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o Title 12—Banks and Banking
CHAPTER I—FEDERAL RESERVE SYSTEM

BCHAPTER _A-—BOARD OF . GOVERNORS OF
suac! THE FEDERAL RESERVE SYSTEM.

{Reg. 2; Docket No. R-0066)
PART 226—TRUTH IN LENDING -

Amendment to § 226.6(a) of Regulation Z
Regarding Spanish Lariguage Truth In
Lending Disclosures in the. Common-
. wealth of Puerto Rico

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

ACTION: Final Rule,

SUMMARY: The Board hereby adopts
an amendment to Regulation Z permit-
-ting the use of Spanish rather than Eng-

lish language Truth in Lending disclo-'

sures in the Commonwealth of Puerto
Rico. English .]language disclosures must
be provided to customers if they so re-
quest. The Board’s action is based upon
the fact that Spanish is the traditional
and predominant language used in Puer-
to Rico. This amendment will permit
creditors to provide more meaningful dis-
closures to customers in a more efficient
and effective manner.

EFFECTIVE DATE: April 20, 1977

FOR FURTHER INFORMATION CON-
TACT: ., )

D. Edwin Schmelzer, Chief, Fair Credit
Practices Section, Division of Con-
sumer Affajrs, Board of Governors of
the Federal Reserve System, Wash-
ington, D.C. 20551, 202-452-2412.

SUPPLEMENTARY INFORMATION:
On December 6, 1976, the Board issued
a proposed amendment to § 226.6(a) of
Regulation Z which would permit the
use of Spanish rather than English
language Truth in Lending disclosures
in Puerto Rico. The proposed amend-
ment required that English language
disclosures be provided upon” the cus-
tomer’s request, either in substitution for
the Spanish disclosures 6t as additional

information in acecordance with § 226.6
fe),

The purpose of this proposal was to
conform the Truth i Lending Act's dis-
closure requirements to language useé in

Puerto Rico where the pervasive and-

dominant language is Spanish. The pro-
posal recognized the uniqde status of the
Spanish language in Puerto” Rico as
reflected in the Board's examination of
case and statutory law and statistical
data derived from census materials, This
proposal was published for comment on
December 17, 1976 (41 FR 55198) . Twen-
ty-five comments were received. The
comments supported the idea of provid-
ing Spanish language Truth in Lending
disclosures. _ U

v

Based upon the Board’s ‘independent
analysis and upon the comments re-
ceived, the:Board has concluded that
Spanish rather than English language
disclosutes may be furnished to cus-
tomers in Puerto Rico. ‘

Pursuant to the authority granted in
15 U.8.C. 1604 (1968), the Board sxnends
12 CFR Part 226 by adding a new para-

eraph to § 226.6(a) to regd as follows:

§ 226.6 ' General disclosure requirements.

(a) Disclosures; general rule. ® ® ®
All disclosures required to be given by
this Part shall be made in the English
language except in the Commonwealth’
of Puerto Rico where disclosures msy
be made in the Spanish language with
English’ language disclosures provided

upon the customer’s request, either in
substitution for the Spanish disclosures

or as additional information in ac
cordance with § 226.6(c). :

By order of the Board of Governors,
April 11, 1977. - _
GRIFFITH L. GARWOOD,
Deputy Secretary of the Board.

* [FR Doc.77-11348 Filed 4-19-77;8:45 am)

». [Reg. Z; Docket No. R~0008]
PART 226—TRUTH IN LENDING

Amendment to Regulation Z Concerning
- Variable Interest Rates

AGENCY: Board of Governors of the
Federal Reserve System.

ACTION: Final rule.

SUMMARY: This rule requires creditors
to make certain additional disclosures
when variable interest rate clauses are
used in credit transactions. It requires
disclosure of the fact that the annual
percentage rate is subject to increase, the

conditions under which an increase may

occur, the manner in which an increase
wauld be effected, and in some cases,
information on the effect a rate increase
would have on the payment amounts

~and/or maturity of the obligation. This

rule was adopted in view of the increased
use of variable rate clauses in credit
contracts and the consumers’ need for

more information about them. It is in- -

tended to promote consumer under-

standing of the“operation and effect of .

variable rate clauses.
EFFECTIVE DATEX Octoher 10, 1977.

FOR FURTHER INFORMATION CON-
TACT: .

D. Edwin Schmelzer, Chief, Fair Credit-

Practices Section, Division of Con-
sumer Affairs, Boardl of Governors of
the Federal Reserve System, Wash-
ington, D.C. 20551, 202~452-2412.
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SUPPLEMENTARY = I
The Board of Governorsjiof
‘Reserve Bystem has ame
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Z to require a creditorito
customers, in’advance of the
obligated on & credit confri
interest rate clause if the/gb)
or other instrument eviden
gation go provides. The inf
must be provided in all}
which the annual percentgige
Ject to increase includes th
rate may increase, the col
which it may do so; any jimits
the increase, and the manmer §
a rate Increase may be |éffecied, e.g.
through an increase in ghe fpaymer
amount, number of payments of It

3
f

one percentage point. The jfirgn
for which these hypothetidal
must be given are those inlwH
curity inferest is taken in ngal
used  or to be used as thg.
dwelling, if the obligations grefre
in substantially equal ins{al
substantially equal intervaj
pothetical examples need - jiof

ricultural purposes, trangad
which the substantially  edui
ments do not include repay
principal, or certain optionil
transactions. ‘ ;

If the rate should increast |
ance with the conditions and }
so disclosed, such increase:
constitute a refinancing of tiid
and would not require new
t% be made at the time of
change.

tive, Board Interpretation §'2f
cerning variable rate disclosy

On October 29, 1976, the Board
lished for comment in the FeokraL
REGISTER (41 FR 47497) P’
amendment regarding varig
rate disclosures. Two hundre

gestions and comments mad4.
has revised the amendment} as folfows.

(1) The scope of the provisionf has
been narrowed to apply onlyito thos¢

4

is subject to change. This npvision |is in
keeping with the Board’s pfieviouf jposi-
tion that a reduction in thefannualf per-



20456
centage rate does not constitute a re-
financing and does not require new dis-
closures. If a creditor wish¢s to show the
effect of rate decreases, of course, this
would be permissible as additional infor-
mation under §226.6(c) '

closures would be substantially reduced
by this change. Furthermore, since the

This change also avoids application of
the provision to certain! transactions
which were not intended to be covered,
e.g., a series of sales in which the annual
percentage rate on a purchase may be
reduced when a subsequent purchase ex-
- tends the term of repayment for the first.
purchase to coincide with that of the
second. It also avoids misappreliension by
creditors whose contracts prdvide only
for rate increases that they would.be re-

quired to show the effects 011 rate de-’

creases, ‘
It should be noted that amend-

e
ment by its terms applies to tilxjcreases in
the annual percentage rate rgther than

increases in the coniract intérest rate.:

Since interest is a component of the
finance charge, increases in the interest
rate would cause the annual percentage
rate to increase. : -

(2) The scope of the provision has also
been clarified by means of a footnote
stating that it is not triggered by con-
tracts permitting a higher rate of inter-
est upon default, acceleration, late pay-
ment, assumption or transfer of property.

(3) The requirement of showing hy-
pothetical examples of the effect of rate
changes has been limited to transactions
© in which a security interest is taken in
real property used or expected to be used
, as the customer’s dwelling. This change is
designed to provide information on the
-~ &ffect of rate changes in those transac-
tions in which such information will most
clearly be of the greatest  -importance.
Typically, transactions involving a cus-
tomer's dwelling are for large amounts
and lengthy maturities. The requirement
of giving the hypothetical examples has
been deleted for three types of transac-
tions: transactions primarily for agricul-
tural purposes, transactions‘in which the
substantially  equal instalmenis do not
include repayments of principal, and op-
tional insurance agreements made pur-
stiant to Board Interpretation § 226.814.
Agricultural transactions w -
cepted because of the additignal burden

cultural lenders. who use
loans quite extensively. (It| should be
noted that many agricultural transac-
tions are already exempted| from dis-
closing an annual percentage rate pur-
suant to § 226.8(p), a special section for
certain agricultural purpo transac-
tions, and therefore would not be affected
at all by the variable rate proposal.)
The second class of transactions that
“would be expected from the yequirement
of disclosing hypothetical éxamples is

™

Y

' miums added to the balpnce of the ob-.

two reasons:
. These agreements are clpsely tied to the

RULES AND REGULATIONS
itransactions in which the substantially
equal Instalments. do not [include repay-
‘ments of principal. This technical change
would avoid covering dey '
which the periodic equs
consist of only interest,
principal sum dué on ¢
transactions were never

-Board to be covered, but they arguably
would have been included under the

language of the earlier version.

The third class of e¢xcepted trans-
actions is insurance agrzements entered
subsequent to consummgation with pre-

ligation. The Board belipves this exclu-
sion to be proper for 1)

underlying obligation d the variable
rate disclosures, will already have been
made for that obligatign; and (2) the
hypothetical changes| in payment
amount and maturity wpuld be de mini-
mus in this type of transaction.

It should be noted that in these three
types of transactions, the hypothetical
examples of § 226.8(b) (8) (iii) and (v)
need not be given, but|there must still
be disclosures of the fact that the rate is
subject to increase, the ponditions under
which it may change, and the manner in
which the change may be effected
(§ 226.8(b) ¢(8) (1) and ()).

(4) The October 197{5 proposal would
have required that the hypothetical ex-
amples of §226.8(b) (8) (iii) and (iv)
show the-effect of the maximum amount
of incremental change|allowed by con-
tract or, if there is no such limitation, a
change of one quarter ¢f one percentage
point. The proposed jamendment has
been revised to require yise of one quarter
of one percentage point in all cases. Al-
though use of the maximum -allowed by
contract might be of some value to the
consumer in demonstraiting the most ex-
treme incremental change possible, it
would have the undésirable effect of
making a contract which sets limits ap-
pear less favorable than one im which
the increases are unlimited. The Board
believes it is preferable to have all cred-
itors use the same measure and that one
quarter of one perc%tage point is a
realistic and manageable amount to use.

(5) In a minor change, § 226.8(b) (8)
(i) was revised to mdke it clearer that
if rate changes can be effected in more
than one manner (e.g.; by increasing the
payment and lengthening the maturity),
this fact will he discloged. -

Accordingly, in consideration of the
foregoing and pursuant to the authority
granted in 15 U.S.C. 1604 (1968), the
Board amends Regulation Z, 12 CFR
Part 226, effective October 10, 1977, as
follows: '

1. Section 226.8(b) would be amended
by the addition of subpara.gra.ph (8) as
follows: s '

§ 226.8 Credit other than open end—
Specific Disclosures.
(]

.stantially equal interva

" equal instalments which!

(8) If the annual percentage rate as -
disclosed 1inder § 226.8(b) () is prospec-
tively subject to increase,™ ghe following
additional disclosures shall be made:

(1) The fact that the ) g
age rate i{s subject to incrpase and the
eonditions under which sych rate may
increase, including: (A) Iddntification of
the index, if any, with- respect to which
such increase in annual percentage rate
is tled; and (B) any limit
increase;

1) The manner(s) (suth as an in-
crease in payment amounts, number of
scheduled periodic nayments, or in.the
amount due at maturity) [n which any
increase in the annual .percentage rate
may be effected; C

(iii) ‘If the obligation is repayable in
substantially equal instalments at sub-
(including
those obligations providing for *balloon”
payments) and the increase could be ef-
fected by an increase in the periodic pay-
ment amount, a statement of the esti-

. mated increase in the amount of the pay-

ment caused by a hypothetical immediate

increase of one quarter of one percentage

point, based upon the number of sched-

uled periodic payments - and original

%_mount financed disclosed at consumma-
ion;

(iv) If the obligation is repayable in
substantially equal instalments at sub-
stantially equal intervals (including
those obligations providing for “balloon’
payments) and the increase could be ef-
fected by an increase in the number of
periodic payments, a statement of the
estimated increase in the jnumber of pe-
riodic payments caused by a hypotheti-
cal immediate increase of jone quarter of
one percentage point, based upon the pe-
riodic payment amount and the original
amount financed disclos¢ed at consum-
mation. .

Any increase in the annual percentage
rate within the conditions or limitations ;
disclosed in accordapcen%ith this para-
graph is a subsequent occurrence under
§ 226.6(g) and is not a refinancing under
§ 226.8()).

The disclosures required under § 226.8
(b) (8) (iiD) and (iv) need be made only
in transactions in which a security inter-
est is taken in real property used or ex-
pected to be used as the customer’s dwell-
ing, and they need nat be made in
transactions primarily Li(:t agricultural

purposes, transactions which the ob-
ligation 1s repayable substantially
not include
repayments of principal,|or transactions
in which disclosures are/made pursuant
to § 226.814. :

§ 226.810 [Rescinded] |

2. Interpretation § 226.810, previously
issued by the Board, is rescinded effective

1 For this purpose, the phrase “prospec-
tively subject to increase” does not apply to
increases in the annual percentage rate upon
such occurrences as default, acceleration,
late payment, assumption or transfer of
property. :

»
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October 10 1977 ma.smuch 1 the

. amendment to § 226.8(0) - of the Regula-
‘tion makes-this. !nt;erpretatlon unneces-
Eary.

By order of the Board of Governors.-,

ADril 11 1977,

GRIFFITH L. anw_oom
* Depuly Secretary of the Board,

[FR Doc.77-11410 Filed 4-19-77:8:456 am] .

- CHAPTER VI—FARM CREDIT
ADMINISTRATION

PART 614-—LOAN POLICIES AND
- OPERATIONS
PART 619—DEFINITIONS

'AGEUCY: Farm Credit Administration.
ACTION: Final Rule. _

SUMMARY. This rule amends the regu-
lations governing Iloss sharing agree-
ments which Farm Credit banks and
associations may enter into with other
institutions of the Farm Credit System,
and the lending limits established for
banks for cooperatives. The amendments
to the loss sharing agreement provisions
are being made to distinguish between
general loss sharing authority and spe-
cific authority for loss sharing to protect
against capital impairment. The amend-
ment to the regulations covering lending
Nmits for banks for cooperatives is being
made as 8 result of a task force study
which pointed up the need for a clearer
definition of “single credit exposure”
which would be generally applicable to

the lending operations of the banks for
cooperatives:

EFFECTIVE DATE: April 6, 19717.

F’dR FURTHER INFORMATION CON-
TACT:

Jon F. Greenelsen Deputy Governor,
Office of Administration Farm Credit
Administration, 490 L’Enfant Plaza
SW., Washington, D.C. 20578. (202-
755—218‘1)

BUPPLEMENTARY INFORMATION:
‘The Farm Credit Administration, by its
Federal Farm Credit Board, took final
action on amendments to its regulations
‘which- would: (1) Specify the types of
loss sharing agreements which may be
entered into by Farm Credit banks and
associations; (2) specify thé type of
guaranty agreement which may be en-
tered into by Farm Credit banks and
assoclations; (3) specify the factors
which are relevant to a determination of
single versus separate credit exposures;
and (4) redefine loss sharing agreements.

By a notice published in the FEDERAL
" REGISTER on March 3, 1977, interested
persons were afforded the opportunity to
file written comments or suggestions on
these amendments. No comments were
received and the Federal Farm Credit
Board therefore adopted without change
the regulations published on March 3,
1977.
EKENNETH J. AUBERGER,

Acting Governor, .
- Farm Credit Administration.
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Chapter VI ot '1‘1tle 12 of: the Code of -
Federal Regulations'Is amen

ded-by-re-...
vising 8561434340, 614.4345, 614. 4354‘(0).

and £19.9200 as follows:
§ 614 4340 .General.

With approval of the boards qf direc-
tors of the respective banks, Farm Credif
Jbanks' and .assoclations may enter intq
agreements to share- lossés.as provided
in paragraph (a) and.(bh) of this section
The loss sharing agreethents shall cover
but not be limited tq, definition of terms
terms and conditions for activation, de
termination of assessment formulas
limjtation on assessments,  reimburse
ments, administration, arbitration, and
provisions for amendment and termina
tion, 'All loss sharing agreements sha
be siibject to Farm Credit Administratio
approval,

(a) Loss sharing agreements.to pro
tect against the impairmen
stock and participation certificates ma,
unless otherwise authorized by the Farm
Credit Admiinistration, be entered inte
by:

(1) 'The 12 Federal land banks;

(2) The 12 Federal intermediate credit’

banks;.
(3) The 12 dlstrxct banks for coopera
tives; and
( 4) The 37 Farm Credit banks.,
(b) Loss sharing reements othe
than those provided f0Rin pargaraph (s
of this section may be entered into:
(1) By a PFederal land bank with Fed-
eral land bank associations in its dis-

T

pa.rty ‘to such agreement;

.(3) By a Federal intermediate cred
bank with production credit associations
in its district, and with other Federp
intermediate credit banks;

(4) With the approval of the super-
vising bank, by a production credit as
-sociation with other like associations in
its district.

§ 614.4345 Guaranmy agreements.

With approval of the Farm Credit Agl-
ministration, gudranty agreements unde
which a percentage of the risk assoclate
with specific loans is assumed may be
entered into: (a) By those parties au-
thoriZed to enter into loss sharing agree-
ments in § 614.4340(b), and (b) by ba
for codperatives,

§ 614.4354 Banks for cooperatives,

* * ® L] -

(e) The term “one borrower” -is gep
erally defined as a cooperative organizg
tion and, if any, its affillated organ
tions which are controlled by a comm
directorate or management$, or wherein
such primary organization owns in excess
of 50 percent of the net worth or voting
stock of an afiliated organization; Prp
vided, however, That any such affiliated
organization shall be defined as a-sepp~

-

- clusion that the affiliateqd s
of the other organization
- limited to, the following

of capital

APRIL 20, 1977

1ate borrower under

subjeottoprlrapproval %y lo" Fart
%ﬂmm?atmﬁon. Such dpfinitioh
sh basedprlmarllyon""‘

would be viabie in the event
tonsideration should be given to}

{1 Compositlon and indep
directorate and managemeht.

(2) Intlependence and
operations and funds flow. |

(3) Strength and diversit
equity holders.

earnings and cash flow. T
(5) Diversity of product o

A contractual
which the parti

. Y GOV
Farm Credit Adminis
| FR Doc.77-11892 Filed 4-19-77;8:

Title 13—Business Credit an

" CHAPTER I—SMALL BUSINESS
ADMINISTRATIO|

[Revision 18, Amdt. 3t

PART 121—SMALL. BUSINERS SIZE >
STANDARDS

Definition of Small Business jor SBA’
Loans—Caorrectio

AGENCY: Small Business A
tion. g
ACTION: Correcnon ! ,’

nal-operating affiliates p
gaged in an industry subje
ferent size standard.

EFFECTIVE DATE: April

FOR FURTHER INFOR
TACT: :

SUPPIEMENTARY l'NFO H
Part 121 appearing in
ister dated December
44423), the fourth sentenc ,]- §|121
Deﬁnitlon of small businegs for

for SBA loans.
4+ ¢ ¢+ 1f an applicant £

has external-operating dtes (.e., jaf
fillates which are prim fetgaged In
selling to the general puhlid or to cf





