
NOTICES , 

[ 4810-33 1 
DEPARTMENT OF THE TREASURY 

.Comptroller of tfie Currency 
[Reg. 21 

TRUTH-IN-LENDING 
1 

Joint Notice of Proposed Statement of 
Enforcement Pollcy 

AGENCIES: The Board of Governors of 
the Federal Reserve System, the COmP- - troller of the Currency, the Federal De- 
posit Insurance Corporation, the Federal 
Home Loan Bank'Board, and the Na- 
tional Credit Union Admlnistration. 
ACTION: Proposed statement of inter: 
tlgency enforcement poIidy, Regulation - 

It is administratively impossible to 
W o n  an appropriate remedy for even' 
time of dolation The guidelines which 
follow outllne the corrective action that 
the agencies intend to require when vio- 
lations whlch have caused measurable 
monetary UW to customers are dis- 
covered. It should be emphaslzed that it 
will'continue to be the policy of the en- 
forcing agencies that, whenever any vio- 
lation of the Act is detected. ~ros~ective 

LI. - 
BUMMARY: This proposed statement of 
enforcement policy .sets forth uniform 
guidelines whlch the Board.of Govern- 
ors of the Fedem1 Reshe System, the 
Comptroller of the Currency, the Federal 
Deposit Insurance Corporation, the 
Federal Home Loan Bank Board, and the 
National Credit Union Administration 
propose to use to enforce the Truth-in- 
Lendlug Act and Regulation 2. It is In- 
fended that specmc, standardized guide- 
Unes wil l  Promote improved and uniform 
enforcement of the Truth-in-Lending- 
Act through corrective action. including 
reimbursement, for borrowens who have 
been overcharged or otherwise harmed 
by violations of the Act. Realidng the 
value of pub& participation in the for- 
mulation of these guidelines, the agen- 
cies are requesting comments on these 
guidelines and have designated spedfic 
isrcues for comment. 
DAWS: Comments must be received on 
or before November 17, 1977. 
ADDRESSES: Written comments should 
be addressed to: Interagency Enforce- 
ment Policyl Regulation 2, Wash., D.C. . 20219. 
.FOR FUR- lNFORMA!l'ION CON- 
TACT: 
Mark Medvin, Federal Reserve Board, 
202-452-2412; William Resnfk, Comp- 
troller of the Currency. 202-447-1600: 
Peter M. Kravib, Federal Deposit In- 
surance Corporation, 202438947; 
Harry W. QuUan, Federal Rome Loan 
Bank Board, 202-376-3556: Harry J. 
Blaisdell, National Credit Union Ad- 
ministration, 202-254-8760. 

6lJPPLEMENTARY. INFORMATION: 
This document is intended as a state- 
ment of the mldelines that the Federal 
regulatory agencies involved propose to 
me in enforcing the Truth-insLending 
Act and Regulation 2. 

I t  fs felt thatcoordination among the 
agencies desirable in ordei to bring 
about uniformity in the administrative 
actions that will be taken whenviolations 
' of the Act are detected. To that end, the 

agencies have developed a set of proposed 
policy guidelines for measuring and cor- 
recting the conditions resultfng from cer- 
kh violations of the Truth-In-Lending 
Act. 

correction of the violation. b e  re- 
quired-that at, creditors mill be required 
to take whatever action is necessary to 
insure that the violation does not recur. 
For example, a creditor which is found 

be using forms that do not comply 
with the type size requirements will be 
required to obtain new forms which db 
comply. These guidelines, however, are 
intknded to address the most serious 
types of vioLstions, those which resgt. 
in overcharges to customers. Based upon 
the expertise and experfence acquired by 
the various agencies through examha- 
tiom of lending institutions throughout 
the country and investigations of con- 
sumer complaints, several substantives 
violations which cause measurable dam- 
age to customers have been identitled. 
and guidelines for correcting the condi- 
tions resulting from these violations are 
proposed 
These guidelines are not intended to 

substitute for any other admhktrstive 
authorlts that any of the agencies has to 
enforce the Act, nor are they intended 
to foreclose the customer's right to bring 
a cIvU action to recover for violations of 
the Act. Further, where apparently will- 
ful  and knowing violations are found, 
the agencies will notify the Deparkent 
of Justice. The guidelines serve only to 
reflect the enforcement' policies of the 
agencies and to specify the actions which 
the agencies feel are a~propriate to cor- 
rect the conditions resulting from vio- 
lations which cause overcharges to cus- 
tomers. As guidelines, they may' be 
modifled in the discretion of the agency 
so as to be more responsive to specmc 
or unique circumstances which may ex- 
ist. As new examination data concerning 
the extent and type of violations are re- 
ceived, the guidelines will be reviewed 
and revked as appropriate. In all cases, 
the flna~~cIal condition of the creditor 
and the cost of corrective action will be 
considered in applying the guidelines. 
This statement of eniorcement policy 

is probosed to announce formally and to 
solicit public comment on the course 
whlch the federal regulatory agencies 
involved propose to follow in enforce- 
ment actiom. It is hoped that the pub- 
lication of this proposed general state- 
ment of policy wlll promote uniiormity 
of enforcement and provide notice to 
consumers and c r e d i h  of the type of 
action that can be expected when do- 
lations resulting in overcharges are 
found. Comments are requested on the 
enttre proposal and specifically on the 
designated issuee. 

These guidelines are proposed pur- 
suant to the emforcement authority con- 

tained in 15 U.8.C. 1607 and 12 U.S.C. 
1818(b) in the cases of tho Ekdcrnl 
Reserve Board, the Federal Deposit In- 
surance Corporation, nnd tho Comp- 
troller of the Currency, pursuant to 16 
U.S.C. 1607 and 12 US.C. 1404(d) (2) 
and 1730te) in the case of the Fedoral 
Home Loan Bank Board, and pursuant 
to 15 U8.C. 1607 and 12 U.S.C. 178G(o) 
(1) in the case of the Natlonal Crcdlt 
Union Administration. 

The principal drafters of this docu- 
ment were Mark Medvln, Federal Ro- 
serve Board; Roberta Boylan, Comp- 
troller of the Currency; Petor M, 
n v i t z ,  Federal Ihposlt ~ U ~ u n C O  
Corporation. 

PROPOSED STATE~~ENZ 
In consideration of the foregohu, tho 

'following statement of enforoomont 
policy is proposed: 

STATEMENT or Emo~cmtmr POLZOY 
DE1znrrr'lONS 

1. "Act'. means tho Truth-ln-Londlnp Aot, 
15 oa.0. 1801 ot scq, and Reguhtlon 2, la 
OF&Part!228. 

2. UActunrlal mothod b o d  on sohcdulod 
payments" mean8 a mothod of computlng 
rebates of uncarned Bnnnco chnrecs in whloh 
the mtio of l n b r a t  carnod In a glv0n po- 
Hod of tlme to the mount  of tho prLnclpd 
owed durlng that tlmo ie constant: tho 
scheduled payment la allocated flnt to fa- 
terest corned and c e  remnlndor is wod to 
reduce princlpnl. 
3. a'Annual percontogo rato (mR)" meaM 

s l ~ u a l  parcantage rntol* 0s donnod ~n la 
OPR226d(g). 

4. "Corrective actlon" monne a courEo Of 
conduct to bo underbkon by n mdltor a t  
the dlrectlon of nn enforolng agonoy to cor- 
rect tho condltlons rfsultlng from pW0 
vlohtlons of tho Act. 

6. 'Creditor" moans a 'krodltor" a9 do- 
flned In l!a UPR 226a(e) and whloh Ls supor- 
vised by an onforelng agonoy. 

6. *'Customor'* m o w   customor or" tu do- 
flned In 12 OFR 22Ild(u). 

7. "Enforcing ngency" moans tho Board 
of Governors of tho Fodotal Resorvo Syatom, 
the Comptroller of tho Uurronoy, tho Fed- 
eral Deposit Insurnnee Corpomtlon, tho FoQ- 
eral Hame Loan Bank Board, nnd tho Nn- 
tlonnl Crecllt Unloq Admlnlstrntlon. 

8. "Establlehed avmgo ovorohnrgo" mmne 
the avorage amount oach oustomor Ls ovor- 
charged for a speohlo vlolntlon wlthln tho 
scope of theso guldellnes, b e d  on n m p l -  
lng of slmIlar types or classes of lonn no- 
counw by an examlnoor of an onforblng 
agency. - - 

9. "Fhance charge" moans "Pnnnco 
charge" ns doflned ln la UPR 220a(w). 

10. "Intentional vlolatlon~ monne (1) nqy 
vlolatlon whlch an enforcing ngonoy cnn 
reosonsbly dotormlno to hnvo boon knoiv- 
lngly commltted, pormlttod or npprovod by 
managorlal personnel or tho board of dlroo- 
tors of n creditor: or (2) n vlolatlon tvhloh, 
in tho dotarmlnatlon of an onforolna agonor, 
resulted from a dellborato or k h l n o d  
imoranco of or IndlRoronco to tho rmulra- 
&nts-of tho Aot on tho part of n crociltor't) 
managament, lncludlng 60 board of dlroo- 
tots. or a dellborato or sustalnod omlealon 
concerning or mlsroprwontatlon of tho ro- 
q u l r e m b ~  of the Act in tho crodltot's poll- 
cles and procedures. 

lLd%ump sum tnothod'' means a mothod 
of adjustment for dotormtnlng tho amoutrt 
thnt will be roturnod to a oustomor whon n 
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loan has l e a  paid In m, the amount vAU negligible kum to any cezomcr. Thcrefozc, ctatntc uf X!m!taUcns for Tx#z-in-L~BLnZ 
be calculated In accordance with the mri- Um a ~ n c l c l  p m p o ~  Uut, in cascs of uPln- dr l l  uUom. 
turltp redudion method. tentlonal rlolatim, if m aamlnu. by rom- l lhe enfordng r~endcs hsve coacJ.nded 
12 "Lump sWpannent  reduction plbg or somcothrr ~ U C ,  dctcob atEp6 that the @- of UdWAms far cf* mn- 

auemodn-mfm a method of adJustment of loan ( c g  mortgqp, Jartnrlmmt, open- cdks Ln the Act d m  nct cdrol a*- 
under whlcb a eesh psyment equal to tha end) ar acUswlthln thattypo of lo= (=, Zzrrtlra cnforccmcnt of the ActThe agenctes 
amount the customer has orerpald (lnclud- dl loans lnrolvlng amounb nnnnced geatcr are C Q E ~  hmzcmr. n k x t  the d-bfl- 
In6 tlme 181ne) wm bereturaed ta the tbnn 61.000) .for such ~ ~ O G F ~ O  ortho iQ of nukOng afbltoxi to .*e corre=u~e 
mu and me r e g  payments on the estlmnted nrernge orer-o b d l  or morc, nctlon for %lob+- 0- far me as 
loan a be reduced to the lerel a t  whl& eorrcctka r t lon  wll l  bc ardcrcd for that tSpo 19t3 Unco rcttcartfrc c~cz ! !F~  aetlozt I s  
tnep would hare been had the mpents or c l w  of lo- Ruther. to nuad ercdlton anlr rcccntly tcea haposed ,% the 8~mds- 
been computed st the u n d a t e d  BPR at tho opportunity to connrmer rebut the ac- @a the other hand, it ls -ed thzt 5 
the outset. CUMCY of Utbnatcd ucmra~o orueharges thcr a ~ c c t i r o  ndlon pmpam ~ h l c h  rrd- 
13. reduction method"-mew WU bo glrm thc r l ~ h t  to produce th& or;n doLoUo~ls umzntn~ altbinat~ W t e d  time 

a metnod of adjustment under which o lonn a m g o  orcrEnyco cctLmPtcz frame r~ml.1~ no M e C  ~ G S  some caS,-am- 
be restrnctured to reduce the number When f = U W d  avenge orercboics r r ~  r h o  bax h3clcs a res!fi 2 

' of pamen* that the customer In requked It- thon 81 pcr cnstomcr but tho tom of flobtlon. 
to mslce to pay oE the loan so that the d o -  all o r f f ~ e s  ki nubrmbWtlnl, lt mny not - -- xssr& 
mer wi l l  not pay a t  a rate in escess of the equitable to allow tho uctlitsr to  kccp 
Understated APFL m3P2~nt3 to vhlch It I5 not ~ t l t l c ~  It hm =a zrhO*d -re oetton be 

'method of adjustmentn--m~ o, d- beep -ggc&d at, Q C ~  =&, ma +iolatiow O c m Z  m c e  a*r 
aUatlon tq dekrdne  the adjustment p a -  agency m y  -& lb m u o n  t~ order tho - Or *Oald it be 
fswy to anrect orercha?ges resulthg from the uedUor to uu? such n m o ~ t s  Ls a -- limit'' to doYnUons -a One 

APR ploktiom. ncr s ~ c k i  EO- ~ur-nl~cr :be purposes of YO E Z ' ~  ~22t","pf~~ttlo27&7 35. ''L)aewlm-geO means a charge impcdea Puth ln lmdbs Act. 
W .3e=edltCrr in excess of ahtargs dkclosed It aould  bo noted tbnt. a-td lo'6m bespettecdfor 'OW-- 

cu ramred to be dls~losed wmdmea orerage 0vcr .au-g~  rrro I= that 61, m y  obumu- 1's - en* loans) than 
dth 12 ops Part 216 and s9 computed In account In thermplomhlch hw bc@n ldcnu- clxQ*-tam O'*Ecruom (eg. auto '-). 
aceordscuce with these gddUes. fled ns &Vbg lxcn 001~4mrgcd $1 or more c a n  acnon roa szm notb.rml;s 
16. ''Pamt remction metaodt8 means B sbo\ild bo xrlmbu~cd slnse tho a t  ox lden- q. ,,fcrdrrtcts Inrozrfr4 Imptgper Dfr- memod of a a l m - t  under which the ash6 tlr~zo account3 md computlrr~ tho of the Finme Clrcrge.-l*) amount of cach remEdnhg papmat on the oVi?~chQge has nkmdy bccn Locurrcd. 

loan wlll-be lowedso that the customer will The opnclcs Bnro adr~lecd tho GU- lPhm there * Fdasrded the 
not p.~ at a xate in exce= ot tae nnder- g t d s ; g n  o ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ o ~  ~ ~ ~ t ~ ~ d ~ , " ~ ~ ~ ~ ~ ~ & ? e d ~ ~  
StatedAEB 
17. n&eimb-en~ means cowctire sc- r m g  comet.o muon tar amount3 ttm to incare that atst-' true co=t 

tton involving monetary adjustment Cor over- thon $1 would probably outtsel* tbe berre- Of rat - the und&cted 
fharges for other than APB violations. fits of 6YCh atk+a and Would be unn-!+ ra fls d&emd t*e .Ja ''Understated APE'* means a arsclosxi WUy bucdmxome when tho rlolntloa v& 

rounded tothe n& Mgher one-elghth ~ h t t 0 1 U L  In tbc W pf lntonlloaal TI- fi- c'wae rimer or nd 'is- 
of m e  percent, which Is less thnn the APR OlntloXS. h u w ~ ~ r ,  corx~~tiro cctbm d o a d  ercditor *" mZCuMz the APE 
caldated In aceordance with the ACT. Presum3blY OlmSB bo ordcrcd b m ~ o  the chQucd the customer Qnd take 

19. Wnde-d wn~;? -eB* m- a creator b n ~  intiictcd upm ''dirt CCHO~ '0 "Wre mat CILStomm-s 

dnance d&closed at cr dollar  mount Its C ~ ~ O m c r S  
tn.e C J J ~  of credit do@ not aced  the actzaZ 

nnia is less thap tlle -ce w e  a- ~n ~WJDGUUIIY~ betmen lntent~onct rind '9 o n e ~ d f f  one 
dated In accordance with the Act. 
-20. "Violstlona" a vlolaflon ~f the nb.end~s do not mcilll to cquoto "lnton- 

Act t101131n rlOlatl0nS as dcflnd & thee CIcC't trar4cc*fOW~ 
GENZMLPOLIQFS U D F ~  with *WWUI a d  -61. VIO~~HOS $ ~ ~ ' ~ T ~ ~  $)it*CIoad b 

&fh~Cd In I5 U6.C. 1011. Eoz~rer. if, In 
1. Intentifma2 u&Zations.-All i n t e n t i o ~ l  tho drtennhpuon or fiaszce charge i s  efthe cGrrect G r  not dis- 

oioldions of the Act by a creditor mhich re- tlona vlolotIon v= mttcd vmunJ. czcscd, the rate m e L ~ ~ d  on the note ar 
A t  i n  an mercharge shaR require correctire U O ~ , . J ~ ,  mnttcr c ~ ~ d i t i o n d  sate3 cantract etidendng 
action regMless of the doZ&r,amount oJ the to me Dcp~tmcnt  or J-~. tra~&fon tJll be -*ere& the MdfseI~cd 
overcharge. A P P ;  the crcditm slrctl ealcWate Uze APR 

2. VNINTENTIOBAL VIOLdTI0NS.-(a) OC3aZhf iP  it chcr~ai  the ~ ~ t o r x r  and shdl take cm- 
AU l~~~tntrntionuz *rations = h m  resrrft in 1. I,, d m  ,, reaa&lc e;- 

rcctfte ociion So i n v e  that the ~1(5to~wr~s 
ooerchmge-~ skull require meetfee action if tuted to im cwt oyc~odit &a not ceceed the "dt- 
the ocerchurge or the estimated average orer- cer corncur,, octlon uantentl,,nnl cbcctt APE'. If no rate i s  dLccked on the 
charge pet cwtomet fs one dloUcv or more. huons of the act? aotc, the acdftcr shalE cu?cutnte the 

@) I j  2he oeerckge or the estimated ac- 2 Pmerc the -tcd a r r w e  era- it chorgut zhe cr?stoma cnrd tlran t&e car- 
a g e  omcharge per customer for a type or -&- & m tho mount  thnt m a d  reftirc action *o that the customer*s 

of loam fs determined to be tess tlran ~ g g e r  r o n ~ ~ ~ c  actloq but &c tot;il true cat 01 creeic am not em.eti theuctud 
one mk, no comectite actfon 8e re- urerehmgcs IS bllbstnnt~nl. aou ld  ctnccurc g ~ ~ $ e C J a , y ~ ' ~ ~ ~ g ~ ~ y & ~ ~ ~  
Wred ctce~t  as in Bparagraph Tc) action be ordercd? II to, in cmt form? tiara. me pacmt fn on castrmer in the -etfon 01 the agnrCY8 *he 3. lor ~ h t c h  ~ m r ~ t i c c  Action 13 tranzcdjm- w q e g a  a-nt oj awcharga is con- Bcqubcd.-Co~rcctfte action &all a e  re- (C] Knee M~ fi cm wadatcd fizcace sidered suRrtantiaL 

ruemate poragaph @) : 
qutrcd for violations tcithtn StopaoJ ~hargz a d  fie ~ P R  i~ cmect, the creditor 

g u f u n a  m-ng dnce Jul9 3, cbu finwc the ormaurge uhich is the 
@) I j  the overcharge or the esttmatcd 1N9. 

arerage mercharge jot a type or cI4SJ o j  AlkmateguidclincJ. Qnmcnce bcfucen the actual and the Cnder- 

bans is Un than one dot&, a0 correctire 3. Period jm tlvhfch Corrcct!re Actfo~ f, h7;?Ence dkczloed aetron shall be required a e p t  procW€d ~ ~ 2 f t r e d 4 o n c c t i r e  action shall be rc- and *e BPI: * voper*p bkc*02e8, re.m- in paragraph (c) . qltfrcd f& QL dotations tcithin thc scope o] b, 
(c) m e r e  fie estimted acerpge or=- tkSC gufdCtincs 0ccuTTing Zritllin one sear xmcntf3rcquired' 

charge for a type m c W  of loans fs Ies than prfor 10 the date of the czuminatfon by the (c) Il7zcr-e there fi  tm&sfated nnance 
one dollar, m y  c u s t o m e ~ - ~ u n t s  i&entffied enprclng a!~cnq. ckargt and on underataied U X ,  the creditor 
i n  the sample which hare been orercharg~d r h t l  take appropiate comectire acLijn jot 

DISCuIjSlOI 
tg one dollar or more shall be subject to ibc laram orncharge. 
correctice action. The agenclcs hart c o ~ d e r c ~  the tlmc pe- (1) Cmeciirc action f m  ffm%z&aied RPX 

siod for nhlcb amct ivo  nctlon d-lu 80 re- rJ31atlons uilt be made &J a method of GC?- 
DTSCDSSON qulred. Ono propod Ls k t  c o r r c e ~ ~ c  nctlon justrcmt CI drl;r;cd in the midelin=. 

-In many cases., the costs involved in the SlloUld be r m  for till dolotlom~ r;ltbh ms-11gox corrective action may be far greater than the tfre WPe ot the W1d-a shC0 1OCS Then 
mount of monetarg damage m e r e d  by the tne Act bearme eUectlm. Another p r o m  Irr 1. APR WoDtlons.-One of the m e  b- 
cmmer .  The ~gencles belleve that the Im- t M t  tho Qedltot 0- bo r e q W  to tal;o ear- portaot item3 of lnf~rmntloo furnbhed to 
position of a oorrecave d o n  p r w a a  a rcetlre action for vIolntlop9 aecurIng ~ t l l n  borr01ccr Under the Rrrth-In-PrnU Act f~ 
creditor -who bad anintentlonaLly violated one gear prior to tho date of ersunlaatton to the I\nnwPexenta~eR3te (AFfL).Tne APB 
the-law may be unnecessary where there ls rutAlntab C~nSfStenCy nlth tho one-yeax lrr n tenn of crt tihlch fi  dcerlberl ln 12 CF'R 
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226.5. Essentially. It represalts the tsue cost creditors to make the adjustments are ex- Its reflection in tho APR h tho cssontlal tool 
of the credlt extended and reflects not only tremely M c u ~ t  to develop snd ua. Three contemplated by the dlsolosuroe. In nll trans- 
the rote of interest but a m  the total of cer- adjustment methodef all of which have the .actlone subject to tho Act tho APR must bo 
t a b  other costs whlch Wo customer x X m t  eKect of lomerlng the actual rate paid by the disclosed: howover, lu ~ 0 r b l n  trflnSaOtl0ns no 
pay a8 a condltlon of the oxknslon of credlt. customer to the underetsbd APR and are flnsnce chnrge dlsclosuro & roqulrod. Fur- 
Qonpess lntended that tbe unlform dlsclo- admlulstratively feaslble, are proposed. The ther, the agencles fcol that ml6stIbtin~ tho 
sure of a rate would enable borrowers to  shop dollar adjustments for each method vary mance chsrge is moro l.ik0ly to mislead fl  
for and comparo consumer credlt costs and because the time perlode over which the customer than omlttlng that dl601wur0, par- 
make Wormed credlt decl6Iom. total adjustments nN1 ba  made we awerent. tlCUlmly h c o  the i l n ~ e  chwgo cnn laor- 

\mere the creditor discloses a m b  but ac- m e  proposed methods are: mally be computed from tho othor d!!30lo3- 
tually charges n %her rste. the aRected (1) Lump sum/payment redwtion.-Tb ures. Consequently, whoro tha APR i.9 corrcot 
nccounts must be adlusted For the prrrpose remalnlng payments on the loan would be and there & no dlsclosum of tho flnflnco 
of calculating the adjustment, the disclosed reduced to the level a t  wlllch they mould charge, the agenclcs proposo thnt no COP- 
APR - be rounded to the next Mgher one- hsve been bsd the payments ~ t l a l l y  bmn rectlve aatlon bo requlrod. 
olghth of one percent and termed the "un- computed on the bash of the understated 
demtatcd APR". Thla tolerance r e c o w  the' APR, and a lump sum money adjustment 

DESIQNATEO ISSUES 

~ a x l b u t y  suggested by the mundlng pro- equal to the amount t ~ t  the customer hw 4. ~h1c.h method of adjuetmont (1.c.. tho 
*ions found 16 u.6.0. 1606 and 12 CFR overpald (~nciuding time value) worn  be "maturity reductlon mothod", "tho paymont 
la6.6 and would not ~nfttlrly d h r h l n a t e  returned to the customer. . . reductlon method". or "tho lump EUm/p&Y- 
~ a l n s t  creators wblch try to disclose the Example: On a 12-month loan having an ment reductlon mothod") b profomblo? 18 
oxact APR as a servlw to thelr customers amount ftnanced of $1.000 and calling for any other method proferablo? 
mthor than utlllze the method of mundlng la  payments of $10. where d )la0 total Commenhtors should addrcss: (1) 
permittad by the Act and Regulation Z to overcharge has been found ~d & payments mou11tlng problems iW0clflhd with tho 
dboloso less pmclso rate& hsve been m e ,  the customer would receive VBI~OUS methocb. (2) whether moro than 0110 

whore the credltor dlscloses no APR to the $61.83 in cash and esch r m  payment adjustment mothod should bo ndoptod, (3) 
customer, n serlous breach of the credltofs would be reduced to $90. The dollar adjust- 11 more than On0 method h adoptovl. who 
respon8lblllty' under the ACt h~&9 OWUlTd. ment to the customer under method & 8h0uld do~enalno w I ~ &  mothod to US0 (OUW 
Tmalcally, whlle it may be sald that &ce 6x2183. torner/banlr/enforolng ogenoy) , and (4) .tho 
no MR WRS cii.sciosedt none can be charged: (a) M M W  ~eductfon.-~he loan m u d  cwte associated with tho various op t lna  
the agenclea feel that that would be a wlnd- be restructured b such a way b reduce 6.Vfolationt i n ~ o l ~ i n g  the impropm db- 
fall to customers and a severe hardship to the number (not the a m o a t )  of required C ~ O S U ~ O  of credit life, ( ~ ~ d d &  health of loas 
creditors. On the other hand, thase credltorn payments.  he amount of each payment in of income insumncc.-(a) 1f the ~ ~ d f t 0 r  
n o  fall to make such important dlsclcsura the revised schedule (except the I&) a not disclosed to the customer In writing that 
should be treated a t  least as severely ss those re- the same as in the p&, credft life, acddent, health, or loss a/ ina0m0 
who dld make disclosures, even though in- Example: A loan having an mount  fl- fnsurance is optfml,  the insurance shall bo 
acaurately. Consequently, tho agenda pro- Paneed of $1,000 and requlrLng la payments *at& haHn9 been requfrd bU arcd- 
poae that ln  such a altuatlon the actual APR of 8100 per month would be adjusted to re- ftor and fmproger& ~ c l u d e d  i r a  tho 
ehould be computed and the creator should quire only 10 payments of )LOO per month Pmnce chcuge. The overahargo will result 
bo reguired to adjust a~ected accounts to re- and one payment of 87a.50 u the tom over- from an understated finance ahargo and, ma- 
Pcct an APR whlch & lower 'than the actual oharge reaultlng fmm an understated - le sibly, an understated OR. Tho orcdftor ahall 
APEt by certaln speclfled margins. m- $120. The dollar sdjustnient tothe c w m e r  take appropriate corrective aoNon lot tha 
spocllled margh wlll be based on a compm- under this method & 8lZ7.95. larger olrercharge. TIlc i w a n u c  r i l l  ramain 
honslvo data base complled by the agenelee (8) Payment Reduction.-The amount of fn effect. 
oitor o mvlew of a euf8clent number of ex- PWment on the loan would (b) If the creditor h a  disalosed to tlb0 
amlnatlon reports to determino t y p l d  APR be lowered 80 that the totd 5nance charge customer in  wrlting that credit life, ~Cddoltt, 
dkdgeure lnaccrnaeles found vsrlous types does not exceed that PermItted by the re- health or loJs of income inSuTanao b Op- 
of crcdlt transactions. ~ a s e d  upon ~niorma- v w d  Payment schedule and the understated tiunal, but there C either no signed i M r -  
tlon whlch tho egencles now hnve, It Is pro- m=- ance option or no disclosure of the cost 01 
posed that tho sctual BPR charged on Example: On e 12-month lonn having nn the fnsuranee. the creditor shall ba rdquircd 
Uon real estate mortgages would be reauced am0unt financed of 81.000 and calllag for to send a written notice to thc agcctcd OW- 
by ono-quartcr of one percent since that ap- 12 PaP-ts Of $100. When? a 6120 total over- tomers dfsclosfng the cost of tho i?Isuranco 
pore to bo the most common of B ~ R  charge has been found after slx payments and notifying them that tlrc i ~ r a n a a  is 
dboloeuro e m .  ~urther ,  unm an even more have been d e ,  each remsining payment opttonal and may be qanccUcd within 46 , 

comprchoaeho d a b  base be ahbmhed m u d  be reduced to MS.%. 2310 dollar ad- days to obtain a full refuw of all premiums 
-ugh further examlnatlom, all 0 t h ~  j e e n t  to the Customer under thls method charged. I j  thc creditor receives no rasponso 
aodlt tramactloas wu be corrected by a ta- iB8124M)- wSthin 45 days, the imuranco will ramain 
ductlon of on0 p-nt the actual AP& It SJltlclpated that, because of cost and fn effect and no furthw cwrc~t f t '~  ourtion will 
AD alternate proposal to M d d e r  the uddmtrative factors, only one adjustmen$ be required. 

rote disclosed on the contract or note as method wJU be edopted a d e m *  Alternate paragraph (b) : 
* M o s e d  bPR'* and to require &Rec~ve tion justment been that msde * be as required, to the method Meal of ad- as- (b) If the creditor ha8 disclosed to tho 
tlon U the actual APR is Mgher. 

Another alternative, to a d j u t  the APR and b ~ t o ~ f ~ ~ ~ , " d j ~ ~ ~  .dsz = \ T a t  rtt! o : " i " t ~ c d : t n ~ ~ i ~ %  
lower the finance charge to the lowest tats optfoncJ but there (s clther no slnncd insfrr- 
wuch ~~ avdlable in the mark& area a t  the *$% tecognlee ehst methods ance uption or no disalatura o/ tho cost cl 
a 0  the loan was made, under the assump- will require to the the insurance, the creditor slrall ba rcqutrcd 
tlOn that the Customer might-have ob-ed to send a written n m e  to tho aflcokd UUS- 
credit a t  another institution which prodded and Of rnnges to -- tomers disclosing the cost of tlre insura~~oo 
that lower 11 the customer had been wol~ffo a d  notifyfnq them that the insurance is 
ghen the to shop for that credit, was clee recognize that customers may be opttonal and may bo aanaelled coftfbh 45 
not included in the Pro~osal because ade- by understated aance charges wen though days to obtain a partial refund of pramiunu 
qunb rate lnformatlon on local markets le the &closed BeR 19 ac;nrrate. charge&. If the creditor recelcrca no rcspotua 
not readlly available. tlom adjustment of the ftnance charge WJU 

wttlrin 45 days, the insurance 411 remain in 
a. specific Methods of Adjustment f m  APR be Rewburtiement be made by ;p;;$;dy furtl~cr coweative aotfon mflt 

Vlolatlons--men the disclosed APR Ls 1~ repaying to the customers the merenw be- than the APR actually being charged, an tween the actual and- -losed wee DISUWSSXON 

adjustment of the loan will be require'd in charge. The Act requlres that promlume for orodlt 
order to the rate actually being charged Where the correct ApR has been -osed, Ilie. accldent, hodth, Or lo= of ~ I I C O ~ O  in- 
down to the understaed D R .  S ~ P ~ Y  relm- but there & n,, discloswo of the finance surance written III conneotlon with any orN- 
bwlng  the dlflerence beween the @R charge, the agencl- mnsldered V&OU it transaction bo inofudd in tho nnnnoo 
chW* and the understated APR will not smdardg for corrective b&lon m o u g h  the charge unless tho cuatomor 1s 0lonrlY and 
~ w m P l l s h  tm goal since the eflect of the fi-w W g e  & an h t e g ~  isrt of the dl8- complcuously ndvlsed in writhe that tho 
overcharge increases as the length of time closure reqwmen*, the ~~t that iPSuranco h optlonnl. 1l tho insuranco ld 
bobe'en the incepffon of the loan and the deslred, tho customor must sign nnd dnto 
error a d j a m e n t  date incresses. The agen- %The lump sum method defined in tbe an m a t l v e  stmtament to that olloot aftor 
cles have considered B number oi.meth& of guldellne & proposed only for loans that hnving recelvod wrltton dlsolosuro of tho 
adjustment. Some are attrsetlve for policy have been paid in full. ~t incorporates the cost of the bmranco. Woso roqUomonta 
reasone but are 8dmkUshtlvely unaccepts- maturity reductlop method. are imposed to Insure that pro~nl~ma rrhioh 
ble beau80 formulas nnd programs to enable are oxcluded from tho cnlculntlon or tho 
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cost of credlt are volontazI1y incurred by the through the a c d l b  and that the cuctomcr 
automere- has ma option to mlect tha lwurer. macd 

6hw voluu&es1 is the basis for exclud- Ppon tho agenclcao mvlow of examhations 
lng the Insurance premlums from the finance conducted up to thls polnt. the agonclcs hmve 
charge, the sgencles belleve that lf there la not found ovldcnco ol abuse In tbla a m  u 
no atten  dlsclo-e that the h~surcmce Is them Is wlth credlt LUo lanuanco. Roxo~or, 
voluntarp it m u ~ d  be bested kvlng been the woncles bellovo that b o m 1 m  ml@t bo 
requlred and. therefore. I ~ P ~ o P = ~ Y  excluded h-ed lf tho lnsnsurcr hns not m v e d  lto rlght 
from the mmci  clrruge. c a m a v e  -on or subro.gatlon a-t tho cust4mtx rshcn 
will be ordered as dlscuhsed hi he section vendor's interest lp q u k ~ ~  
of BPB viohtlons or in the section on under- s~nw tho Murer mny suo tho -tom* for 
8-d dePenmg which amounts it p a d  to tho &tor. conc4- 
method mom l%epefia to the customer- quently. In that sltuntlon, eredlton; would 
a the optlonal w e  of the lxsurmce be rcqulrcd to csloblbh p r o w d m  to In- 

ms disclosed In writing but ather (1) the demnllp custom- for nny bnrm cawed by 
cost mas not dlselosed or (2) the ousbmer that fnlluro whcm tho lnsumam hm bccn 
dld not sign the insurance option blank, the lmpmperly acludcd from tho 5nnnco &we. 
sgendes belleve thst the creditor .should be 7. Vb&tiolu concming prepayment pm- 
required to wzlk to and hfom the d t b  and rebatc8.-(a) Where the finance 
tomer the bswance was opthml. dls- charge is computed on tho outstanding baE 
close its &, and offer to cancel the Insur- ancc and ffre creditor has not clLse1mcd a pre- 

if cases where the - payment penalty, nono can be collcatcd and 
tom- expresses a d e w  to the credl- thase aIrcadg coUectcd aru ocercharges trhieh 
tor be mq-d refund some or jhall be refmbwsed. 
a of the P-urns P u  On the one band. (b) Wfrcra tha finance charge is computcd 
t he  cutamer has redm benefit - the on tlcc outstanding baInnce and tha nrditot 
insurance covmge d-g the period it was has clwgcd a prepayment pcnaltu i n  ere- 
~ d ~ o ~ m ~ ~ ,  sthetees of that disclqcd. the diBmcnce is an ora-  
of corrective action are set forth In the gulde- *r$:g & ~ ~ ~ ~ f m z ~ O ~  
Ilnes. put& and thm is neither a dfsclusura that 
If, the lnmrance authorlzatlon no rebates of u m  p- ehorga loR1: 
dgned but not no conectlvo action be ma& w a dfselartpe of the mcthad of need to talcen 6lnce the lack of date dlscl0- 

sure is deemed to be of com~utfng the rebates. the fafIure to rebate 
unecrtnrd Ilnanee charges i s  mr orachargs estsbMg whether the insurance was The moun t  of rcimbursemcnt shall be tha -- DmGN-- rebatc of vneonted financc &argcs i n  thc 
aent of carly paymcnt of the obligation as 

6. m e  the proposed mdellnes require spedpcd under state law; if stota loca is 
notice to eastomem thst aedlt Me, addent, sUcnt, theaehwfal methad bmcd on schcd- 
health or loss of Income Ute OP- uIcd payments shall be used to detminc  
tlonslandmsp be cancelle4~houldthe enwe the amount of tho reimbursemcnt. 
premium be relmb- lf the a- (d) m e  tho pnama is precm- 
wls? 3f DOt. On Whfbt should a P M  put& and a mthad of computing rebates 
reimbursement. be made? of uncarncd finance charges has beon dis- 

6. violations inmLoIng the imptoper dfi- closed but thc actuat rcbate is k~ f(w01abla 
czosure of property fnnumrCe,. tncluding to the oustorncr. the diilercnco bchrrm the 
vendor's *Ze interest insurance.-(a) I f  a 
aeditor hos not fncrKded thc mODettY fM- -..- ~-~ ~ 

ance premium in the finonci! ciuuge when 
required 5y 12 CCPB 226.4(~)(6), correctice 
action will not be requbed. 

@) If an insurer providing zen&Ws single 
interest imwance has nat vafned its right 
of subrogation against the customer mrb the 
premium has Been eu?Zuded from the finance 
charge, the creditor shatl indemnify Ule cus- 
.tomet far any hw inmured as a r d t  of a 
subrogutkm action by the insurer. 

- .~ 
actual and the dfselas& rebato fs an orcr- 
charge which sWZ be rcimburscd. 

PxEcvsXoX? 
Regulntlon 2.m CFEL 20.8(b) (7). rcqulca 

that the mothod of mbatlng unmcd 
ilnanco churpx bo dlsclaxd. nnd If no rcbnto 
-dl be glvcn, that f a t  must bo dkaorcd 
Tho reylatlon crlso rcqulru dlsclmuro of 
the amount of nny prcpjmcnt pcnnltlc~ (la 
o m  a213atb1 [all. ~ h o  rmldcuao LS self- - - - -. - - -  - ~ - -  

e x p l ~ t a r y .  
8. VIOLATIONS COIlCERtfXttG LATE 

FEES.-(a1 Whenr a crulftor 1- d~c2o:cd 
%!he @des believe that U property ln- the amo~tit Of hlc fCC3 to be imposed in fie 

surance Is improperly excluded from the merit Of tot4 paPWIIt, any lato fees col- 
n ~ ~ ~ c e  charge. the resultlug 6ltUatlon should tected in QceJs of thosc dlsclaPcd are orcr- 
not be trested as an overcharge. Evd re- ch4tga which shall be rcimburzcd. 
q d e d  property bxmanw Is excludable lrom @) WherC a acdftor h a  not dbclmed tho 
the dnance  barge lf the &tor dkcloses amount of Iota fees to be imposcd i n  Zlrc 
the cost of the insurance U purchased event Of &tC payment, nono can be imposcd 

onb those atreaby c0IIectcd are o~erchargel 
which shall be reimbursed. 

v-n 
Tho guldcllne Is colf-exp1nna~. @. Itemt-ation of m i s c e ~ o w  fees olrd 

Ylmgzs.-If a creditor has not ftenr&?d am2 
dkcI03ed the ehmgm founcf in 12 CFB 226.4 
(b) mad has not included them in tlte 
finance &urge as reb ird  &J that s&ba, 
the resrrfffng discla3ure ulolation, by itseff, 
shall not cotcrtihcte a macharge and car- 
rcctfte d im  shall nat be requled. 

D-0:; 

R ~ ~ R W J O ~  2, 12 CPR 226.4@), llsts cer- 
mkrellnnmus cborges wblch may be er- 

cluded fmm tho finaaxce chnrge lf they ate 
itcmlzcd nod d L d L c l ~ d  to the customer. The ' . 
ogcncle3 bellcvo thnt If the cherge3 are not 
Itunlzcd nnd ~ o s c d .  and are d u d &  
from tho llxuuo m e ;  the resultlug *la- 
tlon & only of a technlcof nature. The eor- 
to&a nbhty to chop Is. not hnpmd since 
compnrzblltg. tho APE a d  Bnanca &arge 
Ls not dcikond: tho nature or the OlOlatIoP 
~IXJ not j ~ s y  rcqukhg mrmcthe eetIon 

~ L I C A Z I O R  FOB CO- 
Tine AdmhMmtive Procedure Act 

does not requlre notice and solicitation 
of comment in connection with the es- 
tabllshment of statements oZ enforce- 
ment po&y or gufdellnes (5 US.C. 553 
(b1 1 ,  and it pemlts them to became ef- 
fective immediately (5 US-(2 553(d) 1. 
Honever, In consfderaffon of the a m -  
elm' dc&e to soliclt pub& psrtidpation 
on these hues. they have elected ta af- 
ford an oppommlt~ for comment an 
these proposed mfdelines. Comments 
should be addressed to: Xnbageuc~ En- 
forcement Policy-Re!Nation Z, 'RI&sh.- 
in,*n. D.C. 20219. 

Dated: October 11,1977. 
S- S. Gmtw. 

Vfce Chairman oj the Board of 
Oorrernots of the Federd Re- 
serve Sustem. 

J O H n  G. HnxAtm, , 

ComptroUer of fhe Currency. 
George A. Ls lhUmm, 

clrclinnan, Federal Deposit 
Insurance Corporatian. 

ROB= H. M-, 
C h m a n ,  Federal Home 

Loan Bank Board. 
IA~REIJCE corn= Jr, 

Adm fnistratof. Natiolrd 
Credit Union A d m ~ d f o n .  
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