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F U R T H E R  E X P L A N A T IO N  OF A M E N D M E N T  T O  R E G U L A T IO N  Q 

T w o  N e w  C a te g o r ie s  o f T im e  D e p o s its

T O  A L L  M E M B E R  B A N K S

A N D  O T H E R S  C O N C E R N E D  IN  T H E

E L E V E N T H  F E D E R A L  R E S E R V E  D IS T R I C T :

E f fe c t iv e  J u n e  1, 197 8 ,  th e  B o a rd  o f  G o v e r n o r s  of th e  F e d e r a l  R e s e r v e  S y s te m  

a m e n d e d  sec t io n  2 1 7 .7  o f  R e g u la t io n  Q to a u t h o r i z e  m e m b e r  b a n k s  to o f fe r  to d e p o s i to r s  

tw o  n e w  c a te g o r ie s  o f t im e  d e p o s i ts .  T h e  f i r s t  n e w  c a t e g o r y  p e r m i t s  m e m b e r  b a n k s  to  

p a y  in t e r e s t  a t  a m a x im u m  r a te  o f  7 3 / 4  p e r c e n t  on t im e  d e p o s i ts  o f $ 1 ,0 0 0  o r  m o re  w i th  

m a tu r i t ie s  o f  e ig h t  y e a r s  o r  m o r e .  T h e  secon d  n e w  c a t e g o r y  a u t h o r iz e s  m e m b e r  b a n k s  

to p a y  in te r e s t  on n o n n e g o t ia b le  t im e  d e p o s i ts  o f  $ 1 0 ,0 0 0  o r  m o re  w i t h  m a tu r i t ie s  o f e x 

a c t ly  26 w e e k s  a t  a m a x im u m  r a te  e q u a l  to th e  d is c o u n t  r a te  on th e  m ost r e c e n t ly  is s u e d  

s ix - m o n th  U n i te d  S ta tes  T r e a s u r y  b i l l s  (a u c t io n  a v e r a g e )  . S in c e  th e  B o a r d 's  a c t io n ,  

q u e s t io n s  h a v e  b e e n  r e c e iv e d  b y  th e  B o a r d 's  s ta f f  c o n c e r n in g  th e  n e w  2 6 - w e e k  i n s t r u 

m e n t .  T h i s  le t te r  r e s p o n d s  to th e  m ost f r e q u e n t l y  r a is e d  q u e s t io n s  a n d  p r o v id e s  g e n e r a l  

g u id e l in e s  fo r  a d v e r t i s in g  th e  n e w  2 6 - w e e k  t im e  d e p o s i t .

H ow  is th e  c e i l in g  r a te  on  th e  c e r t i f ic a t e  d e te rm in e d ?

T h e  c e i l in g  r a te  f o r  n e w  2 6 - w e e k  t im e  d e p o s i ts  e q u a ls  th e  d is c o u n t  r a te  ( a u c 

t io n  a v e r a g e )  fo r  U n i te d  S ta te s  T r e a s u r y  b i l l s  w i t h  m a tu r i t ie s  o f s ix  m o n th s  is s u e d  on o r  

im m e d ia te ly  p r i o r  to  th e  d a te  o f  d e p o s i t .  T h e  c e i l i n g  r a te  is n o t  e s ta b l is h e d  w i t h  r e f e r 

e n c e  to th e  c o u p o n - e q u iv a le n t  o r  e f f e c t iv e  y ie l d  on T r e a s u r y  b i l l s .  S h o u ld  a m e m b e r  

b a n k  d e s i r e  to r o u n d  o f f  th e  c e i l in g  r a t e , s u c h  r a te  m a y  o n ly  b e  ro u n d e d  d o w n .  F o r  

e x a m p le ,  i f  th e  d is c o u n t  r a te  on T r e a s u r y  b i l l s  is 6 .4 6 3 8  p e r c e n t ,  a m e m b e r  b a n k  m a y  

ro u n d  th is  c e i l in g  r a te  to 6 .4 6 3  p e r c e n t ,  6 .4 6  p e r c e n t ,  o r  6 . 4  p e r c e n t .  In t e r e s t  m ay  be  

c o m p u te d  in  a c c o r d a n c e  w i th  a n y  o f  th e  m e th o d s  a u t h o r i z e d  b y  § 2 1 7 . 3 ( e )  o f  R e g u la t io n  

Q a n d  f  3010 o f  th e  B o a r d 's  Publ ished Interpretat ions  (12  C F R  2 1 7 . 1 5 1 ) ,  a n d ,  in  a c c o r d 

a n c e  w i t h  § 2 1 7 . 3 ( a )  o f R e g u la t io n  Q ,  in a s c e r t a i n i n g  the  c e i l in g  r a te  o f in t e r e s t  t h a t  

m a y  b e  p a id ,  th e  e f fe c ts  o f c o m p o u n d in g  o f  in t e r e s t  m a y  b e  d i s r e g a r d e d .  A  m e m b e r  

b a n k  m a y  r o u n d  th e  e f fe c t iv e  y ie ld  a r r i v e d  a t  b y  c o m p o u n d in g  to th e  n e a r e s t  one  h u n d 

r e d th  o f  one p e r c e n t .  F o r  e x a m p le ,  a n  e f fe c t iv e  y i e l d  o f  6 .5 6 8  p e r c e n t  m a y  b e  r o u n d e d  

to 6. 57 p e r c e n t .

W h e n  do es  th e  c e i l in g  r a te  on n e w  d e p o s its  chan g e?

U n i te d  S ta tes  T r e a s u r y  b i l l s  m a tu r in g  in s ix  m onths  (2 6  w e e k s )  a r e  a u c t io n e d  

w e e k l y  b y  th e  T r e a s u r y  D e p a r tm e n t ,  n o r m a l ly  on M o n d a y ,  a n d  n o r m a l ly  a r e  is s u e d  the  

fo l lo w in g  T h u r s d a y .  B e g in n in g  on th e  d a te  th e  T r e a s u r y  b i l l s  a r e  is s u e d ,  m e m b e r
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b a n k s  m ay  p a y  in t e r e s t  on n e w  t im e  d e p o s i ts  w i th  2 6 - w e e k  m a tu r i t ie s  a t  a c e i l in g  ra te  

n o t to  e x c e e d  th e  d is c o u n t  r a te  (a u c t io n  a v e r a g e )  e s ta b l is h e d  f o r  T r e a s u r y  b i l l s  a n d  

m a y  c o n t in u e  to p a y  su c h  r a te  on n e w  2 6 - w e e k  t im e  d e p o s i ts  u n t i l  th e  n e x t  is su e  o f  s i x -  

m onth  T r e a s u r y  b i l l s .  A t  t h a t  t im e ,  th e  a v e r a g e  d is c o u n t  r a te  on th e  n e w  is s u e  o f  s i x -  

m o n th  T r e a s u r y  b i l l s  b eco m es  th e  c e i l in g  r a te  f o r  n e w  t im e  d e p o s i ts .  F o r  e x a m p le ,  th e  

c e i l in g  r a t e  p a y a b le  on T h u r s d a y ,  A u g u s t  3 ,  w o u ld  b e  f i x e d  a t  th e  d is c o u n t  r a te  (a u c 

t io n  a v e r a g e )  e s ta b l is h e d  on M o n d a y ,  J u l y  3 1 .  T h a t  c e i l i n g  r a te  w o u ld  r e m a in  in  e f fe c t  

fo r  n e w  t im e  d e p o s i ts  t h r o u g h  W e d n e s d a y ,  A u g u s t  9 . O n  T h u r s d a y ,  A u g u s t  10 , th e  

c e i l in g  r a te  on n e w  t im e  d e p o s i ts  w o u ld  c h a n g e  to  c o r r e s p o n d  to  th e  d is c o u n t  r a te  

( a v e r a g e  a u c t io n )  e s ta b l is h e d  on  M o n d a y ,  A u g u s t  7 .

M u s t  th e  m a t u r i t y  o f  th e  c e r t i f i c a t e  b e  26 w e e k s  e x a c t l y ,  o r  m a y  i t  be  s ix  c a le n d a r  

months?

T h e  m a t u r i t y  o f  th e  c e r t i f i c a t e  m u s t  b e  e x a c t ly  26 w e e k s  (182  d a y s )  a n d  not  

s ix  c a le n d a r  m o n th s .  H o w e v e r ,  w h e r e  th e  c e r t i f i c a t e  w o u ld  m a tu r e  on a legal h o l id a y ,  

i t  m ay  b e  is s u e d  w i t h  a n  o r ig in a l  m a t u r i t y  in e x c e s s  o f  26 w e e k s  (182  d a y s )  so th a t  it  

w o u ld  m a tu r e  on th e  n e x t  s u c c e e d in g  b u s in e s s  d a y .  T h i s  p o s i t io n  is c o n s is te n t  w i th  

th e  s im i la r  t r e a tm e n t  a c c o r d e d  s ix - m o n th  T r e a s u r y  b i l l s  th a t  w o u ld  o th e r w is e  m a tu r e  on  

a h o l id a y  a n d  is  c o n s is te n t  w i t h  J 3349 (12  C F R  2 1 7 .1 3 4 )  o f  th e  B o a r d 's  Published I n t e r 
pretations  w h ic h  g e n e r a l l y  p r o v i d e s  th a t  a m e m b e r  b a n k  m a y  p a y  in te r e s t  on a c e r t i f i 

ca te  t h a t  m a tu r e s  on a leg a l h o l id a y  u n t i l  th e  n e x t  s u c c e e d in g  b u s in e s s  d a y .  H o w e v e r ,  

u p o n  r e n e w a l ,  su c h  c e r t i f ic a t e  m u s t  b e  is s u e d  f o r  e x a c t ly  26 w e e k s .

How  is th e  e a r l y  w i t h d r a w a l  p e n a l t y  r u le  a p p l ie d  to  th e  c e r t i f ic a te ?

T h e  2 6 - w e e k  c e r t i f i c a t e  is t r e a te d  l i k e  o th e r  t im e  d e p o s its  f o r  p u r p o s e s  of th e  

R e g u la t io n  Q e a r l y  w i t h d r a w a l  p e n a l t y .  In  a c c o r d a n c e  w i t h  § 2 1 7 . 4 ( d )  o f  R e g u la t io n  Q 

(12 C F R  2 1 7 . 4 ( d ) ) ,  i f  th e  d e p o s i t  o r  a n y  p o r t io n  is  p a id  b e fo r e  m a t u r i t y ,  a m e m b e r  b a n k  

m ay  p a y  in t e r e s t  on  th e  a m o u n t  w i t h d r a w n  a t  a r a te  n o t  to  e x c e e d  t h a t  p r e s c r ib e d  fo r  a 

s a v in g s  d e p o s i t  ( c u r r e n t l y  f i v e  p e r c e n t )  a n d ,  in  a d d i t io n ,  a f o r f e i t u r e  of t h r e e  m o n th s '  

in t e r e s t  a t  s u c h  r a t e  is r e q u i r e d .  H o w e v e r ,  i f  th e  a m o u n t  w i t h d r a w n  has b ee n  on d e p o s it  

fo r  t h r e e  m o n th s  o r  le s s ,  th e  m in im u m  p e n a l t y  c o n s is ts  o f  th e  f o r f e i t u r e  o f  a l l  in t e r e s t  

fo r  th e  p e r io d  o f  t im e  th e  fu n d s  w e r e  on d e p o s i t .  A s  is th e  c a s e  w i th  o th e r  t im e  d e p o s i ts ,  

as  a n  a l t e r n a t i v e  to p a y m e n t  b e fo r e  m a t u r i t y ,  m e m b e r  b a n k s  a r e  p e r m i t te d  to  len d  on the  

c o l la te r a l  o f  su c h  t im e  d e p o s i t  so long  as  th e  r a te  c h a r g e d  on th e  loan is a t  leas t  one p e r 

c e n t  h i g h e r  th a n  th e  r a te  p a id  on th e  d e p o s it  p le d g e d .

M a y  th e  c e r t i f i c a t e  b e  is s u e d  in d e n o m in a t io n s  o f  $ 1 0 ,0 0 0  on ly?

T h e  $ 1 0 ,0 0 0  r e q u i r e m e n t  is a m in im u m  d e n o m in a t io n  r e q u i r e m e n t  a n d  a m em 

b e r  b a n k  m ay  is su e  th e  c e r t i f i c a t e  in a n y  d e n o m in a t io n  o f  $ 1 0 ,0 0 0  o r  m o re .  A s  w i t h  o th e r  

t im e  d e p o s i t s ,  b a n k s  m a y  o f fe r  th is  c e r t i f i c a t e  in d is c o u n t  fo rm  w h e r e  th e  fa c e  a m o u n t  o f  

th e  c e r t i f i c a t e  is r e c e iv e d  b y  th e  d e p o s i to r  a t  m a t u r i t y ,  so long as  th e  b a n k  i n i t i a l l y  r e 

c e iv e s  a t  least $ 1 0 ,0 0 0  f r o m  th e  d e p o s i to r  a n d  th e  r a te  p a id  on th e  n e t  a m o u n t  d e p o s i te d  

d o es  n o t e x c e e d  th e  a p p l ic a b le  s ix - m o n th  T r e a s u r y  b i l l  d is c o u n t  r a t e .  S e e  J 3365 o f  th e  

B o a r d 's  Publ ished In te rpretat ions  (12  C F R  2 1 7 .1 4 9 )  .
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H o w  m a y  th e  r a te  o f  in t e r e s t  b e  a d v e r t is e d ?

T h e  B o a r d 's  s ta f f  h as  r e c e iv e d  a n u m b e r  o f  q u e s t io n s  r e g a r d in g  th e  

a p p r o p r i a t e  m e th o d s  o f a d v e r t i s in g  th e  r a te  o f in t e r e s t  th a t  m a y  b e  p a id  on th e  n e w  2 6 -  

w e e k  c e r t i f i c a t e .  In  p a r t i c u l a r ,  q u e s t io n s  h a v e  b e e n  r a is e d  c o n c e r n in g  a d v e r t is e m e n t s  

th a t  c o m p a r e  a r a te  o r  y ie l d  on th e  c e r t i f i c a t e  w i t h  a r a te  o r  y ie l d  on s ix - m o n th  T r e a s u r y  

b i l l s .

A  m e m b e r  b a n k 's  a d v e r t i s i n g  t h a t  th e  r a te  o f in t e r e s t  p a id  on its  2 6 - w e e k  t im e  

d e p o s its  " e q u a ls "  th e  T r e a s u r y  b i l l  r a te  m a y  c o n fu s e  d e p o s i to r s  s in c e  T r e a s u r y  b i l l s  a r e  

sold  a t  a d is c o u n t  a n d  th e  e f fe c t iv e  y i e l d  on T r e a s u r y  b i l l s  is h i g h e r  th a n  th e  d is c o u n t  

r a t e .  A c c o r d i n g l y ,  a n y  g e n e r a l  c o m p a r is o n  to T r e a s u r y  b i l l  r a te s  th a t  c o n v e y s  th e  im 

p r e s s io n  t h a t  th e  r a t e  p a id  b y  th e  b a n k  e q u a ls  th e  c o u p o n - e q u iv a le n t  o r  e f fe c t iv e  y ie l d  

on T r e a s u r y  b i l l s  w o u ld  b e  in a p p r o p r i a t e .

In  a d d i t i o n ,  a b a n k 's  a d v e r t i s i n g  a n  a n n u a l  e f fe c t iv e  r a te  b a s e d  on c o m p o u n d 

in g  f o r  th e  e n t i r e  y e a r  m a y  im p ly  a n  a g r e e m e n t  to  p a y  th a t  r a te  f o r  th e  e n t i r e  y e a r .  In  

f a c t ,  s u c h  r a te  m ay  n o t b e  a v a i l a b l e  s in c e  th e  c e r t i f i c a t e  m a tu r e s  in 26 w e e k s  a n d  can  

o n ly  b e  r e n e w e d  a t  a r a te  no  m o r e  th a n  th e  c e i l in g  r a te  in e f fe c t  a t  th e  t im e  of r e n e w a l .

In  v ie w  o f th e s e  c o n s id e r a t io n s ,  th e  fo l lo w in g  a d v e r t i s i n g  g u id e l in e s  a r e  p r o 

v i d e d .  T h e s e  g u id e l in e s  a m p l i f y  th e  s p e c i f ic  d is c lo s u r e  a n d  a d v e r t i s i n g  r e q u i r e m e n ts  

c o n ta in e d  in  R e g u la t io n  Q t h a t  a r e  a p p l ic a b le  g e n e r a l l y  to a l l  d e p o s i ts .  S ee  § 2 1 7 .6  o f  

R e g u la t io n  Q (12  C F R  2 1 7 .6 )  . T h e s e  g u id e l in e s  a r e  a p p l ic a b le  to e v e r y  m e m b e r  b a n k  

a d v e r t is e m e n t ,  a n n o u n c e m e n t ,  o r  s o l ic i ta t io n  r e la t in g  to th e  2 6 - w e e k  c e r t i f i c a t e .

G u id e l in e s

1 . A n y  a d v e r t is e m e n t ,  a n n o u n c e m e n t ,  o r  s o l ic i ta t io n  th a t  s tates  a n  a n n u a l  

e f f e c t iv e  y i e l d  b a s e d  on c o m p o u n d in g  f o r  a p e r io d  m  e x c e s s  o f  182 d a y s  m u st  c o n ta in  a 

c le a r  a n d  c o n s p ic u o u s  s ta te m e n t  t h a t  th e  r a te  s ta te d  is a n  a n n u a l  r a te  a n d  t h a t  th is  r a te  

is  s u b je c t  to  c h a n g e  u p o n  r e n e w a l . S u c h  a s ta te m e n t  c o u ld  b e  e x p r e s s e d  in th e  f o l lo w 

in g  m a n n e r :

T h i s  is  a n  a n n u a l  r a te  a n d  is s u b je c t  to  c h a n g e  a t  r e n e w a l .

I t  is b e l ie v e d  a p p r o p r i a t e  to im p o se  th is  r e q u i r e m e n t  on a d v e r t is e m e n t s ,  a n 

n o u n c e m e n ts ,  a n d  s o l ic i ta t io n s  r e la t in g  to th e  2 6 - w e e k  c e r t i f i c a t e ,  b u t  n o t o n  o th e r  t im e  

d e p o s its  w i t h  o r ig in a l  m a tu r i t ie s  o f  less th a n  one  y e a r ,  b e c a u s e  th e  c e i l in g  ra te s  a p p l i 

c a b le  to  s u c h  o th e r  t im e  d e p o s i ts  c h a n g e  in f r e q u e n t ly  a n d  such  d e p o s its  a r e  t y p ic a l l y  

r e n e w e d  b y  th e  b a n k  a t  th e  sam e r a t e .

2 .  In  a n y  a d v e r t is e m e n t ,  a n n o u n c e m e n t ,  o r  s o l ic i t a t io n ,  th e  fo l lo w in g  g u i d e 

l in e s  a ls o  a p p l y :

(a )  I f  a m e m b e r  b a n k 's  a d v e r t is e m e n t ,  a n n o u n c e m e n t ,  o r

s o l ic i ta t io n  m a ke s  a n y  r e f e r e n c e  to  U .S  . T r e a s u r y  b i l l s ,  i t  m u s t

p r o m in e n t ly  d is c lo s e  t h a t  th e  r a t e  o f  i n t e r e s t  p a id  on T r e a s u r y
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b i l l s  is  th e  d is c o u n t  r a t e .  S u c h  a d v e r t is e m e n t ,  a n n o u n c e 

m e n t ,  o r  s o l ic i ta t io n  m u st  a ls o  c o n ta in  a s ta te m e n t  th a t  th e  

e f fe c t iv e  y ie l d  on T r e a s u r y  b i l l s  is h i g h e r  th a n  th e  d is c o u n t  

r a te .

(b )  I f  a m e m b e r  b a n k 's  a d v e r t is e m e n t ,  a n n o u n c e m e n t ,  o r  

s o l ic i ta t io n  m a ke s  a n y  r e fe r e n c e  to U . S .  T r e a s u r y  b i l l s  a n d  

e x p r e s s e s  a n y  s p e c i f ic  r a te  ( b a n k 's  r a te  o r  T r e a s u r y ' s  r a t e ) , 

i t  m u s t  p r o m in e n t ly  d is c lo s e  th e  c o u p o n - e q u iv a le n t  o r  e f fe c t iv e  

y ie ld  on U . S .  T r e a s u r y  b i l l s  a n d  th e  e f fe c t iv e  y i e l d  on its c e r t i 

f ic a te  c o m p u te d  on a c o m p a r a b le  b a s is .  I f  su c h  d is c lo s u r e s  a r e  

m a d e ,  th e  r e q u i r e d  s ta te m e n t  in (a )  a b o v e  th a t  th e  e f fe c t iv e  y ie ld  

on T r e a s u r y  b i l l s  is h ig h e r  th a n  th e  d is c o u n t  r a te  n eed  not 

a p p e a r .

1 . I f  a m e m b e r  b a n k  a d v e r t is e s  an  e f fe c t iv e  y ie l d  

b a s e d  on c o m p o u n d in g  f o r  a 2 6 - w e e k  (182  d a y )  p e r io d  

a n d  m a ke s  a n y  r e f e r e n c e  to T r e a s u r y  b i l l s ,  th e  b a n k 's  

y ie ld  m u s t  b e  c o m p a re d  w i t h  th e  c o u p o n - e q u iv a le n t  o r  

e f fe c t iv e  y i e l d  on a s ix - m o n th  T r e a s u r y  b i l l .

2 .  I f  a m e m b e r  b a n k  a d v e r t is e s  a n  e f fe c t iv e  y ie ld  

b a s e d  on c o m p o u n d in g  f o r  a p e r io d  in e x c e s s  o f 26 

w e e k s  (182  d a y s )  a n d  m akes  a n y  r e fe r e n c e  to  T r e a s 

u r y  b i l l s ,  th e  b a n k 's  y ie l d  m u s t  b e  c o m p a re d  w i th  an  

e f fe c t iv e  y ie l d  on s ix - m o n th  T r e a s u r y  b i l l s  th a t  is c o m 

p o u n d e d  fo r  a s im i la r  t im e  p e r i o d . *

T h e s e  g u id e l in e s  a ls o  a p p l y  in  a n y  a d v e r t is e m e n t ,  a n n o u n c e m e n t ,  o r  s o l ic i ta t io n  in  w h ic h  

a b a n k  c o m p a re s  th e  r a te  it  p a y s  on th e  c e r t i f ic a t e  w i th  th e  r a te s  p a id  on c o m p e t in g  i n s t r u 

m en ts  o f  o th e r s .  G u id e l in e s  2 (a )  a n d  2 ( b )  n e e d  n o t  a p p l y  to a d v e r t is e m e n t s ,  a n n o u n c e 

m e n ts ,  o r  s o l ic i ta t io n s  th a t  c o n ta in  no r e fe r e n c e  to  T r e a s u r y  b i l l s  o r  o th e r  c o m p e t in g  

in s t r u m e n ts .

T h e  a b o v e  g u id e l in e s  h a v e  b e e n  a d o p te d  a f t e r  c o n s u lta t io n  w i th  th e  C o m p t r o l le r  

o f  th e  C u r r e n c y  a n d  th e  D e p a r tm e n t  o f  T r e a s u r y .  S i m i la r  a c t io n  is b e in g  t a k e n  b y  th e  

F e d e r a l  D e p o s it  In s u r a n c e  C o r p o r a t io n  a n d  th e  F e d e r a l  Hom e Loan B a n k  B o a rd  f o r  d e p o s 

i t o r y  in s t i tu t io n s  s u b je c t  to t h e i r  j u r i s d i c t i o n .

I f  y o u  h a v e  a n y  a d d i t io n a l  q u e s t io n s ,  y o u  m a y  c o n ta c t  th e  B a n k  S u p e r v i s io n  

a n d  R e g u la t io n s  D e p a r tm e n t ,  C o n s u m e r  A f f a i r s  S e c t io n ,  a t  E x t .  6169 o r  6 1 7 1 .

S i n c e r e ly  y o u r s ,

R o b e r t  H . B o y k in

F i r s t  V i c e  P r e s id e n t

*  F o r  y o u r  c o n v e n ie n c e ,  m eth o d s  o f  c a lc u la t io n  a r e  p r o v i d e d  in th e  e n c lo s e d  a p p e n d ix .



A P P E N D IX

T h i s  a p p e n d ix  p r o v i d e s  in fo rm a t io n  f o r  m e m b e r  b a n k s  th a t  w is h  to a d v e r t is e  

c o m p a r is o n s  b e tw e e n  y ie l d s  o f fe r e d  on th e  n e w  2 6 - w e e k  c e r t i f i c a t e  a n d  y ie l d s  on s i x -  

m o n th  T r e a s u r y  b i l l s .

1 . A s  n o te d  in th e  a c c o m p a n y in g  le t t e r ,  i f  a m e m b e r  b a n k  a d v e r t is e s  an  a n 

n u a l e f f e c t iv e  y ie l d  a r r i v e d  a t  b y  c o m p o u n d in g  o v e r  26 w e e k s  (182  d a y s )  o r  less a n d  

r e f e r s  to T r e a s u r y  b i l l s ,  i t  s h o u ld  c o m p a r e  th is  r a te  to  th e  c o u p o n - e q u iv a le n t  y i e l d  on 

T r e a s u r y  b i l l s .  T h e  c o u p o n - e q u iv a le n t  y i e l d  on T r e a s u r y  b i l l s  is w i d e ly  p u b l is h e d  

a n d  is m ad e  a v a i l a b l e  b y  th e  T r e a s u r y  a n d  th e  F e d e r a l  R e s e r v e  B a n k s .

2 . I f  a m e m b e r  b a n k  a d v e r t is e s  a n  a n n u a l  e f fe c t iv e  y ie l d  a r r i v e d  a t  b y  c o m 

p o u n d in g  o v e r  m o re  th a n  26 w e e k s  (18 2  d a y s )  a n d  r e f e r s  to T r e a s u r y  b i l l s ,  i t  s h o u ld  

c o m p a r e  its  r a te  to th e  T r e a s u r y  b i l l  c o u p o n - e q u iv a le n t  y i e l d  a d ju s t e d  to m a k e  the  

y ie l d s  c o m p a r a b le .  F o r  e x a m p le ,  i f  a m e m b e r  b a n k  a d v e r t is e s  a n  a n n u a l  e f fe c t iv e  y ie ld  

a r r i v e d  a t  b y  c o m p o u n d in g  o v e r  365 d a y s ,  th e  a p p r o p r i a t e  e f fe c t iv e  y ie l d  on T r e a s u r y  

b i l l s  w o u ld  b e  c a lc u la t e d  as  fo l lo w s :

T r e a s u r y  B i l l  Y ie ld  = ( 1  + C E Y  ( 3 6 5 / 182

\ v365/y
-  i

w h e r e  C E Y  is th e  c o u p o n - e q u iv a le n t  y ie l d  f o r  T r e a s u r y  b i l l s .  F o r  s ix - m o n th  T r e a s u r y  

b i l l s  is s u e d  on J u n e  1 ( c o u p o n - e q u i v a le n t  y i e l d  o f 7 .5 3 2  p e r c e n t ) , the  a d ju s te d  y ie ld  on  

T r e a s u r y  b i l l s  w o u ld  b e  7 . 6 7 4  p e r c e n t :

. 0 7 6 7 4 =  M  + .0 75 32  ^  H i  j  \ 3 6 5 /1 8 2  _ 1

I f  a m e m b e r  b a n k  a d v e r t is e s  a n  a n n u a l  e f fe c t iv e  y i e l d  a r r i v e d  a t  b y  c o m 

p o u n d in g  o v e r  360 d a y s  r a t h e r  th a n  365 d a y s ,  th e  c o m p a r a b le  T r e a s u r y  b i l l  y ie l d  m u s t  

a lso  b e  a d ju s t e d  to a 3 6 0 - d a y  b a s is .  T h e  a d ju s t e d  e f fe c t iv e  y ie ld  on T r e a s u r y  b i l l s  

w o u ld  b e  c a lc u la t e d  as  fo l lo w s :

, r V \
T r e a s u r y  B i l l  Y i e l d  = f 1 + C E Y  ( H i  ] ) 3 6 0 /1 8 2  .  ,

\  \ 3 6 5 / /

N o te  t h a t  no  a d ju s t m e n t  s h o u ld  b e  m a d e  to th e  f r a c t io n  ( 1 8 2 / 3 6 5 ) ,  s in c e  th e  c o u p o n -  

e q u i v a le n t  y ie l d  on T r e a s u r y  b i l l s  is  e x p r e s s e d  on th e  b a s is  o f  a 3 6 5 - d a y  y e a r .




