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TRUTH IN LENDING ON THE WAY 
Mr. PROXMIRE. Mr. President, a sig- 

nificant victory for the American con-
sumer was achieved on June 8, when a 
Senate Subcommittee reported unani-
mously the Proxrnire truth-in-lending 
bill. For 7 years this measure, which was 
originated by former Senator Paul H. 
Douglas, had been bottIed up In the Com- 
mittee on Banking and Currency. 

I believe we have reported a bill which 
is fair to the consumer and workable to 
the credit industry. 

We have made a number of changes
in the bill to improve its workability; 
however, the essential features of the 
bill remain intact. Creditors would be 
required to disclose the full cost of credit 
both in dollars and as an snnual rate. 
In this way the consumer will obtain all 
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the facts about credit and will be able 
to  compare the cost of credit among dif-
ferent lenders. 

One of the most controversial elements 
of t h e  W11 tvas revolving credit. The de-
partment stores made a substantial ar- 
gument that revolving credit ougllt b be 
exclucled from stating a n  annual rate. 
We did not accept this recommendatiull 
entirely.

Instead, we covered the extended pay- 
ment revolving credit which is commonly 
used for financing large purchases such 
as refrigerators, furniture, household 
appliances, and the like. 

These extended payment plans would 
disclose the annual rate of their finance 
charge. On the other hand, those revolv- 
ing credit plans which are most com-
monly used to finance small items on a 
short-term basis would not be required 
to compute the annual finance rate, but 
would be required to specify the monthly 
rate and all the credit terms. 

We have also added a new provision to 
cover credit for agricultural purposes, 
thus protecting farmers as well as con- 
sumers. 

I believe the bill represents a signifi- 
cant advance for consumer interests. Al- 
though revolving credit is partially ex-
empted, 95 percent of consumer creclit 
would be fully covered by the bill, and 
there is a possibility that the full com- 
mittee will extend this coverage. The 
bill would provide protection where the 
consumer needs it  most. 

It includes provisions which will make 
the bill workable to the industry while 
still giving the consumer the informa- 
tion he needs to shop wisely for credit. 
I am hopeful that with the unanimous 
report of the subcommittee the truth-in- 
lending bill will be speedily enacted into 
law. 

Mr. President, I ask unanimous con- 
sent to have printed in the RECORDa n  
article about the bill, published in the 
Wall Street Journal of June 9, 1967; a 
summary of the bill; and the text of a 
committee print reflecting the changes 
made by the subcommittee. 
[F'rom the Wall Street Journal, June 9. 19671 

men%:The facommittcs probabig Wil l  Wke 
up the bill late this month. sen.PraxnUra 
said, and he predicted i t  will pass with little 
or no cnange. Most of those involved i n  the 
extended Banking Committee fight over the 
bill belleve tha t  the l e g l ~ l a t l ~ n ' ~  COIxtlmer 
appeal. will insure its passage if i t  renches 
the Senate floor. There's some concern by
the  bill's proponents, however, about the 
House outlook. The House Banking Commlt- 
tee hasn't done a.ny work yet on a bill. 

The legislation, long opposed bitterly by 
lenders aild rctailers, is needed, in the view 
of its advocates, so buyers call shop wisely 
for credit and be protected against sales 
schemes that  disguise huge interest Costs. 
The measure would, in  effect, end long-
standing lending and retailing practices by 
which credit terills on most transactions are 
stated in  Percentage rates well below the 
"true" annual mte. 

STATEMENT FOR BUYER 

The bill would require that before a sale 
is completed a buyer be given an "approxi- 
mate" statement of annual interest, except 
in  these important cases: 

--"Revolvlng credit" charge accounts, of- 
fered by almost all department stores. would 
be exempt from the requirement to disclose 
annual interest rates in percentage terms. 
For such accounts, a store would have to 
state only the monthly interest rate. For ex- 
ample, a store would be able to say i t  
charges 1.5% a month instead of 1 8 1  a year 
on purchases charged to a revolving account. 

-First mortgages given to home buyers 
by a lending institution would be exempt 
from the annual interest rate disclosure and 
the requirement to  state total finance 
charges-over the life of the loan. Sen. Prox- 
mire said interest rates on mortgages already 
are stated in annual percentage terms and 
that to require the statement of finance 
charges for, say a 25-year mortgage would 
result i n  a "frightening figure" without 
much meaning since many buyers sell their 
house long before they have lived in it long 
cnough to pay off the mortgage. 

-All retail transactions hvolving a total 
finance charge of less than $10 would be 
exempt from the disclosure requirement. 
This is intended to ease probleins for small 
businessmen. 

DIFFICULT ISSUE 

Revolving credit was the most dimcult is- 
sue in the subcommittee. The majority flatly 
opposed the original proposal to require dis- 
closure in  annual percentage-rate terms for 
charge accounts, arguing that  i t  would be 

because store 

public h€sfihg on this aspect O f  the b i ~  
before voting o n  the legislation because the 
mtll cojngromise wasn't disc~1~.eriduring
previous pubIic hesrings. 

R e V b l V i a g  crd i t  ztmouuts for ~ x l l yabout 
3% of consunler debt. But  it's the fastest- 
growing sogment of credit tr8nsa~tions and 
the American Bankers Association hns prc-
dictcd that within several years such trans-
actions will ilccount for a large part of over- 
all credit. 

Sen. Proxmire said he wasn't entirely satis- 
fied with the wnlpromise on revolving credit, 
His proposal to requlre annual-rate disclosure 
on all purchases of lei00 or more lost in tile 
subcommittee, 5 to 3. But he said he may 
off'er that  plan again when the full Banking 
Committee considers tile bill. 

Tile s~1bcommittee bill also attempts to 

allay concern, expressed particularly by

bankers, tha t  disclosure of "true" annual 
interest rates might place lenders in  a t  least 
technical violation of usury laws in some 
states. Accordingly, until Jan. 1, 1972, the hlll 
would give lenders the Option of stating an- 
nual fiuance charges in terms of "dollars-
per-hundred" instead of a percentage rate. 

But if this option is taken, the bill specifies 
that dollar disclosure must be bawd on the 
declining balance of the loan outstnndii~g 
rather than on its facc value. 

This would effectively bar the "add-on" 
metllod used 11y many lenders in  which the 
cost of the loan is stated at. say. $6 a $100, 
while the interest may total, say 10% be-
cnuse the borrower won't have the full $100 
available over the full term of the loan. The 
optional method would require disclosure of 
the $10 a $100 cast in  such an instance. 

CREDIT LIFE INSURANCE 

Under another provision softening tlle 
original bill, lenders wouldn't have to stnto 
the full cost of credit life insurance w :I fi-
nance charge. In c~aaes where such insurance 
is required, only the cominission, if any, for 
the  seller or Icnder would have to be clis- 
closed. 

The panel extended the terms of thc bll: 
In one respect: Credit extended to farmers, 
up to $25,000. would be covered by truth- 
in-lending rules. The original bill excluded 
farm loans In the general exemption for 
buslness credit transactions. 

The bill provldcs civil and crimlnal pcnal- 
ties for failing to coinply with disclosure ro- 
quirements. A court could flnd a creditor Ii-
able to  his customer for $100. or twice the 
amount of the finance charge in a trans-
action up to a maxlmum of $2,000. The maxi- 
mum penalty for "knowing and willful" vio- 
lations would be $5.000 end a year In prison. 
The Justice Depnrtment would be charged 
with enforcement. 

The subcommittee specifled, however, that 
a creditor able to  prove "unintentional er-
ror" couldn't be held liable to a customer. 

The Federal Reserve Board would write 
detailed regu1:rtions to put trnth-in-lendlng 
into eRect. -

[Comtnittee Print] 
s. 5 

A bill to assist in  the promotion of economic 
stabilization by requiring tlle disclosure 
of finance charges in connection wlth 
extension of credlt 
Be It enacted by the Senate atid House of 

Rcprc.sentatiue3 of t h o  United States of 
America7a in Congress assemblcd, That t l~ls  
Act may be cited as the "Truth in  Lenctlng 
Act". 

DECLARATION O F  PURPOSE 

Sm. 2. The Congress flnds and declares 
that  economic stabilization would be ell-

misleading department cus-TRUTH-IN-LENDINGBILL VOTED BY SENATE tomers usually pay oE purchases i n  a short
UNIT AFTER MAKE CERTAINPROPONENTS Lime.CONCESSIONS Proponents ~f the plan, however, feared 
WASHINGTON.-"Truth-In-lending" legisla- that a flat exemption for revolving accounts 

tion scored a major breakthrough, though its would open a loophole encouraging many 
proponents made important concessions to lenders to change over to such credit trans- 
obtain unanimous approval by a Senate sub- actions so they could avoid disclosure of
cominittee. annual rates. 

Certain exemptions and changes in  the bill The compromise reached, while exempting 
a.pproved by the subcommittee are designed typical department store revolving accounts, 
to  appease department stores, the housing attempts to safeguard against a switch to
industry, bankers and small businessmen in open-ended credit arrangements in  other

Ifgeneral. Moreover, t h e  legislatio~~, flnally transactiorrs. I t  requires that the "approxi- enacted by Congress, wouldn't become effec- mate" annual rate must be furnished to a
tive until July 1, 1969,tpo give business time credit purchaser when the seller retains title 
to prepare for it. of the merchandise until it is fully paid for. 

Basically, however, the subcommittee re- 
tained the essence of the bill sponsored by The intent is to force annual-rate dis-

Sen. Proxmire (D., Wis.) and backed by the closure on sales of such "big ticket" items 
as refrigerators and television sets, which Johnson Administration. For most consumer many retailers sell under installment con-crecllt, the legislation would require disclo- 

sure of "approximate" annual intorest rates tracts rather than under revolving charge 
1n percentage terms and the total cost of accounts. This rule also is intended to dis- 

courage 6uch retailers as auto ciealers from finance charges on an ltemlzed basis. switching to credit arrangements tha t  would 
SENATE B A N K I N G  COMMITTEE svoid disclosure of "tiue" annual interest. 

Truth-in-lending legislation has been bot- However, this disclosure rule wouldn't xp- hanced and tha t  competition among the 
tled up in the Senate Eanliing Committee ply if terms of the credit transactions specl- various financial institutions and other ktirrns 
for six years. but now that a nine-man suh- fied that the buyer was to pay 60% or more engaged in the extension of consumer credit 
cornrnittee has giveo a compromise bill solid oi the total cost within a year. Sen. Rox- Would be strengthened by the Informed Use 
support i t  may finally be on its ;Fay to enact- mire said the Banklng Committee plans a of credit. The informed use of crcdit results 
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from a o  awareneiw of the casts thereof by tlty regularly engages l a  credit,t r a m t i a m .  
~~nsumers .  wllether in coanxtlon with Uie sale 6IgoodsIt 1s the purpcxte of this Act to 
&psP$'@ a full a~Cl06WC2of cast6 Wth a and sarvlw or otherwm,and sxtensig aredit 
view t o  prQmC)tlng the lni'omecl use of con- for which the payment of 8 Enance charge 
sumu credit to the benefit of the mtional is reqcdred. 
ecotlomy. (f)(1) "Annual percentage rate" means, 

DErnNIIIOMB 	 far the purposes of wEMane e(b) and 4(c),  
SFC, 3. For the puqms%aof thia A c L  tke nBmfI36l R.fihua1rate dehmlnerf by the

I (a) "Board" means the Board of Gover- actuarinl method (United States rule). For 
1 	 nors of the Federal Reserve Bystem. purposes of thls calculation it may be as-
i (b) "Credlt" means the right granted by sumed that : 

fi creditor to defer payment of debt or to ln- ( A  The total time for repayment of the 
1 	 cur debt and defer Its payment, where the total nmount to be financed is the tlme from 

debt fs contracted by the obligor prlmarlly for the 1 '  rte of the transaction to the date of the 
prsonal, family, household, or agricultural Iini~,;cheduled payment. 
purposes. The term does not include any con- ( All payments are equal i f  every sched- 
tract In the form of a bailmcnt or lease ex- ule! payment in the series of payments is 
cept to the extent spccificdly lncluded within equr except one which may not be more 
the term "consumer credit sale". thali double any other scheduled payment In 

(c)  "Consumer Credit Sale" means a trans- the reries. 
aption in which credit is granted by a seller In (C:) Aii payments are sclleduled a t  equal 
connection with the sale of goods or services, lnte! rals, if all payments are so scheduled 
if such seller regularly engages in credit exce~ t  the Arst payment which may be 
tlansactions as a seller, and such goods or scheciuled to be pald before, on, or after one 
services are purchased primarily for a per- period from the date of the transaction. A 
sonal, family, household, or agricultural pur- period of time equal to one-half or more of 
pose. The term does not include any contract a payment pedod may be considered one 
111 the farm of a bailmont or lease unless the full per~od. 
oblfgor contracts to pay as compensation for ( 2 )  The Board may prescribe methods 
use a sum substantinlly equivalent to or in other than the actuarial method, if the Board 
ehcess of the value of the goods or services determines that the use of such other meth- 
involved, and unless it 1s agreed that  t h ~  ods will materially simpllfg computation
obligor Isbound to bcmme, or for no other 01 while retalning reasonable accuracy as com- 
a n~erely nomlnal consideration has the op pared with the rate determined under the 
t~on of becoming, the owner of the gooin sc t~~ar ia lmethod. 
upon full compliance with the provlslons of (3)  For the purposes of section 4(d), the
the contract. term "equivalent annual percentage rate" 

(d)(1)"Finance charge" means the sum of means the rate or rates computed by multi- 
all the charges imposed directly or indirectly plying the rate or rates used to compute the 
by a creditor, or payable directly or indirectly flnance charge far any period by the num-
by an obligor, as an incident to the extension ber of periods in n year. 
of credit, iwludii~g 11x11fees, service and ciu- (4) Where a creditor imposes the same
rying charges, discounts, interest, t h e  price finance charge for all balances within a
differentials, investigators' fees, costs of any specified range, the annual percentage rate
guarantee or insurance protecting the credi- or equivalent annual percentage rate shall 
tor against the obligor's default or other be computed on the median balance within 
credit loss, and any amount payable under a t,he range for the purposes of sections 4(b), 
polnt, discount, or other system of addltionrtl 4(c) .  and 4(d). 

chnrges. (g )  "Open-end credit plan" means a plan 


(2)  If ltemlzed and disclosed under section prescrlbing the terms of credit transactions 
4,  the term does not include amounts col- which may be made thereunder from time to
lected by a creditor, or included in the credit, time and under the terms of whlch a finance 
for (A) fees and cliarges prescribed by law charge may be computed on the outstand- 
wlllch actually are or will be pald to public ing unpald balance from time timeto
oftlcials for pcrfectln,? or releasing or satisfy- thereunder.
irlg any security related to n credit transsc- (h )  "Installment open-end credit plan"
tlon; (B) taxes; (C) charges or premlums for means en open-end credit plan which has 
i~lsurance against loss of or damage to prop- one or more of the following characteristics: 
erty rclated to a credit transaction or against (1) creates a security interest in, or provides 
liability arislng out of the ownership or uee for a lien on, or retention of title to, any
of such property; or (D) if a clear and specific property (whether real or personal, tangible 
stntelnent is furnislled to the obligor that or intangible), (2) provides for a repayment 
such insurance is optional and is not required schedule pursuant to which more than 60 
as :L condition for obtaining the credlt, credit per centum of the unpaid balance a t  any
lire and accident nnd health ineurance. If tlme outstanding under the plan is not re- 
credit life or accident and health lnsurcnce quired to be paid withln twelve months, or 
is required as a condition for obtaining the 
credit, such term shall lnclude any part of 

(3) provides that amounts In excess of re-
quired payments under the repayment

the nmount requlred to be paid for such ln- schedule are applied to future payments in 
sllrance which represents a fee or commis- the order of their respective due dates. 
s!on payable, directly or indirectly, to the (1)  "First mortgage" means such classes 
creditor or for the bcneflt of tho crcd~tor. of Arst liens as are commonly given to secure 

( 3 )  Where credit lh  Tocured In whole or ill advances on, or the unpnid purchnse price of, 
part by nn lntercst in  I eal property, the term real estate under the laws of the State in 
(lots not lnclude 11 addition to the duly which the real estate is located. 
11,ernlzerl and dlsclc r 4 t  cobts referred to In 
clculseo ( A ) ,  ( B ), i(: nlkd (D)  of paragraph DISCLOSURE OF FINANCE CHARGES 

( z ) ,  the costs of ( I )  iit,lc exa*nliintion. tttle Sec. 4. ( a )  Each creditor shall furnish to 
111%urnncc,or corresponding procedures; (it) each person to whom credit 1s extended and 
P1rpari-tlon of the freecl, settlement state- upon whom a finance clmrge is or may be 
Inent, or other dorllli~ents: ( i ~ i )  escrows for imposed the information required by this 
f ~ l t u r epnyments o! Laxes and insurance; (iv) section, in nccordance with regulations pre- 
I~ot,rrixing the deed .ind other documents: scribed by the Board. 
(1) appraisal fees; and (vi) rredit reports. (b)  Thls subsection applies to consumer 

( c )  "Credft~r" means any individ~ial, or credit sales other than sales under an open- 
' I q Y  partnership, corporation, association, end credit plan. For each such sale, the credi- 
rooperative, or other entity, including the tor shall disclose, to the extent appl!cable- 
United States or nny ngency or instrumen- (1) the cash price of the property or serv- 
tlllity thereof, or any other government or ice purchased; 
P1)Iitlcal subdivlslon or agemy or lnstru- (2 )  the sum of any amounts credited as 
lnentnlity thereof, !f such ind!vldirill or en- downpnprnexlt (including any trade-in) ; 

(3)thedifference betwacn the amounts set 
forth in paragraphs (1) and (2 ) :  
l4) an 0- ebrgm. 14d19tdaally item-

fied, whlch are included ia the amount of 
the crealt: extended but which &re not part
of the finance charge; 

( 5 )  the t6ka1 mWlt be %namedIt66 
sum 6f the rtmauntaW1mW tiad- (2)and 
(4) above); 

( 6 )  tfie amount of the dnance charge
{sueh charge, or  s portion of 6uch charge, 
may be deslgnatsd as a time-price differen- 
tlal or as a similar term to the extent 
appllcable); 

(7) the finance charge expressed as an an- 
nual percentage rate, if the amount of such 
charge 1s $10.00 or more; 

(8) the number, amount, and due dates 
or periods of payments scheduled to repay 
the indebtedness; and 

(9) the default, dellnquency, or similar 
charges payable In the event of late pay- 
ments. 
Except as otherwise hereinafter provided, the 
disclosure requlred by this subsection shall 
be made before the credit is extended. Com- 
pliance may be attained by dlscloslng such 
informatlon In the contract or other evi- 
dence of lndebtedness to be signed by the 
obligor. Where a seller receives a purchase or- 
der by mail or telephone without personal 
sollcltation by a representattve of the seller 
and the cash price and deferred payment 
price and the terms of flnanclng, including 
the annual percentage rate, are set forth in 
the seller's catalog or other printed material 
distributed to the public, the disclosure shall 
be made on or before the date the flrst pay- 
ment is due. 

(c) This subsection applies to extensions 
of credit other than consumer credit sales or 
transactions under an  open-end credit plan. 
Any creditor making a loan or otherwise ex- 
tending credit under this subsection shall dis- 
close, to the extent appllcable- 

(1) the amount of credit of which the ob- 
ligor will have the actual use, or v,nlch is 
or will be pald to hlm or for hls account 
or to another person on his behalf: 

(2) all other charges, individually item-
ized, which are included ln the amount of 
the credit extended but which are not part 
of the finance charge: 

(3) the total amount to be financed (the 
sum of items (1) and (2) above): 

(4 )  the amount of the finance charge; 
(5) the finance charge expressed as an an- 

nual percentage rate; 
(6) the number, amount, and due dates 

or periods of payments scheduled to repay 
the indebtedness; and 

(7) the default, dellnquency, or similar 
charges payable in the event of late pay- 
ments. 
Except as otherwise hereinafter provided, the 
disclosure required by thls subsection shall 
be made before the credit is extended. Com- 
pliance may be attalned by disclosing such 
Information in the note or other evidence of 
indebtedness to be signed by the obligor. 
Where a creditor receives a request for an 
extension of credit by mail or telephone with_-
out personal solicitation by a representative 
of the creditor and the terms of financing. 
including the annual perc~r~tage rate for rep- 
resentative amounts of credit, are set forth 
in the creditor's printed material distributed 
to the public. or In the contract of loan or 
other prtnted material delivered to the Ob- 
ligor, the disclosure shall be made on or be- 
fore the date the flrst payment is due. 

(d) ( 1 )  This subsection applies to open-
end credit plans. 

(2 )  Before opening any account under an 
open-end credit plan. the creditor shall dis- 
close to the person who seeks to open the 
a c c o u n t  

( A )  the conditions under whlch a flnance 
chnrge may be imposed, including the time 
period. i f  any, within whlch any credit es-
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tended may Pe repaid without incurring n 
finance charge; 

( B )  the method of determining the bal-
ance upon which a flnance charge will be 
imposed; 

(C) the method of determining the 
amount of the finance charge (including any 
minimum or fixed amount &poRed as a 
finance charge), the percentage rate per pe- 
riod of the Anance charge 'UJ be imposed if 
any, and, i n  the case of an installment open- 
end credit plan, the equivalent annual per- 
centage rate; and 

(D) the conditions under which any other 
charges may be impwed, and the method by 
which they will be determined. 

(3) For each billing cycle a t  the end of 
which there is an outstanding balance under 
any such account, the creditor shall dis-
close-. 

(A) the outstanding balance in the ac-
count a t  the beginning of the billing period; 

(B)  the amount and date o: each exten- 
sion of credit during the period and, if a 
purchase was involved, a brief identification 
(unless previously furnished) of the goods or 
services purchased; 

(C)  the total amount credited to the ac- 
count during the periM; 

(D) the amount of any finance charge 
added to the account during the period. 
itemized to show the amount, if any, due to 
the application of a percentage rate and the 
amount, if any, imposed as a minimum or 
fixed charge; 

(E) the balance oil which the flnance 
charge was computed and a statement of how 
the balance was determined: 

( F )  the rate, if any, used in computing the 
finance charge and, in the case of an install- 
ment open-end credit plan, the equivalent 
annual percentage rate; 

( G )  the outstanding balance i n  the ac-
count a t  the end of the period; and 

(H)  the date by which, or the period (if 
any) within which, payment must be made 
to avoid additional finance charges. 

(e)  Written acknowledgment of receipt by 
a person to whom a statement is required tc, 
be g!ven pursuant to this section shall be 
conclusive proof of the delivery thereof and, 
unless the violation Is apparent on the face 
of the statement. of complia~lce with this 
section in any action or proceeding by or 
against an assignee of the original creditor 
without knowledge to the contrary by such 
assignee when he acquires the obligation. 
SucIl acknowledgment shall not affect the 
rights of the obligor in any action against the 
original creditor. 

( f )  If there is more than one obligor, a 
creditor may furnish a statement of required 
information to only one of them. Required 
information need not be given in the se-
quence or order set forth in this section. 
Additional information or explanations may 
be included. So long as i t  conveys substan- 
tially the same meaning, a creditor may use 
language or terminology in any required 
statement different from that  prescribed by 
this Act. 

(g) If applicable State law requires dis- 
closure of items of information substantially 
similar to those required by this Act, then a 
creditor who complies with such State law 
may comply with thls Act by disclosing only 
tlle additional items of information required 
by this Act. 

( h )  I f  information disclosed in accordance 
with this section and any regulations pre-
scribed by the Board is subsequently rendered 
inaccurate as the result of a prepayment. 
iate payment, adjustment, or amendment of 
thc credit agreement through mutual consent 
of the parties or as permitted by law, or as 
the result of any act or occurrence snbse-
quent to the delivery of the required disclo- 
sures, the inaccurwy resulting therefrom 
shall not collstitute a violation of this sec-
tion. 

! i j  Whenever a creditor 1s required under 
'this section bo disclose n Anxnce charge which 

includes any fee or comrnlsaion for credlt life 
or awldent and health insurance, he ahall. 
under prooedurea to be prescribed by- the 
Emard, d i s c l o s e  

( I )  the  amount by which such flnancc 
charge is increased es a reault of the inclu- 
6i0n Of such fee or commission; and 

(2) the total cost of such insurance. 
(j) (1) Subject to paragraph ( 2 ) -
(A) whenever an annual percentage rate 

is required to be disclosed by this section, 
such rate may be expressed either as a per-
centage rate per year, or as a dollnrs per hun- 
dred per year rate of the average unpaid bal- 
ance; and 

(B) whenever a rate other than an an-
nual rate is used to compute a flnance charge 
and is required to be dlsclosed under sub- 
section ( d ) ,  such rate may be expressed ei- 
ther as a percentage rate per period of the 
balance upon which the finance charge is 
computed, or as a dollars per hundred per 
period rate of such balance, 

(2) On and after January 1. 1972, all rates 
required to be disclosed by this section, shall 

be expresscd as percentage rates. 


REGULATIONS 

SEC.5. ( a )  The Board shall prescribe reg- 

ulations to carry out this Act, including 

provisions-


(1) describing the methocls which may be 
used in determining annual percentage rates 
under section 4, including, but not limited 
to, the use of any rules, chhrts. tables, or 
devices by creditors to convert to an annual 
percentage rate any add-on. discount or 
other method of computing a flnance 
charge; 

(2) prescribing procedures to ensure that  
the information required to be dlsclosed un- 
der section 4 is set forth clearly and con-
spicuously; and 

(3) prescribing reasonable tolerances of 
accuracy with respect to disclosing informa- 
tion under section 4. ( b )  In prescribing reg- 
ulations with respect to reasonable toler-
ances of accuracy as required by subsection 
( a )(3) .  the Board shall observe the following 
limitations : 

(1)  The annual percentage rate may be 
rounded to the nearest quarter of I per 
centum for credit transactions payable in 
substantially equal installments when a 
creditor determines the total flnance charge 
on tlie basis of a single add-on, discount. 
periodic, or other rate, and such rates are 
cor~verted into an annual percentage rate 
under procedures prescribed by the Board. 

( 2 )  The use Of rate tables or charts may 
be authorized in cases where the total fi-
nance charge is determined in a manner 
other than that specified in paragraph ( 1 ) .
Such tables or charts may provide for the 
disclosure of annual percentage rates which 
vary up to 8 per centum of the rate as de-
fined by section 3 ( f ) .  EIowever, any creditor 
who willfully and knowlngly uses such tables 
or charts in sucll a manner so as to consist- 
ently understate the annual percentage rate. 
as deflned by section 3 ( f i ,  shall be liable for 
criminal penalties under section 7(b)  of this 
Act. 

( 3 )  In  the case of determining
the annual percentage rate in a manner other 
than as descr~bed in paragraph (1) or ( z ) ,  
the Roard may authorize other re;rsonable 
toleranrw- ~~ 

(4) In order to simplify compliance where 
irregular payments are Involved, the Board 
may authorlze tolerances greater than those 
specified in paragraph ( 2 ) .  (c)  Any regula- 
tion prescribed hereunder may cor~tain such 
clzsiflcations and differentiatiorls and may 
provide for such adjustments and exceptions 
from this Act or tlle regulations thereunder 
for any class of transactioils, as in tlle judg- 
ment of the B a r d  are necessary or proper 
to eflectuate the purposes of this Act or to 
prevent circumventiorl or evasion of, or to 
facil~tate complia~~ce by creditors wlth, this 
Act or any reylntlon issued hereunder. In 

prescribing exceptlons, the Board mag con-
sider, among other things, whether ahy class 
of transactions IS subject to any State law or 
regulation which requires disclaurm sub-
stantlally sltnflar to those require4 by sec-
tion 4. 

(d) In the e%erCls~ of its powers Under 
this Act, the Board may request the views of 
other Federfd agencies which in its judgment 
exercise regulatory functions wlth respect to 
any class of creditors, and such agencies shall 
furnish such views upon request of tbe 
Board. 

(e) The Board shall establish an advisory 
committee, to advise and consult with it in 
the exercise of its powers under thls Act. In 
appointing such members to such committee 
the Board shall seek to achieve a fair repre- 
sentation of the lnterests of sellers of mer-
chandise on credit, lenders, and the publlc. 
Such committee shall meet from time to 
time a t  the call of the Board, and members 
thcreof shall be paid transportation expenses 
and not to exceed $100 Der diem. 

EFFECT ON STATE LAWS 

SEC:.6. (a )  This Act shall not be construed 
to annul, alter or affect, or to exempt ally 
creditor from complying with, the laws of 
any State relating to the disclosure of in- 
formation in connection with credit trnns-
actions, except to the extent that  such laws 
are inconsistent with the provisions of this 
Act, or regulations issued thereunder, and 
then only to the extent of the inconsistency. 
This Act sllall not otherwise be construed 
to annul, alter or affect in any manner the 
meaning, scope or applicability of the laws 
of any State, including, but limited to, laws 
relating to the types, amounts or rates of 
charges, or any element or elements of 
charges. permissible under such laws in con- 
nection with the extension or use of credit, 
nor to extend the applicability of such laws 
to any class of persons or transactions to 
which such laws would not otherwise apply, 
nor shall the disclosure of the annual per- 
centage rate in  connection with any con-
sumer credlt sale as required by this Act be 
evidence in any action or proceeding that 
such sale w m  a loan or any transaction other 
than a credit sale. 

( b )  The Board shall by regulation exempt 
from the rcquirenlents of thls Act any class 
of credit transactions which it determines 
are subject to any State law or regulation 
which requires disclosures substantially sim- 
ilar to those requlred by section 4, and con- 
tain adequate provisions for enforcement. 

( c )  Except as specifled in section 7. notll- 
ing contained in this Act or any regulatlons 
issued thereunder shall affect the validity or 
enforcibility of any contract or oblignticn 
under State or Federal law. 

CIVIL A N D  C R I M I N A L  PENALTIES 

SEC.7. ( a )  (1)  Any creditor who, in con-
nection with any credit transaction, know- 
ingly fails in violation of this Act, or any 
regulation issued thereunder, to  disclosc uny 
information to any person to whom such in- 
formation is required to be given shall be 
liable to such person In the amount of $100. 
0' ill any aln6ullt equal twice the flnance 

by Such creditor in connrc- 
tion with such transaction, whichever is the 
greater, except tha t  such liability shall not 
exceed $2,000 on any credit transaction. 

( 2 )  In ally action brought under this 
subsection in whicll i t  is shown that the 
creditor tllsclosed n percentage rate or 
amount less than thnt required to be dis- 
closed by section 4 or ree~ilr~tions prescribed 
by the Board (after taking into account per- 
nlisslble toler:tnces), or failed to dtsclostt 
information so required, there shall be a 
rebuttable presumption that  such violation 
w:ls made knowingly. such presumption shall 
be rebutted if the creditor shows by n pre-
poncier:lnce of evidence that  the violation 
w:ls not intentional and resulted from 
l.)ona Iide error notwlthstandlng the main- 
tal:lr\cc of procedures reasonably adnptrd 
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to svoid any such error: Provided, That a 

ahall have n o  llability under thie 
subsection if within flfteen flays after din-
covering the etror, and prior t o  the institu- 
tion of a n  action hereunder or t h e  recelfrt 
of written notice of the  error, the creditpr 
notifies the  person concerned of the  error 
and makes whatever adjustments i n  t h e  
appropriate account as  nre necessary to in-
sure tha t  such person will not  be requlred 
to pay a finance charge i n  excess of tbe  
amount or percentage rate so disclosed. 

(3) Any action under this subsection may 
be brought in any court of competent juris- 
diction within one year from the  date of the 
occurrence of the  violation. I n  any such 
artion in  which a person is entitled t o  recover 
a penalty as prescribed i n  paragraph ( l ) ,  the  
deiendant shall also be liable for reasonable 
attorneys' fees and court costs as determined 
by the court. 

( 4 )  As used in this subsection, the term 
"court of competent jurisdictinn" means 
either any Federal court of competent jur- 
isdiction regardless of the  amount in con-
troversy, or m y  State court of competent 
jurisdiction. 

(b )  Any person who knowingly or willfully 
g ~ v e s  false or inaccurate information or 
fnils to provide information required to be 
disclosed under the provisions of this Act or 
any regulation issued thereunder, or who 
otherwlse knowlngly and willfully violates 
any provision of this Act or any regulation 
Issued thereunder, shall be fined not more 
than $5.000 or imprisoned not more than  oi'.e 
year, or both. The responsibility for enforc i~~  y 
thls subsection is hereby assigned to tLe 
Attorney General. 

( c )  NO punishment or penalty provided 

by this Act shall apply t o  the United States, 

or any agency thereof, or to a ry  State, or 

political subdivisions thereof, or any agency 

of any State or political subdivision. 


( d )  No person shall be subject to punish-

mcnt or penalty under this Act solely as the 

result of the  disclosure of a flnance chnrye 

or percentage which is greater than the 

amount of such charge om: percentage re-

qulred to  be disclosed by such pereon under 

section 4, om: regulntions prescribed by the  

Board. 


EiCEIYPlONS 

SIT. 8. The provisl(~rls of this Act shall riot 
&Pl,lY to-

( I ) credit transacbions invoking exten-
slom of credit for buslness or commerc~al 
purposes, or to governments, or to govern-
mental agencies or Instrumentalities; or 

( 2 )  transactions in securities or commodi- 
lies in accounts by a broker-dealer registered 

wl th  the Securities and  Exchange Comnlis- 

tlon; 


( 3 )  credit trnnsactioncl, other than real 

propert,y transactions, i n  which the  total 

m o u n t  to be flnanced exceed8 925,000; or 


( 4 )  transactions involving extensions of 

C:rtiit secured by first mortgeges on real 

CzLbte. 


REPORTS 

SEC.9. Not later than  January 3 of each 
Year commencing sfter the effective date of 
this Act, the Board cd Yovcrnors of the Fed- 
eral Reserve System a] d the Attorney Oen- 
era1 shall, respecti J F ' . . ~  make reports to  the  
Congress concernirrg rile administration of 
their functions unclvi thls Act, including 
such recommendatiorro as the Board and the 
Attorney Qencral, respectively, deem neces- 
sary or npproprlaw. In ~ t d d l t ~ o ~ i ,  orreports 
tilt- Board of Gover~~ors  the Fedcral Re- of 
serve System shall Lr-clude tlte Board's asses- 
merit of the extent to  x:hich compliance with 
the  Provisions of tnls Act, and regulations 
Ptcscribed thereunder. is being nchleved. 

EFFECrTPE DATE 

src. 10. The pro-iisions of thie Act shall 
inkc effect upon J 11y 1, 19139; except t h a t  
s(!ction 5 shall take effect llnmediately upon 
enactment, 

Svanax.mr OF C~awexaMAaE m El. 5,  mn! 
Taw%?fxM Z ~ M U  BY mm GWCOM-BILL, 
MI'l"JXE OX IN~TITU'JXONS,JUNE~ A N c ~ A L  
8, 1867 
1. XevoIvfng Credit: Open-end or revolv-

ing creNf plans would be sxampt f r m  the 
annual rate requirement except for "install- 
ment opon-end credit plnns." Such plans are 
ordinarily used to flnance large purchases 
anU a:+e dlsttngUiahed from Ordinary revolv- 
ing a e d l t  by the extended length of time 
permlf ted for repayment and t h e  mainte- 
nance of a security interest i n  the merchan- 
dise. ' ~ c hplans would be covered if 60% or 
less any amount of credit was payable i n  
one :ar, or if tbe seller maintained a se-
curi interest, or lf accelerated payments 
are aj.plied to future payments. 

Th. purpose of this amendment is to  
ellmii~ate any incentive t o  convert closed-
end Installment credit to  revolving credlt 
merel,? to escape annual rate disclosure. The 
amerciment also provides greater compara- 
bility between installment open-end credit 
plans and installment closed-end credit 
plans. Smaller merchants who extend credit 
through lnstallment contracts can compete
on a comparable bnsis with the larger stores 
who use extended payment revolving credit. 

Because testimony was not  heard on this 
amendment, the full Committee will hold 
open hcarings on June 20 to hear such testi- 
mony. 

2. Exemption for S n ~ a l l Retail Credit 
Transactions: Any retail credit transaction 
would be exempt from t3e annunl rnte re- 
quirement if the finance charge was less 
than $10. The purpose of this amendment 
was to simplify compliance, and particularly 
for ~ m n l l  retail businesses. 

3. f i r s t  Mortgage C r d l :  Flrst mortgage 
credit was exempted from the entire bill. 
The Subcommittee felt  tha t  there were no 
abuses i n  thls area and tha t  consumers were 
already receiving adequate information. 

4. Civil Penalties: The bill was amended to 
permit a creditor to defend against a civil 
action by proving the failure to dlsclose was 
an unintentional error. However, t h e  burden 
of proof would be on the creditor, and he 
would have to establish, by a preponderance 
oi  evidence, tha t  such error was unlnten-
tional. The amendment also permits a 
creditor to  escape liability for an enor  if 
the creditor discovers i t  flrst and malces 
whatever adjustments Rre necessary to in-
sure that the  consumer will not pay n 
finance charge i n  excess of the amount or 
percentage rnte actuall y disclosed. 

5. Effective Date: The effective date of the 
bill was postponed t o  July 1, 1969. The pur- 
pose of the change is to permit the States 
to amend their usury statutes in those cases 
where the disclosure of a n  nnllual percent- 
age rate might possibly cause a legal proh- 
lem. I n  addition, the later date permits the 
States to  pass similar disclosure legislation, 
thereby securing nn exemption from the 
Federal law. 

6. Fornt of Rate Stateme7tt: The Subcom- 
mittee amended the bill to  permit a rate 
statement either i n  percentage terms or as 
dollars per hundred per year. I n  all cases. 
however, the  rate would be on the declining 
balance of credit. For example, if the  effective 
annual rate, RS measured by the actuarial 
method was 12%., the creditor could elther 
dlsclose 1 2 4  per year or 912.00 per hundred 
per year. Tllis option will terminate on Jan-  
uary 1. 1973. After thnt date, all creditors 
would use the percentage form of expressing 
the rate. 

The purpose of this chnnge Is to minimize 
a n y  possible conflicr; with State usury laws 
in Mose States where the percentage form 
of rates expression might cause a legal prob- 
lem for some creditors. However, all creditors 
will be required to  use the percentage form 
aftrr  July 1, 1972, on the belief tha t  any 
such problem will, by thn t  time, be largely 
solred. 

7.Credit t i j e  rmurance: Th'e Bubcommit-
tee amended Che bill to require that -the 
dollar co6t of euch insur~acebe disclased in 
all cases,whether such insurance was manda-
tory or not. The original bill required dollar 
disclosure only if such insursnce was 
optional. I f  such i n s m n c e  wab mandatory,
the  original bill would have considered it t o  
be a finance charge, the cost of which would 
be included in calctrlafmg M e  annual per-
centage rate. The Subcommittee also 
amended this provision by ~6qui r lng  tha t  
only the  commission on such insufance paid 
directly or indirectly to t h e  creditor would 
be included .in the  computntiotl of the  
annual percentage rate. 

8. Credit Reports on Real Estate Trans-
actio7rs: Such costs would no t  b e  included 
in the  annual percentage rate. Under the 
original bill they would. 

0. Credit for AgricUlturaZ Purposes: The 
Subcommittee amended the  bill to  include 
credit for agricultural purposes. The orlginal 
bill would have only covered credit for "per- 
sonal, family, o r  household purposes." The 
principal effect of this change would be to  
cover credit for farm machinery and 
equipment. 

10. Overstatement of the  Annual Rate: 
Creditors would be relieved of any civil or 
criminal penalty by overstating t h e  annual 
percentage rate. The original bill provided 
for such a n  exemption from civil penalties 
only if the overstatement was due to a n  
"erroneous computation." There was some 
doubt about the  meaning of this phrase. The 
original bill also had  n o  such exemption 
under the  crlminal penalties section. 

11. Other Amendments: Other amend-
ments of a technical and  clarlfying nature 
were adopted. 

Council on the A 


