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Truth in Lending Act

Summary: This bulletin transmits revised Examination Handbook Section 1305, Truth in Lending Act. The revi-
sions incorporate changes to the examination procedures as a result of amendments to the provisions of Truth in
Lending Act for open-end credit. The revised handbook section replaces the exi amination Handbook
Section 1305.

For Further Information Contact: Your Office of Thrift Supervisio
McQueen in the Compliance and Consumer Protection Division of OT .C. at (202) 906-6459. You
may access this bulletin and the Examination Handbook at our web siias

Regulatory Bulletin 37-44

SUMMARY OF CHANGES

Tr Lending Act (TILA) to address statutory and
nge bars in the margins of the handbook section
es below.

OTS is issuing revised Examination Handbook Secti
regulatory changes to the requirements for open-ead c
indicate revisions to content. We provide a sugffnary of c

1305 Truthin Lending Act

TILA requires creditors to provide inf@maig out the cost of credit that consumers can use to make informed
choices. As a result of recent amgg®ImeNts to t ILA and accompanying revisions to Regulation Z, OTS has up-
dated its examination procedu ges in open-end credit disclosure requirements. Specifically, the
Board of Governors of the Fe System (“Board”) has issued an interim final rule to implement provi-
sions of the Credit Card
effective on August 2Q
the amount of time that
other provisions of the Cres

glumershave to make their payments. The Board has announced that it will implement
CARD Act in stages.?

This set of revisions to the TILA examination procedures incorporates the changes to Regulation Z that are covered
in the interim final rule. The revised examination procedures require examiners to evaluate whether savings asso-
ciations:

e Have reasonable procedures to ensure that periodic statements are mailed or delivered at least 21 days prior to
the payment due date and the date on which any grace period expires;

e Provide written notice of significant changes in account terms (such as an APR increase, fees for available
credit, grace period, or overlimit fees), an increase in the required minimum periodic payment, or a rate increase
due to delinquency or default or as a penalty, 45 days before the effective date of the change or increase; and

e Include in the notice a description of the changes and their effective date. Except for an increase in the required
minimum periodic payment, also include in the notice a statement that the consumer has the right to reject the
changes prior to the effective date (unless the consumer fails to make the minimum payment for 60 days after

! See Truth in Lending Interim Final Rule, 74 FR 36077 (July 22, 2009).
?1d. at 36078.
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the due date); instructions for rejecting the changes; and a statement, if applicable, that if the consumer rejects
the changes, the consumer’s ability to use the account will be suspended.

Notably, the requirement that creditors adopt procedures to ensure that periodic statements are mailed or delivered
at least 21 days prior to the due date applies to all open-end consumer credit plans. This includes plans that are
home-secured,® such as home equity lines of credit (HELOCs). In addition, savings associations remain responsible
for complying with the OTS Late Charge rule,* which prohibits charging a late fee on a home loan (including a
HELOC) if the payment is received within 15 days after the due date.

Separately, for accounts that are not home-secured, the Credit CARD Act and amendments to Regulation Z require
credit card issuers to provide 45 days’ notice of changes in significant terms, increases in the required minimum
payment, and rate increases due to delinquency or default or as a penalty.® Such notices must include information
specified in the rule.® Regulation Z has also been amended to provide consumers with a right to reject such changes
(except for an increase in the required minimum periodic payment or where the consumer fails to make the mini-
mum payment for 60 days after the due date).” If a consumer exercises that right, special protections apply, includ-
ing prohibiting an issuer from applying the change or increase to the consumer’s eyi®gg account balance.® The
creditor may, however, apply the change or increase to transactions that occur rg# d days after it sends its
notice.’ This approach is intended to ensure that an affected consumer has

NOTE: Even if you reject this change in
account that occur on or after [INS

E
This statement should be included with the ottfr infornfitior! specifically required to be provided in the notice.*?

The revised examination procedures wi vel an interagency basis. They reflect a risk-focused approach
to comprehensive examinations. The Rvi mination Handbook Section 1305 is available through the link

Qg/ Fritly 7 ol

imothy T. Ward

Deputy Director
Examinations, Supervision, and Consumer Protection

% 1d. at 36080.
412 C.F.R. § 560.33.

® Truth in Lending Interim Final Rule, 74 FR at 36094-36095 (amending 12 C.F.R. § 226.9(c)(2) and adding 12 C.F.R. §
226.9(9)).

® 1d. (amending 12 C.F.R. § 226.9(c)(2)(iv) and adding 12 C.F.R. § 226.9(g)(3)).

7 1d. at 36096 (adding 12 C.F.R. § 226.9(h)(1) and (h)(3)).

8 1d. at 36096 (adding 12 C.F.R. § 226.9(h)(2)(i)).

° Id. (adding 12 C.F.R. § 226.9(h)(3)(ii)).

10 1d. at 36090.

11 If the savings association provides a period longer than 14 days, the additional statement should be adjusted accordingly.
1274 FR at 36094-36095 (amending 12 C.F.R. § 226.9(c)(2)(iv) and adding 12 C.F.R. § 226.9(g)(3)).

Page 2 Office of Thrift Supervision



Consumer Affairs Laws Section 1305
and Regulations

Truth in Lending Act

Background and Summary

The Truth in Lending Act (TTLA), 15 USC 1601 et seq., was enacted,
Consumer Credit Protection Act (Pub. L. 90-321). The TILA, impl8
220), became effective July 1, 1969.

29, 1968, as title I of the
y Regulation Z (12 CFR

®

cdit cards. Additional major
< Credit Billing Act of 1974, the
Mon and Reform Act of 1980, the Fair
quity Loan Consumer Protection Act

The TILA was first amended in 1970 to prohibit
amendments to the TILA and Regulation Z were mag
Consumer Leasing Act of 19706, the Truth in Lendi
Credit and Charge Card Disclosure Act of 1988, and
of 1988.

Regulation Z also N to implement section 1204 of the Competitive
Equality Bankingfct of §96% and, in 1988, to include adjustable rate mortgage

LINKS

— loan disclosuggre8uiremegts. All consumer leasing provisions were deleted from
Program Regulationgfl'in transferred to Regulation M (12 CFR 213).

=7 Appendix A

ip and Equity Protection Act of 1994 amended TILA. The

requirements to as in comparing the costs and other material considerations involved in
a reverse mortgage tifSaction and authorized the Federal Reserve Board to prohibit specific acts and
practices in connection With mortgage transactions. Regulation Z was amended' to implement these

legislative changes to TILA.

The TILA amendments of 1995 dealt primarily with tolerances for real estate secured credit. Regulation
7 was amended on September 14, 1996 to incorporate changes to the TILA. Specifically, the revisions
limit lenders’ liability for disclosure errors in real estate secured loans consummated after September 30,
1995. The Economic Growth and Regulatory Paperwork Reduction Act of 1996 further amended

b TILA. The amendments were made to simplify and

Jﬁ Approved — FFIEC improve disclosures related to credit transactions.

' 60 FR 15463, March 24, 1995 and 66 FR 65604, December 20, 2001.
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Consumer Affairs Laws Section 1305
and Regulations

The Electronic Signatures in Global and National Commerce Act (the E-Sign Act), 15 USC 7001 et
seq., was enacted in 2000 and did not require implementing regulations. On November 9, 2007,
Regulation Z and the official staff commentary were issued to simplify the regulation and provide
guidance on the electronic delivery of disclosures consistent with the E-Sign Act.?

In July 2008, Regulation Z was amended to protect consumers in the mortgage market from unfair,
abusive, or deceptive lending and servicing practices. Specifically, the change applied protections to a
newly defined category of “higher priced mortgages” that includes virtually all closed-end subprime
loans secured by a consumer’s principal dwelling. The revisions also applied new protections to
mortgage loans secured by a dwelling, regardless of loan price, andgagguired the delivery of eatly
disclosures for more types of transactions. The revisions also b C i
deemed deceptive or misleading. The Mortgage Disclosure an.
broadened and added to the requirements of the Board’s July
lending disclosures for more types of transactions and by ad®ggfa wgpting period between the time
when disclosures are given and consummation of the tra

In December 2008, the Board adopted two final
credit. The first rule involved Regulation Z revjsi
several disclosures required for: applicationg a
change in terms notifications, and advertis
Trade Commission (FT'C) Act and wa
National Credit Union Administration.

ing to open-end (not home-secured)
e comprehensive changes applicable to
ions, new accounts, periodic statements,
second was a rule published under the Federal
ly with the Office of Thrift Supervision and the
to protect consumers from unfair acts or practices

with respect to consumer credit ¢ cfore these rules became effective, however, the Credit
Card Accountability Responsibili sclosure Act of 2009 (Credit Card Act) amended TILA and
established a number of ne s for open-end consumer credit plans. Several provisions of
the Credit Card Act are siilaglfo  pI visions in the Board’s December 2008 TILA revisions and the
joint FT'C Act rule, b s of the Credit Card Act address practices or mandate disclosures

les. The Credit Card Act provisions are effective in three stages. The
e creditors to increase the amount of notice consumers receive before
the rate on a credit calgaccount is increased or a significant change is made to the account’s terms.
These amendments also allow consumers to reject such increases and changes by informing the creditor
before the increase or change goes into effect. The provisions effective next involve rules regarding
interest rate increases, over-the-limit transactions, and student cards. Finally, the provisions effective
last address the reasonableness and proportionality of penalty fees and charges and re-evaluation of rate
increases.

that were not addregf

2 72 FR 63462, November 9, 2007. These amendments took effect December 10, 2007, with a mandatory compliance date of October 1,
2008. Further technical amendments were issued December 14, 2007, with a January 14, 2008 effective date and an October 1, 2008
mandatory compliance date (72 FR 71058).
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Consumer Affairs Laws Section 1305
and Regulations

Format of Regulation Z

The disclosure rules creditors must follow differ depending on whether the creditor is offering open-
end credit, such as credit cards or home-equity lines, or closed-end credit, such as car loans or
mortgages.

Subpart A (sections 226.1 through 226.4) of the regulation provides general information that applies to
open-end and closed-end credit transactions. It sets forth definitions and stipulates which transactions
are covered and which are exempt from the regulation. It also contains the rules for determining which
fees are finance charges.

Subpart B (sections 226.5 through 226.16) of the regulation contal @ pr disclosures for home-
di

: nnual percentage rates, credit

balances, and advertising open-end credit. Special ruleggfp R it card transactions only, such as

certain prohibitions on the issuance of credit cards ghs on the right to offset a cardholder’s
%

it Vggls of credit, such as certain prohibitions

against closing accounts or changing account ter’

Subpart C (sections 226.17 through 2
mortgage transactions, demand loans,

provisions for closed-end credit. Residential
t credit contracts, including direct loans by banks
and purchased dealer paper, are 1 closed-end credit category. Subpart C also contains
disclosure rules for regular andgfart loans, refinancings and assumptions, credit balances,
calculating annual percentage gte adWertising closed-end credit.

Subpart D (sections 226.2 oh 226.30), which applies to both open-end and closed-end credit, sets
forth the duty of cr n evidence of compliance with the regulation. It also clarifies the
relationship betwe atfon and state law, and requires creditors to set a cap for variable rate

transactions secured consumer’s dwelling.

Subpart E (sections 226.31 through 226.34) applies to certain home mortgage transactions including
high-cost, closed-end mortgages and reverse mortgages. It requires additional disclosures and provides
limitations for certain home mortgage transactions having rates or fees above a certain percentage or
amount, and prohibits specific acts and practices in connection with those loans. Subpart E also
includes disclosure requirements for reverse mortgage transactions (open-end and closed-end credit).

The appendices to the regulation set forth model forms and clauses that creditors may use when
providing open-end and closed-end disclosures. The appendices contain detailed rules for calculating
the annual percentage rate (APR) for open-end credit (appendix F) and closed-end credit (appendixes
D and J). The last two appendixes (appendixes K and L) provide total annual loan cost rate
computations and assumed loan periods for reverse mortgage transactions.
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Consumer Affairs Laws Section 1305
and Regulations

Official staff interpretations of the regulation are published in a commentary that is normally updated
annually in March. Good faith compliance with the commentary protects creditors from civil liability
under the act. In addition, the commentary includes mandates, which are not necessarily explicit in
Regulation Z, on disclosures or other actions required of creditors. It is virtually impossible to comply
with Regulation Z without reference to and reliance on the commentary.

Note: The following narrative does not encompass all the sections of Regulation Z, but rather highlights
areas that have caused the most problems with the calculation of the finance charge and the calculation
of the annual percentage rate.

SUBPART A - GENERAL

Purpose of the TILA and Regulation Z

The Truth in Lending Act is intended to ensure that cd
consumers can compare credit terms more readily a
were faced with a bewildering array of credit ter
they were seldom presented in the same gor
terminology and expressions of rates. In additigto
is designed to:

B aiC disclosed in a meaningful way so
g¥ably. Before its enactment, consumers
ft was difficult to compare loans because
,all creditors must use the same credit
oviding a uniform system for disclosures, the act

e Protect consumers against ina te air credit billing and credit card practices;

e Provide consumers with g#scission righits;

e Provide for rate ¢

e Impose limitatio e equity lines of credit and certain closed-end home mortgages.

The TILA and Regulation Z do not, however, tell financial institutions how much interest they may
charge or whether they must grant a consumer a loan.

Summary of Coverage Considerations 8§ 226.1 & § 226.2

Lenders must carefully consider several factors when deciding whether a loan requires Truth in Lending
disclosures or is subject to other Regulation Z requirements. The coverage considerations under
Regulation Z are addressed in more detail in the commentary to Regulation Z. For example, broad
coverage considerations are included under section 226.1(c) of the regulation and relevant definitions
appear in section 226.2.

1305.4 Examination Handbook September 2009 Office of Thrift Supervision



Consumer Affairs Laws Section 1305
and Regulations

Exempt Transactions § 226.3

The following transactions are exempt from Regulation Z:
e Credit extended primarily for a business, commercial, or agricultural purpose; 3

e Credit extended to other than a natural person (including credit to government agencies or
instrumentalities);

e Credit in excess of $25,000 and not secured by real or personal prggerty used as the principal
dwelling of the consumer;

e Public utility credit;

e Credit extended by a broker-dealer registered with
(SEC) or the Commodity Futures Trading Cof

commodities accounts;

and Exchange Commission
TC), involving securities or

e Home fuel budget plans; and

e Certain student loan programs.

When determining whether credj fo mer purposes, the creditor must evaluate all of the
following:

e Any statement obtaina@trogfthe Consumer describing the purpose of the proceeds.

— For exampl, eme at the proceeds will be used for a vacation trip would indicate a
consumer p

— If the loan has a mixed-purpose (e.g., proceeds will be used to buy a car that will be used for
personal and business purposes), the lender must look to the primary purpose of the loan to
decide whether disclosures are necessary. A statement of purpose from the consumer will
help the lender make that decision.

— A checked box indicating that the loan is for a business purpose, absent any documentation
showing the intended use of the proceeds, could be insufficient evidence that the loan did
not have a consumer purpose.

3 If a credit card is involved, generally exempt credit (e.g., business or agricultural purpose credit) is still subject to requitements that
govern the issuance of credit cards and liability for their unauthorized use. Credit cards must not be issued on an unsolicited basis and, if
a credit card is lost of stolen, the cardholder must not be held liable for more than $50 for the unauthorized use of the card.

Office of Thrift Supervision September 2009 Examination Handbook 1305.5



Consumer Affairs Laws Section 1305
and Regulations

e The consumer’s primary occupation and how it relates to the use of the proceeds. The higher
the correlation between the consumer’s occupation and the property purchased from the loan
proceeds, the greater the likelihood that the loan has a business purpose. For example, proceeds
used to purchase dental supplies for a dentist would indicate a business purpose.

e Personal management of the assets purchased from proceeds. The lower the degree of the
borrower’s personal involvement in the management of the investment or enterprise purchased
by the loan proceeds, the less likely the loan will have a business purpose. For example, money
borrowed to purchase stock in an automobile company by an individual who does not work for
that company would indicate a personal investment and a consumeg

have a business purpose. For example, if the loan is for a
might indicate a business purpose.

e The amount of income derived from the proper
borrower’s total income. The lesser the income
likely the loan will have a consumer purpos

of $100,000 and receives about $500 i
would indicate a consumer purpose.

the loan proceeds relative to the
the acquired property, the more
C, if the borrower has an annual salary
dividends from the acquired property, that

All five factors must be evaluated befoSg the Ighder can conclude that disclosures are not necessary.
Normally, no one factor, by itsel{ffs suffic cason to determine the applicability of Regulation Z. In
any event, the financial institugo rotinely furnish disclosures to the consumer. Disclosure under
such circumstances does 1. ther the transaction is covered, but can assure protection to
the financial institution an' liagce with the law.
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Consumer Affairs Laws

and Regulations

Coverage Considerations under Regulation Z

Is the
purpose of
the credit

for

No

Regulation Z does not apply, except for the rules of issuance of and
unauthorized use liability for credit cards. (Exempt credit includes loans with

personal,
family or
household
use?

Is the
consumer
credit
extended to a

No

P a business or agricultural purpose, and certain student loans. Credit extended
to acquire or improve rental property that is not owner-occupied is
considered business purpose credit.)

Section 1305

Regulation that is extended to a land trust is deemed to

consumer?

Y

Is the
consumer
credit
extended by
a creditor?

Y

Is the loan or
credit plan
secured by

Is the
amount

\ 4

Qﬂw institution is not a “creditor” and Regulation Z does not apply unless at least

one of the following tests is met:
1) The institution extends consumer credit regularly and

a) The obligation is initially payable to the institution and

b) The obligation is either payable by written agreement in more than four
installments or is subject to a finance charge.
2) The institution is a card issuer that extends closed-end credit that is subject to a
finance chatge or is payable by written agreement in more than four installments.
3) The institution is not the card issuer, but it imposes a finance charge at the time
of honoring a credit card.

(NOTE: All persons, including noncreditors, must comply with the advertising
provisions of Regulation Z.)

Regulation Z does not apply, but may apply later if the loan is

real property

financed or

refinanced for $25,000 or less. If the principal dwelling is taken

as collateral after consummation, rescission rights will apply
and, in the case of open-end credit, billing disclosures and
other provisions of Regulation Z will apply.

or by the credit limit
consumer’s $25,000 or
principal less?
dwelling?
Yes Yes

A 4
Regulation Z applies

Office of Thrift Supervision September 2009
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Consumer Affairs Laws Section 1305
and Regulations

DETERMINATION OF FINANCE CHARGE AND APR

Finance Charge (Open-End and Closed-End Credit) 8§ 226.4

The finance charge is a measure of the cost of consumer credit represented in dollars and cents. Along
with APR disclosures, the disclosure of the finance charge is central to the uniform credit cost
disclosure envisioned by the TILA.

The finance charge does not include any charge of a type payable in a comparable cash transaction.
Examples of charges payable in a comparable cash transaction may in taxes, title, license fees, or
registration fees paid in connection with an automobile purchase.

e consumer and imposed
0 ogas a condition of an extension
nterest charges and often, other
o ‘open-end and closed-end credit
ded in the disclosed finance charge

Finance charges include any charges or fees payable directly org
directly or indirectly by the financial institution either as an inc

transactions, of what must, must not, or need

(§ 226.4(b)).

Accuracy Tolerances (Closed-E, Iq § 226.18(d) & 226.23(h)

Regulation Z provides finance charge t@lerancdl for legal accuracy that should not be confused with

those provided in the TILA for, b t under regulatory agency orders. As with disclosed
APRs, if a disclosed finance char ally accurate, it would not be subject to reimbursement.
Under TILA and Regulatigh ZgAinaf®€ charge disclosures for open-end credit must be accurate since

e clftee errors. However, both TILA and Regulation Z permit various
era for closed-end credit.

there is no tolerance f
finance charge accu

Tolerances for the fin®ge charge in a closed-end transaction are generally $5 if the amount financed is
less than or equal to $13000 and $10 if the amount financed exceeds $1,000. Tolerances for certain
transactions consummated on or after September 30, 1995 are noted below.

e Credit secured by real property or a dwelling (closed-end credit only):

— The disclosed finance charge is considered accurate if it does not vary from the actual
finance charge by more than $100.

— Overstatements are not violations.
e Rescission rights after the three-business-day rescission period (closed-end credit only):

— The disclosed finance charge is considered accurate if it does not vary from the actual
finance charge by more than one-half of 1 percent of the credit extended.

1305.8 Examination Handbook September 2009 Office of Thrift Supervision
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— The disclosed finance charge is considered accurate if it does not vary from the actual
finance charge by more than 1 percent of the credit extended for the initial and subsequent
refinancings of residential mortgage transactions when the new loan is made at a different
financial institution. (This excludes high cost mortgage loans subject to § 226.32,
transactions in which there are new advances, and new consolidations.)

e Rescission rights in foreclosure:

— The disclosed finance charge is considered accurate if it does not vary from the actual
finance charge by more than $35.

— Owerstatements are not considered violations.

— The consumer can rescind if a mortgage broker fee § gicludghl as a finance charge.

Note: Normally, the finance charge tolerance for a res®gdable Wansaction is either 0.5 percent of the

credit transaction or, for certain refinancings, 1 perceMygot Wge gfedit transaction. However, in the event
of a foreclosure, the consumer may exercise thigme reScission if the disclosed finance charge is
understated by more than $35.

See the Finance Charge Tolerances c@ this handbook section for help in determining

appropriate finance charge tolerances.

E%E/osed—End Credit)
nder Regulation Z is determining whether a charge associated with an

cl in, or excluded from, the disclosed finance charge. The finance

Calculating the Financ

One of the more comple
extension of credit
charge initially incl
by third parties are Targes if the financial institution requires use of the third party. Charges
imposed by settlement 8gclosing agents are finance charges if the bank requires the specific service that
gave rise to the charge and the charge is not otherwise excluded. The Finance Charge Tolerances charts
within this document briefly summarize the rules that must be considered.

Prepaid Finance Charges § 226.18(b)

A prepaid finance charge is any finance charge paid separately to the financial institution or to a third
party, in cash or by check before or at closing, settlement, or consummation of a transaction, or
withheld from the proceeds of the credit at any time.

Prepaid finance charges effectively reduce the amount of funds available for the consumer’s use, usually
before or at the time the transaction is consummated.

Examples of finance charges frequently prepaid by consumers are borrower’s points, loan origination
fees, real estate construction inspection fees, odd days’ interest (interest attributable to part of the first

Office of Thrift Supervision September 2009 Examination Handbook 1305.9
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payment period when that period is longer than a regular payment period), mortgage guarantee
insurance fees paid to the Federal Housing Administration, private mortgage insurance (PMI) paid to
such companies as the Mortgage Guaranty Insurance Company (MGIC), and, in non-real-estate
transactions, credit report fees.

Precomputed Finance Charges

A precomputed finance charge includes, for example, interest added to the note amount that is
computed by the add-on, discount, or simple interest methods. If reflected in the face amount of the
debt instrument as part of the consumer’s obligation, finance chargesgilagt are not viewed as prepaid

1305.10 Examination Handbook September 2009 Office of Thrift Supervision



Finance Charge Chart

FINANCE CHARGE = DOLLAR COST OF CONSUMER CREDIT: It includes any charge payable directly or indirectly by the
consumer and imposed directly or indirectly by the creditor as a condition of or incident to the extension of credit.

CHARGES ALWAYS
INCLUDED

nterest

Transaction fees

Loan origination fees
Consumer points

Credit guarantee insurance premiums

Charges imposed on the creditor for
purchasing the loan, which are
passed on to the consumer

Discounts for inducing payment by
means other than credit

Mortgage broker fees

Other examples: Fee for preparing
TILA disclosures; real estate
construction loan inspection fees;
fees for post-consummation tax or
flood service policy; required credit
life insurance charges

CHARGES INCLUDED CONDITIONS HARGES NOT
UNLESS CONDITIONS (Any loan) CLUDED
ARE MET ntial mortgage
| | s and loans secured
y real estate)
Premiums for credit life, A&H, or g Insurance not required, disclosures
loss of income insurance » are made, and consumer authorizes
for title insurance, title examination,
| | property sutrvey, etc.
Debt cancellation fees >
Fees for preparing loan documents,
mortgages, and other settlement documents
Premiums for property or liability >
insurance Amounts required to be paid into escrow, if
not otherwise included in the finance charge
of subrogation,
Premiums for vendor’s single interest S surance company, |
(VSI) insurance
Notary fees

The fee is for lien purposes,

prescribed by law, payable to a third Pre-consummation flood and pest inspection
public official and is itemized and fees
disclosed
Use of the third party is not required Appraisal and credit report fees
to obtain loan and creditor does not

retain the charge

Creditor does not require and does

. . . » ; .
Charges imposed by third party » not retain the fee for the particular
closing agents service
g Application fees, if charged to all
Appraisal and credit report fees » applicants, are not finance charges.

Application fees may include
appraisal or credit report fees.

CHARGES NEVER
INCLUDED

Charges payable in a comparable
cash transaction.

Fees for unanticipated late payments

Overdraft fees not agreed to in
writing

Seller’s points

Participation or membership fees

Discount offered by the seller to

induce payment by cash or other

means not involving the use of a
credit card

Interest forfeited as a result of
interest reduction required by law

Charges absorbed by the creditor as a
cost of doing business

Office of Thrift Supervision September 2009 Examination Handbook 1305.11




Consumer Affairs Laws Section 1305
and Regulations

Instructions for the Finance Charge Chart

The finance charge initially includes any charge that is, or will be, connected with a specific loan.
Charges imposed by third parties are finance charges if the creditor requires use of the third party.
Charges imposed on the consumer by a settlement agent are finance charges only if the creditor
requires the particular services for which the settlement agent is charging the borrower and the charge
is not otherwise excluded from the finance charge.

Immediately below the finance charge definition, the chart presents five captions applicable to
determining whether a loan related charge is a finance charge.

The first caption is charges always included. This category fo
regulation or commentary as examples of finance charges.

The second caption, charges included unless conditi
included in the finance charge unless the creditor
exclude the charges from the finance charge.

The third caption, conditions, focuses on thg c at need to be met if the charges identified
to the left of the conditions are permitted_to luded from the finance charge. Although most
includc®yin the finance charge at the creditor’s option, third

ded, identifies fees or charges that are not included in the
finance charge under tified by the caption. If the credit transaction is secured by real
property or the loa mortgage transaction, the charges identified in the column, if they
are bona fide and r&ysg#*™8mn amount, must be excluded from the finance charge. For example, if a
consumer loan is seculyg by a vacant lot or commercial real estate, any appraisal fees connected with
the loan must not be incldded in the finance charge.

The fourth caption, cha

The fifth caption, charges never included, lists specific charges provided by the regulation as
examples of those that automatically are not finance charges (e.g., fees for unanticipated late payments).

Annual Percentage Rate Definition (Closed-End Credit) § 226.22

Credit costs may vary depending on the interest rate, the amount of the loan and other charges, the
timing and amounts of advances, and the repayment schedule. The APR, which must be disclosed in
neatly all consumer credit transactions, is designed to take into account all relevant factors and to
provide a uniform measure for comparing the cost of various credit transactions.

1305.12 Examination Handbook September 2009 Office of Thrift Supervision
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The APR is a measure of the cost of credit, expressed as a nominal yearly rate. It relates the amount
and timing of value received by the consumer to the amount and timing of payments made. The
disclosure of the APR is central to the uniform credit cost disclosure envisioned by the TILA.

The value of a closed-end credit APR must be disclosed as a single rate only, whether the loan has a
single interest rate, a variable interest rate, a discounted variable interest rate, or graduated payments
based on separate interest rates (step rates), and it must appear with the segregated disclosures.
Segregated disclosures are grouped together and do not contain any information not directly related to
the disclosures required under § 226.18.

Since an APR measures the total cost of credit, including costs such 2
for credit guarantee insurance, it is not an “interest” rate, a

ion charges or premiums
is generally used. APR

the timing of value received and of payments mad
accurate, must be consistent with parameters un

amount financed or of payment schedfles. Fofj example, the APR is 12 percent on a loan with an

amount financed of $5,000 and 3 a y payments of $166.07 each. It is 13.26 percent on a
loan with an amount financed and 35 equal monthly payments of $152.18 each and final
payment of $152.22. In bothgfises the fighince charge is §978.52. The APRs on these example loans are
not the same because an s notonly reflect the finance charge. It relates the amount and timing

of value received by thgggonWger gfthe amount and timing of payments made.

The APR is a func

e The amount financed; which is not necessarily equivalent to the loan amount. If the consumer
must pay at closing a separate 1 percent loan origination fee (prepaid finance charge) on a
$100,000 residential mortgage loan, the loan amount is $100,000, but the amount financed
would be $100,000 less the $1,000 loan fee, or $99,000.

e The finance charge, which is not necessarily equivalent to the total interest amount.

— If the consumer must pay a $25 credit report fee for an auto loan, the fee must be included
in the finance charge. The finance charge in that case is the sum of the interest on the loan
(i.e., interest generated by the application of a percentage rate against the loan amount) plus
the $25 credit report fee.
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— If the consumer must pay a $25 credit report fee for a home improvement loan secured by
real property, the credit report fee must be excluded from the finance charge. The finance
charge in that case would be only the interest on the loan.

— Interest, which is defined by state or other federal law, is not defined by Regulation Z.

e The payment schedule, which does not necessarily include only principal and interest (P + I)
payments.

— If the consumer borrows $2,500 for a vacation trip at 14 perc
and repays that amount with 25 equal monthly paymen

i yple interest per annum

begintng one month from
| bg#115.87, if all months

Y P00. If the consumet’s

are considered equal, and the amount financed
payments are increased by $2.00 a month to pay a

be a corresponding increase in the APR. Thi
defines the