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Section 1: Subpart C: Closed-End Credit Disclosures
[12 C.F.R. §1026.17]

Introduction

The main disclosure statement required for closed-end credit is transaction specific, as opposed
to the more general disclosures mandated for open-end credit (which can be preprinted). Closed-
end credit disclosures present more opportunities for errors in individual computations and
completion of individual terms.

Form of Disclosures: [12 C.F.R. §1026.17(a)]

Disclosures for closed-end credit must be made clearly and conspicuously in writing or
electronically (if the customer consents), in a form the customer may keep. The disclosures must
be segregated from everything else (generally, in the “Fed Box”), and must not contain any
information not directly related to the required disclosures.

Some disclosures must be made inside the “Fed Box,” some may be made in or outside the “Fed
Box,” and some must be outside the “Fed Box.” We have grouped the disclosures in the following
section accordingly.

When the terms “finance charge” and “annual percentage rate” are disclosed with a
corresponding amount or rate, they must be more conspicuous than any other required
disclosures. Except for private education loans, the terms “finance charge” and “annual percentage
rate” and the corresponding percentage rate must be more conspicuous than any other disclosure
except the creditor’s identity.

Timing of Disclosures: [12 C.F.R. §1026.17(b)]

The timing by which disclosures must be provided varies according to the type of loan. For
example, basic consumer loans, such as car loans, disclosures must be given to the consumer
before consummation of the loan.

Private education loan transactions have special disclosure timing requirements as follows:

(a) Application or solicitation disclosures.
(1) Provided on or with the application or solicitation.

(2) In the case of a telephone application or solicitation, the disclosures may be provided
orally or provided no later than three business days after the consumer made
application.

(b) Approval disclosures. Provided before consummation on or with any notice of approval.
(1) If notice of approval is mailed, the disclosures must be mailed with the notice.

(2) If notice of approval is made via telephone, the disclosures must be mailed within three
business days of the telephone approval.
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(3) If notice of approval is made electronically, the disclosures may be provided in
electronic form; otherwise they must be mailed within three business days of the
electronic approval.

(4) If notice of approval is made in person, the disclosures must be provided to the
consumer at that time.

(¢) Final disclosures. Provided after the consumer accepts the loan.

Commentary [12 C.F.R. §1026.17(b)]

Consummation. As a general rule, disclosures must be made before “consummation” of
the transaction. The disclosures need not be given by any particular time before
consummation, except in certain mortgage transactions and variable-rate transactions
secured by the consumer's principal dwelling with a term greater than one year under
§1026.19, and in private education loan transactions disclosed in compliance with
§§1026.46 and 1026.47. (See the commentary to §1026.2(a)(13) regarding the definition of
consummation.)

Converting open-end to closed-end credit. [omitted]

Disclosures provided on credit contracts. [omitted]

Basis of Disclosures/Use of Estimates: [12 C.F.R. §1026.17(c)]

The disclosures must reflect the terms of the legal obligation between the parties.

If any information necessary for an accurate disclosure is unknown to the creditor, the creditor
must make the disclosure based on the best information reasonably available at the time the
disclosure is provided to the consumer, and must state clearly that the disclosure is an estimate.

For a transaction in which a portion of the interest is determined on a per-diem basis and
collected at consummation, any disclosure affected by the per-diem interest shall be considered
accurate if the disclosure is based on the information known to the creditor at the time that the
disclosure documents are prepared for consummation of the transaction.

The creditor may disregard the effects of the following in making calculations and disclosures:

e That payments must be collected in whole cents;

e That dates of scheduled payments and advances may be changed because the scheduled
date is not a business day;

e That months have different numbers of days; and

e The occurrence of leap year.
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In making calculations and disclosures, the creditor may disregard any irregularity in the first
period that falls within the limits described below and any payment schedule irregularity that
results from the irregular first period:

For transactions in which the term is less than 1 year, a first period not more than 6 days
shorter or 13 days longer than a regular period;

For transactions in which the term is at least 1 year and less than 10 years, a first period
not more than 11 days shorter or 21 days longer than a regular period; and

For transactions in which the term is at least 10 years, a first period shorter than or not
more than 32 days longer than a regular period.

If an obligation is payable on demand, the creditor must make the disclosures based on an
assumed maturity of one year. If an alternate maturity date is stated in the legal obligation
between the parties, the disclosures must be based on that date.

Commentary [12 C.F.R. §1026.17(c)]

Legal obligation. The disclosures shall reflect the credit terms to which the parties are
legally bound as of the outset of the transaction. In the case of disclosures required under
section 1026.20(c), the disclosures shall reflect the credit terms to which the parties are
legally bound when the disclosures are provided. The legal obligation is determined by
applicable state or other law. (Certain transactions are specifically addressed in this
commentary. See, for example, the discussion of buy-down transactions elsewhere in the
commentary to this section.)

The fact that a term or contract may later be deemed unenforceable by a court on the basis
of equity or other grounds does not, by itself, mean that disclosures based on that term or
contract did not reflect the legal obligation.

Modification of obligation. The legal obligation normally is presumed to be contained
in the note or contract that evidences the agreement. But this presumption is rebutted if
another agreement between the parties legally modifies that note or contract. If the parties
informally agree to a modification of the legal obligation, the modification should not be
reflected in the disclosures unless it rises to the level of a change in the terms of the legal
obligation. For example:

0 If the creditor offers a preferential rate, such as an employee preferred rate, the
disclosures should reflect the terms of the legal obligation.

0 Ifthe contract provides for a certain monthly payment schedule but payments are made
on a voluntary payroll deduction plan or an informal principal-reduction agreement,
the disclosures should reflect the schedule in the contract.

If the contract provides for regular monthly payments but the creditor informally permits
the consumer to defer payments from time to time, for instance, to take account of holiday
seasons or seasonal employment, the disclosures should reflect the regular monthly
payments.

Third-party buy-downs. [omitted]
Consumer buy-downs. [omitted]

Split buy-downs. [omitted]
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Wrap-around financing. [omitted]
Wrap-around financing with balloon payments. [omitted]

Basis of disclosures in variable-rate transactions. The disclosures for a variable-rate
transaction must be given for the full term of the transaction and must be based on the
terms in effect at the time of consummation. Creditors should base the disclosures only on
the initial rate and should not assume that this rate will increase. For example, in a loan
with an initial rate of 10 percent and a 5 percentage points rate cap, creditors should base
the disclosures on the initial rate and should not assume that this rate will increase 5
percentage points. However, in a variable-rate transaction with a seller buy-down that is
reflected in the credit contract, a consumer buy-down, or a discounted or premium rate,
disclosures should not be based solely on the initial terms. In those transactions, the
disclosed annual percentage rate should be a composite rate based on the rate in effect
during the initial period and the rate that is the basis of the variable-rate feature for the
remainder of the term.

Use of estimates in variable-rate transactions. The variable-rate feature does not, by
itself, make the disclosures estimates.

Discounted and premium variable-rate transactions. In some variable-rate
transactions, creditors may set an initial interest rate that is not determined by the index
or formula used to make later interest rate adjustments. Typically, this initial rate charged
to consumers is lower than the rate would be if it were calculated using the index or
formula. However, in some cases the initial rate may be higher. In a discounted
transaction, for example, a creditor may calculate interest rates according to a formula
using the six-month Treasury bill rate plus a 2 percent margin. If the Treasury bill rate at
consummation is 10 percent, the creditor may forgo the 2 percent spread and charge only
10 percent for a limited time, instead of setting an initial rate of 12 percent.

When creditors use an initial interest rate that is not calculated using the index or formula
for later rate adjustments, the disclosures should reflect a composite annual percentage
rate based on the initial rate for as long as it is charged and, for the remainder of the term,
the rate that would have been applied using the index or formula at the time of
consummation. The rate at consummation need not be used if a contract provides for a
delay in the implementation of changes in an index value. For example, if the contract
specifies that rate changes are based on the index value in effect 45 days before the change
date, creditors may use any index value in effect during the 45 day period before
consummation in calculating a composite annual percentage rate.

The effect of the multiple rates must also be reflected in the calculation and disclosure of
the finance charge, total of payments, and payment schedule.

If a loan contains a rate or payment cap that would prevent the initial rate or payment, at
the time of the first adjustment, from changing to the rate determined by the index or
formula at consummation, the effect of that rate or payment cap should be reflected in the
disclosures.

Because these transactions involve irregular payment amounts, an annual percentage rate
tolerance of 1/4 of 1 percent applies.

Examples of discounted variable-rate transactions include:
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0 A 30-year loan for $100,000 with no prepaid finance charges and rates determined by
the Treasury bill rate plus 2 percent. Rate and payment adjustments are made
annually. Although the Treasury bill rate at the time of consummation is 10 percent,
the creditor sets the interest rate for one year at 9 percent, instead of 12 percent
according to the formula. The disclosures should reflect a composite annual percentage
rate of 11.63 percent based on 9 percent for one year and 12 percent for 29 years.
Reflecting those two rate levels, the payment schedule should show 12 payments of
$804.62 and 348 payments of $1,025.31. The finance charge should be $266,463.32 and
the total of payments of $366,463.32.

0 Same loan as above, except with a 2 percent rate cap on periodic adjustments. The
disclosure should reflect a composite annual percentage rate of 11.53 percent based on 9
percent for the first year, 11 percent for the second year, and 12 percent for the remaining
28 years. Reflecting those three rate levels, the payment schedule should show 12
payments of $804.62, 12 payments of $950.09, and 336 payments of $1,024.34. The finance
charge should be $265,234.76 and the total of payments $365,234.76.

O Same loan as above, except with a 7.5 percent cap on payment adjustments. The
disclosures should reflect a composite annual percentage rate of 11.64 percent, based
on 9 percent for one year and 12 percent for 29 years. Because of the payment cap, five
levels of payments should be reflected. The payment schedule should show 12 payments
of $804.62, 12 payments of $864.97, 12 payments of $929.84, 12 payments of $999.58,
and 312 payments of $1,070.04. The finance charge should be $277,040.60, and the total
of payments $377,040.60.

0 A loan in which the initial interest rate is set according to the index or formula used
for later adjustments but is not set at the value of the index or formula at
consummation is not a discounted variable-rate loan. For example, if a creditor commits
to an initial rate based on the formula on a date prior to consummation, but the index
has moved during the period between that time and consummation, a creditor should
base its disclosures on the initial rate.

e Examples of variable-rate transaction. Variable-rate transactions include:

0 Renewable balloon-payment instruments where the creditor is both unconditionally
obligated to renew the balloon-payment loan at the consumer’s option (or is obligated
to renew subject to conditions within the consumer’s control) and has the option of
increasing the interest rate at the time of renewal. Disclosures must be based on the
payment amortization (unless the specified term of the obligation with renewals is
shorter) and on the rate in effect at the time of consummation of the transaction.
(Examples of conditions within a consumer’s control include requirements that a
consumer be current in payments or continue to reside in the mortgaged property. In
contrast, setting a limit on the rate at which the creditor would be obligated to renew
or reserving the right to change the credit standards at the time of renewal are
examples of conditions outside a consumer’s control.) If, however, a creditor is not
obligated to renew as described above, disclosures must be based on the term of the
balloon-payment loan. Disclosures also must be based on the term of the balloon-
payment loan in balloon-payment instruments in which the legal obligation provides
that the loan will be renewed by a “refinancing” of the obligation, as that term is defined
in Section 20 of the regulation. If it cannot be determined from the legal obligation that
the loan will be renewed by a “refinancing,” disclosures must be based either on the
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term of the balloon-payment loan or on the payment amortization, depending on
whether the creditor is unconditionally obligated to renew the loan as described above.

0 “Shared-equity” or “shared-appreciation” mortgages [omitted] Preferred-rate loans
where the terms of the legal obligation provide that the initial underlying rate is fixed
but will increase upon the occurrence of some event, such as an employee leaving the
employ of the creditor, and the note reflects the preferred rate. The disclosures are to
be based on the preferred rate.

e  “Price level adjusted mortgages” {omitted] Graduated-payment mortgages [omitted]
e Morris Plan transactions. [omitted]

e Number of transactions. Creditors have flexibility in handling credit extensions that
may be viewed as multiple transactions. For example:

0 When a creditor finances the credit sale of a radio and a television on the same day, the
creditor may disclose the sales as either one or two credit sale transactions.

0 When a creditor finances a loan along with a credit sale of health insurance, the creditor
may disclose in one of several ways: a single credit sale transaction, a single loan
transaction, or a loan and a credit sale transaction.

0 The separate financing of a down payment in a credit sale transaction may, but need
not, be disclosed as two transactions (a credit sale and a separate transaction for the
financing of the down payment).

e Special rules for tax refund anticipation loans. [omitted]

e Pawn Transactions. [omitted]

Estimates

Basis for estimates. Disclosures may be estimated when the exact information is unknown
at the time disclosures are made. Information is unknown if it is not reasonably available to the
creditor at the time the disclosures are made. The “reasonably available” standard requires that
the creditor, acting in good faith, exercise due diligence in obtaining information. For example,
the creditor must at a minimum utilize generally accepted calculation tools, but need not invest
in the most sophisticated computer program to make a particular type of calculation. The creditor
normally may rely on the representations of other parties in obtaining information. For example,
the creditor might look to the consumer for the time of consummation, to insurance companies for
the cost of insurance, or to realtors for taxes and escrow fees. The creditor may utilize estimates
in making disclosures even though the creditor knows that more precise information will be
available by the point of consummation. However, new disclosures may be required under other
sections of the regulation.

Labeling estimates. Estimates must be designated as such in the segregated disclosures. Even
though other disclosures are based on the same assumption on which a specific estimated disclosure
was based, the creditor has some flexibility in labeling the estimates. Generally, only the particular
disclosure for which the exact information is unknown is labeled as an estimate. However, when
several disclosures are affected because of the unknown information, the creditor has the option of
labeling either every affected disclosure or only the disclosure primarily affected. For example, when
the finance charge is unknown because the date of consummation is unknown, the creditor must
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label the finance charge as an estimate and may also label as estimates the total of payments and
the payment schedule. When many disclosures are estimates, the creditor may use a general
statement, such as “all numerical disclosures except the late payment disclosure are estimates,” as
a method to label those disclosures as estimates.

Simple-interest transactions. If consumers do not make timely payments in a simple-
interest transaction, some of the amounts calculated for Truth in Lending disclosures will differ
from amounts that consumers will actually pay over the term of the transaction. Creditors may
label disclosures as estimates in these transactions. For example, because the finance charge and
total of payments may be larger than disclosed if consumers make late payments, creditors may
label the finance charge and total of payments as estimates. On the other hand, creditors may
choose not to label disclosures as estimates and may base all disclosures on the assumption that
payments will be made on time, disregarding any possible inaccuracies resulting from consumers’
payment patterns.

Per Diem Interest [12 C.F.R. §1026.17(c)(2)(ii)]

This paragraph applies to any numerical amount (such as the finance charge, annual
percentage rate, or payment amount) that is affected by the amount of the per-diem interest
charge that will be collected at consummation. If the amount of per-diem interest used in
preparing the disclosures for consummation is based on the information known to the creditor at
the time the disclosure document is prepared, the disclosures are considered accurate under this
rule, and affected disclosures are also considered accurate, even if the disclosures are not labeled
as estimates. For example, if the amount of per-diem interest used to prepare disclosures is less
than the amount of per-diem interest charged at consummation, and as a result the finance charge
1s understated by $200, the disclosed finance charge is considered accurate even though the
understatement is not within the $100 tolerance required by section 1026.18(d)(1), and the
finance charge was not labeled as an estimate. In this example, if in addition to the
understatement related to the per-diem interest, a $90 fee is incorrectly omitted from the finance
charge, causing it to be understated by a total of $290, the finance charge is considered accurate
because the $90 fee is within the $100 tolerance.

Other Variations [12 C.F.R. §1026.17(c)(3)]

Minor variations. Section 1026.17(c)(3) allows creditors to disregard certain factors in
calculating and making disclosures. For example:

e C(Creditors may ignore the effects of collecting payments in whole cents. Because payments
cannot be collected in fractional cents, it is often difficult to amortize exactly an obligation
with equal payments; the amount of the last payment may require adjustment to account
for the rounding of the other payments to whole cents.

e C(Creditors may base their disclosures on calculation tools that assume that all months have
an equal number of days, even if their practice is to take account of the variations in months
for purposes of collecting interest. For example, a creditor may use a calculation tool based
on a 360-day year, when it in fact collects interest by applying a factor of 1/365 of the
annual rate to 365 days. This rule does not, however, authorize creditors to ignore, for
disclosure purposes, the effects of applying 1/360 of an annual rate to 365 days.
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Use of special rules. A creditor may utilize the special rules in §1026.17(c)(3) for purposes of
calculating and making all disclosures for a transaction or may, at its option, use the special rules
for some disclosures and not others.

Payment Schedule Issues: [12 C.F.R. §1026.17(c)(4)]

Payment schedule irregularities. When one or more payments in a transaction differ from
the others because of a long or short first period, the variations may be ignored in disclosing the
payment schedule, finance charge, annual percentage rate, and other terms. For example:

e A 36-month auto loan might be consummated on June 8 with payments due on July 1 and
the first of each succeeding month. The creditor may base its calculations on a payment
schedule that assumes 36 equal intervals and 36 equal installment payments, even though
a precise computation would produce slightly different amounts because of the shorter first
period.

e By contrast, in the same example, if the first payment were not scheduled until August 1,
the irregular first period would exceed the limits in §1026.17(c)(4); the creditor could not
use the special rule and could not ignore the extra days in the first period in calculating its
disclosures.

Measuring odd periods. In determining whether a transaction may take advantage of the
rule in §1026.17(c)(4), the creditor must measure the variation against a regular period. For
purposes of that rule:

o The first period is the period from the date on which the finance charge begins to be earned
to the date of the first payment.

e The term is the period from the date on which the finance charge begins to be earned to
the date of the final payment.

e The regular period is the most common interval between payments in the transaction.

e In transactions involving regular periods that are monthly, semimonthly or multiples of a
month, the length of the irregular and regular periods may be calculated on the basis of
either the actual number of days or an assumed 30-day month. In other transactions, the
length of the periods is based on the actual number of days.

Use of special rules. A creditor may utilize the special rules in §1026.17(c)(4) for purposes of
calculating and making some disclosures but may elect not to do so for all of the disclosures. For
example, the variations may be ignored in calculating and disclosing the annual percentage rate but
taken into account in calculating and disclosing the finance charge and payment schedule.

Relation to prepaid finance charges. Prepaid finance charges, including “odd-days” or
“per-diem” interest, paid prior to or at closing may not be treated as the first payment on a loan.
Thus, creditors may not disregard an irregularity in disclosing such finance charges.

Demand Loans [12 C.F.R. §1026.17(c)(5)]

Demand disclosures. Disclosures for demand obligations are based on an assumed one-year
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term, unless an alternate maturity date is stated in the legal obligation. Whether an alternate
maturity date is stated in the legal obligation is determined by applicable law. An alternate
maturity date is not inferred from an informal principal reduction agreement or a similar
understanding between the parties. However, when the note itself specifies a principal reduction
schedule (for example, “payable on demand or $2,000 plus interest quarterly”), an alternate
maturity is stated and the disclosures must reflect that date.

Future event as maturity date. An obligation whose maturity date is determined solely by
a future event, as for example, a loan payable only on the sale of property, is not a demand
obligation. Because no demand feature is contained in the obligation, demand disclosures under
§1026.18(1) are inapplicable. The disclosures should be based on the creditor’s estimate of the time
at which the specified event will occur, and may indicate the basis for the creditor’s estimate, as
noted in the commentary to §1026.17(a).

Demand after stated period. [omitted]

Balloon mortgages. [omitted]

Multiple Creditors; Multiple Consumers [12 C.F.R. §1026.17(d)]

If a transaction involves more than one creditor, only one set of disclosures must be given and
the creditors shall agree among themselves which creditor must comply with the requirements
that this regulation imposes on any or all of them.

If there is more than one consumer, the disclosures may be made to any consumer who is
primarily liable on the obligation. If the transaction is rescindable, however, the disclosures must
be made to each consumer who has the right to rescind.

Subsequent Events: [12 C.F.R. §1026.17(e)]

If an early disclosure becomes inaccurate because of an event that occurs after the creditor
delivers the required disclosures, the inaccuracy is not a violation of this regulation. However,
new disclosures may be required at consummation.

Interim Student Loans: [12 C.F.R. §1026.17(i)]

Omitted from this presentation.
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Section 2: Closed-End Disclosure Content
[12 C.F.R. §1026.18]

Annual Finance Amount Total of Total Sale
Percentage Rate Charge Financed Payments Price
The cost of my credit ava | The dollar amount the The amount of credit provided The amount I will have The total price of your

yearly rate credit will cost me tome or onmy behalf pald when [ have made purchase on credit,

all sche daled paym erts. neluding your down
paymert: of § _
(H @ 3 ) (3
%S ¥ § $

My Payment Schedule will be:

Number of Paymenis Amount of Payments | When Paymenis are Due

0] $ ()] (8)

1] $ (10 (11)

(17) $ (13) (14)
Variable Rate,
0O (15) This note contains a variable rate feature. Disclosures about the variable rate feature have been provided to me earlier.
0 (16) The annual percentage rate may increase during the term of this transaction if an . The rate may not
increase more often than once 181 and may not increase more than _(193 % each_ {203 . Anyincrease will fake
the form of 21 . Ifthe rats increases by _(22) %Min 23) the__ 24)  will increaseto (24 . Tharate

will not go above _ (25) %,

Demand. 0O (26) This note has a demand feature,
00 (27) This note iz payable on demand and all disclosures are bagsd on an assumed maturi ty of one year.

Prepayment. O (28) If [ pay off this note early, I O (29) may O (30) will not have to pay a penalty.

O(31) If I pay off this nots early, I O (32) may O (33) will not be entitled to a refund of part of the finance charge.

Late Charge. Ifa paymentislate mors than _ (34) days after the due date, I will be charged 35 .

Security, lam giving a sscurity interest in:
0 (36) the goods or property being purchased.
0 (37 collateral securing other loans with you may also secure this loan.
00 (38} other collateral (brief description) 39

Filing Fees. § (40) Non-filing Insurance. §  (41)

Required Deposit. O (42) Ths annual percentage rate does not fake into account my requirsd deposit.

Assumption. Someone buying the property securing this obligation O (43) may, subject to conditions, be allowsd to O (44)
cannot assume the remainder of the obligation on the original terms

Contract Documents. (45) I can see my contract documents for any additional information about non-payment, default, and
required repayment in fill before the scheduled date, and prepayment refunds and penalties.

“'g’” means an estimate.
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Content of Disclosures: [12 C.F.R. §1026.18]

For each closed-end credit transaction, a creditor must disclose the following information, as
applicable, prior to the consummation of the transaction. Any disclosure not relevant to a
particular transaction may be eliminated entirely. In addition, the terms “finance charge” and
“annual percentage rate” must be more conspicuous than any other information except a
creditor’s identity.

For each transaction, the creditor must disclose a number of items, as applicable. We will
discuss each of these disclosures, and locate the proper placement of the disclosure inside or
outside the “Fed Box”.

Annual Finance Amount Total of Total Sale

Percentage Rate
The cost of my credit as a

Charge

The dollar amount the

Financed
The amount of credit provided

Payments

The am ount [ will have

Price

The total price of your

vearly rate credit will cost me tome or onnmy behalf paid whan 1 have made puarchase on credit,
all sche duled paym ents. including your down
paymert of § _
(1) (2) 3) (4) (3)
% % ¥ $ $

[1] Annual Percentage Rate: [12 C.F.R. §1026.18(e)]
This disclosure must be inside the Fed Box.

The “annual percentage rate,” using that term, and a brief description such as “the cost of your
credit as a yearly rate” must be shown.

For any transaction involving a finance charge of $5 or less on an amount financed of $75 or
less, or a finance charge of $7.50 or less on an amount financed of more than $75, the creditor
need not disclose the annual percentage rate.

Commentary [12 C.F.R. §1026.18(e)]

Disclosure required. The creditor must disclose the cost of the credit as an annual rate, using
the term “annual percentage rate,” plus a brief descriptive phrase comparable to that used in
the regulation. For variable rate transactions, the descriptor may be further modified with a
phrase such as “which is subject to change.” Under the regulation, the terms “annual
percentage rate” and “finance charge” must be more conspicuous than the other required
disclosures.

[2] Finance Charge: [12 C.F.R. §1026.18(d)]
This disclosure must be inside the Fed Box.

The “finance charge,” using that term, and a brief description such as “the dollar amount the
credit will cost you” must be shown.
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Commentary [12 C.F.R. §1026.18(d)]

Disclosure required. The creditor must disclose the finance charge as a dollar amount, using
the term “finance charge,” and must include a brief description similar to that in §1026.18(d).
The creditor may, but need not, further modify the descriptor for variable rate transactions,
with a phrase such as “which is subject to change.” The finance charge must be shown on the
disclosures only as a total amount; the elements of the finance charge must not be itemized in
the segregated disclosures, although the regulation does not prohibit their itemization
elsewhere.

[3] Amount Financed: [12 C.F.R. §1026.18(b)]
This disclosure must be inside the Fed Box.

The “amount financed,” using that term, and a brief description such as “the amount of credit
provided to you or on your behalf.” The amount financed is calculated by:

e Determining the principal loan amount or the cash price (subtracting any down payment);

e Adding any other amounts that are financed by the creditor and are not part of the finance
charge; and

e Subtracting any prepaid finance charge.
Commentary [12 C.F.R. §1026.18(b)]
Paragraph [12 C.F.R. §1026.18(b)(1)]
Down payments. [omitted]

Paragraph [12 C.F.R. §1026.18(b)(2)]

Adding other amounts. Fees or other charges that are not part of the finance charge and that
are financed rather than paid separately at consummation of the transaction are included in
the amount financed. Typical examples are real estate settlement charges and premiums for
voluntary credit life and disability insurance generally excluded from the finance charge. This
paragraph does not include any amounts already accounted for such as taxes, tag and title
fees, or the costs of accessories or service policies that may be included in the cash price.

Paragraph [12 C.F.R. §1026.18(b)(3)]

Prepaid finance charges. Prepaid finance charges that are paid separately in cash or by check
should be deducted in calculating the amount financed. [Commentary illustrations omitted]

Add-on or discount charges. [omitted]

[4] Total of Payments: [12 C.F.R. §1026.18(h)]
This disclosure must be inside the Fed Box.

The “total of payments,” using that term, and a descriptive explanation such as “the amount
you will have paid when you have made all scheduled payments” must be included.
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In any transaction involving a single payment or a demand loan with no alternate maturity
date, the creditor need not disclose the total of payments.

Commentary [12 C.F.R. §1026.18(h)]

Disclosure required. The total of payments must be disclosed using that term, along with a
descriptive phrase similar to the one in the regulation. The descriptive explanation may be
revised to reflect a variable rate feature with a brief phrase such as “based on the current
annual percentage rate which may change.”

Calculation of total of payments. The total of payments is the sum of the payments disclosed
under the payment schedule discussed above.

Exception. [omitted]

Demand obligations. In demand obligations with no alternate maturity date, the creditor may
omit disclosure of payment amounts. In those transactions, the creditor need not disclose the
total of payments.

[6] Total Sale Price: [12 C.F.R. §1026.18()]
This disclosure must be inside the Fed Box.

In a credit sale, the “total sale price,” using that term, and a descriptive explanation (including
the amount of any down payment) such as “the total price of your purchase on credit, including
your down payment of $ ” must be included. The total sale price is the sum of the
cash price, any amounts that are financed and are not part of the finance charge, and the finance
charge.

Commentary [12 C.F.R. §1026.18()]

Disclosure required. In a credit sale transaction, the “total sale price” must be disclosed using
that term, along with a descriptive explanation similar to the one in the regulation. For
variable rate transactions, the descriptive phrase may, at the creditor’s option, be modified to
reflect the variable rate feature. For example, the descriptor may read: “The total cost of your
purchase on credit, which is subject to change, including your down payment of ***” The
reference to a down payment may be eliminated in transactions calling for no down payment.

Calculation of total sale price. The figure to be disclosed is the sum of the cash price, other
charges added, and the finance charge disclosed.

Effect of existing liens. [omitted]

My Payment Schedule will be:

Number of Payments Amount of Payments | When Payments are Due
(6) )] (8)
] (10) (11)
(12) 3 (13) (14)
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[6-14] Payment Schedule: [12 C.F.R. §1026.18(g)]
This disclosure must be inside the Fed Box.

The number, amounts, and timing of payments scheduled to repay the obligation must be
shown. The payment schedule must reflect all components of the finance charge, not just interest.

o Demand Note. In a demand obligation with no alternate maturity date, the creditor may
comply by disclosing the due dates or payment periods of any scheduled interest payments
for the first year.

e Series of Payments. In a transaction in which a series of payments varies because a
finance charge is applied to the unpaid principal balance, the creditor may comply by
disclosing the following information:

0 The dollar amounts of the largest and smallest payments in the series;

0 A reference to the variations in the other payments in the series.

Commentary [12 C.F.R. §1026.18(g)]

Amounts included in repayment schedule. The repayment schedule should reflect all
components of the finance charge, not merely the portion attributable to interest. A prepaid
finance charge, however, should not be shown in the repayment schedule as a separate
payment. The payments may include amounts beyond the amount financed and finance
charge. For example, the disclosed payments may, at the creditor’s option, reflect certain
insurance premiums where the premiums are not part of either the amount financed or the
finance charge, as well as real estate escrow amounts such as taxes added to the payment in
mortgage transactions.

Deferred downpayments. [omitted]

Total number of payments. In disclosing the number of payments for transactions with more
than one payment level, creditors may but need not disclose as a single figure the total number
of payments for all levels. For example, in a transaction calling for 108 payments of $350, 240
payments of $335, and 12 payments of $330, the creditor need not state that there will be a
total of 360 payments.

Timing of payments. This section requires creditors to disclose the timing of payments. To
meet this requirement, creditors may list all of the payment due dates. They also have the
option of specifying the “period of payments” scheduled to repay the obligation. As a general
rule, creditors that choose this option must disclose the payment intervals or frequency, such
as “monthly” or “bi-weekly,” and the calendar date that the beginning payment is due. For
example, a creditor may disclose that payments are due “monthly beginning on July 1, 1998.”
This information, when combined with the number of payments, is necessary to define the
repayment period and enable a consumer to determine all of the payment due dates.

Exception. [omitted]

Mortgage insurance. [omitted]
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Demand obligations. In demand obligations with no alternate maturity date, the creditor
has the option of disclosing only the due dates or periods of scheduled interest payments in
the first year (for example, “interest payable quarterly” or “interest due the first of each
month”). The amounts of the interest payments need not be shown.

Abbreviated disclosure. [omitted]
Combined payment schedule disclosures. [omitted]

Effect on other disclosures. This section applies only to the payment schedule disclosure.
The actual amounts of payments must be taken into account in calculating and disclosing the
finance charge and the annual percentage rate.

Variable Rate.
O (15) This note contains a variable rate feature. Disclosures about the variable rate feature have been provided to me earlier.

O (16) The annual percentage rate may increase during the term of this transaction if (a7 . The rate may not
increase more often than once (18) and may not increage more than _(19) % each _ (200 . Any increase will take
the form of (21 . If'the rate increases by _(22) %in__ (23 the 24y  will increase to __24) . Therate
will not go above _ (28) %,

[15 — 25] Variable Rate: [12 C.F.R. §1026.18(f)]
This disclosure must be inside the Fed Box.

If the annual percentage rate may increase after consummation in a transaction not secured
by the consumer’s principal dwelling or in a transaction secured by the consumer’s principal
dwelling with a term of one year or less, the following disclosures:

e The circumstances under which the rate may increase;
e Any limitations on the increase;
e The effect of an increase;

e An example of the payment terms that would result from an increase (may be outside the
“Fed Box”). [this method uses boxes 16-25]

If the annual percentage rate may increase after consummation in a transaction secured by
the consumer’s principal dwelling with a term greater than one year, the following disclosures:

e The fact that the transaction contains a variable rate feature;

e A statement that variable rate disclosures have been provided earlier. [This method uses
box 15 only.]

Commentary [12 C.F.R. §1026.18(f)]

Coverage. The requirements of this section apply to all transactions in which the terms of the
legal obligation allow the creditor to increase the rate originally disclosed to the consumer. It
includes not only increases in the interest rate but also increases in other components, such
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as the rate of required credit life insurance. The provisions, however, do not apply to increases
resulting from delinquency (including late payment), default, assumption, acceleration or
transfer of the collateral.

Section 1026.18(f)(1) applies to variable-rate transactions that are not secured by the
consumer’s principal dwelling and to those that are secured by the principal dwelling but have
a term of one year or less.

Section 1026.18(f)(2) applies to variable-rate transactions that are secured by the consumer’s
principal dwelling and have a term greater than one year.

Not Principal Dwelling/Loan Less than One Year — [12 C.F.R. §1026.18(f)(1)]

This section only is used in situations when the variable-rate transaction is not secured by the
consumer’s principal dwelling and to those that are secured by the principal dwelling but have
a term of one year or less.

Terms used in disclosure. In describing the variable rate feature, the creditor need not use any
prescribed terminology. For example, limitations and hypothetical examples may be described
in terms of interest rates rather than annual percentage rates.

Conversion feature. [omitted]
Required Disclosures

Circumstances. The circumstances under which the rate may increase include identification
of any index to which the rate is tied, as well as any conditions or events on which the increase
1s contingent.

e When no specific index is used, any identifiable factors used to determine whether to
increase the rate must be disclosed.

e When the increase in the rate is purely discretionary, the fact that any increase is within
the creditor’s discretion must be disclosed.

e When the index is internally defined (for example, by that creditor’s prime rate), the
creditor may comply with this requirement by either a brief description of that index or a
statement that any increase is in the discretion of the creditor. An externally defined index,
however, must be identified.

Limitations. This includes any maximum imposed on the amount of an increase in the rate
at any time, as well as any maximum on the total increase over the life of the transaction.
When there are no limitations, the creditor may, but need not, disclose that fact. Limitations
do not include legal limits in the nature of usury or rate ceilings under state or Federal statutes
or regulations. (See §1026.30 for the rule requiring that a maximum interest rate be included
in certain variable-rate transactions.)

Effects. Disclosure of the effect of an increase refers to an increase in the number or amount of
payments or an increase in the final payment. In addition, the creditor may make a brief reference
to negative amortization that may result from a rate increase. (See the commentary to §1026.17(a)(1)
regarding directly related information.) If the effect cannot be determined, the creditor must provide
a statement of the possible effects. For example, if the exercise of the variable-rate feature may result
in either more or larger payments, both possibilities must be noted.
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Hypothetical example. The example may, at the creditor’s option, appear apart from the
other disclosures. The creditor may provide either a standard example that illustrates the
terms and conditions of that type of credit offered by that creditor or an example that directly
reflects the terms and conditions of the particular transaction. In transactions with more than
one variable-rate feature, only one hypothetical example need be provided. (See the
commentary to section 1026.17(a)(1) regarding disclosure of more than one hypothetical
example as directly related information.)

Hypothetical example not required. The creditor need not provide a hypothetical example
in the following transactions with a variable-rate feature:

e Demand obligations with no alternate maturity date.

e Multiple-advance construction loans.

Demand. 0O (26) This note hag a demand feature.
O (27) This note is payable on demand and all disclosures are based on an assumed maturity of one year,

Prepayment. O (28) If [ pay off this note early, I O (29) may O (30) will not have to pay 2 penalty.

O (31) If I pay off this note early, I 0 (32) may O (33) will not be entitled to a refund of part of the finance charge.

Late Charge. Ifa paymentis late more than __(34) days after the due date, I will be charged (35) .

[26-27] Demand Feature: [12 C.F.R. §1026.18(i)]
This disclosure must be inside the Fed Box.

If the obligation has a demand feature, that fact shall be disclosed. When the disclosures are
based on an assumed maturity of one year, that fact must also be disclosed.

Commentary [12 C.F.R. §1026.18(i)]

Disclosure requirements. The disclosure requirements of this provision apply not only to
transactions payable on demand from the outset, but also to transactions that are not payable
on demand at the time of consummation but convert to a demand status after a stated period.
In demand obligations in which the disclosures are based on an assumed maturity of one year,
that fact must also be stated.

Covered demand features. The type of demand feature triggering the disclosures required
includes only those demand features contemplated by the parties as part of the legal
obligation. For example, this provision does not apply to transactions that convert to a demand
status as a result of the consumer’s default. A due-on-sale clause is not considered a demand
feature. A creditor may, but need not, treat its contractual right to demand payment of a loan
made to its executive officers as a demand feature to the extent that the contractual right is
required by Regulation O (12 C.F.R. §1015.5) or other Federal law.
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Relationship to payment schedule disclosures. In demand obligations with no alternate
maturity date, the creditor need only disclose the due dates or payment periods of any
scheduled interest payments for the first year. If the demand obligation states an alternate
maturity, however, the disclosed payment schedule must reflect that stated term.

[28-33] Prepayment: [12 C.F.R. §1026.18(k)]
This disclosure must be inside the Fed Box.

When an obligation includes a finance charge computed from time to time by application of a
rate to the unpaid principal balance, a statement indicating whether or not a penalty may be
imposed if the obligation is prepaid in full is necessary.

When an obligation includes a finance charge other than the finance charge described in the
prior paragraph, a statement indicating whether or not the consumer is entitled to a rebate of any
finance charge if the obligation is prepaid in full is necessary.

Commentary [12 C.F.R. §1026.18(k)]

Disclosure required. The creditor must give a definitive statement of whether or not a
penalty will be imposed or a rebate will be given.

The fact that no penalty will be imposed may not simply be inferred from the absence of a
penalty disclosure; the creditor must indicate that prepayment will not result in a penalty.

If a penalty or refund is possible for one type of prepayment, even though not for all, a positive
disclosure is required. This applies to any type of prepayment, whether voluntary or
involuntary as in the case of prepayments resulting from acceleration.

Any difference in rebate or penalty policy, depending on whether prepayment is voluntary or
not, must not be disclosed with the segregated disclosures.

Rebate-penalty disclosure. A single transaction may involve both a precomputed finance
charge and a finance charge computed by application of a rate to the unpaid balance (for
example, mortgages with mortgage guarantee insurance). In these cases, disclosures about
both prepayment rebates and penalties are required.

Prepaid finance charge. The existence of a prepaid finance charge in a transaction does not,
by itself, require a disclosure. A prepaid finance charge is not considered a penalty, nor does
it require a disclosure. At its option, however, a creditor may consider a prepaid finance charge
to be a prepayment penalty. If a disclosure is made with respect to a prepaid finance charge
or other finance charge, the creditor may further identify that finance charge. For example,
the disclosure may state that the borrower “will not be entitled to a refund of the prepaid
finance charge” or some other term that describes the finance charge.

Penalties: [12 C.F.R. §1026.18(k)(1)]

This applies only to those transactions in which the interest calculation takes account of all
scheduled reductions in principal, as well as transactions in which interest calculations are
made daily. The term “penalty” as used here encompasses only those charges that are assessed
strictly because of the prepayment in full of a simple-interest obligation, as an addition to all
other amounts. Items which are penalties include, for example:
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e Interest charges for any period after prepayment in full is made.
e A minimum finance charge in a simple-interest transaction.

Items which are not penalties include, for example:

e Loan guarantee fees.
e Interim interest on a student loan.

However, a minimum finance charge is a penalty in a simple-interest transaction.

Rebates: [12 C.F.R. §1026.18(k)(2)]

Rebate of finance charge. This applies to any finance charges that do not take account of each
reduction in the principal balance of an obligation. This category includes, for example:

e Precomputed finance charges such as add-on charges.

e Charges that take account of some but not all reductions in principal, such as mortgage
guarantee insurance assessed on the basis of an annual declining balance, when the
principal is reduced on a monthly basis.

No description of the method of computing earned or unearned finance charges is required or
permitted as part of the segregated disclosures under this section.

[34-35] Late Payment: [12 C.F.R. §1026.18(1)]
This disclosure must be inside the Fed Box.

Any dollar or percentage charge that may be imposed before maturity due to a late payment,
other than a deferral or extension charge must be disclosed.

Commentary [12 C.F.R. §1026.18(1)]

Definition. This paragraph requires a disclosure only if charges are added to individual
delinquent installments by a creditor who otherwise considers the transaction ongoing on its
original terms. Late payment charges do not include:

o The right of acceleration.
e Fees imposed for actual collection costs, such as repossession charges or attorney’s fees.
o Deferral and extension charges.

o The continued accrual of simple interest at the contract rate after the payment due date.
However, an increase in the interest rate is a late payment charge to the extent of the
increase.
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Content of disclosure. Many state laws authorize the calculation of late charges on the basis
of either a percentage or a specified dollar amount, and permit imposition of the lesser or
greater of the two charges. The disclosure may reflect this alternative. For example, stating
that the charge in the event of a late payment is 5 percent of the late amount, not to exceed
$5.00, is sufficient. Many creditors also permit a grace period during which no late charge will
be assessed; this fact may be disclosed as directly related information.

Security. Iam givinga security interest in:
O (36) the goods or property being purchased.
O (37) collateral securing other loans with you may also secure this loan.
O (38) other collateral (brief description) 39)

[36-39] Security Interest: [12 C.F.R. §1026.18(m)]
This disclosure must be inside the Fed Box.

The fact that the creditor has or will acquire a security interest in the property purchased as
part of the transaction, or in other property identified by item or type, must be included.

Commentary [12 C.F.R. §1026.18(m)]

Purchase money transactions. When the collateral is the item purchased as part of, or with
the proceeds of, the credit transaction, the regulation requires only a general identification
such as ““the property purchased in this transaction.” However, the creditor may identify the
property by item or type instead of identifying it more generally with a phrase such as “the
property purchased in this transaction.” For example, a creditor may identify collateral as “a
motor vehicle,” or as “the property purchased in this transaction.”

Any transaction in which the credit is being used to purchase the collateral is considered a
purchase money transaction and the abbreviated identification may be used, whether the
obligation is treated as a loan or a credit sale.

Non-purchase money transactions. In non-purchase money transactions, the property
subject to the security interest must be identified by item or type. This disclosure is satisfied
by a general disclosure of the category of property subject to the security interest, such as
“motor vehicles,” “securities,” “certain household items,” or “household goods.” (Creditors
should be aware, however, that the Federal credit practices rules, as well as some state laws,
prohibit certain security interests in household goods.) At the creditor’s option, however, a
more precise identification of the property or goods may be provided.

Mixed collateral. In some transactions in which the credit is used to purchase the collateral,
the creditor may also take other property of the consumer as security. In those cases, a
combined disclosure must be provided, consisting of an identification of the purchase money
collateral consistent with paragraphs 1 and 2 above.

After-acquired property. An after-acquired property clause is not a security interest to be
disclosed under this section.
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Spreader clause. The fact that collateral for pre-existing credit with the institution is being
used to secure the present obligation constitutes a security interest and must be disclosed.
(Such security interests may be known as “spreader” or “dragnet” clauses, or as “cross-
collateralization” clauses.) A specific identification of that collateral is unnecessary but a
reminder of the interest arising from the prior indebtedness is required. The disclosure may
be made by using language such as “collateral securing other loans with us may also secure
this loan.” At the creditor’s option, a more specific description of the property involved may be
given.

Terms used in disclosure. No specified terminology is required in disclosing a security interest.
Although the disclosure may, at the creditor’s option, use the term “security interest,” the creditor
may designate its interest