45141

Proposed Rules

Federal Register
Vol. 44, No. 149

Waednesday, August 1, 1979

This section of the FEDERAL REGISTER
contains. nofices to the public of the
proposed issuance of rules and
-regulations. The pupose of these notices
is to give interested persons an
opportunity to participate in the mle
making. prior to the adoption of the final
rules.

DEPARTMENT OF ENERGY
[10 CFR Part 903}

Power Marketing Rates; Proposed
Power and Transmission Rate
Adjustment Procedures ~

AGENCY: Department of Energy.
AcTioN: Notice of Supplemental Public
Hearing.

SUMMARY: By notice of Proposed
Rulemaking and Public Hearing issned
on June 28, 1579, and published in the
Federal Register on July 5, 1979, (44 FR
39184}, the Department of Energy
provided an opportunity for oral
presentation of views to be held at 10:00
a.m. July 27, 1979, in Washington, DC, on
proposed power and transmission rate
adjustment procedures. Because several
persons have sebmitted requests to
appear, the hearing shall convene as
scheduled. However, several others who
have indicated a desire fo participate
are unable to atfend due fo conflicts in
their schedules. Because of the
importance of this Rulem:

Procedure, it has been decided to hold a
supplemental hearing on August 17,
1879, for those interested. persons who
are unable to participate in the hearing
scheduled for July 27, 1979.

DATE: Opportunity for supplemental oral
presentation of views will be provided
at 10:00 a.m., August 17, 1979, in Room
30004, 12th and Pennsylvania Avenue,
NW., Washington, DC 20461.

FOR FURTHER INFORMATION CONTACT:

James A.Braxdale, Officg of Power
Marketing Coordination, Resource
Applications, Department of Energy, 12th
and. Pennsylvania Avenue, NW.,
‘Washington, DC 20461, {202) 633-8338. -

Richard K. Pelz, Office of General Counsel,
Department of Energy, 12th and
Peunsylvania Avenue, NW., Washioglon,
DC 20461, (202) 633-9341,

Tssued in Washington, DC, July 26, 1978.
Gearge S. McIsaac,
Assistant Secretary, Resource Applications.
[FR Doc. 79-23000 Filed 7-31-5%; &:45 am}
BILLING CODE §450-01-3%

FEDERAL RESERVE SYSTEM
[12 CFR Part 226]
[Reg. Z; Docket No. R-0239)

Truth in Lending; Calculation and
Disclosure of Annual Percentage
Rates

AGENCY: Board of Governors of the
Federal Reserve System.
ACTION: Proposed rule.

SUMMARY: The Board solicits comment
on specific revisions in the requirements
of Regulfation Z with regard ta the
degree of accuracy and treatment of
payment schedule variations in the
calculation and disclosure of the annuoal
percentage rate as well as other credit
terms. These revisions, which are set
forth below, would take the form of
amendments to §§ 228.5 and 228.8 of the
Regulation, expansion of Supplement [
to Regulation Z, and adjustment of
Volume I of the Board's Annual
Percentage Rate Tables. The fssues
addressed by this notice were the
subject of a prior proposal published by
the Board in January, 1979 (44 FR 1118,
January 4, 1979). That publication
described certain problems, together
with possible alternative solutions, and
invited comment on the existing annual
percentage rate provisions. Following
analysis of the comments received on
the revisions proposed below, the Board
will publish final regulatory
amendments,

DATE: Comment must be received on or
before October 15, 1979.

ADDRESS: Secretary, Board of Governors
of the Federal Reserve System, .
Washington, D.C, 20551

FOR FURTHER INFORMATION CONTAGT:
Delores S. Smith, Section Chief (202~
452-2412), Ellen Maland, Attarney (202-
452-3667], or Margaret Stewart,
Attorney (202-452~2412), Division of
Consumer Affairs, Board of Gavernors
of the Federal Reserve System,
‘Washington, D.C. 20551,
SUPPLEMENTARY INFORMATION: On
January 4, 1979, the Board solicited

comment on the requirements of
Regulation Z with regard to the
calculation and disclosure of annual
percentage rates (44 FR 1118). The
annual pescentage rate, which
constitutes one of the most important
disclosures required by the Truth in.
Lending Act, iz intended to provide a
uniform standard to be used by
consumers in comparing credit sources.
It measures the cost of credit for a given
transaction by expressing in percentage
terms the relationship between the
amount financed and the finance charge,

The Truth in Lending Act requires the
Board to prescribe rules regarding
calculation and disclosure of the annual
percentage rate. To accommodate the
great variety in the credit industry and
to alleviate the difficulties experienced
by creditors in adjusting to a totally new
calculation procedure, Regulation Z as
originally drafted permitted numerous
variations in computatior methods. The
Board's January proposal focused on
five specific issues which the Board
believes contribute to a lack of
uniformity in the anmual percentage
rates permissible under the regulation.
Those issues related to the degree of
accuracy required in calculating and
disclosing the annual percentage rate
and the treatment of frregularities in . _
payment amounts and periods.

A review of this matier is appropsiate
for three reasons. First, increased
enforcement activities by the federal
agencies, particularly the adoption of
Regulation Z (44 FR 1221}, have focused
the attention of both regulators and
creditars on the numerous annual
percentage rate computation methods
now permitted. Second, the decade
since adoption of Regulation Z has seen
an increase in the level of knowledge in
the credit industry and in the
sophistication of the calculation tools
available to creditors, which may
obviate the need for the numerous
options originally allowed to facilitate
compliance. Thixd, a thorough review of
the annual percentage rate provisions is
consistent with current efforts by
Congress and the Board.to clarify the
requirements of the Truth in Lending
Act. Because of the impact which
changes in the anmal percentage rate
provisions could have throughout the
enlire credit industry, the Board in its
January proposal requested comment an
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-the problems identified and a number of
alternative solutions; prior to proposing
any specific regulatory changes.

The Board is mindful of the costs of
regulatory change in the area of annual -
percentage rate determination, which
may require an investment in -
calculation tools. In assessing the
economic impact of the amendments,
the Board welcomes comment on the
extent to which the changes proposed
below may increase or decrease the
costs of compliance with Regulation Z,
‘The Board particularly solicits
information regarding the following
issues: (1) the types and numbers of
calculation tools used in various
segments of the credit industry; (2) any
changes in those calculation tools which
would be necessitated by the proposed
amendments; and (3) the amount of time
needed by creditors and calculation tool
producers to adjust their procedures and
equipment to the proposed revisions, if
adopted. .

Issues Addressed - e

More than 300 comments were .
received in response to the'Board's
proposal. The great majority of the
comments were from financial
institutions or their representatives;
many of them addressed only one or
two of the five issues on which ~
comments were solicited. Discussed
below are the five issues which the
January proposal addressed, the nature
of the comments received on that issue
and a summary of the action which the
Board now proposes to take with regard
to that issue. .

1. Tolerance. The regulation currently
requires that the annual percentage rate
for credit transactions-be disclosed
either as an exact figure or rounded to
the nearest % of 1 percentage point. As
an alternative, the Board proposed a
uniform tolerance and requested .
comment on what degree of tolerance
should be permitted, the factors to be
considered in applying the tolerance,
and the continued need for special rules

which countenance greater inaccuracy .

P

in certain types of transactions.
A great majority of the commenters

addressing this issue favored a fixed

.. of 1 percentage point tolerance in either
direction from the exact annual
percentage rate, The comments as a
whole provided very little support for
distinctions in the amount of tolerance
based on such factors as the type of
credit involved, the term of the
transaction or the calculation tool
employed by the creditor. For example,
only eight commenters indicated a need
for different tolerances for open end and
closed end credit, while just 10

commenters supported distinctions
based on the computation tools used.
The Board now proposes to specify a
fixed tolerance of ¥ of 1 percentage
point, to be applied without regard to

- type of transaction or other factors.

In discussing this issue, the Board also
invited comment-on two current
provisions which perniit creditors using:
certain methods to assess finance
charges to disclose annual percentage
rates which may not meet the general
accuracy requirements of the regulation.
These provisions are contained in
§ 226.5(c)(2)(iv) and Board Interpretation
§ 228,502, A

Section 226.5{c)(2)(iv) relates to the
application of a gingle finance charge to

balances within a specified range of
balances. Under this provision, a
creditor may understate the annual
percentage rate by up to 8% of the actual
rate, by disclosing for all such balances

the annual percentage rate computed on..

the median balance within that range.
Interpretation § 226,502 pérmits -
creditors applying a single add-on rate
to all transactions up to 60 months in
length to disclose the same annual
percentage rate for all those
transactions, although the actual annual
percentage rate varies according to the

-, length of the transaction. Of the 47 -

commenters addressing this issue, 41
indicated that no special treatment
should be accorded these types of
transactions,
The Board now requests comment on
- two alternative courses of action with
regard to these provisions. First, the
Board may retain either or both of these
rules in a limited form, as set forth
below in § 226.5(a). Second, the Board
may rescind these provisions entirely if
the comments indicate no further need
for them.,
2. Number of Decimal Places. The
Board’s January proposal requested
- comment on whether the regulation
should specify the number of decimal
places to be used in calculating and
disclosing the annual percentage rate.’
The Board stated that it was considering
adoption of a rule that would require
disclosure of an annual percentage rate
rounded to two decimal places for all* .
transactions and disclosure of an exact
periodic rate on open end credit.
disclosures. Of the 112 commenters
. addressing the issue, 87 favored
disclosure of an annual percentage rate
to two places. Only 16 commenters
addressed the proposal that open end
periodic rates be disclosed exactly, and
they were evenly divided on the néed
for such a rule.
In the Board's view, specification of
the exact number of decimal places is

unnecessary, since creditors can judgo
for themselves the degree of precision
needed to meet the accuracy
requirements of the regulation, The
Board now proposes to specify the
number of decimal places only with
respect fo disclosure of the perlodic rate
in open end credit, because this rate s
more sensitive to the effects of rounding
or truncating decimal places.* .

3. Ignoring Irregularities. The Board
requested comment regarding the
current minor frregularities provisions
which permit creditors te disregard
certain variations in payment amounts
and periods in order to simplify
calculation of the annual percentage
rate and finance charge. Use of these

" provisions necessarily produces -

inaccurate disclosures, and the Board
proposed four alternatives to the present
rules: (1) eliminate them entirely; (2)

- restrict their use to cases where the

resulting inaccuracy produces an
overstatement; (3) retain the provisions
with only editorial changes; or (4) add a
new provision to cover certain paymont
schedule irregularities not now
addressed.

Most commenters strongly urged the
Board to retain the current minor
irregularities provisions in some form,
Twenty-three commenters favored their
deletion while nine commenters
expressed support for revising the
provisions to permit only
overstatements.

The fourth alternative addresses two
businegs practices which may produce
slight payment schedule varlations—
rounding of payment amounts to whole
cents and changing the dates of
scheduled payments and advantes
which fall on a Saturday, Sunday or
holiday. Sixty-four commenters
expressed support for this option, either
in addition to or in substitution for the
current provisions, The Board now
proposes to amend Regulation Z to
permit all creditora in closed end credit
transactions to disregard the effects of
these two practices in making
disclosures. In addition, the Board
proposes to adopt a special rule to

- simplify calculation and disclosure of
- the finance charge and other credit

terms by creditors in closed end credit
transactions assessing finance charges
on a simple interest basis. Both of those
provisions would apply to all credit
terms, not merely the annual percentage
rate. :

With regard to the current minor
irregularities provisions applicable to
the annual percentage rate, the Board is
considering three alternative courses of
action: (1) eliminate § 226.5{d) and
Interpretation § 226.503, (2} permit a
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relatively large degree of overstatement
and a much narrower tolerance for
understatements, or (3) retain both
provisions with only editorial and
organizational changes.

‘With regard to Interpretation
§ 226.505, which addresses minor
irregularities in calculation and
disclosure of the finance charge in
certain simple interest transactions, the
Board proposes to replace it with a
provision in § 226.8 allowing shorter
than regular first periods to be:
disregarded.

4. Accounting for Irregularities. The
Board requested comment on a proposal
to specify a uniform method for
determining the number of odd days in.

-~am frregular interval and relating that
number fo a regular period. The
regulation currently specifies no
particalar method for accounting for
intervals between advances or
payments which are longer or shorter
than the regular unit period for the
transaction. The 80 comments on this
issue were almost evenly divided on
whether uniformty is necessary. Those
opposed indicated that the variation
produced by the use of different
counting methods were not significant
enough to warrant regulation, and also
expressed a belief that requiring a
specific method would eliminate the
payment schedule flexibility which
consumers desite. -

‘The Board believes that a uniform
approach for counting odd days is
warranted, since a uniform method
would materially simplify application of
Supplement I to iransactions involving
odd periods and would facilitate
verification of annual percentage rates
in enforcement procedures. The Board
proposes to revise Supplement I of
Regulation Z to specify a method for
determining the length of an irregular
period. Credifors would not be required
to use this method in counting odd days,
so long as the manner in which they
account for irregularities praduces a rate
.within the tolerance limits of the
regulation.

5. Reliance on Charts and Tables. The
regulation currently provides that an
annual pércentage rate or finance
charge error that results front an errorin
a chart or table used by the creditor
does not viclate Regulation Z. The
Board requested comment on two
alternative provisions: (1) rescind the
provision entirely, making creditors
Iiable for finance charge and annuaf
percentage rate errors without regarg to
the source of those errors, or {2} extend
the provision to apply not only to users.
of erroneous charts or fables but also to:
creditors using faulty software or faulty

calculators. The great majority
addressing this issue favored extending
the protection of this provision to
creditors using any compatation lool.
The Board proposes to retain this
provision and extend its application to
creditors using calculators or computers
which have faulty bardware. Because of
the diffiiculty of tracing errors in
software and the exlent to which
software is under the control of the
creditor, the Board daoes not believe that
this protection should be further
extended to such errors. As an
alternative, the Board may eliminate this
provision, if further analysis indicates it
is unnecessary.

Discussion of Proposed Revisions

In order to implement revisions in the
provisions relating to calculation and
disclosure of the annual percentage rate
and other credit terms, the Board
proposes to substantially amend § 226.5,
add new paragraphs (r) and (s) to
§ 226.8, and revise Supplement1to
Regulation Z and Volume Y of the
Board's Annual Percentage Rate Tables.
The text of all of these revisions is set
forth following a discussion of the
proposed changes. The Board
emphasizes that if these proposal are
adopled, an extended period will be
provided for creditors and
manufacturers of computation tools to
adjust to the new provisions.

1. Section 226.5. The Board proposes
to revise the current § 226.5 relaling to
calculation and disclosure of the annual
percentage rate, as set forth below in the

. section captioned “TEXT OF

PROPOSED AMENDMENTS." The
Board wished to draw particular
attention to the following aspects of
these provisions:

{1} For closed end credit, a fixed
tolerance of % of 1 percentage point in
either direction from the annual
percentage rate as determined according
to Supplement I is substituted for the
current rule requiring disclosure of
either an exact rate or 2 rate rounded to
the nearest Y% of 1 percentage point. For
example, where the annual percentage
rate is determined to be 10%%, a
disclosed annual percentage rate from
10% to 10%%, or the decimal equivalent,
would be deemed to comply with the
regulation. See proposed § 226.5{a){(1)
below.

(2) Section 226.5[d) and Interpretation
§ 226.503 of the cwrrent regulation permit
creditors to ignore cerlain payment
schedule irregularities for the purpose of
determining the annual percentage rate.
Use of these provisions necessarily
produces distortion, the degree of
inaccuracy varying with the degree of

the irregularity, the rate, and the term,
The most common irregularity is & first
period which is either longer or shorter
than the regular pericd for the
transaction. For example, onra 12-
payment loan with & contract rate of 9%,
the true annual percentage rate is 9.49%
if the first period is only 20 days long
and 8.15% if the first period is 50 days
long. In bath cases the annuat
percentage rate may be disclosed as 8%
under the current minor irregularities
provisions—an understatement of 48%
and an overstatement of .85%,
respectively. The Board is considering
three alternative propasals and
g:ecifimlly solicits comments on each of
em:

Option 1—Eliminate the current
provisions and require creditars ta
disclose a rate which meets the general
standard of accuracy of % of1
percentage point in either direction from
the accurate annual percentage rate: If
this alternative is adapted, creditars
could ignore slight irregularities in
payment amounts and periods only if
the resulting annuat percentage rate
falls within this tolerance. Creditars
could also account for the irregularities
by making an adjustment of the rate,
such as that described in the proposed
appendix to Volume I of the Board's
Annual Percentage Rate Tables.

Oplion 2—Continue the current
approach and simply improve the
regulatory language.1f the Board
decides that the current provisions
regarding minor irregularities best meet
the needs of creditors and consumers,
the Board would consolidate the present
§ 226.5(d} and Interpretation § 226.503
and clarify them through ediforial
revisions. The Board solicits comment
on specific improvements which might
be made in the current provisions.

Option 3—Replace the current
provisions with a rule which permits a
larger degree of overstatement where
the first period or first payment is
irregular. Under this role, creditors could
treat as regular an initial period whick is
up to two days shorter or 30 dayslonger
than a regular period. For example, a
creditor in a-transaction payable
monthly could consider 2 first perfod
which is from 28 to 60 days lIongtobe a
30-day period for purpases of computing
and disclosing the annuel percentage
rate, In addition, this rale wounld permit
an initial payment which is smaller than
regular to be freated as regular. The
general rule proposed fu § 226.5(z)(1}
regarding the degree of accuracy
required may in some cases allow a
credilor to ignore a larger degree of
irregularity than that described in this
special rule and still remafn within the
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proposed % of 1 percentage point
tolerance. The creditor could rely on
whichever of these provisions provides
more flexibility in dealing with these
irregularities. :

In the Board’s view, competitive -
pressures would minimize the deliberate
use of such permissible overstatements,
and such overstatements are less
harmful than understatements. .
However, it must also be noted that any
variation from the exect annual - -
percentage rate may tend to impair the
consumer's ability to comparison-shop
for credit. The Board specifically solicits
comment on the extent to.which this .
disadvantage to consumers may be
balanced by the need for special
treatment in these situations, S

This option, if adopted by the Board,
would be implemented by § 228.5(a)(5),
set forth below.,

(3) For transactions in which the *. !
finance charge is determined solely, by
application of a simple interest rate, the
Board proposes to permit only shorter
than normal first periods to be treated
as regular, If this approach were .
adopted, Interpretation § 226.505 would
be deleted and replaced by § 228.8(r}(2).

{4) The regulation currently discusses

. two methods of rate calculation, the U.S.
Rule and the actuarial method. The U.S.
Rule differs from the actuarial method in
two respects. First, interest which is .
unpaid at the end of the regular payment .
period is not compounded by addition of _
the deficiency to the principal of the
obligation. Second, in a payment period . .
Jonger than the regular period, interest is
calculated on a “simple” basis for the”
entire period. The regulation continues
to recognize explicitly these two

- methods. The proposed tolerance of %
of 1 percentage point wouldbe .
measured from whichever of these
calculation methods is being used, even
though application of these two methods
may produge slight variations in the
resulting annual percentage rate, It must
be emphasized that creditors are not
limited to the use of these two methods.
The regulation does not specify the way
in which creditors must calculate their -
rates, but rather what methods will be
used in measuring.the accuracy of those .
rates. See proposed § 226.5{a)(1) and
proposed Supplement 1, .

{5) The current § 226.5(c)(2)(iv)
permits creditors to understate the true
annual percentage rate by as much as
8% of that rate, where a single finance -
charge is applied to all balances within
a specified range of balances, The* -
creditor in'such cases is permitted.to. .
disclose for all such balances the annual
percentage rate computed on-the median
balance within that range. The Board is

considering two alternative courses of
action: (1) retain this provision, but limit
its availability to transactions involving

. orders by mail or telephone, and only

for purposes of disclosing the annual
percentage rate in the catalogue or other
printed material in which the credit ~ *
terms are initially set forth;.and (2)
eliminate the exception entirely, on the
grounds that it js no longer needed. The
Board requests comments on these
options. See proposed § 226.5{(a}(4)
below, which would implement the first
alternative; |

(6) Interpretation § 226.'502 currently

- permits creditors applying a single add-
- onrate to all transactions up to 60 '

monthis in length to disclose the same
annual percentage for all those
transactions, Creditors utilizing this
provisions must disclose the highest of
those annual percentage rates, which
results in an overstatement for other
maturities. In view of the fact that the.
distortion is greatest in transactions
with maturities shorter than nine |
months, the Board proposes to limit the
availability of this provision to
transactions which range in length from
nine t6 80 months. However, as an-
alternative to limiting the provision in
this fashion, the Board also solicits
comment on whether it could be |
eliminated entirely. See proposed
§ 226.5(a)(3) below, which would
implement the first alternative.

{7) As discussed above, the Board is
considering a revision of the present
§ 226.5{c)(3), which relates to the use of
faulty calculation tools, to extend its
application to errors resulting from
calculators and computers. In view of
the increasing use of calculators and
computers in the credit industry, it may
‘not be appropriate to limit the protection
afforded by § 226,5(c)(3) solely to users
of charts and tables, However, the - -
Board recognizes that there may be
greater difficulty in confirming errors in
calculators and computers than'in -
printed materiel such as charts and
tables. Therefore, if this provision is-
retairied and extended to calculators

- and computers, the Board is-tonsidering -
- limiting the extension to the *hardware”

or physical compenents which are .
beyond the control of the creditor. .
Proposed § 226.5(c), as set forth below,
reflects this alternative, The Board
requests comment on any practical
difficulties inherent in drawinga -. -
distinction between errors arising from
hardware-and those arising from. - - ,
software. As an alternative, the Board -

- may also consider deleting this .- ..~

provision entirely, if further analysis..

indicates that its protection is no.longer -

warranted. . .

{8) Section 226.5(e) of the current
regulation permits very limited use of
the constant ratio method in exceptional
instances where the creditor has no
alternative to using a method other than
the actuarial method or the U.S, Rule.
The constant ratio method is a means of
approximating the annual percéntage
rate by assuming that each payment in
the credit transaction is composed of tho
same amount of interest and principals
While'this method 1s relatively simple to
use, it may produce an extremely
inaccurate annual percentage rate in
regular transactions with longer terms or
higher rates. In transactions involving
payment schedule irregularities,
application of this method tends to
produce extremely distorted rates, Tho
comments on the Board's January
proposal do not indicate any use of this
method in the credit industry. The Board
therefore proposes to rescind § 226.5(e).

(6) The provisions relating to open ond
credit would be essentially unchanged
from the current requirements of
§ 228.5(a), except for the addition of
language permitting a fixed ¥ of 1
percentage point tolerance analogous to

" that proposed for closed end credit

transactions. See proposed § 220.5(b)(1)
below.
« 2 Section 226.8. Most exceptions and
special rules involving annual
percentage rate determination are based
on the assumption that creditorg have
no difficulty in computing the amount of
the finance charge, ' which must then be
converted to an annual percentage rate,
However, the information available to
the Board indicates that a growing
segment of the credit industry 15 using a
simple interest basis to compute the
finance cherge. Under this approach, a
rate is applied to an outstanding balance
for the actual number of days elapsing
between payments, For these creditors,
the difficulty is ordinarily not in
calculating the annual percentage rate,
which, in the absence of other finunce
charges, is the same as the interest rate,
but in determining the dollar amount of
the finance charge. This difficulty arlsos
from the fact that the dollar amount will
vary according to the month in which |
the loan commences, because of the
variations in the léngth of the months.
Irregularities in the first perlod in a
transdction of this type-produce similar
difficulties, because the length of the
first period determines how much of the
initial payment will be attributed to

.interest, This in turn affects the rate at
- which the principal of the loan is

reduced, and thus the amount of the

final payment and of the total finance
charge. .
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To alleviate the first difficulty
described above, the Board proposes to

- permit creditors assessing finance
charges solely by application of a simple
interest rate to treat all months as
having the same number of days,
provided the finance charge so
calculated is marked as an egtimate.

" With regard to irregularities in the
first period for these types of
transactions, the Board is considering
adoption of a provision permitting only
overstatements. Under this approach, a
first period of any length less than a
regular period could be treated as
regular and any resulting payment
irregularities disregarded in disclosing
the finance charge, schedule of
payments and total of payments. This
provision would replace Interpretation
§ 226.505.

‘These provisions would be
implemented by proposed § 226.8(r)
(Certain simple interest obligations}, set
forth below. It should be noted that the
exceptions would not be available if the
finance charge in such transactions
includes charges other than amounts
attributable to a simple interest rate.

In all types of transactions, two
common and necessary business
practices produce very slight payment
schedule irregularities affecting the
amount of several required disclosures
mnder the Trath in Lending Act. One
variation arises from the fact that
payments must be collected in whole
cents rather than in fractions of pennies.
For example, the rounding of payments
to whole cents may produce a difference
between the final payment and all other
payments. The other variation arises
from the need to change the dates of
scheduled payments and/or advances
because the scheduled date occurs on a
Saturday, Sunday or holiday. The
variations arising from these practices
may have a slight impact not only on the
annual percentage rate but on certain
non-rate disclosures such as the finance --
charge, the total of payments and the
schedule of payments. Therefore, the
Board proposes to adopt a provision
permitting the effects of these two
practices to be disregarded by all
creditors, regardless of the method used
to assess interest, in making the
required Truth in Lending disclosures.

. Section 226.8 of Regulation Z would be
amended by the addition of a new
paragraph (s) as set forth below.

The Board believes that the
difficulties described above arise only-in
closed end credit fransactions and
therefore proposes to limit proposed
paragraphs (r) and (s} to such

' transactions. However, the Board
solicits comment on whether these

provisions should also apply to open
end credit transactions.

3. Supplement I, Supplement I, which
is incorporated by referenca in
Regulation Z, sets forth the technical
equations and instructions for
determining the annual percentage rate.
As currently written, the material is
based on the use of the actuarial
method, although the regulation
specifically sanctions the use of both
this method and the U.S. Rule. The U.S.
Rule approach is more commonly used
by credit unions, In order to make
Supplement I more comprehensive the
Board proposes three revisions. First, it
would be expanded to include
explanations and equations for
determining the annual percentage rate
in accordance with the U.S. Rule.
Second, the Supplement would specify a

_uniform method for measuring periods
which are longer or shorler than the
regular unit period for a transaction.
Third, the number and variety of
examples in Supplement I would be
expanded in order to illustrate the
application of the formulas in
Supplement I to various types of
transactions. Set forth below is the text
of the proposed Supplement I equations
and explanations, togethar with
examples for representative types of
transactions.

4. Volume I of Board's Tables. The
Board's Annual Percentage Rate Tables,
which are based on the formulas in
Supplement I, provide creditors witha
calculation tool which, when used in
accordance with the instructions,
produces an annual percentage rate
complying with the regulation. When
used for a regular transaction, that is,
one involving equal payment amounts
and periods, Volume I provides a simple
means of calculating an annual
percentage rate accurate to within the
nearest % of 1 percentage point. Using
the adjustments set forth in Appendix A
of the Tables, creditors may also utilize
Volume I for transactions with certain
irregularities in the first period and/or in
the first and last payments, These
adjustments may produce inaccuracies
beyond the proposed tolerance, but their
use is specifically sanctioned by the
regulation to accommodate these
irregularities.

In order to facilitate the use of the
Tables while at the same time
increasing the accuracy of the annual
percentage rate obtained thereby, the
Board proposes four major revisions in
Volume L First, Appendix A of the
Tables would be emended in such a
way that the adjustments needed to
accommoadate certain irregularities
would produce a more accurate annual

percentage rate in many fransactions
and reduce the possibility of
understatement. Second, the general
rate tables in Volume I, which are
currenly printed in % of 1 percentage
point columng, would be reprinted in %
of 1 percentage point intervals, Third,
the infroductory material accompanying
Volume I would be expanded in order to
provide a further explanation of the
scope of the volume, the types of
transactions to which it applies and
instructions for use of the volume.
Fourth, Appendices B, C and D would be
deleted. Appendix B relates to
determination of the finance charge. The
Board believes that this appendix is not
appropriate for Volume I, which was
designed as a tool for calculation of the
annual percentage rate only. Portions of
Appendix C would be incorporated into
an expanded introduction to Volume L.
Appendix D, which discusses the degree
of inaccuracy resulting from use of the
adjustments in the current Appendix A,
will no longer be applicable if the
proposed revisions to Appendix A are
adopted.

The Board wishes to emphasize that,
if adopted, the changes in Volume X
would not materially affect the manner
in which it is used for regular
transactions. Similatly, the procedures
oalled for by the new Appendix to
provide greater accuracy in annual
percentage rates for irregular
transactions should not materially
increase the complexity of the
adjustments, Following the text of the
proposed amendments, set forth below,
is the text of the revised Appendix to
Volume ], together with the special
factor table to be used in making
adjustments.

Text of Proposed Amendments

In consideration of the comments
received and its own analysis, and
pursuant to the authority granted in 15
U.S.C. § 1604, the Board now proposes
to delete 12 CPR §§ 226.502, 226.503 and
228.505 and to amend 12 CFR Part 226 to
read as follows:

§2265 Determination of annual
percentage rale.

(a) Credit other than open end. (1)
General rule, The annual percentage
rate is a measure of the cost of credit, .
expressed as a yearly rate, which
relates the amount and timing of value
received by the consumer to the amount
and timing of payments made. The
correct annual percentage rate shall be
that rate determined in accordance with
either the actuarial method or the
United States Rule method.
Explanations, equations and technical
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instructions for determining the annual
percentage rate in accordance with
thesemethods are setforthin .
Supplement 1, which is incorporated in
this Part by reference. An annual
percentage rate shall be considered .
accurate if it is not more 'than one-eighth

of one percentage point below or above -

the annual percentage rate determined
in accordance with Supplement L
(2) Computation tools. (i) The
Regulation Z Annual Percentage Rate
Tables produced by the Board may be
used o determine the annual perentage
rate, and any such rate defermined: from-
these tables in accordance with the
instructions contained therein will
comply with the requirements of this *
section. Volume 1 of the tables applies to
single advance transactions involving up
to 480 monthly payments or 104 weekly
payments, It may be used for regular
transactions, as well ag transactions
with any of the following variations: an
odd first period, an odd first payment
and an odd final payment. Volume T
applies to transactions involving
multiple advances and any type of
payment or period irregularity.
(ii) Creditors may use any other
computation tool in determining the
. annual percentage rate 50 long as the
annual percentage rate so determined
equals the annual percentage rate
determined in accordance with
Supplement I, within the degree of
accuracy set forth in paragraph {a)f1) of
this section. . .
(iif) Supplement I and Volumes { and
II'may be obtsined from any Federal
Reserve Bank or from the Board in
Washingtdn, D.C. 20551.
(3) Single add-on rate transactions. If
a single add-on rate is applied to all
transactions within a range of maturities
from 9 to 60 months and if all payments
are equal in amount and period, a single
annual percentage rate may be
disclosed for all such transactions,
provided that it is the highest annual
percentage rate for any such
transaction. -t
(4) Certain transactions involving
ranges of balances. For purposes of
disclosing the annual percentage ratd
required by § 226.8(g) (Orders by mail or
telephone), if the same finance charge is
imposed on all balances withina.
specified range of balances, the annual
percentage rate computed forthe -
median balance may be disclosed for all
of the balances. However, if the annual
percentage rate computed for the
median balance understates the annual
percentage rate computed for the lowest
balance by more than 8% of the Jatter -
rate, the annual percentage rate shall be
computed on whatever Jower balance - .

will produce an annual percentage rate
which does not resultinan -~

* understatement of more than 8% of the

rate determined on the lowest balarice.

(5) Payment schedule irregulorities. In .
calculating and disclosing the annual
percentage rute, a creditormay treat as
regular the following irregularities in
the payment schedule: - -

(i) a period between the date on which

e financé charge begins to accrue and
the date.of the first scheduled payment
which is not more than 2 days shorter or

- 30 gays longer than a regular period;
an

(ii) an initial payment'which is less
than other payments. .

+ (b) Open end credit. {1) General rule.
The annual percentage rate is a measure
of the cost of credit, expressedas a ~
yearly rate, computed in accordance
with paragraph {b}(2]) or (b)(3) of this

+section, as applicable. An annual
percentage rate shall be considered

accurate if it is not more than 4 of 1
percentage point below orabove the
annual percentage rate determined in
accordance with this section.

(2) Annual percentage ratein
advertising and initiel disclosures.
‘Where one or more'periodic Tates may
be used to compute the finance charge,
the ammual percentage rate fo be
disclosed pursuant to § 226.7(a)(4) and
§ 226:10(c)(4) shall be computed by
multiplying each such periodic rate by
the number of periods in a year.

(3) Annual percentage Tate in periodic
statements. (i) The annual percentage
rate to be disclosed pursuant to
§ 226.7(b)(1)(v) shall be determined by
multiplying each periodic rate that may
be used to compute the finance charge
by the mumber of periods ina year.

{ii) The annual percentage rate to be
disclosed pursuant to § 226.7(b)(1)(vi}
shall be determined inaccordance with
one of the following methods,as
applicable: -

(A) Where the finance charge is
exclusi\n;ly the product of the
application of one ormore periodic rates

{7) by multiplying each periodic rate
by the number of periods in a year; or

- {2} atthe creditor's option, if the
finance charge is the result of the

. application of two ormore periodic

rates, by dividing the total finance .
charge for the billing cycle by the sum of
the balances fo which the periodicrates

. ‘were applied and multiplying the

quotient (expressed as a-percentage) by
the number of billing cycles in a year.
(B) Where the creditor imposes all

. periodic finance charges in amounts

based on specified ranges or brackets of -

. balances, the periodic rate shall be

determined by dividing the simount of -

the finarice charge for the period by the
amount of the median balance within
the range or bracket of balances to
which it is applicable, and the annual
percentage rate shall be determined by
multiplying that periodic rate (expressed
as a percentage} by the number of
periods in a year. However, if the
annual percentage rate computed Tor the
median balance understates the anauul
percentage rate computed for the lowest
balance by more than 8% of the latter
rate, the annual percentage rate shall be
computed on whatever lower balance
will produce an annual percentage rate
which does not resultin an
understatement of more than 8% of the
rate determined on the lowest balance.

{C) Where the finance charge imposed
during the billing cycle is or includes

{2) any minimum, fixed or other
charge not due to the application of a
periodic rate, other than a charge with
respect to any specific transaction
during the billing cycle, by dividing the
total finance charge for the billing cyclo
by the amount of the balance(s) to
which applicable and multiplying the
quotient [expressed as & percentage) by
the number of bi cycles in a year; or

{2) any charge with respect to any
specific transaction during the billing
cycle (even if the total finance chargo

. also includes any other minimum, fixed

or other charge not due to the
application of a periodic rate), by
dividing the Yotal finance tharge
imposed during the billing cycle by the
total of all balances and other amounts
on which any finance charge was
imposed during the billing cycle without
duplication and multiplying the quotient
(expressed as a percentage) by the
number of billing cycles in a yoar,™
except that the annual percentage rate
shall not be less than the largest rate
determined by multiplying each periodic
rate imposed during the billing cycle by
the number of periods in & year; or

{3) any minimum, fixed or other
charge not due to the application of a
petiodicrate and the total finance
charge imposed during the billing cycle
does not exceed 50 cents for a monthly
or longer billing cycle, or the pro rata
part of 50 cents for a billing cycle
shorter than monthly, at the creditor’s
option, by multiplying each applicablo
periodic rate by the number of periods
in a year, notwithstanding the
provisions of paragraph {b}(3){ii)(C){I)
and (11) of this section.

(c) Errors in calculation tools, An
error in disclosure of the annual
percentage rate or finance charge shall
not, in itself, be considered a violation
of this Part if

& [Pootnote would be unchanged )
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(1) the error resulted from a
corresponding error in a chart or table
or in the physical component of 2
calculator or computer used in good
faith by the creditor, and:

{2) upon discovery of the error, the
creditor promptly N

(i) discontinues use of that calculation
tool for disclosure purposes, and

(ii) notifies the Board in writing of the
error in the calculation tool.

- * * * * -

§226.8 Credit other than cpen end—
Specific disclosures.

& +* * & *

(x) Certain simple interest obligations.
If the finance charge of an obligation is
calculated solely by applying a simple
interest rate to a blance for the actual
number of days elapsing between
payments or between advances and
payments, the creditor may, at its
option, take advantage of either or both
of the following provisions in
determining and disclosing the amount
of the finance charge and othercredit
terms:

(1) Variations resuting from the
differing number of days in months need
not be taken ifito account, provided any
finance charge disclosed purusant to
this provision is labelled as an estimate.

(2} Where the obligation is otherwise
repayable in installments scheduled at
equal periods, the interval between the
date on which the finance charge begins
to accrue and the date of the first
scheduled payment may be treated as
regular, provided that the length of this
interval is less than a regular period.

(s} Certain payment schedule
variations. In making calculations and
disclosures, the creditor need not take
into account the effects of the following:

(1) The fact that payments must be

" collected in whole cents; and

(2) The fact that the dates of
scheduled payments and advances must
be changed because the scheduled date
falls on a Saturday, Sunday, or holiday.

* * * *
Supplement I to Regulation Z

Rules for Determining the Annual Percentage
Rate for Other than Open End Credit
Transactions Pursuant to § 226.5(a) of
Regulation'Z
I Introduction

Section 228.5(a) of Regulation Z provides

{ransaclons involving required deposit

balances (as defined in § 226.8{c) of the
regulation},

Actuarial Methed. Under the actuarial
method, at the end of each unit-period (or
fractional unit-period) the unpald balance of
the amount financed shall be increased by
the finance charge accrued during such
period and shall be decreased by the total
payment (if any) made at the end of such
period. The determination of unit-periods and
fractional unit-periods shall be consistent
with the definitions and rules in Seclions
11(C) and II[D) and the general equation fn
Section H(H).

United States Rule Methad. Under the
United States Rule method, at the end of each
payment periad, the unpeid balence of the
amount financed shall be increased by the
finance charge accrued during such payment
period and shall be decreased by the
payment made at the end of such payment
period. If the payment is less than the finance
charge accrued, the adjustment of the unpaid
balance of the amount [inanced shall be
postponed until the end of the next payment
period. If at that time the sum of the iwo
payments is still less than the total accrued
finance charge for the two payment periods,
the adjustment of the unpaid balance of the
amount financed shall be posiponed stll
another payment period, and so forth. In 2]l
cases, however, the time interval between the
date of consummation and the first addition
of accrued finance charge to the unpaid
balance of the amount financed, or between
successive additions of accrued finance
charge to the unpaid balance of the amount
financed, shall not exceed 1 year.

I, Actuarial Method

{A) General rule. The annual pereentage
rate shall be the nominal annueal percentage
rate determined by multiplying the unit-
period rate by the number of unit-periods in a

ear.

(B) Term of the transaction. The term of the
transaction begins on the date of its
consummation, except that if the finance
charge or any portion of it is earned
beginning on some other dale, the term
begins on that other date. The term ends on
the date the last payment is due, except that
if an advance is scheduled after that date, the
term ends on the later date. For computation
pusposes, the length of the term shall be
equal to the time interval batween any point
in time on the beginning date to the same
pointin time on the ending date,

(C) Definitions of time intervals. (1} A
period is the interval of time between
advances or between payments and includes
the interval of ime between the date the
finance charge begins to be eamned and the
date of the first advance thercafter or the
date of the first payment thereafter, as

that the annual percentage rate for other than -« applicable.

open end credit transactions shall be
determined in accordance with either the
actuarial method or the United States Rule
method. This supplement contains an
explaination of these methods as well as
equations, instructions and examples of how
these methods apply to single advance and
multiple advance transactions and

-~

(2} A common period is any period that -
occurs more than once in a transaction.

(3) A standard interval of time Is a day,
week, semimonth, month, or a multiple of a
week ar a month up to, but not exceeding, 1
year.

{4) All months ghall be considered equal.
Full months shall be measured from any point

in time on a given date of a given month to
the same point in time on the same date of
another month. If a series of paymeats (or
advances) is scheduled for the last day of
each month, months shall be measured from
the last day of the given month to-the last day
of another month. If payments (or advances)
are scheduled for the 2th or 30th of each
month, the last day of February shall be used
when applicable.

(D) Unil-period. (1) In all transactions other
than a single advance, single payment
transaction, the unit-period shall be that
common period, not fo exceed 1 year, that
occurs most frequently in the transaction,
except that

(@) If 2 or more commeon periods occur with
equal frequency, the smaller of such common
periods shall be the unit-period; or

[b) 1f there is no common period in the
transaction, the unit-period shall be that
period which is the average of all periods
rounded to the nearest whole standard
interval of ime. If the average Is equally near
2 standard intervals of time, the lower shall
be the unit-period.

(2) In a single advance, single payment
transaction, the unit-perfod shall be the term
of the fransaction, but shall not exceed 1
year.

(B) Number of unit-periods between 2 given
dates. (1) The number of days between 2
dates shall be the number of 24-hour intervals
between any point in time on the first date to
the same point in time on the second date.

(2] Xf the unit-period is a month, the numbey
of full unit-periods between 2 dates shall be
the number of months measured back from
the later date. The remaining fraction of 2
unit-period shall be the number of days
measured forward from the earlier date to the
beginning of the first full unit-period, divided
by 30. If the unit-period is 2 month, there are
12 unit-periods per year.

(3) If the unit-period is a semimonth ora
roultiple of a month not exceeding 11 months,
the number of days between 2 dates shall be
30 times the number of full months measured
back from the later date, plus the number of
remaining days. The number of full unit-
periods and the fraction of 2 unit-
period shall be determined by dividing such
number of days by 15 in the case of a
semimonthly unit-period or by the
apprapriate multiple of 30 in the case of a
multimonthly unit-period. i the unit-period is
a semimonth, the number of unit-periods per
year shall be 24, If the number of tmit-periods
is a multiple of a month, the number of unit-
periods per year shall be 12 divided by the
number of months per unit-period.

(4) If the unit-period is a day, a week, ora |
multiple of 2 week, the number of full unit-
periods and the remaining fraction of a unit-

period shall be determined by dividing the
number of days between the 2 given dates by
the number of days per tnit-period. If the
unit-period is a day, the number of unit-
periods per year shall be $85. If the unit-
period is a week or @ multiple of a week, the
number of unit-periods per year shall be 52
dlvigad by the number of weeks per unit-

(6) If the unit-period is a year, the number
of full unit-periods between 2 dates shall be
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the number-of full years {each equal {012

months) measured back from the laterdate.

'll)‘he remaining fraction of a unit-period shall
-

{a) The 'remalmng number of months
divided by 12if the remaining interval is .
equal toa whole number of months, or

(b) The remaining number of days divided
by 365 if the remaining interval is not equal to
& whole number of months.

{6) In a Fingle advance, single payment °
transaction in-which the {erm ig dess than a
year and isequal 20 a whole number of
months, the number 10 1mit-peripds in the
term shall bed, and the number'of unit-
periods per year shall be 12 divided by the -
numberof months in the term. .

{{7) In & single advance, single payment
transactionin which the term is fess thana
year and is not equal 10 a wheolemumber of
months, thenumber of unit-periods in the
term shall be 1, and the number of unit-
periods per year. shall be 385 divided b_v the
number of days in ther term.

{F) Percenloge zate for fraction ofnuml-
period. The percentage rate of finance
for a fraction {less than 1) of & unit-period .

- shall be equal tosuch fraction multiplied by
the percentage :raleof‘.ﬁnancechange per _ -
unit-period. ’

{G) Symbals: The symbols ased to express
the terms of a transaction in the equation set
forth in Section {H} are defined asfollows;
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