquiry mllst include: 

1. Your name and account number (if any); 
2. A description of the error and why (to the extent yOtl can explain) you believe it is an error; and 
3. The dollar amount oj the suspected error. 

If you have authorized your creditor to automatically pay your bill from your checking or savings 
account, you can stop or reverse payment on any amount you think is wrong by mailing your notice so 
that the creditor receives it within 16 days after the bill was sent to you. 

You remain obligated to pay the parts oj your bill not in disp1.lte, but you do not have to pay any 
amount in dispute during the time the creditol' is resolving the dispute. During that same time, the credi
tor may not take any action to collect disputed amounts or report disputed amounts as delinQuent. 

If you have a problem with property or services purchased with a credit card, you may have the right 
not to pay the remaining amount due on them if you first try in good faith to return them or give the 
merchant a chance to correct the problem. There are two limitations on this right: 

1. You must have bought them in yo III' home State or, if /lot within your home State, within 100 
miles of your current mailing address; and 

2. The purchase price must have been more than $50. 

However, these limitations do not apply if the merchant is owned or operated by the creditor, or.';! 
the creditor mailed you the advertisement for the property or services. 

This is a summary of your rights; a full statement at your rights and the creditor's responsibilities under 
the Federal Fair Credit Billing Act will be sellt to you both UpOIl request and ill response to a billing 
error notice. 
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SAMPLE PAGE FROM TABLE FOR COMPUTING ANNUAL PERCENTAGE RATE 
FOR LEVEL MONTHLY PAYMENT PLANS 

EXAMPLE 

Finance charge= $35.00; Total amount financed=$200; Number of monthly payments=24. 

SOLUTION 

Step 1-Divide the finance charge by the total amount financed and multiply by $100. This gives 
the nnance charge per $100 of amount financed. That is, $35.00-+-$200=.1750X$100= 
$17.50. 

Step 2-Follow down the left hand column of the table to the line for 24 months. Follow across 
this line until you find the nearest number to $17.50. In this example $17.51 is closest 
to $1750. Reading up the column of figures shows an annual percentage rate of 16%. 

(This table is one page of the tables compiled by the Federal Reserve Board to assist creditors in figuring 
out the annual percentage rate of the cost of credit, or the amount of the finance charge for a givep 
rate.) 
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FEDERAL ENFORCEMENT AGENCIES 

From the list that follows, you will be able to teU which Federal agency covers your particular busi
ness. Any questions you have should be directed to that agency. These agencies are also responsible 
for enforcing Regulation Z. 

National Banks 

Comptroller of the Currency 
United States Treasury Department 
Washington, D.C. 20220 

State Member Banks 

Federal Reserve Bank serving the area in which the State member bank is located. 

Nonmember Insured Banks 

Federal Deposit J nsurance Corporation Supervising Examiner for the District in which the nonmember 
insured bank is located. 

Savings Institutions Insured by the FSLIC and Members of the FHLB System 
(except for Savings Banks insured by FDIC) 

The FHLBB's Supervisory Agent in the Federal Home Loan Bank District in which the institlltion is 
located . 

Federal Credit Unions 

Regional Office of the National Credit Union Administration, serving the area in which the Federal 
Credit Union is located. 

Creditors Subject to Civil Aeronautics Board 

Director, Bureau of Enforcement 
Civil Aeronautics Board 
1825 Connecticut Avenue, N.W. 
Washington, D.C. 20428 

Creditors Subject to Packers and Sto~kyards Act 

Nearest Packers and Stockyards Administration area supervisor. 

Federal Land Banks, Federal Land Bank Associations, Federal Intermediate Credit Banks, and Production 
Credit Associations 

Farm Credit Administration 
490 L'Enfant P1aza West 
Washington, D.C. 20024 

Retail Department Stores, Consumer Finance Companies, All Other Creditors, and All Nonbank Credit 
Card Issuers . 

Truth in Lending 
Federal Trade Commission 
Washington, D.C. 20580 
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