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ABSTRACT .
Designed for the gemeral public and possibly suitable 3
also for high school economics students, this pamphlet discusses the °
provisions of the Truth in Lending Law. The act requires that

creditors state credit charges in a uniform way. The pamphlet

provides a brief description of finance charges and annual percentage
rates. It also focuses on specific requirements of the Truth in

Lending Law that: (1) protect gustomers against unauthorized use of

credit cards; (2) prohibit card issuers from sending customers credit
cards unless requested or applied for; (3) regulate the advertising

of credit terms; (4) give the customer a three—day wait to consider

and cancel a credit transaction in which a customer's home is used as
security; and (5) provide criminal penalties for willful violators.

The final section presents a list of names and locations of federal -
enforcement agencies which deal with gquestions concerning particular
creditors. (LH)
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- We all use credit in one form or another:

Some of us charge our purchases at department
stores.

Others buy gas and oil or restaurant meals on credit
cards.

We szay buy a car or fumniture on the instalment
plan,

Almost everyone signs a mortgage when buying a
house and sometimes when arranging for a major
home improvement.

Occasionally w2'll borrow money from a bank,
(inan ce company, or other lenders for vacation use,
or perhaps to meet unexpected medical expenses.

In most cases, we have to pay a charge for the use of
credit. The purpose of the Truth in Lending Law isto let
consumers know exacily what that charge Is, and te let
them make comparisons maore readily of the charges
{rom different credit sources. The law, therefore, re-
quires creditors to state charges in a uniform way.

Two To Remember

The law makes it easier for you to know two of the most
important things about the cost of credit. One is the
Jinance charge—the amount of money we pay to obtain
credit. The other is the annual percentage rate, which
provides a way of comparing credit costs regardless of
the dolfar amount of those costs or the length of time
over which we make payments. Both the finance charge
and the annual percentage rate must be displayed pro-
minently on the forms and statements used by a creditor
to make the required disclosures.

Let's suppose you borrow $100 for one Year and pay §$10
interest for that money. If you have use of the entire
amount for one year you are paying an apnual percen-
tage rate of 10 per cent. But if you repay the $110in 2
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equal monthly instalments, you dv not have use of the

entire amount for the full year. In fact, over the entire
year you have the use on the average of only about half
the full $100. So the $10 charge for credit in this case
becomes an annual percentage rate of 18 per cent.

Some creditors levy a service charge or a carrying charge
or some other charge instead of interest, or perhaps they
may add these charges to the interest. Under the Truth
in Lending Law they must total all such charges. in-
cluding the interest, and call the sum the finance charge.
And then they must list the annual percentage rate of
the total charge for credit.

The Truth in Lending Law does not fix interest rates or
other credit charges. Your State may have a law setting
a limit on interest rates, which would still apply.

-

Credit Cards

The law also protects you against unauthorized use of
your credit card. In the event your credit card is lost or
stolen, the maximum amount you have to pay for
charges made by someone else is $50. In order for the
card issuer to hold you liable for even that.amount, the
unauthorized use must have occurred before you notify
the card issuer that your card is lost or stolen, You are
not liable for any unauthorized use occurring after you
notify the card issuer.

The law also prohibits card issvers from sending you a
credit card unless you requested or applied for it.
However, a card issuer may send you, without your re-
quest, a new card renewing one you requested or used
previously.




Advertising

The law also regulates the advertising of credit terms. It
says that if a bysiness is going to mention one feature of

__downpayment, it must also mention all other impottant
terms, such as the terms of repayment. If am advertise-
ment states “*Gaoly 32 down,”” it must also state, for ex-
ample, that you will have to pay $10 a week for the next
two years. Here again, the intent is to provide you with
full information, so that you can make informcd
decisions. - ‘

Cancellations

Another important provislon of the law is designed for
your protection in case your home is used as security i
a credit transaction. This frequently occurs when a ma-
jor repair or remodeling job is done on your home or
when you take out a-*’second mottgage.” When you
enter into a credit transaction in which your home is
used assecurity, the faw gives you three business days to
think about it and to cancel vhe transaction during that
period if you wish. The creditor must give you writfen
notice af your right to cancel, and if you decide to
cancel the transaction, you must do so in writing.

When you have this right of cancellation, a contractor
cannot start work until the three days are up. You may
give up your right to cancel and get the work started
without the three-day wait, if you notify the contractor
in writing that you face a finaacial emergency and need
the credit immediately.

The right of cancellation does not apply to a mortgage
to finance the purchase of your home. And, if you use
your home to secure an open-end credit line — a credit
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card or overdraft plan, for instance — the creditor does
not have to allow you the right to cancel every transac-
tion. You have the right to cancel only when you open
the account or when your security interest or credit limit
is increased.

e —

Other Provisious

The law provides criminal penalties for willful violators,
as well as civil remedies. You as an individual may sue if
a creditor fails t¢ make certain disclosures. You may sue
for twice the amount of the flnance charge—Ilor a
minimum of $100 to a maximum of §1,000--plus court
costs and reasonable attorney’s fees,

The law, and the regulations issued by the Board of
Governors of the Federal Reserve System to carry it ou,
contain many other detailed provisions. Creditors
should of course familiarize themselves with all of these
t0 make sure they are complying with the law.

'

" To Find Out More

A number of Federal agencies, and in some cases even
State agencics, are responsible for enforcing Truth in
Lending, depending vpon the type and location of the
company extending credit. If you have any questions
about Truth in Lending in connection with a particular
credit transaction, you may write to any Federal Reserve
Bank or to the Board of Governors of the Federal
Reserve System, Washington, D.C. 20551, Be sure to
identify the name and location of the company exten-
ding credit so that your letter can be brought to tlie at-
tention of the appropriate enforcement agency.
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Federal Enforcement Agencies,

Nstionsl Banks ' e ————— ’
e Comptrolier-of the Curféncy T . ’ .
Consumer Affairs Division

Washingion, D.C, 20219

State Member Banks

. Federal Reserve Bank serving the &tea in which the State member
bank is located.

Nonmeinber Insured Banks .

Federal Deposit Insutance Corporation Supervising Eumin& for the
District in which the nonmember insured bank Is located.

Savings Institutlons Fnsured by the FSLIC and Members of the FHLE
System {except For Savings Basks {nsured by FDIC)

The FHLBR's Supervisory Agent in the Federal Home Loan Bank
District in which the institution is located.

Federai Credlt Unlons

Regiong! Office of the National Credit Union Administretion, serving
the area in which the Federat Credit Union is located.

Credltors Subject to Civil Aeroanutics Board

Director, Burcau of Enforcement

Civil Aeronaulics Board

1825 Connecticut Avenue, N.W, .
Washington, D.C, 20428

Credltors Subject to Packers and Stoekyards Act
Nearest Packers and Stockyards Administration area supervisor, ‘

Feders} Land Banks, Federal Land Bank Assoclations, Federal In. .
* termediste Credit Banks, and Produetion Credlt Assoclations .

Farm Credit Adminisization ' ) B
490 L'Enfant Plaza West
Washington, D.C, 20578

Retall, Depariment Stores, Consttmer Finanee Companles, All other
Credltors, and Al Nonbank Credit Card Issuers (Lenders operating ¢n h
a local or regionel basis should usethe address of the F.T.C, Regional [
Ofice In which they opefate.) ‘

!

Boord of Governors of the Federal Reserve System

Truth in Lending
Federal Trade Commission Washington, D.C, 20531
IWuhIngton. D.C. 20580 5 {Revised June 1981)
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