FEDERAL RESERVE SYSTEM

12 CFR Part 226

[Regulation Z; Docket No. R-0992]

Truth in Lending

AGENCY': Board of Governors of the Federal Reserve System.

ACTION: Find rule; official staff interpretation.

SUMMARY: The Board is publishing revisions to the official staff commentary to Regulation Z
(Truthin Lending). The commentary applies and interprets the requirements of Regulation Z.

The update addresses increased rates for open-end plans triggered by events such as late payments
or exceeding credit limits. It provides guidance on deferred payment transactions in open-end
plans. It also addresses how creditors may determine whether credit is an open-end plan or a
closed-end transaction. In addition, the update discusses issues such as the treatment of annuity
costs in reverse mortgage transactions and transaction fees imposed on checking accounts with
overdraft protection.

DATES: Thisruleis effective March 31, 1998. Compliance is optional until October 1, 1998.

FOR FURTHER INFORMATION CONTACT: For Subparts A and B (open-end credit), Jane
E. Ahrens, Senior Attorney, or Obrea O. Poindexter, Staff Attorney; for Subparts A, C, and E
(closed-end credit and reverse mortgages), Ms. Ahrens or James A. Michaels, Senior Attorney, or
Michael E. Hentrel, Staff Attorney; Division of Consumer and Community Affairs, Board of
Governors of the Federal Reserve System, at (202) 452-3667 or 452-2412; for users of
Telecommunications Device for the Deaf (TDD) only, Diane Jenkins at

(202) 452-3544.

SUPPLEMENTARY INFORMATION:
|. Background

The purpose of the Truth in Lending Act (TILA; 15 U.S.C. 1601 et seg.) isto promote
the informed use of consumer credit by providing for disclosures about itsterms and cost. The
act requires creditors to disclose the cost of credit as adollar amount (the finance charge) and as
an annual percentage rate (the APR). Uniformity in creditors disclosuresisintended to assist
consumers in comparison shopping. The TILA requires additional disclosures for loans secured
by a consumer's home and permits consumers to rescind certain transactions that involve their
principal dwelling. The act isimplemented by the Board's Regulation Z
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(12 CFR Part 226). The Board's official staff commentary (12 CFR Part 226 (Supp. I)) interprets
the regulation, and provides guidance to creditors in applying the regulation to specific
transactions. The commentary is a substitute for individual staff interpretations; it is updated
periodically to address significant questions that arise.

In December, the Board published proposed amendments to the commentary to
Regulation Z (62 FR 64769, December 9, 1997). The Board received about 110 comments.
Most of the comments were from financial institutions, retail merchant associations, and other
creditors. About a dozen comments were received from state attorneys general or other agencies,
and consumer representatives. Overall, commenters generally supported the proposed
amendments. Views were mixed on afew comments, and there was broad industry opposition to
the comment addressing the definition of open-end credit.

Except as discussed below, the commentary is being adopted as proposed; some technical
suggestions or concerns raised by commenters are addressed. Compliance is optional until
October 1, 1998, the effective date for mandatory compliance.

II. Commentary Revisions

Subpart A -- General

Section 226.2 -- Definitions and Rules of Construction

2(a) Definitions
2(a)(2) Advertisement

Comment 2(a)(2)-1 is adopted as proposed with minor revisions for clarification. The
comment clarifies that communications promoting new credit transactions or open-end credit
plans, such as promotions to switch from aregular to a premium bank card, are advertisements,
including promotions by on-line messages such as on the Internet. Communications encouraging
additional or different uses of an existing credit account are not advertisements.

2(2)(18) Downpayment

Under Regulation Z, the term “downpayment” refers to an amount paid to a seller to
reduce the ?cash price” in a credit sale transaction. Comment 2(a)(18)-3 gives guidance on how a
creditor discloses the downpayment if atrade-in isinvolved in the sale and if the amount of an
existing lien exceeds the value of the trade-in. The comment clarifies that creditors should
disclose the downpayment as zero and not a negative amount. The comment addresses a credit
sale and financed downpayment treated as a single transaction; it does not affect creditors ability
to disclose them as two transactions.

Some commenters asked for further clarification about how to reflect costs associated
with a “negative downpayment,” illustrated in the comment by an automobile with an existing lien
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of $10,000 and a trade-in value of $8,000; guidance is provided in arevision to comment §
226.18(c)-2.

2(a)(20) Open-end Credit

The proposal addressed two standards for determining whether credit is properly
characterized as an open-end plan or a closed-end transaction. Comment 2(a)(20)-3 listed a
number of factors that creditors should consider when determining whether they “reasonably
contemplate repeated transactions,” and comment 2(a)(20)-5 provided guidance on whether a
credit lineis “reusable.”

The Board received a substantial number of comments regarding these proposed revisions.
Most of the comments addressing the issue were from industry representatives, and they opposed
the proposal. Many industry commenters acknowledged that some credit isimproperly
characterized as open-end; however, they opposed the proposal on procedural and substantive
grounds. Procedurally, some recommended that the Board not address the issue in the
commentary. Substantively, commenters expressed concern that the factors appeared to shift the
focus from the creditor’s plan as a whole to an analysis of individual transactions. Most
commenters believed that, as stated, the proposed factors in comment 2(a)(20)-3 were not
relevant to determining whether a creditor can reasonably contemplate repeated transactions.
They expressed concern that the proposed interpretation could have had unintended
consequences, because in attempting to address what can be viewed as a narrow problem, the
proposed interpretation could apply to credit products that are legitimately and unquestionably
open-end transactions,

The Board believes that the analysis of whether a creditor reasonably contemplates
repeated transactions should be based on the creditor’s plan as a whole; the proposal was not
meant to shift that focus. While the application of the factors as proposed could be viewed as
overly broad, factors such as those articulated in the proposal could bear directly, depending on
the facts and circumstances, on a determination of whether credit can properly be characterized as
open-end. Assume, for example, that a creditor establishes an open-end credit plan primarily for
the financing of an infrequently purchased product or service, that the credit limits established for
much of its customer base are close to the cost of that product or service, and that the creditor
has little hard information of repeated transactions by much of its customer base. Read together,
these assumed facts could have direct relevance on the issue of whether the plan comports with
the Congress' s intent that the Truth in Lending disclosures should show consumers the cost of the
credit transaction for “infrequently purchased products.”

The Board recognizes that credit granting practices have changed significantly since the
TILA was enacted in 1968. There has been a gradual shift to open-end credit products. These
products have become commonplace in large measure because of the operational convenience for
creditors. They also offer advantages of flexibility to consumers, who can draw on funds
incrementally or finance purchases as needed and can repay as their circumstances permit. At the
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same time, the Board believes that concerns about some transactions being mischaracterized as
open-end plans are legitimate concerns. For example, the Board received from nonindustry
commenters documentation of transactions being characterized as open-end plans that involved
the financing of used automobiles and the door-to-door credit sales of satellite dishes, water
treatment systems, and home improvement contracts.

In seeking to address the legitimate concerns expressed by industry about the proposed
interpretation of Truth in Lending while dealing effectively with potential abuses, however, the
Board has found it difficult to establish a clear rule that differentiates between spurious and
legitimate open-end credit. The Board considered revising the proposal based on the comments
received, to narrow the breadth of the factors articulated in the proposal. The Board ultimately
determined, however, that to do so without the benefit of further public comment could
unnecessarily raise uncertainties for legitimate open-end programs while not reaching the creditor
abuses. Consequently, the Board has withdrawn the proposed revisions to the commentary at this
time, except with regard to an objective analysis which was addressed by proposed factor E.

Each creditor’s credit product may differ based on the type of business, the nature or
variety of products or services available for purchase, and the creditor’ s relationship with its
customers. Even so, the determination of whether a creditor can reasonably contemplate repeated
transactions requires an objective analysis. Accordingly, comment 2(a)(20)-3 has been revised to
clarify this interpretation by adding a direct reference to the need for an objective analysisin
reaching a determination regarding repeated transactions.

2(a)(24) Residential Mortgage Transaction

The comments are adopted as proposed. Comment 2(a)(24)-5 is revised from the existing
comment for clarity, without substantive change. Comment 2(a)(24)-7 clarifies that the definition
of aresidential mortgage transaction includes aloan for financing the construction of a primary
dwelling on land aready owned by the consumer.

Section 226.4 -- Finance Charge

4(a) Definition
4(a)(2) Special Rule: Closing Agent Charges

Comment 4(a)(2)-2 is revised to address charges to conduct a closing for area estate-
secured transaction. The addition isintended to reflect the rule for excluding closing costs from
the finance charge under 8§ 226.4(c)(7); creditors may exclude from the finance charge a lump-
sum settlement or closing fee that includes a charge for conducting or attending a closing if the
lump-sum fee is primarily for serviceslisted in § 226.4(c)(7). The entire lump-sum may be
excluded from the finance charge even if it includes incidental costs for services that are otherwise
considered finance charges. The comment clarifies that charges attributed to conducting or
attending the closing are finance charges and may not be excluded from the finance charge unless
the charge isincidenta to the lump-sum closing fee.




4(b) Examples of Finance Charges
Paragraph 4(b)(2)

Comment 4(b)(2)-1, adopted as proposed with minor revisions, clarifies that a service
charge on a checking or other transaction account with a credit feature is a finance charge only if
the charge exceeds the charge for a similar account without a credit feature. I1n the proposa, a
sentence in the existing commentary regarding participation fees was inadvertently deleted; the
error has been corrected.

Commenters requested that the comment clarify that charges excludable under
8§ 226.4(c)(3) -- charges imposed on an account in cases where the institution has not agreed in
writing to pay overdraft items -- are not required to be included as finance charges under
§ 226.4(b)(2); clarifying language has been added.

4(d) Insurance

In response to commenters, comment 4(d)-1 has been revised to clarify that for purposes
of § 226.4(d), references to insurance aso include debt cancellation coverage unless the context
indicates otherwise.

Comment 4(d)-11 has been adopted as proposed with minor revisions for clarity. Under 8
226.4(d), amounts paid for insurance or debt-cancellation coverage may be excluded from the
finance charge if the creditor discloses the fee or premium for the initial term of coverage, anong
other conditions. Comment 4(d)-11 clarifiesthat the initial term is based on the period that the
insurer or creditor isinitially obligated to provide coverage. Comment 4(d)-12 clarifies that
where the fee or premium for the coverage is assessed periodically and the consumer is under no
obligation to continue making the payments, creditors have the option of providing disclosures on
the basis of one year of coverage. Creditors also have this option if the initial term of the
insurance is not clear.

In response to requests for guidance, comments 4(d)-4 and 4(d)-12 have been revised to
address disclosures for open-end plans where the amounts of coverage and periodic premiums are
based on outstanding balances. Comment 4(d)-4 clarifies that creditors providing disclosures for
open-end plans on a unit-cost basis must base the cost on the initial term of coverage, unless one
of the options in comment 4(d)-12 is available. Comment 4(d)-12 provides that its alternatives
apply to creditors offering credit insurance or debt cancellation coverage for open-end plans or
closed-end transactions. In addition, the comment clarifies that creditors with open-end plans
may base their cost disclosures on periods less than one year, in some cases.

Subpart B -- Open-end Credit

Section 226.5a -- Credit and Charge Card Applications and Solicitations

5a(b) Required Disclosures




5a(b)(1) Annual Percentage Rate

Comment 5a(b)(1)-7 provides guidance on disclosing penalty rates -- an increase in the
rate upon a specific event such as the consumer’s making a late payment or exceeding the credit
limit. The proposal required card issuersto disclose the increased rate, along with the condition
for increasing the rate. The comment is adopted with some modification. Commenters expressed
concern that requiring penalty rates along with the condition for imposing such rates would
increase the length of the disclosures required by § 226.5a. They believe the detail required by the
proposal is inconsistent with the abbreviated information otherwise required to be disclosed for
credit card applications and solicitations. Although information about penalty rates may add to
the disclosure, the Board believes that the rate and the specified event or eventsthat trigger arate
increase are important terms that assist consumers in comparing credit offers and deciding
whether to apply for a credit card account. To address the concerns, however, the comment is
modified to permit issuers using the tabular format to disclose the rate and the specified event or
events that trigger an increased rate in the table, or to disclose the rate in the table along with an
asterisk that refers to an explanation of the specified event or events disclosed outside the table.

Commenters also expressed concern that the comment would prevent a risk-based
approach to increasing theinitial rate. Creditors often increase rates to cover the expenses
associated with accounts that become delinquent or otherwise do not perform in accord with the
contract. Moreover, several commenters said it would be impossible to disclose the increased
rate at the time of disclosure since a number of factors used to determine whether arate will
increase are based on consumer behavior, which may be reflected in a credit score.

Upon further analysis and after consideration of the comments received, a modified
approach has been adopted. If the rate cannot be determined at the time of disclosure, issuers
may include a description of the specified event or events that may result in an increased rate.
Providing only a general description of the condition, such as stating that the rate will increase if
the consumer “fails to remain in good standing,” is not an adequate description. In addition, a
sentence has been added to clarify that the disclosure need not be as specific asthat required in 8
226.6(a)(2). Creditors may list some of the considerations described in the contract that are used
to determine the rate without providing a detailed explanation of al the factors that the creditor
may take into consideration when increasing the rate.

5a(b)(9) Late-Payment Fee and 5a(b)(10) Over-the-Limit Fee

The proposal would have required that the late-payment and the over-the-limit disclosure,
required under § 226.5a contain a reference to the APR disclosure required under
§ 226.5a(b)(1), where the APR will increase due to alate payment or exceeding the credit limit.
Upon further analysis and given the tabular format requirements of § 226.5a, the link seems
unnecessary. Accordingly, the proposed comments are withdrawn.

Section 226.6 -- I nitial Disclosur e Statement



6(a) Finance Charge
6(a)(2) Annual Percentage Rate

Comment 6(a)(2)-11 clarifies that if the APR will increase upon a specific event or events
(such as the consumer’s making a late payment or exceeding the credit limit), the creditor must
include the increased rate in the disclosures required under § 226.6(a)(2) with the condition that
will trigger the increase. This comment is similar to the proposal; a few modifications have been
made, in response to comments, along the same lines as the modifications to comment 5a(b)(1)-7.

Section 226.7 -- Periodic Statement

Creditors extending open-end credit offer a variety of payment plans that permit
consumers to avoid finance charges if the purchase balance is paid by a certain date. For example,
under some plans finance charges are only imposed if consumers do not pay the purchase balance
in full by a specified date. In others, finance charges are imposed on the purchase balance, but
consumers receive rebates of any finance charges attributable to the purchase if the purchase
balance is paid in full by the specified date.

Comment 7-3 gives guidance on the type of deferred payment program illustrated in the
first example. Inresponse to comments, language is added to emphasize that the comment
addresses only a particular type of deferred payment feature, and is not intended to preclude
creditors from offering other types. To ease compliance, three cross-references to the comment
are added to provisions of § 226.7 addressing balances to which periodic rates are applied, the
amount of the finance charge, and free-ride periods; a similar cross-reference is added under 8
226.5(b)(2), which addresses the timing of periodic statements for open-end plans offering free-
ride periods.

In response to comments, language is added providing sample descriptions for balance and
finance charge amounts during the deferral period, and additional examples of how creditors may
comply with the timing requirements for periodic statements for open-end plans offering free-ride
periods. The comment also addresses periodic rates that may be applied to the deferred payment
purchase.
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Section 226.14 -- Deter mination of Annual Percentage Rate

14(c) Annual Percentage Rate for Periodic Statements

Comments 14(c)-5 and 14(c)-10 are adopted substantially as proposed. Comment 14(c)-5
addresses the calculation of the APRs for multifeatured plans that charge transaction feesin
addition to periodic rates. In response to requests for guidance, the comment clarifies that
creditors may separately consider each feature in calculating the denominator.

Multifeatured plans are defined to include plans with features such as purchases, cash
advances, or overdraft checking, or plans with groups of transactions with different pricing
structures. Some creditors offer cash advances with fees that vary if the cash advance is obtained
by check, at aproprietary ATM, or at aforeign financial institution. They treat each fee structure
asa“feature.” (See comment 7-1.) Creditors may disclose APRs separately for each feature or
may state a composite APR for the whole plan. Appendix F gives instructions for calculating the
APR when the finance charge includes interest and transaction fees. Appendix F requires
creditorsto include in the denominator: (1) the balance subject to atransaction fee, plus (2) the
balance subject to periodic rates, less the amount of the balance subject to atransaction charge
(but not lessthan zero). The appendix is silent on calculating the denominator when separate
features are involved.

Comment 14(c)-5 clarifies that separate features may be considered in calculating the
denominator. Comments were mixed on whether “feature” should be defined with more
precision. The comment does not attempt to define “feature” for purposes of the APR
calculation, so long as the creditor has a reasonable basis for creating the distinction. Thereis no
evidence at thistime that further limitations on operational or pricing considerations are necessary
to guard against distinctions among account services that artificially lower the APR on a
consumer’s periodic statement.

A commenter requested that Appendix F be amended to include an example of the
guidance provided in comment 14(c)-5. Such an amendment will be considered in a future
rulemaking amending Regulation Z or its appendices.

The proposal requested comment on whether a creditor should separately disclose the
balances related to each feature under § 226.7(e), if features are treated separately for purposes of
calculating the denominator in the APR computation. The commentary is silent on additional
separate balance disclosure requirements under 7(e). Nearly all commenters addressing the issue
were opposed to an additional requirement; they said it would be costly for creditorsto
reconfigure their periodic statements and confusing for consumers to receive periodic statements
showing several balances. No separate balance requirements under 8 226.7(e) relating to
multifeatured plans have been added.
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Comment 14(c)-10 addresses the treatment of fees imposed on transactions that occur late
in abilling cycle and are impracticable to post until the following billing cycle. The comment is
revised to provide broader guidance for calculating the APR when finance charges posted in the
billing cycle include charges relating to activity in prior cycles, such as adjustments relating to
error resolution. It isintended to provide uniformity and simplify compliance for the variety of
circumstances under which adjustments may occur.

The comment differs from the proposal in two respects. Comment 14(c)-10 does not
contain the proposed requirement to disclose an APR equal to the largest periodic rate that may
be imposed on the account when adjustments from prior cycles would produce a negative APR in
the current cycle. Commenters expressed concern that the requirement, which currently applies
to creditors imposing transaction fees in addition to periodic rate finance charges, would create
costly programming changes for creditors that impose finance charges solely due to periodic rates
and are not required to make that calculation. Creditors must disclose on each periodic statement
any periodic rate that may be applied during the billing cycle and the corresponding APR. The
corresponding APR adequately informs consumers about the cost of credit under the planin the
occasional hilling cycle that a consumer may receive a negative APR due to a finance charge
adjustment.

The comment includes an alternative disclosure when a finance charge debited to the
account in the current billing cycle relates to activity for which a finance charge was debited to the
account in a previous hilling cycle (for example, if the finance charge relates to an adjustment such
as the resolution of ahilling error dispute, or an unintentional posting error, or a payment by
check that was later returned unpaid for insufficient funds or other reasons). In response to
concerns by commenters, as an aternative to the general interpretation set forth in the comment,
the comment permits creditors to disclose the finance charge adjustment on the periodic
statement. Creditors identifying the adjustment on the periodic statement would not include the
finance charge adjustment in the numerator or in balances associated with the finance charge
adjustment in the denominator when calculating the annual percentage rate for the current billing
cycle.

Subpart C -- Closed-end Credit

Section 226.18 -- Content of Disclosur es

18(c) Itemization of Amount Financed

Comment 18(c)-2 isrevised in response to requests for guidance by creditors offering
credit sales when downpayments involve a trade-in and an existing lien that exceeds the value of
the trade-in. (See comment 2(a)(18)-3, where a consumer owes $10,000 on an existing
automobile loan and the trade-in value of the automobile is $8,000, leaving a $2,000 deficit.)
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The amount by which the lien exceeds the trade-in value would be reflected in the amount
financed. (See § 226.18(b).) Assuming the cash price for the new car was $20,000, the amount
financed would be $22,000 ($20,000 representing the cash price plus $2,000 representing the
excess of the lien over the trade-in value financed by the creditor).

The regulation provides great flexibility for disclosing the itemization of amount financed.
Comment 18(c)-2.iii. (numbered to comply with Federal Register publication rules) is revised to
clarify that any amounts financed by the creditor and representing the excess of the lien over the
trade-in value ($2,000 in this example) must appear in the itemization of the amount financed.
However, creditors may also add other categories to explain, in this example, the consumer’s
trade-in value of $8,000, the creditor’s payoff of the existing lien of $10,000, and the resulting
amount of $2,000 included in the amount financed.

18(g) Payment Schedule

Section 226.18(g) requires creditors to disclose the timing of payments. To meet this
requirement, creditors may list al of the payment due dates. Creditors also have the option of
specifying the "period of payments" scheduled to repay the obligation. Comment 18(g)-4 clarifies
the requirements for creditors choosing this option.

As agenerd rule, creditors that do not disclose al of the payment due dates must disclose
the payment intervals, such as"monthly"or "bi-weekly," and the calendar date that the beginning
payment isdue. For example, a creditor may disclose that payments are due “ monthly beginning
onJuly 1, 1998.” This information, when combined with the number of payments, is necessary to
define the repayment period and enable a consumer to determine all of the payment due dates.

Some commenters viewed the inclusion of a beginning-payment date as a new requirement
that is more appropriate for aregulatory revision than an interpretation in the commentary. The
Board believes that the new comment merely interprets and clarifies the existing requirement in 8
226.18(g). The staff isaware that creditors could reasonably have interpreted the statutory
requirement for specifying the "period of payments' in different ways. Because of confusion in
this area, comment 18(g)-4 has been added to explain creditors disclosure responsihilities.

Several commenters provided examples of transactions where the beginning-payment date
is unknown and difficult to determine at the time disclosures are made. For example, a consumer
may become obligated on a credit contract that contemplates the delayed disbursement of funds
based on a contingent event, such as the completion of home repairs. Disclosures may also
accompany loan checks that are sent by mail, in which case the initial disbursement and repayment
dates are solely within the consumer's control. These commenters believe that a narrative
explanation of the events that will trigger the first payment due date would be more helpful to
consumers than an estimated calendar date.
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Comment 18(g)-4 has been revised to address these concerns. In such cases, the creditor
may use an estimated beginning-payment date and label the disclosure as an estimate pursuant to
§226.17(c). Alternatively, the disclosure may refer to the occurrence of a particular event, for
example, by disclosing that the beginning payment is due “ 30 days after the first loan
disbursement.” Thisinformation also may be included with an estimated date to explain the basis
for the creditor's estimate. See Comment 17(a)(1)-5(iii).

Subpart E -- Special Rulesfor Certain Home M ortgage Transactions
Section 226.32 -- Requirementsfor Certain Closed-end Home M ortgages

32(a) Coverage
32(a)(1)(ii)

Creditors must follow the rulesin § 226.32 if the total points and fees payable by the
consumer at or before loan closing exceed the greater of $400 or 8 percent of the total loan
amount. The Board is required to adjust the $400 amount each year. The adjusted amounts for
1997 ($424), published on December 12, 1996 (61 FR 65317), and 1998 ($435), published on
February 9, 1998 (63 FR 6474), are added to comment 32(a)(1)(ii)-2.

Section 226.33 -- Requirements for Reverse Mortgages

33(c) Projected Total Cost of Credit
33(c)(1) Coststo Consumer

Under § 226.33, the disclosed cost of areverse mortgage transaction must contain all
costs and charges paid by the consumer, including the cost of any annuity, whether the annuity
purchase is mandatory or voluntary or whether it is made through the creditor or athird party.
Comment 33(c)(1)-2 provides guidance for determining when an annuity is purchased as part of a
reverse mortgage transaction. Some commenters requested that the Board narrow the standard
for including annuity costs in the total annual loan cost rate to annuities purchased “by or
through” the creditor, expressing their concern about accurately disclosing the impact of any
annuity consumers may purchase.

The Board believes that the Congress intended a broad application of the terms “costs and
charges’ when applied to annuities. (60 FR 15468, March 24, 1995.) Thus, the comment is
adopted as proposed. Creditors may rely on information provided by the consumer concerning
thelir intent to purchase an annuity as a part of the transaction.

List of Subjectsin 12 CFR Part 226

Advertising, Banks, banking, Consumer protection, Credit, Federal Reserve System,
Mortgages, Reporting and recordkeeping requirements, Truth in lending.

For the reasons set forth in the preamble, the Board amends 12 CFR Part 226 as follows:



-12 -

PART 226 -- TRUTH IN LENDING (REGULATION Z)
1. The authority citation for part 226 continues to read as follows:
Authority: 12 U.S.C. 3806; 15 U.S.C. 1604 and 1637(c)(5).

2. In Supplement | to Part 226, in Section 226.2--Definitions and Rules of Construction,
the following amendments are made:

a. Under Paragraph 2(a)(2) Advertisement., paragraph 1. is revised;

b. Under Paragraph 2(a)(18) Downpayment., a new paragraph 3. is added;

c. Under Paragraph 2(a)(20) Open-end credit., paragraph 3. isrevised; and

d. Under Paragraph (2)(a)(24) Residential mortgage transaction., paragraph 5. is revised
and anew paragraph 7. is added.
The additions and revisions read as follows:

* % % * %

SUPPLEMENT [--OFFICIAL STAFF INTERPRETATIONS

* % % * %

SUBPART A--GENERAL

* % % * %

Section 226.2--Definitions and Rules of Construction

2(a) Definitions.

2(a)(2) Advertisement.

1. Coverage. Only commercial messages that promote consumer credit transactions
requiring disclosures are advertisements. Messages inviting, offering, or otherwise announcing
generally to prospective customers the availability of credit transactions, whether in visual, ora,
or print media, are covered by the regulation.

i. Examplesinclude:

A. Messagesin a newspaper, magazine, leaflet, promotional flyer, or catalog.

B. Announcements on radio, television, or public address system.

C. On-line messages, such as on the Internet.

D. Direct mail literature or other printed material on any exterior or interior sign.

E. Point-of-sale displays.
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F. Telephone solicitations.
G. Pricetagsthat contain credit information.
H. Letters sent to customers as part of an organized solicitation of business.

|. Messages on checking account statements offering auto loans at a stated annual
percentage rate.

J. Communications promoting a new open-end plan or closed-end transaction.
ii. Theterm does not include:

A. Direct personal contacts, such as follow-up letters, cost estimates for individual
consumers, or oral or written communication relating to the negotiation of a specific transaction.

B. Informational material, for example, interest rate and loan term memos, distributed
only to business entities.

C. Noticesrequired by federal or state law, if the law mandates that specific information
be displayed and only the information so mandated is included in the notice.

D. News articles the use of which is controlled by the news medium.
E. Market research or educational materials that do not solicit business.

F. Communications about an existing credit account (for example, a promotion
encouraging additional or different uses of an existing credit card account).

* % % * %

2(a)(18) Downpayment.

* % % * %

3. Effect of existing liens. 1n acredit sale, the “downpayment” may only be used to
reduce the cash price. For example, when the existing lien on an automobile to be traded in
exceeds the value of the automobile, creditors must disclose a zero on the downpayment line
rather than a negative number. To illustrate, assume a consumer owes $10,000 on an existing
automobile loan and that the trade-in value of the automobile is only $8,000, leaving a $2,000
deficit. The creditor should disclose a downpayment of $0, not -$2,000.

* % % * %
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2(a)(20) Open-end credit.

* % % * %

3. Repeated transactions. Under this criterion, the creditor must reasonably contemplate
repeated transactions. This means that the credit plan must be usable from time to time and the
creditor must legitimately expect that there will be repeat business rather than a one-time credit
extension. The creditor must expect repeated dealings with consumers under the credit plan as a
whole and need not believe a consumer will reuse a particular feature of the plan. The
determination of whether a creditor can reasonably contemplate repeated transactions requires an
objective analysis. Information that much of the creditor’s customer base with accounts under the
plan make repeated transactions over some period of timeis relevant to the determination,
particularly when the plan is opened primarily for the financing of infrequently purchased products
or services. A standard based on reasonable belief by a creditor necessarily includes some margin
for judgmental error. The fact that particular consumers do not return for further credit
extensions does not prevent a plan from having been properly characterized as open-end. For
example, if much of the customer base of a clothing store makes repeat purchases, the fact that
some consumer's use the plan only once would not affect the characterization of the store's plan as
open-end credit. The criterion regarding repeated transactions is a question of fact to be decided
in the context of the creditor’s type of business and the creditor’ s relationship with its customers.
For example:

A. It would be more reasonable for athrift institution chartered for the benefit of its
members to contemplate repeated transactions with a member than for a seller of aluminum siding
to make the same assumption about its customers.

B. It would be more reasonable for a financial institution to make advances from aline of
credit for the purchase of an automobile than for an automobile dealer to sell a car under an open-
end plan.

* % % * %

2(a)(24) Residential mortgage transaction.

* % % * %

5. Acquisgition. i. A residential mortgage transaction finances the acquisition of a
consumer’s principal dwelling. The term does not include a transaction involving a consumer’s
principal dwelling if the consumer had previously purchased and acquired some interest to the
dwelling, even though the consumer had not acquired full legal title.

il. Examples of new transactions involving a previously acquired dwelling include the
financing of a balloon payment due under a land sale contract and an extension of credit made to a
joint owner of property to buy out the other joint owner'sinterest. In these instances, disclosures
are not required under 8 226.18(q) or § 226.19(a) (assumability policies and early disclosures for
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residential mortgage transactions). However, the rescission rules of 88 226.15 and 226.23 do
apply to these new transactions.

iii. Inother cases, the disclosure and rescission rules do not apply. For example, where a
buyer entersinto awritten agreement with the creditor holding the seller’s mortgage, allowing the
buyer to assume the mortgage, if the buyer had previoudly purchased the property and agreed
with the seller to make the mortgage payments, 8 226.20(b) does not apply (assumptions
involving residential mortgages).

* % % * %

7. Construction on previously acquired vacant land. A residential mortgage transaction
includes aloan to finance the construction of a consumer’s principal dwelling on a vacant lot
previously acquired by the consumer.

* % % * %

3. In Supplement | to Part 226, in Section 226.4--Finance Charge, the following
amendments are made:

a. Under Paragraph 4(a)(2)., paragraph 2. is revised;

b. Under Paragraph 4(b)(2)., paragraph 1. isrevised; and

¢. Under Paragraph 4(d) Insurance and Debt Cancellation Coverage., paragraphs 1., 4.,
and 11. are revised; paragraph 12. is redesignated as paragraph 13.; and a new paragraph 12. is
added.
The revisions and additions read as follows:

* % % * %

Section 226.4--Finance Charge

4(a) Definition.

* % % * %

4(a)(2) Specid rule: closing agent charges.

* % % * %

2. Required closing agent. |If the creditor requires the use of a closing agent, fees charged
by the closing agent are included in the finance charge only if the creditor requires the particular
service, requires the imposition of the charge, or retains a portion of the charge. Fees charged by
athird-party closing agent may be otherwise excluded from the finance charge under § 226.4.

For example, a fee that would be paid in a comparable cash transaction may be excluded under 8
226.4(a). A charge for conducting or attending a closing is a finance charge and may be excluded
only if the charge isincluded in and is incidental to alump-sum closing fee excluded under §
226.4(c)(7).

* % % * %
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4(b) Examples of finance charges.

* % % * %

Paragraph 4(b)(2).

1. Checking account charges. A checking or transaction account charge imposed in
connection with a credit feature is a finance charge under § 226.4(b)(2) to the extent the charge
exceeds the charge for a similar account without a credit feature. 1f a charge for an account with
acredit feature does not exceed the charge for an account without a credit feature, the charge is
not a finance charge under 8 226.4(b)(2). To illustrate:

i. A $5 service charge isimposed on an account with an overdraft line of credit (where
the institution has agreed in writing to pay an overdraft), while a $3 service charge isimposed on
an account without a credit feature; the $2 difference is a finance charge. (If the differenceis not
related to account activity, however, it may be excludable as a participation fee. See the
commentary to § 226.4(c)(4).)

il. A $5 service charge isimposed for each item that results in an overdraft on an account
with an overdraft line of credit, while a $25 service charge is imposed for paying or returning each
item on a similar account without a credit feature; the $5 charge is not a finance charge.

* % % * %

4(d) Insurance and Debt Cancellation Coverage.

* % % * %

1. General. Section 226.4(d) permits insurance premiums and charges and debt-
cancellation charges to be excluded from the finance charge. The required disclosures must be
made in writing. The rules on location of insurance and debt-cancellation disclosures for closed-
end transactions are in § 226.17(a). For purposes of § 226.4(d), all references to insurance also
include debt cancellation coverage unless the context indicates otherwise.

* % % * %

4. Unit-cost disclosures. i. Open-end credit. The premium or fee for insurance or debt
cancellation for the initial term of coverage may be disclosed on a unit-cost basis in open-end
credit transactions. The cost per unit should be based on the initial term of coverage, unless one
of the options under 4(d)-12 is available.

ii. Closed-end credit. One of the transactions for which unit-cost disclosures (such as 50
cents per year for each $100 of the amount financed) may be used in place of the total insurance
premium involves a particular kind of insurance plan. For example, a consumer with a current
indebtedness of $8,000 is covered by a plan of credit life insurance coverage with a maximum of
$10,000. The consumer requests an additional $4,000 loan to be covered by the same insurance
plan. Since the $4,000 loan exceeds, in part, the maximum amount of indebtedness that can be
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covered by the plan, the creditor may properly give the insurance cost disclosures on the $4,000
loan on a unit-cost basis.

* % % * %

11. Initial term. i. Theinitia term of the insurance or debt cancellation coverage
determines the period for which a premium amount or fee must be disclosed, unless one of the
options discussed under comment 4(d)-12 is available. For purposes of § 226.4(d), the initial
term is the period for which the insurer or creditor is obligated to provide coverage, even though
the consumer may be allowed to cancel the coverage or coverage may end due to nonpayment
before that term expires.

il. For example:

A. Theinitial term of a property insurance policy on an automobile that is written for one
year is one year even though premiums are paid monthly and the term of the credit transaction is
four years.

B. Theinitial term of an insurance policy is the full term of the credit transaction if the
consumer pays or finances a single premium in advance.

12. Initial term; adternative. i. General. A creditor has the option of providing cost
disclosures on the basis of one year of insurance or debt cancellation coverage instead of alonger
initial term (provided the premium or feeis clearly labeled as being for one year) if:

A. Theinitial term isindefinite or not clear, or

B. The consumer has agreed to pay a premium or fee that is assessed periodically but the
consumer is under no obligation to continue the coverage after making the initial payment.

il. Open-end plans. For open-end plans, a creditor also has the option of providing unit-
cost disclosures on the basis of a period that is less than one year if the consumer has agreed to
pay apremium or fee that is assessed periodically, for example monthly, but the consumer is
under no obligation to continue the coverage.

iii. Examples. To illustrate:

A. A credit life insurance policy providing coverage for a 30-year mortgage loan has an
initial term of 30 years even though premiums are paid monthly and the consumer is not required
to continue the coverage after making the initial payment. The creditor has the option of making
disclosures on the basis of coverage for one-year.

* % % * %
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4. In Supplement | to Part 226, in Section 226.5--Genera Disclosure Requirements,
under Paragraph 5(b)(2)(ii) a new paragraph 4. is added as follows:

* % % * %

SUBPART B--OPEN-END CREDIT

* % % * %

Section 226.5--General Disclosure Reguirements

* % % * %

5(b) Time of disclosures.

* % % * %

S(b)(2)(ii).

* % % * %

4. Deferred payment transactions. See comment 7-3(iv).

* % % * %

5. In Supplement | to Part 226, in Section 226.5a--Credit and Charge Card Applications
and Solicitations, under Paragraph 5a(b)(1) Annual Percentage Rate., a new paragraph 7. is added
to read asfollows:

* % % * %

Section 226.5a--Credit and Charge Card Applications and Solicitations

* % % * %

5a(b) Required Disclosures.
5a(b)(1) Annua Percentage Rate.

* % % * %

7. Increased penalty rates. If theinitial rate may increase upon the occurrence of one or
more specific events, such as a late payment or an extension of credit that exceeds the credit limit,
the card issuer must disclose in the table the initial rate and the increased penalty rate that may
apply. If the penalty rate is based on an index and an increased margin, the issuer must also
disclose in the table the index and the margin. The issuer must also disclose the specific event or
events that may result in imposing the increased rate, such as “22% APR, if 60 days late.” If the
penalty rate cannot be determined at the time disclosures are given, the issuer must provide an
explanation of the specific event or events that may result in imposing an increased rate. In
describing the specific event or events that may result in an increased rate, issuers need not be as
detailed as for the disclosures required under § 226.6(a)(2). Alternatively, for issuersusing a
tabular format, the specific event or events may be located outside of the table if the conditions
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are noted with an asterisk or other means that direct the consumer to the explanation. At its
option, the issuer may disclose the period for which the increased rate will remain in effect, such
as “until you make three timely payments.” The issuer need not disclose an increased rate that is
imposed when credit privileges are permanently terminated.

* % % * %

6. In Supplement | to Part 226, in Section 226.6--1nitial Disclosure Statement, under
Paragraph 6(a)(2)., a new paragraph 11. is added to read as follows:

* % % * %

Section 226.6--Initial Disclosure Statement

* % % * %

6(a) Finance charge.

* % % * %

Paragraph 6(a)(2).

* % % * %

11. Increased pendlty rates. If the initial rate may increase upon the occurrence of one or
more specific events, such as a late payment or an extension of credit that exceeds the credit limit,
the creditor must disclose the initial rate and the increased penalty rate that may apply. If the
penalty rate is based on an index and an increased margin, the issuer must disclose the index and
the margin. The creditor must also disclose the specific event or events that may result in the
increased rate, such as“22% APR, if 60 dayslate.” If the penalty rate cannot be determined at
the time disclosures are given, the creditor must provide an explanation of the specific event or
events that may result in the increased rate. At the creditor’s option, the creditor may disclose the
period for which the increased rate will remain in effect, such as “until you make three timely
payments.” The creditor need not disclose an increased rate that isimposed when credit
privileges are permanently terminated.

* % % * %

7. In Supplement | to Part 226, in Section 226.7--Periodic Statement, the following
amendments are made:

a. Under introductory text, a new paragraph 3. is added,;

b. Under Paragraph 7(d) Periodic rates., a new paragraph 7. is added;

¢. Under Paragraph 7(e) Balance on which finance charge computed., a new paragraph
10. is added;

d. Under Paragraph 7(f) Amount of finance charge., a new paragraph 9. is added; and

e. Under Paragraph 7(j) Free-ride period., a new paragraph 2. is added.
The additions read as follows:

* % % * %
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Section 226.7--Periodic Statement

* % % * %

3. Deferred payment transactions. Creditors offer a variety of payment plans for
purchases that permit consumers to avoid finance charges if the purchase balance is paid in full by
acertain date. The following provides guidance for one type of deferred payment plan where, for
example, no finance charge isimposed on a $500 purchase made in January if the $500 balance is
paid by March 31.

i. Periodic rates. Under § 226.7(d), creditors must disclose each periodic rate that may be
used to compute the finance charge. Under some plans with a deferred payment feature, if the
deferred payment balance is not paid by the payment due date, finance charges attributable to
periodic rates applicable to the hilling cycles between the date of purchase and the payment due
date (January through March in this example) may be imposed. Periodic rates that may apply to
the deferred payment balance ($500 in this example) if the balance is not paid in full by the
payment due date must appear on periodic statements for the billing cycles between the date of
purchase and the payment due date. However, if the consumer does not pay the deferred payment
balance by the due date, the creditor is not required to identify, on the periodic statement
disclosing the finance charge for the deferred payment balance, periodic rates that have been
disclosed in previous hilling cycles between the date of purchase and the payment due date.

ii. Balances subject to periodic rates. Under 8 226.7(e), creditors must disclose the
balances subject to periodic rates during a billing cycle. The deferred payment balance ($500 in
this example) is not subject to a periodic rate for billing cycles between the date of purchase and
the payment due date. Periodic statements sent for those billing cycles should not include the
deferred payment balance in the balance disclosed under 8 226.7(e). At the creditor’s option, this
amount may be disclosed on periodic statements provided it is identified by aterm other than the
term used to identify the balance disclosed under § 226.7(e) (such as “deferred payment
balance’). During any hilling cycle in which a periodic rate finance charge on the deferred
payment balance is debited to the account, the balance disclosed under 8 226.7(e) should include
the deferred payment balance for that billing cycle.

iii. Amount of finance charge. Under § 226.7(f), creditors must disclose finance charges
imposed during a billing cycle. For some deferred payment purchases, the creditor may impose a
finance charge from the date of purchase if the deferred payment balance ($500 in this example) is
not paid in full by the due date, but otherwise will not impose finance charges for billing cycles
between the date of purchase and the payment due date. Periodic statements for billing cycles
preceding the payment due date should not include in the finance charge disclosed under
§ 226.7(f) the amounts a consumer may owe if the deferred payment balance is not paid in full by
the payment due date. In this example, the February periodic statement should not identify as
finance charges interest attributable to the $500 January purchase. At the creditor’s option, this
amount may be disclosed on periodic statements provided it is identified by aterm other than
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“finance charge” (such as “contingent finance charge” or “deferred finance charge”). The finance
charge on a deferred payment balance should be reflected on the periodic statement under 8
226.7(f) for the billing cycle in which the finance charge is debited to the account.

iv. Free-ride period. Assuming monthly billing cycles ending at month-end and a free-ride
period ending on the 25th of the following month, here are four examples illustrating how a
creditor may comply with the requirement to disclose the free-ride period applicable to a deferred
payment balance ($500 in this example) and with the 14-day rule for mailing or delivering periodic
statements before imposing finance charges (see § 226.5):

A. The creditor could include the $500 purchase on the periodic statement reflecting
account activity for February and sent on March 1 and identify March 31 as the payment due date
for the $500 purchase. (The creditor could aso identify March 31 as the payment due date for
any other amounts that would normally be due on March 25.)

B. The creditor could include the $500 purchase on the periodic statement reflecting
activity for March and sent on April 1 and identify April 25 as the payment due date for the $500
purchase, permitting the consumer to avoid finance charges if the $500 is paid in full by April 25.

C. The creditor could include the $500 purchase and its due date on each periodic
statement sent during the deferred payment period (January, February, and March in this
example).

D. If the due date for the deferred payment balance is March 7 (instead of March 31), the
creditor could include the $500 purchase and its due date on the periodic statement reflecting
activity for January and sent on February 1, the most recent statement sent at least 14 days prior
to the due date.

* % % * %

7(d) Periodic rates.

7. Deferred payment transactions. See comment 7-3(i).

* % % * %

7(e) Balance on which finance charge computed.

* % % * %

10. Deferred payment transactions. See comment 7-3(ii).

7(f) Amount of finance charge.

* % % * %
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9. Deferred payment transactions. See comment 7-3(iii).

* % % * %

7(j) Free-ride period.

* % % * %

2. Deferred payment transactions. See comment 7-3(iv).

* % % * %

8. In Supplement | to Part 226, in Section 226.14--Determination of Annual Percentage
Rate, under Paragraph 14(c) Annual percentage rate for periodic statements., paragraph 5. and
paragraph 10. are revised to read as follows:

* % % * %

Section 226.14--Determination of Annual Percentage Rate

* % % * %

14(c) Annual percentage rate for periodic statements.

* % % * %

5. Transaction charges. 1. Section 226.14(c)(3) transaction charges include, for example:

A. A loan fee of $10 imposed on a particular advance.
B. A charge of 3% of the amount of each transaction.

il. The reference to avoiding duplication in the computation requires that the amounts of
transactions on which transaction charges were imposed not be included both in the amount of
total balances and in the “other amounts on which a finance charge was imposed” figure. Ina
multifeatured plan, creditors may consider each bona fide feature separately in the calculation of
the denominator. A creditor has considerable flexibility in defining features for open-end plans, as
long as the creditor has a reasonable basis for the distinctions. For further explanation and
examples of how to determine the components of this formula, see appendix F.

* % % * %

10. Prior-cycle adjustments. i. The annual percentage rate reflects the finance charges
imposed during the billing cycle. However, finance charges imposed during the billing cycle may
relate to activity in aprior cycle. Examples of circumstances when this may occur are:

A. A cash advance occurs on the last day of a billing cycle on an account that uses the
transaction date to figure finance charges, and it isimpracticable to post the transaction until the
following cycle.
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B. An adjustment to the finance charge is made following the resolution of a hilling error
dispute.

C. A consumer failsto pay the purchase balance under a deferred payment feature by the
payment due date, and finance charges are imposed from the date of purchase.

il. Finance charges relating to activity in prior cycles should be reflected on the periodic
statement as follows:

A. If afinance charge imposed in the current billing cycle is attributable to periodic rates
applicable to prior billing cycles (such as when a deferred payment balance was not paid in full by
the payment due date and finance charges from the date of purchase are now being debited to the
account, or when a cash advance occurs on the last day of a billing cycle on an account that uses
the transaction date to figure finance charges and it is impracticable to post the transaction until
the following cycle), and the creditor uses the quotient method to calculate the annual percentage
rate, the numerator would include the amount of any transaction charges plus any other finance
charges posted during the hilling cycle. At the creditor’s option, balances relating to the finance
charge adjustment may be included in the denominator if permitted by the legal obligation, if it
was impracticable to post the transaction in the previous cycle because of timing, or if the
adjustment is covered by ii.B. of this paragraph.

B. If afinance charge debited to the account relates to activity for which afinance charge
was debited to the account in a previous billing cycle, for example, if the finance charge relates to
an adjustment such as the resolution of a billing error dispute, or an unintentional posting error, or
a payment by check that was later returned unpaid for insufficient funds or other reasons, the
creditor shall at its option:

1. Calculate the annual percentage rate in accord with ii.A. of this paragraph, or

2. Disclose the finance charge adjustment on the periodic statement and calculate the
annual percentage rate for the current billing cycle without including the finance charge
adjustment in the numerator and balances associated with the finance charge adjustment in the
denominator.

* % % * %

9. In Supplement | to Part 226, in Section 226.18--Content of Disclosures, under
Paragraph 18(g) Payment schedule., the following amendments are made:

a. Under Paragraph 18(c) Itemization of amount financed., paragraph 2. is revised; and

b. Under Paragraph 18(g) Payment schedule., the 18(g) heading is revised, and a new
paragraph 4. is added.
The revisions and addition read as follows:

* % % * %
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SUPBART C-CLOSED-END CREDIT

* % % * %

Section 226.18--Content of Disclosures

* % % * %

18(c) Itemization of amount financed.

* % % * %

2. Additional information. Section 226.18(c) establishes only a minimum standard for the
material to be included in the itemization of the amount financed. Creditors have considerable
flexibility in revising or supplementing the information listed in 8 226.18(c) and shown in model
form H-3, athough no changes are required. The creditor may, for example, do one or more of
the following:

i. Include amounts that reflect payments not part of the amount financed. For example,
escrow items and certain insurance premiums may be included, as discussed in the commentary to
§ 226.18(Q).

il. Organize the categoriesin any order. For example, the creditor may rearrange the
terms in amathematical progression that depicts the arithmetic relationship of the terms.

iii. Add categories. For example, in a credit sale, the creditor may include the cash price
and the downpayment. If the credit sale involves a trade-in of the consumer’s car and an existing
lien on that car exceeds the value of the trade-in amount, the creditor may disclose the consumer’s
trade-in value, the creditor’ s payoff of the existing lien, and the resulting additional amount
financed.

iv. Further itemize each category. For example, the amount paid directly to the consumer
may be subdivided into the amount given by check and the amount credited to the consumer’s
savings account.

v. Label categories with different language from that shown in § 226.18(c). For example,
an amount paid on the consumer’ s account may be revised to specifically identify the account as
“your auto loan with us.”

vi. Delete, leave blank, mark “ N/A” or otherwise not inapplicable categoriesin the
itemization. For example, in a credit sale with no prepaid finance charges or amounts paid to
others, the amount financed may consist of only the cash price less downpayment. In this case,
the itemization may be composed of only a single category and all other categories may be
eliminated.

* % % * %
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18(qg) Payment schedule.

* % % * %

4. Timing of payments. i. General rule. Section 226.18(g) requires creditors to disclose the
timing of payments. To meet this requirement, creditors may list all of the payment due dates.
They also have the option of specifying the "period of payments' scheduled to repay the
obligation. Asageneral rule, creditorsthat choose this option must disclose the payment
intervals or frequency, such as "monthly"or "bi-weekly," and the calendar date that the beginning
payment isdue. For example, a creditor may disclose that payments are due “ monthly beginning
onJduly 1, 1998.” This information, when combined with the number of payments, is necessary to
define the repayment period and enable a consumer to determine all of the payment due dates.

ii. Exception. Inalimited number of circumstances, the beginning-payment date is
unknown and difficult to determine at the time disclosures are made. For example, a consumer
may become obligated on a credit contract that contemplates the delayed disbursement of funds
based on a contingent event, such as the completion of home repairs. Disclosures may also
accompany loan checks that are sent by mail, in which case the initial disbursement and repayment
dates are solely within the consumer's control. 1n such cases, if the beginning-payment date is
unknown the creditor may use an estimated date and label the disclosure as an estimate pursuant
to § 226.17(c). Alternatively, the disclosure may refer to the occurrence of a particular event, for
example, by disclosing that the beginning payment is due “ 30 days after the first loan
disbursement.” Thisinformation also may be included with an estimated date to explain the basis
for the creditor's estimate. See Comment 17(a)(1)-5(iii).

* % % * %

10. In Supplement | to Part 226, in Section 226.32--Requirements for Certain Closed-end
Home Mortgages, under Paragraph 32(a)(1)(ii), paragraph 2. is revised to read as follows

* % % * %

SUBPART E--SPECIAL RULES FOR CERTAIN HOME MORTGAGE TRANSACTIONS

* % % * %

Section 226.32--Reguirements for Certain Closed-end Home Mortgages

* % % * %

32(a) Coverage.

* % % * %

Paragraph 32(a)(1)(ii).

* % % * %

2. Annua adjustment of $400 amount. A mortgage loan is covered by § 226.32 if the
total points and fees payable by the consumer at or before loan consummation exceed the greater
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of $400 or 8 percent of the total loan amount. The $400 figure is adjust annually by the Board;
the adjusted figure becomes effective on January 1 of the following year. The Board will publish
adjustments after the June figures become available each year. The adjustment for the upcoming
year will be included in any proposed commentary published in the fall, and incorporated into the
commentary the following spring. The adjusted figures are:

i. For 1996, $412, reflecting a 3.00 percent increase in the CPI-U from June 1994 to June
1995, rounded to the nearest whole dollar.

il. For 1997, $424, reflecting a 2.9 percent increase in the CPI-U from June 1995 to June
1996, rounded to the nearest whole dollar.

il. For 1998, $435, reflecting a 2.5 percent increase in the CPI-U from June 1996 to June
1997, rounded to the nearest whole dollar.

* % % * %

11. In Supplement | to Part 226, in Section 226.33--Requirements for Reverse
Mortgages, under Paragraph 33(c)(1) Coststo consumer, in paragraph 2., a new sentenceis
added at the end of the paragraph to read as follows:

* % % * %

Section 226.33--Reguirements for Reverse Mortgages
* % % % %

33(c) Projected total cost of credit.

Paragraph 33(c)(1) Costs to consumer.

* % % * %

2. Annuity costs.*** For example, this includes the costs of an annuity that a creditor
offers, arranges, assists the consumer in purchasing, or that the creditor is aware the consumer is
purchasing as a part of the transaction.

* % % * %

By order of the Board of Governors of the Federal Reserve System, acting through the
Secretary of the Board under delegated authority, March 31, 1998.

(signed)
William W. Wiles
Secretary of the Board




