FEDERAL RESERVE SYSTEM

12 CFR Part 226

[Regulation Z; Docket No. R-1136]

Truth in Lending

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

ACTION: Find rule officid staff commentary.

SUMMARY:: Thisfind rulerevisesthe officid staff commentary to Regulation Z, which
implements the Truth in Lending Act. The commentary interprets the requirements of
RegulaionZ. The revisons sate the rules for disclosing fees to expedite a payment or ddlivery
of acard. Therevisonsinterpret the rules for replacing an accepted credit card to permit an
issuer, under certain conditions, to replace an accepted card with more than one card. The
revisons aso discuss the treetment of private mortgage insurance payments in disclosing the
payment schedule and the selection of Treasury security yieds for determining whether a
mortgage loan is covered by provisonsin Regulation Z that implement the Home Ownership
and Equity Protection Act.

DATES: Thisruleiseffective April 1, 2003; the date for mandatory compliance is October 1,
2003.

FOR FURTHER INFORMATION CONTACT: KristaP. DelLargy or Dan S. Sokolov,
Attorneys, or Jane E. Ahrens, Senior Counsd, Division of Consumer and Community Affairs,
Board of Governors of the Federa Reserve System, at (202) 452-3667 or 452-2412; for
users of Telecommunications Device for the Deaf (“TDD”) only, contact (202) 263-4869.

SUPPLEMENTARY INFORMATION:
|. Background

The purpose of the Truth in Lending Act (TILA), 15 U.S.C. 1601 &t seq., isto
promote the informed use of consumer credit by providing for uniform disclosures about its
termsand cost. TILA gives consumers the right to rescind certain transactions that involve a
lien on ther principa dwdling, and it requires additiona disclosures and imposes substantive
restrictions on certain home-secured loans with rates or fees above a certain amount. The act
aso addresses the rights and responsibilities of credit card issuers and cardholders.



TILA isimplemented by the Board' s Regulation Z (12 CFR part 226). The Board has
delegated to officids in the Board' s Divison of Consumer and Community Affairs authority to
issue officid gaff interpretations of Regulation Z. Good faith compliance with the commentary
affords creditors protection from liability under section 130(f) of TILA. The commentary isa
subgtitute for individua staff interpretations, it is updated periodicaly to address significant
questions that arise.

In December 2002, the Board published for comment proposed changes to the
commentary (67 FR 72,618, December 6, 2002). The revisons discussthe rulesfor disclosing
feesto expedite a payment or delivery of a card; replacing an accepted credit card; including
private mortgage insurance premiums in the payment schedule disclosure; and selecting Treasury
security yields for determining whether a mortgage loan is covered by the Home Ownership and
Equity Protection Act. The Board received approximately 350 comment letters, most on the
inquiry about overdraft or “bounced check” services. About 280 of the comments were from
financid inditutions, other creditors, and their representatives. The remaining comment letters
were from consumer groups, individuas, and one State agency.

With one exception, the find rule is being adopted substantidly as proposed; the
proposed comment concerning expedited payment fees has not been adopted. 1n addition,
some changes have been made for clarity in response to commenters suggestions.

In addition to the proposed commentary revisons, the Board' s staff requested
information on overdraft or “bounced check” protection services. Indtitutions provide the
sarvicein lieu of establishing atraditional overdraft line of credit for the cusomer. Under these
programs, even though the inditution generaly reserves the right not to pay particular items, a
dollar limit istypicaly established for the account holder and then the indtitution routindy pays
overdrafts on the account up to that amount without a case-by- case assessment. The staff
solicited comment and information from the public about how these services are designed and
operated, to determine the need for additiona guidance to financid indtitutions under Regulation
Z or other laws.

About 300 of the comment |etters responded to the request to provide information
about the various ways that depository ingtitutions offer bounced check protection services.
The comment |etters describe programs being offered to depository ingtitutions by a number of
vendors. The programs vary from vendor to vendor, and aso gppear to vary in ther
implementation from inditution to indtitution. The Board' s st&ff is continuing to gather
information on these services, which are not addressed in the find rule.



II. Commentary Revisons
Subpart B¥: OpenEnd Credit
Section 226.6—I nitial Disclosure Statement

6(b) Other Charges

Representatives of the credit card industry requested officid guidance on the rules for
disclosing two fees charged to consumers in connection with open-end credit plans—afee
imposed when a consumer requests that an individua payment be expedited, and afee imposed
when a consumer requests expedited delivery of acredit card. Because the proper
characterization of these fees under TILA previoudy has been unclear, the staff proposed to
revise comment 6(b) to provide guidance.

Under Regulation Z, creditors must disclose fees that are “finance charges,” which are
defined as “charges payable directly or indirectly by the consumer and imposed directly or
indirectly by the creditor as an incident to or a condition of the extenson of credit.” For open
end credit plans, feesthat are not finance charges but that may be imposed as part of the plan
must aso be disclosed; these are commonly referred to as “other charges” The commentary
interprets this requirement to goply to “ sgnificant charges related to the plan.” Regulation Z
does not require disclosure of chargesthat are not considered either finance charges or “ other
charges.”

Fee to expedite a payment on a credit or charge card account

Card issuersincreasingly have been making expedited payment services available to
consumers. The expedited payment service provides consumers an dternative to mailing a
payment that might not reach the card issuer by the due date. Typicaly to avoid being assessed
alate fee, consumers request expedited payment service for alesser charge.

Comment 6(b)- 1 provides examples of “other charges’ that must be disclosed to
consumers under Regulation Z; the list of examplesis not exhaugtive. A revision to comment
6(b)- 1 was proposed indicating that a fee imposed for expediting an individua payment at the
consumer’ s request should be disclosed as an “other charge.” The proposed comment only
covered an expedited payment service where that method of payment was not established in
advance as the regular payment method for the account. Under the proposal, changesin the
amount of the fee would not trigger a change-in-terms notice.

Generdly, consumer groups agreed with the proposa to treat the fee for an expedited
payment service as an “ other charge” subject to the condition that creditors document
consumers knowing and voluntary assent to the fee. Otherwise, they believed thefeeisa
finance charge. They dso advocated that the change-in-terms notice requirements apply.



Mogt industry commenters opposed the proposed comment on expedited payment
fees. They asserted that the fee should not be disclosed under TILA asan “other charge”’
becausein their view the payment service is not part of the credit plan and is not sgnificant in its
occurrence or in amount. Industry commenters disagreed that the fee resembles alate charge
or subgtitutes for it. They noted that the feeis disclosed to consumers a the time they request
the payment service and, therefore, they believe consumers will not benefit materialy from
disclosure of the fee on account-opening disclosures or on periodic statements under TILA.
More generdly, industry commenters believe that because there is another reasonable payment
option availadle to the consumer without paying a charge, the expedited payment fee should not
be disclosed ether as a finance charge or as an “other charge’ under TILA. They contend that
the creditor’ s fee should be considered separate from the credit plan as though it were imposed
by athird-party courier or wire transfer service. Some commenters expressed concern about
the potentid effect of treating an expedited payment fee as part of the credit plan for home-
equity lines of credit; they believe the fee should not be consdered aterm of the plan subject to
therulesin § 226.5b that limit unilateral changes.

The proposal was intended to address fees charged to consumers who request an
expedited payment service as an dternative to mailing a payment that might not reach the card
issuer by the due date. This service typically alows consumers to avoid being assessed alate
fee, which typicdly is higher than the fee imposed for the expedited payment service. The
expedited payment service covered by the proposd is not a payment method established in
advance as the expected method for making regular payments on the account. Where a card
issuer offers an expedited payment service, it isusudly avalable to dl account holders; the
proposal was not directed to Situations where the issuer makes an ad hoc accommodation to
satisfy the request of a particular cusomer. The proposal aso was not intended to address
electronic payment options that are not offered as an dternative to paying alate fee, or hill-
payment services offered in connection with a consumer’s deposit account that might be used to
pay credit card billsaswell as other hills.

For the reasons discussed in the proposal, expedited payment fees, as currently
constructed and described above, are not finance charges under TILA and Regulation Z
because the consumer has a reasonable means for making payment on the account without
paying afeeto the creditor. Asnoted above, the act and regulation aso require disclosure by
the creditor of the amount of any charge other than a finance charge “that may be imposed as
part of theplan....” 15U.S.C. 1637(a)(5); 12 CFR 226.6(b). The officiad staff commentary
interprets this requirement to apply to “sgnificant charges related to the plan (that are not
finance charges)” and provides examples of chargesthat are “ other charges’ under this standard
aswell aschargesthat are not “other charges’ under this stlandard. See comments 6(b)-1 and -
2.

Based on the record established by the comment letters, the fee for expediting a
payment that was described in the proposal does not clearly meet the standard for trestment as
an “other charge.” Accordingly, the proposed revision to comment 6(b)- 1, dassifying the fee as
an “other charge,” isnot being adopted. In order to provide clear compliance guidance,



comment 6(b)-2 is being revised to indicate thet, at thistime, creditors are not required to
disclose the fee under TILA and Regulation Z. Creditors should continue their current practice
of informing consumers of the amount of the charge a the time the service isrequested. In
addition, when the fee is charged to the credit account, creditors must include the cost on the
periodic statement for that billing cyde. See § 226.7(b).

In response to the request for comment on the proper classfication of this fee and the
fee to expedite ddivery of acredit card discussed below, commenters suggested that the Board
adopt agenerd rulefor dassfying feesunder TILA. Inther view, the adoption of such arule
would ad creditors compliance, particularly when determining how new fees should be treated
under TILA. Thereisdgnificant merit in reviewing this area to assess whether genera principles
can be articulated for determining the appropriate trestment of creditors fees. Accordingly, in
connection with a broader review of Regulation Z, the Saff plans to recommend that the Board
undertake such an assessment to determine if agenerd rule can be established consgtent with
the requirements of TILA. Thisreview would include assessing the trestment of existing feesto
determineif adifferent classfication for individua feesis gppropriate.

Fees for expediting ddivery of a credit or charge card

Comment 6(b)-2 provides examples of chargesthat are neither finance charges nor
“other charges.” A revison to comment 6(b)-2 was proposed to add, as an example, a card
issuer’ s fee for expediting delivery of acard upon request, provided the issuer does not charge
for deivery by standard mail service. The proposed comment is being adopted substantialy as
proposed. A minor revision has been made to clarify that the comment aso applies when the
card is ddivered without a fee by a means other than sandard mail servicethat isat least asfast
as standard mail service.

Industry commenters uniformly agreed that fees for expedited credit card delivery
should not have to be disclosed under TILA aslong as the consumer can obtain the card
without paying afee; some of these commenters believe it should be sufficient if the card issuer
sends the card without a fee by any “reasonable method.” Consumer groups contended that the
fee should be disclosed as an “ other charge’ if the creditor documents consumers' knowing and
voluntary assent to the fee, the fee charged for expediting ddlivery is reasonably related to the
actua cost of ddivery, and the card is available without afee by fird-classmall or fagter. If
these conditions are not satisfied, consumer advocates believe the fee should be disclosed asa
finance charge.

The find comment reflects the view that afee for expedited delivery of a credit card is
not incidenta to the extenson of credit and thus is not a finance charge where the consumer
requests the service and the card is dso available by standard mail service (or another means
that is at least asfast) without afee. In those circumstances, the amount of the voluntary charge
for expedited delivery in rdation to the creditor’ s cost is not a factor in determining whether the
feeisafinance charge.



In addition, the fee does not appear to be an “other charge” under Regulation Z. An
expedited card delivery service does not appear to be significant or related to the credit plan
because the service is provided only occasionally, such as when a consumer seeksto replace a
lost or stolen credit card and requests expedited delivery. Findly, nothing in the record suggests
the need for additional documentation to demonstrate that the consumer’s assent to the service
is knowing and voluntary.

Section 226.9—Subsequent Disclosure Requirements

9(c) Changein Terms

A revison to comment 9(c)(2)- 1 was proposed to address expedited payment fees
consistent with the proposed revision to comment 6(b)-1. Because expedited payment fees are
not being classified as*“other charges’ at thistime, the proposed revision to comment 9(c)(2)-1
is unnecessary and is not being adopted.

Section 226.12—Special Credit Card Provisons

12(a) |ssuance of Credit Cards

Under the proposal, comment 12(a)(2)-6 would be revised to adlow card issuers,
subject to certain conditions, to replace an accepted credit card with one or more replacement
cards. Most commenters supported the proposed commentary provision with some suggested
revisons, as discussed below. The proposd is adopted with revisons.

Section 132 of TILA, which isimplemented by 8§ 226.12(a) of Regulation Z, generaly
prohibits creditors from issuing credit cards except in response to a request or application.
Section 132 explicitly exempts from this prohibition credit cards issued as renewas of or
substitutes for previoudy accepted credit cards. Existing comment 12(a)(2)-5, the “one-for-
onerule” interprets these satutory and regulatory provisons by providing that, in generd, a
creditor may not issue more than one credit card as arenewa of or substitute for an accepted
card (asthat term is defined under Regulation Z). The existing staff commentary does not,
however, construe Section 132 as requiring one-for-one replacement in al circumstances. See
comment 12(8)(2)-6.

Advances in technology used for information transmittal have enabled card issuersto
issue credit cardsin different Szes and formats. These new cards may enhance consumer
convenience. A merchant’s card reading equipment determines, however, whether a consumer
can use a particular credit card with that merchant. For example, some merchants equipment
and some automated teller machines require insartion of a“full-size” credit card. Certain cards
that are reduced in Size may require different card readers than those presently used for “full-
gz€’ cards. Some card issuers have requested guidance on the issuance of cards usng new
technologies, which are intended to supplement but not necessarily replace a cardholder’s
exiding card.



To address these developments, under the proposal, comment 12(a)(2)-6 would be
revised to provide additiona guidance, consistent with the statute and legidative purpose. The
proposed comment indicated that a card issuer may replace an accepted credit card with more
than one renewd or subtitute card on the same account where: (1) the replacement cards
access only the account of the accepted card; (2) al cardsissued under the account are
governed by the same terms and condiitions; and (3) the consumer’ stotd liability for
unauthorized use with respect to the account does not increase.

Severd industry commenters requested that the first condition be revised to require only
that any replacement card access the same “credit plan” asthe accepted card. This suggested
revisonistoo broad. For example, some open-end credit plans might include multiple
accounts, such as acredit card account and a home equity line of credit (HELOC), where the
consumer’s credit card does not access the HEL OC account. The commenters' suggestion to
broaden the comment would permit creditors to replace an accepted card with one that
accesses the credit card account and another that accesses the HELOC. Because the
consumer did not previoudy have credit card access to the HELOC, adding such access on an
unsolicited basis would be inconsistent with the legidative purposes of Section 132.
Accordingly, the final comment provides that the replacement cards should access only the
accounts previoudy accessed by the consumer’ s accepted card. Minor revisions have been
meade to this part of the final comment for clarity; no change in meaning is intended.

Some industry commenters requested a darification in the fina rule that a supplementd
card need not access dl of the features of the consumer’s existing card account. Neither the
proposa nor the find comment requires that al replacement cards issued access dl of the
account features of the accepted card.

Commenters aso requested a clarification that issuers would not be prevented from
issuing multiple replacement cards when there is a subgtitution due to a change in the card
issuer’s name or account number, or where there is a successor card issuer. The requirement
that supplemental cards must access the same account as the accepted card does not preclude
issuers from issuing multiple replacement cards as part of a proper subgtitution. See, eg.,
comments 12(8)(2)-2 and - 3.

Some industry commenters opposed the second condition—that adl cardsissued in
connection with arenewa or substitution be subject to the same terms and conditions. Some
commenters noted that for safety and soundness reasons, an issuer might limit use of a
supplementd access device to low-dollar sales transactions (such as purchases a avending
meachine or gas pump); limit the availability of credit on a supplementa card (such asacard for
the cardholder's dependent child); or limit use of particular access devices to transactions with
merchants that employ specia security procedures or agree to specid risk-sharing
arangements. Other commenters requested clarification that all credit features accessble with a
supplementa card need not be subject to the same terms, for example, a different APR might
apply to purchase transactions and cash advances.



As proposed, the final comment provides that where a card issuer replaces an accepted
card with more than one renewal or subgtitute card on an unsolicited basis, adl replacement
cards must be issued subject to the same terms and conditions. The fina comment clarifies that
this requirement gpplies only to terms and conditions that are required to be disclosed under 8§
226.6 of Regulation Z, except that a creditor may vary terms for which no change-in-terms
notice is required under § 226.9(c). For example, acard issuer could issue a supplementd card
that has alower APR, has alower credit limit, can only be used for smdl dollar transactions or
for asubset of merchants, or is subject to different security procedures than the accepted card.
Moreover, the comment does not suggest that al the credit features available with the
unsolicited supplementa card must be subject to the same terms;, for example, the APRs for
purchase transactions and cash advances might differ for the supplementa card to the same
extent that these terms differ for the accepted card.

Commenters generdly supported the third condition, that the consumer’ stotd liability
for unauthorized use of the account must not increase as aresult of the creditor’ sissuance of a
supplementd card. That condition is adopted without revision in the find comment.

Severd consumer groups advocated adding a condition that either the replacement
cards al be mailed in the same envelope to deter identity theft or the consumer be given written
notice seven days before the mailing of an additiond card.  They aso recommended requiring
other security measures, such as consumer-initiated card activation.

Card issuerstypicaly send cards that are not activated and employ security procedures
requiring the consumer to verify recaipt of the card, to avoid or limit monetary losses from the
theft of credit cards sent through the mail. These measures have become increasingly common
and are used on a substantia portion of cards now issued. It isexpected that industry will
continue these practices, which should be as effective when replacing an accepted card with one
or more renewal or substitute cards.

Comment was aso solicited on whether it would be gppropriate to dlow the unsolicited
issuance of supplementd cards for an existing account on the conditions specified above even
when thereis no renewal of or subgtitution for the cardholder’ s exigting card. Industry
commenters sated that dlowing additional cards to be sent outside of renewd or substitution
would reduce card issuers  costs by eliminating the need to produce and distribute unnecessary
replacement cards. They aso noted that the issuance of supplementd cards done (as opposed
to issuance in connection with arenewa or subgtitution) would not result in increased risk of
ligdbility for unauthorized use of the cards. Consumer advocates opposed the unsolicited
issuance of more than one card on an existing account (when there is no renewal or substitution)
unless consumers are notified by mail seven days before an additiona card is sent and security
measures such as consumer-initiated card activation are required, to protect against any added
risk of theft and unauthorized use.

Based on the comments received, saff plans to recommend that the Board consider
amending § 226.12(a) to dlow the unsolicited issuance of additiona cards on an existing



account outsde of renewa or subgtitution under certain conditions. Also, consideration may be
given to whether changes to Regulation E’ s restrictions on the unsolicited issuance of additiona
debit cards on a consumer’ s existing asset account are warranted.

Subpart C¥% Closed-End Credit
Section 226.18%: Content of Disclosures

18(g) Payment Schedule

The disclosures for closed-end loans must include the number, amounts, and timing of
payments scheduled to repay the obligation. Premiums paid for insurance that protects the
creditor against the consumer’s default or other credit 10ss (sometimes referred to as private
mortgage insurance) are finance charges that must be included in the payment schedule. The
payment schedule should reflect the fact that, under the Homeowners Protection Act of 1998
(HPA), such insurance generdly must terminate before the term of the loan expires.

With some revisons for clarity, changes to comment 18(g)-5 are adopted as proposed
to provide additiona guidance on how mortgage insurance premiums should be disclosed on the
payment schedule when some premiums are collected and escrowed at the timethe loan is
closed. Creditors are required to disclose a payment schedule based on the borrower’s legal
obligation. The comment provides an example to facilitate compliance.

Commenters generaly supported the proposal. Several commenters noted that the loan
documents might be slent on how the termination of insurance premiums will be implemented
under the HPA. TILA disclosures must be based on the legal obligation, which is determined
by applicable state or other law, and not solely by the parties’ written agreement. See comment
17(c)(1)-1. Comment 18(g)-5 has been revised to reflect this guidance.

Two commenters sought clarification that the rules for disclosng mortgege insurance
premiums under TILA would not affect the rules for escrow accounts under the Redl Estate
Settlement Procedures Act (RESPA). Thetext of the find comment has been modified to dlay
those concerns; the comment in no way affects creditors compliance with RESPA’ s aggregate
escrow accounting rules.

Section 226.19% Certain Residential Mortgage Transactions

19(b) Certain Variable-Rate Transactions

A technica amendment to comment 19(b)(1)- 2 is adopted, as proposed, to change the
citation to comment 19(b)-5, as amended (65 FR 17129, March 31, 2000). No substantive
change isintended.



10

Subpart E% Special Rulesfor Certain Home Mortgage Transactions
Section 226.32—Requirementsfor Certain Closed-End Home M ortgages

32(a) Coverage

Section 226.32 implements the Home Ownership and Equity Protection Act of 1994
(HOEPA), which is part of the Truth in Lending Act. HOEPA requires additiond disclosures
and provides substantive protections for certain home-secured loans carrying rates or fees
above specified triggers. HOEPA covers mortgage loans for which the annua percentage rate
(APR) exceeds the yield on Treasury securities with a comparable maturity by a specified
number of percentage points (8 for firg-lien loans, 10 for subordinate-lien loans). The APR is
compared with the yield on Treasury securities as of the 15th day of the month immediately
preceding the month of application.

Revisons to comment 32(a)(1)(i)-4 were proposed to clarify how creditors should
determine the gpplicable yield on Treasury securities. The proposa provided that creditors
should not use results of Treasury auctions. Instead, creditors should use yields on actively
traded issues adjusted to constant maturities that are listed on the Board' s “ Selected Interest
Rates’ (datistica release H-15). The H-15is published daly and is posted on the Board's
Internet website at www.federareserve.gov/rel eases/hl5.

The proposed comment aso clarified that for purposes of HOEPA' s rate-based trigger,
creditors should compare the APR on 30-year |oans (and other loans of 20 or more years) with
the yield reported on the H-15 for a 20-year constant maturity. The Department of the
Treasury recently ceased auctioning 30-year securities. Creditors asked for additiona guidance
sncethe H-15 lists a 20-year constant maturity and along-term average of the yieds for
Treasury securities with terms to maturity of 25 or more years, and refers to a Treasury formula
for estimating a 30-year yidd.

Commenters generdly supported the proposed revisions as enhancing uniformity and
easing compliance. However, severd credit unions that commented preferred having flexibility
to use any figure on the H-15 comparable to aloan’s maturity, including the Treasury formula
for estimating a 30-year yidd. Other commenters, while concurring with the guidance to use
20-year constant maturities to calculate the APR trigger for 30-year loans, encouraged the
Board to explore dternatives and make further revisions to the commentary if more suitable
dternatives become available. One commenter requested guidance on the effect of an irregular
first payment period on the loan’s maturity.

The comment has been adopted substantidly as proposed, with aminor revison for
clarification. Requiring that dl creditors use the yields on the H- 15 for Treasury constant
meaturities should ensure uniform gpplication of HOEPA. Thefind comment darifies thet for
purposes of determining aloan’s maturity under HOEPA' s rate-based trigger, creditors may
rely on therulesin § 226.17(c)(4). Under the rule, creditors may ignore the effect of first
payment periods that are dightly longer or shorter than other scheduled payment periods.
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List of Subjectsin 12 CFR Part 226
Consumer protection, Disclosures, Federd Reserve System, Truth in lending.
Text of Revisions

Comments are numbered to comply with Federal Register publication rules. For the
reasons st forth in the preamble, the Board amends 12 CFR part 226 as follows:

PART 226 -- TRUTH IN LENDING (REGULATION 2Z)

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

2. In Supplement | to Part 226:

a Under Section 226.6% Initid Disclosure Statement, under 6(b) Other charges,
paragraph 2. isrevised.

b. Under Section 226.12—Specia Credit Card Provisions, under Paragraph 12(a)(2),
paragraph 6. is revised.

c. Under Section 226.18—Content of Disclosures, under 18(qg) Payment schedule,
paragraph 5. isrevised.

d. Under Section 226.19% Certain Residential Mortgage and Varigble-Rate
Transactions, under Paragraph 19(b)(1), paragraph 2. is amended by removing “comment
19(b)-4" and adding “comment 19(b)-5" in its place.

e. Under Section 226.32—Requirements for Certain Closed-End Home Mortgages,
under Paragraph 32(a)(1)(i), paragraph 4. is revised.
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SUPPLEMENT | TO PART 226—OFFICIAL STAFF INTERPRETATIONS

* k% * % %

SUBPART B—OPEN-END CREDIT

* k% * % %

Section 226.6—Initid Disclosure Stiatement

* k% * % %

6(b) Other charges.

* k% * % %

2. Exdusons. Thefollowing are examples of charges that are not “other charges’:
i. Fees charged for documentary evidence of transactions for income tax purposes.

ii. Amounts payable by a consumer for collection activity after default; attorney's fees,
whether or not automatically imposed; foreclosure costs, post-judgment interest rates imposed
by law; and reingtatement or reissuance fees.

iii. Premiumsfor voluntary credit life or disability insurance, or for property insurance,
that are not part of the finance charge.

iv. Application fees under § 226.4(c)(1).

v. A monthly service charge for a checking account with overdraft protection that is
gpplied to dl checking accounts, whether or not a credit feature is attached.

vi. Chargesfor submitting as payment a check that is later returned unpaid (see
commentary to 8 226.4(c)(2)).

vii. Chargesimposed on a cardholder by an ingtitution other than the card issuer for the
use of the other indtitution’s ATM in ashared or interchange system. (See dso comment 7(b)-
2)

viii. Taxesand filing or notary fees excluded from the finance charge under
§ 226.4(e).

ix. A feeto expedite ddivery of acredit card, either at account opening or during the
life of the account, provided ddivery of the card is dso available by standard mail service (or
other means a least as fast) without paying afeefor ddivery.

X. A fee charged for arranging a single payment on the credit account, upon the
consumer's request (regardless of how frequently the consumer requests the service), if the
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credit plan provides that the consumer may make payments on the account by another
reasonable means, such as by standard mail service, without paying afee to the creditor.

* % * % %

Section 226.12% Specid Credit Card Provisons

12(a) Issuance of credit cards.

* k% * % %

Paragraph 12(a)(2)

* k% * % %

6. One-for-one rule¥s exceptions. The regulation does not prohibit the card issuer
from:

i. Replacing adebit/credit card with a credit card and another card with only debit
functions (or debit functions plus an associated overdraft cgpability), since the latter card could
be issued on an unsolicited basis under Regulation E.

ii. Replacing an accepted card with more than one renewa or substitute card, provided
that:

A. No replacement card accesses any account not accessed by the accepted card;

B. For termsand conditions required to be disclosed under 8§ 226.6, dl replacement
cards are issued subject to the same terms and conditions, except that a creditor may vary
terms for which no change in terms notice is required under 8 226.9(c); and

C. Under the account’ s terms the consumer’ stotd liability for unauthorized use with
respect to the account does not increase.

* % * % %

SUBPART C—CLOSED-END CREDIT

* % * % %

Section 226.18%4 Content of Disclosures

* % * % %

18(g) Payment schedule.

* % * % %

5. Mortgage insurance. The payment schedule should reflect the consumer’s mortgege
insurance payments until the date on which the creditor must automaticaly terminate coverage
under gpplicable law, even though the consumer may have aright to request that the insurance
be cancelled earlier. The payment schedule must reflect the legd obligation, as determined by
goplicable state or other law. For example, assume that under applicable law, mortgage
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insurance must terminate after the 130th scheduled monthly payment, and the creditor collects at
closng and placesin escrow two months of premiums. If, under the legd obligation, the
creditor will include mortgage insurance premiums in 130 payments and refund the escrowed
payments when the insurance is terminated, the payment schedule should reflect 130 premium
payments. If, under the legd obligation, the creditor will apply the amount escrowed to the two
fina insurance payments, the payment schedule should reflect 128 monthly premium payments.
(For assumptions in caculating a payment schedule that includes mortgage insurance that must
be automatically terminated, see comments 17(c)(1)-8 and 17(c)(1)-10.)

* % * % %

SUBPART E—SPECIAL RULES FOR CERTAIN HOME MORTGAGE
TRANSACTIONS

* k% * % %

Section 226.32%4 Requirements for Certain Closed-End Home M ortgages

* k% * % %

32(a) Coverage

Paragraph 32(a)(1)(i)

* % * % %

4. Treasury securities. To determine the yield on comparable Treasury securities for the
annua percentage rate test, creditors may use the yield on actively traded issues adjusted to
constant maturities published in the Board's “ Sdlected Interest Rates’ (Satistical release H-15).
Creditors must use the yield corresponding to the constant maturity thet is closest to the loan's
maturity. If theloan's maturity is exactly hafway between security maturities, the annua
percentage rate on the loan should be compared with the yield for Treasury securities having the
lower yield. In determining the loan’s maturity, creditors may rely on therulesin § 226.17(c)(4)
regarding irregular first payment periods. For example:

i. If theH-15 contains ayield for Treasury securities with constant maturities of 7 years
and 10 years and no maturity in between, the annua percentage rate for an 8-year mortgage
loan is compared with the yield of securities having a 7-year maturity, and the annua percentage
rate for a 9-year mortgage loan is compared with the yield of securities having a 10-year
meaturity.

ii. 1f amortgage loan has aterm of 15 years, and the H-15 contains ayield of 5.21
percent for constant maturities of 10 years, and dso contains ayield of 6.33 percent for
congtant maturities of 20 years, then the creditor compares the annua percentage rate for a15-
year mortgage loan with the yield for congtant maturities of 10 years.

iii. If amortgage loan has aterm of 30 years, and the H-15 does not contain ayield for
30-year constant maturities, but contains ayield for 20-year constant maturities, and an average
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yield for securities with remaining terms to maturity of 25 years and over, then the annua
percentage rate on the loan is compared with the yield for 20-year constant maturities.

* % * % %

By order of the Board of Governors of the Federd Reserve System, acting through the
Director of the Divison of Consumer and Community Affairs under delegated authority, March
28, 2003.

Robert deV. Frierson (signed)

Robert deV. Frierson,
Deputy Secretary of the Board.
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