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FEDERAL BANKING AGENCY ENFORCEMENT OF
TRUTH IN LENDING ACT

WEDNESDAY, SEPTEMBER 15, 1978

House oF REPRESENTATIVES,
CoMmMERCE, CONSUMER,
AND MONETARY AFFAIRS SUBCOMMITTEE
oF THE CoMMITTEE ON GOVERNMENT OPERATIONS,
Washington, D.C.

The subcommittee met, pursuant to notice, at 10 a.m., in room 2247,
Rayburn House Office Building, Hon. Benjamin S. Rosenthal (chair-
man of the subcommittee) presiding.

Present: Representatives Benjamin S. Rosenthal, Robert F. Dri-
nan, Elliott H. Levitas, Anthony Moffett, Garry Brown, and Willis
D. Gradison, Jr.

Also present: Peter S. Barash. staff director; Robert H. Dugger,
economist; Doris Faye Taylor, clerk; and Henry C. Ruempler, mi-
nority professional staff, Committee on Government Operations.

OPENING STATEMENT OF CHAIRMAN ROSENTHAL

Mr. RosenTaAL. The subcommittee will be in order.

Today, the Commerce, Consumer, and Monetary Affairs Subcom-
mittee begins an examination of Federal enforcement of the Truth in
Lending Act.

Truth in lending, enacted by Congress in 1968, is designed to provide
borrowers with accurate information on the real cost of loans so that
consumers can shop effectively for eredit. Violations of truth in
lending are often serious matters affecting thousands of borrowers
and involving millions of dollars.

Today’s hearing also marks the beginning of a series of investiga-
tions into the responsiveness of the Federal banking agencies to the
needs of consumers. Future investigations will deal with truth in
bank advertising, lending diserimination, bank eredit cards, and the
development of electronic fund transfer systems and the adequacy of
consumer information on bank practices.

Today's hearing will focus on the thoroughness of Federal bank
truth-in-lending examinations and on the steps Federal regulators can
take when violations are found. Testimony will be received on the
merits of requiring banks to indemnify borrowers for substantive dis-
closure errors such as those relating to the annual percentage rate,
finance charges, and reseission notices: and on the feasibility of dis-
closing the identities of banks that are persistently not complying with
truth-in-lending regulations.

(1)
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Federal bank agencies have found very few truth-in-lending viola-
tions. This has been interpreted by some as evidence of general bank
compliance.

The subcommittee, last spring, became concerned that agency find-
ings of low noncompliance, instead, might be the result of perfunctory
and inadequate truth-in-lending examinations.

To obtain an evaluation of Federal banking agency thoroughness,
the subcommittee asked the Connecticut, Maine, and Massachusetts
banking departments to prepare special reports on truth-in-lending
compliance in their States. The Federal banking agencies were re-
quested to prepare similar reports on a State-by-State basis for 11
Northeastern States.

The subcommittee is today releasing the initial results of its analysis
of these reports.

As shown in table 1, a comparison of Connecticut, Maine, and Mas-
sachusetts compliance with those of the FDIC in these States reveals
that State truth-in-lending examiners found far more violations than
the FDIC examiners did.

It may be that FDIC examinations find fewer truth-in-lending vio-
lations because Connecticut, Maine, and Massachusetts, whose State
truth-in-lending standards are equal to or more stringent than Federal
requirements, are exempt from Federal truth-in-lending enforcement.

1f reliance on State examiners is the reason the FDIC found so few
violations in Connecticut, Maine, and Massachusetts, then there should
be a substantial increase in noncompliance findings in the other eight
Northeastern States.

Table 2 compares FDIC truth-in-lending compliance findings in
the nonexempt States of Maryland, Delaware, Pennsylvania, New
Jersey, New York, Rhode Island, New Hampshire, and Vermont with
those of the exempt States of Connecticut, Maine, and Massachusetts.

The nonexempt States’ findings do not appear to be significantly dif-
ferent from exempt State findings. This suggests that FDIC truth-in-
lending examinations are no more adequate throughout the country
than in Connecticut, Maine, and Massachusetts.

Based on the subcommittee’s 3-month investigation, it is possible
for me to estimate that across the country there are at least three-
quarters of a million loans with significant truth-in-lending violations
and overcharges to customers totaling $2.7 million.

[The tables referred to follow:]
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TABLE 1

COMPARISON OF
CONNECTICUT, MASSACHUSETTS, MAINE, AND FDIC

TRUTH IN LENDING COMPLIANCE FINDINGS

BANKS WITH VIOLATIONS AS A PERCENT OF
BANKS EXAMINED 1/
TYPE OF VIOLATION

APR FIN. CHG. RESC. NOT.

I. COMMERCIAL BANKS

Connecticut

FDIC

State Banking Dept.
Maine

FDIC

State Banking Dept.
Massachusetts

FDIC

State Banking Dept.

II. SAVINGS BANKS

Connecticut

State Banking Dept.
Maine

FDIC

State Banking Dept.

Massachusetts
FDIC

State Banking Dept.

1/ The data do not reflect followup examinations of the same bank in the same
year by the FDIC. These examinations were carried out to correct safety and
soundness problems found in the first examination and not for Truth in Lend-
ing compliance reasons. The Truth in Lending reviews in the followup
examinations may not have received normal emphasis. Their noncompliance
findings may be biased downward and therefore may not be representative.




TABLE 2

COMPARISON OF FDIC
COMPLIANCE FINDINGS FOR
EXEMPT AND NON-EXEMPT NORTHEASTERN STATES

BANKS WITH VIOLATIONS AS A PERCENT
OF BANKS EXAMINED 3/
TYPE OF VIOLATION

APR TN. CHG. RESC. NOT.

I. COMMERCIAL BANKS
1/

Exempt States 2/
Non-Exempt States

SAVINGS BANKS

Exempt States
Non-Exempt States

1/ IncTudes: Connecticut, Maine and Massachusetts. These States are exempted
from the requirements of the Truth in Lending Act pursuant to Section 123 of
the Act.

Includes: Maryland, Delaware, Pennsylvania, New Jersey, New York, Rhode Island,
New Hampshire and Vermont.

The data do not reflect followup examinations of the same bank in the same
year by the FDIC. These examinations were carried out to correct safety and
soundness problems found in the first examination and not for Truth in Lending
compliance reasons. The Truth in Lending reviews in the followup examinations
may not have received normal emphasis. Their noncompliance findings may be
biased downward and therefore may not be representative.




SUMMARY OF THE
CONNECTICUT
TRUTH IN LENDING COMPLIANCE REPORT

TO THE

COMMERCE, CONSUMER AND MONETARY AFFAIRS SUBCOMMITTEE

Time Period Covered: March 1, 1975 through July 31, 1976
Commercial Banks:

Number of Banks Examined
Number of Banks With:
APR Disclosure Errors
Finance Charge Disclosure Errors
Rescission Notice Disclosure Errors
ther Truth in Lending Violations
Number of Loans Cited With:
APR Disclosure Errors
Finance Charge Disclosure Errors
Rescission Notice Disclosure Errors
Other Truth in Lending Violations

Total Number of Loans Cited with Truth in Lending Violations
Average Bank Size (Total Assets, Year-end 1975) million

IT1. Savings Banks:

Number of Banks Examined
Number of Banks With:
APR Disclosure Errors
Finance Charge Disclosure Errors
Rescission Eotice Disclosure Errors
Other Truth in Lending Violations
Number of Loans Cited With:
APR Disclosure Errors
Finance Charge Disclosure Errors
Rescission Notice Disclosure Errors
Other Truth in Lending Violations
Total Number of Loans Cited with Truth in Lending Violations
Average Bank Size (Total Assets, ‘Year-end 1975) $125.6 million

Total Monetary Adjustments: $38,732 2/

Total Number of Loans Cited: 2,127

1/ The format of the Connecticut report does not enable segregation of cited
loans by types of violations. s
2/ One savings bank required an adjustment of $27,980.




SUMMARY OF FDIC
TRUTH IN LENDING COMPLIANCE FINDINGS
IN_CONNECTICUT 1/

I. Time Period Covered: March 1, 1975 through July 31, 1976
I1. Commercial Banks

Number of Banks Examined Once: 42
Number of Banks With:
APR Disclosure Errors 7
Finance Charge Disclosure Errors 3
Rescission Notice Disclosure Errors 5
Other Truth in Lending Violations 17
Number of Loans Cited With:
APR Disclosure Errors NA 2/
Finance Charge Disclosure Errors NA
Rescission Notice Disclosure Errors NA
Other Truth In Lending Violations NA
Total Number of Loans Cited with Truth In Lending Violations NA ;
Average Bank Size (Total Assets, Year-end 1975) $68.1 million

ITI. Savings Banks:

Number of Banks Examined Once:
Number of Banks With:
APR Disclosure Errors
Finance Charge Disclosure Errars
Rescission Notice Disclosure Errors
Other Truth In Lending Violations
Number of Loans Cited With:
APR Disclosure Errors
Finance Charge Disclosure Errors
Rescission Notice Disclosure Errors
Uther Truth In Lending Violations
Total Mumber of Loans Cited with Truth In Lending Violations NA
Average Bank Size (Total Assets, Year-end 1975) $143.8 million

IV. Total Monetary Adjustments: NA 3/

V. Total Number of Loans Cited: NA 2/

-

1/ Reflects compliance reports received in the Washington Office through
September 3, 1976.

2/ The FDIC Truth in Lending Report (FDIC 5600/55(12-74)) does not provide
for 1isting loans with violations or segregation by type of violation.

3/ The FDIC has not required banks to reimburse borrowers.




(FDIC Connecticut Compliance Report Cont.)

Commercial Banks:

Number of Banks Examined Twice:
Number of Banks With:
APR Disclosure Errors
Finance Charge Disclosure Errors
Rescission Notice Disclosure Errors
Other Truth In Lending Violations

Savings Banks:

Number of Banks Examined Twice:
Number of Banks With:
APR Disclosure Errors
Finance Charge Disclosure Errors
Rescission Notice Disclosure Errors
Other Truth In Lending Violations

Commercial Banks:

Kumber of Banks Examined Thrice:
Number of Banks With:
APR Disclosure Errors
Finance Charge Disclosure Errors
Rescission Notice Disclosure Errors

Other Truth In Lending Violations
Savings Banks:

Number of Banks Examined Thrice:
Number of Banks With:
APR Disclosure Errors
Finance Charge Disclosure Errors
Rescission Notice Disclosure Errors

Other Truth Tn Lending Violations




SUMMARY OF THE

MATHE
TRUTH IN LENDING COMPLIANCE REPORT

To The

COMMERCE, CONSUMER AND MONETARY AFFAIRS SUBCOMMITTEE

Time Period Covered: November 1, 1975 through August 31, 1976
Commercial Banks:

Number of Banks Examined
Number of Banks With:
APR Disclosure Errors
Finance Charge Disclosure Errors
Rescission Notice Disclosure Errors
Uther Truth in Lending Violations
Number of Loans Cited With:
APR Disclosure Errors 35
Finance Charge Disclosure Errors 24
Rescission Hotice Disclosure Errors 68
Other Truth In Lending Violations 113
Total Number of Loans Cited with Truth in Lending Violations 240
Average Bank Size (Total Assets, Year-end 1975) $69.5 million

ITI. Savings Banks:

Number of Banks Examined 27
Number of Banks With:
APR Disclosure Errors 10
Finance Charge Disclosure Errors 17
Rescission Notice Disclosure Errors 8
Other Truth In Lending Violations 18
Number of Loans Cited MWith:
APR Disclosure Errors 37
Finance Charge Disclosure Errors 325 1/2/
Rescission Notice Disclosure Errors 33
Other Truth in Lending Violations 238
Total Number of Loans Cited with Truth in Lending Violations 633
Average Bank Size (Total Assets, Year-end 1975) $56,3 million

Total Monetary Adjustments: v N.A.

Total Number of Loans Cited: 873

1/ Estimate
2/ One savings bank had 261 cited loans.




i
2/
3/

10

SUMMARY OF FDIC
TRUTH IN LENDING COMPLTANCE FINDINGS

Time Period Covered: March 1, 1975 through July 31, 1976
Commercial Banks:

Number of Banks Examined Once:
Number of Banks With:
APR Disclosure Errors
Finance Charge Disclosure Errors
Rescission Notice Disclosure Errors
ther Truth in Lending Violations
Number of Loans Cited With:
APR Disclosure Errors
Finance Charge Disclosure Errors
escission Notice Disclosure Errors s
Other Truth In Lending Violations NA
Total Number of Loans Cited with Truth In Lending Violations NA ni
Average Bank Size (Total Assets, Year-end 1975) $42.4 million

Savings Banks:

Number of Banks Examined Once:
Number of Banks With:
APR Disclosure Errors
Finance Charge Disclosure Errors
Rescission Notice Disclosure Errors
ther Tru n Lending Violations
Number of Loans Cited With:
APR Disclosure Errors
Finance Charge Disclosure Errors
Rescission Notice Disclosure Errors
er Truth In Lending Violations
Total Number of Loans Cited with Truth In Lending Violations
Average Bank Size (Total Assets, Year-end 1975)

a3
—oo—~ ™

EEEEE
(.

$54.8 million

Total Monetary Adjustments:

NA 3/

Total Number of Loans Cited: NA 2/

Reflects compliance reports received in the Washington Office through

September 3, 1976. .

The FDIC Truth in Lending Report (FDIC 5600/55(12-74)) does not provide
for 1isting loans with violations or segregation by type of violation.
The FDIC has not required banks to reimburse borrowers.
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(FDIC Maine Compliance Report Cont.)

Commercial Banks:

Number of Banks Examined Twice:
Number of Banks With:

APR Disclosure Errors
Finance Charge Disclosure Errors
Rescission Notice Disclosure Errors

Savings Banks:

Number of Banks Examined Twice:
Number of Banks With:
APR Disclosure Errors
Finance Charge Disclosure Errors
escission ﬁofice Disclosure Errors

Other Truth In Lending Violations

Commercial Banks:

Number of Banks Examined Thrice:
Number of Banks With:
APR Disclosure Errors
Finance Charge Disclosure Errors
Rescission Notice Disclosure Errors
Other Truth In Lending Violations

Savings Banks:

Number of Banks Examined Thrice:
Number of Banks With:
APR Disclosure Errors
Finance Charge Disclosure Errors
Rescission Notice Disclosure Errors
Other Truth In Lending Violations
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SUMMARY OF THE
MASSACHUSETTS
TRUTH IN LENDING COMPLIANCE REPORT

To The
COMMERCE, CONSUMER AND MONETARY AFFAIRS SUBCOMMITTEE

I. Time Period Covered: February 1, 1976 through June 20, 1976
I1. Commercial Banks:

Number of Banks Examined:
Number of Banks With:
APR Disclosure Errors
Finance Charge Disclosure Errors
Rescission Notice Disclosure Errors
Other Truth in Lending Violations
Number of Loans Cited With:
APR Disclosure Errors

Finance Charge Disclosure Errors
escission Notice Disclosure Errors
Other Truth in Lending Violations

Total Number of Loans Cited with Truth in Lending Violations
Average Bank Size (Total Assets, Mid-year 1976) .0 million

IIT. Savings Banks:

Number of Banks Examined:
Number of Banks With:
APR Disclosure Errors
Finance Charge Disclosure Errors
Rescission Notice Disclosure Errors
Uther Truth in Lending Violations
Number of Loans Cited With:
APR Disclosure Errors
Finance Charge Disclosure Errors
Rescission Notice Disclosure Errors
Uther Truth in Lending Violations
Total Number of Loans Cited with Truth in Lending Violations
Average Bank Size (Total Assets, Mid-year 1976)

IV. Total Monetary Adjustments:

V. Total Number of Loans Cited:

If The format of the Massachusetts report does not enable segregation of cited
loans by type of violation. k]
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SUMMARY OF FDIC
TRUTH IN LENDING COMPLIANCE FINDINGS

IN MASSACHUSETTS 17

Time Period Covered: March 1, 1976 through July 31, 1976

Commercial Banks:

Number of Banks Examined Once:
Number of Banks With:
APR Disclosure Errors
Finance Charge Disclosure Errors
Rescission Notice Disclosure Errors
Other Truth in Lending Violations 2
Number of Loans Cited With:
APR Disclosure Errors NA 2/
Finance Charge Disclosure Errors NA
Rescission Notice Disclosure Errors NA
Other Truth In Lending Violations NA
Total Number of Loans Cited with Truth In Lending Violations NA
Average Bank Size (Total Assets, Year-end 1975) $50.6 million

Savings Banks:

Number of Banks Examined Once:
Number of Banks With:
APR Disclosure Errors
Finance Charge Disclosure Errors
Rescission Notice Disclosure Errors
Other Truth In Lending Violations
Number of Loans Cited With:
APR Disclosure Errors NA 2/
Finance Charge Disclosure Errors NA
Rescission Notice Disclosure Errors -
Uther Truth In Lending Violations NA
Total Number of Loans Cited with Truth In Lending Violations NA
Average Bank Size (Total Assets, Year-end 1975) $284.1 million

Total Monetary Adjustments: NA 3/

Total Number of Loans Cited: M 2/

1/ Reflects compliance reports received in the Washington Office through
September 3, 1976.
The FDIC Truth in Lending Report (FDIC 5600/55(12-74)) does not provide
for 1isting loans with violations or segregation by type of violation.
3/ The FDIC has not required banks to reimburse borrowers.

T9-B48 O =TT -2
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(FDIC Massachusetts Compliance Report Cont

V1.

Commercial Banks:

Number of Banks Examined Twice:
Number of Banks With:

APR Disclosure Errors

Finance Charge Disclosure Errors

Rescission Notice Disclosure Errors

Other Truth In Lending Violations

Savings Banks:

Number of Banks Examined Twice:
Number of Banks With:
APR Disclosure Errors
Finance Charye Disclosure Errors
Rescission Nofice Disclosure Errors
Other Truth In Lending Violations
Commercial Banks:

Number of Banks Examined Thrice:
Number of Banks With:
APR Disclosure Errors
Finance Charge Disclosure Errors
Rescission Notice Disclosure Errors
Other Truth In Lending Violations

Savings Banks:

Number of Banks Examined Thrice:
Number of Banks With:
APR Disclosure Errors
Finance Charge Disclosure Errors
Rescission Notice Disclosure Errors
Other Truth In Lending Violations
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SUMMARY OF THE

SPECIAL COMPTROLLER OF THE CURRENCY SURVEY
OF NATIGNAL BANK TRUTH 1 NDING COMPLIANCE

Time Period Covered November 1974 through March 1976
National Banks:

Number of Banks Examined
Number of Banks With:
APR Disclosure Errors
Finance Charge Disclosure Errors
Rescission Notice Disclosure Errors
Other Truth In Lending Violations
Number of Loans Cited With:
APR Disclosure Errors NA
Finance Charge Disclosure Errors NA
Rescission Notice Disclosure Errars NA
Other Truth In Lending Violations MA
Total Jurber of Loans Cited with Truth In Lending Vielations HA
Average Bank Size (Total Assets, Year-end 1975) NA

Total Monetary Adjustments: $46,475 1/

1/ One national bank required an adjustment of $30,974.
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Mr. RosentaAL. We are very pleased this morning that we have a
very distinguished, knowledgeable, and expert panel of witnesses who
have been extraordinarly cooperative with the subcommittee’s requests
in this arena.

Our witnesses will appear as a panel. They consist of Mr. Peter
Schuck, representing Consumers Union, Mr. Lawrence Connell, bank
commissioner for the State of Connecticut, Mr, John Quinn, the su-
perintendent of the Department of Business Regulations for the State
of Maine, and Ms. Carol Greenwald, the commissioner of banks for
the State of Massachusetts.

Again, on behalf of my colleagues on the subcommittee, let me thank
all of you for coming here and for your enormous cooperation in this
area.

Mr. Schuck, would you lead off ? g

STATEMENT OF PETER H. SCHUCK, CONSUMERS UNION OF THE
UNITED STATES, INC.

Mr. Scuauck. Thank you, Mr. Chairman. We are pleased to be here
today to testify on the important subject of truth-in-lending
enforcement.

I wanted to bring to your attention a particular incident which has
come to our attention concerning enforcement by the Comptroller of
the Currency in truth-in-lending compliance by national banks.

I do not know how representative it is of the enforcement activities
of the other Federal banking agencies but I offer it for what it is
worth. My suspicion, however, is that it is probably typical of the
attitudes of other Federal banking regulators.

In early May, we learned of a special survey that had been con-
ducted by the Comptroller’s Office of truth-in-lending compliance by
national banks. At a meeting of the Advisory Committee of the Comp-
troller, it was announced that the Office had found “an alarming de-
gree of substantial noncompliance” with regulation Z.

At that meeting, T interrogated the official who was reporting on
that survey and he responded that the Office had made the decision
not to make the findings public. When I pressed them, they agreed to
make the findings public but only so long as the bank names were
deleted. Y

So far as I can tell, they have never made either the bank names or
the findings, without the bank names, public.

We spent the next 814 months trying to persuade the Comptroller’s
Office to divulge the survey and the names of the banks. In the course
of those discussions, we learned that several of the violations had in-
volved lots of money and involved a course of conduct on the part of
the banks extending over some period of time.

We also learned that the Comptroller’s Office had been engaged in
lengthy negotiations with the banks in an effort to obtain some rec-
ognition of their violations and that these negotiations had been un-
availing and had not led to any remedial action by the banks.

I also learned that the Comptroller’s Office had not informed the
victimized consumers of what the Office had found in its survey and
that, in some cases at least—perhaps all of the cases—the statute of
limitations on the private cause of action contained in the Truth in
Lending Act had run.
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We made a Freedom of Information Act request for this informa-
tion. We indicated that we were not interested in the names of the
borrowers from the banks or any other identifying details of the finan-
cial transactions. ' !

We did, however, want the names of the banks and a description of
the kinds and magnitudes of violations that were involved.

The Comptroller’s Office denied our request, citing a number of
exemptions which, in my legal opinion, are not applicable. They con-
tinued to stress the right of privacy of the banks, even after we had
made it clear that, by the nature of our request, the right of privacy
of the borrowers was not at issue since we did not want any identify-
ing details. ]

They also cited a Federal statute—12 U.S.C. 481—as a justifica-
tion for withholding the data. This is an interesting citation since a
cursory perusal of that section makes it clear that Congress actually
authorized the Comptroller to release the entire examination report if
the Comptroller made recommendations to a bank which the Comp-
troller deemed were not being complied with.

Therefore, far from constituting a blanket protection for examina-
tion reports, the provision in question in fact contemplates that en-
tire examination reports will be fully disclosed under certain
circumstances.

As a result of our inability to obtain the documents, we brought suit
on August 17, under the Freedom of Information Act and that suit is
still pending.

I submit that the pattern of conduct by the Comptroller’s Office that
T have just described is not law enforcement at all but is likely to have
the effect of weakening the deterrents to violations of the law by
protecting banks from the consequences of their violations.

The Consumer Credit Protection Act relies for its enforcement prin-
cipally upon administrative penalties meted out by the Comptroller’s
Office and the other banking agency and private civil remedies invoked
by vietimized consumers.

The protracted negotiations which have occurred and continue to
occur with banks that have apparently engaged in systematic and
substantial violations of the law make a mockery of the administra-
tive deterrent envisaged by section 108 of the act.

Similarly, the secrecy that shields banks from adverse publicity in
the case of substantial violations weakens those deterrents. This is
particularly true when the agency—even if successful in its negotia-
tions—will not penalize the offending banks but will simply restore
l‘}}:eT to the position they would have been in had they not violated
the law.

An enforcement policy like this diminishes the incentive to comply
with the law. Moreover, by failing to inform the vietimized consumer
of what the agency has found, the Comptroller has extracted the only
remaining tooth in the enforcement bite that Congress built into the
act.
Congress recognized that private enforcement must be the mainstay
of the act and, to that end, provided important private remedies in
section 130 of the act, including statutory minimum and punitive
damages, statutory class actions, and statutory reimbursement for at-
torneys’ fees and costs.
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Yet, the Comptroller, by withholding his findings from the public
and particularly from the borrowers, whose rights were apparently
violated, has allowed the statute of limitations on those rights to
expire.

Certainly, there is no legal bar to such disclosure. As I have indi-
cated, the provision which they cite contemplates this kind of dis-
closure in precisely this kind of situation.

However, the act itself provides all sorts of protection to the banks
such as the bona fide error defense and the 15-day correction period.
It is at least as feasible for the Comptroller or the bank to inform the
public or, at least, inform the victimized borrower about apparent
violations of the truth-in-lending law in a manner that is fair to all
parties as it is for the Consumer Product Safety Commission to in-
form the public about apparently unsafe produets as it is permitted
to do under section 6(B) of the Product Safety Act.

In sum, the Comptroller’s Office does not appear to have applied
nearly as much imagination to figuring out ways to protect consumers
from apparent violations of the act as it has to figuring out new
arguments for protecting apparent violators from the administrative
and private remedies established by Congress.

This subcommittee should press the new Comptroller to make public
the results of all truth-in-lending compliance surveys and reports in
a timely fashion and in a way that protects the borrowers confiden-
tiality and is fair to the banks.

The regional offices of the bank regulatory agencies should follow
the lead of many local consumer groups and conduct regular surveys
by telephone and in person, officially and posing as consumers, of
compliance by loecal banks.

Finally, if these hearings produce evidence that the enforcement
efforts of the other regulatory agencies are as weak as the Comptrol-
ler’s appear to be, the subcommittee should seriously consider urging
the banking committees to remove enforcement authority from these
agencies and place it in the Federal Trade Commission.

The FTC, of course, has substantial expertise in enforcement of
truth in lending against nonbank creditors and would be free of the
kind of regulatory ambivalence to which the Comptroller’s Office is
so obviously subject.

Thank you.

Mr, RosentHAL. Thank you very much, Mr. Schuck. Without ob-
jection, your entire statement shall be included in the record.

[ Mr. Schuck’s prepared statement follows:]
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PREPARED STATEMENT OF PETER H. SCHUCK, CONSUMERS UNION OF THE
UNITED STATES, INC.

Mr. Chairman and Members of the Subcommittee:

I wish to thank the Subcommittee for inviting Consumers
Union* to testify at these hearings concerning the enforcement
of the Consumer Credit Protection Act by the Federal agencies.

As you may recall, Consumers Union was one of the early advocates
of truth-in-lending legislation and we retain our interest in its
vigorous enforcement.

It i1s for this reason that we wish to bring to your attention
a dismaying instance of secrecy, sluggishness, and desultory truth-
in-lending enforcement by the Comptroller's Office. I cannot say
whether this example i1s typical or atypical of the activities and
attitudes of the bank regulatory agencles, for I have not investi-
gated this subject generally. This particular instance came to my
attention in my capacity as a member of the Comptroller's National
Advisory Committee, and I submit 1t to you for whatever light it
may throw on the subject of these hearings.

During a meeting of the Advisory Committee in early May, a
member of the Comptroller's staff mentioned that "a comprehensive
examination" by their office had revealed "an alarming degree of
substantial non-compliance" with Regulation Z by the surveyed banks,

and indicated to the Advisory Committee (virtually all of whom were

1 Consumers Union is a nonprofit membership organization chartered
in 1936 under the laws of the State of New York to provide infop-
mation, education and counsel about consumer goods and services

and the management of the family income. Consumers Union's

income 1is derived solely from the sale of Consumer Reports, other
publications and films. Expenses of occasional public service
efforts may be met, in part, by nonrestrictive, noncommercial
grants and fees. In addition to reports on Consumers Union's own
product testing. Consumer Reports, with its almost 2 million cir-
culation, regularly carries articles on health, product safety,
marketplace economics, and legislati-e, judicial and regulatory
actions which affect consumer welfare. Consumers Unicn's publication~
carry no advertising and receive no commercial support.
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bankers) that the office was exhorting the national banks to "try
to tighten up your controls."l I asked the speaker whether the
results of this survey had been made public and he said that they
iad not been. When I asked the reason, he responded that the in-
formation was confidential. I pointed out that whatever confi-
dentiality arguments might be made concerning some of this informatior
.t was clear that at the very least, a summary of the survey results,
without the names of banks, should be made public, particularly since
the Act was designed so as to rely upon considerable private enforce-
ment. At this point, the Comptroller, Mr. Smith, interjected to
assure me that he would have no objections to releasing the findings,
so long as no bank names were divulged.2 Subsequently, the Office
informed me that the survey had been conducted by means of letters
from the regional offices to banks, which elicited written submissions
by the banks, which were then analyzed by the Comptroller's Office.
On May 21, I submitted a formal request for the submissions
which the banks had made, as well as the Office's analysis of those
submissions. I explicitly requested the names of the banks. On
June 7, my request was formally denied on the basis of exemptions
5 and 8 under the Freedom of Information Act, relating to interagency
memoranda and "examination, operating, or condition" reports,
respectively. I was also informed that since the nonc-compliance

had turned up from "a localized test examination of the banks

involved" which was neither a random nor statistical sampling of

a2ll national banks, "the results cannot be justly extrapolated to
the natlonal banking system as a whole" and that it would therefore
be "unfair to single out these individual institutions for a sub-

Jective disclosure.3

1 ?Eanscript of May 3, 1976 National Advisory Committee meeting,
p. 18.

Id, pi. 22.

3 This is apparently the policy of the Federal Home Loan Bank Board
as well. See letter of April 26, 1976 from Garth Marston, of FHLEB
to Carl Shoolman, Esqg.
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In my administrative appeal, dated June 9, I pointed out that
excmption 5 did not apply, since the documents were not interagency
memoranda but were received from private parties outside the agency
znd that exemption 8 did not apply, since that exemption was designed
to protect information concerning the banks' sclvency or confidential
financlial condition, not information concerning the banks' violations
of law. In addition, I stated that even if the Comptroller had the
legal right to withhold the documents (which, in our view, he does
not) . the purposes of the truth-in-lending law would be served by
a discretionary disclosure of the documents, and that the fact that
the survey results could not necessarily be extrapolated to the
entire system was a wholly inadequate reason for secrecy.

On July 2, the Comptroller's Office again denied my request
citing three new exemptions, lgnoring the arguments and authorities
which I had cited, and directing my attention to 12 U.S.C. §481,
stating that "1t appears that the Office does not have the unbridled

iscretion to release examination reports that you assert." 12 U.S.C.
§481, however, says nothing of the sort. It not only says nothing
about withholding such reports from the public but in fact provides
specifically that upon 90 days notice to a bank, the Comptroller
may "“publish" the examination report if the bank does not comply

the examiner's recommendations or suggestions within 120 days

manner satisfactory to the Comptroller.

On July 8, I tried once agailn, pointing out that since our
request did not extend to either the identity of bank customers
or to any details of the financial transactions, but only to the
names of the banks and the extent of their noncompliance with the
law, the confidentiality argument was a red herring and certainly

could not Justify the wholesale and generalized withholding of

the documents. I there ore requested the more particularized

Justification of non-disclosure that 1is reguired by law. Vaughn

v. Rosen, 484 F.2d 820, 826-28 (D.C. Cir. 1973) cert. denied 415
U.S. 977 (1974).
Shortly thereafter, I and Jonathan Brown of the Public Interest

Research Group met with the Comptroller and some members of his staff.




In response to our questions, they informed us that nearly all of
the banks which had been surveyed had been found to be in non-
compliance,l that they deemed many of the vieclations to be "technical
but that a few of the violations had apparently occurred over some
period of time and involved a great deal of money. They indicated
that they were attempting to persuade the offending banks to repay
the overcharges, but some of the banks, including some with substan-
tial violations, continued their refusal to make restitution. I
acked whether the Offlce had informed the victimized consumers of
its findings, and was told that 1t had not. I then asked whether
the statute of limitations had run on these violations while the
Comptroller was secretly negotiating with the banks. The answer
was "probably". Mr. Brown inquired whether the restitution that
the Comptroller's Office envisloned was simply restitution of the
difference between what the consumer paid and what he or she
should have pald; the answer was "yes", thus implying that no
penalty for non-compliance was to be imposed.

What was perhaps most striking to me about this meeting was
how pleased and proud the Comptroller and staff were of these
efforts. They honestly believed that they were engaged in vigorous
enforcement of the law and were protecting the rights of consumers.
Indeed, they stated that they were upgrading thelr examination
process to detect more such violations in the future.

Ori August 17, after numerous phone calls had failed to
elicit any response to my July 8 letter, we filed suit against the

Comptroller under the Freedom of Information Act in order to obtain

rhe documents. This suit, which is still in its initial stages,
W

111 be the first to involve directly the scope of the 8th exemption.

1 see also, letter dated March 1, 1976 from James R. Smith,
Comptroller of the Currency, to Senator Joseph R. Biden, Jr.,
stating that "the number of violations noted in formal reports
of examination since 1969 1s substantial i




Later that day, I finally received a response to my July 8
letter, insisting that although I was not seeking information that
would invade the privacy of bank customers, the privacy of the
banks must be respected.

I submit that the pattern of conduct by the Comptroller's
Office that I have Just described 1s not law enforcement at all,
but 1s likely to have the effect of weakening the deterrents to
violations of the law by protecting banks from the consequences
of their violations. The Consumer Credit Protection Act relies
for its enforcement principally upon administrative penalties meted
out by the Comptroller's Office and other banking agencies, and
private civil remedies invoked by victimized consumers. The
protracted negotiations which have occurred (and continue to occur)
with banks that have apparently engaged in systematic and sub-
stantlal violations of the law make a mockery of the administrative
deterrent envisaged by Section 108 of the Act. Similarly, the
secrecy that shields banks from adverse publicity in the case of
substantial violations weakens those deterrents. This is par-
ticularly true when the agency, even if successful in its negotiationc
wlll not penalize the offending bank but will simply restore 1t to
the position it would have been in had it not violated the law. An
enforcement policy like this diminishes the incentive to comply with
the law.

Moreover, by failing to inform the victimized consumer of what
the agency has found, the Comptroller has extracted the only re-
maining tooth in the enforcement "bite" that Congress built into
the Act. Congress recognized that private enforcement must be the
mainstay of the Act, and to that end provided important private
remedles in Section 130 of the Act, including statutory minimum
and punitive damages, statutory class actions, and statutory reim-
bursement for attorneys' fees and costs. Yet the Comptroller, by
withholding his findings from the public -- and particularly from

the borrowers whose rights were violated -- has allowed the statute

of limitations on those rights to expire. Certainly, there is no
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legal bar to such disclosure; indeed, 12 U.S.C. 5481 contemplates
this kind of disclosurel in precisely this kind of situation.
Certainly, the Act provides all sorts of protection to the bank,
such as the "bona fide error" defense and the 15-day correction
period, and 1t 1s at least as feasible for the Comptroller or the
bank to inform the public (or at least the victimized borrower)
about apparent vliolations of the truth-in-lending law in a mannsr thr -
is fair to all parties as 1t is for the Consumer Product Safety
Commission to inform the public about apparently unsafe products.
See Seection 6(b), Consumer Product Safety Act.

In sum, the Comptroller's Office does not appear to have
applied nearly as much imagination to figuring out ways to protect
consumers from apparent violations of the Act as it has to figuring
out new arguments for protecting apparent violators from the ad-
ministrative and private remedies established by Congress. This
Subcommittee phould press the new Comptroller to make public the
results of all truth-in-lending compliance surveys and reports in

a timely fashion, and in a way that protects the borrowers' con-

fidentiality? and is fair to the banks. The reglonal offices of

the bank regulatory agencies should follow the lead of many local
consumer groups and conduct regular surveys by telephone and 1in
person, officially and posing as consumers of compliance by local
banks. Finally, if these hearings produce evidence that the
enforcement efforts of the other bank regulatory agencles are as
weak as the Comptroller's appear to be, the Subcommittee should
serlously consider urging the banking committees to remove enforce-

ment authority from these agencies and to place it in the Federal

Trade Commission. The FIC, of course, has substantial expertise
in enforcement of truth-in-lending against non-bank creditors
and would be free of the kind of regulatory ambivalence to which
the Comptroller's office 1s so obviously subject.

1 In fact, 12 U.S.C. §481 contemplates disclosure, under such cir-
cumstances, of the entire examination report, not simply the portion
to which the Comptroller objects.

5
< In the Comptroller's survey described above, the banks were en-

couraged to delete the names of borrowers when filling out the
questionnaire.
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Mr. RosexntHAL. M. Connell.

STATEMENT OF LAWRENCE CONNELL, JR., BANK COMMISSIONER,
STATE OF CONNECTICUT

Mr. Coxnerr. Thank you, Mr. Chairman. .

My name is Lawrence Connell. I am bank commissioner for the
State of Connecticut. T thank you for this invitation to testify before
this committee with respect to the truth-in-lending comphance in
Connecticut.

As stated earlier, our State is one of the five that have been granted
authority by the Board of Governors of the Federal Reserve System
to enforce truth-in-lending laws with respect to State-chartered
institutions.

Before addressing the specific issues outlined in your letter of
August 20, T wish to take a few moments to describe the organization
and function of the Connecticut Banking Department.

Within the structure of State government. Connecticut’s Banking
Department does not differ from most other States. It supervises State-
chartered depository institutions such as commercial banks, mutual
savings banks, savings and loan associations, and credit unions.

However, the department also has responsibility for the licensing
and supervision of broker/dealers and investment advisers and more
relevant to this hearing is the department’s responsibility in its con-
sumer credit division to license and reculate small loan companies,
retail installment lenders, debt adjusters, and debt collection agencies,
as well as enforcement of credit laws such as truth in lending, over
all State-chartered lenders.

Thus, the Connecticut Banking Department has traditionally had
a broader jurisdiction than the Federal agencies in the consumer pro-
tection area. The Consumer Credit Division of our department has
existed in one form or another for many years as a unit separate and
distinet from the Bank Examination Division.

The personnel of the Consnumer Credit Division specialized in com-
pliance enforcement and did not concern themselves with issues of
solvency and liquidity. Prior to enactment of truth in lending, those
that were with the division examined small loan companies for com-
pliance with our older consumer credit laws: basically collection prac-
tices, fraudulent advertising, and things of that sort.

Therefore, the personnel in the division were trained to think con-
sumer protection.

We believe specialization has made them more proficient in under-
standine the complex trnth-in-lendine law. Tn fact. until the enact-
ment of the Federal truth-in-lending laws, States alone had regulated
consumer credit through their licensing of consumer finance com-
panies.

In seeking to improve the effectiveness of Federal consumer pro-
tection laws. it is important to recognize the significant role plaved by
States in this area of pnblic law and to draw upon their strengths. -

To date, Federal efforts on consnmer protection have been directed
toward superimposing responsibility for consumer protection law
upon agencies that were not structured to deal with the matter;
agencies whose principal responsibility was quite foreign to the con-
cepts of consumer protection.

T0=-848 O = 77 - 3
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The primary obligation of the Board of Governors is monetary
policy. The Federal Deposit Insurance Corporation is an insuring
agency for depository institutions and the Comptroller of the Cur-
rency and the Federal Home Loan Bank Board were charged with
the development of their industry as well as the supervision of it.

None of them really had a history of consumer protection responsi-
bilities such as exists in State administration. Because of this, T believe
that greater use of local enforcement agencies would result in more
effective administration of Federal consumer protection laws.

Now to reply to your specific questions.

First, the deseription of truth-in-lending examination procedures
in Connecticut. Each banking organization within the jurisdiction of
the bank commissioner is visited on a regular basis yearly or more
often as may be required.

As stated earlier, truth-in-lending inspections are conducted by
examiners specially trained for truth-in-lending and consumer credit
compliance. Such inspections are the sole responsibility of these ex-
aminers.

During the inspection, each category of credit transaction is ex-
amined to determine whether the disclosnres are in compliance with
the regulations and properly reflective of bank practices. Numerical
disclosures are recalculated and descriptive disclosures compared with
bank practices.

Each transaction noted to be in violation is listed and reviewed with
management during a presentation which is conducted at the close
of the examination. During that time, bank management is encouraged
to discuss any problem areas or questions related to disclosure of
credit terms.

A copy of the examination report is forwarded to the bank together
with a covering letter which requests a detailed description of the
remedial action taken both with respect to individual loans and overall
practices.

Also, I might add, a copy of this report is provided the respective
Federal agency.

In the case of individual loans, corrective disclosures, new rights of
rescission, and monetary adjustments are specified, as appropriate.
The bank’s response, then, is carefully compared to the examination
report to insure the adequacy of remedial action. Followup is con-
ducted as needed.

Examinations of small loan licensees, sales finanece licensees, credit
unions, and retail creditors are conducted in a similar manner and the
degartment also monitors local newspaper advertising for compliance.

Second, efforts to brine ahout compliance with the truth-in-lending
law. Currently, two methods to accomplish compliance are employed.
The first involves our examination and enforcement activities discussed
earlier.

After a number of years of experience with the law, we felt that
financial institutions should have been familiar with it: therefore,
merely informing the ereditor repeatedly of errors became insufficient,
In my opinion, and constituted an inadequate enforcement effort.

After 7 to 10 years of experience with truth in lending, it was time
that the enforcement authority recognized its responsibility to assure
consumer redress with respect to violations of law. .
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While there were no specific provisions for such action in the
statute, Connecticut law did provide a general administrative remedy ;
disclosure of the error to the consumer. However, that action alone
might have resulted in a lack of understanding by the consumer of
the complex violation and hence no effective redress as the notice
might have been thrown away, or extensive class action litigation
might result in our already overcrowded courts.

n Connecticut, we chose the middle ground as a first step which was
to direct the financial institution to provide redress. In other words,
rebates and disclosures directly to the consumer. If the financial in-
stitution refused, the department would then disclose the violation di-
rectly to the consumer pursuant to its authority under section 36-16
of the Connecticut general statutes and would inform the customer
of his or her civil remedies.

So far, no financial institution has refused our request.

The second approach we employ in bringing about greater com-
pliance involves education of industry groups in addition to educa-
tion of consumer groups. The Federal enforcement thrust with respect
to education has been to educate and inform the consumer of the
principles of truth-in-lending disclosures.

As the law has become more complex, we found an increasing
interest on the part of creditors in Connecticut to have their staff and
line personnel educated in the current consumer credit laws in gen-
eral and truth in lending in particular.

During the past vear, the department participated in several semi-
nars sponsored and requested by industry groups for this purpose.
In addition, the department participated in a day-long seminar super-
vised by our Connectient Consumer Protection Department where both
consumer interests and industry personnel were present.

Therefore, in Connecticut, enforcement is not a one-way street. We
recognize an obligation to educate creditors on their responsibilities,
as well as consumers on their rights.

I should add that we have attended many seminars to educate
consumers as a separate matter,

I might also add that, in terms of assuring compliance, over just
the last week or two we approved a loan form—probably one of the
few times it has been done in the country—to insulate the particular
{orm from being in suit for being in violation of the truth-in-lending
aw.

That particular form was the Connecticut Student Loan Foundation
form. We had found, becanse of a challenge to the form, that the
student loan program was about to break down in Connecticut just
before school tuitions had to be paid.

Therefore. for the stndent loan foundation which had been a
participant banker which had been challenged on their form and
sued, we reviewed the forms and approved them. T believe this is the
first time that that has been done.

I am not sure that could be done at a Federal level with all the
forms that could be submitted all over the conntry to the Federal
Reserve Board. but it indicates a particular ability of local jurisdic-
tions to deal with local problems. :

_ No. 3, the merits of noncompliance disclosure. We are considering
implementing a noncompliance diselosure policy in Connecticut. I
would go farther to say that we intend to. :
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Traditionally, bank examination results were considered a matter
to be kept in the strictest confidence. Knowledge of bank examination
results was shared only with the particular bank’s management and
directorate.

Disclosure or publication of the examination results in the case of
national banks under 12 U.S.C. 481 was considered a drastic measure
of last resort. Fear of a run on the particular bank was considered too
great a risk and costly for the benefits to be derived from publication.

In essence, it was felt that the disclosures would be self-defeating.

In the past, the violations of law that might be disclosed under 12
U.S.C. 481 were such matters as improper practices involving insider
dealings, excessive loans or other unsound banking practices.

These are matters that affect the solvency of the bank and often
publication would have brought about the very result the regulators
were seeking to prevent ; namely, failure of the particular bank.

Violations of consumer protection laws are quite another matter.
Except in very unusual cases, they would not result in a threat to the
safety and soundness of the particular institution.

The limits on class action recoveries, furthermore, offer an addi-
tional insulation from excess exposure. I believe the publication of
noncompliance could encourage greater enforcement compliance, par-
ticularly in areas of the country where enforcement might not have
been strong in the past.

Disclosures might also educate the public to the complexity of and
the problems with the law. It is overly complex as we have heard so

many times, but T am not at all sure that this is fully recognized.
Disclosure of noncompliance might then work to the favor of

creditors in promoting more attention to greater understanding of
creditor problems. Presently in Connecticut we are determining how
and what we would disclose in the nature of noncompliance.

We have no problem with disclosure, per se, of noncompliance, but
only at what level of violations the benefits of disclosure would out-
weigh the unnecessary burden of embarrassment due to an inadvertent
or truly minor technical violation.

Quite frankly, insofar as monetary rebates are concerned, we are
groping for a particular dollar-triggering amount. Insofar as non-
monetary corrections are concerned, we are looking for a proper error
ratio and will be following developments at these hearings for guid-
ance in this area.

I hope these remarks are responsive to your request.

In conclusion, T must again emphasize the importance of bringing
consumer credit enforcement as close, geographically, to consumers as
possible. '

Big business spawned the consumer movement and T am not sure
that big government is the proper cure. Rather than requiring an
extensive buildup of Federal forces in this effort which would be
located in only some 15 or so cities in the country, T would suggest
greater incentive to State authorities to seek Federal exemptions.

Moreover, I do not believe we need absolute uniformity of statutory
language and would snggest greater flexibility in administering that
aspect of truth-in-lending regulation.

Thank you.
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Mr. RosentrAL. Thank you very much, Mr. Connell, for a thought-
ful and enlightening statement.

Mr. Quinn.

STATEMENT OF JOHN E. QUINN, SUPERINTENDENT, DEPARTMENT
OF BUSINESS REGULATION, STATE OF MAINE

Mr. Quinw. I wish to thank the chairman for his kind invitation to
testify before the subcommittee this morning.

Mr. RosextaAL. I just wanted to say for the record, Ms. Greenwald,
T was wondering why you are at the bottom of the list until T found
out it is made up alphabetically by States. )

Mr. Drixan. Mr. Chairman, I reserve the right to charge dis-
erimination. [Laughter.]

Mr. Quiny. My testimony concerns the experience of the Maine
Bureau of Consumer Protection in seeking compliance with our con-
sumer credit protection laws.

When T first joined the newly created bureau in August of 1974,
I found a staff which included five field examiners. These five ex-
aminers were responsible for examining the State’s financial institu-
tiens, for compliance with truth in lending under Maine’s exemption
from the Federal act.

Prior to the creation of our agency, these truth-in-lending examiners
had operated under the direction of the State’s burean of banks and
banking. Upon reviewing the banking bureau’s truth-in-lending
examinations for prior years, it became clear that a great many of our
financial institutions consider these examinations as nothing more than
internal audits provided to the banks at the taxpavers’ expense.

Tt was also evident from the recurrence of cited violations at various
banks that these institutions had not been persuaded that substantial
compliance with truth in lendine was justified on a cost-benefit basis.

We have altered their thinking on that point merely by enforcing
the law. Operating on the premise that our banks have had more than
6 vears to adjust to the basic princinles and requirements of truth-
in-lending, I notified our financial institutions that substantive truth-
in-lendine violations uncovered in future examinations would be
treated as violations of the law and not merely errors as had been the
practice during the preceding 5-year period.

I should note that mv definition of a substantive truth-in-lending
violation is somewhat limited. The failure to properly disclose the
APR or the total finance charge are the two principal areas which
come within this definition.

If the intent of truth in lending is to permit consumers to shon
for eredit, then these are the tools that are of particular concern to
consumers. I believe it would be an unconseionable practice on the
part. of the State to exnose a bank or any ereditor, for that matter,
to substantial liabilifv for an obvious error or a mere technical viola-
tion of truth in lendine when. in fact. truth in lendine is presently
so complieated a maze of reonlations and interpretations that creditors
in a rural State such as Maine are hard pressed to find leeal counsel
who ean render unequivocal advice on many of the questions arising
from the law. .
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However, the failure or refusal of a bank to properly disclose the
annual percentage rate or the total finance charge is beyond excuse
after 7 years of truth in lending. _

Consequently, whenever this type of violation is uncovered in an
examination, we give written notice of the alleged violation to the
institution immediately. We then notify the borrower of the alleged
violation and of the fact that their right to seek a civil penalty will
expire 1 year from the date on which the transaction oceurred.

The notice to the borrower further states that the creditor has
been requested to refund any overcharge resulting from the alleged
violation and that if the creditor should refuse to refund the over-
charge the bureau will pursue the matter.

We have been using variations of this approach for the past 114
vears. During that time, we have observed a sienificant increase in the
degree of truth-in-lending compliance by Maine’s financial institutions.

A number of banking organizations which had previously been cited
by our predecessor, the bureau of banks and banking, for numerous
recurring substantive violations are now examined without uncovering
a single substantive violation.

Larger banking systems which may have required a 2-week examina-
tion just 2 years ago may now be examined in a few days by one
examiner. This is due simply to the fact that the banks themselves have
finally instituted internal safeguards and review procedures to prevent
truth-in-lending violations.

These internal procedures could have and should have been insti-
tuted years ago. however, the reluctance of cur banking bureau to
offend the banking industry or to expose any bank to civil liability at
that time led onr finaneial institutions to conclude, reasonably enough,
that the State’s examination for truth-in-lending compliance was of
no particular consequence,

This attitude proved costly to Maine taxpayers who were being re-
quired to pay the wages and expenses of the five examiners who were,
in effect, providing the banks with a no-cost examination.

Today, as well as for the past year, we have but one field examiner
who is responsible for examining our financial institntions and other
major creditors for compliance with both truth in lending and Maine’s
consumer credit code.

The cost of this examiner is now borne by the banks he examines.
Today, our truth-in-lending examinations are conducted for the benefit
of the eredit-nurchasine nublic, rather than as a bureaucratic courtesy
extended to financial institutions. \

I believe onr cost-effective approach could only have been developed
within an independent @overnmental agency, unrestrained by the ens-
tomary concerns and priorities of an asency primarily responsible for
the liquidity status of financial institntions.

As an example, in June of this vear our field examiner uncovered
345 substantive truth-in-lendine violations in loans oranted by a sinole
Maine hank durine the precedine 12-month period. Tn each of these
loans, the bank had disclosed onlv 1 month’s finance charee as the total
finance charge. Despife the fact that the bank had been warned about
such practices in both 1970 and 1972, the hank had returned to the
practice and virtually all of its consumer loans had been written in
this manner since January 1, 1975.




While our bureau did not conduct a truth-in-lending examination of
this bank during 1975, the bank was, however, examined for compli-
ance with truth in lending by the FDIC in November of 1975.

It is evident that the FDIC examiners did not, in fact, review a
single consumer loan issued by this bank in 1975. Had they done so,
the violations would have been recognized immediately.

Even the most inexperienced examiner should be able to detect an
apparent violation when, for example, a 3-year car loan discloses a
total finance charge of only $28.

We have experienced similar problems with the Comptroller of the
Currency. These problems are rooted in the fact that the Comptroller
refuses to allow our State examiners into the national banks to review
for compliance with our consumer credit laws.

While the Comptroller is required, in theory, to insure compliance
with truth in lending and State consumer protection laws in the na-
tional banks in Maine, there is considerable evidence that its responsi-
bility in this area is viewed by that agency as a growing nuisance.

We have pressed the regional administrator on several occasions
to explain why the Comptroller’s Office continues to refuse to notify
Maine consumers when a violation of our consumer credit code is
found in a national bank.

The regional administrator has responded in writing that they
would notify consumers of violations only as a last resort.

It was also stated that the Comptroller’s Office refuses to hold publie
hearings to determine the extent or existence of violations because such
activity might result in a run on a national bank.

Notwithstanding the Comptroller’s obvious reluctance to enforce
our statutes in the national banks, the Maine Consumer Credit Code
requires our agency to notify consumers of all credit code violations
uncovered and to hold public hearings in disputed cases.

In line with these requirements, we notify consumers of both the
existence of the violation, as well as their rights arising from such
violations,

As a further indication of the Comptroller’s inability or refusal to
enforce consumer protection laws, it should be noted that during our
examination in April of 1976 of a State-chartered bank which had
recently converted from a national bank charter, our examiners were
informed by bank officers that Federal examiners had never examined
tht:;r bank for compliance with truth in lending prior to the fall of
1975,

This bank had been requested at that time to forward copies of vari-
ous types of consumer transactions to the regional administrator
and subsequently had taken steps to insure compliance with truth in
lending to the extent suggested by the Comptroller’s Office.

I would note that, prior to our examination, bank officials were
unaware of the proper procedures to be followed in as fundamental an
operation as rescindable transactions. Our examination also uncovered
numerous truth-in-lending and Maine consumer credit code viola-
tions which could only have been corrected by an onsite investigation
of the bank’s consumer ecredit transactions. '

Thus, the Comptroller’s inability or refusal to enforce Maine’s con-
sumer credit laws on the national banks under its control has resulted
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in a diseriminatory enforcement situation which continues to operate
for the benefit of the national banks.

I believe these examples concerning the FDIC and the Comptroller
point up the inherent conflict which arises whenever one agency has
the dual responsibility for conducting examinations for compliance
with both consumer protection and liquidity requirements.

I believe you will find that the performance of both the FDIC and
the Comptroller prove that this dual responsibility is incompatible. I
further believe that a cost-effective program of enforcement of con-
sumer credit protection laws can only be accomplished through an
independent agency.

Presently the enforcement of such laws by the FDIC and the Comp-
troller takes place within an atmosphere where the interests of con-
sumers are, at best, of secondary importance.

Thank you.

Mr. RosextAL Thank you very much, Mr. Quinn, for a thoughtful
and, I must say, direct statement.

[The appendix to Mr. Quinn’s statement follows:]
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Appendix A

Jown E. Quinn

DEPARTMENT OF BUSINESS REGULATION

SUFENITENCSAY BUREAL OF CONSUMER PROTEC TION
1 (OIKKK 51 Chapel screet
AUGUSTA, MAINE 04330
1207 28R ITH
This Bureau has notified A Bank that it appears

from our recent examination that the creditor has violated the Truth-in-
Lending Act in your loan transaction dated 4 .

as follows:

1. Failure to disclose the

2.

Incorrect disclosure of the .

We are advising you that the law provides that & penalty of twice the

amount of finance charge, not less than

pald to the consumer 4f the court sgrees that a violation has occured.

$100 nor more than $1000, must be
To

secure this penalty you must file suit within one year from the date your

loan was obtained.

We have requested the creditor to rebate or credit in your behalf the

amount of .

We assume that your recovery in a court of law

would be reduced by the amount of any rebate by the creditor.

You may wish to discuss your rights with a lawyer.

We will make available

to interested parties the results of our research im Llus area of the law,

¥,

JEQ/rmd

Respectfully,

Jol E. Quinn
Superintendent

A
Bl

Four seasons for Ma.




Appendix B

Jorn E. Quinne DEPARTMENT OF BUSINESS REGULATION

SUPERINTENOENT

BUREAU OF CONSUMER PROTECTION
TN IR 51 Chapel Street
AUGUSTA, MAINE 04330
1207 2083731

May 12, 1976
ADVISORY OPINION #1

Re: Incorrect AFR Disclosures

Despite the fact that creditors in Maine have been subject to Truth-in-Lending
since 1969, the Bureau examiners continue to find consumer credit transactions where
the creditor fails to properly disclose either the APR or the amount of the fipance
charge. This includes a number of cases where the creditor fails to disclose any
APR or finance charge. While I agree that certain requirements of Truth-in-Lending
appear to place an undue burden upon creditors, meaningful disclosure of the APR and
the amount of the finance charge are essential to the protection and education of
the credit-consumer.

This letter is to advise you that it shall be Bureau policy that creditors
will be limited to imposing a finance charge no greater than the lower of the dis-
closed APR or the finance charge. In any case where the creditor refuses to volun-
tarily rebate or charge off against the consumer's obligation the excess charge,
the matter will be pursued by the Bureau as an overcharge violation. Creditors
will not, however, be required to reduce the amount of the finance charge by more
than $1,000 in line with the civil liability limit established under Truth-in-Lending.

The Bureau's notice to consumers will state the Bureau's assumption that any
penalty awarded by the courts would be reduced by the amount rebated by the creditor
in compliance with this Advisory Opinion.
T . TN .
st ([

John E. Quinm

Superintendent
Bureau of Consumer Protection

JEQ/3h
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Mr. RosentaAL. Our next witness is Ms. Carol Greenwald, the
commissioner of banks for the State of Massachusetts.

Mzr. Drixawn. Thank you, Mr. Chairman.

I want to welcome particularly Ms. Carol Greenwald. May I note
that in addition to being a very efficient and progressive commissioner,
she is the youngest bank commissioner in the history of the United
States and she is the second woman State bank commissioner in all
of American history.

She was appointed on March 18, 1975, and, prior to that, Ms. Green-
wald was the assistant vice president of the Federal Reserve Bank of
Boston. She was also the first woman officer of that particular bank.

Ms. Greenwald, I apologize that they have placed you last, but

I know that you will be first.
Thank you.

STATEMENT OF CAROL S. GREENWALD, COMMISSIONER OF BANKS,
COMMONWEALTH OF MASSACHUSETTS

Ms. Greexwarn. Thank you very much, Representative Drinan, for
those very kind words,

I want to thank the chairman of the committee and the entire sub-
committee for this opportunity to discuss the enforcement of truth in
lending.

Current enforcement by Federal regulatory agencies, as you have
heard this morning, is certainly inadequate and it will remain so until
the Federal regulatory agencies are prodded by hearings like this into
redesigning their entire programs.

It seems to me that two thines are essential. One. that monetary
penalties be imposed as part of the administrative enforcement of the
act. Second, that specially trained examiners be deployed to enforce
the act.

Massachusetts is one of the five States that was granted an exemp-
tion from Federal enforcement: however, the exemption has one big
loophole in it to which we have objected to the Federal Reserve and
because of which we have asked the attorney general of our State to
file litigation.

When we filed for an exemption, we assumed we were going to oet
back an exemption that said all creditors in the State would have to
observe the stricter State law. Instead. what the Federal Reserve gave
us back was an exemption that said all creditors. except the federally
chartered creditors, will be under Massachusetts law and enforcement.

Therefore, federally chartered institutions are exempt from com-
pliance with Massachusetts law and from enforcement by Massachu-
setts agencies.

We have asked the Federal Reserve to reconsider and we have said
that they have overstated their authority under the act. T enclose with
my statement a copy of the letter we wrote to them. T have just received
a response which is not enclosed saving that thev do not think so and
have asked us to do what we feel is impossible, since we know the
answer : To ask the Comptroller if we could please go into his national
banks.

We will go through that procedure. When we are denied, we will be
In court.
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Mr. Drinan, Ms. Greenwald: is that a response to your August 9
letter ?

Ms. GreeNwaLD. Yes. It just arrived yesterday.

Mr. Drinax. If it is agreeable with you, we could have that dupli-
cated so that we would have it here.

Ms. Greenwarp. That is agreeable.

Mr. Drixax. Would the elerk take that and have it reproduced so
that we all might see it?

[ The letter referred to follows:]
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 2055)

orricE or
BAVER AND CONSUMER AFFAIRD

September 9, 1976

Ms. Carol S§. Greenwald, Commissioner

Office of the Commissioner of Banks of
The Commonwealth of Massachusetts

State Office Building, Government Center

100 Cambridge Street

Boston, Massachusetts 02202

Dear Ms. Greenwald:

This is in reply to your letter of August 9, inquiring as
to the possibility of extending the Commonwealth of Massachusetts'
exemption under the Truth in Lending Act to federally chartered
institutions such as Federal credit unions, Federal savings and loan
associations, and federally chartered banks.

You state in your letter that you are aware of footnote &4
to paragraph (b)(5) of Supplement II to Regulation Z wherein, in your
opinion, the Board requires "improbable conditions precedent to the
securing of a full exemption."” You state that upon the theory that
the footnote is not part of the Regulation but merely an administrative
guideline which could be subject to change, you are submitting this
request. By "improbable conditions precedent" staff presumes that you
are referring to the requirement of footnote 4 of Supplement II that
in order to extend an exemption to cover federally chattered institu-
tions, a State must provide the Board with evidence of the arrangements
for enforcement which it has made with the appropriate Federal agency
charged with enforcing the Truth in Lending law.

In staff's view, this requirement is not an "administrative
guideline which could be subject to change" im the sense that you
suggest. In § 108 of the Truth in Lending Act, Congress delegated
authority for enforcement of the Truth in Lending Act for certain
federally chartered institutions to the Federal agencies which normally
oversee their conduct. The Board is charged by the Act to ascertain
that there are adequate provisions for enforcement of the Truth in
Lending laws in connection with any grant of the exemption to a State.
Staff believes that the requirement of footnote 4 is a reasonable
approach to the problem of not only removing a congressionally mandated
delegation of authority but also of assuring that adequate provisions
for enforcement exist by insuring that the relevant parties to the




matter have worked out a mutually agreeable solution to any problems
that may exist.

Therefore, if the Board is to consider your application
for an expanded exemption to include federally chartered institu-
tions, we would need the following:

1. A definitive listing of the types of federally chartered
institutions to be included in the expanded exemption;

2. Details (including copies of all relevant correspon-—
dence) of any arrangement which your office has made for enforcement
of the law with the relevant Federal agency having enforcement juris-
diction under § 108 for the enumerated federally chartered institutions;
and

3. A statement of any added budget and personnel you have,
or plan to have, at your disposal for the purpose of examining the
federally chartered institutions should an exemption be granted. 1If
you do mot plan to add to your staff and budget for this purpose, we
would appreciate a statement as to the percentage of the current staff
and budget which would be devoted to this purpose and a statement as
to the impact, if any, this would have on your office's enforcement
efforts under the present exemption.

Upon receipt of the information requested above, your appli-
cation will be processed in the normal fashion outlined in Supplement
II. If you have any problems with regard to your efforts in this
respect, please contact us. J

I trust this is responsive to your inquiry.

Sincerely,

A OTLt7

Jerauld C% Kluckman
Assistant Director
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Ms. Greexwarp. Fine.

The range of authority or scope of activities in the Massachusetts
Banking Department are very similar to those in Connecticut. We
have recently changed our truth-in-lending enforcement procedure.

Prior to February of this year, the normal safety and soundness
examiners examined State-chartered institutions for compliance with
truth in lending. Now we have a special team of 20 examiners who
do only consumer credit compliance laws.

The impression T gained during my first year in the Massachusetts
Department of Banks was that examiners who had been trained to
deal with safety and soundness problems do not give high priority
to truth in lending and other compliance kinds of reviews such as
equal credit.

That is despite the fact that we have very detailed forms. They
were giving a very cursory examination,

However, in February of this year we tried an experiment which
I think was highly successful. We took truth in lending away from the
regular examiners and assigned it to the special division which has
been in operation for many years for consumer credit licensees.

We sent vou a copy of the summary of our results which were quite
startling. For the period February through June of this year, 46
savings banks and 27 commercial banks were examined by this spe-
cialized team of examiners,

They noted 2.200 individual violations in the savings banks and
9,800 individunal violations in the commercial banks.

In 1975 when these same institutions had been examined by the
regular examiners, only 168 and 39 violations, respectively, had been
cited.

I am afraid that if you compare the FDIC report with our report,
you will see that they are probably just as good because all they do is
Xerox our report so that there will be no difference in what they
report.

These were not primarily technical violations. Usually everyone
goes about saving how eomplex the truth-in-lending law is, and T
understand it is complex. but the violations that we are talking about
seem to me to be right at the heart of truth in lending.

They are blank APR’s. Thev are understated APR’s. They are usury
ceiling violations. These are not technical violations. They are exactly
what truth in lendine was aimed at.

I do not believe there was a sudden decline in compliance between
those 2 years. Tt is simply that we now have a meaningful examina-
tion. T have heen convineed by this 5-month exneriment that yvou really
do not need peonle who are going to have their job promotion depend
on, and their whole background in, consumer compliance.

A safety and soundness examiner is just not going to be able to
consider this as important as finding other kinds of violations. His
job promotion, his career advancement is not in this line. T think we
might as well recognize that and say we will have special teams where
the people will be promoted on how oood thev are in this area.

The practice of the Massachusetts Bankine Department is that when
a violation is found-—when there is a diserepancy in the dollar amount
of a rebate in comparison to the method of rebating disclosed, when
there are overcharges or excessive late charges—the examiners require
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that checks be disbursed to the customers for the amount of the
discrepaney.

If the disclosure statement contains a blank APR or an understate-
ment of the annual percentage rate or a blank space for the dollar
amount of the finance charge to be disclosed, it is our policy to have
the creditor refund the total finance charge on that particular agree-
ment, subject to the fact that Massachusetts law limits refunds to
$1,000.

Therefore, we would have them return any amount up to $1,000
to the customer.

I have included with my statement a eopy of the kind of letter
which the bank must send to its customers when it sends back the
check. It has to explain that it has made an error and disclose the kind
of error.

The one that I think we enclosed was a blank APR. It must explain
that, therefore, it is refunding the finance charge in its entirety because
the rate of interest that was stated was zero to the borrower.

The department also sends—when violations are discovered by
examiners—a letter of which I have included a copy as an example
which details and cites the relevant statutes ; what statute they violated,
what we expect them to do; we require that copies of letters sent to
customers be forwarded to us as well as the number of the check that
was sent to the customer as verification.

We have never had a case where a financial institution has refused
to return money or to send a letter to a bank customer, That may be
because Massachusetts law not only has civil penalties, but eriminal
penalties and we would not hesitate to turn over an offending bank
to the State attorney general for prosecution.

That is pointed out and there are criminal penalties in our law.

If we found on reexamination that the same violations were occur-
ring, we would not simply stop with saying. “You are going to repay
the borrowers,” but we would go immediately to the attorney general.

In one case in one bank, which was not in this 5-month period but
preceded it, where the violations were so complete that it seemed to us
that this was a knowing contempt of the law, we did not go through
this procedure. We immediately went to the attorney general and asked
for prosecution under the law.

The procedure of simply saying. “You are going to refund money,”
is when we feel it is not a total pattern of ignoring the law ; that you
have individuals who are making errors,

It seems to me that a fair and effective enforcement of truth in
lending requires that violators be penalized and that those who have
been cheated or misinformed be indemnified.

As T said, in Massachusetts we have tried to do this and T think
that is the only way that you are going to get any self-enforcement
out of this act.

I have serious concerns, however, about opening up the confidential
bank examination report in order to use the press as a means of
enforcing the act. It seems to me that this misplaces responsibility.

It is clearly the responsibility of a regulatory agency to regulate.
It is our job to find violations and to insure that they are corrected.

In my view. it is the job of the press and the legislature to check
that we are doing our job.
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Regulators have enormous powers to insure compliance. If com-
pliance is not taking place, it is our fault.

Tt seems to me that this is an opportune time to have hearings such
as this and for the press to come forward and say the regulator is
doing a lousy job. In most cases, I think that wonld be most appropri-
ate right now.

T must say that simply preparing testimony for these hearings
has been very helpful to me in pinpointing a number of areas where
we were not doing the best job and where we could do things better.

I will give you an example. It was questioned what we actually do
with a blank APR on a mortgage where the violation could have large
consequences for the bank?

We discovered that examiners were treating this differently. I prob-
ably would not have known that if we had not gone through this re-
view. Therefore, I feel that these hearings should be considered to
be helpful to any regulatory agency. It certainly was for us.

Mr. RosexTHAL. What are you going to do with the problem of a
mortgage?

Ms. Greenwarp. We are still discussing that. We do have a $1.000
limit under the law and our current thinking is that if they left a
blank APR, the customer probably did not assume he was getting a
mortgage with a zero rate of interest.

Our current thinking, which is not finalized, is that we will take it
back to zero percent and charge the bank double for difference between
zero percent and whatever they have been charging, and have that re-
bated up to $1,000; and then have them write to the customer: “This is
what we are really charging you. We are charging you 8%, percent.
We did not put it in your mortgage agreement.” '

“Tf that is not agreeable to you to have a mortgage at that rate, come
in and let us refinance at present market rates without any penalty.”

Mr. RosextaAL They would not have any common law right of
rescission of the mortgage, would they ?

Ms. Greenwarp. I think we are saying the same thing; common
law right of rescission. I am saying they can rewrite the mortgage
without any penalty.

Mr. Rosenrtrar. There is a slight difference between rewriting and
not even paying it.

Ms. Greexward. No: T do not think in Massachusetts they would
have the right not to repay it. T thought that Maine’s law gave you
the right not to repay even the principal. Massachusetts’ law does not
give you the right not to repay the principal.

Mr. RosexTHAL. This is similar to a usurious loan. You could have
rescission of the loan. it could be set aside. T am sure nobody intended
to extend it that far but it has that possibility.

We will, without objection, include your total statement in the
record.

Ms. Greexwarn. Thank you.

[Ms. Greenwald’s prepared statement follows:]

79-848 O - 77T - 4
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PREPARED STATEMENT OF CAROL S. GREENWALD, COMMISSIONER OF Banks, CoMmMoN-
WEALTH OF MASSACHUSETTS

Representative Rosenthal, I would like to thank you and the Sub-committee
rtunity to discuss enforcement of Truth-in-Lending statutes. Cur-

forcement by the federal regulatory agencies is inadequate and will remain
the bank regqulatory agencies are prodded by Congressicnal reviews like
to redesign their programs. Federal regulators must impose monetary
penalties on banks for failure to comply with the provisions of the Act if they
expect there to be any self-enforcement; and they must train and deploy special
Truth-in-Lending teams to enforce the Act's provisions.
-

Massachusetts uth-in-Lending Examination Procedures

husetts is one of the five states which has been granted an exemption
truth-in-lending statutes. The Federal Reserva
tion 123 of the Act that Massachusetts law has "require-
1ly similar to" those of the Act and "adequate provisions for
enforcement.” Under Massachusetts law the Commissioner of Banks has the identical
tory responsibility for truth-in-lending enforcement as the Comptroller
does for national banks in other states. This enforcement responsibility is
not limited to banks, but also includes all credit lenders.
When Massachusetts applied to the Federal Reserve in 1970 for an exemption

under the Act, it was our understanding that our request applied to all creditors.

"{a)This title
ying the lay ate relating to the disclosure of in-
ation [ 2t with credit transactions, except to the extent
t those e I ent with the provisions of this title or
requlations

When the exemption was granted, however, the Federal Reserve specifically
excluded transactions within the mmonwealth in which a federally-chartered

tion was a creditor. This exclusion for federally-chartered institutions




conflicts with Congressional intent to ensure that stricter state laws not
be pre-empted by federal legislation. I have enclosed a copy of a letter
to the Federal Reserve Board requesting that they include these classes of
transactions within our exemption,

our truth-in-lending examination procedures for banks were changed last
February, Frior to that time, Massachusetts bank examiners checked 728 state
chartered banking institutions for compliance with disclosure laws as an
integral part of the regular bank examination procedure, A group of 20 specially
trained truth-in-lending examiners was assigned full time to examine 858 con-
sumer credit licensees (collection agencies, loan agencies, automobile install=
ment loan agencies, insurance premium financing and retail installment sales
and service) and to visit retail stores, second mortgages companies, pawnbrokers,
etc, in all sections of the Commonwealth to ensure compliance with the truthe
in=lending statutes.

The impression I gained during my first year in the Massachusatts Depart=-
ment of Banks was that examiners who have been trained to deal with safety
and soundness problems do not give a high priority to truth-in-lending
enforcement, That, in fact, they were only doing a very cursory examination
despite our detailed examinations forms, So in February of this year we took
truth-in-lending enforcement in banks away from the regular bank examiners
and assigned it to our specialized teams, These examiners join a bank
examination whith is in process, but only do the compliance sections of the
report, and then leave to another assignment,

The results have been startling, In the period February through June of

this year, 46 savings bank and 27 commercial banks were examined by the

specialized teams of examiners, They noted 2,254 individual violations
in these savings banks and 2,855 individual violations at the commercial
banks, In 1975, when these same institutions had been examined by the

regular examiners, only 168 and 39 violations, respectively, had been cited.
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These were not primarily merely technical viclations as has usually

been alleged, that is, violations because the law is so complicated, The

viclations involved incorrect disclosure of finance charges and APR's,
rect computations of rebates, accounts with blank finance charges
incorrect APR's, rate overcharges, and usury celling violations,
nical viclations) these violations are at the heart of
truth-in=-lending legislation,

I do not believe that there was a sudden decline in compliance; we
simply now have meaningful examinations, This experiment has convinced

me that meaningful enforcement of compliance regulations will not come from

£f because they do not see it as the important
onent of their job, Career advancements for them do not lie in this area,

ecialized teams where expertise in compliance will be noted appears to be

are found which reveal a discrepancy in the dollar

in comparison to the method of rebating

when there are overcharges, excessive late charges, etc,,
require that checks be disbursed to the customers for the amount of the

discrepancy, If the disclosure statement contains a blank Annual Percentage

Rate, an understatement of the Annual Percentage Rate or a blank space

where the dollar amount of the Finance Charge must be disclosed, it is
icy of the Massachusetts Banking Department to have the creditor

refund the total finance charge on that particular agreement (with the

mortgage agreements). Overcharge and rebate errors
are usually resolved while the examiner is at the bank and checks are dis=-
bursed to the respective borrowers, On accounts that have not been resclved
at this time, the bank is requested to send a letter to the banking depart=

nt stating the name, account number and the number of the check that

has been sent to the customer. I have enclosed a copy of the type of letter




s examiner

discovered by the examiners,

done to correct the situation,

wy department. A

the financial institution or

the appropriate s

to be taken are repeated and the financial institution

creditor is i riting that he understands the

compliance, As an example, I have

Prequently, at

request

are held with members of the staff

1 greater detail the nature of the vioclations and the corrective

be undertaken, Upon re-examination, if it is discovered

viclations continue or that no attempt to correct pre-

ly discovered violations has been made, a request for prosecution

to the office of the Attorney General of the Commonwealth.

to Truth-in-Lending review all previcus examinations

¢ current examination to assure the correction

nt of truth-in-len

vioclators of the Act be penalized and that those who have been cheated

Massachusetts, we have tried to do this

to actually charge only the stated rate of interest




any self-anforcement of the Act.

I have seriocus concerns, however, about opening up confidential bank
examination 5 d the press as a means of enforcing Truth-
in-Lending, ‘his seems to misplace responsibility, It is the responsibility
of a regulatory agency to regqulate, is our job to fi vioclations of

that they are correc they are not corrected, regulators
have enormous powers and resources at ti command to insist on compliance,
least of which is filing with the Attorney General for prosecution,
its job poorly, then the regulator should
by the legislative authority. Hearings
very useful in making regulatory agencies review their
improve them, Simply preparing testimony for these hearings
very helpful to the Massachusetts Banking Department in pinpointing
needed improvement, But it is not the job of the press to go
through the regulatory agencies examination reports to find violations
that they will see corrected by the glare of publicity about the bank,
it is the regulators job to gather

a basis for civil suits against

~lending is . 58 And it is certainly true that

in the pre lating banks would lead to greater self-enforcement.

ruth-in-lending violations does not

ank; and, therefore, it need not be
same way as sensitive ancial data and analysis about the
advisability of
nation reports, even

one.




bank examination reports would be lost if their
tely essential that an examiner

s bank. would not be as free

true opinions h I was the clear possibility of

the pr
oy greater public disclosure of vioclations,

ding examinations be separated from the

report and ti

surveys separate
mpliance found by
the regulatory authority will
summary or by name of bank.
ntiality « t i report and process
viclated.
ore we
present examination report, even
ally if other avenues are available,
should really think about the proper
press.

to bring about




% @ém mwzwwz&f/g g//-/fé&m(%aw’d&
é/ﬁﬂ(? ?/ KA)* %;wz meiddeoner 9/ L%afz.ﬁ«

Sate Cgfz‘a— Lucs /f(:;:y t'_/"‘:vmnrnenf- Gintor
100 Clombridye Sirect, Beston 02202

HICHAEL S. DUKAKIS

CAROL S. GREENWALD
August 9, 1976

Board of Governors
Federal Reserve Systenm
Federal Reserve Building
Constitution Avenuo
Washington, D. C. 20551

- Gentlemen: ; : . '

Tho Board of Covernors of the Federal Reserve System has granted to
the Commorrsealth of Massachusetts an exemption under the Federal Truth
in lending Act, effective July 1, 1970.

The exemption opplies to all classes of transactions within the
Cormonwealth, except those in which a Federally-chartered institution,
puch as a Federal credit union, Federal savings and loan aseocliation or
national bank--is a creditor. I now seek to include these classes of
transactions within our exemption.

I am concerned with an inconsistency of your regulation which re-
quires Massachuserts law to be as strict or stricter then your require—
ments before you grant an exemption, and upon granting the exemption
you limit enforcement in a number of clesses of transactiocns.

Section 111 of the Consumer Credit Protection Act very specifically
states “(a) This title does not annul, alter, or affect, or exempt any
ereditor from complying with, the laws of any State ralating to the
disclosure of information in connection with credit transactions, except
to the extent that those laws are inconsistent with the provisions of
this title or regulations thereunder, and then only to the extent of the
inconsistency."




Board of Governors
of the Pederal Reserve System -2~ August 9, 1976

1 am well aware of Supplement II to Regulation Z, footnote 4§ to
paragraph (b) (2) wherein you require improbable conditioma precedent to
the securing of a full exemption, On the theory that the footnote is
not part of the regulation but an administrative guideline which could
be subject to change, I am submitting this request.

Very truly ycurs,

Carcl S, Creemwvald
Commissioner of Banks
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An examination of the records of this bank by
members of the department disclosed violations of the
Truth in Lending Law.

The violations noted:

l.Acoount #41,9-735 = had no right of rescission.
Thia 418 in violation of General Laws, Chapter 140C, Seotion 8(a)(b).#

2. Account #6876 was only given two days rescission
period which violates General Laws, Chapter 1L0C, Seotion 8(a)(b).#

3. No "Disolosure Statements® were found for the
following amocounts:

§23-2-8157  210-75 21475  72-76.

Violations of General Laws, Chapter 140C, Section T7(a)(b)(1)(2)(3)
(B)(5)(6)(T).n

L. The following acoounts did not have a separately dated and
signed request for oredit life and acoident and health insurance.
This 1s in violation of General Laws, Chapter 1L0C, Seotion 3(a)(5)®
Acoount §# - 15-2.8821 20-2-9933 2-2-9798 20-2-9682

16-2-10005 31-2-9880 16=2-9678 27-2-10358

5. Twenty-one (21) loans were found to be in violation
of QOeneral Lawa, Chapter 140C 7(a)(b) beceuse of blank "FINANCE
CHARGE" and "Total of Payments" spaoes. (See mttaoched list)




March 30, 1976

-

6. There is no provision for a late charge on
the "Money-Mate HRevolving Credit"™ due to a stated rate on the
average deily balance.

The opening agreement in paragraph 8 exoludes
oredit life when the note is in default, This is not permitted.

The "billing atatement™ for "Money-Mate" is incorrect.
Enolosed is a copy of General Laws, Chapter 255D, Seotion 27
which will give you the correct information.

This office requests that the finance charges be
returnsd to the borrowers on these mocounts. It will be
necessalry to send a letter to this office verifying that the
Locouait have been refunded to the oustomer.

7770 ¢ VIS pyease acknowledge this letter.

Yery truly yours,

JSH:EOB
ooy Savings Division
Enolosures




MARCH 30, 1976

PABABOOE LOANS
SFIHAECE CHARGE™ & "Total of
Payments® El

Accomnr §
9=1-080%
16-1-T26l
2T=1=-50&0
21-1-10107
28-1-T523
23-1-1034%
l2-1-5242
9;1-1022h
9=1-10301
10-1-10080
2=1-9549
24=1-977T
27-1-4,387
21-1-10118
21-1-10-175
30=-1-1036L
2=1-10053
1-1-8685
16=1-0292

BE-1-10373
25-1+10h11




Dear H:

We have recently become swasre of an error of ommission on the
note end disclosure statement which you signed on July 14, 1975. We
inadvertontly failed to include the Annual Percentage Rate.

Since this loan has been renewed, we are refunding to you the
net amount of interest you have paid.

Please accept the enclosed check with our apologles.

Very truly yours,
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Mr. RosentHAL. I want to thank each of you. I must say that all
three of you bank commissioners are very, very impressive witnesses.
You are obviously doing a superb job.

It is very heartening to this Member to see people who are so com-
mitted to performance and accomplishment in this role within the
States. I am very impressed.

Congressman Drinan?

Mr. Drivan. Thank you very much, Mr. Chairman. I would like
to echo what the chairman said about the quality of the witnesses and
the value of the testimony.

Ms. Greenwald, I wonder if you would comment on this. I have some-
how acquired information about two banks in my congressional dis-
trict. Let me tell you about one,

It has assets of $54.3 million and 600 accounts were looked at. Vio-
lations were detected in 207 instances. These included incorrect dis-
closure on installment loans, incorrect disclosure on auto loans, no
disclosure of deferments, incorrect computation of rebates.

Is there any legal or ethical reason why I cannot disclose that in-
formation, including the name of the bank?

Ms. Greexwarp. You cannot. I will explain that.

Massachusetts statute says that information gathered as part of
the bank examination process can be shown to no one other than the
bank or to a court under a court order. T suggest that if greater public
disclosure is desired by this committee and the Congress, they should
ask—and I understand it is possible under the present act—for Federal
agencies to simply take the truth-in-lending part of the exam out of the
exam and put it as a separate report.

I have already suggested you should have separate examiners do
this part of the exam so this would be very easy to do.

I will note that when we asked the banks to give us mortgage dis-
closure data, we purposely did not do that as part of the examination
report. We could have gotten that information just by going into the
banks ourselves, but if we had done that it would have come under
the confidentiality of the report.

Therefore, instead we asked for that as a separate piece of informa-
tion to be filed with the banking department annually, T would suggest
the same kind of thing.

Mr. Drinan. But if T announce to the press this afternoon the con-
dition of this bank in this respect, neither you nor Arthur Burns will
seek to put me in jail or sue me or anything like that ?

Ms. GreeNwaLp. The remaining question is, Where did you get that
information? T have a feeling vou mav have gotten it from mv office
in which case we got it from the examination report and we gave it
to this committee under, T thought. confidentiality.

Otherwise, we would have taken out the names of the banks. We
gave this information to you by name of bank.

Mr. Drinan. Do vou feel that, at the Federal level, the suggestion
made by the gentleman from the Consumers’ Union might be good ;
that we transfer this to the Federal Trade Commission ?

Ms. Greexwarp. T am not sure T am really prepared to comment
on that. T feel that this is an appropriate part of bank regulation and
it just has to be brought home to the Federal bank regulatory agencies
that that is true. '




One of the things that T feel, without really knowing much about
the Federal Trade Commission, is that the Federal regulatory agencies
have enormous staffs. They already have the examining staff. They
have plenty of people and bodies to put into this.

They are going into the banks every year, anyway. The FTC would
never provide the kind of regulation that is possible if the regulatory
agencies could ever be convinced that this was important.

Mr. Drinan. On a different topic, you speak here of the wall of con-
fidentiality, on page 5. You worry about the advisability of piercing
that wall.

Is there any procedure in Massachusetts by which the press can get
access to the list of all these banks that cheat their consumers?

Ms. Greexwarn. No, there is not at the present time. As I said, the
statute is very clear. I could not give it

Mr. Drinan. A Freedom of Information Act or anything like that.

Ms. Greexwarp. There is no way they could challenge the statute.
This information is gathered as part of the examination report. There
is no way they could challenge the statute that says that we can show
it only to the bank or to a court.

What can be done—but not by name of bank and T see no reason not
to do this and T am saying it as a criticism of us, not of the bank so
much—is to report annuaﬁy in summary form; “We have examined
the bank this year. We have found X number of violations which
means this much money was rebated to the consumer.”

The implication of that is, one, we were not doing our job because
there should not be that many violations if we are and that we should
be doing a better job, or—which T do not think is true—that there
is not enough enforcement authority under the act.

In other words, there is not enough possibility for penalties under
the act.

Mr. Drinax. Could you, by a regulation, so construe the Massa-
chusetts act that the information obtained by this new set of examiners
is not within that confidentiality; that this does not 2o to the security
of the bank over the long range or short range; but that this is some-
thing that is due to the consumer, the consumer has a right to know this
information ?

Ms. Greexwarp. T have no doubt in my own mind that this has
nothing to do with the safety and soundness of the bank.

Mr. Drinan. That is right. So why can you not make a regulation
saying that you are going to disclose; that you will give this particular
bank in my district a month’s notice to shape up or yon will disclose
that the bank has 200 violations out of 600 accounts examined ?

Why can you not do that? That is the clear thrust of the Massa-
chusetts statute; truth in lending. The consumer is supposed to have a
right. You. by regulation—it seems to me in reading this law—could
say that, “Listen, there is no wall of confidentiality around that.”

Why could you not even inform the consumer himsel£? Mr. Jones
is cheated by this bank in my district. You could write to him after a
month if the bank does not.,

Ms. GreeNwarp. Oh, but we do; and we insist that the bank write
to the consumer himself-

Mr. Drinan. The bank does, but what about you ?
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Ms. GreeNwALDp [continuing]. And with a check saying that, not out
of the kindness of their heart, but that they have made an error. Here
1s what the error was and here is your refund.

Mr. Drivay. Would you have any estimate of the amount of money
that consumers and depositors lose hecause you people just do not have
the time to get around to all the banks?

Ms. Greexwarp. T could not give you an estimate, and we will get
around to all the banks.

Mr. Drinax. I know, but there is a lot of money lost and the statutes
of limitation run. Two or three years ago—you do not have time
to go into what they did in 1974.

Ms. GreeNwaLp. Noj; certainly not.

Mr. Drrxaw. So the consumers have no protection right now. Things
are going to go on and I am sure that these 200 people who borrow
money from a bank in my congressional district will suffer. T have
never had any knowledge of this, T learned this last night—and they
do not have any knowledge.

Presumably they got a refund, but they do not get a refund on the
similar practices that were done in 1972, 1973, 1974, and 1975. or
whatever years abuses occurred in the past.

They have no way to recover those sums of which they have been
cheated by the banks of Massachusetts for the past 5 vears or 10 years
and presumably this has gone on. T am sure that your office has rectified
it. has diminished it a great deal.

But is there anyway by which the consumer, the depositor under the
truth-in-lending law can recover what he was cheated on 3 or 5 years
ago?
Ms. Greexwarp. If the note that we found in 1976 had been running
for 3 years, then we made the refund for the 3-year period. It would be
any note that was earlier than that.

One possibility which we have talked about—as I said, this has been
very stimulating to ns in the denartment—is that T am empowered to
give a report to the legislature. I could give that report to the legisla-
ture by name of bank.

Then it would be available to the public. T would not give it by
name of borrower, however. Tt wonld he siven by name of bank saving,
“These are the kinds of violations. This was the dollar sum we found.
This is what the effect of the law has been.”

The law does say that the legislature has a right to know what we
found when we go through the banks. We are considering that.

Mr. Drivan. Going bevond the banks. could vou tell us about the
other credit lenders over whom you have jurisdiction ?

Ms. Greenwarp. This has been in practice for quite a while. Actu-
ally the forms are easier to enforce in small loan companies where
the tvpes of loan= ara verv set.

Mr. Drivaw. Ts this Household Finance and Beneficial 2

Ms. Greenwarn. Right. Tn the past. before T became commissioner.,
there was one very large refund of one finance company of $100.000.
That is what has shaped up everybody else into realizing that we really
meant business.

Mr. Drivan. But do you have the same power ?

Ms. Greexwarn. That was the groun of examiners that, for vears,
just as in Connecticut, had been examining the small loan companies
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so their whole background and their whole promotion ladder is based
on how well do you protect the consumer.

It was those people about whom we said, “What would they find if
they go into a bank?” We found that they found a great deal more
than our regular examiners found.

Mr. DRINAX. Really, the banking commissioner should not have
jurisdiction over all of them. They are not really banks.

Ms. Greenwarp. They are credit lenders.

Mr. Drixvan. All right; but would it not be wise to transfer that to
some agency or at least you, by I(‘gtl]dtiml say that “T am not going to
withhold from the pub]lc information as to how Beneficial Finance
cheated them this year” or last year or ever ?

Why should they have the benefit of these banking laws, and that is
what they have. They are under thv wall of ronhdentmhtv

Ms. Greexwarp. The banking laws. I guess what T am saying is—
you are saying it is beneficial todo it int he | press——

Mr. Drinawn. I think it should be revealed the same day. If some-
body cheats, when you get out of the supermarket they call the police
and something happens. There is no confidentiality if somebody is
cheating.

And a bank in my district is cheating the people of this town.

Ms. Greexwarp. Coming back to Household Finance, it is not that
it is not corrected the same day. It is corrected. Before the examiner
leaves, the checks are written.

Mr. Drinan. Yes; but it is all very quiet. This should be a matter
of public record. If the man who owns the supermarket cheats, he is
booked for arrest. Why should bankers not be ?

There should be some public revelation that very day. Sure they give
restitution, Why should it all be so quiet ?

My time has expired. Thank you very much. You are a good witness.

Mr. Rosentaar. Mr. Gradison?

Mr. Grapison. Thank you, Mr. Chairman.

I want to join with my colleagues in complimenting the panel. I
am convinced that having these hearings is a good idea and that the
testimony this morning will be very helpful as we meet with the Fed-
eral regulatory agencies to see what can be done to strengthen the
enforcement at that level.

I would like to pursue a slightly different line of questioning be-
cause so much of the questioning so far and the comments has been
dirvected at the question of tighter enforecement itself.

I have been struck by several things about the law. First of all, when
[ was in private business in the investment field T was amazed at what
we had to submit to our enstomers in the way of a truth-in-lending
disclosure. Tt was very complete. T'o be perfectly frank, I never under-
stood it and T know that our customers did not either.

They wanted to know what the simple interest rate was and, of
eourse, we had told them that far vears. In a1l frankness. the truth-in-
lending statement was written by a bunch of lawyers to keep us out of
trouble and I am sure it served that purpose.

However, it was so complicated that I honestly say that it would
take an advanced degree in mathematics to really understand all the
formnlas and other information that were bnilt info it.

This is not just my thought. T see Mr. Connell has a phrase on page
6 referring to the law. He says it is overly complex, Mr. Quinn says—

T0-848 0 =-T7 -5
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Truth in lending is presently so complicated a maze of regulations and inter-
pretations that creditors in a rural State, such as Maine, are hard pressed to
find legal counsel who can render unequivocal advice on the many questions
arising from the law.

I also note a statement put into the Congressional Record back in
April by Senator Garn on this subject and he refers—I am quoting
Nnow :

This shocking situation which came about which Congress, in requiring a
minimum punitive damage award of at least $100 under section 130(a) (2) of the
truth in lending law where a violation, whether substantial or technieal, is
found has denied the courts their fraditional discretion to exercise common-
sense in the disposition of these cases.

He then gives some examples,

He says:

In several cases, creditors have been found guilty of violation of the Truth in
Lending Aect where they have separately itemized and specifically disclosed the

amount of the notary fee required in recording a lien but failed to include the
notary fee in the finance charge.

In the Carlin case [Carlin v. Homemakers Finance Service, Inc., C.A. No.
75-1045 (BE.D. LA. 1975) ] the court held the defendant liable for $1,000 punitive
damage and attorney’s fees for this hyper-technieal violation even though it noted
that “None of the figures shown on the disclosure statement is inaccurate. Com-
putation of the appropriate figures indicates that plaintiff was correctly in-
formed as to how much money he was borrowing, and how much cash he would
receive’.

The reason T read all that is to ask all of you this question : Do you
have some ideas that you could share, for example, with this subcom-
mittee or our staff with regard to ways to accomplish the needed
goal of full disclosure, but simplify the statute so that it is more under-
standable and, therefore, easier both for protection of the consumer
and in the administration of the statute, whether it is by Federal or
State agency or an independent agency?

It sounds like we have something that possibly could stand a review
with the content of the statute itself based on this testimony. 1 wel-
come your thonghts on that question.

Mr. CoxxerL, Thank you, Mr. Gradison.

I agree with you that the statute is much too complex. Tn fact, when
I testified on the Senate side on this, T gave a couple of suggestions.

One was that our original Connecticut law was much simpler and
not only understandable but easier to comply with. Tt no longer is such.
It is an extensive, detailed statute that has the effect. or will have the
effect of making transactions very rigid and limited and it will lose
the benefit of a variety of types of credit.

Second, T suggested that credit unions of a certain size be absolutely
exempt. Credit unions, which are the fastest growing area of consumer
credif, are organizations which are the closest to their members, and
are organizations really, except for the very largest, for which truth
in lending has no place at all because of the common bond concept.

They are operated, probably 80 percent of them, by part-time peo-
ple—bookkeepers, shop foremen, that tvpe of thing—and they are just
absolutely deluged with this burden of regulation.

I think it is going to be very difficult to simplify an already extensive
statute but T think the more we move toward placing the responsibility
for enforcement closer to the scene, the less need we are going to have
for a detailed, specific statute which is being attempted to be drafted




63

to deal with situations in our 50 States and things are just different
from State to State.

I would suggest an extensive review of that statute if at all, a
general-type statute dealing with general fairness rather than detailed
disclosure.

In Connecticut, we have several hundred cases in the courts mostly
predicated on minor violations.

The other thing I would suggest if things could be moved to a local
level is opportunity for approval at least of forms, and an opportunity
in the statute where the courts could determine that the violation was
not so significant as to make the disclosure fundamentally or substan-
tially unfair.

Then we might be able to reduce a great deal of the litigation that
is also quite unfair right now on the other side of things and reduce
the size of the loan forms, which now are growing by the year and just
do a better job on both sides.

Ms. GreexwaLp, I think that if we just reread the law with the no-
tion of what is it that you would want to know if you were filling out
a contract it should not be that hard to distinguish between what we
can take up in court and what is simply a technical violation.

When we spoke about truth in lending on the Senate side, I think
Senator Proxmire simplified it a little bit too far but it was basically
in the right direction; a simple statement on a page that said that the
annual percentage rate is this.

In Massachusetts, we have after that, “and the total finance charge
comes to that amount” because we think people need to know what the
dollars and cents are,

Then if you look at some of the violations we have cited that I say
are not technical, there are some basic rights that you really do want
people to know about like the right of rescission. What isit?

The fact that you did not have to take our credit life insurance
when you did this. That should have been on there.

What is it that yon would want to know if you were taking out a
loan ? That is all, I think, we really need to know.

Mr. Quinws. I would agree. I think that what has to happen is that
the aura of catch 22 for the ereditor must be done away with.,

The original intent, as I understand it, was that truth in lending
would be available to allow consumers to shop for credit. That never
happened.

ruth in lending to the average consumer is meaningless and it con-
tinues to be meaningless and, regardless of the enforcement by State
or Federal authorities, will continue to be meaningless in the future
unless, together with the simplification of the statute—and I think that
can be done simply by making the APR and total finance charge and
the rescission areas mandatory and with penalties and the other areas
within the administrative realm to be handled in that area.

I think together with that simplification the Federal Government
has to realize that its obligation is not to simply draw up 1,066 public
information letters without even an index; I think its obligation is
to inform consumers about how expensive credit can be.

I think that when they—as we have done in Maine and, I think, with
a certain degree of success—begin to tell the public that shopping for
credit can be a very worthwhile pursuit and that there are a few %asic
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tools available to the consumer to aid this pursuit, I think that is when
truth in lending will begin to find its real place.

I would just point out that T did not really know we were going to
get into this area today. but the State of Maine’s Bureau of Consumer
Protection recently published what we call the “Down Easter’s Pocket
Credit Guide” which we are making available to our consumers.

The first few pages are just eredit shopping tips, but we have 23
pages of tables which relate to automobile loans, mobile home and home
repair loans. and a section on home mortgages.

These tables are developed from simple amortization tables. We
have taken the work out of amortization tables. We have a variety of
interest rates and a variety of amounts of money and a variety of
years,

Simply by scanning down the pages the consumer can tell the
monthly payment and the total finance charge for these different
amounts of money for various percentage rates.

I think once consumers have this sort of device, this tool available
to them on a nationwide basis—and we have been very satisfied with
the response we have been getting from consumers—they think about
this as a tool.

I think consumers are lookine for something like this because they
know and can be made to know how expensive credit can be when you
do not shop for it.

I will be happy to give the two copies T have to the committee.

Mr. Gravison. Mr. Chairman, T want to thank vou for a chance to
explore this line of inauiry. As a member of the Bankine and Currency
Committee, T had a chance this vear to review. as all of us did. a re-
lated statute—the Real Fstate Settlement Procedures Act.

Both laws have a disclosure objective. Truth in lendine has reached
the point of such complexity that it has been substantially revised by
this Congress, I think to the benefit of lenders and borrowers alike.

To me. the key to this is that we want to protect the consumer and
that is what we are tryine to do. but not every violator of the statute
is, to use Father Drinan’s phrase, “a cheater.”

Not every violator is a cheater because the law is so complicated and
because some of the provisions of the law may not really relate to any-
thing of great conseamence to either the borrower or the lender but
there are highly technical computational issues.

Therefore, I sincerely hope that as the staff reviews this matter and.
presumably, prepares a report which may come ont of our hearinos.
m addition to lambasting those regulatorv agencies which mav well
deserve it for poor enforcement, we also take a look at what they are
being asked to enforce.

Thank vou, Mr. Chairman.

Mr. Drrxax. Wonld the gentleman yield ?

Mr. Graprson. Of course.

Mr. Drixax. T read from a report of Massachusetts banks compiled
bv the distinguished gentlelady from Massachusetts. “In one bank
there are incorrect computations of rebates.”

Sometimes, as vou say. it is incorrect terminologv but there are
significant violations that bring about cheating of the people. There-
fore. I stand by mv word.

Mr. Rosextrar, Congressman Moffett ?

1
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Mr. Morrert. Thank you, Mr. Chairman.

I would like to ask Mr. Schuck about this Comptroller’s special
survey. If you had obtained the names of the individual national
banks contacted in that survey, what would vou have done with them?

Mr. Scunuck. Depending upon the size of the survey, if the survey
were such that it were representative of national banks generally, we
might have published it. I am not sure we would have. I am not sure
we would have used the names of the banks.

However, clearly we are representing, we think, the interests of
consumers who themselves may wish to have the names of these banks
made available to them so that they can pursue their private remedies
under the act.

Therefore, I think the question is not so much what we would have
done with them. I do not know until I see the survey. I think the
answer may well be that we would have done nothing with them.

Mr. Morrerr. What action would vou recommend this subcommittee
take if the Comptroller is refusing to disclose what steps were taken
to correct the violation with respect to each bank ?

Mr. Scavck. It seems to me that one of the problems is that the
term “examination report” has been construed very, very broadly; I
think far in excess of what the purpose underlying the exemption
justifies. : '

There is, it seems to me, no reason why a regulatory agency ought
to be able, simply by calling everything that it obtains from a bank
part of an examination report, to protect from public serutiny those
areas, those types of information, which do not relate to safety and
soundness but which econsumers ought to have.

One thing I think the subcommitiee could do would be to press the
agencies to restrict, either by reaulation or otherwise, the scope of
their construction of an “examination report” to those matters which,
if disclosed, could seriously compromise the integrity of the banking
system or cause a run on the bank or something like that, and not
include within it those matters relating to consumer protection which
consumers ought to have.

Mr. MorrerT. Do vou have sungeestions on what eriteria should be
used with regard to disclosure of individual banks? I want to ask
Commissioner Connell after vou answer.

He brought up the faet that, in Connecticut, an attempt is being
made to develop criteria.

Mr. Sernvek. T think that the general criteria are fairly clear al-
though the precise point at which you draw the line is obviously not
clear. :

One would want to consider the size of the violation, the technical
or substantial natnre of the violation

Mr. Morrert. The size as defined bv the dollar amount ?

Mr. Scrrvek. Rioht. or percentace of the loan. perhans.

T think the basic concept would be how technical is the violation?
How mmnch of a vinlation of a consumer’s substantial rights is involved

Mr, Morrerr. Thank vou.

Commissioner Connell, would you address yourself to that question
also, please?

T understand what you said in your testimony but T wonder if you
can elaborate on it.
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Mr. ConneLL. Yes, in terms of nonrebate types of violations. We
would have to look for a statistically significant level of violation and
that is probably between 214 and 5 percent, maybe somewhere around
214 to 3 to be statistically significant.

Maybe something close to 5 percent in terms of being clearly a
pattern of disregard, but I am looking for suggestions.

Mr. Morrerr. Of the 20 commercial banks and the 32 savings banks
you examined, how many of those would have viclations serious
enough to get them on the list ?

Mr. ConnEerL. I discussed this with my staff people that did that,
too, in anticipation of a question of this sort.

I would say in terms of the monetary violation the institution obvi-
ously that had the $27,000 rebate figure would make it because that is
certainly a dollar amount of significance and it probably involved in-
dividual violations of about $1,000 each, or $2,000, that were points
that were left off of mortgage calculations.

In terms of the others, depending on the size of the bank, I would
say there were very few—perhaps half a dozen at most—because
we did not really find a 5-percent level in too many instances.

However, I think the important thing in this whole concept is that
we have a form of government, I believe anyway, that is based upon
openness and that secrecy is an exception and that, just as a matter of
principle, the secrecy aspect of regulation should be narrowed.

Therefore, I have supported this thing ; not because it would be such
a great amount of disclosure in Connecticut, but rather because the
principle is important.

Mr. Morrerr. Isn’t it rather obvious, that, at least in terms of the
States we are discussing, the Federal examiners are inclined toward
more secrecy than the States would be? Is that not clear?

Mr. ConNELn. Yes: I think that is quite clear.

Mr. Morrert. What about in the nonexempt States? Do we have any
information on that?

Mr. ConnEerr. Not that T know of. Our statute in Connecticut is
somewhat unique. It requires all matters to be confidential in the ex-
amination process except that which the commissioner might disclose
in the performance of his duties.

Therefore, T felt it was well within the truth-in-lending concept of
regulation for me to be able to disclose, but that is a unique statute.

Mr. MorrerT. T mentioned the other States, the nonexempt States,
only because I wonder about your sugeestion that we place greater
responsibility on the State banking agencies for compliance.

What evidence do we have that that capability exists?

Mr. Conngrr. That is a @ood question. To oet to the heart of that is to
look at the structure of State regulation. Tt does not matter to me
whether the authority rests in the consumer protection department
as in Maine. the attorney general’s office which T believe is the situa-
tion in Oklahoma.

We have already in place in States in one form or another a com-
pliance, a consumer credit compliance nnit. They happen, usnally,
onlv to deal with small Joan ecompanv violations.

Those are neople that are trained in examining for compliance. If
the Federal Government were to provide sufficient incentives for these
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States to pick up the truth-in-lending aspect and the other Federal
consumer protection statutes and enforce them locally, they would be
able to provide, probably even quicker than a Federal agency, people
trained in compliance and psychologically attuned toward compliance.

More importantly, they could provide local response to the partic-
ular question. 2

If the authority were transferred to the Federal Trade Commis-
sion—and T do not care whether it goes to the Federal Trade Com-
mission or a new consumer protection commission which I would also
support—the nearest office of the Federal Trade Commission is New
York City and I am not sure many Connecticut consumers would go
to New York City.

The nearest Federal banking agency is in Boston. That is 110 miles
away. It is 120 miles to New York from Hartford.

Tt is bad enough that people have to call Hartford from Stamford,
but it is worse to have to go to New York. That is my interest, to get
it back to the people.

Mr. Morrerr. However, this also involves the possibility of creat-
ing a situation or atmosphere where the special interest forces can be
more readily martialed and applied and can basically frustrate or
dilute the efforts of the State body.

I am playing devil’s advocate here.

Mr. Connerrn. For that reason, I would support Federal oversight,
but the hand need not be too heavy in that.

For instance, T know one State out West that has been frustrated in
getting an exemption because it wants to include the insurance pay-
ment, the mandatory insurance payment, as part of the APR and they
cannot get clearance.

There are several other States that actually are enforeine a parallel
truth-in-lendine statute through the Uniform Consumer Credit Code
who have never apnlied for an exemption mainly because they, I
think, feel that the Federal oversight in many wavs is too rigid and
does not respect the constitutional authority of State government.

Mr. Morrerr. What is the main difference between the way that
vou examine and the wav that the FDIC examines? You did very well
in your testimonv in describing how vou examine. However, there is
a tremendous discrepancy between vour findings and theirs.

Wonld thev say that you are just being too stringent or picky?

Mr. Coxxrrn., Thev could make that statement but T think really
anvone could make that statement. T think that we have these spe-
cialists that oo into. do one thing. to check compliance. When vou are
dealing with important matters of solvenev in very difficult economic
conditions, really the primarv effort is to determine the condition of
the bank from a solveney standpoint.

I would sav that the Federal Denosit Insnrance Corporation this
last several vears has done a magnificent job in dealing with bank
failures and near bank failures.

Mr. RosextHAT. Inelndine the Franklin National Bank?

Mr. ConwELL. Yes. sit. T think the Franklin National and the T7.S.
National were maenificent examples of preventing a liquidation and
protectine all denositors.

I really believe that the banks were saved.
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Mr. RosentHAL. Do you include both the FDIC and the Comptroller
in that assessment?

Mr. Conxerr. The FDIC in being able to effect a merger.

Both of those cases involved—and I am removed and I do not know
the details, obviously—massive fraud and that is a very difficult thing
to deal with. Fraud is something that sometimes you cannot detect
when there are two sets of books.

Personally, I feel that the Federal banking agencies have done a
much better job than has been perceived in these areas.

Mr. MorrerT. I have just one more question. Iet me ask the others
if you agree with placing more responsibility in the States. You are
State officials so I presume you would agree.

However, please think of the nonexempt States and the fact that
the States represented here today are way out in front.

What should our responsibility be in terms of the entire Nation?
Commissioner?

Ms. Greexwarp. T am not as enthusiastic as Larry is on that score.
I think if the State shows enough interest to apply—part of the prob-
lem in applying may be the way the financing is done and Commis-
sioner Connell has usually asked for some Federal financing.

In Massachusetts, if they are going into a bank, the bank is going
to pay for the examination at a charge per day for the examiner. The
legislature is willing to fund a substantial amount of money for small
loan company examinations.

These specialized examiners are not funded by per diem charges in
the same way.

However. other States are not willing to allocate the money. If they
are not willing to allocate the money and thev do not come forward
to apply for the exemption, then I do not think we should forece it
back on them.

I seems to me that the Federal agencies, as T pointed ont before, have
Irrmsrnif‘went staffs. They have large bodies of people. They are in the
ranks,

What I think the Congress has to do is make clear that you want spe-
cialized teams going in.

You asked Commissioner Connell what did he do that the FDIC did
not do. I would haye been very happy if T conld have submitted my
data to you, saving, “The 1975 data was FDIC data: the 1976 was
Massachusetts data.” The fact is that it was both done by our depart-
ment and the simple change was to switch from the regular examining
staff to specialists who had been brought up, in a sense, that consumer
comnliance is what we are here for.

Then, in truth, the State examiners will be no different than the
Federal examiners if they are the same examiners: the people who do
safety and soundness.

Mr. Morrert, Thank vou.

Superintendent Quinn?

Mr. Quix~. T would just say that T do not know that there is a real
need that the States do this sort of thing because my experience has
been that there are a nnmber of States that are not eoing to do it.

As you suggest, if they are subject to various banking bureaus
around the country—certainly excepting the banking bureaus here
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today—TI think a number of them are subject to a substantial amount
of pressure from the banking industry.

In Maine, our legislature saw the problem over a number of years
from this pressure and they saw what happened and they decided to
start a separate independent agency which is not concerned with the
liquidity question so that when we find substantial violations we malke
these known to the borrower and to the public.

We feel that the public has a right to know about these things. That
is not going to happen within an agency, generally speaking, that has
responsibility for the safety and soundness of these banks because, it
seems to me, the individual who will be heading that agency in a num-
ber of cases will come from the banking industry and will expect some-
day to return to the banking industry.

That has been the problem in Maine. It is not currently the problem
but it has been in the past. That gave rise to our independent agency.

On the Federal level, I think you have to give it to an independent
agency if you expect any compliance at least on a cost-effective basis.
You have to take it away from these agencies because the people that
these agencies presently examine have the same impression that they
did in Maine just a counle of years aco; that it is an internal bureau-
cratic courtesy extended to him and they have no particular reason to
comply with it.

Whereas. in an independent agency, you would not have to have that
many people. Just as in any agency where there is strict enforcement
of consumer rights, you find that most businesses want to comply with
truth in lending but, in many areas, they simply have not been given
a cost-benefit reason to do so.

An independent agency that would expose these shortecomings would
solve that, I believe.

Mr. Morrerr. Thank yon. Commissioner Connell, just one more
question.

When do you suppose vou would publish a list ? How long is it going
to take to develop the criteria?

Mr. Con~erL. There is another aspect of this, too, that T think we
have to face as we approach this. Once having developed the eriteria,
then we have to have the violator. and then we have to give the violator
sufficient due process opportunity for appeal or discussion of the par-
ticular violation and resolve it in that fashion before disclosure.

I think there is a due process element here that we have to be very
careful to observe.

However, T would say that we will probably develop a eriteria in
the next several weeks and then begin applying it to our examinations.

What I do not know is when we are going to hit the trigeering level.
That could be several months. However. as far as T am concerned
we are on the way to it and the machinery is in place.

I would have to agree that the States vary in their interest. Of
course, for that reason, you have to continue Federal oversight. T
agree with that.

Mr. MorreTT. T know from your record that you are very much in
favor of that.

Thank youn, Commissioner Connell. T would like to say that we
have been very proud of vour efforts in Clonnecticut.

Mr. ConnNErL. Thank you, sir.
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Mr. Morrerr. Thank you all for testifying. It was an excellent panel,
Mr. Chairman.

Mr. RosentHAL, Congressman Drinan ?

Mr. Drivan. Thank you, Mr. Chairman.

Commissioner Greenwald, T want to come back to these violations.

It is possible to have a perfect bank. In one instance, 60 accounts
were examined—10 percent of the total in the bank—and no violations
were discovered at all.

I commend you and those with you here in that we are seeing,
obviously, the best in the country. I just hate to think what the worst
would be.

Massachusetts is undoubtedly among the best with your colleagues
here, but it pains me that the whole thrust of the law was to give the
consumers the right to know which banks shape up, so what harm is
there in disclosing the report that you have made?

I am not certain that it violates Massachusetts law, but would any
harm be done if, in fact, this thing came out praising the good banks
and showing that they can, if they put their minds to it, be in total
compliance with Massachusetts and Federal law?

What harm would be done ?

Ms. Greexwarp. I think there would be several things. First, we
only gave you a partial list because we were doing a 5-month experi-
ment period so you are talking about only some of the potential viola-
tors but you would be giving the impression that these are the only
bad banks that have been discovered.

This would not be aceurate because we have not done all of them.

Second, as T said this information was gathered as part of an
examination which, on its face and on the cover of the report, says
that this will not be disclosed to anyone except the bank or under
court order to a court.

As T said, if we were going to do this differently, if we felt that the
legislature wanted total disclosure, T would gather the information, T
have plenty of power fo gather it separately as I did under redlining
and as I did under employment practices.

I had no intention of keeping that information confidential.

Mr. Drixax. T have the Massachusetts law here. What particular
section forbids its disclosure ?

Ms. Greexwarp. T am talking about the banking statute.

Mr. Drixax. T have it here, the whole law, the Massachusetts law.

Is it absolutely clear in your mind that this information may not
be revealed? Ts this the information that is covered within the pur-
view of that particular section ?

Ms. GrReexwaLp. Yes, because it——

Mr. Drixan. You could reveal it to the legislature.

Ms. Greexwarp. That is right. in an annual report.

Mr. Drinan. With the names of the banks.

Ms. GREENwaLD. Yes,

Mr. Drivan. And you have not yet had oceasion to do that, When
will you make the first report on these revelations of this new truth
squad that you have?

Ms. GrerxwaLp. T do not think we have decided whether or not we
are goine to do that.

Mr. Drixax. But you have the power to do it.
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Ms. GreenwarLp. Yes, T have.

Mr. Drinax. Why would you not do it? Is there any argument. for
not doing it ? T want to know 1t.

What you are saying now is that you are putting a cloud over all
of the banks. People will read your testimony, as I have read it, and
say, “My Lord, how many banks are cheating the people #”

Tt seems to me that those who do not cheat the people have a right
to be vindicated. Maybe you should disclose only the good banks.
Mavbe you should put out a list only of the perfect banks.

Ms. Greexwarp. I guess when it comes down to it, T have reserva-
tions but I have not completely decided where T would stand on this
issue.

Tt seems to me that the job that was given to me by the legislature
was to insure compliance and that if my report to the legislature 1s
that there is not compliance, then T have to explain to them why there
is not compliance,

There are only two answers. One is that T have been doing a bad
job, or two, you did not give me enough sanctions so that when I found
a violation T could make sure it was corrected and did not happen
again.

gI think the answer, at this noint, is that in the bankine department
we have not been doing a very good job. T do not think that it is be-
cause the law does not give us enough power to do so.

Therefore, T would like to go through at least a year of saying,
“Look, we are really going to enforce it.” Then when we come back
next year it should be enforced.

Tt has been on the books for 10 years. T thought we had a very proud
record. Havine gone back to look, we obviously were not enforcing it.
We had good forms. but they were not being followed.

Mr. Drivan. And the banks have gotten themselves a law written
by their lobbvists that says if the banks turn out to be bad that you
cannot reveal it to anybody except the banks.

Ms. Greexwarp. And to the person who is offended or to the attor-
nev eeneral.

Mr. Drivaw. That is right.

M= Grrexwarp. We could turn to the attorney general and we
would turn

Mr. Drinaw. Yes, but that is only if it is very grievous, but why
should thev be protected from having the public know their own
criminality ? They violate this law.

It is outrageons. Yet the law savs. “Oh. no. if the bankine com-
missioner discovers these things. the bankine commissioner tells only
t}lle :r;tank, ‘You have been in violation of the law’, and tells no one
else.

That certainly is an anomaly. If the guy selling easoline cheats,
it is a public record. Therefore, how can you defend the law?

Won'd the other commissinners like to eomment on this noint?

Mr. Connrrr. The Massachusetts statute is quite different than the
Connectient statute.

Mr. Drivax. Would vou like to have the file to reveal all these
things after givine warnine to the bank and so forth ?

Mr. Clonnrrr. T believe T have that file, sir.

Mr. Drixan. Do you do it?
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Mr. Connerr. This is what we were discussing. T will be doing it
for substantive violations and significant violations.

I do not want to pound them over the head.

Mr. Drixan. You will start doing that ?

Mr. Con~erL. We will be starting to do it.

Mr. Drivan. Why have you not done it by now, up to date, if you
have the files?

Mr. Connern. Because we had not thought of it if you want me to
be perfectly frank with you, Congressman. We had not thought of it.

When I came in, I began the rebate procedure as the first step.

Mr. Drinan. But that is all secret.

Mr. ConNELL. Yes, it is; except to the consumer that was injured.
The consumer that was injured gets his or her redress.

Mr. Drinan. But now, starting tomorrow, you are going to put
out a press release that the Greenwich National Bank or the Green-
wich Local Bank is in violation in one-fifth of the cases; OK? Is that
what you are going to do?

Mr. ConnerL. That is correct, sir.

Mr. Drixan. And you have the power to do that?

Mr. ConnELL. Yes, sir.

Mr. Drinan. Okay.

Mr. Quinn, yes?

Mr. Quix~. Father Drinan does not remember that T was one of
his students.

Mr, Drinan. Oh, T really do. T tell you, Commissioner, we are so
proud of you.

Mr. Quiny. We do have the authority and we utilize it. Our statute
does not have a confidentiality clause. That is something T think the
banks are going to try to correct this coming legislative session.

Mr. Drinan. The bankers of Massachusetts just slipped that in there
10 years ago, huh?

Mr. Quiny. No. I think that you will find that just about every
banking statute that I have ever seen contains the confidentiality
clanse. I am not the commissioner of banking. T am a separate agency.

My agency, the Bureau of Consumer Protection, does not have that
confidentiality section. We have utilized the power to publicize sub-
i‘ranﬁ.ia] violations twice within the past 3 months in two separate

anks.

I can assure you that if you talk to the bankers in Maine there is an
inereased willingness on their part to comply with the law. We have
seen to that and I think the publication of substantial violations is
necessary.

I do not think it is necessary in all cases. T do not think that sub-
stantial violations occur all that often in truth in lending.

Mr. Drinan. But why should this not be a matter of public record ?
Why should you or anyone have the discretion to say that bank A is
not in substantial noncompliance ; therefore, we hush this up.

We get a rebate to the customers there but we are not going to put
anything out. Why should this not be a matter of publie record ?

Mr. Quinw. T do not arcue with that. T think it should be a matter
of public record and back home in Maine it is.

Ms. GrreNwALD. You say you differentiate significant and not sig-
nificant. The auestion is that von could have 900 violations which looks
like a lot of violations, but it is really one technicality on the form.
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Mr. Drivax. Then you have to deal with that in a practical sense.

Ms. GreEnwarp. You do not publish everything. It is not simply
posting a list of violations which you want to publish. It is a list of
significant violations.

Mr. DrixaxN. But. commissioner, even when you turn a bad case over
to the attorney general, you still cannot talk about it in public. Why
should that be?

Ms. Greexwarp. If he prosecutes——

Mr. Drinan. That is something else, but you cannot.

Why should you and the commissioner’s office be under this restric-
tion? We do not treat criminals in society in any other category like
we treat the banks.

Ms. GreexwarLp. I am saying that, under the statute, if the legisla-
ture in Massachusetts wanted us to do this it is easy enough to do. They
would simply say, “Do not collect it as part of the examination report
which has this confidentiality cover. Collect it under 167, section 7,”
which says, “You collect any information you want from the banks.”

Mr. Drixax. But yvou would like to have the power that the com-
missioner in Connecticut has to put out a statement or just to have it
in the public record—not a press release—that banks A, B, and C are
in total compliance; banks G, E, and F are not. Would that not be
better for you and for the public?

It would fulfill the purpose of the statute which is consumer pro-
tection.

Ms. Greenwarp. You feel it facilitates shopping for credit.

Mr. Drivax. Yes. I would not put my money in a bank that has 207
violations out of 600; a bank in my district, that is. I have some
obligation to warn my constituents that they get cheated there, and
they are not technical violations.

They are violations in a miscaleulation of the mortgage money, the
interest.

Ms. Greexwarp. I said it before and I am really saying it truth-
fully ; we found having to prepare for these hearings very provocative
in the department. We are exploring the idea of why are we collecting
this as far as the examination reports.

As I put in my testimony, it is obvious to me that this has nothing
to do with safety and soundness. I could collect the same information
under 167 section 7 which says the banking commissioner may ask for
any information having to do with financial data in the bank.

If T collect it under that, it is the same as collecting redlining data
or employment data. That is all it is and T have already decided it has
nothing to do with safety and soundness so I can publish it.

We are exploring whether we should not just do that.

Mr. Drixax. If you need a statute in the legislature, T am sure it
would go through in a day or two if you proposed it.

“Sunshine in Banking.” that is a good title for that law.

Thank you very much. Thank you all.

Mr. RosextHAL. I would like to thank all of you.

Again, I want to reiterate—and I am sure all my colleagues agree—
that all three of you were very, very impressive witnesses. You en-
lightened us on a subject that is of deep concern.

I am impressed with your performance and your dedication to your
responsibilities.




The subcommittee will hear testimony tomorrow morning from the
Federal regulatory agents on this same subject.

The subcommittee stands adjourned.

[ Whereupon, at 11:45 a.m., the subcommittee adjourned, to recon-
vene at 10 a.m., Thursday, September 16, 1976.]




FEDERAL BANKING AGENCY ENFORCEMENT OF
TRUTH IN LENDING ACT

THURSDAY, SEPTEMBER 16, 1976

House oF REPRESENTATIVES,
CoMyErcE, CONSUMER,
AND MoONETARY AFFAIRS SUBCOMMITTEE
or THE CoMMITTEE ON GOVERNMENT OPERATIONS,
Washington, D.C.

The subcommittee met, pursuant to notice, at 10:12 a.m., in room
9247, Rayburn House Office Building, Hon. Benjamin S. Rosenthal
(chairman of the subcommittee) presiding.

Present : Representatives Benjamin S. Rosenthal, Elliott H. Levitas,
Garry Brown, and Willis D. Gradison, Jr.

Also present: Peter S. Barash, staff director; Robert H. Dugger,
economist; Eleanor M. Vanyo, assistant clerk; and Henry C.
Ruempler, minority professional staff, Committee on Government
Operations.

Mr. RosentaAL. The subcommittee will be in order. We will con-
tinue the hearings which were begun yesterday on the Federal enforce-
ment of the Truth in Lending Act.

We have a distingnished panel with us this morning. And if all of
you will sit at the table in a panel fashion, we will expedite the business
of the subcommittee. We do have a slight problem this morning in
that the House went into session at 10 o’clock.

We are honored to have with us this morning Gov. Philip Jackson,
a member of the Board of Governors of the Federal Reserve System;
Mr. Thomas Tavlor, of the Office of the Comptroller of the Currency;
and Mr. John Early, of the Federal Deposit Insurance Corporation.

Governor Jackson, we should appreciate it if you would go first.

STATEMENT OF PHILIP JACKSON, MEMBER, BOARD OF GOVERNORS,
FEDERAL RESERVE SYSTEM

Mr. Jacksox. Good morning, Mr. Chairman.

T welcome the opportunity to testify today before the Subcommittee
on Commerce, Consumer, and Monetary Affairs regarding the issue
of enforcement of the Truth in Lending Act. The Board appreciates
vour interest in our en forcement efforts. As you are aware, the Board’s
staff and members of the subcommittee staff have met on a number of
oceasions during the last few weeks in preparation for these hearings.
T would like to begin by presenting an overview of the Federal Reserve
System’s previous enforcement effort of truth in lending and its new
glﬂn for enforcement of all consumer laws and regulations in the

uture.
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The Federal Reserve System has a dual responsibility under the
Truth in Lending Act. First, the Board of Governors has the respon-
sibility to issue regulations to implement the act. To this end, the
Board issued regulation Z in 1969. These regulations apply to all per-
sons and entities who regularly extend consumer credit. This task also
includes the issuance of numerous amendments and interpretations
designed to resolve uncertainties as to the impact of the legislation.
The staff has also issued more than 1,100 public position letters regard-
ing the regulation.

While the Board’s emphasis has been on rule writing, the Federal
Reserve System also has responsibility to enforce the regulation among
some 1,050 State-chartered banks that are members of the System.
This enforcement responsibility is carried out in the first instance by
the 12 Federal Reserve banks, which maintain a force of examining
personnel who perform annual examinations of the State member
banks.

Compliance by State member banks is monitored through a review
of each bank’s formal policies and procedures, as well as an examina-
tion of the actual practices followed. To illustrate, compliance with
truth in lending requirements is verified through review of the bank’s
policies and procedures in granting direct and indirect consumer
loans, the disclosure forms used in connection with those loans, and
copies of its advertising. Violations are called to the attention of man-
agement with a view toward informing the bank of the law’s require-
ments, obtaining correction, and getting the bank to adopt measures
to prevent future occurrences. Violations and the bank management’s
plan for correction are also noted on a separate page in the examination
report—page 5(1)—a sample copy of which is attached, Depending
upon the nature and seriousness of the violation, the Federal Reserve
bank, in transmitting a copy of the examination report to the bank,
may highlight the violation and ask for management’s response by a
given date as to the action taken to prevent recurrences of the violation.
Of course, during any subsequent examination. a determination is made
as to whether violations previously cited have been corrected.

Enforcement of the Truth in Lending Act is also carried out through
the investigation of consumer complaints concerning the State member
banks. During the first half of 1976. the 12 Federal Reserve banks
handled 1,131 complaints. Two-thirds of these complaints were inves-
tigated by the Reserve banks, as they related to State member banks.
The remaining one-third involved creditors not under the System’s
direct supervision and were forwarded to the appropriate enforcement
agency. Where violations of the act have been found. the banks are
told to correct them. The Board is made aware of compliance deficien-
cies at State member banks by the Reserve banks which prepare a
quarterly report for the Board summarizing the consumer complaint
activity.

The Board and the Federal Reserve banks have taken a number of
steps to provide examiners with the training and investigatory tools
needed to perform effective truth-in-lending compliance reviews. Be-
fore regulation Z became effective—July 1, 1969—members of the
Board’s staff conducted seminars for examiners at the Federal Reserve
banks explainine the reamirements of the regulation. This program was
repeated in 1973. In addition, the Board prepared an extensive exami-
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nation manual and checklist on truth in lending designed to be used
by examiners for enforcing regulation Z. In connection with the Fair
Credit Billing Act, the Board conducted intensive reviews of the new
requirements for both the key examination personnel of the Reserve
banks and for persons from the other Federal enforcement agencies.
In addition, the Federal Reserve banks have held numerous training
sessions for examiners, particularly newly appointed examiners.

Each System examiner attends our assistant examiner and examiner
schools which devote time to explaining regulation Z and to training
examiners to determine whether State member banks are in compliance
with the law. It should be noted that some examiners from State bank-
ing departments also attend the System’s schools.

Since enactment of the Truth in Lending Act in 1968, the Board has
conducted an extensive consumer and creditor educational program
relating to the act and regulation Z. Education to assist the consumer
in understanding the information and other benefits that the legisla-
tion is intended to provide is regarded as very important. Newspaper
articles, interviews, and radio appearances continue to be used in our
efforts to acquaint the general pu]hlic with the Truth in Lending Act.
Consumer a I}l':\irs liaison officers and staff at the Federal Reserve banks
also conduct frequent meetings and seminars for creditor and consumer
ITOUPS,

The Board believes that education of creditors is an important
device in preventing noncompliance problems. As an example of this
educational program, following the passage of the recent fair credit
billing amendments to the act and the Board’s issnance of implement-
ing amendments to regulation Z, the Board’s staff participated in
numerous meetings and seminars for the purpose of explaining to
creditors the new provisions and requirements. Approximately 6,200
creditors attended these meetings which were held throughout the
United States during 1975.

The System has also distributed more than 2 million copies of a
pamphlet that contains both the act and regulation Z, as well as ques-
tions and answers concerning compliance matters. In addition, more
than 314 million copies of a leaflet explaining the basics of truth in
lending to consumers have been distributed, including more than a
half-million copies of a Spanish language version. Our staff is develop-
ing similar pamphlets on the provisions of the Fair Credit Billing and
Equal Credit Opportunity Acts.

U to this point, the Svstem has been able to utilize the standard
bank examination process to determine State-member bank compliance
with truth in lending. However, with the growth of consumer credit
legislation, we recognize the need for expanding our enforcement
efforts. These new consumer-oriented laws, all of which have been
enacted during the past 2 years, include the Fair Credit Billing Act,
Equal Credit Opportunity Aet, Consumer Leasing Act, Home Mort-
gage Disclosure Act, Real Estate Settlement Procedures Act. and the
provisions of the Federal Trade Commission Improvement Act relat-
ing to unfair and deceptive acts and practices by banks. In recognition
of this expansion, the Board has recently approved the following
programs:

1. The establishment of a special consumer compliance examination
school to be held in Washington, D.C. This school will acquaint exam-

T9-848 O =77 - &
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iners more fully with the requirements of the many consumer credit
regulations and the methods for enforcing them. The first school is
scheduled to begin September 27, 1976, and additional schools will be
scheduled thereafter. I have attached a copy of the agenda to my
written statement.

2. Institution of an intensive educational and advisory service in
each Federal Reserve bank to assist State member banks in their
efforts toward compliance. Each Reserve bank is establishing a team
of specialists to assist State member banks in complying with the
Board’s consumer regulations.

3. Special examination of State member banks will shortly be ini-
tiated by bank examiners who have received special training in the
consumer credit regulations. These examinations ordinarily would be
conducted and scheduled to coincide with the regular commercial
examinations, but they may, at times, be scheduled separately. A fter
the first 24 months of the program—December 81, 1978—a thorough
evaluation of the program would be conducted.

4. The immediate formation of a special task force, comprised of
representatives from the Board and the examining departments of
the Federal Reserve banks, to study and promptly report to the Board
on the following issues:

(@) The implementation of specific examination procedures to
carry out consumer regulation compliance.

(6) The appropriate sample size needed to measure a bank’s
compliance with the regulations, for example, the quantity of
disclosure forms, finance charge computations, and annual per-
centage rate caleulations to be reviewed.

(¢) The determination of what steps should be taken when
violations are discovered.

(@) The expansion of the System’s public education program
to inform creditors and consumers about the new consumer legis-
lation,

5. The System plans to involve the new Consumer Advisory Coun-
cil to the fullest extent possible in bringing to its attention truth-in-
lending abuses. !

The efforts outlined above should result in an even more effective
enforcement program. In this connection, the Comptroller of the Cur-
rency and the Federal Deposit Insurance Corporation have also been
evaluating existing procedures. During the last 3 months, Board staff
has been working with the staffs of these two agencies toward develop-
ing a uniform approach to examinations of commercial banks. To date.
the product of this effort includes development of examination
manuals, report pages, training manuals, and interagency instructors
for the agencies’ consumer regulations training schools.

The subcommittee also requested that the Board present its position
on the merits of three issues relating to noncompliance disclosure.
These issues are;

1. Notification to individual borrowers that their loan transaction
may contain a violation of some section of truth-in-lending
regulations:

2. Disclosure through the media of the deoree of individual bank
noncompliance with truth-in-lending regulations: and

3. The relationship of disclosure to the self-enforcing nature of the
Truth in Lending Act. '
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The Board believes it would be premature to take positions on these
issues prior to receipt of the task force report mentioned earlier. These
issues involve numerous and difficult considerations which the Board
believes need further analysis and experience before being decided. T
can assure you, however, that the Board will give these matters their
deserved attention, and I would be happy to report to you when the
Board finally adopts its positions. However, in order to be as helpful
to this subcommittee as possible, T would like to now raise some of our
primary concerns with the points you mention.

As the Board has repeatedly indicated both in testimony and re-
ports to the Congress, the majority of violations of the Truth in Lend-
Ing Act are purely technical in nature. Given the highly complex
nature of the regulation, technical violations will oceur due to un-
intentional and inevitable human error. An example of such an error
would be the failure to denote a prepaid finance charge as such:
although it is disclosed as a finance charge. In most violations, the
customer is neither overcharged nor misled. It mav be unwarranted to
notify borrowers and/or the media that a bank has committed such
technical violations. Such a procedure may unduly encourage a pro-
liferation of civil actions to be brought against the offending bank even
when only technical violations have occurred.

Much of the present complexity of the act and regulation Z reflects
the impact of the civil liability considerations. The threat of severe
penalties for relatively minor technical violations has led many credi-
tors to seek greater certainty by requesting official Board amendments
and interpretations, which further complicate the regulation. Although
private causes of action provide an important enforcement tool for
the act, the Board believes that Congress should carefully review the
present civil liability provisions to determine whether modification
of them might reduce needless litigation and the resulting regulatory
complications.

The Board has taken one action and is considering another that may
assist in reducing unnecessary litigation. The Board has adopted pro-
cedures implementing the provisions of Public Laws 94-222 and 94—
239. which provide a defense for creditors relying upon letters issued
by dulv anthorized officials of the Board in connection with regulations
B and Z. Tn addition, the Board is considering the development of
standardized truth-in-lending disclosure forms, or portions of forms.
on which creditors could rely in complying with the act. Tt is hoped
that these forms will prove especially beneficial to those ereditors. such
as small retailers, who do not have access to, or cannot afford, special-
ized legal counsel to design their own forms.

While these measures should reduce the present volume of litization
and help alleviate confusion resulting from the complexitv of the act
and the regulation, the Board has asked that Congress also study the
possibilitv of limiting the penalty provisions of the statute to viola-
tions that actually interfere with the consumer’s ability to make
meaningful comparisons of credit terms. Only a limited number of
terms seem to be genuinely helpful in this regard. These probably in-
clude the annual percentage rate. the finance charge, the amount fi-
nanced, and the repayment schedule. Perhaps only material misstate-
ments of these terms should be brought to the attention of consumers
and civil liability only attach where such misstatements have occurred.
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This would leave technical violations to be dealt with by administra-
tive remedies. Under present law, a creditor may be penalized for
purely technical violations of which the consumer may have been un-
aware at the time and which in no way entered into the decision to
accept or reject the credit terms offered. This situation lends itself to
abuse and has overburdened some courts with truth-in-lending liti-
gation.

From 1972 through September 1975, approximately 6,100 suits have
been filed in Federal district courts alleging violations of the Truth
in Lending Act. This indicates to some degree that the self-enforce-
ment mechanism within the act is being exercised. Many of these suits,
however, were the result of technical violations being committed and
were not iritiated solely on the basis of a violation of the act, but as
a part of a bankruptey or other collection proceeding; thus, it would
appear that the thrust of civil actions brought under the act has not
been directed to improving those pertinent disclosure items which
assist consumers in shopping for credit. The Board shares the con-
cern of Congress that these issues concerning compliance with the
Truth in Lending Act and other consumer-oriented regulations must
be resolved.

The Board sincerely appreciates the opportunity to come before this
committee and to be of assistance to the committee in its oversight re-
sponsibilities. I would be more than glad to answer any questions you
may have, Thank you Mr. Chairman.

[Attachments to Mr. Jackson’s statement follow :]
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RecULATION Z—TRUTH IN LENDING

1. Were test checks made of the bank’s forms and procedures for diselosure?
If any irregularities were disclosed, discuss in detail and indicate management’s
plans for correction.

2. Has bank established effective procedures to detect defects in disclosures on
dealer paper which it proposes to acquire? If not, or if there are defects, discuss
in detail and indicate management plans to correct existing procedures or estab-
lish new ones.

3. Were test checks made of the bank's advertising? If any irregularities were
disclosed, discuss in detail and indicate proposed plans to prevent future
OCCurrences,

4. If it appears that rescission rights are not being properly observed on both
direct and indirect paper, discuss in detail.

Mr. RosentaAL. Thank you very much for a very forthright, knowl-
edgeable, and illuminating statement.
Mr. Taylor, you may proceed.

STATEMENT OF THOMAS W. TAYLOR, ASSOCIATE DEPUTY COMP-
TROLLER OF THE CURRENCY FOR CONSUMER AFFAIRS; ACCOM-
PANIED BY JOHN SHOCKEY, DEPUTY CHIEF COUNSEL; AND
ROBERTA BOYLAN, ASSISTANT DIRECTOR, LEGAL ADVISORY
SERVICES

Mr. Tayror. Thank you Mr. Chairman.

Lappreciate this opportunity to participate on behalf of the Office of
the Comptroller of the Currency in the committee’s oversight hearings
on Federal enforcement of the Truth in Lending Act.

I am accompanied this morning by John Shockey, Deputy Chief
Counsel; and Roberta Boylan, Assistant Director of Legal Advisory
Services.

Our Office has a strong commitment to consumer protection as it
relates to national banks. As our efforts in this field seem to be mis-
understood by some commentators, T welcome the opportunity to set
the record straight. Thus, T would like to give the committee a brief
background of our performance in enforcing consumer protection laws
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before answering directly the specific questions posed in your letter
of invitation. ]

The former Comptroller, James E. Smith, established a special
division in our Office devoted to consumer affairs before the Mag-
nuson-Moss warranty—Federal Trade Commission Improvement Act
of 1974 mandated that each bank regulatory agency should have such
a division. Our Consumer Affairs Division was designed to coordinate
the various activities the Office was undertaking to assist the consumer
and enforce consumer protection laws, and was fully operative by
September 1974.

From our experience since that time, we have ascertained that our
examination efforts in enforcing consumer protection laws need to be
given a new direction and strengthened. Our regional office in Boston
began special consumer examinations as a test project in November
1974. The results of this project convinced us that there was substan-
tially greater noncompliance with consumer credit protection laws
than we had previously thought; and. accordingly, we implemented
a crash program with the target of examining for consumer protection
purposes all national banks within a 12-month period between 1976
and 1977.

As part of this program, a select group of 250 examiners are taking
2 weeks of intensive training in newly designed procedures for exami-
nation of national bank compliance with consumer protection laws.
The first of these schools started this week.

The special consumer examination covers truth in lending, equal
credit opportunity, fair credit reporting, fair credit billing, fair hous-
ing, home mortgage disclosure, real estate settlement procedures, ad-
vertising, usury, and applicable State laws. We have isolated a number
of the provisions of the laws affecting these areas which we think
merit. more emphasis than others. Therefore, the new examination
procedures will focus on those problems which result in a significantly
adverse impact on consumers.

Examiners will be prepared to review note forms used by the banks
and to take a statistical sampling of their loans to review for conform-
ity with various statutory and regulatory requirements. A bank’s
lending policies also will be examined along with its policies imple-
menting consumer protection laws. Extensive interviews of lending
officers will be conducted to assist us in determining a bank’s ad-
herence to its policy standards.

Where violations are detected during the examination, we will use
the full authority of our Office to see that these violations are cor-
rected. In those instances where bank customers have been aggrieved,
we will use our authority to the fullest to correct the situation. We
recently sent a banking circular, a copy of which is attached, to all
national banks informing them of our expanded consumer examina-
tions, followup procedures, and formal enforcement actions where
necessary.

Our Office is devoting extensive resources to the consumer protec-
tion area in the form of processing consumer complaints and con-
ducting examinations. We have found that both consumers and banks
have derived benefit from the changes bronght about by the new con-
sumer protection laws. Despite the complexity of many of the regu-
lations, increased disclosure and more rigorous, nondiscriminatory
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credit guidelines have served to educate the public and to improve
relations between banks and their customers.

I would now like to turn to your specific inquiries. You requested
information on the special consumer protection examinations we con-
ducted in New England. Since November 1974, we have examined 27
national banks in that region specifically to determine the level of their
compliance with State and Federal consumer protection laws. Among
the laws given particular attention are truth in lending, fair credit
billing, fair credit reporting, equal credit opportunity, usury, and
various applicable State laws. ) _

These special consumer examinations are designed to investigate
compliance with specific consumer protection laws. Each section of
the examination report contains textual material which includes a
summary description of the respective topics, a statement of the ex-
amination objectives, an explanation of the examination procedures,
verification procedures to be used. and an internal control question-
naire. Through the use of target areas and statistical sampling tech-
niques, examiners will be able to confirm the degree of compliance
with consumer protection laws. Our objective is that all 4,700 national
banks will have received a special consumer examination by Novem-
ber 1977.

You have requested the number and nature of truth-in-lending vio-
lations found in the banks which were examined in our New England
pilot project. We have attached a chart as an appendix to this state-
ment which explains the types of violations of sections of regulation
Z in each examined bank. We have previously submitted to the com-
mittee copies of these examination reports. :

These violations have been corrected in two ways. Where the vio-
lation is purely technical and has not resulted in monetary harm to
the customer, the bank has been directed to correct immediately its
procedures and forms. If the customer has suffered a significant loss,
such as with a miscaleulated annual percentage rate, the bank has
been directed to reimburse the customer for the excess amount
charged.

You have also asked our position on the merits of noncompliance
disclosure.

Disclosure of possible violations discovered during examinations
would be both impractical and unfair. Examiners are trained to be
severe with national banks and, not being lawyers, they occasionally
err on interpretation of law. It would thus be misleading to the public
and harassing to the banks to impose a disclosure requirement on what
is an investigatory finding of a violation of law. Such investigatory
findings are not publicized by other Federal agencies prior to institu-
tion of court action.

In the matter of disclosure, we are also concerned that our tradi-
tional and effective methods of examination not be weakened. Our
Office is now able to examine national banks with the cooperation of
bankers who know that information in the examination reports will
remain confidential. We do not believe that Congress intends that our
ability to examine national banks for the purpose of financial sound-
ness and compliance with law be compromised by publicizing infor-
mation obtained through this cooperation. The fomentine of wide-
spread private litigation by such public disclosure would shut off
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our examiners from open communication with bankers by making
bank examination an adversary proceeding—a development which
would render the examination process much more burdensome to the
private sector, much less effective to the regulatory agencies, and in-
jurious to the public welfare. :

To date, this Office has been able to achieve correction of abuses in
virtually all instances without public proceedings. In view of the pecu-
liar sensitivity of depository institutions to loss of public confidence,
we feel that it is important to continue this policy. However, as pre-
viously stated to you, we do not foreclose the possibility of public en-
forcement proceedings in appropriate circumstances.

Finally, your letter requested our position on preemption of Federal
consumer protection laws by such State laws and access by State
examiners to files of national banks.

Congress has given the Federal Reserve Board broad authority to
prescribe regulations in order to carry out the purposes of the Truth
in Lending Act. Pursuant to this authority, the Board has said that
all transactions in which a federally chartered institution is a creditor
constitute a separate class of transactions not subject to exemption
from the Federal Truth in Lending Act unless the Board is satisfied
that appropriate arrangements have been made with relevant Federal
authorities to assure effective enforcement of the requirements of State
laws. We think the Board has exercised discretion and prudence in
declining to include national banks in the exemptions from Federal
consumer protection laws before our Office, which has the primary
supervisory and regulatory responsibility for national banks, is as-
sured that enforcement capabilities of the States are suitable.

As for compliance with State laws, our examiners do insist on such
compliance when State laws are applicable to national banks. In light
of the improved methodology and examiner training in our Office in
the consumer protection area, we do not think there is a need for State
officials to examine national banks for violations of State laws or to
take enforcement action against national banks. In fact, such actions
would be a virtually unprecedented breach of the principles under-
lying the dual banking system and would subject national banks to
more kinds of governmental intrusion.

Thank you for permitting me to explain our activities and views
in this important area. T shall be happy to answer any questions you
might have.

[Attachments to Mr. Taylor’s statement follow :]




Comptroller of the Currency
Administrator of National Banks

Washington, D.C. 20219
July 9, 1976
Banking Circular No.73

To: Presidents of All National Banks

Subject: Compliance with Consumer Laws -- Expanded
Examination Procedures

Within the past few weeks the Comptroller's office has begun to
implement new examination procedures designed to better determine
compliance by national banks with a number of statutes enacted to
protect consumer interests. Key elements of the new examination
effort include:

Completely revised and greatly expanded examination question-
naires which will enable the examiner to probe the policies,
procedures and practices of national banks for the purpose of
assuring full compliance with the reguirements of consumer
protection statutes and regqulations.

Expanded training programs which will require a mastery by
assistant examiners of the new consumer-oriented examination
procedures as a prerequisite to obtaining a commission.

Coordinated follow-up procedures which will require our
Regional Offices to secure early bank correction of deficient
practices.

3 X
Involvement by the Comptroller's Enforcement and Compliance
Division in assisting the Regional Offices in cbtaining
correction of deficiencies by recalcitrant institutions --
through formal procedures under the Financial Institutions
Supervisory Act when necessary.

The new examination procedures initially will concentrate upon

those problem areas in which noncompliance may have a significantly
adverse impact upon consumers. When it is discovered that customers
have been harmed by noncompliance, we are confident that national




banks will act in a manner consistent with the public's faith and
trust in them. It is expected that such actions will include tak-
ing whatever steps are deemed appropriate to remedy conditions
resulting from violations of law, including restitution.

The experience of our examination force suggests that many defi-
cient practices could be avoided simply by banks scrutinizing their
own compliance more carefully. Indeed, inadvertent violations are
frequently caused by a failure of bank officers and counsel to
match an understanding of the law with an awareness of the details
of the bank's procedures and practices. Because even highly tech-
nical violations of a number of these statutes can result in sub-
stantial punitive damages and protracted litigation, bank counsel,
in particular, must be alert to deviations from statutory and
regulatory requirements. A list of the statutes which should be
reviewed by bank counsel is attached to this Circular.

In sum, the Comptroller's Office intends to assure whatever degree
of examiner scrutiny may be necessary to obtain conscientious

bank compliance with the requirements of these statutes. I en-
courage each of you to anticipate this heightened examiner inguiry
by conducting your own thorough in-house reviews of practices and
procedures in this complex, rapidly changing area.

Very truly yours,

74

mes E. Smith
omptroller of the Currency

Attachment
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Mr. RosenTHAL. Thank you very much, Mr. Taylor.
You may proceed, Mr. Early.

STATEMENT OF JOHN EARLY, FEDERAL DEPOSIT INSURANCE
CORPORATION; ACCOMPANIED BY THOMAS O’'NELL, DIRECTOR,
OFFICE OF BANK CUSTOMER AFFAIRS; AND REFORD WEDEL,
GENERAL COUNSEL

Mr. Earry. Good morning, Mr. Chairman. With me this morning
is Mr. Tom O’Nell, Director of our Office of Bank Customer Affairs
at the FDIC; and Mr. Reford Wedel, from our General Counsel’s
Office.

The objectives of the FDIC’s examination and supervisory efforts
have been and are to promote safe and sound banking conditions and
to insure that banking practices are in compliance with all applicable
laws. Determining compliance with truth in lending is an integral
part of this total supervisory function.

FDIC field examiners have been checking banks within our enforce-
ment jnrisdiction for compliance with the Truth in Lending Act and
its implementing regulation Z since July 1, 1969, when the law became
effective. During the first few years of enforcement of that law, dis-
covered violations were reported by means of a separate letter-report
to the bank’s board of directors. Each of our regional offices sent a
letter to the board of directors of a bank and set forth the violations.

On September 9, 1974, field examiners began using a truth-in-lend-
ing compliance report form to identify types of violations and to
describe a bank’s noncompliance with truth in lending. A copy of that
form has been submitted. The form sets out several key questions with
respect to compliance with regulation Z and answers are based npon
the results of a selected sampling, upon statements made by bank’s
management regarding procedures and policies, and upon observations
by the examiner. In the case of negative answers, details are provided
and management’s promised remedial action noted.

Checks for compliance with truth in lending are performed during
the course of regular commercial examinations except in the States
of Georeia, Towa, and Washington, In those States, we are engaged in
an experimental withdrawal program. We are experimenting on with-
drawing from our traditional safety and soundness examination and
relying on State reports. So in those States, we continue to go in and
do the compliance exams separately.

A review for truth-in-lending compliance involves a sampling of
the disclosures made in connection with various types of consumer
credit. transactions, both open end and closed end. the practices used
by the bank in according customers their rights of rescission, the bank’s
advertising for consumer credit, and its practices in issning credit
cards and orally disclosing annual rates. This review for truth-in-
lending compliance has been recently expanded to include the fair
credit billine amendments to regulation Z.

Checking for compliance now involves a judgmental sampling of
the pertinent transactions or records. In determinine the size and
scone of the sample. the examiner considers the composition. volume,
and source of the consumer eredit portfolios held by the individual
bank under examination. If the sample reveals numerous or serious
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violations, the sample size is increased and a more thorough review 1is
conducted. iy

The FDIC has been testing the feasibility of using statistical sam-
pling techniques in determining a bank’s compliance with truth in
lending. We have been running this test in Wisconsin. This program,
which has been thoroughly pilot tested, is being put into use in two
regions immediately, in Minneapolis and New England, in order that
we will be able to determine how it can be improved operationally.
On the basis of current findings, we believe an effective statistical
sampling procedure can be incorporated into the compliance examina-
tion process nationwide.

Based on the findings of the compliance examination, the examiner
meets with bank management to discuss any violations or deficiencies
and seeks changes in the bank’s procedures to avoid future violations
of the type discovered. The completed truth-in-lending or fair eredit
billing compliance report is submitted to the regional office for review
and followup action. In order to obtain compliance with truth in
lending, regional office followup activity can include additional cor-
respondence with the bank, conferences with bank management, or a
reexamination of the bank. If it appears that compliance cannot be
voluntarily obtained, a formal proceeding is instituted under section
8 of the FDI Act, which is our cease and desist section.

The present procedures utilized by the FDIC to obtain compliance
with truth in lending do not include notification to the bank customers
of any deficiencies or violations discovered in their credit transactions
with the bank. This matter is now being reviewed.

Violations of truth in lending are also brought to our attention
through the comnlaint or inanirv process. Aeain. as with violations
discovered through the examination process, the bank is required to
take whatever action is necessary to avoid future infractions. In addi-
tion—and as opposed to our present practice where violations are
discovered during the examination process—the factual and legal
issues involved in the complaint and the availability of any private
civil remedies are pointed out to the consumer. This is in the complaint
process. but is not so in the examination process.

The FDIC is in the process of reviewing its entire consumer pro-
tection role. This review is focusing in particular on the nature of our
enforcement responsibilities under the various recently enacted con-
sumer protection laws, any possible conflicts of interest with tradi-
tional safety and soundness responsibilities that may be involved, and
the types of remedial enforcement actions authorized and contem-
plated by these laws. A study group composed of senior staff members
from the various divisions and offices within the FDIC is conducting
this review. Their policy recommendations to the Board of the FDIC
will deal specifically with the issues of public disclosure through the
media of individual bank noncompliance with truth-in-lending regula-
tions, notification to borrowers that their loan transactions have in-
volved violations of truth in lending and what role, if anv, the Cor-
poration should play in rectifying violations and indemnifying bor-
rowers.

The FDIC has taken a number of positive steps to meet its con-
sumer protection responsibilities. First and foremost, of tourse, is
the substantial time and efforts our examiners spend checking indi-
vidual banks for compliance. Last year, I think we visited and ex-
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amined over 7,000 banks. In the past year and one-half, our examiners
devoted over 48,000 man-hours to examining for truth-in-lending
compliance.

Our examiners have received considerable instruction in consumer
protection requirements and enforcement, and our training area in
this area is being expanded substantially. Our school for senior assist-
ant examiners, which is over in Rosslyn, will provide 85 hours of
training in Federal consumer protection laws, including the prepara-
tion of the FDIC compliance report.

One session will be held in November of this year; and, approxi-
mately nine sessions will be held in 1977. There will probably be about
30 examiners at each session, or almost 300 examiners over the course
of a year.

In April of 1975, we established an Office of Bank Customer A ffairs
to receive and act on consumer complaints and represent the con-
sumer’s interest and viewpoint on matters coming before our board
of directors This is headed hv Mr Thamas O'Nell. Since its establish-
ment, this office has processed over 300 complaints and is in the process
gfl adding additional staff to better enable it to discharge its responsi-

ilities.

Over the past several years, we have staffed many of our 14 regional
offices with reeional enunsels who are ahle to infernret the frecuently
complex provisions of consumer protection laws and advise and assist
our regional office staffs and their respective examiners in discharging
their compliance examination and follownp enforcement responsi-
bilities. Tn addition, our regional counsels have been of assistance to
numerous bank customers on many, many occasions.

With respect to the comparative results of our compliance examina-
tions in Connecticut versus the results obtained bv the State ex-
aminers, we believe the State of Connecticut and the FDIC have
taken a somewhat different approach in enforeing Connecticut’s truth-
in-lending law,

FDIC examiners take a representative sample of the various con-
sumer credit transactions in order to determine compliance with truth
in lending. If violations are discovered, the sample size is increased.
In reporting violations, our examiners do not list all the violations
which they may find in a bank nor do they indicate any monetary ad-
justment as a result of these violations. Tnstead. our examiners list
representative examples of various types of violations discovered.

In order to facilitate followup procedures by the regional offices,
our examiners have been instructed to provide an estimate of the
number of consumer extensions of credit in violation as a percentage
of the total consumer credit held by the bank; or, in lien of this per-
centage, to provide an assessment of the degree of noncompliance by
the bank in the area of truth in lending. Truth-in-lending violations
discovered bv onr evaminers are followed nn by our recional offices to
insure that the banks involved are taking the necessary steps to avoid
future truth-in-lendino violations. This sunervisory annrosch has
been successful in obtaining required corrections in almost all cases.
When these efforts are found to be inadequate, the FDIC can require
correction thronch its section 8 proceedings.

It is our understanding that the Connecticut Bankineg Department
has a separate department of examiners who are trained as specialists
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in compliance matters and who have no responsibilities for examining
for safety and soundness of the institutions they examine.

The FDIC conducted separate compliance examinations in selected
States on an experimental basis in 1974 using the new compliance re-
port form. More violations were disclosed. Later when the new form
was used in all States, in conjunction with our commercial examina-
tions, a similar increase in discovered violations was noted. It was con-
cluded that the improved results were due to the new form and the
special emphasis it gave to this area of our examination responsi-
bilities. The increasing volume and complexity of consumer protec-
tion law may indeed require specialization; and this is under con-
sideration.

In examining for truth-in-lending compliance, it is apparently the
practice of the Connecticut State examiners to list separately all the
violations they find regardless of the number of times a particular
violation is repeated in different loan transactions. We believe this
approach of listing all violations discovered accounts for a significant
Eart of the disparity in reported findings of truth in lending violations

y the FDIC and the State of Connecticut.

It appears too that some of the violations discovered and listed by
the Connecticut examiners represent deficiencies of a very technical
nature, such as a dollar’s difference in the finance charge disclosed
which does not significantly affect the annual percentace rate. While
this represents a very thorough method of examination for truth-in-
lending compliance, we believe our examiners have placed more
emphasis on determining whether a bank is complying with the basic
requirements of the truth in lending regulations.

The State of Connecticut is one of the five States which has received
an exemption by the Federal Reserve Board of Governors from cer-
tain requirements of the Federal Truth in Lending Act because the
requirements of the State Jaw are equal to or exceed the Federal law
and the provisions for enforcement is adequate. In the exempted
States, the States are the primary supervisors of the State truth-in-
lending laws. Nevertheless, because of the imnortance of truth in
lending to consumers, and the interest of the FDIC in banks’ com-
plying with all laws, the corporation has continued to examine for
truth-in-lendine violations and assist these States in this important
function. This has been a cooperative effort on our part without any
intention to compete or usurp the States’ responsibilities.

We believe the results of these hearings will be helpful to us, Mr.
Chairman. We will be pleased to answer anv questions.

[Attachment to Mr. Early’s statement follows:]
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Mr. RosextaaL. Thank you very much, Mr. Early, for a very good
report.

Mr. Taylor, in the chart which you have appended to your state-
ment, you list a total of 337 violations. Could you describe whether
these were technical violations or serious violations?

And if they were serious, how serious were they and how much
money was involved ¢

Mr. Tayror. Mr. Chairman, they cover the gamut, I suppose, from
serious to minor violations.

Mr. RosextaAL. Then these could not be described as technical
violations ¢

Mr. Tayror. They are all technical, in a sense.

Mr. RosextrAL. I would like to differentiate between what is con-
tinually reported as “technical violations” and the more substantive
type of violations.

Mr. Tayror. We would consider the more substantive type of viola-
tion to be one where the finance charges have been incorrectly caleu-
lated—where the APR has subsequently been improperly caleulated
and has resulted in a misstated APR so that the customer did not
have an adequate opportunity to shop fairly for credit.

For example, the APR might be stated at 8.25 percent when the
effective rate or the real rate might have been 875 percent. In those
instances, we did ask for restitution to the customer of the difference.

Mr. RosentaaL. Do you have any notion of how much money was
returned to customers? If you can, give examples.

Mr. Tayror. In some instances, it would amount to perhaps as
much as $1.500 to a customer. T think the most we ever got from
one bank was, in total, around $30.000 or $35.000.

Mr. RosexTrAL. Could you tell us something more about these 337
violations so that we can understand them ?

Do you have specific knowledge of them ?

Mr. Tavror. I have somewhat of an overview of them. Some of
them are merely slightly technical violations. I do not readily recall
what all of the sections that T cite here relate to, but in some instances
it would be failure to give a proper notice of rescission; it might be a
failure to give a waiver of rescission when a bank has put a future ad-
vances clause in a morteage. That, however. T would say would not be
of as much concern to the customer as an improper statement of the
APR.

Mr. RosextHAL. You have listed 27 banks. And they seem to be
fairlv representative. There isn’t any one bank in this group that
stands out more notoriously than any other. It runs from 19 violations
down to 4 violations.

Now after the violations were brought to the attention of the bank
and corrected, did you find in the following time period a similar
number of violations bv that bank, or did you find that the number
of violations was reduced ?

Mr. Tayror. These 27 banks relate to the special examinations we
condneted in New England. Only one of those banks had a followup
examination,

However, a couple of the banks did receive a followup examination
by our regular examination process. We did find a substantial
reduction.
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Mr. RosexTrAL. The point was made yesterday, as T understand it,
by the three State examiners that when you use specially trained ex-
aminers for this kind of inquiry—as compared to the soundness type of
examination—you do pick up more violations. They were more tuned
In or more concerned with or more interested in or more aware of these
kinds of considerations.

Mr. TavLor. Yes, sir, that is why we are going to that process. We
started training this week on specialized consumer protection
examinations.

Mr. RosextmAL. Governor, you may want to answer my next
question.

There is considerable logic in the suggestion that soundness investi-
gations should not be made public because it could result in a loss of
confidence in a bank. However, it was suggested yesterday that in this
area—an area where soundness is not really involved—findings should
be made public.

When there is a question about whether or not there is a mistake
or a violation or a misstated APR, it is not an issue of soundness that
would cause a run on a bank. But it is an issue which is of concern and
of interest to consumers. If they are in fact shopping for loans, they
should know that bank A has had more of a history of violations than
has bank B. Then, maybe they would choose, under those cireum-
stances, to go to bank B.

Why not make public the names of the banks in which these viola-
tions oceur?

Mr. Jackson. As I mentioned in my testimony, that is one of the is-
sues we are studying, Mr. Chairman. We are right now trying to deter-
mine whether or not that would be an appropriate enforcement process.

One of the concerns that I, as a person with some responsibilities in
this area, have is that many of the violations, as you know, that would
be publicized are technical in nature. However, the consequences of
civil damages to the financial institution apply just as much to the
technical violations as to the substantive ones.

Mr. Rosexraar. Then we ought to somehow change that. In other
words, let us assume that we can lay technical violations aside.

Mr. Jackson. I do not think there is any question but that if that
provision of the statute were changed, it would present an entirely
different balance in weighing the merits of disclosure versus
nondisclosure.

Mr. Rosextiar. Have you made representations to the Congress to
deal with this issue?

Mr. Jackson. We certainly have. We recommended to the Banking
Committee of the Senate, with copies of our correspondence to the
House, that this be considered and acted upon. We encouraged them
to do so.

Mr. RosentHAL. Is there any advantage—both from a cost/benefit
theory and from a public policy point of view—in separating the
examinations from the solvency and liquidity examinations as to the
truth-in-lendine compliance examinations?

In other words, is there an advantage in having two separate ex-
aminers and two separate kinds of examinations?

Mr. Jackson. We think so. That is the reason we have inangurated
a program to do just that.
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Let me emphasize, however, that our proposal is not based purely on
truth in lending, but on the realization that there has been an explosion
of consumer credit requirements of all types on all creditors.

Mr. RosextrAL. Has this been good for banking consumers ?

Mr. Jackson. We have not had enough experience under these
statutes to learn that yet. That is one of the questions that will have to
be answered.

Mr. RosentrAL. For the guy who got back $30,000 due to the inter-
cession of the FDIC, it was good, wasn't it ?

Mr. Tayror. That was not for one person, but the total rebates for
a bank.

Mr. RosentHAL. What was the largest amount that any single bor-
rower got back as a result of the examinations which you inelude in
your list ?

Mr. Tavror. I am not sure. I think I said earlier that it was in the
neighborhood of $1,500 to $2.000.

Mr. RosextHAL. Then at least that one person who got back some
$1.500 is pleased with these new procedures.

At any rate, my judgment is that although the States that were
exempted seem to have been more vigorous in enforcement, you are
apparently making an effort to catch up, to train new people, and to
deal with this issue in a responsible way. That seems to be what every-
one here today is saying. And if these regulations are too technical or
too difficult to deal with. Congress has responsibility for handling the
issue. And the Board of Governors has recomended that.

Mr. Earuy. Sir, at the FDIC, we have not as yet gone into speciali-
zation. As I pointed out earlier, we are considering it. It certainly has
some obvious merits. The laws are complex and many. Somebody who
is spending full time on something is likely to be able to do a better
job, I think, than somebodv who is snending part of his time on it.

At the same time, up until now at least, we like to think that our
examiners have been handling the safety and soundness approach and
the consumer protection approach at the same time. We like to think
that they are men and women of all seasons and that they have been
able to adapt to this.

Mr. RosextHAL. It seems to me that from an efficiency point of
view that the person who is doing the safetv and soundness examina-
tion would require considerably more training and skill than one
doing a truth-in-lending examination. And you may be wasting good
talent by having a safety and soundness person do the consumer pro-
tection work.

Mr. Earcy. I very much acree. T have thought at times, in fact, that
perhaps young people could do good work in consumer protection if
they had good training and supervision by a senior person.

Mr. RosenrtHAL. That is the way it appears to me.

Do you have auestions, Mr. Brown ?

Mr, Brow~. Thank vou, Mr. Chairman.

I think we might do well to oo back to the basic statute which we
are talking about. As I understand it, one of the leading eases is the
case of Ratner v. Chemical Bank of New ¥ork. There. the court
pointed out that its jurisdiction was based upon section 130 of the
act, which provides:




103

(a) Failure to disclose.

Except as otherwise provided in this section, any creditor who fails in con-
nection with any consumer credit transaction to disclose to any person any infor-
mation required under this part to be disclosed to that person is liab'e to that
person in an amount equal to the sum of (1) twice the amount of the finance
charge in connection with the transaction, except that the liability under this
paragraph shall not be less than $£100 nor greater than $1,000; and (2) in the
case of any successful action to enforce the foregoing liability, the costs of the
action together with a reasonable attorney’s fee as determined by the court.

Then there is a disclaimer provision which says:

Unintentional violations, bona fide errors. A creditor may not be held liable
in any action brought under this seetion for a violation of this part if the cred-
itor shows by a preponderance of evidence that the violation was not intentional
and resulted from a bona fide error notwithstanding the maintenance of pro-
cedures reasonably adapted to avoid any such error.

In this case, the court then went on to find that since the bank pro-
vided the forms, any omission in the forms, in effect, was an intentional
act.

And the court said :

There is no requirement that the plaintiff prove he himself was deceived.

There is no requirement that he should have been led by the deception to pay
the “finance charge in connection with the transaction.”

It goes on to say:

It is undisputed that defendant ecarefully, deliberately—intentionally—omitted
the disclosure in guestion. That defendant, in this court’s view, mistook the law
does not make its action any less intentional.

Later, it says:

A defendant invoking this excuse is reguired not merely to show the clerical
error was unintentional, but also that due care has been taken to set up proce-
dures to avoid it.

I suppose this is why we get into this technical violations problem.
According to this case, anything that is omitted from the form, in
effect, constitutes an intentional act because the law contemplates that
you will set up procedures that will obviate the possibility of an omis-
sion. It seems to me that that is where we run into a lot of problems.

That, T suppose, is what you were talking about, Governor Jackson,
when you were saying that we ought to simplify the law.

Certainly, this chart which has been provided by the Comptroller’s
Office does some good. But T would have hoped that you could have
come in here today with a better narrative discussion of the violations
rather than this chart. We do not know what these different sections
of the regulations refer to.

I notice that the preponderance of violations are in the area which is
described on the chart as 226(8), @ through «. Could you deseribe to
me what those are?

Mr. Tayror. Congressman, that basically involves disclosures on
closed end credit.

Mr. Browy. If I may digress for a second, I think that we have hit
upon a problem that T have seen for some time. That problem is the
decision to have regulators of our financial institutions to get into a
lot of this kind of regulatory activity.
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What is the charge to the Comptroller’s Office with respect to the
examination of banks? Is it not basically to maintain safe and sound
banking practices?

Mr. Tayror. Our contention would be that it goes beyond that. We
are protecting the depositors. In doing that, we have to look at the
safety and soundness of the bank. We are concerned with liquidity,
capital, the quality of the loan portfolio, the quality of investments,
and so forth.

Mr. Brow~. Where, in your enabling statute, does it impose upon
you the responsibility and duty to enforce the Truth in Lending Act?

Mr. Tayror. That is in the act itself, sir.

Mr. Brown. T know it is. But where in your basic enabling act that
sets up the Comptroller’s Office is that?

Mr. Tavror. That was established in 1863 und 1864 in the National
Banking Act and the National Currency Act.

Mr. Browxn. Do the words “consumer protection’
enabling legislation?

Mr. Tayror. Not that T am aware of.

Mr. Browx. Does it appear in the FDIC’s?

Mr. Earvry. No, sir.

Mr. Browx. Does it appear in the Federal Reserve’s?

Mr. Jackson. I do not believe it is in the Federal Reserve Act.

Mr. Broww. You have discussed a problem with disclosing viola-
tions of truth in lending which arises because disclosure would put
the examiner in the position of an adversary. In vour function of ex-
amining banks for safe and sound banking practices, vou rely upon a
kind of gentlemanly openness between the bank and the regulator
with respeet to your examinations. But when vou get into this area, you
are changing from openness into a position that is basically adversary.

Is that not correct?

Mr. Tayror. That is no more so than it is in a discussion of an 84
violation, I do not believe.

Mr. Browx~. But your basic posture in bank examinations involves
the protection of the depositors and the soundness of the bank.

Mr. Tavror. I think in some instances that consumer protection
laws can affect the safetv and soundness of banks,

Mr. Brow~. If vou separated the whole area of consumer protec-
tion—truth in lending, eaual eredit opportunity, fair credit reporting,
fair credit billing, et cetera—from the bank soundness examination,
you would not have to lnok at the bank examination reports for the
thines for which vour Office is responsible, would you?

Mzr. Tavror. No, sir. We are not planning to do that except as an
adjunct.

Mr. Browx. But. a person enforeing all of these consumer measures
would only have to look at the verv outside end of a bank’s activities—
only the relationship of the bank to its depositors and to its borrowers.
Thev wou'ld not have to #o in to see what the bank’s liquidity position
is or anvthing else, would thev?

Mr. Tavror. Yes, that is correct.

Mr. Brow~. We know that Pennev’s and Sears and other credit
card businesses’ traneactions are not subject to your activities, but
basically under the FTC.

5

appear in your
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What percentage of the transactions that are subject to the Truth
in Lending Act come under your jurisdiction ?

Mr. Tayror. Do you mean collectively under the jurisdietion of the
three agencies here?

Mr. Brown. Yes.

Mr. Tayror. One-third.

Mr. Jacksox. I don’t know the answer to that question. It may be

extraordinarily difficult to answer simply because the Truth in Lend-
ing Act applies to every individual or to every entity who regularly
extends credit.

Mr. Browx. Governor Jackson, that is exactly my point. But ac-
cording to my best estimate, those of you here todm probably repre-
sent, wsponsﬂ)lhtv for one-fourth of the transactions.

Mr. Jackson. I have heard reports, but I don’t know whether they
are factual or not—they may be erroneous—but I have heard reports
that the Federal Trade Commission has 1 million creditors under its
supervision.

I believe Mr. Dugger may be more familiar with those facts than I.

Mr. Browx~. And you have how many?

Mr. Jackson. The total banking system has approximately 14,000
banks. The Board has responsibility only for approximately 1,050
State member banks.

Mr. Browx. I remember that the title of this subcommittee is the
Commerce, Consumer, and Monetary Affairs Subcommittee. And I
assume that we are looking at this issue from the standpoint of the
consumer. We should be.

But to the best of my knowledge, the only people scheduled to be
heard before this committee at this point to determine the enforce-
ment of truth in lending are you three gentlemen. That is the extent
of it insofar as r‘ef-’uhtor‘i are concerned. So we are looking at the
regulators of 14.000 out of over 1 million. That is rather a stnnae
phmomonon

Mr. Early, in your statement for the FDIC, you have indicated that
in the last year and a half 48,000 man-hours have been spent on truth-
in-lending examinations.

What would you say that your annual cost has been for these exami-
nations and for all of the administrative hierarchy that goes into the
preparation of regulations, as well as examination ?

Mr. Earcy. I would have to approach it this wav. Tt would be less
than 10 nercent of our examination/supervisory budget.

Mr. Brow~. And what is vour examination/supervisory budget ?

Mr. Earny. Tt is close to $40 million. T believe.

Mr. Browx. So then it may be $4 million.

Mr. Earvy. T think that is about right.

Mr. Brow~. Do you know what the FDIC testified would be the
estimate of the cost of enforcement of truth in lending when the bill
was passed ?

Mr. EArLy. \'n I do not, sir.

Mr. Brow~. I don’t either. But T know that it would not begin to
come to $4 million a year.

Mr. Earry. That is only an estimate. If T find that T am in error, I
will advise the committee.
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Mr. Brown. Also, I think it might be nice if you would go back and
see what the testimony was from the FDIC, the Comptroller’s Office,
and the Federal Reserve on the cost of enforcement of truth in lending
when it was passed.

I say that because for 2 years after the truth-in-lending bill was
passed, I contacted a whole cross section of consumers. I think T prob-
ably contacted 50 or better. Do you know that I found only one person
who had changed a credit transaction because of truth in lending?

And the whole theory of truth in lending was to encourage compar-
ative shopping by consumers.

Your testimony this morning has been that the real problem is a
failure to distinguish technical violations, or those not resulting in
actual harm, from violations which could result in injury to a con-
sumer. And the fact that we do not have those different violations
broken down is the problem. I think that is what we really need to
have in order to see how well the enforcement law has been going.

It seems to me that we should be concerned with the actual harm to
the consumer rather than with violations which result in liability to
the creditor.

[Governor Jackson subsequently submitted the following informa-
tion for the record :]

Representatives of the Federal Reserve System have not testified before Con-
gress concerning the cost of enforcement by its State member banks or other
financial institutions under Truth in Lending from 1967 through 1969.

Mr. RoseNTHAL. Mr. Brown, would you suspend for just a minute?

Mr. Browx. Yes.

Mr. RosexTHAL. Gentlemen, we have a recorded vote over on the
floor and we are going to have to adjourn now. Would you respond to
Mr. Brown’s question in writing ?

Mr. Tayror. I could respond very quickly: we have supplied that.

Mr. RosentHAL. If you can’t do it in about 30 seconds, we are going
to miss the vote and our constituents will want to know why. And it
will take us 3 davs to write that letter.

Mr. Tayror. We have supplied vou with the examination renort.,

Mr. RosentrAL. Try to do it in writing, and try to amplifv some of
the other questions he had concerning the 337 violations. I think that
would be very useful to us.

I want to thank each of you. We apologize for having to run.

The subcommittee stands adjourned.

[Whereupon, at 11:12 a.m.. the subcommittee adjourned, to recon-
vene subject to the call of the Chair.]
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APPENDIX 1.—CONNECTICUT

SmamE oF CoNyEcmerT

BANKING DEPARTYENIT

October 6, 1976

Mr. Robert Bloom

Acting Comptroller of the Currency
15th Street and Pennsylvania Avenue
Washington, D. C. 20220

Dear Mr. Bloom:

Please be advised that this department has proposed to the Board of
Governors of the Federal Reserve System that the truth in lending exemption
of the State of Connecticut be expanded to include jurisdiction over national
banks, federal savings and loan associations, and federal credit unions.

It is our desire to conduct an inspection of each such federal-chartered
institution on a regular annual basis to determine the extent of compliance
with the truth in lending and other Connecticut consumer credit statutes.
Copies of the reports of these inspections would be provided to your office
as they are completed. As is the case currently with state-chartered creditors,
each institution would be required to provide a detailed response to any
violation noted and to provide corrected disclosure statements, rights of
rescission, and rebates for understated annual percentage rates where appropriate.

Institutions that repeatedly or significantly violate the consumer credit
laws would be subject to public disclosure of such violations. However, identity
of borrowers would remain confidential.

The Banking Department presently has a separate staff of ten trained
professionals and anticipates adding two more professionals to examine federal-
chartered institutions. Their sole function is consumer credit compliance
examjnations. For your information there is enclosed a copy of our most
recent truth in lending report to the Board of Governors of the Federal Reserve
System.

We are requesting this authority because we believe consumer credit enforce-
ment is a local matter. Connecticut consumers do not distinguish between a
state and federal-chartered institution. Because we are located closer to the
Connecticut consumer, we believe we can provide quicker response and more
personal attention. In addition, federal-chartered institutions would be
afforded the protection of Banking Department formal rulings that approved such
items as Connecticut Student Loan disclosure forms. Lastly, we do not believe
applicability and enforcement of the Connecticut consumer credit laws by the
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Mr. Robert Bloom

Acting Comptroller of the Currency

15th Street and Pennsylvania Avenue

Washington, D. C. 20220 October 6, 1976

Connecticut Banking Department would interfere with the purposes or function
of the National Bank Act, the Home Owners' Loan Act of 1933 or the Federal
Credit Union Act but rather would supplement efforts at a federal level to
provide consumer credit protection. Enforcement by the Connecticut Banking
Department would also save the federal agencies the additional expense of
staff in this area. After eight years of active enforcement of truth in
lending laws as well as several decades of consumer credit compliance enforce-
ment by means of regulation of small loan companies, the Connecticut Banking
Department possesses the resources and interest to conduct consumer credit
enforcement with respect to all institutions, both state and federal-chartered
operating within the state.

In conjunction with the processing of our application for additional
exemption, the Federal Reserve Board has requested that we solicit your comments
with respect to this proposal and determine what suggestions you may have to
enhance the effectiveness of such a program.

Inasmuch as we would like to initiate this program as soon as possible,
we would appreciate your attention to this matter as rapidly as time permits.

Very truly yours,

}:::3. ERE LR 2 L _-;/3

Lawrence Connell, Jr.
Bank Commissioner




STATE OF GONNBOTIGTT RECEIVED
BANKING DEPARTMENT 071 1976

BTATE OFFICE BUILEING HARTFORD 08118 £ GON (N

October 6, 1976

Mr. Garth Marston

Acting Chairman

Federal Home Loan Bank Board
320 First Street

Washington, D. C. 20552

Dear Mr. Marston:

Please be advised that this department has proposed to the
Board of Governors of the Federal Reserve System that the truth in
lending exemption of the State of Conmmecticut be expanded to
include jurisdiction over national banks, federal savings and loan
@ssociations, and federal credit unions.

It is our desire to conduct an inspection of each such
federal -chartered institution on a regular annual basis to determine
the extent of compliance with the truth in lending and other Con-
necticut consumer credit statutes. Copies of the reports of these
inspections would be provided to your office as they are completed.
As is the case currently with state-chartered creditors, each insti-
tution would be required to provide a detailed response to any
violation noted and to provide corrected disclosure statements,
rights of rescission, and rebates for understated annual percentage
rates where appropriate,

Institutions that repeatedly or significantly violate the con-
sumer credit laws would be subject to public disclosure of such "
violations. However, identity of borrowers would remain confidential.

The Banking Department presently has a separate staff of ten
trained professionals and anticipates adding two more professionals
to examine federal-chartered institutions. Their sole function is
consumer credit compliance examinations. For your information there
is enclosed a copy of our most recent truth in lending report to the
Board of Governors of the Federal Reserve System.

We are requesting this authority because we believe consumer
credit enforcement is a local matter. Connecticut consumers do not
distinguish between a state and federal-chartered institution.
Because we are located closer to the Connecticut consumer, we

T9-848 O -7 -8




Mr. Garth Marston
page 2
October 6, 1976

believe we can provide quicker response and more personal attention.
In addition, federal-chartered institutions would be afforded the
protection of Banking Department formal rulings that approved such
items as Connecticut Student Loan disclosure forms. Lastly, we

do not believe applicability and enforcement of the Connecticut
consumer credit laws by the Connecticut Banking Department would
interfere with the purposes or function of the National Bank' Act,
the Home Owners' Loan Act of 1933 or the Federal Credit Union Act,
but rather would supplement efforts at a federal level to provide
consumer credit protection. Enforcement by the Connecticut Banking
Department would also save the federal agencies the additional
expense of staff in this area. After eight years of active enforce-
ment of truth in lending laws as well as several decades of consumer
credit compliance enforcement by means of regulation of small loan
companies, the Connecticut Banking Department possesses the
resources and interest to conduct consumer credit enforcement with
respect to all institutions, both state and federal-chartered
operating within the state.

In conjunction with the processing of our application for
additional exemption, the Federal Reserve Board has requested that
we solicit your comments with respect to this proposal and determine
what suggestions you may have to enhance the effectiveness of such
a program.

Inasmuch as we would like to initiate this Program as soon as
possible, we would appreciate your attention to this matter as
rapidly as time permits.

Sincerely,
o

S PR e nm

Lawrence Connell, Jr.
Bank Commissioner




SmamE oF GoNyNECTICTT

BANKING DEPARTYIENT

October 6, 1976

Mr. 6. Austin Montgomery, Administrator
National Credit Union Administration
Office of the Administrator

Washington, D. C. 20456

Dear Mr. Montgomery:

Please be advised that this department has proposed to the Board of
Governors of the Federal Reserve System that the truth in lending exemption
of the State of Connecticut be expanded to include jurisdiction over national
banks, federal savings and loan associations, and federal credit unions.

It is our desire to conduct an inspection of each such federal-chartered
institution on a regular annual basis to determine the extent of compliance
with the truth in lending and other Connecticut consumer credit statutes.
Copies of the reports of these inspections would be provided to your office
as they are completed. As is the case currently with state-chartered creditors,
each institution would be required to provide a detailed response to any
violation noted and to provide corrected disclosure statements, rights of
rescission, and rebates for understated annual percentage rates where appropriate.

Institutions that repeatedly or significantly violate the consumer credit
laws would be subject to public disclosure of such violations. However, identity
of borrowers would remain confidential.

The Banking Department presently has a separate staff of ten trained
professionals and anticipates adding two more professionals to examine federal-
chartered institutions. Their sole function is consumer credit compliance
examinations. For your information there is enclosed a copy of our most
recent truth in lending report to the Board of Governors of the Federal Reserve
System.

We are requesting this authority because we believe consumer credit enforce-

ment is a local matter. Connecticut consumers do not distinguish between a

state and federal-chartered institution. Because we are located closer to the
Connecticut consumer, we believe we can provide quicker response and more
personal attention. In addition, federal-chartered institutions would be
afforded the protection of Banking Department formal rulings that approved such
jtems as Connecticut Student Loan disclosure forms. Lastly, we do not believe
applicability and enforcement of the Connecticut consumer credit laws by the
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Mr. G. Austin Montgomery, Administrator

National Credit Union Administration

Office of the Administrator

Washington, D. C. 20456 October 6, 1976

Connecticut Banking Department would interfere with the purposes or function
of the National Bank Act, the Home Owners' Loan Act of 1933 or the Federal
Credit Union Act but rather would supplement efforts at a federal level to
provide consumer credit protection. Enforcement by the Connecticut Banking
Department would also save the federal agencies the additional expense of
staff in this area. After eight years of active enforcement of truth in
lending laws as well as several decades of consumer credit compliance enforce-
ment by means of regulation of small loan companies, the Connecticut Banking
Department possesses the resources and interest to conduct consumer credit
enforcement with respect to all institutions, both state and federal-chartered
operating within the state.

In conjunction with the processing of our application for additional
exemption, the Federal Reserve Board has requested that we solicit your comments
with respect to this proposal and determine what suggestions you may have to
enhance the effectiveness of such a program.

Inasmuch as we would like to initiate this program as soon as possible,
we would appreciate your attention to this matter as rapidly as time permits.

Very .truly yours,

SR A T P S SR o
il /

~ Lawrence Connell, Jr.
Bank Commissioner
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TO THE

CONNESTICUT

TruTH IN LENDING COMPLIANCE REPORT

COMMERCE, CONSUME%AND MONETARY AFFAIRS SUBCOMMITTEE
EPTEMBER 15, 1976

0554 s@mienfpy jo unomy
¢¢ :paafy suopadedxy Jo oy

+pdsoTIsTP 10U Teijo afivyy aduruld puv @3aTdwodu}

anoaday o re
'€

da1g
ady ‘2

predaad
JO PINSOTISTp 1993I03ul 1 9LET '9T 924

ge6] ‘sz Isnimy
JuaEmod of

‘1 §i61 'g munp

9461 ‘8 4R

pausmmod 10 suojadadxa of I

§

T ELT
paIndes PEfl WO PajIFAUIPT Jou IsIIJul LaFaL “y
*EUTCT PRANIASU) 'PRINIAG BATL UO BV 31100 o %

*2aNSOTISTp S2[vs 1j}paid ladoadm] g

*poyaed jusadiwd 38177 awinEaaay
JO 3I[NS21 ¥ 60 PISOTIS|PISAC puv PaSOTISFPIIPUN WAV ‘1 9LET *61 ‘veEr

BIujpujd UOjIvLjmexy U

UF Qaniy Inojas

23ug
ToFITUT
NI

; M 1d'
s3uem=0D 10 SuUcTIdacxa oy

#§ 9ouEjlowoy JL0d UOJIBUFEPRg JO 930Q
pue

queg jo ammy




61695 tauamienfpy jo 3unowmy
6IT :p?372 suolidanxa Jo *oN

*safeSja0m wo pasordsyp aynpeyss Jusmledaa oy ‘9

g

*poyaad
WInSei11y jo 3I[NEs1 ¥ se PASOTIST]

SL6T "6 "oug SU0T3da0XD 10 E3uIEmOD Oy

YL'ELS
£Z pa132 suojadeadxa jo toy

*paasjjo Arandoad jou wopssa

“SUPOT PAINIIS BO PAIFFFIuapy JoU

poraad jusaded 3813y 1w JEL: wl6T "LZ 3agmadaq

IVIITRISU] UD PIBOTISTPIaasc p 4 ‘g yrawy SuoFldadxs 10 S3UIEmOD O

uamienlpy jo

suojidasxa

*pojaad Jusudied 9L61°S T3ady
IINESI ¥ BV PIEOTISIpIaA0 p SO[08 9L6T ‘v Aey JuIEmOd o) I v
SIUJpU4 UDFITUjE (753 1 a3eg
uopIrUTTENg
IndFIaUUOY

3loday aduvpld=c) DI04 uoTIvuy




(poarzyaes) g0§'14 r3usmasnfpy jo Junomy
%8 :poat? suoridedxs jo ‘ON

fguvol
_.nuu__—un 303 9173 U0 ANSOTISIP Suppua U Yanal oy "I *gaanmoTo8Tp Tnjfujuwez ‘Eno
~nojdeuos ‘awers Surapnbaa
«paaoul; usaq Bujaey sa81vy> predazd 9°9zZ 2 "8y 3O UOTANIOTA
3o IInsv3 v 8¢ safvfjiow uo pasolasTpaapun HJIV 1 9L61 "9 Aey uj °q 01 punoj Nueg

SYI1ES JusuIsnipy 3o
. u :pRa? suojidedxa Jo oy

sBawyy aduwnli predaid S¥ pasoll

115

*r raqmaadasg
Tsast g taex seordens 0 mwmod o (Y

LR 33000y *QUPFTC=0) DI04
wopITuTwExy pue
INIFIFAUWOY yueg jo om

appaoad

£3jandes jo uojILIE]

sacada]

30 @3vq




(prawagasa) g¢4 :auamisnf{py jo Junomy
0Z :pP332 suoradeoxe jo ‘oy

*E2INSOTISTP Y4534 @3e(dmodu]

‘aTqepniaxa ow
PRROTINTP - #2833 JITK 30 PANSOTISTP I29a200U]

*guvo] puvmEag vo TP 3da1z03u] suof1dacxe 10 s30eTmOd Oy

{FearujIsa) & :Juam3Isn|py JO aunouy

911 :p2372 suojidadxa jo ‘oy
*§2INS0TISFp paaynbax awos jo UOTSSTEQ
fEupey p uo 4y I2B1300UY
pasepun [EIaang

*HAY PRIOTISEPIAAD

*pojaed jusufed Isay] souwydEod SL61 ‘61 LR,

avIn¥a13} Jo ITNEA1 ¥ S0 IV paso[asfpaapup 9461 ‘1 yrawy U} 8q 03 Wyuwq punoyg I

(P2I¥=7352) D065 Taudug PV 30 3unoay
S61 :pa3}> suojadadxa jo *

*SupoT Yooqssed U0 pasOTISTpIApUN HIV

IPATILE PINOYS *SUOTITES
uo afawyy scusuysg 3

*pojaad Jusmfed
3say; aenfaaaj jo 21 ¥ ST suPO] Jjuam
=TEISU] U0 PISOTISTPIAD pUE pasO[ISFPIBPUN Hay
.}

*gouransu} ofedizom ajeajad yita saled 9r67 ‘s KLawmoep

enysmad feura; CTI6Y 33933001 °T 9L61 ‘91 WA TS T

U} y3Inial Inoj3osauucy Bavg 330dey souwyidmEo) Diad UoFITUTEENG JO BaE
uopITUTEEXT pue
Ino}Ideuu0Y Aueg jo sawy




{suwol £§) SO°BYE'1S 13usm3snfpy jo Junomy
g1 :pP33> suojadeoxa jo *oy

*BUReT JUIUTEIIS
=UOFIINIISVOY JO JINSOTISTR I0221300UT

£

"SUPO] UISTEISU] UO PASOTISTpIRpUN YIY

*afaeyy @ouwulj uj pepnisug SLET "% waavy
J0u SuUwOT Juam[PISUl uO 1saaIul predaig ‘1 GLET LT Ylawy Juawmod oy I
013 TausmIEn| J0 Junomy

i 11 1p2372 suojadadxa jo ‘c

*pasodo ST 28awy) BDUNUTY WAWTUTE Y3 33 ayn
- PRITISIAPUN 2R GAJON PAInIBSup-WIL UO ¥IY T
—_
3 *SIUIE[EISUT UO A139e1103 ¥y oy gL61 ‘61

3
seawsesspn R L SL61 ‘0E ‘3% Sepandaos dousp e ou (N

€0°ELLS  ‘rausmasnjpy jJo aunogy
§f tp2372 suojadadxa jo ‘of

W4V Y3 s2Ivisl

*gafe¥jaom TRiIaADS U0 WJV PIBOTINIpPAGPU. ‘E

*sadedzaom
Triaass wo pai1lfmo adawy) souwuli pyedaag g

*pofaad jusuded 3g2)3 aepndaaar jo I(nEaa
¥ E¥ pISCTISTRABAD puw pPasolISjpiapun ¥4y

/61 "62 "uwl suojidedxa io sjuam=od Of

WOUFpU] UDjIvUjEEXy SUppus] U} Yanil Ino}3I00U0) CFLT 330dey @ourfldmoy pIgd UojIvUTaExz jo eaivg
- UOTIRUTEEXG puE L

ELE) S EL ] . yueg jo euwey




"paiajjo Araedoad

rpojaad
IWISTRISUF LD

BPUTpUFS UOJIUUTUENY JUFpUS] UF Yanal Inafaoeuuo)

UoFITUTEYXE
INIFITAULOY

Aueg jo oIm




" suwRoT

3o smey




30 11NB21 ¥ £® PISOTISIpianc puw

~spojasd Jupuml

120

siel *ve
uo ‘T 9LET “LT YRavy
SHUfpUl4 UOTIVUjUEX3 OGUjpUe] Uf YINil InJfioeduoy aavQ Jioday 2duvjld=o) DIQ4 UOFIRUTEEXF JO AW
UOTITUTRENT . puw
ANTFITIULOY Aqueg Jo Imwy




*suRo] JudEWISUT uo pojled usuwdied 3
01 Onp PASOIINTPIGAC PUr PIsOTISTP n ¥ay - “8ny AUITDOD

uopITUTEEXg
InaFIseuuoy g Fo




‘suvol puesap

SHUTpUjJ UOFIVUFEEXZ SUjpPUP] U Yanil Inajiosuuoy

BOTITUTIEX]
Ino1%0uu0]




s3uemysnfpy jo Junomy

29qmn

Sviizom
piedazy ‘g

IT Yinay Inajioauuoy CFIT
uopIvuTmEXy
ELE) = LT




124

Uy §anal anagaoauuog

UOTITLTWERF
INTFITPULOY




3io0day souw

uogITu
anag queg 3o ISR




126

uy

qinag

uogIvTUTEEXE
INDFAISUULS

ueg 3o

N




qanal angjac

g 3




cIETS
SL61°Eg 3dag

puw
Aueg jo




129




“pRan3yo L12

103 pesol

“5p

Juentey

puw sucol Ied uo

‘SUROT JUPTPISUF U0 pesolospp L1302z

SBUjpUFd UOJIPUERKG SUFpUd] UT QIniy Jnojadeunoy CFLT 1ioday sourplduo] JIqd
uoFITnTmexy £
INTFIFPUNDY Wuwg Jo BmEy




¥ 3O Junouy

3 7o aequny
*COTESTIE

*pesoduy sea IBawy) 29
£11erredsatsuro] ampl

*SUROT WRETEIBUY
aeynfeaay o3

/

pepjacad 30u

§dujpujj UOjIVUDEXG

INDFIFPULOY




UOTITUTErXT
InaFIFPULE]










I28V1T




136

PERIOD HCI}“ NO

1. Creditors Subject to State Jurisdiction

Banking Organizations

State Banks and Trust Companies (1)

Private Bankers

Savings Banks (2)

Building or Savings and Loan Associations (3)

State Chartered Credit Unions

State Licensed Creditors

Small Loan Licensees

Sales Finance Licensees

Sales Financa Licensees (l_m.ed)
Total State Chartered and Licensed Creditors

Unlicensed Lenders (Estimated)

Retail Businesses (Estimated)

Automobile Dealers
Other Retailers (50% of approximately 11,000)

. Total Creditors subject to State Jurisdiction

2. Examinations Conaucted

State Chartered Banking COrganizat
State Chartered Credit Unions
Small Loan Licensees

Sales Finance Licensees

Sales Finance Licensees (Limited)
Retail Businesses

Unlicensed Lenders

Auto Dealers

Total Examinations
(1) 304 branches

(2) 248 branches
{3) 2L branches
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3. Enforcement Procedures Relied Upon With Regard to Creditors Not Examined

It is believed that the number of creditors who have not been examined or who may
not be examined is modest, since an extended effort is made to reach all potential
creditors. t is recognized, however, that there are still some creditors who may
not be examined and the department continues to r upon five basic procedures to
bring us into contact with them. The procedures are:

a) Investigation of consumer complaints;

b) Educaticnal programs presented to trade and business associations
and personnel of individual companies;

¢) Consultations with business executives and attorneys;

d) Raview of contracts originated by retailers while making examinations
at banks and sales finance companies;

e) Information received from business competitors about industry members
not satisfying Truth in Lending requirements.

4. Munber and Nature of Violations Discovered During the Year and Their Dispositicn

Incorrect Terminology or Disclosure Format 69

Incomplete or Inaccurate Disclosures on Otherwise
Proper Disclosure Statements 16

Failure to Properly Grant Right of Rescission 50

Total Violations Noted 265

These statistics do not reflect the individual mumber of cases in which a creditor
was deficient in a particular category, tut consider as one viclation all vioclatlons
of a certain type by a creditor.

Shortly after taking office on March 1, 1975, Bank Commissioner Lawrence Conmell, Jr.
ingtituted a system of dealing with disclosure viclations which inwlves the
recommendation to creditors that they provide customers with corrected disclosures,
potices of right of rescission or monetary adjustments as applicable, in addition %o
correcting their procedures. (Creditors' acceptance of the recommended procedures
and their willingness to voluntarily adjust disclosure procedures or forms has
resulted in satisfactory resolution of wviclations without the peed for formal action.

Creditor experience under the civil liability section of the act continues to serve
as an effective enforcement tool, leaving creditors readily agreeable to voluniary
remedial action.
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The increased number of vioclations during this reporting pericd has resulted
from a deepening of the examination procedure as examiners become more experienced.

Creditor-and-Consumer-(Oriented Educational Activities

The Govermor's State Information Bureau, which was established to provide the
residents of this state with a source of information regarding state government,
statutory requirements, and a place to direct their complaints, is currently being
revised to act primarily as a clearing house for incuiries. When the transition
is complete, all incoming calls regarding consumer credit will be directed to the
Banking Department for handling. The Uonsumer Credit Division of the Banking
Department continues to receive between fifty and seventy-five calls a week on

a direct basis from consumers and creditors. These are utilized to further the
department's educational efforts.

The demand for formal consumer and creditor educational programs continues to be
modest, although the availability of such programs contimues to be emphasized
whenever possible.

Listed below are the programs in which department personnel participated:

College Lecture Series

Television Question and Answer Program
Presentation to Consumer Education Teachers
Presentation to Consumers' Council
Presentation to Consumer Pratection Interns
Workshop for Senior Citizens

Presentation to Service Club

gl SR Te

Consumer Education Presentations

Creditor Associations

hn

Total 15

In addition, both Commissioner Conmell and Deputy Commissioner Kay V. Bergin
have presented numercus speeches to creditor groups which, while not considered
educational programs in the strictest sense, have delineated this department's
role in the regulation of consumer credit matters.

The Connecticut Coordinating Council for Consumer Affairs, of which this department
is a momber, has established a credit counseling servics which bas recently commenced
oparation. Its activities should prove to be an excellent source to further consumer
and creditor education.

Through the office of Deputy Commissioner Bergin, a booklet is being prepared which
is designed to emphasize the rights of women in consumer credit transactions.
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Mumber of Professional Personnal Engaged in Truth in Lending Activity

Full Time - Consumer Credit Division 3

Part Time - Consumer Credit Divisicn ]
Credit Union DMvisien By n

Total N

Although there has been a reassignment of a full-time Truth in Lending examiner
to duties invclving part-time Truth in Lending work and the loss of a full-time
staff member, neither the number nor the effectiveness of examinations is expected
to smuffer.

Anmual Budget for Administering and Enforcing Truth in Lending

July 1, 1975 - June 30, 1976 $159,089

State Adoption of Recent Amendments and Interpretations to Regulation 2

Connecticut Public Act No. 75-L35, which amends the Connecticut Truth in Lending

Act in accordance with the Board's recommendations, became effective June 25, 1975.
Copies of this act were sent to the Board of Governors of the Federal Reserve System
on June 26, 1975. The Board's staff has recently advised this department that the
act's provisions are sufficient to enable us to continue in our exempt status. The
amendments to the Connecticut regulations necessary to btring them into conformity
with Regulation Z as amended are being drafted so that the regulation-making process
may begin as soon as possible.

The promlgation of the exemption procedure and requirements under Fair Credit
Billing is being awaited with the expectation that Connecticut will apply for an
exemption to complement our existing exemption under Truth in Lending.

Section 3%6-195-11 of the Connecticut Truth in Lending Regulations provides that
a1l Federal Reserve Board official rulings and interpretations of Regulation Z
constitute official interpretations of the Connecticut regulations as well.
Consequently, no individual adoption of interpretations is necessary.

Agsessment of the Extent to Which Compliance is Being Achieved Under State Law

The examinations conauctéd by this department continue to evidence a high degree

of basic compliance on the part of creditors. The primary source of problems

among creditors remains the irregular transactions in which some of the more

complex concepts must be applied. To the extent that the availa ty of

information concerning credit transactions is a criteria, one wo have to

agsegs the Truth in Landing movement as successful in Connecticut, although the

public's use of the information required under the law is certainly less than acceptable.




10. Recommendationa

It is our belief that consumer credit protection matters are best handled on a
local level. Accordingly, it is our intention to move toward obtaining an
exemption under the Fair Credit Billing Act when the exemption criteria are
published.

We would recommend to the board that it consider deleg

over all consumer credit matters to local enforcement autho 1
interest is Equal Credit Opportunity and Fair Credit Practices Regulation. It is
believed that local contral of such matters will result in enforcement more responsive
to the needs of individual consumers than would be possible under Federal enforcement.

November 21, 1975 Lawrence Connell, Jr.
Bank Commissioner
State of Connecticut
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APPENDIX 2.—MAINE

Jonn E Quinn DEPARTMENT OF BUSINESS REGULATION
SUPERINTENDENT BUREAU OF CONSUMER PROTECTION
STATE OFFICE BUILDING
AUGUSTA, MAINE 04333
(207} 289-3731

October 14, 1976

Honorable Banjamin S. Rosenthal, Chairman RE‘CE]VED

Commerce, Consumer and Monetary Ay 7
Affairs Subcommittee cc118 1978

Committee on Government Operations ]

Rayburn House Office Building

Room B 350-A-B

Washington, D.C. 20515

o

MORCTA

Dear Congressman Rosenthal:

Thank wvou for your letter of September 29, 1976. I have set forth
my responses to correspond with the order of your inquiries of that date.

1. In my opinion, there is a definite relationship between the
Bureau's enforcement policy of non-compliance disclosure and the degree of
compliance achieved within the State which has led to the reduction in
the number of examiners necessary to enforce Maine's Truth-In-Lending
Law. From the beginning of my appointment, I have made an effort to
convey to Maine's banking community the faet that the State's Truth-In-
Lending enforcement program would be altered substantially during my
term as the Superintendent of the Bureau of Consumer Protection.

Specifically, I informed the State’s financial institutioms that
substantive violations of Truth-In-Lending would be disclosed to the
borrowers involved — including the disclosure of their right to seek
civil penalties under the Truth-In-Lending Law. 1 also made it clear
that my definition of substantive violations would be limited to the
failure to properly disclose the annual percentage rate and the finance
charge; and, additionally, any violations or technical errors reported in
a prior examination which a bank permitted to recur.

With respect to technical compliance with Truth-In-Lending, I have
made it clear that our examination staff would be in the banks to assist
their personnel in maintaining compliance so long as the bank continued
to seek compliance on a good-faith basis. I believe that this enforcement
policy has done a great deal to eliminate the aura of "Catch 22" from
Truth-In-Lending in Maine.

F

79-848 O = 77 = 10
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If the intent of TIL is to permit consumers to shop for credit, then
the correct disclosure of the APR and the FINANCE CHARCE are the only
tools that are of any particular concern to consumers at this time. I
believe it would be an unconscionable practice on the part of the State
to expose a bank, or any creditor for that matter, to substantial
liability for an obvious error or a mere technical violation of TIL
when, in fact, TIL is presently so complicated a maze of regulations
and interpretations that creditors in a rural state, such as Maine, are
hard pressed to find legal counsel who can render unequivocal advice on
many of the questions arising from the law. As an obwious example, I
would cite the failure of the Federal Reserve Board to provide a simple
reference index for the 1108 public information letters published to
date.

I believe our enforcement policies have finally provided the banking
community with an easily understood explanation of what is required of
a bank under Truth-In-Lending. In so doing, we have eliminated the
principle argument utilized by many banks that the law was so complicated
and involved that it was impossible to maintain compliance.

We have been using variations of this approach for the past two
years. During that time, we have observed a significant increase in the
degree of TIL compliance by Maine's financial institutions. A number of
banking organizations which had previously been cited by our predecessor,
the Bureau of Banks and Banking, for numerous recurring violations are
now examined without uncovering a single substantive violation. Llarger
banking systems which may have required a two-week examination just two
years ago, may now be examined in a few days by one examiner.

This is due simply to the fact that the banks themselves have
finally instituted internal safeguards and review procedures to prevent
TIL violations. These internal procedures could have and should have
been instituted years ago. However, the reluctance of our State's
Banking Bureau, at that time, to offend the banking industry or to
expose any bank to civil liability led our financial institutions to
conclude, reasonably enough, that the State's examination for TIL
compliance was of no particular consequence. Thus, for six years (from
1969 - 1975) both the Bureau of Banking's Truth-In-Lending examination
staff and the number of recurring Truth-In-Lending violations continued
to grow. This type of approach failed to provide any solution and was,
in fact, rapidly becoming an expensive addition to the problem. This
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attitude proved costly to Maine taxpayers who were being required to
pay the wages and expenses of the five examiners.

Today, as well as for the past year, we have but one field examiner
who is responsible for examining our financial institutions and other
major creditors for compliance with both TIL and Maine's Consumer Credit
Code. The cost of this examiner is now borne by the banks he examines.

Simply stated, we have provided our financial institutions with a
cost-benefit reason for maintaining compliance with TIL. The resulting
increase in the degree of compliance has, in turn, allowed the Bureau
to reduce its field examination staff.

2. We have made public disclosure of the facts in the cases
involving the Saco-Biddeford Savings Institution and the Pepperell Trust
Company. I have attached copies of the statements released by this
office in connection with these cases as well as relevant press items.

3. With respect to the Pepperell Trust Company, the statements of
the Bureau relating to the bank's attempt to unilaterally increase the
interest rates of 235 home mortgagors brought an immediate and substantial
reaction. The bank, with some prodding by the Attorney General, agreed
to rescind the announced increases in the mortgage rates. I believe that
an immediate solution to this problem was essential in view of the
substantial economic impact that the mortgage increases would have had
upon the community. During our interviews of 75 of the borrowers, it
became evident that a number of the people whose interest rates had been
increased were attempting to secure mortgages at banks other than the
Pepperell Trust Company and would, therefore, incur unnecessary and in
some cases substantial closing costs. By seeking an immediate rescission
of the increases, we hoped to avoid the unnecessary economic burden
which would have oeccurred.

I believe it is safe to say that a number of Maine banks which
include a similar demand clause in their mortgages will abstain from this
type of unilateral increase in the future unless the borrowers have been
fully informed at the time of the closing.

With respect to the Saco-Biddeford Savings Institutiom, our
disclosures to both the borrowers and the public evidently had the effect
of informing individuals in the community that this practice had been
ongoing for some time. We have recently learned that a class action has




144

been filed against the Saco-Biddeford Savings Institution on the basis of
the findings issued by the Bureau.

Moreover, the public disclosures, in both cases, have put Maine's
financial institutions on notice that violations of law or abusive
practices committed by a bank will become matters of public knowledge
and discussion whenever they are uncovered by the Bureau.

Respectfully, =
NM ST (C A

—John E. Quinn
Superintendent
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MAINE
TruTtH IN LENDING COMPLIANCE REPORT
TO THE
COMMERCE, CONSUME]?,SAND MONETARY AFFAIRS SUBCOMMITTEE
EPTEMBER 15, 1976
= OF - MAINE
Report Of Truth In Lending Examin:
And Findings Relatir <

& Loan Associations
November 1, 1975 Thru August

LEGEND:
"LOANS - REVIEWED"

Real Estate Loans
Installment Loans (Includes Dealer Paper)
I'ime & Demand Loans

"WIOLATIONS"

Violations In Transactions Subject To Right Of scission,
Incomplete Disclosure Statements,

Incorrect Disclosure Statement Forms.

Failure To Provide Customers With A Disclosure Statement,
Failure To Maintain Disclosure Records.

Incomplete Disclosures - Open End Credit,

Refund Method Inconsistent With That Disclosed.
Disclosures Inconsistent With The Provisions Of The Notes,
Incorrect Disclosure Of The Annual Percentage Rate.

Failure To Provide Customer With Disclosure Before Consummation Of The
Iransaction,

Incorrect Disclosure Statements (Other Than Annual Percentage Rate).
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*Down Enslers

POCKET

CREDIT

SHOPPING FOR CREDIT

Imagine that you need to bor-
row $4000 for a new car. If
financed through a car deal-
er, you could pay as much as
13%. But the same amount could
probably be obtained through a
bank or credit union at, say,
10%.

By using one of the charts pro-
vided.

Compare: 13%, for 3 years, vs.
109%. The following was taken
from Table I pages 11 and 14.

135 Annual Percentage Rg
1YEAR | YEARS| 3IYEARS| 4 YEARS

i Tom Tow Tow Tow

Financed HP— e B B L

Pt | Dwp Popwn| Crwge | Povmen| Cww
e o o

400 | 357 |27 | 10| 564) 135 | ssz| o7 s
p -

109 Annual Percefflage Rate

TIYEAH | .‘\'EAF.SVI \'uus] 4 YEARS
o - - — = L

dom |35z |20 | iss]| 40| c120f 847 |10 | B

e
$852 vs. $647;
means a savings of $205

DOWN EASTER'S
POCKET CREDIT GUIDE
Down Easters have a reputa-

tion of being good ‘‘horse-
traders,”” yet when it comes to
credit, they spend millions of
dollars each year in un-
necessary interest charges.
Their ‘‘horse-sense’’ has been
“buffaloed’” by the complexities
of credit. This wallet size guide
is designed to put you back
behind the reins. By using it, you
won't apply for credit with your
hat in your hand, you'll bargain
for credit with an eye toward
saving money.

State of Maine

Bureau of

Consumer Protection

Augusta, Maine 04330

Tel: 289-3731

Let’s say you need to borrow
$10,000 for a mobile home. Com-
pare the total finance charge at
13%, for 10 years, vs. 12% (Use
the second set of tables, which
have been designed for longer
term loans.)

$7918 vs. $7218:
means a savings of $700

Before signing the ‘‘dotted-
line,"" call several lenders to find
out about their Annual Percen-
tage Rate. Then use this Guide
to compare the costs. You'll
notice that the lower the Annual
Percentage Rate, the lower the
total Finance Charge, and the
lower the monthly payments.
You'll be able to make an unhur-
ried decision at home, away
from the’ busy loan officer, or
salesperson.




CREDIT SHOPPING TIPS

$ Put some pressure on the
lender. Many lenders think that
consumers are only interested in
how much the monthly pay-
ments are. Let them know
you're a Credit Shopper. Your
first question should be, “What's
the Annual Percentage Rate?”’
Those who never ask usually end
up paying the long dollar.

$ Look for ‘‘simple interest’’
loans. You'll pay no more nor
less than you should. And if you
make some payments ahead of
schedule, you can reduce the
total finance charge.

$ Explore all sources of credit.
Loans secured by the cash sur-
render value of in-
surance policies, and loans
secured by savings or share ac-
counts are usually the cheapest.

Reserve. You can avoid paying
such commissions by going
directly to a Bank, Credit Union,
or Finance Company to arrange
for your own financing.

$ The lower the Annual Percen-
tage Rate, the more you can af-
ford to buy on credit. A $2000
loan for 3 years at 20% costs $74
per month. But for the same
payment and length of time, you
can borrow $2300 at 10% ; that's
$300 more! A $10,000 loan for 15
years at 14% costs $133 per
month. But, for the same pay-
ment and length of time, you can
borrow $11,100 at 12%; that's
$1100 more! Credit Shopping might
mean that you can afford those little
extras that seemed just out of reach
before.”

Insurance policy loans can be
obtained from your insurance
company; call your agent.

$ Most Bank Credit Cards carry
the maximum Annual Percen-
tage Rate the law allows, 18%.
Additionally, Banks get a com-
mission from merchants on all
goods and services purchased
with their cards. This extra
charge, usually 2-5%, is, of
course, passed on to the con-
sumer. You'll need to do some
shopping to find one, but a few
Maine Banks offer cards at 12%.

$ Dealer reserve: Mobile-home
and car-dealers usually get a
certain percentage of the
Finance Charge on contracts
they arrange. This ‘“‘com-
mission’’ is called a Dealer

$ Many lenders offer package
deals such as, “free’’ gifts if you
take out a loan, lower rates in re-
turn for opening a checking or
savings account, or ‘‘free”’ life
insurance. A wise credit shopper
looks at the total cost. How much
is the ““free’’ gift worth, are the
checking and savings accounts
competitive, is the life insurance
really free?




INDEX TO TABLES

Table ll‘;i;i'l

use for auto loans, furniture &
appliance loans etc.

Table Il

use for mobile home loans,
home improvement loans etc.

Table ITI

use for mortgages

Notes:

1. All figures have been
rounded to the nearest dollar.

2. Amounts within the same
column may be added together
to find payments and finance
charges for loan amounts not
listed.
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APPENDIX 3.— MASSACHUSETTS
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CAROL S. GREENWALD

COMMIGRIONER

October 6, 1976

llon. Robert Bloom

Acting Comptroller of the Currency
490 L'Enfant Plaza

Washington, D.C. 20036

Dear Mr. Bloom:

The Board of Governors of the Federal Reserve System has granted
to the Commonwealth of Massachusetts an exemption for Truth in Lending
under Section 123 of the Consumer Credit Protection Act, effective
July 1, 1270. The exemption applies to all classes of transactions
within the Commonwealth, except those in which a Federally-chartered
institution—such as a Federal credit union, Federal savings and loan
association, or national bank-—is a creditor. I now seek to include
these classes of transactions within our exemption, and accordingly
have petitioned the Board of Governors.

The termsof the Truth in Lending Act give the Board of Governors
of the Federal Reserve System responsibility for establishing regula-
tions to effectuate the Act and for determining what classes of credit
shall not be subject to the Act. It is the position of the Board that
all transactions in which a national bank is creditor constitute a
separate class of transactions not exempt from the Federal Truth in
Lending Act unless the Board is satisfied that appropriate arrangements
have been made with your office to assure effective enforcement of
substantially similar State laws. I am writing to ‘Pt your agreement
that Lhe Cuimoowaalth enforce Truth 1 i

Massachusetts.

o .".‘.. hanks in

The Massachusetts Truth in Lending statute predates enactment of
the Consumer Credit Protection Act, and was in fact the basis for much
of the Federal act. This Department has been enforcing Truth in Lending
since 1967, and as such has a decade of expertise in enforcement. We
have twenty examiners who conduct special examinations on Truth in
Lending and have budgeted for more. In addition, since 1969, all bank
examiners as part of their training are required to be conversant with
Truth in Lending.
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It has been our experience that our Truth in Lending examinations
are much more effective than Federal examinations. Chairman Benjamin
Rosenthal of the House Commerce, Consumer and Monetary Affairs Subcom-
mittee, at a hearing on September 15, 1976, released data compiled by
his staff which shows that the Massachusetts Banking Department found
finance charge violations in twenty-six percent of banks examined, as
compared to zero in FDIC examinations (Opening Statement of the Chairman,
Table 1). We have no reason to believe that your enforcement is any more
effective than the FDIC's, &ince you, too, do not impose any monetary
penalties on violators, even though Massachusetts law requires that
overcharges or misstatements of rates on rebates require total refunding
of all finance payments made, up to a §1,000 limit per violation. Clearly,
although you say you are enforcing Massachusetts law, you are not.

To the extent that the Massachusetts statute is stricter than Federal
law, enforcement by this Department in national banks will ensure that
all citizens of the Commonwealth, regardless of where they bank, will
have equal protection under laws passed for their benefit by the General
Court.

I look forward to hearing from you as soon as possible that you are
agreeable to our examining national banks for violations of Massachusetts
Truth in Lending law.

Looking forward to working with you and Mr. Paterson, I am

Very truly yours,

_éa’,[j e """"’1“/0/

Carol S. Greemwald
Commissioner of Banks

C5G:mkf

cc: Hom. Charles H. Paterson
Regional Administrator of National Banks

Hon. Benjamin 8. Rosenthal, Chairman
Commerce, Consumer, and Monetary Affairs

Subcommittee of the Committee on Government Operations
United States Congress, House of Representatives

Hon. William Proxmire, Chairman
Committee on Banking, Housing and Urban Affairs
United States Senate
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since 1967, and as such has a decade of expertise in enforce

have twenty examiners who conduct special examinations on Truth in
Lending and have budgeted for more. In addition, since 1969, all b
examiners as part of their training are required to be conversant with
Truth in Lending.

It has been our experience that our Truth in Lending rinations
are much more effective than Federal examinations. Chai Benjamin
Rosenthal of the House Commerce, Consumer and Monetary Affairs Subcom-
mittee, at a hearing on September 15, 1976, released data compiled by
his staff which shows that the Massachusetts Banking Dep
finance charge violations in twenty-six percent of bank
compared to zero in > ex 0 11 Statement » hair
man, Table 1). We have no reason to believe that your enforcement is
any more effective than the FDIC's, since you, too, do not impose any
monetary penalties on violators, even though Massachusetts law re-
quires that overcharges or misstdtements of rates on rebates require
total refunding.

In fact, it is the position of Mr. C bell, E utive Vice Pre
ent of the Federal Home Loan Bank of Boston, that » achusetts
does not apply to Federal savings and loan associations, even though
the Commonwealth's Truth in Lending law clearly refers to "creditors",
not banks, and stat that the Commissioner of Banks shall ex

eaditors to ensure comj

with the state's Truth in Lending law and regu fons. Even the C
troller of the Currency understands that Massachusetts law applies.

To the extent that the Massachusetts statute is stricter than Fed-
eral law, enforcement by this Department in Federal savin and loan
assoclations will ensure that all citizens of the Com 1th, T
less of where they bank, will have equal prote 1 under laws pa
for their benefit by the General Court.

I look forward to hearing from y 1 zoon as possible that you are
agreeable to our examining Federal savings and loan associations for
viclations of Massachusetts Truth in Lending law.

Looking forward to working with you and Mr.

Very truly yours,
: /)

4 A
{';‘ ) b -‘//w,:}_. "LL-\/‘/I‘.\"'
Carol S. Greenwald

Com loner of Banks

¥
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copies to: See page 3
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APPENDIX 4.— DEPARTMENT OF JUSTICE

Offire of the Attornep Greacral
Washinglon, 1. €. 20530

REPORT OF THE ATTORNEY GENERAL
TO THE CONGRESS OF THE UNITED STATES
ON THE ENFORCEMENT OF TITLE I
OF THE CONSUMER CREDIT PROTECTION ACT OF 1968
FOR THE CALENDAR YEAR 1975

TO THE SENATE AND HOUSE OF REPRESENTATIVES OF

AMERICA IN CONGRESS ASSEMBELED:

I am pleased to report on the activities of the
Department of Justice in the enforcement of Title I of
the Consumar Credit Protection Act of 1268 (Publie Law

Section 114 of that Title requires the Attorney
report on a yearly basis to the Congress con-
inistration of his functions under that
including such recommendations as he deems neces-

This report covers calendar year

SUMMAEY OF THE CONTENTS OF TITLE I OF
CONSUMER CREDIT PROTECTION ACT OF 1968
(THE TRUTH-IN-LENDING ACT)
Title I of the Consumer Credit Protection Act of
1968 is codified in subchapter 1 of chapter 41, Title 15
of the United States Code, and consists of Sections 1601

through 1666. It is known separately as the Truth-in-

Lending Act.
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The Act is intended to assure a meaningful dis-
closure of credit terms so that the consumer will be

able to compare more readily the various credit terms

available to him and to avoid the uninformed use of

credit. In general, the Act and Regulation Z promul-
gated by the Board of Governors of the Federal Reserve
System require that lenders state explicitly and in
uniferm language what they are charging to lend money
or extend credit in almost all consumer transactions
involving less than $25,000 and in all real estate
transactions regardless of the amount. Business and
and loans to buy securities are exempt.
the nature and form of credit
iisclosed in advertising
public.
1istrative enforcement
requirements to the following agencies: Comptroller
of the Currency, Federal Reserve Board, Federal Deposit
Insurance Corporation, Federal Home Loan Bank Board,
Bureau of Federal Credit Unions, Interstate Commerce
Commission, Civil Aeronautics Board, Department of Agri-

culture, and the Federal Trade Commission.
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Penal sanctions are set forth in Section 112 of
the Act, 15 U.S.C. §1611, which provides that anyone who
willfully and knowingly gives false or inaccurate credit
information or fails to make proper disclosure as required
by the Act, is guilty of a misdemesanor, and subject to
ﬁunishment by a fine of not more than $5,000 or imprison-
ment for not more than one year, or both.

RESPONSIBILITIES OF THE ATTORNEY GENERAL
UNDER THE TRUTH-IN-LENDING ACT

The Department of Justice is responsible for enforce-

ment of the criminal sanctions imposed by Section 112 of
the Act. As ncoted above, the Act vests administrative
enforcement in certain agencies. At the present time
investigation into whether or not apparent violations of
the Act & knowing and willful are normally conducted
agreement, the Federal Trade Com-
nent of Treasury refer directly to
the Department possible eriminzl violations of the Act
which coxme to their attention.
In view of the fact that the requirements of the
Act are generally self-executing, the thrust of our ac-
tivities is to prosecute unethical businessmen who take
unfair and unlawful advantage of consumers in a variety

of ways, including the failure to disclose to consumers

information required by the Act.

- 3 -
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In this conneétion, the Department of Justice
has expanded its investigation, which was commenced in
1974, regarding possible violations of 15 U.S.C. 1642
by retailers and financial institutions which are for-
bidden to issue unsolicited credit cards to consumers.

The activities of companies which specialize in tele-

phone contact with consumers for the purpose of placing

credit cards has been the subject of increased study.

The Department of Justice commenced an action in
the District Court for the District of Oregon in 1975,
to enforce the terms of a consent cease and desist
order, obtained by the Federal Trade Commission. The
consent order requires an individual and several related
c::pﬁrationa to comply with the substance and spirit of
the Truth-in-Lending Act and regulations.

On August 15, 1975, the United States District
Court for the Eastern District of Louisiana certified
to the Attornmey Gemeral that the constitutionality of the
Truth-in-Lending Act and regulations has been questioned
by a lender who was being sued for alleged truth-in-
lending violations and the United States was given
notice of its right to intervene pursuant to 28 U.S.C.
2403. The Department of Justice has intervened to pro-

tect the constitutionality of the Act and regulationms.
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Finally, the Department of Justice has ten
investigations underway, including several referals
from the Federal Deposit Insurance Corporation, con-

cerning possible violations of the Act and regulations.

RECOMMENDATIONS
The Department of Justice presently has no
recommendations for improving the efficacy of the
Act in accomplishing the intentions of the Congress

in the consumer protection area.

Respectfully submitted,

EDWARD H. LEVI
Attorney General
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Title I of the Consumer Credit tection Act of
1968 is codified in subchapter 1 of chagter i1, Title 15
of the United States Code, and consists of S=zctions 1601
through 1665. It is known separately as the Truth-in-

Lending Act.
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The Act is intended to assure a meanlngful diseclosure
of credit terms so that the consumer will b2 able to compare
more readily the various credit terms available to him and to
avold the uninformed use of credit. Iq gen:ral, ﬁhe Act and
Regulation Z promulgated by the Board of Gorernors of the

Federal Reserve System require that lenders state explicitly

and in uniform language what they are charging to lend money

Z.Y

or extend credit in almost all consumer transactions involving

less than $25,000 and in all real estate tr.nsactions regard-

governmen. loans and loans

2lso sets forth the

ne publiec.
enforcement of its
aptroller of the
evosit Insurance
» =ureau of Federal
Civil Aer-

A

Agriculture, zad the Federal ..
Penal sznctions are s n Szeilon 112 of the

Act, 15 U.S.C. §1611, which provides that anrone who willfully

and knowingly gives false or inaccurate c-ed:t information or

70-848 O - 77 - 13
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fails to make proper disclosure as required by the Act, is

gullty of a misdemeanor, and subject to punisiment by a
fine of not more than $5,000 or imprisonment ‘or not more
than one year, or both.

In-197ﬂ, Congress amended the Truth-ir-Lending Act
with thelenactﬁent of HR 11221 wﬁich inter al’a added a new
chapter to the Act relating to credit billing that creates
a procedure to resolvé credit disputes and protect consumers'
credit reports pending such disputes. In adcition, Title IV
of HR 11221 amends Chapter 3 of the Act by c:zating a new

"section requiring certain disclosures in credit advertising

where payments by consumers exceed four pzymen

nent, of tl ixinal sa
-the Act. As noted above, the Act vests acministrative
enforcement in certain agencies. £ the present time investi-

gatlon into whether or not apparent violations of the Act

- - —_—
.

are mowing and willful are normally conducted by these
agencies. By agreement, éhe Federal Trads Commission and
the Department of Treasury refer directly to the Department
pogsible criminal violations of the Act which come to their

attention.
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In view of the fact that the requirements of the Act
are generally self-executing, the thrust of oﬁr activities
,is to prosecute unethical businessmen who take unfair and
unlawful advantage of consumers in a2 variety of ways, in-
cluding the failure to disclose to consumers iif&rmation
reguired by the Act.
* In this connection, in 1974, severzl indictments
turned by a fede;al grand Jury in ¥esst Virginia
gainst the officers of a home improvement construction
savirgs and lecan asscciation for iailing to
to consumers under the Truth-in-

18 U.S.C. 1341,

continued to examirs other home

financial institutions

charged with failing to accurately disclos: to its consumers

the finance charge of transactions as an annual percentage

rate. On May 9, 1974, the defendant was found guilty and

.

fined $500,00.




Finally, the Department of Justice has

an fnvcstigaticn regarding possible violations
1642 by several retailers and financial insti:ations for

et

issuing to consumers credit cards without %he Jonsumers
making an application.
RECOMMENDATIONS

In view of the Precent amendments to th

in accompli
consumer protection area.

itted,




Offire of the Attormry General
Washington, 3. €. 20330

REPORT OF THE ATTORNEY GENE
TO THE CONGRESS OF THE UN
ON THE ENFORCEMENT OF TITLE I
OF THE CONSUMER CREDIT PROTECTION ACT OF 1968
FOR THE CALENDAR YEAR 1973

TO THE SENATE AND HOUSE OF REPRESENTATIVES OF

AMERICA IN CONGRESS ASSEMBLED:

T am pleased to report on the activities of the Department

of Justice in the enforcement of Title I of the Consumer Credit
3c: of 1968 (Publie Law 90-321). Section 114 of

juires the Attorney General to report on a yearly
neerning-the administration of his

including such recommendations as

This report covers calendar

CTION ACT OF 1968

the Consumer Credit Protection Act of 1968 is
ied in subchapter 1 of chapter 41, Title 15 of the United
tates Code, and consists of Sections 1601 through 1665. It

is known separately as the Truth-in-Lending Act.
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The Act 1s intended to assure a meaningful disclosure of
credit terms so that the consumer will be able to compare more
readily the various credit terms available to him and to avold
the uninformed use of credit. In general, the Act and Regu-
lation Z promulgated by the Board of Governors of the Federal
Reserve System require that lenders state explicitly and in
uniform language what they are charging to lend money or extend
credit in almost all consumer transactions involving less than
$25,000 and in all real eséate transactlons regardless of the
amount. Busainsss and government loans and loans to buy se-
curitlies ares exempt. The Act also sets forth the nature and
form of credit Information which must be disclosed in adver-
tising material disseminated to the publiec. 3

The Act 2ssigns the administrative enforcement of its
regulrements to the following agencies: Comptroller of the
ederal Reserve Board, Federal Deposit Insurance
Corporation, Federal Home Loan Bank Board, Bureau of Federél
Credlt Unions, Interstate Commerce Commission, Civil Aer-
onautlcs Board, Department of Agriculture, and the Federal
Trade Commission.

Penal sanctions are set forth in Section 112 of the Act,

15 U.S.C. §1611, which provides that anyone who willfully and

A
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knowingly gives false or inaccurate credit information or
fails to make proper disclosure as required by the Act, is
gullty of a misdemeanor, and subject to punishment by a fine
of not more than $5,000 or imprisonment for not more than

one year, or both.

RESPONSIBILITIES OF THE ATTORNEY GENERAL
UNDER THE TRUTH-IN-LENDING ACT

The Department of Justice is responsible for enforcement
of the criminal sanctions imposed by Section 112 of the Act.
As noted above, the Act ve;ts administrative enforcement 1in

At the present time investigation into

or not apparent violations of the Act are knowing and

1 are narmzlly conducted by these agencies. By agree-

sion and the Department-of
Department possible criminal

In the

Tn vlew of the fact that the requirements of the Act are
zenerally self-executing, the thrust of our activities is to
prosecute unethical businessmen who take unfair and unlawful
advantage of consumers in a varlety of ways, including the

failure to disclose to consumers information required by the

Act.
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In this connection, in 1973, three criminal informations
were filed by United States Attorneys alleging violations of the
Act. In one case, the owner of a Cleveland, Ohio, home improve-
ment business Nas'cﬁarged with falling to disclose in his con-
tracts that a three-day right of recision could be exercised
by consumers. The defendant pleaded gullty to two counts and
was fined $1,000. In a second information, the owner of a
jewelry business was charged with falling to disclose to his
credit customers the finance charge of the transaction expressed

as an annual percentage rate. Followling trial, the defendant

wes acquittéﬁ by the jury. In the third case a bank near

Houston, Texas, has been charged with falling to accurately
dfsclose to its credit custcmers the finance charge of the
transaction exgressed as an annual percentage rate., The de-
fendant pleaded not guilty. No trial date has been set by the
In addition, three investigations were terminated with-
rosecution.

As indicated in last year's report, a Los Angeles, Cali-
fornia, swimming pool firm and three of its officers were
indicted in October, 1972, for wviolations of 15 U.S.C. 1611
and conspiracy, 18 U.S.C. 371. After a trial to the Court

commencing on February 6, 1973, two of the officers were
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found gullty of conspiracy and for not informing consumers
of thelr three-day right to rescind. The firm and third
officer were acqultted by the Court. As yet, no trial date
has been set in the Western District of Missourl regarding
the indictment of a Kansas Clty heating and air conditioning

company .

At the present time five cases are under investigation

/

to determine whether eriminal prosecution is warranted.

RECQMMENDATIONS
The Department of Justice presently has no recommendations
for 1mprovi;% the efficacy of the Act in accomplishing the
intentions of the Congress in the consumer protection area.
Respectfully submitted,
L

Zam
WILLIAM B. éﬁXBE
ttorney General
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Office of the Attornep General
Washingtan, . €. 20530

REPORT OF THE ATTORNEY GENERAL
TO THE CONGRESS OF THE UNITED STATES
ON THE ENFORCEMENT OF TITLE I
OF THE CONSUMER CREDIT PROTECTION ACT OF 1968
FOR THE CALENDAR YEAR 1971

TO THE SENATE AND HOUSE OF REPRESENTATIVES, _

OF AMERICA IN CONGRESS ASSEMBLED:

I am pleased to report on the activities of the
Department of Justice in the enforcement of Title I of
the Consumer Credit Protection Act of 1968 (Public Law
90-321). Section 114 of that Title requires the Attorney
General to report on a yearly basis to the Congress con-
cerning the administration of his functions under tﬁ&é :
Title, inciuding such recommendations as he deems necessary
or approprizte. This report covers calendar year 1971.

SUMMARY OF THE CONTENTS OF TITLE I OF

THE CONSUMER CREDIT PROTECTION ACT OF 1968

(THE TRUTH IN LENDING ACT)

Title I of the Consumer Credit Protection Act of

1968 is codified in subchapter 1 of chapter 41, Title 15 of

the United States Code, and consists of Sections 1601 through

1665. It is known separately as The Truth in Lending Act.




The Act is intended to assure a meaningful dis-
closure of credit terms so that the consumer will be
able to compare more readily the various credit terms
available to him and to avoid the uninformed use of
credit. In general, the Act and Regulation Z promul-

gated by the Board of Governors of the Federal Reserve

System require that lenders state explicitly and iﬂ'uniforﬁ

language what they are charging to lend money or extend
credit in almost all consumer transactions involviﬁg less
than $25,000 and in all real estate transactions regard-
less of the amount. Business and Government loans and
loans to buy securities are exempt. The Act also sets
forth the nature and form of credit information which must
be disclosed in advertising material disseminated téﬁéh;
public.

The Act assigns the administrative enforcement of

Comptroller of

the Currency, Federal Reserve Board, Federal Deposit
Insurance Ccrp;ration, Federal Home Loan Bank Board, Bureau
of Federa{ Credit Unions, Interstate Commerce Commission,
Civil Aeronautics Board, Department éf Agriculture and the
Federal Trade Commission.

Penal sanctions are set forth in Sectiom 112 of-

the Act, 15 U.S.C. § 1611, which provides that anyone who
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willfully and knowingly gives false or inaccurate credié
information or fails to make proper disclosure as required
by the Act, is guilty of a misdemeanor, and subject to
punishment by a fine of not-more than $5,000 or imprison=-
ment for not more than one year, or buih. |

RESPONSIBILITIES OF THE ATTORNEY GENERAL
UNDER THE TRUTH IN LENDING ACT

The Department of Justice is responsible for
the enforcement of the criminal sanctions imposed by
Section 112 of the Act, As noted above, the Act vests

administrative enforcement responsibilities in certain

agencies, I have entered into arrangements with QQESQ

agencies for the investigation and referral to the appro-
priate United States Attornmey of possible willful and
knowing viclations of.the Act which come to their attention.
The Department's records indicate that during
calendar year 1971 nine cases were referred to the appro=
priate United States Attorney for consideration as to
criminal prosecution. In five instances, prosecution was
declined because there was insufficient evidence of will-

fulness to justify return of an indictment. Prosecution
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was declined for the same reason in the two cases under
investigation at the time of my previous report. Four
cases are presently under imvestigation to determine
whether prosecution is warranted.

In addition, on November 19, 1971, the grand
jury for the Western District of Wisconsin, after an
investigation conducted on the initiative of the United
States Attorney, returned indiectments against eight
individuals charging violations of Section 112 of the

Act, 15 U.5.C. § 1611, One of the individuals indicted

has entered a plea of guilty which has been accepted by
= = F

the court. ’”~
RECOMMENDATIONS
The Department of Justice has no specific recom-
mendations to make concerning the efficacy of the Act in
a:complishiné the intentions of the Congress in the con-

sumer protection area.

Respectfully submitted,

JOHN N, MITCHELL
Attorney General




©ifice of thz Atterney General
Hushington, B. L.

January 2, 1971

REPORT OF THE ATTORNEY CENERAL
T0 THE CONGRESS OF THE UNITED STATES
ON THE ENFORCEMENT OF TITLE I
OF THE COMNSUMER CREDIT FROTECTICH ACT OF 1968
d FOR THE CALENDAR YEAR 1970

TO THE SENATE AND FOUSE OF REFRESENTATIVES &8

OF AMERICA IN CONGRESS ASSEISLEN:

I am pleased to report on the activities of the Ilﬁepartmnt
of Justice in the enforcement of Title I of the Consumer Cra:ﬂt
Protection Act of 1768 (Public Law 90-321). Section 11k of that
Title reéz_r:..rea the Attorney Genersl to report on e yearly basis
to the Conzress concerning the sdministration of his functions, -
undar thet Title, incleding such rscormendations as he dee::.s-/}'
nscesaary or armropriste. This report covera calondar }'e:;r 1970.

STMMARY OF THS COWTENTS OF TITLE I :
TE= CONSUMER CREDIT PROTECTION ACT OF 1948
(THE TRUTH IN LENDING ACT)

Title I of the Consumer Credit Protsection Aet of 1968
ia codified into subchapter 1 of chapter Ll, Title 15 Unitad States
Code and consists of Sections 1601 through 1665. It is known
separately es The Truth in Lending Act.

The Act iz intended to assure a msaningful disclosure
of credit terms so that the consumer will bs sble to compars nore

reedily the various credit terms available to hinm and to avoid the




uninformed use of credit. In general, the Act and Regulation Z
promulgated by' the Board of Governors of the Fodersl Reserve System
require that lendsrs state explicitly and in uniform language what
they sre charging to lend money or extend crodit in almost all
consumer transsctions involving less than $25,000 and in all real
estate transactions regardless of the smount. Bq_sinsns and Government
loans and loans to buy securities are exermpt. Tha Act also sets forth
the naturs and form of credit information which must be disc'l‘osad in ‘
advertising material disseminated to the public.

The Act assigns the administrative enforcement of ite
requirements to the following agencies: Comptroller of the Currency,
Federal Beserve Bsard, Federal Deposit Insurance Corporation, Feder.al
Home Loan Bank Ecard, Bureau of Faderel Credit Unions, Interstate
Commarce Comission, Civil Asronautics Board, Department of Agr:i’ctﬂ.tura

ors
and the Federal Trads Commission. d

Tenal sanctions ares set forth in Ssction 112 of the Act,

Section 1811, Title 15 United States Codey which provides that amyone

who willfplly and knowingly gives false or inaccurate credit information
or fails to make propsr disclosure &s required by the Act, ia gfuilty

of a misdemeanor, and subject to punishment by a fine of not more than
$5,000 or imprisonment for not more than one year, or both.

RESPONSIBILITIES OF THE ATTORNEY GENERAL
UNDER THE TRUTH IN LENDING ACT

‘The Department of Justice is resp~nsible for the enforce-
ment of the eriminal sanctions imposed by Section 112 of thﬁ Act.

As noted above, the Act vests administrative enforcement responsibilitiles




in certain egencies. I have entered into orrangoments with these
agencies for the investigation and referral to ths appropriate United "
States Attorney of possible willful and knowing violations of the
Act which coms to their attention.

The Department's records indicate that during calendar
year 1970 twelve csses were referred to the uppro'p_x_'iata United States
Attorney for consideration as to criminal prosscution. In ten
instances, prosecution was declined becauss thare was i.n.sut.t‘i::ient
evidence of willfullness to justify return of an indictmant. Two
cases are presently undsr investigation to determine whether
prosecution is warranted. To date, no criminal prosecutions
kave been inititated for violations of Ssction 112 of the Act.

RECOXMENDATIONS

The Department of Justice has no spscific recormendatidns

concerning ths efficacy of the Act in accomplishing the intentions
af the Congrzes in the consumer protection area.

Respectfully submitted, _ ___\}
Mm

JOHN M.
Attorney General
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APPENDIX 5.— FEDERAL RESERVE SYSTEM

BOARD OF GOVERNORS
DF THE
FEDERAL RESERVE SYSTEM

WAGHINGTON,O.C. 20551

OFFICE OF THE VICE CHAIRMAN

July 16, 1976

The Honorable William Proxmire

Chairman

Committee on Banking, Housing
and Urban Affairs

United States Senate

Washington, D.C. 20510

Dear. Mr. Chairman:

OQur letter of June 25 transmitted a draft bill encompassing
a number of recommendations by the Board for simplifying changes in
the Truth in Lending Act as a result of your request. After further
review the Board now recommends three additional changes in the Act.
A draft b1l that would implement these changes is enclosed. The
Board also suggests that your Committee study four additional areas
for simplification, described below. The Board does not make uncon-
ditional recommendations in these four areas because simplification
of the Act in these respects might result in loss of certain consumer
protections. The Board believes that adoption of its recommendations
for simplification would not deprive consumers of essential information
needed to shop for credit or to understand their credit arrangement,
such as the amount of credit, finance charge, annual percentage rate,
and repayment terms.

The first recommendation for further simplification would
eliminate the itemization of certain charges enumerated in Section
106(d), which requires that such charges be disclosed if they are
to be excluded from the finance charge. The Board believes that
such itemization is not necessary for the protection of consumers.
Section 106(e) does not contain an itemization requirement for
similar charges in real property transactions in order to exclude
them from the finance charge, and no problems seem to have arisen
because of the lack of such a2 requirement.

The second recommendation would eliminate disclosure of the
type of security taken in connection with a credit transaction. The
Board believes that this disclosure, which is ordinarily couched in
highly technical language, provides little, if any, useful informa-
tion to the consumer in making a credit decision. It might also be
noted that this requirement has given rise to a considerable amount
of litigation and may impose substantial burdens without concomitant
consumer benefits.

J 35
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The Honorable William Proxmire -2-

The third recommendation would limit the requirements of
Sections 128(a) and 129(a) regarding clear identification of property
taken as security for a closed-end credit transaction to make it
inapplicable to those items of property that are being purchased as
part of the credit transaction. Since the property taken as security
is usvally limited to the item being purchased, this change would in
most cases eliminate disclosure of a fact of which consumers are generally
already aware.

The additional four areas that your Committee may wish to
consider involve potential adverse impacts on consumers that should
be weighed carefully against the benefits of simplification before
Congress determines that such disclosures are eliminated. The Ffirst
of these concerns preemption of inconsistent State laws, State exemp-
tions, and the validity of laws providing greater consumer protection
(Sections 111(a), 123, and 171). The Board believes that the benefit
from a preemption of all similar existing State laws in this area by
the Federal statute may outweigh any loss of protection to consumers
and would justify such action by Congress. In this respect, the drafters
of the Uniform Consumer Credit Code, which was originally designed in
part to afford States a basis for obtaining an exemption from Chapter 2
of the Truth in Lending Act, have abandoned that approach. The prefatory
note to that Act states in part (at p. xxxiv):

"[TIhis Act evidences the conclusion that Congress

has preempted the field of disclosure and any attempt
of States to remain in the field by enacting statutes
and regulations of their own cause [sic] substantially
more harm than good."

As an alternative to the adoption of substantially similar laws by a
State, the Code would incorporate the Federal disclosure law by reference
50 as to provide a State with the authority to enforce the Federal law.

The second area that the Board questions involves enforcement
of the Act. Much of the present complexity of the Act and Regulation 2
reflects the impact of the civil liability considerations. The threat
of severe penalties for relatively minor technical violations has led
many creditors to seek greater certainty by requesting official Board
amendments and interpretations, which further complicate the regulation.
Although private causes of action provide an important enforcement tool
for the Act, the Board believes that Congress should carefully review
the present civil liability provisions to determine whether modifications
in them might reduce needless litigation and the resulting regulatory
complications.

The Board has taken one action and is considering another
that may assist in reducing unnecessary litigation. The Board has
adopted procedures implementing the provisions of Public Laws 94-222
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and 94-239, which provide a defense for creditors relying upon letters
issued by duly authorized officials of the Board in connection with
Regulations B and Z. 1In addition, the Board is considering the develop-
ment of standardized Truth in Lending disclosure forms, or portions of
forms, on which creditors could rely in complying with the Act. These
forms could prove especially beneficial to creditors, such as small
retailers, who do not have access to, or cannot afford, specialized
legal counsel to design their forms.

While these measures should to some extent reduce the present
volume of litigation and alleviate confusion resulting from the com-
plexity of the Act and the regulation, the Board urges that Congress
also study the possibility of limiting the penalty provisions of the
statute to violations that actually interfere with the consumer's
ability to make meaningful comparisons of credit terms. Only a
limited number of terms seem to be genuinely helpful in this regard.
These probably include the annual percentage rate, the finance charge,
the amount financed, and the repayment schedule. It may be that civil
liability should be incurred only for material misstatements of these
terms, leaving technical violations to be dealt with by administrative
remedies. Under present law a creditor may be penalized for purely
technical violations of which the consumer may have been unaware at
the time and which in no way entered into the decision to accept or
reject the credit terms offered. This situation lends itself to abuse
and has overburdened some courts with Truth in Lending litigationm.

The third area relates to Sections 128(a) and 129(a), which
require, among other things, disclosure of certain terms and amounts
used in determining the amount financed in closed-end credit transactions.
By introducing a variety of terms and figures into the disclosures,
these provisions certainly contribute to the length and complexity of
the disclosures to consumers. However, they specify the mathematical
progression Lo be used by the creditor in determining the amount financed
and also provide information that consumers may find useful in under-
standing the terms of the credit transaction.

Fourth, your Committee may also wish to consider whether the
coverage of credit for agricultural purposes within the scope of the
Truth in Lending Act is necessary. Coverage of such credit has caused
numerous complexities in Regulation Z. There is a question whether an
Act designed to protect consumers should include a type of credit that
is related primarily to business or commercial activity.

The suggestions mentioned have been developed through an
extensive review of the Act's requirements performed by the Board's
staff with the assistance of several outside consultants. This
review related primarily to those provisions of Truth in Lending that
were contained in the original Act and for the most part affect only
closed end credit transactions. Each section of that Act was care-
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fully examined as a candidate for elimination or modification,
attempting to balance creditor burdens in providing the information
with the consumer protections that the information provides. Of
course, the provisions regarding open end credit are equally complex
and certainly warrant further attention by Congress and the Board.
Since the recent Fair Credit Billing Act amendments are so closely
related to open end credit, however, we believe that proposals for
simplification in this area should await further experience.

I hope that you will find this discussion useful in your
continuing efforts in the field of consumer protectionm.

Sincerely yours,

Enclosure
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A BILL
To amend the Truth in Lending Act

Be it enacted by the Senate and House of Representatives

of the United States of America in Congress assembled, that section

106(d) of the Truth in Lending Act (15 U.S.C. 1605(d)) is amended to
read as follows:
"(d) The following items shall not be included in
the computation of the finance charge with respect
to any transaction:
(1) PFees and charges prescribed by law which
actually are or will be paid to public officials
for determining the existence of or for perfecting
or releasing or satisfying any security related to
the credit transaction,
(2) The premium payable for any insurance in lieu
of perfecting any security interest otherwise required
by the creditor in connection with the transaction, if
the premium does not exceed the fees and charges de-
scribled in paragraph (1) which would otherwise be
payable,
(3) ftaxes.
(4) Any other type of charge which is not for credit
and the exclusion of which from the finance charge is

approved by the Board by regulation!
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Scction 2, Section 128(a)(10) of the Truth in Lending Act (15 U,S.C,
1638(a) (10)) is amended to read as follows:
"(10) A statement indicating that a security interest is
taken in any property which is the subject of the extension
of credit and a clear identification of any other property
in which a security interest is held or is to be retained
or acquired by the creditor in connection with the extension
of credit."
Section 3, Section 129(a)(8) of the Truth in Lending Act (15 U.S.C.
1639(a) (8)) is amended to read as follows:
"(8) A statement indicating that a security interest is
taken in any property which is acquired with the proceeds of
the extension of credit and a clear identification of any
other property in which a security interest is held or is to
be retained or acquired by the creditor in comnection with

the extension of credit."
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ANNUAL REPORT TO CONGRESS
ON

TRUTH IN LENDING

FOR THE YEAR 1975

Board of Governors of the Federal Reserve System

January 3, 1976
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This seventh Annual Report on Truth in Lending is submitted
to the Congress by the Board of Governors of the Federal Reserve Sys-
tem. This report includes information on the Board's administration of
its functions under the Truth in Lending Act and an assessment of the
extent to which compliance with the requirements of the Truth in
Lending Act is being achieved. The Board plans to submit recommen-
dations for amendments to the Act early in 1976 in its regular Annual

Report to Congress.

1. ADMINISTRATIVE FUNCTIONS

A. Office of Saver and Consumer Affairs

The responsibilities of the Office of Saver and Consumer
Affairs (OSCA), establigshed in August 1974 to administer the Board's
Truth in Lending and Securities Credit regulatory functions, have
expanded during 1975 to include implementation and administration

of the Fair Credit Billing and Equal Credit Opportunity Acts

(Titles III and V of Public Law 93-495), as well as rule-writing

authority to prohibit unfair or deceptive acts or practices of banks
(Federal Trade Commission Improvement Act, Title II of Public Law

93-637).

B. Amendments and Interpretations--Regulation Z

Fair Credit Billing Act Regulations

In September 1975 the Board issued final regulations
amending Regulation Z to implement the Fair Credit Billing Act, an

amendment to the Truth in Lending Act contained in Title III of




Public Law 93-485, The Fair Credit Billing Act was passed by the
Congress because of its concerns that creditors were not responding
adequately to allegations of billing errors and that consumers had

no effective means of resolving billing disputes.

The issuance of the regulations culminated nearly a year
of drafting and redrafting, during which time the Board and its staff
consulted extensively with consumer and creditor representatives,
consultants, and members of the Truth in Lending Advisory Committee
to insure that the regulations would provide consumers with all the
protections mandated by the Act within a framework that is workable
and does not impose unnecessary burdens on consumers or creditors.
The proposed regulations were first published for comment in early
May, following a meeting of the Advisory Cominittee. The proposal
elicited more than 300 comments from interested parties and the

general public. After analyzing the issues raised in the comments,

the Board published a revised proposal of regulations in early August

and announced its intention to hold informal hearings to solicit
views on some of the more troublesome issues which had arisen.
Hearings were held in early August. The witnesses who
testified represented banker, bank card, or retail merchant trade
associations, as well as consumer groups. The oral testimony to-
gether with the written comments received in response to the revised
proposal served as a further basis for drafting the final regulatiors
which were issued in mid-September and which, except for provi-
sions with specified transition periods, went into effect on

October 28, 1975.
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The Fair Credit Billing Act and its implementing regula-
tions establish an error resolution procedure for consumers to utilize
in resolving credit billing disputes promptly and fairly. The error
resolution procedure is designed to assure that consumers asserting
billing errors get prompt attention by requiring an acknowledgment
of their inquiry within 30 days and a resolution within two billing
cycles (but in no case more than 90 days). While the error resolu-
tion procedure is going on, the consumer may withhold payment of
amounts in dispute and the creditor may not report to any third
party that the consumer is delinquent with respect to such amounts
withheld. Failure of a creditor to comply with the billing error or
credit reporting provisions of the regulations results in a forfeiture
of the disputed amount, up to $50, regardless of whether or not an
error has been made.

The regulations also impose affirmative responsibilities
on creditors to eliminate certain practices deemed unfair to consumers
who use credit cards or other open end credit accounts. Creditors
of open end accounts that provide a time period within which the

customer may pay without incurring a finance charge must send their

periodic statements at least 14 days before the date specified for

payment to avoid imposition of finance charges. Creditors must also
promptly (a) credit payments to avoid the imposition of any finance
charges after a payment is received, (b) credit an account to reflect
credit refunds for returned merchandise, and (c) credit or refund

any excess payments made on an account.




Another major provision of the regulations allows a con-
sumer, under specified conditions, to withhold payment and assert
against a card issuer any claims (other than tort) or defenses to
payment that he has against the merchant arising out of the trans-
action that gave rise to the debt.

The regulations also prohibit certain practices between
card issuers and merchants that the Congress considered anticom-
petitive. Card issuers are prohibited from requiring merchants to
obtain from them, as a condition for participating in the card plan,
any services that are not essential to the operation of the card
plan. Also, card issuers are prohibited from preventing merchants
from offering a discount to customers who pay in cash rather than
by credit card.

In this connection, the Act and the regulations encourage
merchants to offer discounts for payment in cash rather than by
credit card by providing that, if specified conditions are met, dis-

counts of up to 5 per cent for cash do not constitute finance charges

under the Truth in Lending Act and, consequently, do not have to be

disclosed as finance charges on purchases made with credit cards.
This provision has created a great deal of controversy with respect
to its applicability to surcharges. A surcharge pricing system is one
in which an extra charge is levied when a credit card is used and,

in effect, results in a cash customer receiving a lower price for
paying in cash. The question is whether the Congress intended sur-

charge systems to be included under the broad designation ''discounts




for cash.' Arguments on both sides of the issue were advanced
during the course of the Board's deliberations on this question.

Since the legislative history gave no clear indication as to con-
gressional intent, and since the "discount" provision is an exception
to the general principle of disclosure embodied in the Truth in Lending
Act, the Board in its final regulations interpreted the term "dis-
count' narrowly as excluding surcharge pricing systems and wrote

to Congress requesting additional legislative guidance on this question.

(A copy of the Board's letter is attached as Appendix A.)

Identification of Transactions on Periodic Billing Statements

In September 1975 the Board adopted an amendment to
Regulation Z to implement Section 411 of Public Law 93-495. The
amendment sets out requirements pertaining to descriptions of
credit transactions that creditors are required to furnish to their
customers on or with periodic statements under an open end credit
plan.

Section 411 reflects the Congress' concern that consumers
be given sufficient information on or with their periodic statements

for open end credit card accounts.to enable them to identify the

individual transactions that appear on their statements. This is

especially crucial at a time when increasing numbers of creditors
are switching from the more expensive and cumbersome "country

club billing, " in which copies of sales vouchers are included with
the periodic statement, to 'descriptive billing, " in which descrip-

tions of the transactions are substituted for actual copies of the




documents evidencing the transactions. The disclosures required
by the regulation are designed to aid a consumer in recalling the
transactions for which he is billed or in relating th_e information
on the billing statement to a voucher supplied at the time of the
iransaction. Transition periods were provided to allow time for
creditors to make changes in forms, procedures, and computer

programming to comply with the final rules.

RESPA Disclosure Statement

In May 1975 the Board adopted a Truth in Lending dis-
closure form to assist consumers in understanding the credit
terms in purchases of residential real estate. The disclosure form
was developed pursuant to the Real Estate Settlement Procedures
Act (RESPA), 12 U.S.C. § 2601 et seq., which requires that
consumers in home purchase credit transactions be given a Uniform
Disclosure/Settlement Statement at least 12 days prior to settlement
and again at the time of settlement to insure that they are informed
of the closing and credit costs involved in the transaction. As the
agency with rule-writing authority for the Truth in Lending Act,
the Board developed the credit disclosure portion of the Uniform
Disclosure/Settlement Statement.

In conjunction with the adoption of the Truth in Lending
disclosure form, the Board developed a set of instructions to
accompany it. At the same time, the Board adopted an interpre-

tation of Regulation Z regarding the use of the form.




The Board is aware that amendments to RESPA have now
been passed which remove the requirement relating to the use of
the credit cost portion of the Uniform Disclosure/Settlement State-
ment. In light of this action, the Board intends to rescind its

implementing interpretation.

Disclosure of Closing Costs

In October 1975 the Board adopted an amendment to Regu-
lation Z to implement Section 409 of Public Law 93-495 requiring
disclosure of closing costs in certain real property transactions--
transactions in which a security interest in real property is or will
be retained or acquired by the creditor. The amendment requires
that the disclosures be given prior to the making of any downpayment
in the case of credit sales and at the time the creditor makes a
loan commitment in other extensions of credit.

The amendment does not apply to transactions subject to
RESPA or to transactions exempted from RESPA by the Department
of Housing and Urban Development. The disclosure provisions are
limited to real property transactions because the Board felt that,
in other types of transa.ctions, closing costs generally are either
not present or minimal in amount and not likely to vary from cre-
ditor to creditor.

The provisions of the amendment go into effect on
January 31, 1976. This transition period took account of the fact
that the Congress was considering, on the Board's recommendation,

the repeal of Section 409 of the Act. Now that this section has been




repealed, the Board intends to rescind the implement

ing Regula-
tion Z provision.

Variable Interest Rates
In December 1974 the

3oard issued for comment a proposal
amend Regulation Z t

., to require other than open end creditors to
lisclose certain information pertaining to any variable interest rate
clauses contained in their promissory notes or other contractual

instruments. In general, these clauses permit a creditor to raise

r lower the contract rate of interest in response to fluctuations
in market rates. They are often found in long-term obligations
such as home mortgages, but they were seldom invoked until recently

1en market rates increased dramatically.
Numerous comments on this proposal have been received.

'he Board is currently analyzing these comments and action on the
proposal should be forthcoming.

sure of Single-Component Finance Charge

In November 1975

» the Board adopted an interpretation of
Regulation Z Sections 226, 8(c)(8)i) and 226, 8(d)3), which require
the ¢ *losure of the total amount of the finance charge with a
cription of

each amount include l'he interpretation relates
to the application of ti

1ese provisions to other than open end credit

transactions when the finance charge is composed of only a single
element.

The interpretation provides that, in instances in which

there is only a single-component finance charge, the creditor may




simply disclose that single element under the term "finance charge"
without further identification or description. However, where there
is more than one element comprising the finance charge, creditors
are required under Regulation Z to describe each amount included

in the finance charge.

Cash Advance Checks and Other Supplemental Credit Devices

In September 1975 the Board adopted an amendment to
Regulation Z requiring open end creditors who send their customers
blank checks or other supplementary credit devices intended for
use in connection with their open end credit accounts to clearly dis-
close the charges and other pertinent credit information specifically
related to the use of the credit device delivered.

The Board became aware of the need for the amendment
when many bank card issuers began providing their cardholders with
what appeared to be personalized checks but which, in fact, were
instruments activating cash advance loans charged to a customer's
credit account. Prior to adoption of this amendment, if a creditor
had disclosed the terms of a cash advance loan before the customer
used the open end account, the creditor was not required to disclose
cash advance terms when the checks were issued. The Board felt
that, since the account may have been opened several years earlier,
new disclosures of the terms of check-activated cash advance loans

should be repeated at the time of issuance of such checks. These

disclosure requirements also apply to other new credit devices

incorporated into an open end account. The requirements become

effective in January 1976.




Title IV of Public Liaw 93-495: Amendments to the Truth in Lending Act

Title IV of Public Law 93-495 contained a number of amend-
ments to the Truth in Lending Act which were designed to improve
administration of that Act. These amendments effectuate many of the
recommendations that the Board has made to the Congress in previous
annual reports. In July 1975 the Board adopted a series of amend-
ments to Regulation Z to implement most of these changes. These
amendments provide that:

(1) Advertisements concerning extensions of credit repay-
able in more than four instalments and for which there
is no finance charge identified shall state that the cost
of credit is included in the price of the goods and
services (§ 401).

Credit transactions primarily for agricultural purposes
where the amount financed exceeds $25,000 are exempt
from the disclosure provisions of the Truth in Lending
Act and Regulation Z (§ 402).

Enforcement responsibilities under the Truth in Lend-
ing Act be removed from the Interstate Commerce
Commission and that the Farm Credit Administration
be added as an enforcement agency for agricultural
credit institutions under its supervision (§ 403).

The right of rescission in residential real property
transactions expires three years from the date of the
consummation of the transaction or upon the sale of
the property, whichever occurs earlier (§ 405).

Issuers of credit cards and businesses or organizations
may contract without regard to the other relevant pro-
visions of Regulation Z regarding the liability for
unauthorized use of the cards when (a) the card issuer
issues ten or more cards to a single business or organ-
ization for use by its employees, and (b) the liability
imposed on such employees for unauthorized use does
not exceed $50, the amount permitted by Regulation Z
(§ 410).

Any credit transaction involving an agency of a State
as creditor is not subject to the right of rescission
(§ 412),
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The creditor of an open end account may allow a longer
period than that disclosed to the customer in which to
make payment in full and avoid additional finance
charges (§ 415).

Section 226. 1(c), which refers to statutory civil and
criminal penalties, is revised to include provisions for
(a) eriminal liability for certain fraudulent acts related
o credit cards (§ 414), (b) civil liability in individual
or class actions for creditors who fail to comply with
Chapter 2 or Chapter 4 (Fair Credit Billing) and
corresponding provisions of Regulation Z (§ 408), (c)

a creditor's defense for good faith compliance with
Regulation Z (§ 406), (d) single recovery for multiple
failures to disclose in a single account (§ 407), and

(e) civil liability of assignees for violations of disclo-
sure requirements where the violation is apparent on
the face of the instrument assigned (§ 413),

C. Advisory Commitiee

As previously mentioned, the Board convened a meeting of
the Truth in Lending Advisory Committee in the past year. The
meeting took place on April 22, 1975, and was held for the purpose
of obtaining members' views on the Board's proposal of regulations
to implement the Fair Credit Billing Act. The Committee discussed

policy objectives of the proposed regulations and undertook a section

by-section analysis of the proposal to pinpoint areas likely to cause

problems for consumers and creditors and to make suggestions as to
how these problems might be alleviated. The Committee members

suggested solutions which, in many instances, were incorporated into
the regulations. (A list of Advisory Committee members is attached

as Appendix B.)




D. BState Exemptions

No new requests from States for exemption from the dis-

closure, rescission, or credit card requirements of the Truth in
Lending Act were filed with the Board during 1975, The applica-
tion from Idaho, submitted in 1974, was denied by the Board on the
grounds that Idaho law was not substantially similar to the Federal
law.

With respect to the exemptions already granted, in light
of the numerous amendments to the Act and Regulation during 1975,
the Board's staff has apprised the exempt States (Connecticut, Maine,
Massachusetts, Oklahoma, and Wyoming) of the legislative and
regulatory actions required to be taken to assure that their laws
remain substantially similar to the Federal Act.

In addition, the Fair Credit Billing Act (Chapter 4 of the
Truth in Lending Act) contains a provision similar to the exemption
provision in Chapter 2 of the Act authorizing the Board to grant
State exemptions from the requirements of the Fair Credit Billing
Act when the State law is substantially similar or provides greater
protection to consumers. 7The Board plans to adopt a supplement
to Regulation Z that would set out the procedure for procuring State
exemptions under the Fair Credit Billing Act. The supplement
would also detail the procedure to be followed by a State in seeking
a Board determination as to whether a State law is inconsistent

with the Fair Credit Billing Aet.
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E. Litigation

While numerous court decisions concerning Truth in Lending
were handed down in 1975, the most noteworthy opinion, and the only
case directly involving the Board (as amicus curiae), was the decision

1/
in Ives v. W. T. Grant Compam_;._ decided by the U.S. Court of

Appeals for the Second Circuit.

The lves decision was significant in two respects. First,
it upheld the Board's authority to issue Section 226.12(c) of Regu-
lation Z, which provides that the Federal courts have jurisdiction
in all Truth in Lending actions for civil liabilities including actions
arising under statutes of States that have been granted an exemption
from the requirements of Chapter 2 of the Truth in Lending Act.

Second, the Ives case held that even if a finance charge
is composed of only one element, that single element must be
individually itemized within the finance charge category. This
decision prompted the interpretation adopted by the Board in
November 1975 which states that Regulation Z does not require

itemization of the only element of a single-component finance charge.

F. Education

Federal enforcement agencies and the exempt States are

continuing their efforts to educate consumers and creditors as to

their rights and responsibilities under the Truth in Lending Act.
17

Decided July 31, 1975, U.S.C.A, for the Second Circuit
(4 CCH Consumer Credit Guide § 98, 561).
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Wyoming has added a consumer education specialist to its staff and
has developed a seven-hour consumer credit educational presenta-
tion to be used in high schools, colleges, and adult education pro-
grams. Oklahoma has developed three curriculum guides and revised

its Teachers' Guide to Consumer Credit which is used by more than

1600 teachers statewide. Oklahoma has also published a Dictionary

of Credit Terms, as well as public information booklets highlighting
the substantive provisions of that State's credit laws. Connecticut,

in conjunction with the Connecticut Coordinating Council for Consumer
Affairs, has established a credit counseling service to help consumers
who experience credit problems.

The Division of Consumer Education of the Federal Trade
Commission (FTC) has developed public service announcements that
have been distributed by the FTC regional offices to radio and
television stations, newspapers, and professional educators. These
announcements are designed to inform consumers how to use Truth
in Lending terms when shopping for credit and are distributed in
both English and Spanish. The FTC's Division of Consumer Educa-
tion also prepared an article entitled ""Shopping for Credit Can Save

You Cash, " which appeared in the Yearbook of Agriculture.

The National Credit Union Administration has developed
a new publication to assist credit union officials in complying with
Truth in Lending and other statutes that affect credit union operations.
The Board has been deeply involved in educational efforts
over the last year, with the bulk of its effort directed at informing

consumers and the credit industry about the new Fair Credit Billing
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Act regulations. The Board has published a revised pamphlet on
Regulation Z, as amended through October 28, 1975, incorporating
changes made by the Fair Credit Billing amendments and other
amendments to the Regulation; the revised pamphlet also includes
additions to the appendices which set forth the Fair Credit Billing
Act, questions and answers on that Act, and copies of the statements
of Fair Credit Billing Act rights and responsibilities which must
be sent to customers under the Act.

In addition, the Board has held numerous educational
sessions throughout the country to train enforcement personnel
and to inform creditors of their responsibilities under the Fair
Credit Billing Act. The Board sponsored a conference for repre-
sentatives of the Federal Reserve Banks and other enforcement
authorities to acquaint them with the regulations, and meetings
have been held at each of the Federal Reserve Banks at which
staff of the Banks (assisted by Board staff) explained the new regu-
lations to creditors and answered their questions on the regulations.
System staff has also participated in various radio and television
presentations to make consumers aware of their rights,

During the past year, the Board's staff has also partici-

pated in the Bank Examiners' Schools and has developed an examiners'

manual to be used by the examining staff of the Federal Reserve
Banks in checking for Truth in Lending compliance; the Board
plans to update this manual to include a section on compliance with

the Fair Credit Billing Act.




The Federal Reserve Bank of San Francisco has developed
a pamphlet designed to acquaint consumers with their rights under
the Fair Credit Billing Act and began its distribution in the San
Francisco district. The Federal Reserve Bank of Atlanta is also

distributing this pamphlet.

[I. COMPLIANCE

Based upon reports from eight other Federal enforcement
agencies and five exempt States, the Board believes that substantial
compliance with the written disclosure requirements of the Truth in
Liending Act is being achieved. As has been the case in past years,
the general consensus among the Federal agencies and the exempt
States is that the larger creditors, who have access to legal counsel
and who are thus better able to handle the complexities of the Act
and Regulation, have the best record of compliance. The compliance
record of the smaller creditors is not as good but continues to im-
prove as their knowledge of the Act increases. The enforcement
agencies and the States generally feel that most violations of the Act
are technical in nature, resulting from inadvertent error or a lack
of understanding, particularly with regard to irregular, complex
transactions. However, the Federal Deposit Insurance Corporation
(FDIC) has reported that it has encountered a limited number of
banks which do represent supervisory problems and has, in fact,
referred five cases of apparent willful and knowing violations to

the Justice Department for possible criminal prosecution.




It is interesting to note that the Comptroller of the Currency,
the FDIC, and the State authorities in Connecticut this year report
an increased number of violations over past years, but they attribute
this to better examination procedures, increased sophistication of
their examiners, and greater awareness on the part of consumers
reporting violations rather than to a trend toward increased non-
compliance.

The FTC reports that in the area of credit advertising,
full compliance with the Act is less prevalent than in other areas,
although the level of compliance appears to be steadily increasing.
In the past year, the FTC has begun a pilot program designed to
use the Commission's enforcement powers, which have recently
been strengthened by the FTC Improvement Act, to bring about a
greater degree of compliance with the advertising provisions of the
Truth in Lending Act.

As was noted in last year's Annual Report, the level of

compliance with the Regulation's oral disclosure requirements has
£ ]

not been as high as it has been with the written disclosure require-

ments. Last year's report noted, however, that compliance with the
oral disclosure requirements appeared to be improving, and the
Board has not received any information during the past year which

would indicate any change in this trend.

Attachments
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Appendix A

CHAIRMAN OF THE BOARD OF GOVERNORS
FEDERAL RESERVE SYSTEM
WASHINGTON,D.C. 2055I

The Honorable William Proxmire

Chairman

Committee on Banking, Housing and
Urban Affairs

United States Senate

Washington, D. C. 20510

Dear Mr. Chairman:

I am writing to request the assistance of the Congress in
resolving a difficult question of Congressional intent which has arisen
in the Board's efforts to prescribe regulations required under Section 167
of the Fair Credit Billing Act (Titie 1II of P.L. 93-495).

That Section, which becomes effective October 28, 1975, provides
as follows:

" §167. Use of cash discounts

"(a) With respect to credit card which may be used
for extensions of credit in sales transactions in which
the seller is a person other than the card issuer, the
card issuer ray not, by contract or otherwise, prohibit
any such seller fronm offering a discount to a cardholder
to induce the cardholder to pay by cash, check, or similar
means rather than use a credit card.

"(b) With respect to any sales transaction, any
discount not in excess of 5 per centum offered by the
seller for the purpose of inducing payment by cash, check,
or other means not involving the use of a credit card
shall not constitute a finance charge as determined under
section 106, if such discount is offered to all prospec-
tive buyers and its availability is disclosed to all
prospective buyers clearly and conspicuously in accordance
with regulations of the Board."

Subsection (b) has been the focus of the problem. You will
that the Section doos not raquire any morchant or card issuer to take
action. It rely provides tihat if a merchant chooses to offer a d
of up to 5 per cent for at by cash, t: iscount is exclud
credit finance charge for the purpose of Truth in lLendinz discle
discount can thus be offered without ¢
the point of sale,




The Honorable William Proxmire -2-

While the provision appears straightforward, it has given rise to
perplexing problems. For example, when merchandise with a posted price of
$100 is available at that price by use of a credit card, and at $96 for cash,
the differential is clearly a "discount" covered by the Section. But if an
article has a posted price of $96, and is available at that price for cash,
and at 3100 by credit card, there is doubt as to the status of the $4.00
differential. Is the $4,00 differential a "discount" within the meaning of
the Section, or is it a "premium" or "surcharge" and not a "discount"?

It has been represented to the Board that the economic effect
may be largely the same in both cases and that sometimes it may be diffi-
cult or impossible in practice to distinguish one type of situation from
the other. From this it has been argued that the differential in both
cases is a "discount”. On the other hand, it has been contended that the
two may differ widely in their marketinz and operating aspects, that the
wording of the statute refers only to "discount", and that the price
differential in the second case falls outside the statuta.

On April 30, 1975, the Board published proposed regulations on
the subject that would have excluded the second type of differential from
the special treatment provided by the statute. On July 30, 1975, the Board
published revised proposals taking the opposite position. You have uraed
that the "prenium" or "surcharge" differential be treated as a "discount".
Chaircan Annunzio of the Consumer Affairs Subcormittee of the House Eanking
Comittee has urged that it not be treated as a "discount” within the =
of the statute.

After extended consideration the Board decided by a 4-3 vote to
approve a regulation that excludes the second type of price differential
from the special treatment provided by the statute. The Board unan
agreed to seek your assistance in obta 2 legislative act
would make clear the intended application of Section 167 of the statuca.
The lack of such clarifying action, with attending differences of opinion
as to Congressional intent, may well lesad to costly litigation and ir-ose
substantial burdens on creditors, consumars and the courts.

I an sending similar letters to the Chairmen and raaking min
members of the Senate and House Banking Cozzittees and the Consumer !

Subcormittees of those Cormittaes.

Sincerely yours,

T e RN

Arthur F. Burns
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Appendix B

Advisory Committee

Chairman -- Dr, Richard H. Holton, Dean
School of Business Administration
University of California, Berkeley

Berkeley, California

Mr. H. D. Allen
610 Edgewater Trail, NW
Atlanta, Georgia 30328

Mr. James M. Barry
Managing Director

Texas Credit Union League
3528 Forest Lane

P.0. Box 5147

Dallas, Texas 75222

Mr, Edwin B. Brooks, Jr.

President

Security Federal Savings and Loan
Association

Sixth at Franklin Street

Richmond, Virginia 23219

Mr. 0. C, Carmichael, Jr.
Chairman of the Board of
Associates First Capital Corporation
Associates Corporation of North
America
1700 Mishawaka Avenue
South Bend, Indiana 46604

Miss Barbara A. Curran
Senior Research Attorney
American Bar Foundation
1155 East Sixtieth Street
Chicago, Illinois 60637

Dr. Louis F. Del Duca
Professor of Law

The Dickinson School of Law
506 South College Street
Carlisle, Pennsylvania 17013

Mr. John E. Eidam
Attorney

1222 South 118 Street
Omaha, Nebraska 68144

94720

Mr. William F. James
President

Bill James Enterprises

8015 Forsyth, Room 204

St. Louis, Missouri 63105
Telephone #: (314)721-4037

Mr. Robert J. Klein

Senior Editor

Money

Time Life Building
Rockefeller Center

New York, New York 10020

Mr. Robert R. Masterton
President

Main Savings Bank

15 Casco Street
Portland, Maine 04101

Mr. William F. Melville, Jr.
Senior Vice President
Maryland National Bank
Baltimore, Maryland 21203

Mrs. Faith Prior

Extension Family Economist
Terrill Hall

University of Vermont
Burlington, Vermont 05401

Mr. Robert W. Pullen
Administrative Vice President
Department of Economics
Colby College

Waterville, Main 04901

Mrs., Doris E. Saunders
9718 S. Indiana Avenue
Chicago, Illinois 60628




Mrs. Lynnette Taylor
2500 Virginia Avenue, N
Washington, D.C. 20037

Peter R. Thompson
President
id-Continent Properties
806 Candle
Piqu

Mr. Harry R.
Vice President
s Corporation
outh Broadway
Denver, Colorado

Miss Barbara A. Zimmelman
Consultant, Urban and

¢ Development
Peden
Houston, Texas 77006
Telephone #: (713)5

526-0683
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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 may buy a car or furniture on the instalment plan.

Almost everyone signs a mortgage when he buys a
house and sometimes when he arranges for a major
home improvement.

Occasionally we’'ll borrow money from a bank, finance
company or other lenders for vacation use, or per-
haps, 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 is to let
consumers know exactly what that charge is, and to let
them make comparisons more readily of the charges from
different credit sources. The law therefore requires creditors
to state such charges in a uniform way.

o e e s e e e BT
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
finance 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 dollar 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 promi-
nently 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
$6 interest for that money. If you have use of the entire
amount for one year you are paying an annual percentage
rate of 6 per cent. But if you repay the $106 in 12 equal
monthly instalments, you do 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 $6 charge for credit in this case becomes an
annual percentage rate of 11 per cent.
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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 now total all such charges,
including 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.

A card issuer also cannot hold you liable for any un-
authorized use unless:

® The credit card was one you had requested or used.

® The card issuer has provided some means, such as a
signature panel or photograph on the card, to identify
the user as the person authorized to use the card.

The card issuer has notified you of your potential
$50 liability.

The card issuer has provided you with a form to use
in notifying him of loss or theft of your card.

The law also prohibits card issuers from sending you a
credit card unless you requested or applied for it. However,
a card issuer may send you, without your request, 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 business is going to mention one feature of
credit in its advertising, such as the amount of downpay-
ment, it must mention all other important terms, such as the
number, amount, and period of payments that follow. If
an advertisement states “Only $2 down,” it must also state,
for example, 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 informed
decisions,

Cancellations
[ T e | N et i |

Another important provision of the law is designed for
your protection in case your home is used as security in
a credit transaction, This frequently occurs when a major
repair or remodeling job is done on your home or when
you take out a “second mortgage”. When you enter into
a credit transaction in which your home is used as security,
the law gives you three business days to think about it and
to cancel the transaction during that period if you wish.
The creditor must give you written notice of your right to
cancel, and if you decide to cancel the transaction, you
have to notify him 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 real financial emergency and need the
credit immediately to finance repairs necessary to avoid
danger to you, your family, or your property.

The right of cancellation does not apply to a first
mortgage to finance the purchase of your home.
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Other Provisions

The law provides criminal penalties for willful violators,
as well as civil remedies. You as an individual may sue if a
businessman fails to make the required disclosures. You
may sue for twice the amount of the finance charge—for
a minimum of $100, up 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 out,
contain many other detailed provisions, Businessmen ex-
tending credit should of course familiarize themselves
with all of these, to make sure they are complying with
the law. Creditors, as well as consumers, who want to go
into the matter more deeply may request the free pamphlet,
“What You' Ought to Know About Truth in Lending”
from any Federal Reserve Bank or from the Board of
Governors of the Federal Reserve System, Washington,
D. C. 20551.

To Find Out More

A number of Federal agencies, and in some cases, even
State agencies, are responsible for enforcing Truth in
Lending, depending upon 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 extending credit so that your
letter can be brought to the attention of the appropriate
enforcement agency. -

Board of Governors of the Federal Reserve Svstem
Washington, D.C. 20551




Honorable Jeffrey M. Bucher

Board of Governors of the
Federal Reserve System

Washington, D. C. 20551

Dear Mr. Bucher:

This is in response to your letter of October 15, 1974, asking for
information with respect to the following matters in connection with
the preparation of the Board's annual report to Congress under the
Truth in Lending Act:

(1) The administration of the FDIC's enforcement function
under the Act during the last year, including methods of
enforcement and eny significant problems encountered with
that enforcement;

(2) An assessment of the extent to which compliance is
being achieved by creditors subject to FDIC's enforcement
authority;

(3) A brief description of any efforts FDIC has under-
taken during the past year designed to provide information
and education on Truth in Lending to creditors under FDIC's
Jurisdiction or their customers; and,

(4) Any suggestions or recommendations which FDIC would
-‘care to make for changes in Regulation Z or in the Truth
inyLending Act.

During 1974, FDIC revised its Procedures for reporting violations
of the Truth in Lending Act and Regulation %. Prior to this time,
FDIC exmminers had noted Truth in Lending violations discovered
during the course of an examination in a letter-report addressed

to the board of directors of the bank examined. On January 1, 197k,
FDIC commenced & program of selective withdrawal from examination
of insured nonzember banks in the states of Georgia, Iowa and
Washington. As a part of the program in these three states, and
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in the states of Maryland and Virginia on an experimental basis,
FDIC examiners began conducting separate examinations of insured
nonmember banks for compliance with Truth in Lending and other
laws. These separate complience examinations enteiled completion
of & new Truth in Lending Compliance Report. On September 9, 197k,
the practice of completing the Truth in Lending Complisnce Report
was extended to the remaining 45 states although in these states
the separate Report is completed in conjunction with the reguler
examination of the subject bank. At the time the practice was
extended, our examiners were furnished with a revised and expanded
Regulation Z Examination Guide for use as an aid in the examining
process, Viclations and deficiencies now indicated in the completed
Compliance Reports are followed up as before by our Regional Offices
to assure that appropriate corrective measures are teken,

Complaints and inguiries from consumers and bankers continue to be
processed in our Regional Offices with assistance as necessary from
the Washington Office. Whenever appropriate, visitations or other
contacts with the banks are cede to investigate possible Truth in
Lending violations and to obtain compliance. As & rule, every effort
is made through these inforral contacts to achieve compliance on

& voluntary basis before formal administrative proceedings are ini-
tiated to compel compliance, Overall, we have not encountered any
significant problems in the administration of our*Truth in Lending
enforcement function.

During the period from September 16, 1973 through September 15, 197k,
FDIC examiners conducted 7,472 examinations of insured nonmecber

banks for compliance with the Truth in Lending Act and Regulation Z.
Apparent violations were discovered and reported in approximately 10.5%
of the examinations conducted. This percentage figure represents a
rise of 3.3% over a comparable period covered in our last report and
is believed to be the result of the new procedures instituted for
reporting violations. While many different types of violations were
reporteqr, the following were freguently cited: failure to disclose
the findnce charge, incorrect determination of the finance charge,
failure to disclose the annual percentage rate, incorrect determination
of the ennual percentage rate, and failure to furnish notice of the
right to rescind in appropriate ceses. Reasors often stated for non-
compliance include: misinterpretation of the law, clerical error,
oversight, and carelessness, A small number of banks appear to represent
& greater-than-normal supervisory problem in obieining complisnce with
Truth in Lending r ants, o bs e, raceiving

Tac
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continuing follow-up attention by the staffs of the various Regional
Offices. One case of apparently willful and knowing violation of

the Truth in Lending Act was referred to the appropriate U.S5. Attorney
for possible criminal prosecution. FDIC issued no cease-and-desist
.orders against banks for violations of the Truth in Lending Act,
although one such order issued in 1973 remains outstendinog,

FDIC endeavors to provide information and education %o benkers and
indirectly to consumers, through the examination process itself,
Bankers frequently discuss guestions they mey he 2 ding banking
law and other subjects with our examiners or difect these questions
to the Regional Offices. Information is also provided directly to
consumers in response to complaints and inquiries, In addition,
FDIC continues to provide all insured nonmember banks within its
enforcement jurisdiction with all amendments and official inter-
pretations of Regulation Z.

We have no suggestions or recommendations for chenges in either the
Truth in Lending Act or Regulation Z at this time,

Sincerely,

(Sigoed) Frapk Wille
Frank Wille e
Chairman




Honorable Jeffrey M. Bucher

Board of Governors of the
Federal Reserve System

Washington, D.C, 20551

Dear Mr. Bucher:

This is in response to your letter of October 9, 1973, asking for infor-

;- metion with respect to the following matters in connection with the prep~
aration of the Board's annual report to Cor = under the Truth in Lend-
ing Act:

(1} The administration of the FDIC's enforcement function un-
der the Act during the last year, including methods of enforce=
ment and any significant problems e untered with that en-
forcement;

(2) An assessment of the extent to which compliance is being
achieved by creditors subject to this agency's enforcement
authcxity;

(3) A brief description of any efforts this agency has under-
taken during the past year designed to provide information and
education on Truth in Lending to creditors under our jurisdic-
tion or their customers; and,

(4) Any suggestions or recommendations which the FDIC would
care to make for changes in Regulation 2 or in the Truth in
Lending Act.

Our field examiners continue to check for compliance with the Act and
Regulation Z as a regular part of our bank examiration program. Examin-
ers utilize the Regulation Z Check developed by the Federal banking
agencies to assist them in perf y this function. Violations are
ssed with mana t dv Y 2 deta lotter-

St e

to t k I of Uy o re ol-

lowed up by the Regiocnal Offices to
taken. Every cffort is made to achie
before administrative

from consumer

fices and, to some extent,
ate, visitations or s r b igate
possible violations of the Act or Regulation Z and to obtain compliance.
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During the period September 16, 1972 through September 15, 1973, our ex-
aminers completed 7,900 bank examinations and wrote 565 letter-reports
detailing violations of Regulation Z to the banks' boards of directors.
Violations fregquently cited were failure to disclose the finance charge,
incorrect determination of the finance charge, failure to disclose the
annual percentage rate, incorrect disclosure of the annual percentage
_rate, and failure to furnish the notice of the right of rescission where
applicable. The number of letter-reports written represents 7.2% of the
number of banks examined, a decrease of approximately 2% from the compa-
rable period covered in cur last report. Our examiners have also written
six criminal letter-reports which were transmitted to the appropriate
United States Attormey citing apparently willful wiolations of the Truth
in Lending Act and have written 12 letter-reports to other Federal agen-
cies detailing violations by creditors under their enforcement jurisdic-
tion. During 1973, the FDIC issued one Ccase and Desist L‘ncder against a

=t ba.nk for violations of the Truth in Lending Act. - s

|

We recently surveyed our Regional Offices to determine the extent of com=
‘pliance by banks within our enforcement jurisdiction under the Truth in
~+Lending Act. Of the banks in which violations of Requlation Z have been
reported by letter-report through September 15, 1973, the survey indi-
cated that 36 banks were receiving follow-up action because the Regional
Director was not satisfied with the bank's compliance with tha Truth in
Lending Act.

The FDIC continues to furnish a11 banking offices of State nonmember
"banks, as well as noninsured banks, and our ficld pcrqonnel with copies
of- all amendments, interpretations, and other pertinent material. Each
Regicnal Office receives a copy of the Public Information Letters pre-
..pared by the Board's staff. We continue to supplement ocur examiners'
field training in Truth in Lending matters by courses at our Training
- Center and through workshops during cur Regional Conferences.| Our exam-
iners provide information and education to bankers--and indirectly to
consumers--through the examination process itself by discussing and an-
swering questions raised. Information is also provided directly to com-
‘sumers in response to complaints and inquiries., \

We support generally the varicus technical amendments proposed by the
Board of Governors in Appendix D of its 1972 Annual Report to Congress
and, in particular, the recommendation that a creditor's class action
liability under the Truth in Lending Act be limited to the greater of
$50,000 or 1% of net worth.

Sincerely,
(Sigoed) Frank Wille

Frank Wille
Chairman




Mr. Frederic Solomon, Director

Division of Supervision and Regulation

Board of Governors of the Federal Reserve System
Washington, D. C. 20551

Dear Mr. Solomon:

This is in response to your letter of September 29, 1972, asking that we
furnish information with respect to the following matters for use in the
Board's annual report to Congress under the Truth in Lending Act:

1. The administration of our agency's enforcement function
under the Act, including methods of enforcement and any
significant problems encoumtered with that enforcement;

An assessment of the extent to which compliance is being
achieved by creditors subject to our enforcement authority;

A brief description of any efforts our agency has undertaken
during the past year designed to provide information and
education on Truth in Lending to creditors under our jurisdiction
or to their customers;

4. Suggestions or recomendations for changes in Regulation Z
or in the Truth in Lending Act.

Our -field examiners continue to check for compliance with the Act and
Regulation Z as a regular part of their examination procedure. The
Regulation Z checklist developed by the Federal banking agencies is
utilized in this function. Violatio liscovered are br 1t to the
attention of management during the examination and detailed in letter-
reports to the boards of directors of the banks involved. These are
followed up by our Regional Offices to assure that appropriate corrective
action is taken. If it appears that formal administrative action may be
necessary to obtain compliance, the mat is ferred to the Compliance
Unit of our Legal Division for appropriate attention. Our Regional
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Offices also handle the bulk of complaints and inquiries received from
consumers and banks. When necessary, a visitation or other contact is
made to determine whether violations of the Act or Regulation Z exist

and to obtain compliance with this law.

Over a period from September 16, 1971 through September 15, 1972, our
examiners examined 7,862 banks. During this peried, 713 letter-reports
citing violations of Regulation Z were written to the boards of directors
of banks and 14 criminal letter-reports citing apparently willful viola-
tions were written to the appropriate United States Attorneys. In addition,
24 letter-reports setting forth apparent violations on the part of creditors
committed to the enforcement jurisdiction of some other Federal agency were
written to the appropriate agency. Our Regional Offices also handled 49
inquiries from banks and consumers. -

The number of letter-reports written to the boards of directors of banks
represents 9.1% of the number of banks examined, an increase of approxi-
mately 3% over a comparable period covered in our last report. This rela-
tive increase, however, is largely the result of the increased use of the
letter-report by our examiners in situations where informal discussion
alone had previously been used. While many different types of violations
were reported, the following viclations were frequently cited: failure
to disclose the finance charge, incorrect determination of the finance
«harge, failure to disclose the amnual percentage rate, incorrect compu-
"~ tation of the annual percentage rate, failure to furnish the notice of
the right to rescind in appropriate cases, and failure to comply with
the advertising provisions of Regulation Z. Reasons often stated for
noncompliance include: misinterpretation of the law, clerical error,
oversight, and carelessness. A small nusber of banks have been reported
as involving a greater-than-normal supervisory problem in obtaining compli-
ance. These are being actively followed up by our Regional Directors who
report that most banks in their Reglons are in substantial compliance.

Our Division of Bank Supervision endeavors to provide informatiom and
education to bankers, and indirectly to consumers, through the examination
process. Bankers frequently discuss questions they may have regarding

the requirements of Truth in Lending with our field force or direct these
questions to our Regional Office. Information is, of course, also supplied
directly to consumers in response to inquiries.

Our Legal Division staff has also begun preparation of a draft of a proposed
"FDIC Information and Consumer Guide" to acquaint the public with the full
range of our insurance and consumer-oriented functions. It is contemplated
that this publication will include a description of a consumer's rights under
the Truth in Lending Act as well as a description of our enforcement function
under that Act.
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We suggest the following changes be made in Truth in Lending either through-
apendment to the Act or, where possible under the.Board's -existing authority,
through amendment to or formal interpretati of ¥ ation .

1. Agricultural credit should be exempted from the Act's
coverage. We feel this type of ¢
business credit, which is presentl
.to consumer credit, . e
+« The potential -1iability of purchasers of dealer paper .- .
- should be clarified. At present, it appears that such
purchasers may be liable for improper disclosure made by
a dealer. This possible liability should be resolved so
that purchasers may know what their responsibilities are
- when accepting dealer paper.

Disclosure of add-on or discount rates in advertisements
should be specifically prohibited. This prohibition,
moreover, should extend to the disclosure of consumer loan
terms over the telephone in response to inquiries.

Sincerely,

(5igned) Frank wille

Frank Wille
Chairman
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Honorable J. L. Robertsen

Vice Chairman

Board of Governmors of the
Federal Reserve System

Washington, D. C. 20551

Dear Mr. Robertson:

our annual report regarding the Consumer Credit Protection Act and
Regulation Z. The report covers (a) the administration of the Corpo-
ration's enforcement function and significant problems encountered,
(b) an assessment of the extent to which compliance is being achieved
by creditors, (c) the efforts we have taken to provide information
and education on Truth in Lending to creditors, and (d) suggestions
regarding changes in the Act or amendments to the Regulation.

Pursuant to your request of October 12, 1971, w2 arc hersby subzitring

Our field examiners check for compliance with the Act and Regulation

as a regular part of our examination program of insured State nonsmember
banks. To assist them in performing this function, they utilize the
Regulation Z Checklist developed by the Federal banking agencies. Im
addition, complaints and inquiries received from consumers, competitors
and other Federal enforcement agencies are handled by our Washington
and Regional Offices. When deemed necessary, visitations are made to
the banks involved to investigate possible violations. We have en-
countered no significant problems in enforcing Truth in Lending. How-
ever, problems have been encountered by creditors, as well as consumers,
because of the complexity of the Regulation. Difficulty in interpretation
has also arisen because cartain items (e.g., deaaler er) are not
specifically meationed or are only referred to-in an indirect wmannar.

Of the 8,100 banks we examined during the period since our previous
annual report, letter-reports addressed to the banks' boards of directors
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citing violations were prepared in 464, or slightly less than 6%, of the
banks. While many different types of violations were reported, violations
frequently noted included failure to grant the right to rescind, use of
improper forms, and incomplete disclosures with respect to dealer paper.
The principal reasons listed for the existence of the violations were
misinterpretation or misunderstanding of the provisions of the Regulation.
In some cases, clerical errors, carelessness and unfamiliarity were

cited as the reasons. We have also forwarded six letter-reports to the
appropriate United States Attorney as a result of apparently willful or
knowing violations. We have received a limited number of complaints or
inquiries from outside sources. Inquiries received from banks generally
involved deternination of compliance of their forms or advertisements.

Members of our staff continue to work closely with members of the Board’s
Truth in Lending staff and consult freely regarding matters of interest.
In May of 1971, we responded to a questionnaire received from the National
Commission on Consumer Finance regarding the adequacy and effectiveness
of Truth in Lending. The survey supplemented and updated a questionnaire
which we completed for the Commission during the middle of 1970, Our
field personnel have attended discussions on Truth in Lending at our
Regional Office Conferences and at seminars conducted by the Federal
Reserve banks and State banking associations. We continue to furnish all
banking offices of State nonmember commercial and mutual savings banks,
as well as noninsured banks, and our field personnel with copies of all
amendments, interpretations and other pertinent naterial. Each of our
Regional Offices also receives a copy of the Board's Public Information
Letters.

Suggestions for changes in, amendments to, or interpretations of Truth
in Lending are listed below for your consideration:

1. We feel that agricultural loans should be exempted from the
provisions of the Aect just as credit transactions involving
extensions of credit for business or commercial purposes
are exempted. It does not appear consistent to exempt
credit transactions of various small businesses while
similar transactions for agricultural purposes are covered.

(a) We suspect that some banks continua to quote orally
only the add-on or discount rate instead of the comparable
annual percentage rate. The advertis provisions of the
Repulation ild be ch d to cover atd

cuntacions
»] Lions,

whether in person or by telephone, in the same manner that
vwritten advertisements are covered.

(b) The rost frequently noted advertising violation involves
advertiscments wich an add-on or Jiscount rate stated in
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addition to or in place of the annual percentage rate. The
advertising provisions of the Regulation should be amended
to clearly indicate that such rates may not be included in
any advertisement regardless of the circumstances.

A tecurring problem noted involves the application of the
provisions of the Regulation regarding dealer paper. The
Regulation should be amended to clearly indicate how it
applies to dealer paper. More specifically, it should
indicate its effect in situations where the bank is (a) a
creditor and joint disclosures are made, (b) a creditor and
separate disclosures are made, and (c) an assignee. In
addition, the Regulation should indicate whether the bank
or the dealer is responsible for ‘correcting and following
up on disclosure violations made by the dealer.

Borrowers have an indefinite period during which they have
the right to rescind certain transactions involving a
security interest in real property if all of the required
disclosures are not made. An amendment is needed specifying
a maximum period during which such transactions can be
rescinded.

An additional change we feel would be helpful involves the
format of the Act, Regulation and interpretations rather

than the content. We are cognizant of the Board's efforts

in writing the Regulation; however, difficulty in implementing
and interpreting Truth in Lending has been experienced by
banks and examining personnel because of the large volume

of materfal that they must be familiar with and the Faet that
each new addition is prepared as a separate pamphlet. While
it may be desirable for creditors to have all current Truth
in Lending material available in one or two separate bound
pamphlets, in actual practice, because of new additions,
creditors soon have a mumber of pamphlets to which they must
refer. It is recommended consideration be given to making
available, at an early date, all pertinent Truth in Lending
material in loose-leaf form so that it can be readily up-
dated by the user. Presentation in loose-leaf form should
make the material more workable and reduce the need for
periodic reprinting of various portions of the material into
separate pamphlets. As you may know, the Corporation recently
contracted with Prentice-Hall, Inec., for the preparation,
publication, and distribution of a locse-leaf teporting ser—
vice vhich contains, among other things, the Federal Deposit
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Insurance Act, the Corporation’s rules and gulations, and
certain other Federal statutes and repu ions which affect
the operations of insured banks. One & tion of the service,
entitled "Consumer I ion," contains the full amended
text of the Cc

Suppl :
explanations and lqtorp'kt tions uf Rebuldt-on d. The Board's
Public Info n rs have not yet been incorporated

into tt e. e ou aff is not tor

fied with the arr: ment whi Prencice-Hall selected for
this section of the service, we hope to persuade Prentice=-
Hall within the next few weeks to republish and redistribute
all Regulation Z materials included in the service in a more
orderly, more readily usable format. Copies of the service,
which will be supplemented at regular two-month intervals,
were distributed to all insured banks, to all State bank
supervisors, to certain State and national ‘trade associations,
and to all of the Corporation's ex iners on Dacember 27, 1971.
Copies have also been furnished to those : mbers of the staff
of the Board of Governors and of the Cnm troller of the
Currency who have specifically requested them. The Board of
Governors and the Comptroller may wish to arr ange to have
copies of that section of the serviee which relates to consumer
protection distributed to all of their eXamining personnel,

We hope this information will be helpful to you.

Sincerely,

(Signed) Frank Wille

Frank Wille
Chairman




December 21, 1970

llonorable J. L. Robertson

Vice Chairman

Board of Governors of the

" Fedéral Reserve System

Wash n, D. €. 20551
I

Dear Mr. Robertson:

In accordance with your request, we are submitting our aznnual report reclating
to the Truth in Lending Act. The report covers the administration of and zny
significant problems encountered in this Corporatioan's enforcement function,
an assessment of the extent to which compliance is being achicved, an outline
.. of our efforts to provide information and education to creditors and their
customers, and suggestions as to amendment of the Act or Regulatibn 2,

Checking for coupliance by the State nonmember banks under our jurisdiction

is part of our examination program. Possible violarieas broush

tion from other sources also are carefully investigated. Compliance generally
has becn favorable with no vielations noted in 957 of-the=7,599 banks exemined
and 35 complaints investigated during the 12 month interim following our
previous annual report. The principal difficulty in the 358 banks where viola
tions were noted resulted largely from misinterpretation and unlamdliaricy with
specific scctions of the Regulation; however, 10 were reported as willful or
knowing violetions under Section 112 of the Act. Violations arising from
purchase of dealer paper at five other banks were reported to the Federal Trade
Commission. Mo specific enforcement problems have been encountered,

During the past year, merbers of our staff met with menbers of the Board's
Truth in Lending staff and consulted freely in matters of interest. We have
responded to a survey relating to the adequacy and effectivenecss of the Act
by the National Commission on Consumer Finance. Truth in Lending has been 2
matter of discussion at several of our Regional Office Conferences, and each

Regional Office has been provided with copies of the Doard's Public Information
Letters. Our personncl are provided with pertinent information and material as
it is received in order that we may continue to adequately administer the
provisions of the Act and Regulation.
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In addition to providing in-bank counsel during cxarminations, our Regional

and Vashington Office staffs have proc d zome 145 written inguiries and

a number of tclephone requests ¢ information. In this respect, we note a

sharp decrease in requests for dnf tior Merbers of our staff are aveil-

able upon reques r Truth in Lend s, and in this conrection, we

provided a par pant in the th in L ing disc ion at the Kensas

Bankers Asso ion's w ; ini Insurcd State nonzember banks
b pr pertinent informati concerning

: Regulation and Ac d=ents, ir >L._|:]‘.-.u tio

The large number of ar ]

since enactment have proved nelw ul hut prpqcnt sone dxfficult) in thc d?ily

e of the terial, Thaercfore

with the latest edition of the bo:. hat You Ought To &

Reserve Pegulation Z" and the new penphlet containing subsequent amendments
and inte.pretations to velieve this situation. Ewrlicr in the year, we dis-
ussed with the Board's staff t'c desirability of maliing the pamshlet "Khat
Truth In Lending Means To You," which was designed to be used in connection
with your consumer-oricnted filmstrip, available without cost for bank dis-
tribution to acquaint their customers with the major provisions of the Act,
After forwardi a copy to each uninsured and insured State nonm

orders were received for so=e 800,000 copies from over o

There arc scveral areas that might be given consideration for possible azand-
ment to the Act or Regulation, Much tentirent has been expressed for exclu-
elon of agricultural lonns from the provisions of the Act just as loans for
other business purposes are excluded. The fact that credit extended to
certain types of small businessmzn is exempt, while credit to the farm
operator, managing tens of thousands of dollars of capital investrent, requires
the same disclosure as any spall personal loan, lends support to the prnﬂn.od
exclusion, While the asendsent issued late last year adding Seetion 226.8(n)
provides sone relief vhere banks extend agricultural credit under a written
agrecment, many smaller banks do not operate on this basis. The recormenda-
tion contained in the Board's 1969 An ual Report to Congress to exerpt agricul-
tural credit in excess of an appropriate amount from the provisions of the Act
would provide further relief, and we hope such a bill will be the subject of
early hearings in the 92nd Cun"rCS;.

Sections 125 of the Act and 226.9 of the Regulation grant a borrower, where
there 1s a security interest in real property, the right to rescind certain
transactions until midnight of the third business day follow ring consummation
of the transaction or dclxvcr; of all required disclosures, whichever is
later, Concelvably, 1f 31l disclosures are not made » the right to rescind
would extend )n"Tefuutcly, and effectively "cloud" the title to the real
property. While it is recognized that the right to resecind is granted for
the protection of the borre 4
clear title to his pr y e ot
made but thexe is no 1nrerc,t in rLocindlny th* transaction, h;cnrdln*lt
this part of the Act could be arended to estahli &0 ultinate cxpiration
for the period of rescission, to provide for subsequent waiver vader such
elrcuszstonces, or restric: the re o s T to the person oris?
granted the privilege during his o gh the real property

T9-848 O = 77 - 17
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Questions have arisen on numerous occasions where banks purchase consumer

paper from decalers with respect to their duties and responsibilities in

determining whether proper disclosurcs have been made, who is required to
& prop v q

make disclosures, and their attendant liobility. Vhile an acendment nay

not be necessary in this instance, it would be helpful if the matter were

clarified, A

Difficulty continues to be experienced in dete e r credit to an
individual is consumer eredit or for business purpose proceeds of
the loan arc used for an income-producing purpose ating to other than his
principal source of income. The "single busines: theory is understood to
have been relaxed to recognize that an in tal may have more than c

of income for the purposes of Regulation Z., Since this type of loan fr

"is found in banks, some clarification would be bencficial to assist creditor
in dete.mining whether it should be considercd for investment (consumer) p
‘or business purposes,

We trust the foregoing will be helpful in compiling your report to Conmgress.

Sincerely,

Chairman
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NOV 201562

k ornble J.
VJCC. Chairman
s of the
System
20551
]
Dear Mr. Hobertson:

In accordance h your reguest, we are submitting our report relating
to Regulation Z and the Truth in Lending ict. The xeport covers the
administration of this Corporation's enforcement function and any
significant problems encountered, an assessment of the cxtent to vhich
compliance is being achieved, and suggestions as to amendment of the
Regulation or Act.

During February 1969, the executive officers of in ed State nonmonmber
banks were provided a copy of the pamphlet "What You Ought to Xnow
About Federal Reserve Regulation Z," notified of the Regulztion's ef-
fective date, informed of the Corporation's adminfstrative enforccaent
responsibilities, and requested to direct any inquiries concerning the
Regulation to the FDIC Regional Director in their respective

Shortly thercafter, informative material was provided ea

office under our superv n. Regional Directors wore advi se" of their
role in responding to inquiries or referring the more difficult gues-
tions to the Washington office for direct reply. Procedures to be
followed were outlined to the Regional Directors, who were rejuosted
to issue to their field personnel appropriate instructions,

any specific precautions necessary due to unusuval situations,

Checklist wag developed for use by ficld personnal during bank exami-
nations in investigating for compliance with Regulation Z. This
Checklist als 1s distribut tate banking authoritics

In addition, i Directors were reguested to provide interim
rcw—t-- to (,-n le t srporation to inform the Board of Governors of
X of compliance on a guarterly
ren encountercd
he field lewvel

at the office level in each F n and in

Despite the ne ] egulati s the unfamiliar
the probler - 3 in @ anplication, the
* noted in 2,164




Nonorable J.. . Robertson -2~

examined since July 1. The principal difficulty in the remaining 71
banks resulted from misinterpretation and unfamiliarity with the
Regulation. Five infractions have been reported as criminal violations
under Section 112 of the Act, and one violation arising from the pur- .
chase of dealer paper has been reported to the Federal Trade Commicsion.
We bave the following suggestions regarding possible amendment of the
Regulation or Act. Sections )25 of the Act and 226.9 of the Regulation
grant an obligor, where there is a security interest in real property,
the right to rescind ce in transactions until = ight of the third
business day following consummation of the transaction or delivery of
all required disclosures, whichever is later. Conceivably, if all
disclosures are not made, the right to rescind would extend indefi-
nitely, and effectively “cloud” the title to the real property. It

is recognized the right of rescission is granted for the protection of
the obligor, but the obligor at some future time also should have the
right to convey clear title to his Proparty in the event he did not
receive proper disclosures but is not interested in rescinding. There-
fore, it is believed consideration should be given to amendment of the
Act and Regulation to establish an ultimate expiration for the period
of rescission. 3

The difference between personal (consumer) credit and investment
(business) credit is not clear. This is particularly evident in the
case of multi-unit apartment buildings in which the borrower resides.
Occasionally, the theory has been advanced that an individual can
engage in only one business; therefore, any credit relating to other
ventures or income-producing investments is of a personal nature.
Since such credit is found regularly in banks, it is believed that
clarification through an opinion or cstablishment of guidelines would
permit uniformity in determining whether a specific credit is covercd
by the provisions of Regulation'z.

There has been considerable discontent with the inelusion of agricul-
tural loans within the scope of Regulation Z. The recently adopted
amendment to the Regulation provided some relief in the case of certain
types of agricultural loans. However, the Board may wish to consider

additional action, possibly in the form of a suggestel change in the
Act.

We will be happy to provide additional information if you consider it
desirable. 2 -

Sincerely,

(Bigned) K. A.

K. A. Randall
Chairman
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TRUTH IN LENDING COMPLIANCE REPORT
TO THE

COMMERCE, CONSUMER AND MONETARY AFFAIRS SUBCOMMITTEE

SEPTEMBER 16, 1976




September iU, 1Y/b “rga®

Honorable Benjamin S. Rosenthal

Chairman

Commerce, Consumer and Monetary
Affairs Subcommittee

Committee on Government Operations

U.S. House of Representatives

"Washington, D.C. 20515

Dear Mr. Rosenthal;

This is in response to your letter of August 10, 1976, requesting the following
information on a state-by-state basis for each of the following states:
Maryland, Delaware, New Jersey, Pennsylvania, New York, Connecticut, Rhode
Island, Massachusetts, New Hampshire, Vermont and Maine:

(1) the number, type (commercial bank, savings bank, or other), and
average size (year-end 1975 total assets) of the institutions
examined by FDIC from March 1, 1975, through July 31, 1976;

(2) the number of negative responses to each of items 1 through 9 of
the FDIC Regulation Z compliance reports (FDIC 6500/55 (12-74))
completed in the course of examining the institutions enumerated
in (1) above; ?

the total number of loan transactions and dollar amounts involved
if known, cited in the Comments section of the FDIC Regulation Z

compliance reports (FDIC 6500/55 (12-74)) completed in the course
of examining the institutions enumerated in (1) above; and

(4) what specific action was taken by the FDIC to rectify the situation
with respect to each of the transactions enumerated in (3) above.

Enclosed are charts depicting the information requested by items (1) and (2).
In a number of cases, the same banks were examined more than once during the
relevant time period. The results of the second and third examinations are
depicted separately on Pages 2 and 3 of the enclosure.
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"Monorable Benjamin S. Rosenthal 2 - Sept. 10, 1976

Our staff h iscuss i (3) and (4) with your stafi and, while we are
not providing this info at the present time, we will comment further
on these matters in our me: before your committee later this month.

Very truly yours,

Kobeh €. Daco]

Robert E. Barnett
Chairman 5

Enclosure
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@) - FEDERAL DEPOSIT INSURANCE CORPORATION, woshingien, .. 20429

OFFICE OF THE CHAIAMAN

" November 26, 1975

Mr. Frederic Solomon

Assistant to the Board and /{'/“"’/J
Director, Office of Saver
and Consumer Affairs

Federal Reserve System

Room 2114

Washington, D. C. 20551

Dear Mr. Solomon:

This is in response to your letter of October 23, 1975, requesting
information with respect to the following matters in connection with
the preparation of the Board's annual report to Congress under the
Truth in Lending Act:

(1) The administration of the FDIC's enforcement function
under the Act d.uring the last year, including methods
of enforcement and any significant problem; encountered
with that enforcement;

An assessment of the extent to which compliance is being
achieved by creditors subject to FDIC's enforcement
authority;

A brief description of any efforts FDIC has undertaken
during the past year designed to provide information and
education on Truth in Lending to creditors under FDIC's
jurisdiction or their customers; and

Any suggestions or recormnmendations which FDIC would
care to make for changes in Regulation Z or in the Truth
in Lending Act. .

During 1975 the Corporation continued to utilize a separate Regulation
Z - Truth in Lending Compliance Report on a nationwide basis. This
Report is prepared as part of a separate examination in the states of
Georgia, lowa, and Washington under the FDIC's program of selective
withdrawal from examination. In all of the remaining states this
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Mr. Frederic Solomon -2- November 26, 1975

Report is prepared in connection with the regular examination. The
Regulation Z - Truth in.Lending Compliance Report and related in-
structions are currently heing revised to incorporate the new Fair
Credit Billing Act amendments and other recent amendments to the
Truth in Lending Act and Regulation Z. Violations or deficiencies
detailed in these Compliance Reports are followed up by the Regional
Offices to assure that corrective measures are taken,

Complaints and inquiries from consumers and bankers are processed
through the Office of Bank Customer Affairs and the Regional Offices.
Whenever appropriate, visitations or other contacts with the banks are
made to investigate possible Truth in Lending violations and to obtain
compliance. As a rule, every effort is made through these informal
contacts to achieve compliance on a voluntary basis before formal
administrative proceedirzs are initiated to compel compliance. Over-
all, we have not encount. red any significant problems in the adminis-
tration of the Truth in Lunding enforcement function.

During the period from September 16, 1974 through September 30, 1975,
FDIC examiners conduct:d 7, 743 examinations of insured nonmember
banks for compliance wizli the Truth in Lending Act and Regulation Z.,
Apparent violations were discovered and reported in approximately 28, 5%
of the examinations conducted, The relative increase in the number of
reports citing Truth in Lending violations for this period over the
previous reporting period is believed to be the result of utilizing
Compliance Reports for detecting and reporting violations, The follow-
ing types of violations were most frequently cited: failure to disclose
either the finance charge or the annual percentage rate, incorrect
determination of the finance charge or the annual percentage rate, and
failure to furnish the notice of right of rescission in appropriate cases.
Reasons often stated for non-compliance include: misinterpretation of
the law, clerical error, oversight, and carelessness.

A limited number of banks appear to represent supervisory problems
regarding their compliance with Truth in Lending. In the last semi-
annual communication to the Regional Offices dated July 11, 1975,

56 banks were listed as representing possible supervisory problems
with respect to Truth in Lending. These banks are, of course, receiv-
ing continuing follow-up attention by staff of the various Regional Offices.
Five cases of apparently willful and knowing violation of the Truth in
Lending Act were referred to the appropriate U. 5. Attorney for
possible criminal prosecution. FDIC issueéd no cease-and-desist
orders against banks for violations of the Truth in Lending Act during
this reporting period, although one such order issued in 1973 remains
outstanding.




Mr. Frederic Solomon November 26, 1975

The Corporation endeavors to provide information and education to
bankers and indirectly to consumers through the examination process
jtself. Bankers frequently discuss questions thev may have regarding

banking law and other subjects with our examiners or direct these
questions to the Regional Offices. Information is also provided directly
to consumers in response to complaints and inquiries received by the
Office of Bank Customer Affairs or the Regional Offices. In addition,
FDIC continues to provide insured nonmember banks its enforce~
ment jurisdiction with all amendments and official interpretations of
Regulation Z.

In view of the numerous recent amendments to the Truth in Lending
Act and Regulation Z, we have no suggestions or recommendations for
changes in either the Act or Regulation at this time.

Sincerely,

\ﬁc—-u/?_ Welte

Frank Wille
Chairman
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FEDERAL DEPOSIT INSURANCE CORPORATION fexam (Clase of busnen ! NUMBER

TRUTH IN LENDING — FAIR CREDIT BILLING V0. OF OFRCEs PRTAL MRS TS

FAME OB BANK EXAMINE R IN-CHARGE

v EGoNTY STATE

p e s ke —
NOTE: Answers to the following wtions are based upon the rewiits of a wiected sampling, upon statements made by bank’s mansgement
regarding peocedures and policies, and upon observations by the examiner. In the case of negative snowen, detaily are provided and

managemaent’s promised remedial action noted

CITEM

YES| NO

7. 1% the hank cormectly determining financs tharges and properly handiing excludable charges? (Section 726.4)

14 the bank properly compuiing annual percentage rates? (Section 226.5)

I the bank extends open-end credit or is 8 card usuer
(sl _Does the bank provide correct discloures befors the firs transsetion is made on the new sccount? (Seetion 226.7 (a)l

Ib} Does the bank provide correct duciosures on perodie billing tatements? (Section 226.7 (b1 1))

fel If & hinance charge may be impoted after 2 time perod for payment is provided, does the bank mail or delhver billing
itatemants witha the time limits specified in Section 226, 7{bi{217

dh ment regarding customer rights or the shorter form of staterment with
P (Section 226, 7(d})

credit payments and it necewiary adjust charges in sccordance with Section 226. 7117

] _Does the bank credit or refund exces payments in sccordance with Section 226.7(hi7

fg! _Dows thir bank comply with the nsusnce provisions for credit cards? (Section 226.131a))

{h] Does the bank comply with Section 226.13(11(4) which protbits the reporting of ditputed amounts as delinguant?

[l the bank comply with the prohibktion sgainat offsets related 1o credit carde? (Section 226.13(1)

omes"s sccount for eredit refunds? {Section 226 11“&”?'1

n acts by card Asuer

tor reyelution Em\mure’f&ﬂmn 226.14)

I3 the bank providing cofrect duclowres on oedit ather than open end? [Sections 226.6 and 226 8)

With respect to any congumer paper purchased by tha bank or held by it as collsteral, are the disclosures made tharein correct?
{Sections 226.6 and 226 8)

15 the bank properiy observing the nght of rescission in spphiceble credit transactions? (Section 226 9)

Based on applicable information, a the bank making correct disclosures in it advertsements? (Saction 226.10]

Has the bank adopted procedunes which sssure that fis empioyees are making proper oral GHCIORITS OF annual (aes!
{Interpretation 226.101)

COMMENTS

AL D T INGURANCE CORPORATION Exam, (Clasr of bursen] [wunu

|
REGULATION Z — TRUTH IN LENDING MO. OF OFFICER TOTAL ASBATE

HAME OF BANK EXAMINER 1N CHARDE

oy [COURTY STATE

NOTE: Amswers 1o the following quimticns are hased upon the results of a sslected sampling, upon statements made by bank's management
regarding procedures snd policies, and upon observations by the axaminer. In the case of negative snwen, details are provided and

management’s promised remadial action noted.

ITEM

Ts the bank coriactly Datermining finance charges and properly handiing exciudabie charges?

4T The bank providing corect ¢ correct dnciowures on credit other than open end]

'S_wuh réo«(! 10 Ny consumer peper purchased Ty the bank or held by it s ol

u:'mmn?a proper oral dncicsures o annual ratesr

FOIC 6500158 1. 70)
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REGULATION Z CHE!

general Questions

1. Are bank management and loan personnel sufficiently knowledgeable of the

Regulation?

(a) Have procedures been adopted in the auditing department to disclose
errors and violations through internal checks?

(b) Are these procedures periodically reviewed and, if necessary, revised
to meet changing business practices?

(a) Has the bank's attorney reviewed all forms and procedures in use by
the bank to comply with the Regulation?

(b} Do such forms in use appear to provide for adequate disclosure?

Has Board of Governors exempted State from any class of credit trans-

actions with respect to disclosure and rescission provisions? 8 226.12

1f so, is bank complying with provisions of applicable State law in this

respect?

B 226.4 Determination of Finance Charge

1. If credit life or liability insurance is excluded from the finance charge,
are the requirements of § 226.4(a) (5) and (6) met?
Does finance charge include charge imposed on another creditor for pur-
chasing obligation if customer is required to pay any part of such charge
in any manner? § 226.4(a) (8)
Are the non-real property transaction charges which gqualify for exclusion
from the finance charge itemized and separately disclosed so as to merit
exclusion under 8 226.4(b)7?
Are the real property transaction charges which qualify for exclusion
reasonable in amount, etc., so as to merit exclusion under § 226.4(e)?
Is the amount of the finance charge (and APR) computed on basis of 1/2

year maturity for demand obligations? § 226.4(g)

1(7-1-69)
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Determination of APR

Are APR computations correct?

Are APR computations made to the nearest one quarter of 1%7
(c) Is rounding off done only when computation is complete? ¥ 226.5(b)
Is either the actuarial method or U.5. rule being used? & 226.5(b)

Is the APR for open end accounts computed as prescribed in § 226.5(a)?

B 226.6 General Disclosure Requirements

l. Are reg d disclosures made clearly, conspicuously, and in meaningful
sequence? 8 226.6(a)
(a) Are the terms “FINANCE CHARGE" and "ANNUAL PERCENTAGE F in print
more conspicuous than other required disclosures?
(b) Is all required terminology being used? § 226.6(a
Are percentages and numbers in figures and correct in size? B 226.6(a)
Are plans in effect to retain records, o than in advertising, for a
minimum of 2 years after di sure date?
If the bank has elected to express the APR in "dollars finance charge -per
year per $100 of unpaid balance," is it aware that the percentage form
must be used beginning January 1, 19717 8§ 226.6(3)

(a) Is the bank aware that it may use modified forms only if it has made

a bona fide effort prior to July 1, 1969, to get new ones which comply?

g 226.6(k)

(b) Is the bank aware that any forms so modified must be discontinue
December 31, 1969%

(e} Is the bank aware th it may not use a modified form for the notice
of rescission?

(a) Do disclosures inconsistent with Regulation Z but required by State
law appear in the proper place?

(b) If an additional information or explanations" not required by State
Y E G Y

2(7-1-69
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law is being disclosed, is it stated, utilized and placed 50 as not to mis-
lead the customer or contradict, cbscure, or detract attention from required
disclosures? E 226.6(c)

(a) If the bank purchases consumer paper from dealers, has it carefully
reviewed all disclosures made by the dealer to determine the completeness
and accuracy of such disclosures?

(b) Is written acknowledgment of receipt of disclosure by customer included?
(c) Is the bank a creditor and therefore responsible for disclosure under

8§ 226.6(d)7

(d) If so, is it identified as a creditor on the disclosure document?

(a) Has it been necessary for the bank to estimate any of its disclosure
information?

(b) If so, is the estimate reasonable? B 226.6(f)

B 226.7 Open End Accounts - Specific Disclosures

Have the various provisions under & 226.7(a) been proper

customer before the first transaction is made on a new open end account
established on or after July 1, 19692

{a) In the case of open end accounts with collectible balances in existence
on July 1, 1969, were the disclosures required under B 226.7 (a) mailed or
delivered to the customer by July 31, 19697

(b) If the open end account had no balance on July 1, 1969, but subse-
quently used, have the new account disclosures been mailed or delivered to
the customer before or with the next billing?

(c) Has the bank established satisfactory procedures to assure that the
disclosures required under § 226.7 (a) for accounts which were in existence
on July 1, 1969, but which had no balance on that date will be mailed or
delivered to the customer before or with the next billing? § 226.7(f)

Do periodic statements contain the provisions set forth under 8§ 226.7(b)

(refer to list of disclosures on page 7)

3(7-1-69)
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(a) Does the face of the periodic statement contain the proper disclosures

under B 226.7(c)?

(b) Are other location requirements for pericdic statements met?

{c) 1f some disclosurer are on the reverse side or on accompanying slips,

does the face of the periodic statement contain the proper notice?

(d) Are the disclosures on the periodic statement located so as not to con-
fuse or mislead the customer or obscure or detract from the information
equired to be disclosed? § 226.7(c)

Is proper notice being given of any changes in the terms of open end ac-

counts? B 226.7 (e)

B 226.8 Credit Other Than Open End - Specific Disclosures

15

(a} Are all disclosures being given to the cust r in the manner set forth
in B 226.8(a)?

(b) Are they being given before the transaction is consummated?

(c) Are all blank spaces in the disclosure statement filled in before it is
given to the customer?

(a) Are disclosures required for credit sales in compliance with the require-
ments of B 226.8(b)+(c)? (refer to list on page B)

(b} Are disclosures required for loans and other non-sale credit in compli=
ance with the requirements of § 226.8(b)+(d)? (refer to list on page 8)

Are all charges included in the amount of credit but which are not a part

of the finance charge either added to the "unpaid balance" in accordance with
B 226.8(c) (5) or included in the "amount financed" in accordance with

§ 226.8(d) (1)?

Are disclosures made in connection with loans requested by mail or telephone
made within the time specified in § 226.8(qg) 7

(8) In dealer consumer sales paper involving an "add-on" agreement whereby

8mounts financed and finance charges on additional credit sales are added

417=1-69)
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to an existing outstanding balance, does the agreement meet all of the
requirements set forth in § 226.8(h)?

(b) If so, are disclosures in connection with subsequent sales being made
within the time specified in § 226.8(h)?

(c) If not, are disclosures in connection with subsequent sales being made
under the provisions of § 226.8(j)?

(a) If the bank is electing to consider transactions invelving advances
made under loan commitments to be single transactions under the provi:ions-
of § 226.8(1), are estimates of disbursement and payment dates being made?
{b) Accurately?

(¢) 1Is the finance charge itemized in accordance with § 226.8(c) (8) (i) and
§ 226.8(d) (3)7?

Do loans made for the purpose of consolidating, refinancing, or otherwise
increasing the total indebtedness meet the requirements set forth in

8 226.8(§)7

If a bank accepts a subseguent customer as an obligor under an existing
obligation, are disclosures being made to the subsequent customer under

B 226.8(k)?

Do the disclosures made in connection with extensions or deferrals on loans
(except loans in which the amount of the finance charge is determined by
the application of a percentage rate to the unpaid balance), where a charge
is imposed for the deferral or extension, conform to the requirements set
forth in § 226.8(1)?

Are extensions of credit involving a series of single payment obligations
considered as a single transaction subject to the requirements of the
Regulation? § 226.8(m)

Does the periodic billing statement, if elected for a non-open eénd trans-
action, disclose both the APR and the date by which payment must be made to

avoid late charges? § 226.8(n)

5(7-1-69)
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§ 226.9 Right to Rescind Certain Transactions

1. (a) Has each customer who is gualified to rescind under § 226.9 been given the
notice of opportunity to rescind required under § 226.9(b)?
(b) Has each such customer been given two copies of such notice?
Does the form of the notice meet the requirements of § 226.9(b)7
During the 3-day rescission period, has the bank withheld disbursement of
funds except in escrow?
Before ‘disbursing any funds, has the bank reasonably satisfied itself that
customer has not rescinded? § 226.9(c)
(a) Is the bank "consummating" each transaction and delivering all disclosures
required under Regulation Z before beginning to count the 3-day rescission
period?
(b) Is the bank preserving evidence of delivery of rescission notice required
under § 226.9(b)?
4. (a) When waivers of the right of rescission have been taken, have the require-
ments for such waivers as set out in § 226.9(e) been met?
(b) Where a waiver is taken, have only non-printed forms been used to waive

or modify the right of rescission?

(c) Do the situations described in such waivers meet the test of "bona fide

immediate personal financial emergency?"

§ 226,10 Advertising Credit Terms

1. Does the bank maintain an advertising file?

2. If the bank states in an advertisement that a specific amount of credit is
available or that a specific amount of downpayment will be accepted, does it
usually and customarily arrange such terms?

Do multi-page advertisements qualify as single advertisements for purposes of
disclosure? 8§ 226.10(b)
4. Does current advertising appear to conform to the requirements r open end

and non-open end advertisements? 8 226.10(¢c) & (d)

Li7=1-69)




STATEMENT

Description

{(Required Te

"Previous Bala

Purchases
"payments”

"Credits"

"FPINANCE CHARGE" (itemized)
(also showing minimum charge)

"periodic Rate" or "Periodic Rates" (showing balance to which
applicable)

"ANNUAL PERCENTAGE RATE"

Balance on which Finance Charge Computed
Explanation how above balance determined
Billing Cycle Closing Date

"New Balance"

Date or Period of Payment to Aveoid Additional Charge

Date & identification of purchases &
credits other than payments
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REGULATION Z
+ . REQUIRED 'DISCLOSURES
OTHER THAN OPEN END CREDIT

Other
Credit
Description Sales
{Required Terminclegy in Quotes) § 226.8

"Cash Price"

"Ccash Down Payment"

"Trade-In"

"motal Down Payment"

"Unpaid Balance of Cash Price"
Proceeds

Other Charges (itemized)
"Unpaid Balance"

“Prepaid Finance Charge"
"Required Deposit Balance"

"Total Prepaid Finance Charge and
Required Deposit Balance™

"Amount Financed"

"FINANCE CHARGE" (itemized)
"Total of Payments"
"pDeferred Payment Price”
"ANNUAL PERCENTAGE RATE"

Date Finance Charge begins to Accrue (if other
than note date)

Number, Amount & Due Date of Payments

"Balloon Payment" & condition under which can
be refinanced

Default, delinquency or similar charges

Identification of security interest and
property pledged

Method of computing rebate, if any
Identification of creditors

Charges for insurance and non-requirement
statement if excluded from finance charge

Customer statement of desire to purchase
insurance x x

* = Not applicable in case of credit sale of real estate or first purchase
money mortgdage on dwelling.

B(7-1-69)




MEMORANDUM TO: Mr.
Chief, Division of Examination

BUBJECT: Handling of Reyrul
in Reports of !

Thie is responsive to your memorandum of June 16, 1969 relative to the above
matter.

It is the opinion of the legal Division that any reference to Regulation 2
in the Reports of Examination will result in the reports being

civil litigation inveolving a bank ani its custom based on &

Regulation Z. As auch, the reports will be sou ¢
informational purposes or for evidence, and th . have the d

of balmncing the interests between the rights of litigants to cbtain i
information and the right of this Corporation Lo m: 1 the econfi

of the reports.

The current practice in sprh inetan~an 12

desired report to determine what portions are relevant end to order
portions found to be relevant and nccessary to Le producel after pr ing
appropriate oafeguerds, such as the deletion of names of those not involved
in the litigation.

The fact remains that in such instances t 3 t which s report's contents
are revealed depends on the attitude of t juipe and so varies from egase to
case.

Bacause of this uncertainly, only the complete elimination of any re
to Regulation 7 in the reports will assure their confide Lty. R
for their production may then be met with a response that i
irrelevant to the litipation.

A separate report concerning the bank's compliance with Regulation Z,
extent that it is relevant to a particular controversy, will be subjs
subpoena, but in that ¢ it will be only the Regulation 7 report
be in joopardy, not the separate Report of Examination.

Robert E. Mitchell
Assistant General Counsel
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APPENDIX 7.— COMPTROLLER OF THE CURRENCY

COMPTROLLER OF THE CURRENCY
TRUTH IN LENDING COMPLIANCE REPORT
TO THE

COMMERCE, CONSUMER AND MONETARY AFFAIRS SUBCOMMITTEE

SEPTEMBER 16, 1976




Comptrolier of the Currency
Administrator of Mational Banks

Washington, D.C. 20219
mber 13, 1976
Dear Mr. Chairman:

In response to your letter of August 13, 1976, we are pleased to provide
you with the following infor ion which you have requested.

(1) The number and average size of the pational banks examined by this
Dffice betw March 31, 1975 and July 31, 1976, in the following states (asset
size as of December 31, 1975):

No. of Banks Average Size
(5 in millions)

Maryland
Delaware
Hew Jersey
Pennsylvania
New York
nnecticut
de Island
sachusetts
New Hampshire 26
Vermont 26
Maine 2 54

(2) The number of irregularities and/or defects and loan transactions,
cited in items one through four of the ptroller of the Currency's Regulation
Z compliance reports (Form CC-1425-0X, Page 6-1) completed in the course of exam-
ining the institutions enumerated in (1) above. By agreement with your staff
where there are more than 30 national banks in ar state, a random sampling of
30 banks is used for each state. Item 1 1s concerned with a bank's disclosure
forms and proe 8, item 2 is cerned with a bank's procedure to detect
defects in disclosures on purc d dealer paper, item 3 is concerped with the
accuracy of om| ns and rebates, and item 4 is concerned with the
compliance of a ba 2 s - The number of banks found to be in violation
of these it is indicated f but this does not indicate the number
of loans which were in violation of 3

rland

(One Bank had reported violations)
Delaware

(One Bank had reported vislations)
New Jersey

(Four Banks had reported violations)




Pennsylvania

(Seven Banks had reported violations)
New York

(Five Banks had reported wiolations)
Connecticut

(Seven Banks had reported violations)
Rhode Island

(Five Banks had reported violations)
Massachusetts

(17 Banks had reported violations)
Hew Hampshire

(20 Banks had reported violations)
Vermont

(Three Banks had reported violations)
Maine

(5ix Banks had reported violations)

(3) When violations have been reported they are discussed with the manage-
ment at the conclusion of the examination. At the time the report is sent to the
bank by the Regional Office, the Regional Administrator directs a letter to the
bank's board of directors bringing the violations to its attention and asking to
be informed when correction has been achieved.

When the violation is purely technical and has not resulted in monetary harm
to the customer, the bank is directed to correct its procedures and forms. If
the customer has suffered a significant loss, such as with a miscalculated annual
percentage rate, the bank is directed to reimburse the customer for the excessive
amount charged.

We trust this has been responsive to your request.

ncerely,

Robert Bloom
Acting Comptroller of the Currency

The Honorable Benjamin 5. Rosenthal
Chairman, Commerce, Consumer, &
Monetary Affairs Subcommittee of the
Committee on Government Operations
Rayburn House Office Building
Washington, D. C. 20515




Comptroller of the Currency
Mmﬁ:istramr of National Banks

Washington. D.C. 20219

July 9, 1976

Banking Circular No.73

To: Presidents of All National Banks

Subject: Compliance with Consumer Laws =- Expanded
Examination Procedures

Within the past few weeks the Comptroller's office has begun to
implement new examination procedures designed to better determine
compliance by national banks with a number of statutes enacted to
protect consumer interests. Key elements of the new examination
effort include:

Completely revised and greatly expanded examination question-
naires which will enable the examiner to probe the policies,
procedures and practices of national banks for the purpose of
assuring full compliance with the requirements of consumer
protection statutes and regulations.

Expanded training programs which will reguire a mastery by
assistant examiners of the new consumer-oriented examination
procedures as a prerequisite to obtaining a commission.

Coordinated follow-up procedures which will require our
Regional Offices to secure early bank correction of deficient
practices.

Involvement by the Comptroller's Enforcement and Compliance
Division in assisting the Regional Offices in cbtaining
correction of deficiencies by recalcitrant institutions --
through formal procedures under the Financial Institutions
Supervisory Act when necessary.

The new examination procedures initially will concentrate upon

those problem areas in which noncompliance may have a significantly
adverse impact upon consumers. When it is discovered that customers
have been harmed by noncompliance, we are confident that national




banks will act in a manner consistent with the public's faith and
trust in them. It is expected that such actions will include tak-
ing whatever steps are deemed appropriate to remedy conditions
resulting from violations of law, including restitution.

The experience of our examination force suggests that many defi-
cient practices could be avoided simply by banks scrutinizing their
own compliance more carefully. Indeed, inadvertent viclations are
frequently caused by a failure of bank officers and counsel to
match an understanding of the law with an awareness of the details
of the bank's procedures and practices. Because even highly tech-
nical violations of a number of these statutes can result in sub-
stantial punitive damages and protracted litigation, bank counsel,
in particular, must be alert to deviations from statutory and
regulatory requirements. A list of the statutes which should be
reviewed by bank counsel is attached to this Circular.

In sum, the Comptroller's Office intends to assure whatever degree
of examiner scrutiny may be necessary to obtain conscientious

bank compliance with the regquirements of these statutes. I en-
courage each of you to anticipate this heightened examiner inguiry
by conducting your own thorough in-house reviews of practices and
procedures in this complex, rapidly changing area.

Very truly yours,

2

mes E. Smith
omptroller of the Currency

Attachment
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to the require

{15 U.S5.C. 41
bmit the
troller of

This report covers the activities of the Cons r Affeirs Division
during the calendar year 1975.

Respectfully,

ZAR

J E

’
I

The President of the Senate

The Spea of the House of Repressntatives




Title II of Pub. L. 637, the Federal Trade Commission Improvements
Act, section 3 s that cach agency exercising authority under
this hsec X it to Congress not later than March 15 of each
year a detafls s activities under this legislation during the
preceding calendar year.

The Act, dated January 1975, directs the Office of the Comptroller
of the Currency to establish a separate consumer affairs division within
the agency. 1 divizion of consumer affairs shall receive and take appro-
priate action up conplaints with respect to unfair or deceptive acts or
practices in or affecting commerce, including acts or practices which are
unfair or decepcive to co ers. Further, the Act directs the Comptroller
of the Currency to enfor oopliance with the regulations promulgated by

of Governors of e Federal Reserve System (Board) with respect
to Federally-insured banks subject to its jurisdiceion.

The Consumer Affairs Division of the Comptroller of the Currency was
created in March, 1974, before it was legislatively mandated by the Act,
and became cporational in September, 1974. From the outset, the Division
has had responsibilicy for the enforcement of all consumer protection laws
which are applicable to National Ba - The Division has equal status with
other, long established, divisions of the Comptroller's Office and partici-
pates similarly in overall policy planning.

In 1975, the Federal Trade Cozmission issued two proposed trade
regulation rules that vere subsequently issued by the Board regarding unfair
or deceptive acts or p s in or affecting commerce. The prop d rules
wera to limit creditors es ("Credit Practices") and to preserve con-
sumers' claims and def es ("Holder in Duz Course”). WNeither of these
proposals was fioalized in 1975 by either the Federal Trade Commission or the
Board.

During the entire year, the Consumer Affairs Division of the Comptroller
of the Currency received and took appropriate sction on complaints with re-
spect to all d unfair or deceptive acts or practices by National Banks.
These complaints ranged from advertising to Regulation Z.

1975 ANNUAL REPCRT TO CONGRESS

The Consumer Affairs Division is charged with the responsibility of
protecting the rights of the public dealing vith banks under our jurisdic-
tion. Throughout 1975, the Division was actively involved in programs aimed
at making the Office more accessible and responsive to the public. Implemen-
tation of these progracs through improved communicarion techniques affords
the public the opportunity to voice complaints, seek information and present
their views. Some of the activities during 1975 are listed hereafrer.

79-848 O - T7 = 19




Compliance

The Office of the Comptroller of the Currency has the responsibility of
enforcing coapliance with State and Federal consumer laws a regulations as
¢y apply to National Bank Admi tratid this obligation is accom=-
plished through the bank & on process through review asd reso-
lution of complaints alleging violations of law, including unfair or deceptive
acts or practices. The Consuzer Affairs Divisio s taken an increasingly
active part in the administration of this respo ility wvaith the development
of evaluative criteria and measurement techniques designed for enforcing com—
pliance. As part of a management study conducted recently, the examination
report Is being revised and the Division is preparing com hensive checklists
and work papers to examine for bank compliance with consumer protection laws.

Whenever a violation is discovered during bank examinations, the matter
is immediately called to the attention of bank management and a report is
forwarded to the Regional Office and to the Washington Office. Appropriate
procedures are subsequently taken to corract the violation. Various check-
lists are used by the examiners to serve as an aid during the examination
process. MNumcrous tests are performed on selected loans, policies, procedures
and advertising to determine whether banks are in compil In cases of
continual and extreme violations, we have used our ces and desist mthoricy
and have made rcferrals to the United States Departm of Justice. During |
1975, in connection with violations of consumer law d ragulations, there
were two formal written agreements issued, o cease and desist order, and
mumerous referrals to che United States Department of Justice.

]

The complaints against National Banks cover a wide variety of consumer
backing activities. Among the complaints received, both in Washington and
the fourteen Regional Offices, ar k cashing privileges,
interest charges, deposit i individual eredit
decisions. A computer progr .1 " “to catalog these complaints.
When a complaint is received, it is immediactely referred to a staff attorney to
investigate the fact situation and prepare as complete a response as possible
under each circumstance to the complainant. Inquiry is made of the bank con-
cerned by letter or, if nece the visit of an examiner. Depending on what
is discovered, either th : d to resedy its error or the complainant

is informed that no b as been found for the complaint. If there appears
to.be a factual dispure between the parties, the complainant is sdvised to se
legal counsel to pursue the matter further since this Office does not have
authority to adjudicate fact situations.

B. Training, Information and E

The Division participated in seven schools to provide additional training
to over 200 experienced natiopal bank examinecs from throughout the country
in the interpretaction, administration and enforcement of consumer legislation
and regulations.

Information is constantly collected and rosearched which is desipgned
to check bank compliance with laws and to detect potential weaknesses and
abuses on the part of banks in the area of consumer credit., Comprehensive
studies were completed during the year in the arcas of unfair or decaprive
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acts or practices, advertising, consumer leasing, credit insurance, service
charges, EFTS guidelines, enacted legislation and promulgated regulactions.
The Cor er Affairs Division provided an imnovative service to banks
regarding laws that became effective during 1975. These laws were the Real
Estate Settlement Procedures Act, Equal Credit Opportunity Act and Fair
Credit Billing Act. . The Division wrote to the Presidents of all National
Banks (with copies to examiners) sending them copies of the Acts, copies of
the ioplementing regulations, and an analysis of both, including a checklist
and transition calendar. Designated personnel were made available to bankers
and their attorneys to discuss any questions they may have had. Also, there
were requests for comsents from Congress, the Board of Governors of the Federal
Reserve System, and the Department of Housing and Urban Development regarding
proposed legislation and regulations to which we responded extensively.

There were numerous requests responded to from students and educational
institutions requesting information concerning consumer banking and consumer
protection legislation and regulations. Throughout the year, the Division has
offered advice and counselling to the public in response to the numerous tele-
phone calls seeking this assistance. The entire staff has been actively
involved in lecturing, serving on panels and attending meetings, seminars and
schools.

C. Liaison

The Division has maintained continuing liaison with Federal regulatory
agencies, State banking departments, consumer interest groups and industry
associations for mutuval assistance and an interchange of ideas in the field
of banking consumer protection. There has been an increased activity in this
area, especially with consumer interest groups, on matters of interest to
bank customers. Consumer views have been encouraged and duly considered.

D. Legislation

The two most significant enactments during 1975 were the Home Mortgage
Disclosure Act of 1975 and the Real Estate Settlement Procedures Act (RESPA)
Amendments of 1975. The Home Mortgage Disclosure Act was enacted to disclose
the failure of some financial institutions to provide adequate home financing
in certain geographical areas and to provide disclosures to the public regard-
ing residential lending patterns of certaln financial institutions. The OFffice
will have the responsibility for enforcing the Act and the implementing
regulations to be issued by the Board of Governors of the Federal Reserve
System (Board). The RESPA Amendments were enacted because Congress felt that
RESPA was causing undesirable delays in settlements and had become unduly
burdensome for lenders. Agaln, the Office will have the responsibility for
enforcing the amended Act and the revised implementing regulations to be issued
by the Board and the Department of Housing and Urban Development (HUD).

There were several regulations issued during the year that implemented
legislation enacted during the 93rd Congress. Included among these were
Regulation B (12 CFR 202) issued gy the Board to implement the Equal Credit




Opportunity Act, amendments to Regulation Z (12 CFR 226) Issued by the Board
to implement the Fair Credit Billing Act, and Regulation X (24 CFR 82) issued
by HUD to implement the Real Estate Settlement Procedures Act. The Consumer
Affairs Division actively participated in commanting on these Regulations and
subsequently prepared policy guidelines for an enforcement program to monitor
bunks under our jurisdiction for compliance with the Acts and implementing
Regulations.

In addition to the above, the Division has the continuing responsibility
of enforcing compliance with previously enacted consumer protection laws as
they apply to national banks. Among the other laws which are generally in-
cluded in this area the Consumer Credit Protection Act {which includes
the Truth in Lending Act and the Fair Credit Reporting Act), Title VIII of
the Civil Rights Act of 1968, the Equal Empl ent Opportunity Act, the Flood
Disaster Protection Act of 1973, various housing acts, Regulations Q and Z of
the Federal Reserve Board, usury laws, and state consumer protection laws.

The Consumer Affairs Division maintains a legislative log for each
session of Congress. The purpose of this log is to keep the Division and
other departments of the Comptroller's Office updated on all pending consumer
legislation and also all proposed and promulgated rules of the various Tegu-
latory agencies.

E. Computer Systems

During 1975, the Consumer Affairs Division developed a Consumer Complaint
Information System (CCIS). The establishuent of the CCIS ennbles the Division
to catalog complaints and determine the vol and type of complaints received
and handled on a nationwide basis, and to determine which banks have an inordi-
nate nucber of complaints filed apainst them. There were 1,037 complaints
received in the Washington Office during 1975 and this represents a one-third
increase over the pr ; The information derived from the system will
be used to supplement the examining process, to determine legitimate customer
concerns, and to respond to statistical inquirie Additionally, the CCIS gives
the Division the ability to constantly monitor our operation snd utilize con-
sumer complaints for policy progrom development.

Conclusion

At year end, the Consumer Affairs Division reviewed and evaluated its
performance during 1975 to assure that consumer interests were recognized and
protected. It is the inteation of the Office of the Comptroller of the Currency
to intensify the exanination procedures to ve that National Banks are
complying with consumer credit protection laws.
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November 21, 1875
—

Fr ick Solomon
Ansistant to the Board and Director
Office of Saver & Consumer Affalrs
Eoard of Covernors of the

sral Reserve Bysten
Washington, D. C. 20551

Dexr Mr. Solomon:

This is in response to your letter dated October 23, 1975, requesting
certain information with respect to our enforcement of the Truth in Lending
Act during the past year. Our replies below are sat forth in the same
order a5 the questions posed in your letter.

(1) This Office enforces the Truth in Lending Act and Regulation Z
in connection with the consumer lending practices of national banks.
Durfug our oormal exanination process, we have exaained for violatioms and
enforced compliance with the Regulation by national banks. All complaints
recelved from whatever sourca, alleging violarions of the law, have been
promptly brought to the attention of the bank involved and appropriate
1 teken whersa necessary.

aduloistration of our enforcement function is undertaken by the
Reglonal Administrators, exmminers, end the Law Department. Vhenever a
violation is discovered during a bank exanination, the matter is immediate
1y called to the attention of bank managenent and a report is forwarded to
the Regional Gffice and to tha Washington Office. Appropriate procedures
ara pubsaquently taken to correct the violations. In cases of continual
and extrene violations, we have used our cease and desist authoricy and in
one instence, male a referral to the United States Department of Justice.

Ve have provided and are continuing to provide for our staff of

examiners acrosa the covatry tralaing in the interpretation, adninistration,

1 enforcenent of the Act and Regulation Z as they apply to custcmers
dealing with the banks under our jurisdiction. In one of our Pegional
Offices we are experimenting with a new exanmination eechnique. This ifavolvea
the of personnel who are spiacially trained and particularly qualified to
examine for bank comwplisnce with comsumer protection lavs and regulations,
including Regulation Z.




As an indication of the problems encountered during the year, approxi-
nately ten percent of the corrsspondence received in our Washington Office
from bank customers alleged viclations of Pegulation Z. At this time, we
hava not yet deterained how meny of these allegations are actual wiolacions.
As in recent years, one of the significant problems encommtered is the use
by ereditors (in orxal communications) of rgtes other than the annual per-
centage rate. Another problem ecncountered relates to unauthorized issuance ‘)
of _cgrgdit cards (usually in response to telephone solicitations). d

Fron the exanination process, it is apparent that the computation of
the annual percentage rate and the method of disclosure are the most
provalent problems,

(2) There is on indication that nost national banks are satisfied that
they are complying with Regulation Z because the nusber of losan forms sub-
mitted to this Office for review haa diminished substantially. However, a-
special monitoring program which we are testing in one national bank region
indicated that there may be a substantially higher degree of noncompliance
with the provisions of the Regulation than we hhd anticipated. We will be
batter prepared to make a qualitative analysis of this matter when the
special program has been completed and evaluated.

(3) This Office established a Consumer Affairs Division in Septesber,
1974. MAsong other funections, this division will monitor the Act and
Regulation Z. As well as training exasiners and developinz monitoring
systems, the Consumer Affairs Division has dddertaken mmerous efforts
designed to provide information and education concerning the Act and
Regulation Z. Most recently, the division wrote to the Preaidents of all
naticnal banks. This letter contained m copy of the Fair Credit Billing
Act Regulations (12 CFR Part 226) issued by the Board of Governors of the
Federal Heserve System and an analysis of the Tegulations including a check-
list and transition calendar. Also, personnel were made availsble to hankers
and thelr attorneys to discuss any questions they may have concerning the Act
or Regulation Z as amended. The samwe procedure was followed for the Real
Estate Settdement Procedures Act of 1974, P.L. 93-533, and the Equal Credit
Opportunity Act, Title V of T.L. 93-495.

Meet the Comptroller Seminars for Chief Executive Officers of National
Banks, and various other meetings with bankers provide a forum for education
and information, including periodic updates, regarding thae Act and Regulation
Z. During the year national bank examiners epoke to student classes concern-
ing consumer banking and we have been responsive to mmerous requests from
educational institutions to profide information concerning consumer protectiom
legislation and regulatioms.

Personnel in our Vashington Office and our fourteen Reglonal 0ffices’
continue to make themselves available to bankers and their lawyers to dis-
cuza any questions they may have concerning Regulation Z. This effort has
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ination procedures conducted by
this Office periodically sends
king Clreculara c aining
foms and information concerning the Regulation, as wall as othar
catter

We are currently doing studies in the aress of consume r leasing,
cradit insurance, : fuller disclosure of bank service charge Ve
endeayor to research and to collect information w
bank compliance with laws and to detect potential we
th irt of baoks in the area of consumer credir.

(4) We do pot have any snagestions or recomsendations to make for
changes in Regulation Z or the : in Lending Act in addition to the
receat zmandments to the Act and proposed legislation now before Congresa.

Ve trust the above will be of assistance in preparing your annual
report to Congress on Truth in Lending, but if you need additional informa-

tion, please let us know.

Very truly yours,

James E. Smith
troller of the Currency
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August 10, 1976

Hon. Robert E. Barnett
Chairman

Federal Deposit Insurance Corp.
Hashington, D. C. 20429

Dear Mr. Chafrman:

The Subcommittee on Commerce, Consumer and Monetary Affairs, pur-
suant to fts oversight responsibilities under the Rules of the House of
Representatives, 1s investigating the effectiveness of Federal enforce-
ment of the Truth in Lending Act. We appreciate the cooperation already
extended by the FDIC, Dfiscussions between our respective staffs have
been cordfal and productive.

To assist us further in our review of the enforcement procedures
of the FDIC, we would appreciate your making available on or before
September 10, 1976, the specific information described below:

Please set forth on a state-by-state basis for each of the follow-
ing states: Maryland, Delaware, New Jersey, Pennsylvania, New York,
Connecticut, Rhode Island, Massachusetts, Hew Hampshire, Vermont and
Faine:

(1) the number, type Ecarnmrciai bank, savings bank, or other),

and average sfze (year-end 1975 total assets) of the in-
stitutions examined by FDIC from March 1, 1975, through
July 31, 1976; 4 ;

(2) the number of negative responses to each of items 1 through
9 of the FDIC Regulation I compliance reports (FDIC 6500/55
(12-74)) completed in the course of examining the fnstitutfons
enumerated in (1) above;

(3) the total number of loan transactfons and dollar amounts
involved if known, cited in the Comments section of the FDIC




Hon. Robert E. Barnett

Regulation Z complaince reports (FDIC 6500/55 (12-74))
completed in the course of examining the institutions
enumerated in (1) above; and

(4) what specific action was taken by the FDIC to rectify
the situation with respect to each of the transactions
enumerated in (3) above.

If you have any questions regarding this reguest, please contact
Mr. Robert H. Dugger of the subcommittee staff.

Sincerely,

Benjamin S. Rosenthal
Chairman




Truth-in-Lending

August 12, 197¢

Hr, John Quinn

Lureau of Consumer Protection
State Office Building
Augusta, Maine 04330

Dear Mr. Quinn:

The Subcormittee on Commerce, Consumer and Honetary Affairs is
investigating the effectiveness of Federal enforcement of Truth-in-
Lending laws and requlations. As subcormittee chairman, I intend to
hold hearinas durfna the second week of Septerber in which the training-
testing and thoroughness of Federal Truth-in-Lending exarminers will be
explored. [ would 1ike to ask your assistance in preparing for these
hearings. The special situation of exempted States, such as Matne, pro-
vides a unique opportunity to evaluate the enforcement procedures and
practices of the Federal banking agencies.

Commissioner Connell, of Connecticut, recently prepared for the
subcommittee a report comparing the thoroughness of Connecticut and FDIC
Truth-in-Lending compliance examinations. The report indicates in examin-
ing 92 banks the FUIC cited 32 loan transactions as having Truth-in-Lending
violations. In contrast, for the same 92 banks, Connecticut examiners
found 3,145 noncomplying transactions. The reason for this difference
appears to be the specialization of Connecticut's Truth-in-Lendinc com-
pliance examiners and their independence from the standard safety and
soundness examination program.

If specialization and independence are the cause, 1t may be that
Federal Truth-in-Lending enforcement should be modeled after the Con-
necticut example. However, before we can rely on the Connecticut results,
we must know whether they are representative. Ye are attempting to do
this in two ways.

First, we are asking other exempt States to compile data cormarina
the effectiveness of State and Federal examinations of Truth-in-Lending
compliance.




dr. Jokn Quinn

Second, we are asking the Federal banking agencies to provide us
with data on Truth-in-Lending noncompliance on a State-by-State basis
for all States in the Hortheast. We will then compare the results of
exerpt States with those of nonexempt States to determine 1f there is
any significant difference in noncompliance frequency. If there are
no significant differences, we must conclude that the Federal exami-
nations in Connecticut (and perBaps Massachusetts and Maine) are
characteristic of other States as well.

I am writing to request your office to compile data on the non-
compliance findings of Maine Truth-in-Lending examiners along the lines
of the Connecticut tabulations. Specifically, the subcommittee needs
the following information:

(1) name of the institution or identifying number;

(2) date of the Federal exanfination:

(3) findings of Federal examiners (nature of violations, number
of loans in violation and amount of rebates involved);

(4) date of the State examination:

(5) findings of State examiners (nature of the violation,
number of loans in violatfon and amount of rebate
involved): and

(6) average size (1975-year-end total assets) of the banks in
the sample.

If possible please segregate the data according to whether the bank
is a state member, state non-member, or natfonal bank.

1 aw aware that nathering such information 1s not 2 minimal task.
Howaver, 1f you could make the information available by Septenber 13,
1976, to allow the subcomiittee staff time to compare it with data pro-
vided by the Federal agencies, 1 would appreciate 1t very much.

If you will be available, we would 1ike te afford you the opportunity
to testify and present your findings to the subcommittee in mid-September.

Sincerely,

Benjamin S. Rosenthal
Chafrman
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August 12, 1976

Hon. Carol S. Greenwald
Comissioner of Banks

State Office Building

100 Cambridge Street
Boston, Massachusetts 02202

Dear Madam Commiss{oner:

The Subcommittee on Commerce, Consumer and Monetary Affairs is
investigating the effectiveness of Federal enforcement of Truth-in-
Lending laws and regulotions, As subcommittee chairman, I intend to
hold hearings during the secondweek of September in which the.training,
testing and thoroughness of Federal Truth-in-Lending examiners will be
explored. I would 1ike to ask your assistance in preparing for these
hearings, The specfal situation of exempted States, such as Massachu-
setts, provides a unique opportunity to evaluate the enforcement pro-
cedures and practices of the Federal banking agencies.

Comiissfoner Connell, of Connecticut, eecently prepared for the
subcommittee a report comparing the thoroughness of Connecticut and
FDIC Truth-in-Lending compliance examinations. The report indicates
in examining 92 banks the FDIC cited 32 loan transactions as having
Truth-in-Lending violations. In contrast, for the same 92 banks,
Connecticut examiners found 3,145 noncomplying transactions. The
reason for this difference appears to be the specialization of Connecti-
cut's Truth-in-Lending compliance examiners and their independence from
the standard safety and soundness examination program.

If specfalization and independence are the cause, it may be that
Federal Truth-in-Lending enforcement should be modeled after the Con-
necticut example. However, before we can rely on the Connecticut results,
we must know whether they are representative. We are attempting to do
this in two ways.

First, we are asking other exempt States to compile data comparing
the effectiveness of State and Federal examinations of Truth-in-Lending
complfance.




Hon. Carol S. Greenwald

Second, we are asking the Federal banking agencies to provide us
with data on Truth-in-Lending noncompliance on a State-by-State basis
for all States in the Northeast. We will then compare the results of
exempt States with those of nonexempt States to determine 1f there {is
any significant.difference in noncompliance frequency. If there are
no significant differences, we must conclude that the Federal exami-
nations in Connecticut (and perhaps Massachusetts and Maine) are
characteristic of other States as well.

I am writing to request your offfce to compile data on the non-
compliance findings of Massachusetts Truth-in-Lending examiners along
the 1ines of the Connecticut tabulations. Specifically, the subcormittee
needs the following information:

(1) name of the institutiongey uduldycny puunmther ;
(2) date of the Federal examination;

(3) findings of Federal examiners (nature of violations, number
of loans 1n violation and amount of rebates involved);

(4) date of the State examination; and

(5) findings of State examiners (nature of the violation,
number of loans in violatfon and amount of rebate
involved).

Discussfons between my staff and yours indicate that (State non-
Fed-miember bank) data comparing FOIC and Massachusetts' findings are
relatively accessible, If your office could also develop data on com-
pliance by State member banks, savings banks and State-chartered savings
and loans, this would also be helpful because such information can be
compared with data provided by the Federal Reserve and the Federal Home
Loan Bank Doard. As for national banks, I am told that only an indirect
comparison between State banks and national banks {s feasible. MNeverthe-
less, if you have any information concerning national bank compliance, we
would appreciate receiving 1t.

I am aware that gathering such information 1s not a minima] takk.
However, 1f you could make the information available by September 13,
1976, to allow the subcommittee staff time to compare it with data pro-
vided by the Federal agencies, I would appreciate it very much.
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Hon. Carol S. Greenwald 2

If you will be available, we would 1ike to afford you the opportunity
to testify and present your findings to the subcormittée in mid-September.

. Sincerely,

Benjamin S. Rosenthal
Chafrman

BSR:dt




FERA-TRUTH 1Y LFHOING

Aunust 13, 1976

Hon. Robert Nloom

Acting Comptroller of the
Currency

490 L'Enfant PMlaza

Vashington, D. C. 20219

Dear Mr. Rloom:

The Subcormittee on Commerce, Consumer and Monetary Affairs,
pursuant to 1ts oversioht responsibilities under the Rules of the
Hiouse of Representatives, is investinating the effectiveness of
the Federal enforcement of the Truth in Lendina Act. Ye appreciate
the cooperation already extended by the 0ffice of the Comptroller
of the Currency. Discussions between our respective staffs have
been cordfal and productive,

To assist us further in our review of the enforcement pro-
cedures of the Comptroller of the Currency. we would appreciate
your making available on or before September 10, 1976, the specific
information described below:

Please set forth on a state-by-state basis for each of the
following states: Maryland, Delaware, New Jersey, Pennsylvania,
New York, Connecticut, Rhode Island, Massachusetts, MNew Hampshire,
Vermont and Maine:

(1) the number and averane size (year-end 1275 total
assets) of the commercial banks examined by the
Comptroller of the Currency from March 1, 1975,
through July 31, 1976;

the number of (a) irreqularities and/or defects and
(b) loan transactions, cited in items 1 throuah 4
of the Comptroller of the Currency's Regulation 2
compliance reports (Form CC-1425-0X Page 6-1, June
1971) completed in the course of examining the
institutions enumerated in (1) above: and
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(3) what specific actfon was taken by the Comptroller of
the Currency to rectify the situation with respect to
each of the transactions enumerated in (2)(h) above.

If you have any questions regarding this request, nlease contact
Mr. Robert H. Dunger cof the subcormittee staff,

Sincerely,

Benjamin 5. Rosenthal
Chairman




Aunust 13, 1976

Hon. Arthur F. Burns
Chairman, Zoard of Governors
Federal Reserve System
Yashinaton, D. C. 20551

Dear Mr. Chairman:

The Subcormittee on Cormmerce, Consumer and Monetary Affairs,
pursuant to its oversioht responsibilities under the Rules of the
House of Representatives, 1s ineestigating the effectiveness of
Federal enforcement of the Truth in Lendina Act. ‘e appreciate the
cooperation already extended by the Federal Reserve. Discussions
batween our respective staffs have been cordial and productive.

To assist us further in our review of the enforcement procedures
of the Federal Resorve. we would appreciate your making available
on or before Sentember 10, 1976, the specific information dexcribed
below:

Please set forth on a state-hy-state basis for each of the
following statas: Maryland, Nelaware, New Jeesey, Pennsylvania, New
York, Connecticut, Rhode Island, Massachusetts, Hew Hampshire, Vermont
and Maine:

{1) the number and average size (vear-end 1975 total assets)
of the commercial banks examined by the Fadaral Reserve
from March 1, 1975, through July 21, 1976:

the number of (a) irrecularities and/or defects and (b)
loan transactions, cited in items 1 through 5 of the
Federal Resarve's Neaulation 2 compliance reports (FR 417
Page 5(1)-Rev. 5-62) completed in the course of examining
the institutions enumeratad in (1) above: and

70-848 O - 77 = 20
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(3) what specific action was taken by the Federal Reserve
to rectify the situation with respect to cach of the
transactions enumerated in (2)(b) ahove.

If you have any questions reaarding this request, please contact
"r. Robert H. Duacer of the subcommittes staff,

Sinceraly,

Benjamin 5. Rosenthal
Chairman




FRRA TRUTY T LENDIN s

August 20, 1976

Mr. Peter H, Schuck

Prector

Consumers Union

1714 Massachusetts Avenue, N.M.
Washinoton, D. C. 20036

Dear Mr. Schuck:

I am writina to invite you to present the views of Consumers
inion concernina Federal enforcement of the Truth in Lending Act
at a hearino on Wednesday, September 15, 1976, at 10 A.M. in Room
2247 of the Rayburn House Dffice Buildine.

The subcommittee would especially appreciate hearina:

1. your thoughts on the merits of noncompliance disclosure,
especially the benefits or costs of disclosing individual bank non-
compliance in the media, and the relationship of disclosure to the
self-enforcing nature of the Truth in Lending Act:

2. a description of what procedures the Federal bankinn agencies
should use in evaluating and bringing about compliance with Truth in
Lending reaulations: and

3. a discussion of the basis and goals of the Consumers Union
suit aqainst the Comptroller of the Currency to obtain certain infor-
mation concerning national bank compliance with Truth in Lendina
requlations.

The Rules of the House and this committee require that 50 copies
of a witness' prepared statement be delivered to the subcommittee at
Teast 24 hours prior to the presentation of testimony.
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I nersonally look forward to hearing your testimony. If you have
any questions concernina this hearing, please contact Robert H. Dunaer
of the subcommittee staff.

Harmest reqards.

Sincerely,

Benjamin S. Rosenthal
Chafrman




FERA TRUTH It LEMOTHG ¢

Auqust 20, 1976

llon. Lawrence Connell
Commissioner of Banks

State Nffice Ruilding, Room 239
165 Capitol Avenue

Hartford, Connecticut N611E

Dear Cormissioner Connell:

1 am writing to thank you for making avaflable your report on
Truth-in-lending compliance in Connecticut and to invite you to
testify concerning your findinos at 12 A.M. on Wednesday, September
15, 1975, 1n Room 2727 of the Rayburn House Office Buildinn.

The subcormittee would especially appreciate hearing:

1. a description of Connecticut truth-in-lending examination
procedures:

2. a discussion of what steps your office takes to bring about
bank compliance in truth-in-lending laws and what practices you are
considering to bring about qreater and more prompt compliance in the
future: and particularly,

your thoughts on the merits of noncompliance disclosure.

espacially the benefits or costs of disclosing Bndividual bank non-
compliance in the media and the relationship of disclosure to the
self-enforcing aspects of the Truth in Lending Act.

The Rules of the House of Representatives and this committee
reauire that 50 copies of a witness' prepared statement be delivered
to the subcommittee at least 24 hours prior to the presentation of
testimony.
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I personally Took forward to hearina vour testimony. If you have
any questions concerning tha hearing, nlease contact Robert H. Dugner
of the subcormittes staff,

Varmast reaards.

Sincerely,

Benjamin 5. Rosenthal
Cha{rman
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Aunqust 20, 1976

Mr. John Ouinn

Pureau of Consumer Protection
State Office Building
Auqusta., Maine 74330

Dear Mr. Ouinn:

1 am writing to thank you for your office's cooperation with
the subcommittee's investination of Federal truth-in-lending
enforcement and to reguest that you testify before the subcomnittee
on Wednesday, September 15, 1976, at 10 A.M. in Room 2247 of the
Rayburn House Office Buildina.

The subcommittee would especially appreciate hearing:

1. a description of Maine's truth-in-lending examination pro-
cedures and what steps are taken to indemnify borrpwers' violations
when thay are found:

?. a discussion of what steps your office takes to brina about
bank comnliance with truth-in-lendino laws, and what practices you
are considering to bring about areater and more prompt compliance in
the future;

3. vour thoughts on the merits of noncompliance disclosure,
especially the costs and benefits of disclnsing individual bank non-
compliance in the media, and the relationship of disclosure to the
self-enforcing aspects of the Truth in Lendina Act; and

A. a review of the communications between your office and the
Comptroller of the Currency renarding Federal enforcement of State
bankino laws by federally chartered institutions.

The Rules of the House of Representatives and this comnittee
require that 50 coples of a witness' prepared statement be delivered
to the subcommittee at least 21 hours prior to the presentation of
testimony.
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I personally look forward to your testimony. Please rest assured
that exnenses incurred hy gou to appear at this hearing will be promptly
reinbursed by the subcormittee. 1If you have any questions concerning
the hearinn, please contact Fobert H, Dugoer of the subcommittee staff.

Harmest reoards.

Sincerely.

Benjamin 5. Rosenthal
Chairman
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Auaust 20, 1976

Pon. Carol 5. fireemald
Cormissioner of Ranks

State 0ffice Building

100 Cambridoe Street
fpston, Massachusetts 027202

Dear Madam Commissioner:

I am writina to thank you for your office's cooperation with
the subcormittea’s investination of Federal truth-in-lending
enforcement and to invite you or your delegate to testify before
the subcormittee on Mednesday, September 15, 1975, at 10 AM. in
Room 2747 of the Rayburn House Office Buildina.

The subcommittee would especially appreciate hearina:

1. a descrintion of Massachusetts' truth-in-lending examina-
tion procedures and what steps are taken to indemnify borrowers'
violations when they are found;

2. a discussion of what steps your office takes to bring
about bank compliance with truth-in-lending laws, and what practices
you are considering to brinn about greater and more prompt compliance
in the future: and particularly.

3. your thoughts on the merits of noncompliance disclosure,
especially the costs and benefits of disclosing indifidual bank non-

compliance in the media, and the relationship of disclosure to the
self-enforcing aspects of the Truth in Lendina Act; ool

The Rules of Bhe House of Representatives and this committee
require that 50 copfes of a witness' prepared statement be delivered
to the subcormittee at least 24 hours prior to the presentation of
testimony.
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I personally look forward to hearing your testimony. If you have
any questions concerning the hearing, please contact Robert H. Dugger
of the subcommittee staff.

Harmest regards.

Sincerely,

Benjamin S. Rosenthal
Chairman

BSR:dv
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August 25, 1976

Hon. Robert E. Barnett, Chairman
Federal Deposit Insurance Corp.
550 - 17th Street, N.W.
Washington, D. C. 20249

Dear Mr. Chairman:

As you know, the Commerce, Consumer and Monetary Affairs Subcommi ttee
has been investigating Federal enforcement of the Truth in Lending Act
pursuant to its oversight responsibilities under the Rules of the House
of Representatives. I am writing to thank you for the FDIC's cooperation
with the subcommittee's investicatfon and to request that you appear
before the subcommittee on Thursday, September 16, 1976, at 10 a.m. in
Room 2247 -of the Rayburn House Office Building to give testimony concerning:

(1) The difference between FDIC Truth in Lending noncomplfance
findings and those of State compliance examiners in Connec-
ticut, Maine and Massachusetts for the period March 1, 1975,
to July 31, 1976. (A sumary cf the Connecticut report is
enclosed. Summaries of the Haine and Massachusetts reports
will be sent to you as soon as they are received by the sub-
committee. )

The position of the FDIC on the merits of noncompliance dis-
closure, especially:

(a) notification of borrowers that a loan transaction of
theirs may contain a violation of some section of Truth
in Lending regulations;

(b) public disclosure through the media of individual bank
noncompliance with Truth in Lending regulations; and

{c) the relationship of disclosure to the self-enforcing
nature of the Truth in Lending Act.

The procedures presently followed or under consideration by the
FDIC to evaluate the degree of compliance with Truth in Lending
statutes, to rectify instances of noncomplfance, and to indemnify
borrowers injured by noncompliance,
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Your testimony on these issues will be greatly appreciated. The Rule
of the House of Representatives and this cormittee require that 50 copies
of a witness' prepared statement be dalivered to the subcommittee at least
24 hours prior to the presentation of testimony.

If you have any questions concerning this hearinn, please contact Mr.
Robert H. Dugger of the subcommittee staff.

Sincerely,

Benjamin S. Rosenthal
Chairman

BSR:dv

Enclosure: 1
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Connecticut Truth in Lending Compliance Examination Findings:
Number of Banks Examined 92
Number of Violations Cited 3,145
Total Monetary Adjustments $£42,546.33
Largest Adjustment by One Bank $27,980.00
Number of Banks with No Cited Transactions NIL

Number of Banks with No Adjustments NIL

FDIC Truth in Lending Compliance Examination Findings:
Number of Banks Examined
Number of Violations Cited

Total Monetary Adjustments
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August 25, 1976

Hr. Robert Bloom

Acting Comptroller of the Currency
490 L'Enfant Plaza

Washington, 0. C. 20036

Dear Mr, Bloom:

As you know, the Commerce, Consumer and Monctary Affairs Subcom-
mittee has been investioating Federal enforcement of the Truth in Lending
Act pursuant to its oversight responsibilities under the Rules of the
House of Representatives. I am writing to thank you for your office's
cooparation with the subconmittee's investigation and to request that
you appear before the subcormittee on Thursday, September 16, 1976, at
10 a.m. 1n Room 2247 of the Rayburn House Office Building to give testi-
mony concerning:

1. The findings of a special examination conducted by your office
of llew England national bank compliance with Federal consumer protection
statutes. The subcommittee desires that you be prepared to discuss:

(2) the date and nature of the compliance examination;

(b) the names, location and size (year-end 1975 total
assets) of the banks in the survey:

(c) the number and nature of the Truth in Lending
violations found in each of the banks enumerated
in (b) above: and

what specific action(s) has been taken by your
office to correct the violations enumerated in (c)
above, including indemnification of borrowers where
appropriate,

2. The position of the Office of the Comptrolier of the Curreocy
(0CC) on the merfts of noncaosipl fance disclosure, especially:
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(a) notification of borrowers that a loan transaction
of theirs may contain a violation of some section
of Truth in Lending reculations

public disclosure, through the media, of individual
bank noncompliance with Truth in Lendino regulations:
and

(c) the relationship of disclosure to the self-enforcing
nature of the Truth in Lendinn Act.

The position of the OCC on:

{a) whether national banks located in States exempted
from the requirements of the Truth in Lending Act
pursuant to Section 123 of the Act should be re-
quired to comply with Federal Truth in Lending
requlations or the State's Truth in Lendine statutes;
and

whether State Truth in Lending corpliance examiners
should be allowed to review the loan files of national
banks located in States exempted from the requirerents
of the Truth in Lending Act pursuant te Section 123 of
the Act.

Your testimony on these fssues will be qgreatly appreciated. The
Rules of the House of Representatives and this cormittee require that 50
copies of a witness' prepared statement be delivered to the subcormittee
at least 24 hours prior to the presentation of testimony.

If you have any questions concerning this hearing, please contact
‘ir. Robert H. Dugger of the subconmittee staff.

Sincerely,

Benjanin 5. Rosenthal
Chairman




August 25, 1976

tion. Arthur F. Burns, Chairman
Board of Governors

Federal Reserve System
Washington, D. C. 20551

Dear Mr. Chairman:

As you know, the Commerce, Consumer and Monetary Affairs Subcommittee
has been investigating Federal enforcement of the Truth in Lending Act
pursuant to its oversight responsibilities under the Rules of the House
of Representatives. 1 am writing to thank you for the Board's coopera-
tion with the subcormittee's investication and to request that you or
your delegate appear before the subcommittee on Thursday, September 15,
1976, at 10 a.m. in Room 2247 of the Rayburn House Office Building to
give testimony concerning:

(1) The position of the Board of Governors on the merits of non-
compliance disclosure, especially:

(a) notification of borrowers that a loan transaction of
theirs may contain a violation of some section of Truth
in Lending requlations;

(b) disclosure through the media of the degree of individual
bank noncompliance with Truth in Lending requlations: and

(c) the relationship of disclosure to the self-enforcing
nature of the Truth in Lending Act.

The procedures presently followed or being considered by the
Federal Reserve System to evaluate the degree of bank compliance
with Truth in Lending statutes, to rectify instances of noncompli-
ance, and to indemnify borrowers injured by noncompliance.

Your testimony on these issues will be greatly appreciated. The Rules
of the House of Representatives and this committee require that 50 copies
of a witness' prepared statement be delivered to the subcommittee at least
24 hours prior to the presentation of testimony.
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If you have any questions concerning this hearing, please contact Hr.
Robert H. Dugger of the subcommittee staff.

Sincerely,

Benjamin S. Rosenthal
Chairman

BSR:dv
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September 3, 1976

Honorable Benjamin S. Rosenthal, Chairman

Congress of the United States

House of Representatives

Commerce, Consumer and Monetary Affairs

Subcommittee of the Committee on Government Operations
Rayburn House Office Building °

Room B-350 - A B

Washington, D. C. 20515

Dear Sir:

I am enclosing a copy of the data which wag compiled concerning the
non-compliance findings of the Massachusetts Truth-in-Lending examiners
which you requested in your recent letter to carol S. Greenwald, Commissioner
of Banks.

Discussions between my staff and yours indicate that data relative to
FDIC findings are relatively inaccessible; therefore, we have not included a
comparison in our study.

Commencing in February, 1976, examiners from the Consumer Credit
Division were assigned to conduct the Truth-in-Lending and consumer portion
of the examination of Trust Companies and Savings Banks. The data enclosed
i.ncludga only the results of those examinations from February through June
of 1976.

As you will notice from the data submitted, the examinations do not
encompass 100% of the consumer credit accounts of the institutions and, in
some instances, the number of exceptions have been projected. It should be
noted that if the exception listed involved incorrect terminology or requir-
ed terminology not more conspicuous on the printed disclosure forms, all of
the accounts examined were included in the number of exceptions.

We also did not have available the dollar amount of rebates involved
as was discussed with your staff.

The summary of examinations is as follows:
Trust Companies - February thru June
27 examinations completed

26855 individual exceptions noted
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Savings Banks - February thru July 9
L2 examinations completed

225l individual exceptions noted

Totals « « « + =« = « « » 69 examinations completed
5109 individual exceptions noted
I trust the enclosed information will assist you snd the subcommittee
staff in the comparison.
Very truly yours,

- S b
- o T e
xﬂ' -\\‘:'L.\. N hvaeng i "I‘

Robert S. Leadbetter
RSL/xf Supervisor of Loan Agencies

Enclosures: 2




September 7, 1976

Hon. Arthur F. Burns
Chairmnan

Board of Governors
Federal Reserve System
Hashington, D. C. 20551

Dear Mr. Chairman:

As you are aware, the Commerce, Consumer and Monetary Affairs Subcom-
mittee 1s investigating Federal enforcement of the Truth in Lending Act.
To assist us further in our review of the enforcament procedures of the
Federal Reserve, please provide the Subcormittee on or before Tuesday,
September 20, 1976, with copies of the following documents:

(1) Page 5(1) of five randomly selected examination reports that
contain Requlation 7 violations and all supporting documenta-
tion tracing the recorded violations from the examination
reports through their final disposition.

(2) Five randomly selected compliance reports prepared by each
of the Chicago and Richmond regfonal offices with all docu-
mentation supporting the disposition of reported violaticns.

(3) A1l instruction circulars to examiners and Federal Reserve
member banks relative to the Truth in Lending Act,

For the purpose of this request, it will not be necessary to provide
information that would identify specific banks or individualsborrowing
entities.

If you have any questions concernina this request, please contact
Hr. Robert H. Dugger of the Subcormittee staff.




Hon. Arthur F. DBurns September 7, 1976

Thank you for your cooperation.

Sincerely,

benjamin S. Rosenthal
Chafrman




Jonn E. Quinn DEPARTMENT OF BUSINESS REGULATION
SUPKRINTENDENT BUREAU OF CONSUMER PROTECTION
STATE OFFICE ANNEX
AUGUSTA, MAINE 04330
1207y 289-371

September 8, 1976

Mr. Robert H. Dugger

Subcommittee on Commerce, Consumer
and Monetary Affairs

Rayburn House Office Building

Room B-350-A-B

Washington, D.C. 20515

Dear Mr. Dugger:

I have enclosed the survey requested by Chairman Rosenthal in his
letter of August 12, 1976.

As background for the summary itself, it should be noted that the
banking industry in Maine was put on notice concerning my enforcement

policy concerning Truth-In-Lending in the early months of 1975. This
report reflects the degree of compliance accomplished during these
months preceding the actual examinations. I would also note that my
field examiners are responsible for visiting a number of non-banking
creditors such as Sears, J. C. Penney's and others.

On the next to the last page of the report you will find a reference
to the examination of the in which
the 349 Truth-In-Lending violations were recently uncovered. The bank's
FDIC number is 17743. We have learned that the FDIC concluded an exami-
nation of this bank in November of 1975, Their report of examination
included a reference to their Truth-In-Lending examination. Apparently,
their Truth-In-Lending examination did not uncover any of the 349 violations
involved in the bank's failure or refusal te disclose more than one month's
finance charge. In view of the fact that virtually all consumer loans
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Subcommittee on Commerce, Consumer
and Monetary Affairs

issued since January 1, 1975 had contained this type of violation, it seems
obvious that the FDIC examinations could not have reviewed so much as a
single ¢ umer loan issued in 1975. We did not examine this bank for

TIL in 1975.

will be forwarding a copy of my address to the Committee by Friday,
latest.

look forward to meeting with you next Wednesday.

Respectfully,

ey R e

John E. Quinn
Superintendent
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@  FEDERAL DEPOSIT INSURANCE CORPORATION, Washirgtan, 0.c. 20428

THE CHAIRMAN

September 10,

Honorable Benjamin S. Rosenthal

Chairman

Commerce, Consumer and Monetary
Affairs Subcommittee

Committee on Government Operations

U.S, House of Representatives

Washington, D.C. 20515

Dear Mr. Rosenthal:

This is in response to your letter of August 10, 1976, requesting the following
information on a state-by-state basis for each of the following states:
Maryland, Delaware, New Jersey, Pennsylvania, New York, Connecticut, Rhode
Island, Massachusetts, Mew Hampshire, Vermont and Maine:

(1) the number, type (commercial bank, savings bank, or other), and
average size (year-end 1975 total assets) of the institutions
examined by FDIC from March 1, 1975, through July 31, 1976;

the number of negative responses to each of items 1 through 9 of
the FDIC Regulation Z compliance reports (FDIC 6500/55 (12-74))
completed in the course of examining the institutions enumerated
in (1) above;

the total number of loan transactions and dollar amounts involved
if known, cited in the Comments section of the FDIC Regulation 2

compliance reports (FDIC 6500/55 (12-74)) completed in the course
of examining the institutions enumerated in (1) above; and

(4) what specific action was taken by the FDIC to rectify the situation
with respect to each of the transactions enumerated in (3) above.

Enclosed are charts depicting the information requested by items (1) and (2).
In a number of cases, the same banks were examined more than once during the
relevant time period. The results of the second and third examinations are
depicted separately on pages 2 and 3 of the enclosure.
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CHAIRMAN OF THE BOARD OF GOVERNORS
FEDERAL RESERVE SYSTEM
WASHINGTON, D, C. 20551

September 10, 1976

The Honorable Benjamin S. Rosenthal

Chairman

Subcommittee on Commerce, Consumer
and Monetary Affairs

Committee on Government Operations

House of Representatives

Washington, D. €. 20515

Dear Mr. Chairman:

I am pleased to respond to your letter of August 13, 1976,
in which you requested information concerning the System's enforcement
of the Truth in Lending regulations in certain States.

The Federal Reserve enforces those regulations only at banks
that are directly supervised by the System, namely, State member banks.
I believe you will find that the information in the enclosed table
responds fully to your first and second questions. Pursuant to an
agreement with your staff, we have not provided detailed information
on Truth in Lending violations for banks in Maine, Massachusetts, and
Connecticut, These States have been exempted from the Federal pro-
visions of the Truth in Lending Act and banks in those States are
therefore subject to State regulations enforced by State banking
departments. Furthermore, there are no State member banks in Delaware,
Rhode Island, and Vermont,

Your inquiry focuses on page 5(1) of the System's Report of
Examination which deals with Truth in Lending compliance. I should
point out that in some cases violations of the Truth in Lending
regulations may not be reported on page 5(1) but could be included in
other sections of the Examination Report. In addition, since Federal
Reserve examiners rely on samples and do not examine each note or
transaction in a bank, the number of violations noted does mot
necessarily correspond to the total number of violations.

With respect to your third question regarding the action
taken to rectify violations, the nature of the violations and the
measures needed to correct any similar violations in the future are




The Honorable Benjamin S. Rosenthal
Page Two

discussed with bank management. Depending upon the seriousness of
the violations, the letter transmitting a copy of the Examination
Report to the bank may highlight their existence and may ask for a
response by a given date indicating the specific steps taken to
effect a correction.

We understand that the Committee staff, in preparation for
the hearings scheduled for the week of September 13, has expressed
an interest in the issue of State exemptions for Truth in Lending
enforcement, During recent hearings before the Senate Banking
Committee, there was discussion of the issue of exemptions granted
to States by the Board under the Truth in Lending Act, It was
implied in those discussions that the Board's procedures for granting
an exemption do not permit exempted States to enforce the Act with
regard to federally chartered creditors. I would like to take this
opportunity to clarify the question of State exemption for federally
chartered institutions.

The procedures by which any State may apply for and be
granted an exemption are set forth in Supplement II to Regulation Z,
a copy of which is enclosed for your convenient reference. Footnote 4
under paragraph (b)(5) of that supplement provides that transactions
involving the extension of credit by federally chartered institutions
are a separate class of transaction for the purpose of granting any
exemption, Under this provision, a State may secure an exemption
covering federally chartered institutions upon establishing that
appropriate arrangements have been made with the Federal agency
otherwise charged with enforcing the Act. The purpose of this require-
ment is to assure effective enforcement of the State's law with respect
to federally chartered creditors.

To date, no State has made formal application to the Board
for an exemption covering federally chartered creditors. Recently,
however, two otherwise exempt States have inquired about the possibility
of extending the exemption to cover federally chartered creditors.
As yet, no showing has been made in these requests regarding any
arrangements for enforcement with the appropriate Federal agency.

I hope this information will be helpful to you and your
staff, Please do not hesitate to contact me if I can be of further
assistance.

Sincerely yours,

Z‘-R/%%?

Arthur F. Burns
Enclosures
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University of lllinois at Urbana-Champaign

COLLEGE OF LAW - 200 LAW BUILDING + CHAMPAIGHN HLINOGIS 41820 - [(117) 3330921

September 17, 1976

Robert H. Dugger

Subcommittee on Commerce, Consumer and Monetary Affairs
Rayburn House Office Building

Room B 350

Washington, D.C. 20515

Dear Bob:

As per your request, I have enclosed a copy of my record statement as
submitted in the Oversight Hearings held by the Senate Banking Committee.

Please let me know 1f I can be of fu r assistance.

Landers
/Professor of Law

JML/11g
enclosure
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Record Statement of Jonathan M. Landers,

Professor of Law, University of Illinois

College of Law and Visiting Scholar,

American Bar Foundation, on the Consumer

Credit Protection Act, before the Subcom-

mittee on -Banking, Housing and Urban

Affairs, United States Senate, July 28, 1976.




My name is Jonathan M. Landers, and I am a Professor of Law at the
University of Illinois College of Law and a Visiting Scholar at the
American Bar Foundation. As a Visiting Scholar at the American Bar
Foundation, I have been engaged in a research project on the Truth in

Lending Act. That research project has already resulted in two published

papers in the American Bar Foundation Research Journal, one paper pres=

ently in the editorial process and to be published in October, and a
number of other research efforts in various stages of completion. I
want to emphasize, however, that this testimony and any conclusions are
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The TIL Act has hardly been a complete success. As evidence, there
is the sheer inscrutability of most TIL statements, and persistent creditor
claims that it is impossible to devise TIL forms which comply with the
statute and regulation. Then, too, there is the fivefold increase in TIL
cases in the federal courts in the past four years; this increase taking
place at a time when creditors were presumably becoming more familiar with
the statute and its requirements. And, the matter may get worse: most
TIL litigation is now concentrated in three districts—HNorthern Georgia,
Connecticut, and Eastern Louisiana, with lesser but substantial amounts
in four or five others. If TIL cases were to be as vigorously pursued in
all districts, the number éf federal cases might be 10 or 15,000 rather
than the present 2,200.

It is clear that the original proponents of TIL did not foresee this
situation, and it is necessary to ask how and why it developed and what
can be done. Can TIL statements be simplified, and if so, what the costs?
Can the number of lawsuits be reduced while still furnishing consumers with
the basic protections afforded by the TIL Act? Such questions can best be

understood if one understands how the present situation developed.

I. How the Present Situation Developed

In my judgment, the presen;ﬂgredlcnment is the result of two basic
7)
factors, First, the fundamental shift of TIL from a credit cost disclosure

law to a QEEQEE_EEEE_EEEEEEEEEP law which required selective disclosure of

some, but not all, of the terms of consumer credit contracts. Second, the
{ ;'émergence of the TIL suit as the most efficient and effective remedy for a

vast number of consumer grievances and difficulties.




A. Background: The Shift from Credit Cost

Disclosure to Selective Credit Term Disclosure

1. TIL as Credit Cost legislation. It is well known that the late

Senator Douglas was a major proponent of TIL legislation, but it is gen-
erally thought that he conceived of the idea shortly before the first TIL
bill was introduced in 1960. In fact, the idea originated more than a
quarter of a century earlier when then Professor Douglas was on the NRA
Board of Fair Competition for the finance industry. At that time, he
proposed that the Code provide for consumers to be given a true statement
of the cost of credit and the annual percentage rate.

The notion that TIL was a credit cost disclosure bill permeated the
eight years of hearings on TIL. Supporters of TIL argued that credit
cost disclosure was necessary to enable consumers to compare credit costs
and to decide whether to use credit or to take funds from savings or defer
purchases, and to act as a contra-cyclical economic foree. These arguments
were relevant to the credit cost disclosure provisions of the bill. The
credit cost focus was well recognized by the opponents of the bill who
argued that the APR would be difficult or impossible to compute, that the
finance charge could not be determined with precision, and that consumers
would not understand the APR concept. The point is
that the issue as presented to Congress originally was: should a bill be
enicted to tell consumers the APR and finance charge on consumer credit
transactions.

The perception of TIL as credit cost disclosure legislation is reflected

in the statement of purposes in section 102 of the Act. It states the




objectives of TIL as (a) enhancing economic stabilization; (b) promoting
competition among credit grantors; and (c) permitting consumers to be
avare of the cost of credit to compare terms and avoid the uniformed use
of credit. This process would work as follows: consumers would get an
accurate statement of the cost of eredit. Having this, they could then 3
decide whether credit was too costly or whether the cost was justified in
terms of the benefits. Then, they could shop for the lowest cost among

different creditors. Creditors, in turn, would compete with each other

to offer the lowest possible credit costs, thus leading to lower credit

costs for all consumers. Finally, consumer credit might act as a contra-

cyclical economic force to promote the use of cheap credit in times of
economic hardship thus facilitating an economic recovery. There is, to be
sure, considerable question whether these expectations were realistic, and
whether the provisions themselves were effective to accomplish such
objectives, Some of these are discussed in Part III. But ideally, the
above model appears closest to the understanding of the enacting Congress.
In terms of these objectives, it is clear why the proponents
envisioned TIL as, fundamentally, a simple statute. The credit decision
would be made in terms of cost—that is, consumers would decide on credit
once they knew the cost. For this purpose, consumers needed relatively
little information--the Annual Percentage Rate, the finance charge, the
amount financed, and perhaps, the periodic payment. 1 say "perhaps"
because one of the objectives of TIL was to get consumers away from using
apparently cheap credit with small wonthly or weekly payments by

emphasizing the true cost of such “easy" credie., I suspect that most
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proponents thought of TIL as a statute enabling the consumer to compare
the APR and the finance charge. Indeed, one basis for the arguments
that the act was simple was the notion that it could not be that diffi-

cult to gompute these two figures.

2. The Shift to Credit Term Disclosure. A glance at a typical

TIL statement reveals that the APR, finance charge, the amount financed,
and the monthly payment are included among a large number of other
disclosures, and even, partially submerged in these other disclosures.
To be sure, the terms Annual Percentage Rate and Finance Charge must be
more promipent than others, but in practice, this means slightly larger
type. What are all these other disclosures: they are basically dis-
closures relating to the terms of the transaction, and to a lesser but
signficiant extent, disclosure of thesteps used in computing the amount
financed and the finance charge. Thus, TIL is no longer a credit cost
disclosure law, but has become a law which requires selective disclosure
of some of the underlying terms and computational figures.

This process began in the act itself. Thus, the Act required dis-

closure of (1) the number, amount, and due dates of payments; (2) default,

delinquency, or similar charges in the event of late payments; (3) a
description of the security dinterest; (4) at least five separate disclo-
sures to determine the amount financed and frequently subdisclosures for
some of these steps; and (5) special disclosures relating to insurance.
The process continued in Regulation Z and FRB Interpretive Rulings,
and the board not only expanded the term and computational disclosures, but

added new requirements of terminology and presentation. For example,




(1) computation disclosure included the deferred payment price (total
price plus finance charge); (2) disclosure was required of prepayment
penalties as well as the method of computing rebates for prepayment;
(3) disclosure was required of the method for computing default or
delinquency charges; (4) disclosure was required of the components of
the finance charge, and separate disclosure of so-called prepaid finance
charges; the latter, apparently, to make sure such amounts were not
included in the amount financed; (5) the statutory provision for dis-
closing the amount financed was complicated by an extremely confusing
provision on required deposit balances and a number of ill-defined
exceptions; (6) the term unpaid balance was used as a subtotal for cases
in which there was a required deposit balance ©°T & prepaid finance charge
and in such cases, there were seven computational contegories to determine
the amount financed; in cases where there were no deposit balance or pre-
paid finance charge it was never clear whether the term unpaid balance,
amount financed, or both applied to the amount of credit received by the
consumer; and (7) interpretive rulings required disclosure of the term
of insurance coverage, plck-up dowmpayments, and variable rate loans.
To all this was added still another requirement: that the disclosures
be clear, conspicucus, and in meaningful sequence. Now the volume of
disclosures themselves presented somewhat of a contradiction, and inter-
pretation of the regulation was further cbscured by a board model form
which was confusing in the extreme. There should be no wonder that
creditors had trouble complying.

At the same time that the statute and regulation moved to credit

term disclosure, there was a subtle shift in thinking about the objective

of TIL to permit credit decisions in terms of cost. This new philosophy




suggested that consumers had a right to know the important terms of their

credit transaction; the new view was expressed in terms of disclosure

of information consumers would want to know, and was reflected in court

decisions which hypothesized a reason why a consumer might want to know
this or that item of information. This "all relevant factors" approach
differed markedly from the consumer shopping rationale because TIL dis-
closures were not tied in with a particular use for the information, and
there were no boundaries for the creditor's obligation to disclose. More-
over, there was at least the suggestion that TIL might require disclosure
of information which, while not directly relevant to the credit

decision, might be useful if the transaction broke down. Such open
concepts as providing useful or interesting information or transaction
breakdown information, were to haunt courts and creditors attempting to

decipher the Act's requirements.

B. The Effect of the Switch to Credit Term

Disclosure on TIL Statements and TIL Violations

The shift from credit cost disclosure to credit term disclosure had
a dramatic and devestating impact. Compliance was made many times more
difficult since disclosure was not limited to the basic numbers which are
the essence of all consumer credit transactions, but extended to some, but
not all, of the operative contractual terms of the transaction. The problem
was compounded because Congress and the board emphasized the credit cost
disclosure provisions in formulating the disclosure requirements with the
result that the term disclosure provisions were not as clearly designed or

easy to apply. And, selective term distlosure resulted in more ocutright




violations, and even more significantly, more arguable violations. The
arguable violation standard is signficant because this is likely to be
the issue for a plaintiff considering a lawsuit: can a credible argument
be made of a TIL violation which presents a sufficiently good probability
of success to justify the litigation.

The reason term disclosure made compliance much more different is
that term disclosure lacked the precision of meaning as the numerical
categories. Creditors always used rather lengthy contracts, and the
effect of TIL was to require some but not all of the contractual
provisions to be broken out separately as part of the TIL statement.

In addition, ccnsumers might always argue that some provision in the
contract modified or affected the terms which were disclosed so that further
disclosure was required. Thus, short of including the entire contract

on the disclosure statement, it is difficult to be sure what was included.
Moreover, when courts considered the cases of term disclosure, they had

no clear philosophic backdrop. If the "all relevant factors" philosophy
applied, and the court thought a consumer might find the information
helpful, disclosure might be required. And, the notion that TIL included
disclosure of transactioa breakdown information permitted creditable
arguments for disclosure of much of the underlying credit contract.

Let me offer one examplé. TIL requires disclosure of default charges

but it may be argued that any creditors' remedy in the event of default is
a form of charge which should be disclosed. For example, it seems

relatively clear that the authors of these provisions intended to cover

a charge of $2.50 if the consumer is late in making a payment. But it may

be argued that the creditor's right of acceleration ought to be disclosed




under such a provision. Surely, such a right of acceleration is more
serious from the consumer's point of view than the $2.50 charge, and is
information which a rational consumer might want to know about. The
result has been a vast amount of litigation on this precise issue.

The requirements of credit term disclosure and the computational dis-

closure had another, and equally detrimental, effect. The TIL statement
became lengthy and unwieldy, and also, since more categories of in-
formation were being provided, there was a much _greater chance o{_ﬁ
creditor mistake, This latter point becomes especially important when it
is remembered that many TIL statements are filled out in the store in the
"heat" of the transaction.

Moreover, as credit term disclosure and computational disclosure
became increasingly important, creditors often attempted to protect them-
selves by even more comprehensive and complete disclosure. This created
the risk of still new violations. And, when creditors turned to the
Board or its staff for assistance, the result was sometimes more required

disclosures or more complex statements of the transaction.

Finally, the effect of temm disclosure made board promulgation of

model forms a doubtful enterprise. In its initial pamphlet on TIL, the

Board did ineclude a number of model forms. Then courts began to hold

that some of the forms violated the act or regulation because of inadequate
term disclosure. This is understandable because term disclosure simply
does not lend itself to uniformity of statement. The result was that sub-

sequent versions of the pamphlet have omitted the forms.




In short, the requirement of selective term disclosure and the all
is relevant philosophy made compliance extremely difficult and the chance
of a violation extremely high. When this was combined with certain 1liti-
gational factors which encouraged TIL suits, the predictable result was a

rapid growth in TIL litigation.

C. TIL Litigation.

Although the TIL remedy provisions were designed to enforce the dis-
closure provisions, they have taken on a far different character. In many
jurisdictions, they are the most effective remedy for consumer grievances
of any type.

1. How TIL Cases Originate.

It should be obvious that few clients come to a lawyer's office with
an inkling that they have a TIL claim. To do so would require consumers
to know the intricate provisions of the statute and Regulation Z, and
except in the case of omitted disclosures, that the TIL statement did not
comply. What, then, gives rise to TIL suits?

Four factors account for the predominate number of TIL lawsuits.
First, if the credit transaction involves a purchase of goods and services,
there is a dispute involving the product or service. For example, the
consumer may claim a breach of warranty, breach of contract, failure to
service, misrepresentation, fallure of consideration, or the like. The
consumer frequently responds to such problems by stopping payment of the
underlying obligation. When the creditor either sues or threatens suit

the consumer seeks legal help and a TIL lawsuit results because there is




also a TIL violation and the TIL suit is the most effective remedy. Second,
and much less often than the first the consumer becomes dissatisfied with
the credit terms of his contract. For example, the monthly payment may

turn out to be higher than he thought, he may look at the contract and

find that extra charges have been added, or the like. Again, the result is
a Tl suit, although it may be for a TIL violation which is different than the
consumer's actual complaint. Third, and perhaps almost important as product
related cases, are situations where the creditor is being dunned or sued

for a debt and simply canoot pay. He may have lost his job, become sick,
become overextended, or the like. He seeks legal advice having heard of
bankruptey or simply to do something to take the pressure off. The lawyer
then examines the contracts and determines that one way to take the pressure
off—and maybe give a few dollars to the consumer as well as pay his

fee——is a TIL action. Thus, an affirmative TIL action is brought instead
of a bankruptey or insolvency proceeding. Fourth, TIL suits may be brought
by bankruptcy trustees. A number of courts have held that TIL claims pass
to the trustee. Indeed, there is reason to think that trustees have been
extremely laggard in pursuing such claims. If trustees started prosecuting
thase claims with any degree of diligence, there could be several thousand
additional cases each year.

It is doubtful thact the Congress thought of TIL as a substitute for
state substantive law in consumer transactions, ler alone, as a statute to
be used by consumers as an alternative to bankruptcy. But this is how it
has been used. To be used in this manner, TIL had to be a more effective

remedy than state law. In fact, there were strong incentives for plaintiffs

to bring TIL suits, and a strong disincentive for defendants to litigate.




2. Why Use TIL?

(a) Substantive advantages, It should be dpparent why consumers

would prefer an affirmative TIL suit to a bankruptcy petition, but it is
less apparent why consumers will prosecute TIL claims in lieu of state law

product-related claims. The basic reason is that state law protecting

consumers is usually much less favorable to the consumer than TIL. This

Committee has previously heard of the frequent inability of consumers to
enforce product-related claims under state law because of such legal rules
as holder in due course, walver of defenses, warranty limitations, the
parol evidence rule (forbidding evidence of terms outside of the written
contract), and damage limitations (the consumer's remedy is the difference
between what he got and what he should have gotten—maybe only a few
dollars). In contrast, TIL violations were easy to find and provided more
substantial damage recoveries.

In addition, it is not an either/or situation because the consumer
may bring the state law claim as well. But, because the TIL claim was
the more viable one, it tended to have the strongest impact on settlements
and litigation strategy. In fact consumers were winning TIL cases on the

merits with some frequency.

(b) Procedural advantages. Procedurally, there were two major factors

stimulating TIL suits rather than state law suits. First, TIL suits could
be brought in the federal courts. The fact is that consumers and their
representatives percelve the federal courts as offering a better brand of
justice than state courts. Federal judges are thought to be more willing
to enforce the law as written and federal procedures are thought to be

substantially better.




Second, TIL issues are primarily questions of law, and are thus
amenable to wminimal factual investigation, simple pleading rules, little
or no pre-trial discovery, and decision on summary judgment rather than
a full trial. Since amounts in consumer cases are small, the economies
of suit suggest a TIL action rather than a state action on a product claim
which may require detailed pleading of fraud allegations, substantial
discovery, and a full-scale trial.

There was another procedural advantage in some districts in which
it was held that the creditor's counterclaim on the underlying debt could

not be brought in the federal courts because of jurisdictional limitations.

In such courts, a TIL suit is risk free for the consumer, whereas an action

in a state court could subject the consumer to liability on the underlying
debt.

(e) Attorncx's fees. By definition, most consumer claims are small.
The monetary amounts involved simply do not permit them to be economically
prosecuted by attorneys. In such cases, attorney's fees would almost
always exceed the probable recovery. But TIL was different because it
provided attorney's fees for successful plaintiffs, and the amount was
not related to the plaintiff's recovery. For example, in one well known
case, attorney's fees of $20,000 were awarded on a $100 claim, and in many
others, fees of several thousand dollars have been awarded even though the
maxinmum damage recovery is $1,000. While plaintiffs' attorneys ht
make some judgment on the likelihood of winning (and thereby getting paid),
if they thought they could win there was a strong incentive to 1
In contrast, a state law action was, practically, often out of the gquestion

for a private attorney.




itigate.

The dynamics of TIL litigation suggest that it is frequently to the
creditor's advanta to settle rather than to litigate even if he thinks
he has a good chance of winning. Consider this case: a creditor
for §1,000 (the maximum recovery) in a case that he thinks he has
chance of winning. He analyzes the risks and benefits as follows:

(a) If he wins, it will cost him $1,500 inattorney's fees: assuming
a low hourly rate of $30, this buys 50 hours of a lawyer's time which is
certainly a low estimate for litigation which may involve several court
appearances, some discovery, and some legal research.

(b) If he loses, it will cost him $4,000: $1,000 in damages,

$1,500 for plaintiff'sattorney's fees, and 51,500 for defendant's attorneys'

fees (on the same assumptions as above).

Now, plaintiff offers to settle for $1,300 which gives the consumer
full recovery, and even pays the plaintiff's attorney a fair rate for the
few hours of time which have been expended. Defendant notes that it will
cost more to win than to settle and three times more to lose. This does
not necessarily mean that every case will be settled. Instead, a defendant
must litigare some cases to give any threat of an all out fight a semblance
of credibility. But it does suggest a hard look at the ri:s in
cases which the defendant has a substantial chance of winning. When the
chances of winning decresase to 50% the incentive to settle becom large
indeed.

Indeed, this litigational imbalance of paying attorn fees for

successful plaintiffs can lead to a form of strike suit litigation. In




this, a plaintiff's attorney simply files a complaint alleging TIL vio-
lations in general terms without any notion of whether a violation has
occurred. Before expending any substantial time, plaintiff offers to settle
for a fraction of what it will cost the defendant to fight the case. In
fairness, I have no hard evidence that this is taking place, but the economics
suggest that it might occur.

The second disadvantage to defendant in litigating is the severe
impact of a loss. Remember that the effect of a decision which holds that
defendant's form is in viclation is, in effect, to declare every single
transaction in which that form was used to violate TIL. To¢ be sure, the
defendant may argue the issue again if raised, but if the case arises in
the same district or before the same judge the chances of winning the
second time around are small indeed. And, they may not be much greater
in another district. As a consequence, the defendant has to weigh every
case extremely carefully because of the risk that thousands or tens of
thousands of contracts may be called into question. And, too, the defendant
who litigates must be willing to accept the practical reality that the
consequences of an adverse decision will almost always dictate an appeal
to protect the form.

Again, this does not say that all cases will be settled. But, it
cannot be denied that realistic defendants might frequently settle rather

than fight.

4. Ability of Plaintiff's to Win TIL Suits.

Despite all of these procedural and substantive advantages, another

ingredient was absulutely essential in making TIL suits viable. Plaintif




had to win and have a reasonable chance of winning enough cases to make
the possibility of a plaintiff wvictory realistic and necessary to contem-
plate. Two major factors operated to more than satisfy this requirement.
Pirst, a number of creditors have used forms which are not even close
to compliance. Thus, if one takes as a minimal standard for compliance
the FRB forms which were promulgated in 1969 and available to all creditors,
there have been widespread use of forms which do not approach this level.
Indeed, in some cases this borders on an almost arrogant and wilful re-
fusal to comply. In my own study of TIL cases, I have been amazed at the
number of cases in which the forms left out clear and long-standing statutory
requirements. These forms are not cases of arguable and technical viola-
tions, but cases of clear cut violations in which there is no substantial
chance plaintiff will lose. That defendants frequently settle such cases
should not be surprising.
But even creditors who have attempted to comply have run into the
problem noted earlier-—the virtual impossibility of complying in the area
of term disclosure. Thus, it has been consistently possible for consumers

to argue that some term of the contract should have been disclosed, that

undisclosed terms modified disclosed terms, that the statement was con-—

fusing, or that some numerical computational element has been omitted.
Even creditors who had attempted to comply found themselves subject to
such arguments, and uncertain whether they would prevail. In short, the
vagaries of term disclosure and an all is relevant philosophy worked in
tandem with strong litigational advantages in TIL actions, to produce an

ever increasing number of suits.
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5. Summary.

These factors suggest the reasons for the TIL explosion of cases.
First, the increasing emphasis on contractual term disclosure made it
relatively easy to formulate disclosure issues. Second, the judges who
had to decide these early cases, had no clear rationale upon which to act,
and tended to say that, well of course, this or that might provide some
information to someone under the circumstances, or anyway, the consumer
might want to know it, and the result was a number of decisions which
called into question thousands of credit contracts. Third, with the initial
sweep of TIL litigation so successful, attormeys began to scan documents
more carefully, and to be willing to bring cases with, perhaps, less
obvious violations. Fourth, creditors frequently cooperated by using
forms which were either clearly invalid, or sufficiently doubtful to make
‘a successful TIL suit likely. The chances for finding a violation or

arguable violation were high indeed.

II. Some Policy Choices

There is such a thing as too much disclosure—too much for consumers
and too much for creditors. From the consumer viewpoint, éisclosure reaches
this level when more information is given to consumers than they can
effectively use in the transaction. Thus, the more information offered,
the less capable the consumer becomes of sorting it out, judging what is
important, and using that in the credit decision-making process. Persons who.
are overwhelmed tend to disregard the disclosures eatirely. Thus, the -y
objectives of TIL are more compatible with an attempt to provide consumers

with the most important information simply stated.




From the creditor's point of view, there is too much disclosure
when, considering the nature of the transactions involved, creditors
goodwill who attempt to comply face a substantial risk of being held
noncompliance in ordinary and regular transactions. There is little
question that this level has been reached.

In my view, TIL should returm to its original purpose as a credit
cost disclosure law, and should be radically simplified to serve this
objective. By simplified, I mean both from the point of view of con-
sumer understanding and creditor compliance. We must abandon the notion
that TIL is a statute designed to disclose information which a hypothetical
consumer might find helpful, or that TIL should be an omnibus litigation
tool for consumer grievances. Instead, TIL disclosuresshould be those
which are most useful to the ordinary consumer.

To serve this simplified objective, disclosure should only be required
of: (1) the creditor's name;* (2) the annual percentage rate; (3) amount
financed; (4) the finance charge; (5) the cost of optional credit life and
credit accident and health insurance; (6) the total of payments; and

(7) the number of periodic payments, period, and the date of the first and

last payments. The statement might look as follows:

*

In this connection, Congress or the board ought to resolve the
question whether the assignee of a consumer contract is a creditor under
the Act.




ABC Motors, 1234 First Street,; Anytown, Anystate

Amount Financed
Finance Charge

Insurance (this is opticnal and may

not be required)

Total of Installments

This total of $5,400 is payable in 36 monthly installments of $150. The

first installment is due August 1, 1976, and the last is due July 1, 1979.

ANNUAL PERCENTAGE RATE

I have received a copy of this disclosure statement

Customers
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I offer the following reasons to support this proposal:

First, this statement provides the essential information the consumer
needs to shop effectively for credit on a comparative basis or to decide
whether to enter consumer credit transactions.

Second, the information i1s not hidden in a mass of other disclosures.

In my judgment, the more information that is provided, the less likely it
is that the consumer will use any of it. The consumer's attention is
diverted from any individual disclosure, and he becomes so overwhelmed by
disclosers.

Third, these items are standard from jurisdiction to jurisdiction, and
permit virtually identical disclosures by different types of creditors in
different types of transactions. Moreover, this commonality should permit
the board to promulgate model forms which are in compliance, and should
minimize the need for supplemental FRB opinions or interpretations.

Fourth, it should be considerably easier for small creditors to comply
with a minimum of legal expense and effort.

Fifth, and not previously mentioned, are the modified insurance disclosures.
There are two elements to my proposal. The cost of credit life and credit
accident and health insurance should be excluded both from the amount finmanced
and the APR because it tends to distort the disclosures regardless of which
it is included within. Second, although the present optional test has both
a substantive requirement of optionality and an evidentiary requirement of
signature, there is no evidence that this evidentiary requirement is providing

significant protection for consumers.* Much the same effect could be cbtained

under the suggested provision without the present complicatinns.**

* Many creditors still are reporting "insurance penetrations" of between 95 and 100%.

*% By the same reasoning, 1iability and property insurance will be included in the
amount financed unless the consumer does not have the option of obtaining his own
coverage, This does not appear to be a significant problem area warranting
further disclosures.
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If the above are the benefits, what are the costs. And, are these costs
significant?

First, virtually all term disclosures would be eliminated from the statement.
To me, these are justified for both practical reasons and reasons relating
to the objectives of TIL.

(1) In practice, it is impossible to define with precision which terms
must be disclosed.

(2) Much of the term disclosure relates to the possible breakdown of the
transaction and creditors' rights if that occurs.* But, most consumers do not
ex;ect their transactions to break down and the vast majority do not break dowm.
Thus, we devote considerable space to information which is largely irrelevant
in the decision-making process. Despite its effective irrelevance, this information
takes up a substantial part of the TIL statement, and substantially detracts
from the other disclosures. Similarly, except in real estate transactions,
éonsumers do not contemplate prepayment and such terms are not significant
in the decision-making process. But stating the rules accurately is
extremely difficult.

(3) The technical terms of the contract tend to be relatively standardized
and do not lend themself to either comparison shopping or effective bargaining.
This is because the economic effect of the terms is small and consumers
may be expected to shop or bargain on the key items — the finance charge
and the APR. In this connection, the National Commission on Consumer Finance

noted that credit cost decisions were much less important to consumers than

product related decisions and consumers thus emphasized product shopping.

* If consumers are to use the TIL statement to determine their rights of the

transaction breaks down, then the present statement is poorly suited to
this end. It does not inform consumers of what post-transaction recourse
they have to withhold payment or obtain other relief.




This same argument can be made in connection with credit shopping,

viz., that if consumers do shop for credit they will compare what is
most important--the cost—and not a variety of subsidiary terms. To me,
the notion that consumers would shop because of a $2.50 late charge is
absurd.

(4) Many of the term items are regulated by state statutes, and

disclosure provides lirtle or no additional protection to consumers. 1f

creditors systematically violate the state provisions, they should be
enforced by state authorities.

(5) The terms will be disclosed in the contract between the parties.
Thus, the issue is not disclosure vel non, but rather, where the disclosure
should be--on the TIL statement or in the contract.

(6) In sum, the basic choice is between providing a large volume of
informatfon which may be margipally useful to an occasional consumer at a
cost of complicating the TIL statement for all consumers. I would avoid
this cost.

Second, virtually all the computational disclosures would be eliminated
from the statement. My belief is that these were not really intended to
provide consumer information as much as to make sure creditors got the other
disclosures—principally the amount financed and the finance charge-——correct.
And, these same computations.nre usually provided on a bill of sale or other
document. Moreover, the consumer can always ask about them. We cannot
assume on the one hand that the consumer is going to be sufficiently sophis-
ticated to use the present intricate TIL statement without help and bargain
with creditors over the credit terms and at the same time be afraid to ask
creditors how they arrived at figures in the contract. While requiring

extensive computational disclosures may deter yiolations by a few creditors,




it does so at the price of intelligibility of the statement. Finally, if
there is really cause for concern, the Act could give the consumer the
right to request a statement of how the amount financed was determined.

Third, the requirement of finance charge itemization will be elimin-
ated. While itemization may alert consumers to the presence of charges
which he might bargain away or shop to eliminate the key comparisom factor
is the total finance charge. The original Congress apparently thought
consumers could make it without itemization, and the benefits of simplicity
for all outweigh the benefits that a few may derive from getting this

particularized information. Moreover, the present provisions are unfair

in that they presumably require itemization by creditors who contract with

outside parties for services but not by creditors who internalize their
costs.

It should be noted that since itemization was required by the board,
this is presumably a step that can be taken by regulation.

Fourth, the prepaid finance charge and required deposit balance concepts should
be eliminated. The former was designed to make sure that creditors did not
include such amounts in the amount financed, and creditors should be able to
do it without separate computation. Moreover, the board has virtually con-
ceded that specifying such charges serves no disclosure function and that
the concept has no economic significance. Similarly, the elimination of the
required deposit balance is possible by defining the amount financed in
terms of the amount of credit of which the consumer has actual use. There’
is no need for this extra computational step.

These are both FRB concepts and can presumably be eliminated by

regulation.




Fifth, security interests will no longer have to be described or
disclosed. Consumers generally realize that there is a security interest
in items purchased in a credit sale, and little purpose seems served by
disclosure. Moreover, the description of the security interest is normally
couched in technical language which is not comprehensible by most consumers.
In addition, the taking of security is increasingly covered by state stat-
utes which limit the available security and prevent the taking of excess
security. Finally, there is no indication that consumers bargain over
security. Thus, the benefits from the present provision tend to be
ephemeral.

Sixth, consumers' ability to use TIL as a litigation tool will be
sharply curtailed because there will be many fewer violations or arguable
violations. It may be that the present system satisfied some rough sense
of justice if creditors who violated TIL committed other anti-consumer
practices, but this was not the intention of TIL. Moreover, it was an
extremely inefficient method for consumers since it did not help the vast
number of consumers who did not sue but were faced with complex TIL
statements and was grossly unfair to creditors who found it virtually
impossible to comply. Moreover, the impact was selective: only those
persons who sought legal representation and whose lawyers knew about TIL

could use it to achieve such rough justice.

In this connection, one advantage of simplification is that it should

curtail the need for an extensive administrative apparatus to deal with
questions, and a doctrine of substantial or good faith compliance which is

being proposed as a way out of the present situation.




I have doubts about proposals to give administrators the power to
issue opinions answering uncertainties because these generate further
questions over the precise scope of the administrator's power, and whether
a particular transaction was fairly presented for decision. In additionm,

a doctrine of substantial compliance is difficult to apply and may

lead to more litigation. And, if the Act 1s too complex for reasonable
compliance by creditors, then such a doctrine simply ignores the underlying
problem and does so in a manner which is unfair to consumers who ar; still

confronted with hypertechnical TIL statements.

III. Scme Concluding Observations

My testimony has attempted to analyze the reasons for the great complexity
in the TIL rules for closed end credit, and has made some suggestions for
revision. I have not, however, discussed open end credit and this is because
the rules appear to be more workable, or at least, there is a much smaller
volume of reported cases and creditor complaints. This is not to say that the
rules are perfect: the typical open end statement has so many numerical
categories of information that it takes a substantial amount of time just

to figure out what informarion is being conveyed. But from the creditor's

viewpoint, the similarity of transactions between different jurisdictions

and the absence of a need to make substantial term disclosures, have permitted
a relatively high level of compliance.

In addition, I have not mentioned some of the areas of TIL which probably
need some attention. For example, the timing of closed end disclosure permits

disclosure to be made after the consumer is psychologically and morally




committed to a particular transaction. Open end disclosure statements

emphasize the APR and not the method of determining the balance. Yet APR's

tend to be the same among different creditors, and significant differences

exist in methods for determining the balance. Such information is probably

more important to consumers than the APR. We need to be more precise in defining
the line between open and closed end credit since there is some evidence

that creditors who have traditionally used closed end credit to sell big

ticket items are switching té open end accounts. This shift may become a
stampede if a number of creditors perceive the open end method to present

fewer TIL risks. But, an open end account does not state the finance charge

at all, and states only a pominal APR. It may be that creditors should not

be permitted to use open end accounts for purchases of more than a certain amount.
The sale of insurance continues to be a problem area, but my own view is that
this cannot be dealt with unless there is to be a revision of rate ceilings

on consumer transactions at the state level. When the creditor's normal

market power is reinforced by a rate structure which sets rates below market
levels and permits the sale of insurance outside of the rate structure, it may

be expected that most consumers will purchase insurance. Moreover, consumers

have no information to judge the value of coverage, and the amounts seem

relatively small thus encouraging the purchase. When most consumers wind

up purchasing coverage, the only thing I find surprising is that both
regulatory and legislative bodies seem to think that something is wrong.
Finally, the persistent problem of burying probably makes finance charges
as stated by sellers frequently inaccurate and prevents direct comparisons

between sellers and direct lenders.




On a more basic level, the question may be asked whether TIL is worth

My response is that it is impossible to tell because it has not, in a

sense, been tried. By my testimony today, I hope to hasten the day

that trial begins.
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September 24, 13976

Mr. Thomas Taylor

Office of the Comptroller
of the Currency

490 L'Enfant Plaza

Washington, D. C. 20036

Dear Mr. Taylor:

Your testimony before the Subcormittee on September 16, 1975,
regarding the Comptroller of the Currency's enforcement of the Truth
In Lending Act was quite helpful and appreciated. A number of issues
were raised during the hearing, however, that need further elabora-
tion for inclusfon in the record. If you would provide responses to
the following questions on or before October 8, 1976; 1t would be
appreciated.

1. What types of truth in lending violations are referred to in the
appended chart in your September 16, 1976, statement?

On page four of your statement you say, "If the customer has
suffered a significant loss, such as with the miscalculated
annual percentage rate, the bank has been directed to reimburse
the customer for the excess amount charged."”

Are there any instances where you directed a bank to reimburse

a borrower but that bank has yet to make the requested restitu-
tion? If there are such instances, please provide with respect
to each violation (a) the dollar amount of reimbursement involved,
(b) the reason for the delay, and (c) whether the statute of
1imitations has expired.

If you have any questions regarding this request, please contact
Mr. Robert H. Dugger of the Subcommittee staff.

Sincerely,

Benjamin S. Rosenthal
Chairman
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September 28, 1976

Mr. Thomas Taylor

Office of the Comptroller
of the Currency

490 L'Enfant Plaza

HWashington, D. C. 20036

Dear Mr. Taylor:

With reference to my letter of September 24, 1976, please also
provide on or before October &, 197€:

1. the number and average size (year-end 1975 total deposits)
of all natfonal banks located in the region covered by the Special
New England Survey of national bank compliance with the Truth In
Lendino Act;

2. the average size (year-end 1975 total deposi£s) and the
size range (year-end 1975 total deposits of the smallest and the
largest banks) of the 27 natdonal banks included in the Mew Encland
Survey; and

3. an estimate of the number of truth-in-lending violations
found in the course of conducting the specfal survey.

Thank you for your assistance.

Sincerely,

Renjamin S. Rosenthal
Chairman

BSR:dt




359

FBRA - Truth in Lending Hearing
9-16-76

September 28, 1976

Hon. Philip C. Jackson
Board of Governors

Federal Reserve System
Washington, D. C. 20551

Dear Governor Jackson:

Your testimony before the subcommittee on September 16, 1976,
regarding the Federal Reserve's enforcement of the Truth In Lending
Act was quite helpful and appreciated. A number of issues were
raised, however, that need further elabeoration for inclusion in the
hearings record. If you would provide responses to the following
questions on or before October 15, 1976, 1t would be appreciated.

1. On page 7 of your prepared statement you, on behalf of the
Board, declined to take a positfon on the three noncompliance dis-
closure 1ssues raised by the subcommittee until the Board has received
the report of a special Task Force. Though the Task Force is described
on page 6 of your statement, it is not clear how the Task Force will
deal with noncompliance disclosure. Please provide documentation such
as implementing correspondence, reasearch proposals, discussion agendas,
etc., that would indicate how the costs and benefits of noncompliance
disclosure will be analyzed.

2. Is 1t the Board's intentfon to request the Consumer Advisory
Council to consider the merits of noncompliance disclosure and advise
the Board of its findings?

3. What proportion of the credit covered by the Truth in Lending
Act 1s extended by commercial banks?

If you have any questions regarding this request, please contact
Mr. Robert H. Dugger of the subcommittee staff.

Sincerely,

Benjamin S. Rosenthal
Chairman
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September 28, 1976

Hon. Robert Bloom

Acting Comptroller of the Currency
490 L'Enfant Plaza

Washington, D. C. 20036

Dear Mr. Bloom:

By letter of August 25, 1976, I requested among other things, the posi-
tion of the Office of the Comptroller of the Currency on preemption of
Federal consumer protection laws by similar State laws. The terms of the
Truth In Lending Act give the Federal Reserve Board responsibility for
establishing requlations to effectuate the Act and for determining what
classes of credit shall not be subject to the Act.

Pursuant to this authority the Board has declared that all trans-
actions in which a natfonal bank s creditor constitute a separate class
of transactions not subject to exemption from the Federal Truth In Lending
Act unless the Board is satisfied that appropriate arrangements have been
made with your office to assure effective enforcement of substantially
similar State laws.

In his testimony before the Commerce, Consumer and Monetary Affairs
Subcommittee, Associate Deputy Comptroller Thomas Taylor said on pages 5
and 6 of his prepared statement:

“He think the Board has exercised discretion and prudence
in declining to include national banks in the exemption from
Federal consumer protection laws before our Office, which has
the primary supervisory and regulatory responsibility for national
banks, 1s assured that enforcement capabilities of the State are
suitable.™ (Emphasis added.]

With regard to obtaining such assurance of enforcement capability,
please provide complete responses to the following questions.




Hon. Robert Bloom September 28, 1976

1.

What procedures must an applicant State follow to assure the 0ffice
of the Comptroller of the Currency that it is capable of enforcing
compliance with State truth in lending laws and regulations by
national banks located in that State? Please provide the subcommittee
with a1l documents that set forth these procedures.

What are the factors and standards which your office considers in
determining whether the applicant State's truth in lending "enforcement
capabilities” are "suitable"? Please furnigh the subcommittee with

all documents that set forth these factors and standards.

What States have communicated with your office with regard to obtaining
a Section 123 exemption for national banks located in their States?

What is the status of each of these inquiries?

1 would appreciate receiving responses to these questions on or before

October 15, 1975. 1If you have any questions regarding this request, please
contact Mr. Robert H. Dugger of the subcommittee staff.

Sincerely,

Benjamin S. Rosenthal
Chafrman
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September 29, 1976

Mr. John Quinn

fureau of Censumer Protection
State Office Building

August, Maine 04330

Dear Mr. Quinm:

Your testimony befwre the subcommittee on September 15, 1976,
regarding Maine's enforcement of its truth-in-lending laws and regu-
lations was quite helpful and appreciated. A number of issues were
raised during the hearing, however, that need further elaboratfon for
inclusion in the record. I would appreciate 1t verymmuch 1f you would
prgv1de responses to the following questions on or before October 15,
1976.

1. [Is there any relation between Maine's polfcy of noncompliance
disclosure and the reduction fn the number of examiners needed to en-
force Maine's truth-in-lending laws? If so, please describe the
relationship in detafl.

2. Please furnish the names of those financial Institutfons
whose deqree of truth-in-lending noncompliance your office has dis-
closed to the public, ané coples of the disclosure statements, press
releases, etc.

3. What were the effects and consequences, both adverse and
beneficial, of each of the disclosures noted in 2. above.

4, Plezse provide 2 copy of Maine's truth-in-lending laws and
requlations.

If you have any questions regarding this request, please contact
Mr. Robert H. Dugoer of the subcormittee staff.

Thank you again for your assistance.

Sincerely,

Benjamin S. Rosenthal
BSR:dt Chairman
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{g‘; FEDERAL DEPOSIT INSURANCE CORPORATION, wassisgien, D C 20428

OFFICE OF DIREC «DIVISI0N OF BANK SUPE GRch'VED
0ciy 71976

n;’:"“ ;:-FFA“:I‘ bt October 5, 1976
R "

Honorable Benjamin 5. Rosenthal

Chairman

Commerce, Consumer and Monetary
Affairs Subcommittee

Committee on Government Operations

U.5. House of Representatives

Washington, D.C. 20515

Dear Mr. Rosenthal:

During the Subcommittee's oversight hearings on September 16, 1976, Mr.
asked about the types of Truth in Lending violations the three banking
agencies were finding and an indication of which types might be re
"technical” in nature as opposed to "substantive" or seriously harm
the consumer.

ar as the FDIC is concerned, the attached table indicates generally the

of violations our examiners have been finding. As we indicated in our
prepared statement, our examiners have tended to examine for compliance with
the basic requirements of Truth in Lending. Consequently, most of the viola-
tions indicated we believe are substantive in nature since they very likely
could affect the credit judgments and decisions made by the consumer. On the
other hand, we would expect that at least some of those indicated are tech-
nical in nature although the categories used in the table may not readily
13 al this, e.g., "Incorrect computation of the Finance Chars u
involve a failure to include in the finance charge the premium for optional
credit life, accident and health insurance because the customer had failed to
separately sign and date an affirmative written indication that he wanted
such insurance.

We might also mention that in some cases our examiners may not cite in their
reports violations of a technical nature but instead simply discuss them with
bank management and obtain whatever correction is necessary during the course
of their examinations.

¥ truly yours
)

[ / John .Jl.j/'Eal'L'f
Director

Enclosure




AREAS OF TREUTH IN LENDI!
BY FDIC I
AS REVEALED BY

Nature of Deficiency
Failure to disclose Finance C T 226.8(4)(3)
Failure to disclose Annual Percentage Rate 226.8(b) (2)

Incorrect computation of Annual Percentage Rate 226.5

Deficiencies related to the borro s right 226.9
to rescind

Incorrect computat of Finance
improper handling of e

Nondisclosure.of various § nt - 226.8(b)(3)
(such as number and « dates of payments)

Violations related to disclosures on purchased 226.8
paper

Lack of or incorrect discle @ BT ms 226.4(a) (5)
related to credit life insur &

Failure to provide disclosures 226.8(a)
Failure to disclose Amount Financed 226.8(d) (1)

Failure to disclose balloon payment or con- 226.8(b)(3)
ditions under which it may be refinanced

Failure to adequately identify securi 226.8(b) (5)
Failure to use certain prescribed srmino 226.8(a)

("Finance Charge," Annual
etc.)

Failure to make new disclosures when refinancing

Failure to make required initial disclosures
on open end credit

Failure to make required periodic d

on open end credit

isclosures

Incorrect disclosures in advertisi 226.10

Failure to retain evidence of disclosure 226.6(1)

Failure to disclose method of c utation of 226.8(b) (7)
rebate of unes i finance charge in event

of prepaym

Improper oral d losure of annual rates
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HILIB E, JACKSON, J8,

MEMBER OF THE BOARD

October 13, 1976

The Honorable Benjamin S. Rosenthal

Chairman

Subcommittee on Commerce, Consumer
and Monetary Affairs

Committee on Government Operations

House of Representatives

Washington, D.C. 20515

Dear Mr. Chairman:

I am pleased to respond to your letter of September 28,
asking that I elaborate on several statements presented in my
testimony before your Subcommittee on September 16. Specifically,
you are interested in the Board's positions regarding noncompliance
disclosure of violations of Regulation Z. As I had indicated in my
testimony, the Board approved the immediate formation of a special
task force which is comprised of both representatives from the Board
and the examining departments of the Federal Reserve Banks to study
and report on a number of substantive issues relating to the enforce-
ment of Truth in Lending. The issues that the task force has before
it are explained in broad terms in my testimony. However, to further
amplify the specific area relating to noncompliance disclosure, the
task force will be reviewing and making recommendations to the Board
on such matters as:

How and when to report violations and the types of
violations that should be reported in the examination
report;

Whether banks which charge customers more than is
reflected on the disclosure form should be required
to reimburse the customer;

Whether the examiner should notify customers of any
violations detected during an examination (or
alternatively whether the examiner should require
the bank to make such notification);

To-848 O - 77 - 24




The Honorable Benjamin 5. Rosenthal
Page 2

Whether the media should be notified of violations by
banks so that notice to the public could be published;
and

What further actions should be taken regarding banks
which continually fail to comply or which refuse to
comply. For example, when should cease and desist
orders be issued and when should referrals to
Department of Justice be made.

You also asked whether the merits of noncompliance disclo-
sures will be discussed with the Consumer Advisory Council. We are
currently in the process of developing an agenda for the Council's
first meeting which is scheduled for November 10 and 11. Many important
topics have been suggested for that first meeting, and noncompliance
disclosure is certainly ome of the issues being considered for possible
inclusion in the agenda. However, a final determination of agenda
topics has not been made.

You also inquired as to what proportion of the credit
covered by the Truth in Lending Act is extended by commercial banks.
With regard to consumer instalment credit and mortgage credit, banks
accounted for 47.2 per cent (577.1 billion) of the dollar volume of
consumer instalment credit extensions in 1975 and 18.9 per cent
($14.6 billion) of the dollar volume of mortgage credit extensions in
that year. Combining these two totals shows banks accounting for
38.1 per cent ($91.7 billion/$240.8 billion) of the dollar volume. of
consumer instalment and mortgage credit extensions in 1975. I regret
that we are able to provide only a partial response to this question
since we do not have sufficient information to provide an answer with
respect to agricultural credit and open end credit. However, with
respect to agricultural credit, we estimate that banks hold about 29
per cent of total farm credit and about half of that figure is covered
by Truth in Lending.

I hope that this information is of assistance to you. As I
indicated in my testimony, the Board will be taking positions, based
upon the work of the task force, regarding the consumer credit
compliance issues. I would be happy to communicate these positions
to the Subcommittee at that time.

Sincerely,
7 o F;
PhilipA. Jacksdd, Jr.
/!




BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON, D.C. 2085

STEPHEN 5. GARDNER

VIEE CHAIRMAN

October 14, 1976
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The Honorable Benjamin S. Rosenthal e i
Chairman .
Commerce, Consumer, and Monetary

Affairs Subcommittee of the

Committee on Government Operations
House of Representatives
Rayburn House Office Building
Room B-350-A-B
Washington, D.C. 20515

Dear Mr, Chairman:

In Chairman Burns' absence, I am pleased to respond
to your letter of September 7 covering the Federal Reserve
System's enforcement procedures with respect to the Truth in
Lending Act.

You specifically requested copies of the following

documents:

1. Page 5(1) of five randomly selected examination
reports that discuss Regulation Z violations and
all supporting documentation tracing the recorded
violation from the examination reports through
their final disposition.

Five randomly selected compliance reports prepared
by each of the Chicago and Richmond Federal Reserve
Banks with all documentation supporting the dis-~
pesition of reported violations. [Regulation Z
related only.]

All instruction circulars sent to examiners and
Federal Reserve member banks relative to the
Truth in Lending Act.




Mr. Chairman: =-2=

Enclosed is the information which you requested. As you
will note, where possible, the Board's staff has provided explanatory
statements on a number of the reported Regulation Z wviolations.

We sincerely hope this information will assist vou and

your Subcommittee in its review of the enforcement procedures of
the bank regulatory agencies with Truth in Lending. Any questions
regarding this submission may be addressed to Mr, Barry W. Silver
of the Board's staff,

Best wishes,

Sincerely,

« Gardner

Enclosures
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October 22, 1976

Hon. Robert Bloom
Acting Comptroller

of the Currency
430 L'Enfant Plaza
Washinaton, D, C. 20819

Dear Mr. Bloom:

The purpose of this letter is to follow up a line of questioning
developed at the Cormerce, Consumer and {lonetary Affairs Subcomnittee
hearina on Federal enforcement of Truth in Lendina, on September 16,
1976. Representative Garry Brown (R-Michiaoan) inquired about the
annual cost incurred by each of the Federal banking agencies for bank
Truth in Lending requlation, examination and enforcement. Reprosenta-
tive Brown also inquired how the amounts now expended compare with the
amounts estimated by the agencies at the time the Truth in Lending Act
was passed in 1567,

Hith reference to Representative Brown's inquiries, please provide
the information requested below:

1. For each year 1960 through 1975 and 1976((if available), set
forth separately the total cost of bank regulation, examination and super-
visfon incurred by (a) each Comptroller of the Currency District Office:
and (b) the Washington 0ffice of the Comptroller of the Currency.

2. For each year 1969 through 1975 and 1976 (if available), set
forth separately the total cost of (a) requlation writing, (b) examination,
and (c) enforcement of the Truth in Lending Act by (1) each Comptroller of
the Currency District Office and (11) the llashington Office of the Comp-
troller of the Currency.

3. The Office of the Comptroller of the Currency has initiated
a nunber of programs to improve enforcement of the Truth in Lending Act.
Hhat are (a) the projected costs of these new programs; and (b) the pro-
jected total costs of requlation writing, examination, and enforcement
of the Truth in Lending Act in 1ts present form?




Hon. Robert Bloom October 22, 1976

A House Government Operations Committee report on Federal enforcement
of the Truth in Lendina Act is now in preparation. Please furnish the
requested information on or before Movember 10, 1976.

1f you have any questions regarding this request, please contact Mr.
Robert iI. Dugger of the subcormittee staff.

Sincerely,

Benjamin 5. Rosenthal
Chairman

BSR:dv
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October 22, 1976

Hon. Robert E. Rarnett

Chafirman

Federal Depotit Insurance Corp.
Washinqton D. C. 20429

Dear Mr. Chairman:

The purpose of this letter is to follow up a line of questioning
developed at the Commerce, Consumer and Monetary Affairs Subcommittee
hearing on Federal enforcement of Truth in Lending, on September 16,
197G. Representative Garry Brown (R-Michinan) inquired about the annual
cost incurred by each of the Federal banking agencies for bank Truth in
Lending requlation, examination and enforcement. Representative Srown
also inquired how the amounts now cxpended compare with the amounts
estimated by the agencies at the time the Truth in Lending Act was
passed in 1768.

With reference to Representative Brown's inquiries, please provide
the information requested below:

| For each year 1960 through 1375 and 1976 (if available), set
forth separately the total cost of bank regulation, examination and super-
vision incurred by (a) each FDIC District Office; and (b) the Washington
Office of the FDIC,

2 For each year 1969 through 1975 and 1976 (if available), set
forth separately the total cost of (a) regulation writing, (b) examination,
and (c) enforcement of the Truth in Lendfng Act by (1) each FRIC District
Officef and (i1) the Mashinaton Office of the FDIC.

3. The FDIC has initiated a number of programs to inprove enforce-
ment of the Truth in Lending Act. What are (a) the projected costs of
these new proqgrams; and (b) the projected total costs of regulation writing,
exaniination, and enforcement of the Truth in Lending Act in its present
form?




Hon. Robert E. Barnett October 22, 1976

A House Government Operations Comittee report on Federal enforcement
of the Truth in Lending Act 1s now in prepmration. Please furnish the
requested information on or before November 19, 1976.

If you have any questions regarding this request, please contact Mr.
Robert H. Dugger of the subcommittee sgaff.

Sincerely,

Henjamin S. Rosenthal
Chairman
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October 22, 1976

Hon. Philip Jackson
Board of Governors
Federal Reserve System
Washinaton, D. C. 20651

Dear fGovernor Jackson:

The purpose of this letter is to follow up a 1ine of questioning
developed at the Cormerce, Consumer and Monetary Affairs Subcommittee
hearing on Federal enforcement of Truth in Lending, on September 16,
1976. Representative Garry Brown (R-Michigan) inquired about the
annual cost incurred by each of the Federal banking agencies for bank
Truth in Lending regulation, examination and enforcement.

HWith reference to Representative Brown's inquiries, please provide
the information requested below:

1. For each year 1960 through 1975 and 1976 (if available), set
forth separately the total cost of bank regulation, examination and
supervision incurred by (a) the Federal Reserve District banks; and
(b) the Doard of Governors of the Federal Reserve Systen.

2 For each year 1969 through 1975 and 1976 (if available), set
forth separately the total cost of (a) regulation writing, (b) examina-
tion, and (c) enforcement of the Truth fn Lending Act by (i) the Federal
Reserve District banks; and (ii1) the Board of Governors of the Federal
Reserye Systen,

3. The Federal Reserve has initiated a number of programs to improve
enforcerent of the Truth in Lending Act. What are (a) the projected costs
of these new programs; and (b) the projected total costs of regulation
writing, examination, and enforcement of the Truth in Lending Act in its
present form?

A House Governmment Operations Committee report on Federal enforcement
of the Truth in Lending Act is now in preparation. Please furnish the
requested information on or before November 19, 1976.




Hin. Philip Jackson October 22, 1976

If you have any questions regarding this request, please contact Mr.
Robert H. Dugger of the subconmittee staff.

Sincerely,

Benjamin S. Rosenthal
Chairman




Comptrolier of the Currency
Administrator of National Banks

Washington, D.C. 20219

November 1, 1976

Dear Mr. Chairman:

This is in response to your letters of September 24 and 28, 1976,
in which you ask for information to be used in the committee
publication that will be issued in connection with the hearings
concerning Truth in Lending enforcement that were held in
September, 1976.

Your first question requests the types of Truth in Lending viocla-
tions referred to in the chart submitted with my September 16,
1976 statement. An explanation of these types of Truth in Lending
violations is attached.

Second, you have asked if there are instances where we have
directed a bank to reimburse a borrower but the bank has yet to
make the requested restitution. There are presently three banks
that have been requested to make restitution but have not complied
as of this date. The dollar amounts involved are between $700,000
and $1,500,000 for one bank, approximately $30,000 for another
bank and approximately $7,500 for the other bank.

The banks have resisted our requests for restitution and have
challenged our authority under the Financial Institutions Super-
visory Act to compel restitution. Legal briefs have been submitted
on behalf of the banks in support of their arguments. Our legal
staff has evaluated these arguments and the legal authority cited
by the banks, and has concluded that, although there may be some
question as to whether the Financial Institutions Supervisory

Act (Act) can be used to "rehabilitate" a borrower rather than a
bank, these may be appropriate cases to test the reach of the Act.

The statute of limitations for private suits by a borrower under
the Truth in Lending Act expires one year after disclosure has

been given. Presumably that statute has expired for most of the
accounts involved, but this was also the fact in the majority of
the cases before the violations were discovered. The effect of
that statute on a Financial Institutions Supervisory Act proceeding
has not been tested.




Third, you ask for the number in average size of all national
banks located in the region covered by the Special New England
Survey of Mational Bank Compliance with the Truth in Lending Act.
There were 186 national banks located in the First National Bank
Region as of December 31, 1975 and their average deposits, as of
that date, were $117,000,000.

Fourth, you request the average size (year-end 1975 total deposits)
and the size range (year-end 1975 total deposits of the smallest
and the largest banks) of the 27 national banks included in the
New England Survey. The average deposit size of the 27 national
banks examined in the subject survey, as of December 31, 1975,

was $357,000,000. The deposit size of the examined banks ranged
from $7,184,000 to $3,763,363,000.

Finally, you have asked for the number of Truth in Lending viola-
tions found in the course of conducting the special survey.
Because of the form in which the examination was conducted, their
records do not reflect the number of individual violations. When
an error is detected in a bank's procedures, we assume all loans
of that type are in vioclation.

We trust this letter is responsive to your inquiries.

Very truly yours,

Thomas W. Taylor
Associate Deputy Comptroller

The Honorable

Benjamin S. Rosenthal, Chairman,
Commerce, Consumer and Monetary Affairs
Subcommittee of the

Committee on Government Operations

U. S. House of Representatives

Washington, D. C. 20515

Attachment




Comptroller of the Currency
Administrator of National Banks

Washington, D.C. 20219

November 29, 1976

Dear Mr. Chairman:

This is in reply to your letter of September 28, 1976, requesting
the position of the Office of the Comptroller of the Currency on
preemption of Federal Consumer Protection laws by similar State
laws.

The issue of State preemption in this area raises fundamental
questions of enforcement of Consumer Protection laws and the dual
banking system which has historically benefited the American eco-
nomy. This issue also brings into question the exclusive visitorial
powers over national banks which Congress has heretofore chosen to
place in Pederal agencies. If a State exercises enforcement res-
ponsibility against national banks, legal complications could arise
because of FPederal statutes which give the Comptroller of the
Currency these exclusive visitorial powers and require that all
information arising from examinations be confidential. For these
reasons, this Office is now engaged in a thorough review of this
matter and a policy with regard to State preemption is in the process
of formulation

As the States have deliberated from 1969, when Supplement II to
Regulation Z was promulgated, and have just now begun to move in

the matter of preemption, it is obvious that the entire area requires
study and thoughtful consideration which should not be precipitate.

In addition, this issue has profound policy implications and we
believe it would be desirable for this matter to be resolved by the
new, duly appointed head of this agency.

In response to your last two questions, Connecticut and Massachus-
etts have communicated with this Office with regard to cbtaining

a4 Section 123 exemption for naticnal banks located in those States.
Both of these inguiries are being reviewed in conjunction with the
broader, previously menticned study.




I regret the delay in answering your letter, but assure you that
we shall keep you advised of developments from this Office in the
matter of State preemption of Federal consumer protection laws.

Sincerely,

AxDo

Robert Bloom
Acting Comptroller of the Currency

The Honorable

Benjamin §. Rosenthal, Chairman
Subcommittee on Commerce, Consumer and
Monetary Affairs of the Committee on
Government Operations

United States House of Representatives
Washington, D.C. 20515
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