Ace , under the o nistrative
procetiure grovisions of 5 U.8.C. 553, 1t is’
found upon good cause that notice and
other| pub procedure with respectito
the amen nt are impracticable and
‘unnegessary, and good causelis found for
making t! amendment ep’ectlve 1
than {30 days after publication in the
FEDERAL REGISTER.

Done at hington, D.C.,this 6th
of July, 1973 !
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" use’of the “add-on”-o

_ Cost, or that a speclfied

{
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D |OF
. THE FEDERAL RESERVE

_ _ [Reg. £] ~ || -
PART 226—TRUTH IN L NDING
Advertising Credit Terms

1, Effective Novemb=r 1, 1973, §§ 226.2°
(u) 226.6(a), 226.10(c) and 226.10(d)
mended to read as
set “forth  below. The |pmendments
will, in .large bart,  sjmplify and
‘clarify -‘the advertising restrictions of
. the regulation. For example| the amount
~of -information which| must be:included
ad sement once
1s ‘used has
rohibition against
“disepunt” rate in

" a-gpecific “triggering tert
" been reduced and the

‘advertisements hasbeen clagified. Among
other changes, the amendmehts add the
“period of repayment! as g “triggering”
term in open and credit which requires
additional disclosures) The|jamendments
clarify the fact that the amount of down-
pa’yment either in ollars| or percent-

§ 2262 Definitions ° les of con-
* . struction.
* » *®

) “Periodic rate”
centage rate of finance c.
or may be imposed by a cr
a balance- for a erioc
§226.5(a) ()

. . .

nd

b
ans a per-’
rge which is -
itor against
(See also-

b *

equirements,

(a)[;aDisclosures; general fule. The dis-
ISU by this: Part

meaningful sequence, in achordance with
the further. reqmrem nts gf this section,
'terminology'

irements of
§926.10, where the terms “finance"
charge” and “annu entage rate”
ed, {they shall be
" printed more conspi uous{ r than other
terminology reéquired by this Part and all
numerical amounts | ‘and| percentages
shall be stated in figures|land shall be
printed in not less than the equivalent
h computer

or shall be legibly and itten,
» * » td .
§226.10 Advertising credj} terms.
* * . He .

(¢) Advertising of open gnd credit. No
advertisement to aid, promote, or assist
directly or indirectly the||extension of
open end credit may set fogth any of the
terms described in jparagraph (a) of
§ 226.7, the Comparative Index of Credit
ownpayment
uired (either

or periodic payment is re

‘ .in dollars oras

- of repayment jor I
~ ‘{tems, unless: 'lt also clearly and’”

. splcuously &eéts’ torth all the foilow

© 7 items in ter

‘may’'be paid without incurrlng & fing,

‘the determination]-

‘periods in a year and, where the:

‘than, the annual

‘18 not required to disclose that I

2-—\\#DNESDAY, JULY 11, 1973 '

prescribed
paragraph:(b )f 1 § 26.7:.

A1) An explanatlon -of the time pe od,
if any, within which any credit exterided

charge. :

(2) The method ot determming
balance upon which. a. finance: charge
be imposed.

(3) The me‘r.hod .of detm'mining A
amount of ghe finarice charge, including
of any
fixed, check sefvicé transactxon activity,
or similar charge, w v_hich may be imposed
as a finance charge. .. , .

(4) 'Where one or more’ periodte gates’
may be used to .compute the finance
charge, each corresponding anhnual per-
centage rate determined by multiplying
the periodic rate by the number of
" is
ual

more than one corresponding

_percentage raté, the range of: balalnces

to which each §s applica.ble o :

. () Advertising.of credit other han
open end. No advertisement to aid,
mote, or.assist directly or indirectly a.ny
credit sale- including the sale of
dentijal real estate; loan, or other e ten-
sion of credit,. qther than open' end
credit, subject to the provisions of! this
Part, shall $tate  *

. (1) The rate of ‘the finance cﬂa.rge
except-as 4n “annual percentage rate,”
using that term. No ‘other rate of ﬂnlance

_ charge may be stated, except that:

(1) Where the total finance: cnarge_
includes, as a’coniponent, interest
puted at a simple annual rate, the. simple
annual rate may be'stated in conjunec-
tion ‘with, but not'.more oonspicud)usly
than, the annual percentage ‘Tate, or

(1i) Where the: nance charge is
puted solely by ifie application ¢
periodic rate tb an unpaid balance; t.he

periodic rate may be stated In conjune-
tion with, but nof’ more consptcuﬂpusly
ercentage rate.

(2) That no downpayment is requred
or the amount of the dompayment or
of any instalment p; t required
(either in dollars or as a Dercentage),
the dollar amount of any firance

charge, the number of msta.lments or

.the period of repayment, or that there
.is no charge for. credlt unless it also

-

1 A creditor impostng mimmum charges' is

‘not required to ‘adjust the disclosure of the

range of balances 10 which each rate would
apply In order to reflect the range of the
balances below which the mintmum charge
applies. If a creditor does not impose a fi-
nance charge when the outstanding balance
i3 less than:s certain’amount, the creditor
or the
balance below which no such charge will be
lmposed .

<



. ‘pa,yment is required as applicable

(iif).. the, number, amount, and due
".da,tes -or period of payments scheduled
.- to-répay the mdebtedness if the credit is
. extehded, -
(iv) .the amount of the ﬂnance cha.rge

- -expressed as an annual percentage rate.

.. 'The exemptions .from . dis¢losure of an
_ annual percentage rate permitted in
- paragraph (b)(2) of -§ 226.8 shall not
- apply to. this subdivision.

"7 (v) except in the case of the sale of
a.dwelling or & loan secured by a first
““lien. on a dwelling to purchase that
dwelling,-the deferred payment price in
" & credit sale, or the totall of payments

" in a loan or other extension of credit
which is not a credit sale, as applicable, -

. 2. These amendments are promulgated
pursuant. to .section 105 of the Truth in
‘Lending Act (15 U.S.C. § 1604). Notice of
- proposed rule making was published. on
. December 29, 19’12 (37 FR 28765). After
consxderatlon of all relevant matter sub-
mitted by interested parties, the range

of balances to which annual percentage .

rates apply was reinserted in the infor-
mation required to be shown  under

" § 226,10¢c) (4) once the.full advertise-

ment of open end credit 'terms is trig-
gered. A technical change was made to
§ 226.2(u).

3. The amendments are designed to
stimulate the competitive advertising of
specific opén end credit terms within the
constraints of the statute. They also
harmonize the separate requirements for
_open and closed end credit, where ap-
propriate. The amendments make nu-
merous technical changes to the existing
provisions.

4.-Section 226.6(a) has been clarified
to provide that the requirement that the
“annual percentage rate” and “finance
. charge” be shown more conspicuously
than other berminology does not apply to

advertising since such a requirement may -

be either impractical (eg, in radio adver-
tisements) or inequitable (where a cred-
itor wishes to emphasize a favorable
term for competitive purposes). How-
ever an addition has been made to

§ 226.10(d) specifying that all required’

disclosures. must be made “clearly and
conspicuously.” This requirement (which
Is already contained in § 226.10(c) W%ith
respect to open end credit) would pre-
vent the advertiser from burying the re-
quired disclosures with insufficient em-
" phasis in the text of the advertisermnent.

5. The amendments simplify § 226.10
(¢) by deleting the present requirements
of showing a number of items in open
end credit advertxsements once a specific
credit term is advertised. The deleted
terms are the periodic rates, the condi-
tions under which other charges may e
imposed, the method by which the other
charges will be determined, and the min-
imum periodic payment required. Such
advertisements must sti1l include the an~
nual percentage rate(s), any free ride
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.. the
merit'about an’ open end credit plan-e.g.,

term! which triggers full disclosure since
térm 1s'implied in almost any state-

“chatge it 'with your credit card.”

6. The “period of repayment” has been
added’ to. § 226.10(c) as one of the spe-
cifle terms réquiring full disclosure. This
harmonizes the requirements of open end
credit with those presently applicable to

closed end credit regarding the “period.

of repayment.” For example, “up to 24
months to pay” would be a triggering
term regardless of whether the credit

- plan-involved-open or closed end credit.

7. 'Sectiori 226:10(d) (1) - clarifies the

fact that any;expression of the finance’

charge on an annual hasis in closed end
credit must be solely as an “annual per-
centage rate” and not in conjunction

with, for example, the add-on rate. With .

regard to the use of oral quotations of

-add-on or discount rates in response to

consuiner inquiries about the cost of
credit, the Board has issued a concur-
rent interpretation. (§ 226.101) indicat-
ing that the annual percentage rate and
not the add-on or discount rate should
be. used in such - circumstances. Under
the amendment the simple interest com-
ponent of the finance charge could be
shown along with thé annual percenta,ge
rate. For example, the interest rate on a
home mortgage could also be advertised
where points may result in a higher an-
nual percentage rate. Likewise, where
finance charges are 'computed ' based
upon the application of a periodic rate
(for- example. by credit unions), that
rate may be shown in comunction with
the annual percentage rate—e. g, a

-monthly periodic rate. These additional -

rates could not, however, be shown more
conspicuously than the annual percent-
age rate.

8. Sections 226. 10(c) and 226.10(d) (2)

-have been clarified to provide that ad-

vertisement of the amount of the down-
payment or other payment, either in
dollars or percentages, will trigger the
full disclosure requirements (whether or
not the cash price is also given). The re-

.quirement for closed end credit that the

amount of the downpayment must be
given once full disclosure is otherwise
triggered has been clarified to refer only
to credit sales. (§226.10(d)(2) ).

However, statements as to downpay-
ments remain “triggering” terms under
§ 226.10 (¢) and (d) (2) for loans as well
as credit sales. Where, for example, full
disclosure is triggered by a lender’s
statement such as “95% loans,” exam-
ples of typical extensions of credit may
be used pursuant to interpretation
§ 226.1001 ‘‘Advertising of Credit Terms
in Other Than Open End Credit” (issued
4/22/69) to comply with the full dis-
closure requirements. Section 226.10(d)
(2) (v) has also been modified to specify
that the ‘‘deferred payment price” dis-
closure is required in a credit sale, while
the “total of payments” is required in a
loan or other non-sale transaction.

period and the method of determining )
. flnange- charges and thie balances:on
which they are imposed; “No downpay--
.ment” has been removed as a specific

- percentage rate and not the addt

By otder of‘ ]
June 29, 1973,
[sEaL]

' 'lReg z1 :
PART 226-—TRUTH IN LEND!

‘Use of- “Annual Percentage Rate”
© Contmunications

'I‘he interpretation is degigned . make
it clear that in respondihg to -oxal in-
quiries from consumers .about the cost
of ‘consumer: credit, the creditor should
quoté the cost in terms of the anhual
+on or

n O'ral

discount rate.
Part 226 is amended by addmg
101 as set forth below.

§226 101 Use, of “annual perclentage
‘rate” in oral communications.

(a) Under § 226.1(a)(2), a state pur- -
poseé of the Truth in Lending Aét and
Regulation Z is to assure that eveny cus-
tomer who has need for consumer|credit
is given meaningful information with re-
spect to the cost of that credit.so that he
may readily compare the various|eredit
terms. available to him-from di erent
sources and avoid the uninformed {use of
credit. Under § 226 6(a), a creditor is re-
quired to make dlsclosuros using dertain
prescnbed terminology, includ

“annual percentage rate.” The question
arises as to the propriety of a cijeditor
quoting annual rates other th
nual percentage rate” in response
sumer inquiries about the cost of
where such other rates could not b
in an advertisement under the prdscrip-
tions of § 226.10. .

(b) The Truth in Lending Aqt and
Regulation Z are intended to f ihtate

§ 226.

plans. If a customer inquires about the
cost of credit and the creditor responds

he may mislead the customer si
use of such. rates is prohibited i

are significantly lower than the
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 inqyiry by
a customer about the cost of credit, a
creditor when quoting annual | rates
should use only those rates permitted to
be used in advertisements under § 226.10.
Irrespective of the method used by the
creditor to compute finance charges, the
annual rate of the creditor’s total ce
charges should be quoted only in|terms
of the “anhnual percentage ra

{(Interprets and applles 15 U.8.C. 1663 |and 15
USs.C. 1664)

By order of the Board of Governors.
June 29, 1973.

[sEaL]

Secretary of the Boprd.

CHESTER B. FELDBEBP,
[FR Doc.73-14144 Filed 7-10-73;8:45/am}
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