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Introduction

The Office of the Comptroller of the Currency’s (OCC) Comptroller’s Handbook booklet,
“Truth in Lending Act,” is prepared for use by OCC examiners in connection with their
examination and supervision of national banks and federal savings associations (collectively,
banks).! Each bank is different and may present specific issues. Accordingly, examiners
should apply the guidance in this booklet consistent with each bank’s individual
circumstances.

The booklet provides background information and optional expanded examination
procedures for the Truth in Lending Act (TILA) and Regulation Z, which implements TILA.
Examiners decide which of these procedures are necessary, if any, after completing a
compliance core assessment as outlined in the “Large Bank Supervision,” “Community Bank
Supervision,” or * Branches and Agencies Supervision” booklets of the Comptroller’s
Handbook. Co brmation received by the OCC’s Office of the Ombudsman and the
Customer Assistancg§Gro also be useful in completing the assessment.

Note

These procedures reflect am LA and Regulation Z through April 2016, and
to the mortgage servicing amendmgnts effdgtive in October 2017, unless otherwise
indicated. These procedures do not%gflect agg€hdments to TILA made by the Economic
Growth, Regulatory Relief, and Consum ion Act (Pub. L. 115-174, enacted May
24, 2018), including those related to (1) qu tgage and escrow provisions for
banks below certain asset thresholds; and (2) e ion, of a waiting period for issuing a
closing disclosure if the annual percentage rat
procedures do not reflect amendments to Regulatie
clarified certain provisions relating to interpretations-a
disclosures. These procedures also do not contain any o
regarding prepaid accounts.

Background and Summary

TILA (15 USC 1601 et seq.) was enacted on May 29, 1968, as title | of the Consumer Credit
Protection Act (Pub. L. No. 90-321). TILA, implemented by Regulation Z (now codified at
12 CFR 1026), became effective on July 1, 1969.

! The Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 granted the Bureau of Consumer
Financial Protection authority to supervise and enforce compliance with TILA and its implementing regulations
with respect to the entities under the BCFP’s jurisdiction. See 12 USC 5481(12)(0), 5514(b)-(c), and
5515(b)-(c).

Comptroller's Handbook 1 Truth in Lending Act
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TILA was first amended in 1970 to prohibit unsolicited credit cards. Additional major
amendments to TILA and Regulation Z were made between 1974 and 1988 by the following
acts:

Fair Credit Billing Act of 1974

Consumer Leasing Act of 1976

Truth in Lending Simplification and Reform Act of 1980
Fair Credit and Charge Card Disclosure Act of 1988
Home Equity Loan Consumer Protection Act of 1988

Regulation Z also was amended to implement section 1204 of the Competitive Equality
Banking Act of 1987 and, in 1988, to include adjustable rate mortgage (ARM) loan
disclosure requirements. All consumer leasing provisions were deleted from Regulation Z in
1981 and transferre egulation M (12 CFR 1013).

The Home Ownérshi
law imposed new di

ity Protection Act of 1994 (HOEPA) also amended TILA. The
irements and substantive limitations on certain closed-end
mortgage loans bearin above a certain percentage or amount. The law also
included new disclosure Feguirerfient§ to assist consumers in comparing the costs and other
material considerations invol¥ed M\ a Teverse mortgage transaction and authorized the Board
of Governors of the Federal R (FRB) to prohibit specific acts and practices in
connection with mortgage transactians.

erances for real estate-secured credit.
incorporate changes to TILA.

TILA amendments of 1995 dealt primarilygit
Regulation Z was amended on September 1
Specifically, the revisions limit lenders’ liabilit ,
loans consummated after September 30, 1995. : jc Growth and Regulatory

et seq., was enacted in 2000 and did not require implementing €0 .On

November 9, 2007, amendments to Regulation Z and the official Gamaffientary 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 mortgage loans” (HPML). The
revisions also applied new protections to mortgage loans secured by a dwelling regardless of
loan price and required the delivery of early disclosures for more types of transactions. The
revisions also banned several advertising practices deemed deceptive or misleading.

The Mortgage Disclosure Improvement Act of 2008 broadened and added to the
requirements of the FRB’s July 2008 final rule by requiring early truth-in-lending disclosures
(TIL disclosures) for more types of transactions and by adding a waiting period between the

Comptroller's Handbook 2 Truth in Lending Act
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time when disclosures are given and consummation of the transaction. In 2009, Regulation Z
was amended to address those provisions. The Mortgage Disclosure Improvement Act also
requires disclosure of payment examples if a loan’s interest rate or payments can change, as
well as disclosure of a statement that there is no guarantee the consumer will be able to
refinance in the future. In 2010, Regulation Z was amended to address these provisions,
which became effective on January 30, 2011.

In December 2008, the FRB adopted two final rules pertaining to open-end (not home-
secured) credit. The first rule involved Regulation Z revisions and made comprehensive
changes applicable to several disclosures required for applications and solicitations, new
accounts, periodic statements, change in terms notifications, and advertisements. The second
rule was published under the Federal Trade Commission (FTC) Act and issued jointly with
the Office of Thrift Supervision (OTS)? and the National Credit Union Administration
(NCUA). The secondggule sought to protect consumers from unfair acts or practices with
respect to consumg At card accounts. Before these rules became effective, the Credit
Card Accountab ibility and Disclosure Act of 2009 (Credit CARD Act) amended

TILA and established a n of new requirements for open-end consumer credit plans.
Several provisions o itCARD Act are similar to provisions in the FRB’s December
2008 TILA revisions an C Act rule, but other portions of the Credit CARD Act

address practices or mandate @i s that were not addressed in those rules. In light of the
Credit CARD Act, the FRB, t the OTS withdrew the substantive requirements
of the joint FTC Act rule. On July 142010, @editors were required to comply with the
provisions of the FRB’s rule that w: no?ed by the Credit CARD Act.

f

The Credit CARD Act provisions becam
first, on August 20, 2009, required creditorsto i edlie amount of notice consumers
receive before the rate on a credit card account i asedhor a significant change is made to

changes by informing the creditor before the increase'e
provisions effective next, on February 22, 2010, involve

charges and reevaluation of rate increases.

In 2009, Regulation Z was amended following the passage of the Higher Education
Opportunity Act by adding disclosure and timing requirements that apply to lenders making
private education loans.

Also in 2009, the Helping Families Save Their Homes Act amended TILA to establish a new
requirement for notifying consumers of the sale or transfer of their mortgage loans. The
purchaser or assignee that acquires the loan must provide the required disclosures no later
than 30 days after the date on which it acquired the loan.

2 Effective July 2011, title 111 of Dodd—Frank transferred the powers, authorities, rights, and duties of the OTS
to other federal banking agencies.

Comptroller's Handbook 3 Truth in Lending Act
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In 2010, the FRB further amended Regulation Z to prohibit payment to a loan originator that
is based on the terms or conditions of the loan, other than the amount of credit extended. The
amendment applies to mortgage brokers and the companies that employ them, as well as to
mortgage loan officers employed by depository institutions and other lenders. In addition, the
amendment prohibits a loan originator from directing or “steering” a consumer to a loan that
is not in the consumer’s interest, to increase the loan originator’s compensation.

The Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 amended TILA
to include several provisions that protect the integrity of the appraisal process when a
consumer’s home is securing the loan. TILA also requires that appraisers receive customary
and reasonable payments for their services. The appraiser and loan originator compensation
requirements had a mandatory compliance date of April 6, 2011.

Dodd-Frank general
Financial Protectig

granted rulemaking authority under TILA to the Bureau of Consumer
QEP). Title X1V of Dodd-Frank included a number of amendments to
issued rules to implement them. Prohibitions on mandatory
arbitration and waivers o mer rights, as well as requirements that lengthen the time
creditors must maint crow account for HPMLs, were generally effective June 1,
2013.

Most of the remaining amendmgnt§ t lation Z to implement title X1V of Dodd-Frank
were effective in January 2014.° Thgge amefdments include ability-to-repay requirements for
mortgage loans, appraisal requiremefts for HRMLS, and a revised and expanded test for
high-cost mortgages, as well as additio M ns on those loans, expanded requirements
for servicers of mortgage loans, refined 1d@n compensation rules and loan
origination qualification standards, and a prohibj inancing credit insurance for

mortgage loans. The amendments also establish
certain provisions of TILA.

-~

definition for nonprofit entities and amended the ability-to¥gpay e ption for nonprofit
entities. The final rule also provided a cure mechanism for the | @ fees limit that
applies to qualified mortgages (QM). The final rule was effectivésgn IN@vember 3, 2014,
except for one provision that was effective on October 3, 2015. On October 2, 2015, the
BCFP revised the definitions of small creditor and rural and underserved areas, which affect
the availability of some special provisions and exemptions to Regulation Z’s ability-to-repay,

3 The amendment to 12 CFR 1026.35(ge) was effective July 24, 2013; the amendments to
12 CFR 1026.35(b)(2)(iii) and 1026.36(a), (b), and (j), and commentary to 12 CFR 1026.25(c)(2), 1026.35, and
1026.36(a), (b), (d), and (f) in Supplement I to 12 CFR 1026, were effective January 1, 2014.
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high-cost mortgage, and HPML escrow requirements. The final rule was effective January 1,
2016.% In March 2016, the BCFP issued an interim final rule exercising the expanded
authority granted to the BCFP by the Helping Expand Lending Practices in Rural
Communities Act to exempt small creditors that operate in rural or underserved areas.® The
interim final rule was effective March 31, 2016.

In 2013, the BCFP also revised several open-end credit provisions in Regulation Z. The
BCFP revised the general limitation on the total amount of account fees that a credit card
issuer may require a consumer to pay. Effective March 28, 2013, the limit is 25 percent of the
credit limit in effect when the account is open-end. The limitation applies only during the
first year after account opening. The BCFP also amended Regulation Z to remove the
requirement that card issuers consider the consumer’s independent ability to pay for
applicants who are 21 or older, and to permit issuers to consider income and assets to which
such consumers havega reasonable expectation of access. This change was effective May 3,
2013, with a man mpliance date of November 4, 2013.

Also in 2013, the BGFP f amended Regulation Z as well as Regulation X, the
regulation implementi edl Estate Settlement Procedures Act (RESPA), to fulfill the
mandate in Dodd-Fran e mortgage disclosures under TILA and RESPA
sections 4 and 5. Regulatio talns two new forms required for most closed-end

te is provided within three business days from
application, and the Closing Disclosfire is pfpvided to consumers three busmess days before

loan consummation. These disclosu

Note: These procedures have not been updated he Know Before You Owe
(KBYO) final rule issued on July 7, 2017. The
compliance period, which began on October 10, 2@ far transactions for which a
creditor or mortgage broker receives an application I obegr 1, 2018. During this
period, early compliance with the 2017 rule is allowed byg@hotgequired.

4 80 Fed. Reg. 59944 (October 2, 2015).
581 Fed. Reg. 16074 (March 25, 2016).

& The effective date for the TILA-RESPA Integrated Disclosure Rule was extended to October 3, 2015, by a
final rule published in the Federal Register on July 24, 2015 (80 Fed. Reg. 43911). Other provisions of the rule
were effective on October 3, 2015, regardless of whether an application was received on that date. Specifically,
these provisions restrict the imposition of fees on a consumer before the consumer has received the Loan
Estimate and indicated an intent to proceed and restrict creditors from providing a consumer with a written
estimate of terms or costs (before providing the Loan Estimate) unless they also provided a written statement
informing the consumer that the terms or costs may change. The rule also restricts a creditor from requiring the
submission of documents verifying information related to the consumer’s application before providing the Loan
Estimate.
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On August 4, 2016, the BCFP issued a final rule to further clarify, revise, and amend
provisions of Regulation Z and Regulation X (81 Fed. Reg. 72160) (October 19, 2016). The
amendments in the final rule are referenced in this document as the “2016 Servicing Rule.”
The 2016 Servicing Rule establishes definitions of “successor in interest” and “confirmed
successor in interest,” and provides that a confirmed successor in interest is a “consumer” for
purposes of the mortgage servicing provisions in Regulation Z.” The 2016 Servicing Rule
also adopts a general definition of delinquency that applies to all of the servicing provisions
in Regulation X and the provisions regarding periodic statements for mortgage loans in
Regulation Z. Furthermore, the 2016 Servicing Rule clarifies, revises, or amends provisions
of Regulation Z relating to

e interest rate adjustment notices for ARMs (12 CFR 1026.20).
e prompt crediting of mortgage payments and responses to requests for payoff amounts

mortgage loans (12 CFR 1026.41), including requiring servicers
to provide cértai ers in bankruptcy a modified periodic statement or coupon
book (12 CFR 1026.4de)

e small servicers (12€F 2

41(6)(4)).

The 2016 Servicing Rule wageff
successors in interest and periOuli
on April 19, 2018.

on October 19, 2017, except the provisions related to
s for consumers in bankruptcy, which took effect

under the Fair Debt Collection Practices
nd specified mortgage servicing rules

The BCFP concurrently issued an interprej
Act (FDCPA) to clarify the interaction of th
in Regulations X and Z.8 This interpretive rule
of the FDCPA and provides safe harbors from |
with it.

Risks Associated With TILA

From a supervisory perspective, risk is the potential that events% aye an adverse effect on
a bank’s current or projected financial condition® and resilience. "€ OCC has defined

" The 2016 Servicing Rule includes the following changes to Regulation Z for successors in interest:
12 CFR 1026.2(a)(11) and (27), 1026.20(f), 1026.39(f), and 1026.41(g). The 2016 Servicing Rule also changes
several sections of the official interpretations of Regulation X, published in commentary.

8 See “Safe Harbors From Liability Under the Fair Debt Collection Practices Act for Certain Actions Taken in
Compliance With Mortgage Servicing Rules Under the Real Estate Settlement Procedures Act (Regulation X)
and the Truth in Lending Act (Regulation Z)),” 81 Fed. Reg. 71977 (October 19, 2016) (hereinafter, 2016
FDCPA Interpretive Rule). The interpretations contained in this interpretive rule are included in Regulation X
comments 30(d)-1 and 39(d)-2 and Regulation Z comment 2(a)(11)-4.ii.

® Financial condition includes impacts from diminished capital and liquidity. Capital in this context includes
potential impacts from losses, reduced earnings, and market value equity.

10 Resilience recognizes the bank’s ability to withstand periods of stress.
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eight categories of risk for bank supervision purposes: credit, interest rate, liquidity, price,
operational, compliance, strategic, and reputation. These categories are not mutually
exclusive. Any product or service may expose the bank to multiple risks. Risks also may be
interdependent and may be positively or negatively correlated. Examiners should be aware of
and assess this interdependence. Examiners also should be alert to concentrations that can
significantly elevate risk. Concentrations can accumulate within and across products,
business lines, geographic areas, countries, and legal entities. Refer to the “Bank Supervision
Process” booklet of the Comptroller’s Handbook for an expanded discussion of banking risks
and their definitions.

The risks associated with TILA are compliance, operational, strategic, and reputation.

Compliance Risk

to current or projected financial condition and resilience arising
ulations, or from nonconformance with prescribed practices,

and lessened expansion pote
comply with all applicable la

anks and relevant third-party service providers must fully
ions, including TILA.

Operational Risk

Operational risk is the risk to current or proj
from inadequate or failed internal processes or
adverse external events. Operational risk in TIL

g an errors or misconduct, or
ending is often elevated by higher
BCESSE ore extensive use of
eightened operational risk
mated environments
en a bank outsources

getions, payment

can compound the exposure of errors. Operational risk also
operational functions (e.g., loan origination, account manageme
processing, data input, and legal assistance) to third parties.*

Strategic Risk

Strategic risk is the risk to current or projected financial condition and resilience arising from
adverse business decisions, poor implementation of business decisions, or lack of

11 For more guidance on third-party relationships, refer to OCC Bulletin 2013-29, “Third-Party Relationships:
Risk Management Guidance”; OCC Bulletin 2017-21, “Third-Party Relationships: Frequently Asked Questions
to Supplement OCC Bulletin 2013-29”; and OCC Bulletin 2017-7, “Third-Party Relationships: Supplemental
Examination Procedures.”
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responsiveness to changes in the banking industry and operating environment. A bank’s
strategic decisions to enter, exit, or otherwise change the bank’s participation in TILA-
covered products should be based on sound, complete information, realistic assessments of
the risks involved, management’s expertise, and the bank’s practical operating capacity.
Incomplete or inadequate consideration of TILA when implementing, expanding, or
modifying TILA-covered lending products can expose the bank to strategic risk.*?

Reputation Risk

Reputation risk is the risk to current or projected financial condition and resilience arising
from negative public opinion. This risk may impair a bank’s competitiveness by affecting its
ability to establish new relationships or services or continue servicing existing relationships.
Inadequate policies and procedures, operational breakdowns, or general weaknesses in any
aspect of the bank’s #MLA lending activities can harm the bank’s reputation. Inappropriate
delegation of acti hird parties without appropriate bank oversight or wrongful acts
by third parties & hgybank’s behalf could also increase a bank’s reputation risk
exposure. Effective gyst anel controls to identify, measure, monitor, and control potential
issues, such as approprigte oyersight of sales, servicing, and collection practices, are critical
to managing reputation

Risk Management

ontrol risk by implementing an effective
d complexity of its operations. When

Each bank should identify, measure, ito
risk management system appropriate for
examiners assess the effectiveness of a ban
bank’s policies, processes, personnel, and contr
Governance” booklet of the Comptroller’s Han
management.

Si

Compliance Audit Function

The bank’s internal audit system should include risk-based indeg eviews of the bank’s
compliance management system (CMS) to provide the board and management reasonable
assurance of the bank’s consumer compliance-related risk management. Inclusion of the
CMS in the audit program substantially lessens the risk of a bank failing to detect potentially
serious problems, such as noncompliance with consumer protection-related laws or
regulations. The bank’s risk-based internal audit coverage of the CMS should include the
following:

e Independent and qualified auditors who are knowledgeable of consumer protection-
related laws and regulations and can assess the appropriateness of the bank’s CMS.

12 For more guidance on new, modified, or expanded products and services, refer to OCC Bulletin 2017-43,
“New, Modified, or Expanded Bank Products and Services: Risk Management Principles.”
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e Testing of internal controls to identify inaccurate, incomplete, or unauthorized
transactions, including
— violations of consumer protection-related laws or regulations.

— deviations from the bank’s consumer compliance-related policies and procedures.
— thematic consumer compliance control issues, including the root cause, across
business activities or auditable entities.

e Evaluating the adequacy of established consumer compliance-related policies and
procedures and identifying noncompliance with the bank’s consumer compliance risk
management processes.

e Reviewing and validating management actions to address material consumer compliance-
related weaknesses.

The bank’s audit risk assessment process should include identification of consumer
compliance-related affitable entities, including third parties. The bank may perform a
separate audit to g¥aluatelthe overall effectiveness of the bank’s CMS, while audit coverage
for consumer protectid d laws and regulations may encompass several individual
audits or continuous@udi jvities. The bank’s process to track, monitor, report, and
follow up on audit iss Id igclude consumer compliance-related audit issues. 3

Format of Regulation Z

The rules that creditors must follow\differ d€pepding on whether the creditor is offering
open-end credit, such as credit cards % ity lines, or closed-end credit, such as car
loans or mortgages.

Subpart A (12 CFR 1026.1 through 1026.4) of t
that applies to open-end and closed-end credit trang Subpart A sets forth definitions
and stipulates which transactions are covered and t from the regulation

(12 CFR 1026.2 and 1026.3). It also contains the rules for, mining which fees are finance
charges (12 CFR 1026.4).

n provides general information

Subpart B (12 CFR 1026.5 through 1026.16) relates to open-end Subpart B contains
rules on account-opening disclosures (12 CFR 1026.6) and periodiC*tatements

(12 CFR 1026.7-8). It also describes special rules that apply to credit card transactions,
treatment of payments (12 CFR 1026.10) and credit balances (12 CFR 1026.11), procedures
for resolving credit billing errors (12 CFR 1026.13), APR calculations (12 CFR 1026.14),
rescission rights (12 CFR 1026.15), and advertising (12 CFR 1026.16).

Subpart C (12 CFR 1026.17 through 1026.24) relates to closed-end credit. It contains rules
on disclosures (12 CFR 1026.17-20), treatment of credit balances (12 CFR 1026.21), APR
calculations (12 CFR 1026.22), rescission rights (12 CFR 1026.23), and advertising

(12 CFR 1026.24).

13 Refer to the “Compliance Management Systems” booklet of the Comptroller’s Handbook.
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Subpart D (12 CFR 1026.25 through 1026.30) contains rules on record retention

(12 CFR 1026.25), oral disclosures (12 CFR 1026.26), disclosures in languages other than
English (12 CFR 1026.27), effect on state laws (12 CFR 1026.28), exemptions

(12 CFR 1026.29), and rate limitations (12 CFR 1026.30).

Subpart E (12 CFR 1026.31 through 1026.45) contains special rules for mortgage
transactions. The rules require certain disclosures and provide limitations for closed-end
credit transactions and open-end credit plans that have rates or fees above specified amounts
or certain prepayment penalties (12 CFR 1026.32). Special disclosures are also required,
including the total annual loan cost rate for reverse mortgage transactions (12 CFR 1026.33).
The rules prohibit specific acts and practices in connection with high-cost mortgages, as
defined in 12 CFR 1026.32(a) (12 CFR 1026.34); in connection with closed-end HPMLs, as
defined in 12 CFR 1026.35(a) (12 CFR 1026.35); and in connection with an extension of
credit secured by a dwelling (12 CFR 1026.36). Subpart E sets forth disclosure requirements,
effective October for most closed-end transactions secured by real property, as
required by 12 GFR §'37-38, disclosures for mortgage transfers (12 CFR 1026.39), and
disclosure requireme jodic statements for residential mortgage loans

(12 CFR 1026.41). | is subpart contains minimum standards for transactions
secured by a dwelling, VWich co rovisions relating to ability to repay and QMs

(12 CFR 1026.43).This subpart ingludes the small servicer exemption found in

12 CFR 1026.41(e)(4).

Subpart F (12 CFR 1026.46 through¥.026.4 lates to private education loans. Subpart F
contains rules on disclosures (12 CFR itations on changes in terms after
approval (12 CFR 1026.48), the right to (12 CFR 1026.47), and limitations on

end (not home-secured) consumer credit plan (excep
to all open-end credit plans). Subpart G contains rules re

(12 CFR 1026.52), and contains rules on allocation of payments in excess of the minimum
payment (12 CFR 1026.53). It sets forth certain limitations on the imposition of finance
charges as the result of a loss of a grace period (12 CFR 1026.54), and on increases in APRs,
fees, and charges for credit card accounts (12 CFR 1026.55), including the reevaluation of
rate increases (12 CFR 1026.59). This subpart prohibits the assessment of fees or charges for
over-the-limit transactions unless the consumer affirmatively consents to the creditor’s
charges or fees for payment of-over-the-limit transactions (12 CFR 1026.56). This subpart
sets forth rules for reporting and marketing of college student open-end credit

(12 CFR 1026.57). Finally, it sets forth requirements for the internet posting and submission
to the BCFP of credit card agreements under an open-end (not home-secured) consumer
credit plan (12 CFR 1026.58).
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Several appendixes to the regulation contain information such as

e the procedures for determinations about applicable state laws, state exemptions, and
issuance of Official Interpretations.

e special rules for certain kinds of credit plans.

e model disclosure forms.

e standards for determining ability to pay.

e rules for computing APRs in closed-end credit transactions and total-annual-loan-cost
rates for reverse mortgage transactions.

Official Interpretations of the regulation are published in a commentary. Good faith
compliance with the commentary protects creditors from civil liability under TILA. In
addition, the commentary includes more detailed information on disclosures and other
actions required of itors. Compliance with Regulation Z generally requires reference to
and reliance on t ntary.

Note: This booklet dpes
set forth in the regulati@Q.
subparts together by cre

ss all the subparts in TILA and Regulation Z in the order
jghlights key sections of TILA and Regulation Z and groups
rodugt 10k ease of reference.

Subpart A—General
Subpart A contains general informati gasfhin
transactions. This subpart sets forth definig#on

and which are exempt from the regulation (¥ C
rules for determining which fees are finance ch

oth open-end and closed-end credit

delineates which transactions are covered

.2 and 1026.3). It also contains the
R 1026.4).

Purpose of TILA and Regulation Z

TILA is intended to ensure that credit terms are disclosed
can compare credit terms more readily and knowledgeably.

gful way so consumers
’s enactment,
fricult to compare
loans because they were seldom presented in the same format. Now, all creditors must use
the same credit terminology and expressions of rates. In addition to providing a uniform
system for disclosures, TILA

e protects consumers against inaccurate and unfair credit billing and credit card practices.

e provides ability-to-repay requirements and other limitations applicable to credit cards.

e provides consumers with rescission rights.

e provides for rate caps on certain dwelling-secured loans.

e imposes limitations on home equity lines of credit (HELOC) and certain closed-end home
mortgages.

e provides minimum standards for most open-end credit accounts and dwelling-secured
loans.

e delineates and prohibits unfair or deceptive mortgage lending practices.
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TILA and Regulation Z do not set limits on how much interest a financial institution may
charge, nor do they obligate the institution to approve a consumer’s request for a loan.

Summary of Coverage Considerations—12 CFR 1026.1 and 1026.2

Financial institutions should carefully consider several factors when deciding whether a loan
requires TILA disclosures or is subject to other Regulation Z requirements. The coverage
considerations under Regulation Z are addressed in more detail in the commentary to that
regulation. For example, broad coverage considerations are included under 12 CFR 1026.1(c)
of the regulation, and relevant definitions appear in 12 CFR 1026.2.

The 2016 Servicing Rule adds a definition of “successor in interest.” “Successor in interest”
means a person to whom an ownership interest in a dwelling securing a closed-end consumer
credit transaction is ferred from a consumer, provided that the transfer is

e atransfer by'devi
by the entirety;
e atransfertoarela
e atransfer in which th
property;
e atransfer resulting from a a digsolution of marriage, a legal separation
agreement, or an incidental propgrty settfement agreement, by which the spouse of the
o
C

t, or operation of law on the death of a joint tenant or tenant

ti rom the death of the consumer;
us@or ehildren of the consumer become an owner of the

consumer becomes an owner of t

e atransfer into an inter vivos trust in
that does not relate to a transfer of rightsfof
(12 CFR 1026.2(a)(27)(i)).

consumer is and remains a beneficiary and
ncy in the property

“Confirmed successor in interest” means a success r ce a servicer has
confirmed the successor in interest’s identity and ownershi erest in the dwelling

(12 CFR 1026.2(a)(27)(ii)).
Under 12 CFR 1026.2(a)(11), a confirmed successor in interes @

12 CFR 1026.20(c) through (), 1026.36(c), 1026.39, and 1026.41%

mer for purposes of

Further, a servicer that is a debt collector under the FDCPA with respect to a mortgage loan
does not violate the prohibitions in FDCPA section 805(b) on communicating with third
parties by communicating with a confirmed successor in interest in compliance with the
mortgage servicing rules because “consumer” for purposes of FDCPA section 805 includes
any person who meets the definition in this part of confirmed successor in interest
(Comment 2(a)(11)-4.ii).1

14 See also the 2016 FDCPA Interpretive Rule (81 Fed. Reg. 71977, 71979).
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Exempt Transactions—12 CFR 1026.3
The following transactions are exempt from Regulation Z:

e Credit extended primarily for a business, commercial, or agricultural purpose.

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

e Credit in excess of an annually adjusted threshold not secured by real property or by
personal property used or expected to be used as the principal dwelling of the
consumer.®®

e Public utility credit.

e Credit extended by a broker-dealer registered with the U.S. Securities and Exchange
Commission or the U.S. Commodity Futures Trading Commission, involving securities

When a credit card is inyglved, ally exempt credit (e.g., business purpose credit) is
subject to the requirement t gaveilh the issuance of credit cards and liability for their
unauthorized use. Credit car ust n issued on an unsolicited basis, and, if a credit card
is lost or stolen, the cardholder ot beYeld liable for more than $50 for the unauthorized
use of the card (Comment 3(a)-1 an

When determining whether credit is for C/ purposes, the creditor should consider all
of the following (Comment 3(a)-3):

e Any statement obtained from the consumer g the purpose of the proceeds.
— For example, a statement that proceeds will S

consumer purpose.

— If the loan has a mixed purpose (e.g., proceeds wil
used for personal and business purposes), the lender
of the loan to decide whether disclosures are necessary. A
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.

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

15 Dodd-Frank requires that this threshold be adjusted annually by any annual percentage increase in the
Consumer Price Index for Urban Wage Earners and Clerical Workers. For the current threshold, see
12 CFR 1026.3(b)(ii).
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e The borrower’s personal management of the assets purchased from proceeds. If the
borrower has limited or no personal involvement in the management of the investment or
enterprise purchased by the loan proceeds, the loan will be less likely to be deemed to
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 consumer purpose.

e The size of the transaction. The larger the dollar amount of the transaction, the more
likely the loan will have a business purpose. For example, if the loan is for a $5 million
real estate transaction, that might indicate a business purpose.

e The amount of income derived from the property acquired by the loan proceeds
relative to the borrower’s total income. The lower the income derived from the
acquired property is as a percentage of the borrower’s total income, the more likely the
loan will be deemed to have a consumer purpose. For example, if the borrower has an
annual salary of $8Q0,000 and receives about $500 in annual dividends from the acquired
property, that dicate a consumer purpose.

All five factors mustbe udted before the lender can conclude that TILA disclosures are
not necessary. Normallg; nongne factor by itself is sufficient reason to determine the
applicability of Regulatiog Z. In@nyAvent, the financial institution may routinely furnish
disclosures to the consumer. ing disclosures to the borrower does not conclusively
establish that the transaction i ILA, but the provision of disclosures can ensure
that the financial institution has congplied with the law.

See the “Coverage Considerations Under u n Z” chart in appendix A of this booklet.

Determination of Finance Charge and AP

Finance Charge (Open-End and Closed-

The finance charge is a measure of the cost of consumer
cents. Along with APR disclosures, the disclosure of the fin
uniform credit cost disclosure envisioned by 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 include
taxes, title, license fees, or registration fees paid in connection with an automobile purchase.

Finance charges include any charges or fees payable directly or indirectly by the consumer
and imposed directly or indirectly by the financial institution either as an incident to or as a
condition of an extension of consumer credit. The finance charge on a loan always includes
any interest charges and often includes other charges. Regulation Z includes examples,
applicable to open-end and closed-end credit transactions, of what must, must not, or need
not be included in the disclosed finance charge (12 CFR 1026.4(b)).
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Accuracy Tolerances (Closed-End Credit)—12 CFR 1026.18(d),
1026.23(g), and 1026.23(h)

Regulation Z provides finance charge tolerances for legal accuracy that should not be
confused with those provided in TILA for reimbursement under regulatory agency orders. As
with disclosed APRs, if a disclosed finance charge is legally accurate, it is not subject to
reimbursement.

Under TILA and Regulation Z, finance charge disclosures for open-end credit must be
accurate since there is no tolerance for finance charge errors. TILA and Regulation Z do,
however, permit various finance charge accuracy tolerances for closed-end credit.

Tolerances for the finance charge in a closed-end transaction, other than a mortgage loan, are
generally $5 if the aggunt financed is less than or equal to $1,000, and $10 if the amount
financed exceeds § @ Tolerances for certain transactions consummated on or after

September 30, oted as follows.
e Credit secured by r€al prgperty or a dwelling (closed-end credit only)
(12 CFR 1026.18(d)
— The disclosed finance{Chafge 1S considered accurate if it is not understated by more
than $100.
— Overstatements are not viol
e Rescission rights after the three-Dugi yy escission period (closed-end credit only)

(12 CFR 1026.23(g))
— The disclosed finance charge is consg
finance charge by more than 0.5 percent
greater.
— The disclosed finance charge is considered i oes not vary from the actual
for the initial and
 $100, whichever is
[@tion. (This excludes
in which there are

greater, when the new loan is made at a different finahcia
high-cost mortgage loans subject to 12 CFR 1026.32, tr8
new advances, and new consolidations.)

— Overstatements are not considered violations.

e Rescission rights in foreclosure (12 CFR 1026.23(h))

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

— Overstatements are not considered violations.

— The consumer can rescind if a mortgage broker fee that should have been included in
the finance charge was not included.

Note: Normally, the finance charge tolerance for a rescindable transaction is either
0.5 percent of the credit transaction or, for certain refinancings, 1 percent of the credit
transaction. In the event of a foreclosure, the consumer may exercise the right of
rescission if the disclosed finance charge is understated by more than $35.
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See the “Finance Charge Tolerances” charts in appendix C of this booklet to determine
appropriate finance charge tolerances.

Calculating the Finance Charge (Closed-End Credit)

One of the more complex tasks under Regulation Z is determining whether a charge
associated with an extension of credit must be included in, or excluded from, the disclosed
finance charge. 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 financial
institution requires use of the third party. Charges imposed by settlement or closing 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 Chart” in appendix B of this
booklet summarizes the rules that must be considered.

Prepaid Fina rges

A prepaid finance ¢ inance charge paid separately to the financial institution or
to a third party, in cas heck before or at closing, settlement, or consummation of a
transaction, or Wlthheld m th eds of the credit at any time.

Prepaid finance charges effec e amount of funds available for the consumer’s

use, usually before or at the time th ransa jon is consummated.

Examples of finance charges frequently
origination fees, real estate construction ifs
attributable to part of the first payment period w, atperiod is longer than a regular
payment period), mortgage guarantee insurance yaid 1t the Federal Housing
Administration (FHA), private mortgage insurancé$p pa

such companies as the
Mortgage Guaranty Insurance Corporation, and, in nOf®feals@Statetransactions, credit report
fees.

consumers are borrower’s points, loan
fegs, odd days’ interest (interest

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 charges that are
not viewed as prepaid finance charges are treated as precomputed finance charges that are
earned over the life of the loan.

See the “Finance Charge” chart in appendix B of this booklet.
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APR Determination—12 CFR 1026.22 (Closed-End Credit)

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 nearly 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.

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 TILA.

The value of a closedgend credit APR must be disclosed as a single rate only, whether the
loan has a single ig -@ ate, a variable interest rate, a discounted variable interest rate, or
ha separate interest rates (step rates), and it must appear with the
segregated disclosurgs. ed disclosures are grouped together and do not contain any
the disclosures required under 12 CFR 1026.18, 1026.47,

Since an APR measures the t
premiums for credit guarantee insur

it, including costs such as transaction charges or
ce, it |§ not an “interest rate,” as that term is generally
used. APR calculations do not rely o definitigfts of interest in state law and often include
charges, such as a commitment fee pal %; sumer, that are not viewed by some state
usury statutes as interest. Conversely, an APRfMmight got include a charge, such as a credit
report fee in a real property transaction that Som
purposes. Furthermore, measuring the timing of

is essential if APR calculations are to be accurate, 1§
Regulation Z.

ed and of payments made, which
ongistent with parameters under

The APR is often considered to be the finance charge exprégsed asé#
however, could require the same finance charge and still have di

12 percent on a loan with $5,000 financed and 36 equal monthly payments of $166.07 each.
It is 13.26 percent on a loan with an amount financed of $4,500 and 35 equal monthly
payments of $152.18 each and final payment of $152.22. In both cases, the finance charge is
$978.52. The APRs on these example loans are not the same because an APR does not reflect
only the finance charge. It also relates the amount and timing of value received by the
consumer to the amount and timing of payments made.

The APR is a function of

e the amount financed, which is not necessarily equivalent to the loan amount. For
example, 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
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$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
(interest is not defined by Regulation Z, but rather is defined by applicable state or other
federal law). For example,

— 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.

— 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.

e the payment schedule, which does not necessarily include only principal and interest

rrows $2,500 for a vacation trip at 14 percent simple interest per
amount with 25 equal monthly payments beginning one month
e transaction, the monthly principal and interest payment
s are considered equal, and the amount financed would
’spayments are increased by $2 a month to pay a
nonfinanced $50 loanffee Quring the life of the loan, the amount financed would
remain at $2,500, but t hedule would be increased to $117.87 a month,
the finance charge would indfease by#$50, and there would be a corresponding
increase in the APR. Thisw e the¢Case whether or not applicable state law
defines the $50 loan fee as interes
— if the loan above has 55 days to the f}
consummation ($24.31 to cover the first
$2,500 — $24.31, or $2,475.69. Althoug
reflect the consumer’s reduced use of availah ) onsummation, the time
interval during which the consumer has use o , 55 days to the first
payment, has not changed. Since the first payme geds the limitations of
the regulation’s minor irregularities provisions (12 c)(4)), it may not be
treated as a regular period. In calculating the APR, the f ent period must not
be reduced by 25 days (i.e., the first payment period may 2 treated as one
month).

Financial institutions may, if permitted by applicable state or other law, precompute interest
by applying a rate against a loan balance using a simple interest, add-on, discount, or other
method, and may earn interest using a simple interest accrual system, the Rule of 78s (if
permitted by law), or another method. Unless the financial institution’s internal interest
earnings and accrual methods involve a simple interest rate based on a 360-day year that is
applied over actual days (which is important only for determining the accuracy of the
payment schedule), precomputed interest is not relevant in calculating an APR, since an APR
is not an interest rate (as that term is commonly used under state or other law). Since the
APR normally need not rely on the internal accrual systems of a bank, it always may be
computed after the loan terms have been agreed upon (as long as it is disclosed before actual
consummation of the transaction).
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Special Requirements for Calculating the Finance Charge and APR

Proper calculation of the finance charge and APR are of primary importance. The regulation
requires that the terms “finance charge” and “annual percentage rate” be disclosed more
conspicuously than any other required disclosure, subject to limited exceptions. The finance
charge and APR, more than other disclosures, enable consumers to understand the cost of the
credit and to comparison shop for credit. A creditor’s failure to disclose those values
accurately can result in the creditor paying significant monetary damages, either as a result of
a class action lawsuit or when its regulatory agency orders it to reimburse consumers for
violating the law.

If an APR or finance charge is disclosed incorrectly, the error is not, in itself, a violation of
the regulation if

e the error resu
the financialnstifh

e upon discovery af th
calculation tool for@isc

e the financial instituti

a corresponding error in a calculation tool used in good faith by

rofythe financial institution promptly discontinues use of that
ure purposes.
notifigs the BCFP in writing of the error in the calculation tool.

When a financial institution cl3gs’a tion tool was used in good faith, the financial
institution assumes a reasonable dedfee of r@ponsibility for ensuring that the tool in question
provides the accuracy required by th ulati@n. For example, the financial institution might
verify the results obtained using the too ring those results to the figures obtained
by using another calculation tool. The finangi itgtion might also verify that the tool, if it
is designed to operate under the actuarial metho gs figures similar to those provided
by the examples in appendix J to the regulation. ion tool should be checked for
accuracy before it is first used and periodically the

Subpart B—Open-End Credit

Subpart B relates to open-end credit. It contains rules on accou g disclosures
(12 CFR 1026.6) and periodic statements (12 CFR 1026.7-8). It alS&describes

e special rules that apply to credit card transactions, treatment of payments
(12 CFR 1026.10), credit balances (12 CFR 1026.11), and other provisions
(12 CFR 1026.12).

procedures for resolving credit billing errors (12 CFR 1026.13).

APR calculations (12 CFR 1026.14).

rescission requirements (12 CFR 1026.15).

advertising (12 CFR 1026.16).
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Time of Disclosures (Periodic Statements)—12 CFR 1026.5(b)

For credit card accounts under an open-end (not home-secured) consumer credit plan,
creditors must adopt reasonable procedures designed to ensure that periodic statements are
mailed or delivered at least 21 days before the payment due date disclosed on the periodic
statement and that payments are not treated as late for any purpose if they are received within
21 days after mailing or delivery of the statement. In addition, for all open-end consumer
credit accounts with grace periods, creditors must adopt reasonable procedures designed to
ensure that periodic statements are mailed or delivered at least 21 days before the date on
which a grace period (if any) expires and that finance charges are not imposed as a result of
the loss of a grace period if a payment is received within 21 days after mailing or delivery of
a statement. For purposes of this requirement, “grace period” is defined as a period within
which any credit extended may be repaid without incurring a finance charge due to a periodic
interest rate. For nongBgedit-card open-end consumer plans without a grace period, creditors
must adopt reasoq 1@ icies and procedures designed to ensure that periodic statements
are mailed or defivergs t 14 days before the date on which the required minimum
periodic payment is
procedures to ensure th@l it 8ges not treat as late a required minimum periodic payment
received by the creditor Withi after it has mailed or delivered the periodic statement.

Subsequent Disclosures (O

For open-end credit (not home-secu ediff’thg following applies:

0 !!
penalty fees.

transaction fees.
fees imposed for the issuance or availability of the open-end{g

grace period.
balance computation method.

credit card account agreements.
a consumer should be aware of
e

increases and other significant changes to the te
“Significant changes” include most fees and oth
before using the account. Examples of such fees an

>

Changes that do not require advance notice include

e reductions of finance charges.
e termination of account privileges resulting from an agreement involving a court

proceeding.

e anincrease in an APR upon expiration of a specified period of time previously disclosed
in writing.

e increases in variable APRs that change according to an index not under the card issuer’s
control.
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e rate increases due to the completion of, or failure of a consumer to comply with, the
terms of a workout or temporary hardship arrangement, if those terms are disclosed
before commencement of the arrangement.

A creditor may suspend account privileges, terminate an account, or lower the credit limit
without notice. A creditor that lowers the credit limit may not impose an over-limit fee or
penalty rate as a result of exceeding the new credit limit without a 45-day advance notice that
the credit limit has been reduced.

For significant changes in terms (with the exception of rate changes, increases in the
minimum payment, certain changes in the balance computation method, and when the change
results from the consumer’s failure to make a required minimum periodic payment within

60 days after the due date), a creditor must also provide consumers the right to reject the
change. If the consunger does reject the change before the effective date, the creditor may not
apply the change e @ count (12 CFR 1026.9(h)(2)(i)).

In addition, when a gbns

jects a change or increase, the creditor must not

e impose a fee or charQg,or tre account as in default solely as a result of the rejection;
or

e require repayment of the b ccount using a method that is less beneficial to

the consumer than one of the following fhethods: (1) the method of repayment before the
rejection; (2) an amortization peM@d of ngiffess than five years from the date of rejection;
or (3) a minimum periodic paymen ncl@ifles a percentage of the balance that is not
more than twice the percentage included #€fa¥e the date of rejection.

Finance Charge (Open-End Credit)—12 .6(a)(1) and 1026.6(b)(3)

Each finance charge imposed must be individually itemizedfQut the aggregate total amount
of the finance charge need not be disclosed.

Determining the Balance and Computing the Finaf

The examiner must know how the financial institution computes the balance to which the
periodic rate is applied. There are three common methods used, namely, the previous balance
method, the daily balance method, and the average daily balance method, which are
described as follows:

e Previous balance method. The balance on which the periodic finance charge is
computed is based on the balance outstanding at the start of the billing cycle. The
periodic rate is multiplied by this balance to compute the finance charge.

e Daily balance method. A daily periodic rate is applied to either the balance on each day
in the cycle or the sum of the balances on each of the days in the cycle. If a daily periodic
rate is multiplied by the balance on each day in the billing cycle, the finance charge is the
sum of the products. If the daily periodic rate is multiplied by the sum of all the daily
balances, the result is the finance charge.
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e Auverage daily balance method. The average daily balance is the sum of the daily
balances (either including or excluding current transactions) divided by the number of
days in the billing cycle. A periodic rate is then multiplied by the average daily balance to
determine the finance charge. If the periodic rate is a daily one, the product of the rate
multiplied by the average balance is multiplied by the number of days in the cycle.

In addition to those common methods, financial institutions have other ways of calculating
the balance to which the periodic rate is applied. By reading the financial institution’s
explanation, the examiner should be able to calculate the balance to which the periodic rate
was applied. In some cases, the examiner may need to obtain additional information from the
financial institution to verify the explanation disclosed. If the examiner is unable to
understand the disclosed explanation, he or she should discuss the explanation with
management, and should remind management of Regulation Z’s requirement that disclosures
be clear and conspic

When a balanc
the billing cycle, th

without first deducting all credits and payments made during
e amount of the credits and payments must be disclosed.

If the financial institutio iy balance method and applies a single daily periodic
rate, disclosure of the balaricgjto Which the rate was applied may be stated as any of the
following:

balance on each day, and the sum o ts is the finance charge.

ich the balance in the account

changes. The finance charge is figured by t ~
the statement shows the balance only for th

e The sum of the daily balances during the bi
finance charge is computed is the sum of all the da
daily periodic rate is multiplied by that balance to de

hich the balance changed.
e balance on which the

3 or can be
c rate applied to the

institution may, at its option, explain that the average daily g
multiplied by the number of days in the billing cycle and the pe
product to determine the amount of interest.

C

If the financial institution uses the daily balance method, but applies two or more daily
periodic rates, the sum of the daily balances may not be used. Acceptable ways of disclosing
the balances include

e ahbalance for each day in the billing cycle;

e ahbalance for each day in the billing cycle on which the balance in the account changes