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Notice 94-52

TO: The Chief Executive Officer of each
member bank and others concerned in 
the Eleventh Federal Reserve District

SUBJECT

Request for Comments on Proposed Amendments 
to Regulation DD (Truth in Savings) 
and Withdrawal of Other Amendments 

to the Regulation

DETAILS

The Board of Governors of the Federal Reserve System has issued for 
public comment proposed amendments to Regulation DD (Truth in Savings), which 
clarify that once interest is credited to an account, it becomes part of the 
principal.

The proposed amendments would provide new rules for institutions 
that offer consumers the choice of leaving interest in the account or taking 
interest by check or transfer. Under the proposal, institutions must credit 
interest that remains in the account and pay interest on those funds at the 
same frequency as interest credited by check or transfer. The proposed 
revisions also have the effect of producing an annual percentage yield (APY) 
that reflects the time value of money.

The Board must receive comments by July 5, 1994. Comments should be 
addressed to William W. Wiles, Secretary, Board of Governors of the Federal 
Reserve System, 20th Street and Constitution Avenue, N.W., Washington, D.C. 
20551. All comments should refer to Docket No. R-0836.

The Board is also withdrawing other amendments to Regulation DD that 
would have required an internal rate of return formula to calculate the APY. 
These amendments were withdrawn based on considerations of cost and regulatory 
burden.

ATTACHMENT

A copy of the Board’s notices as they appear on pages 24376-82, Vol. 
59, No. 90, of the Federal Register dated May 11, 1994, is attached.

For additional copies, bankers and others are encouraged to use one of the following toll-free numbers in contacting the Federal Reserve Bank of Dallas: 

Dallas Office (800) 333-4460; El Paso Branch Intrastate (800) 592-1631, Interstate (800) 351-1012; Houston Branch Intrastate (800) 392-4162,

Interstate (800) 221-0363; San Antonio Branch Intrastate (800) 292-5810.

This publication was digitized and made available by the Federal Reserve Bank of Dallas' Historical Library (FedHistory@dal.frb.org)
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MORE INFORMATION

For more information, please contact Eugene Coy at (214) 922-6201. 
For additional copies of this Bank’s notice, please contact the Public Affairs 
Department at (214) 922-5254.

Sincerely yours,



REQUEST FOR COMMENT 

ON PROPOSED AMENDMENTS TO REGULATION DD 

(TRUTH IN SAVINGS)

(DOCKET R-0836)

AND WITHDRAWAL 

OF OTHER AMENDMENTS TO THE REGULATION 

(DOCKET R-0812)
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FEDERAL RESERVE SYSTEM 

12 CFR Part 230

[Regulation DD; Docket No. R-0812]

Truth in Savings; Proposed Regulatory 
Amendment

AGENCY: Board of Governors of the 
Federal Reserve System.

ACTION: Withdrawal of proposed rule.

SUMMARY: The Board is withdrawing 
proposed amendments to Regulation DD 
(Truth in Savings) to provide for an 
additional formula to calculate the 
annual percentage yield (APY), based on 
considerations of cost and regulatory 
burden at this time.
DATES: This proposed rule is withdrawn 
May 4,1994.
FOR FURTHER INFORMATION CONTACT: Jane 
Ahrens, Senior Attorney, Kyung Cho, or 
Kurt Schumacher, Staff Attorneys, 
Division of Consumer and Community 
Affairs, Board of Governors of the 
Federal Reserve System, at (202) 452- 
3667 or 452-2412; for questions 
associated w ith the regulatory flexibility 
analysis, Gregory Elliehausen, 
Economist, Office of the Secretary, at 
(202) 452-2504; for the hearing 
impaired only, Dorothea Thompson, 
Telecommunications Device for the 
Deaf, at (202) 452-3544.

SUPPLEMENTARY INFORMATION:

(1) Background

The Truth in Savings Act (12 U.S.C. 
4301 et seq.) requires depository 
institutions to provide disclosures to 
consumers about their deposit accounts, 
including an APY on interest-bearing 
accounts. The law also contains rules 
about advertising deposit accounts, 
including accounts at depository 
institutions offered to consumers by 
deposit brokers. The act is implemented 
by the Board's Regulation DD (12 CFR 
part 230), which became effective June 
21,1993. (See final rule published on 
September 21,1992 (57 FR 43337), 
correction notice published on October 
5,1992 (57 FR 46480), and amendments 
published on March 19,1993 (58 FR 
15077).

In its initial rulemaking, the Board 
was guided by several general 
principles, such as establishing simple 
rules that minimize the possibility of 
errors and compliance costs and 
providing institutions with flexibility to 
promote a variety of product choices for 
consumers. This included designing a 
simple, easy-to-use formula for 
calculating the APY. As deposit brokers 
and institutions began complying with 
the new formula, the Board was asked 
by the Securities Industry Association 
(SIA) and others to reconsider how the 
APY is calculated. Proposed 
amendments that would provide for an 
additional APY formula were published 
on December 6,1993 (58 FR 64190).

The difficulties associated with the 
current APY formula stem from the 
formula’s assumption that interest paid 
on an account remains on deposit until
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maturity. For some accounts, the 
formula produces an APY that reflects 
the time value of interest received.' For 
others the APY fails to reflect the time 
value of interest received. This happens 
in cases where institutions offer long
term certificates of deposit (CDs) that 
are noncompounding but pay interest 
periodically. In this case, the formula 
produces an APY that is less than the 
contract interest rate.2

In considering whether to propose 
amendments to the APY formula, the 
Board focused on two issues: a desire 
for an APY that reflects the time value 
of money, and a concern about the 
compliance costs and impact on 
depository institutions if changes were 
made. The Board published a proposal 
that would factor into the APY 
calculation the specific time intervals 
for interest paid on the account—that is, 
the time value of money (Approach A). 
However, the Board also requested 
comment on a narrower approach that 
would affect only noncompounding 
multi-year CDs that pay interest at leas; 
annually. For these accounts, the APY 
would never be lower than the interest 
rate (Approach B). The Board also 
solicited comment on leaving the 
regulation unchanged (Approach C).

The Board received about 500 
comments on its proposal. Nearly 90% 
of the comments were from financial 
institutions. Considering all comments 
received, approximately 5% supported 
Approach A; 15% supported Approach 
B; and 75% supported Approach C. The 
remainder presented other alternatives 
or expressed no opinion on the specific 
approaches.

(2) Discussion

Approach A: Proposal o f an Additional 
Formula

Based on the comments received and 
upon further analysis, the Board is 
withdrawing the proposed amendments 
to the APY formula. Overall, the Board

«For exam ple, assum e $1,000 is deposited  in a 
one-year CD w ith  a 6% in terest rate that 
com pounds quarterly . C onsum ers have the  option 
to receive quarterly  in terest checks instead. In both 
cases, the  APY is 6 .14% , even though the consum er 
w ho com pounds in terest receives $61.40, and the 
consum er w ho takes quarterly  interest checks 
receives $60.00.

2 For exam ple, assum e $1,000 is deposited  in  a 
tw o-year noncom pound ing  CD w ith  a 6.00% 
interest rate. Som e in stitu tions m ay offer the 
consum er the  choice of receiving all interest ($120) 
at m aturity , or receiving tw o interest paym ents 
($60) each year. The APY in  e ither case is 5.83%— 
low er th an  the  6.00%  in terest rate—because the 
form ula looks a t the  total am ount o f interest paid, 
not w hen  it is pa id  out. The SLA states the 
m aturities o f CDs purchased  through deposit 
brokers range from three  m onths to 10 years b u t . 
average about tw o years (based on dollar-weighted 
m aturities).

believes that the proposed formula 
(Approach A) would be complex and 
costly to implement, and the costs 
would outweigh the benefits derived 
from the proposed changes. (See Docket 
R-0836 elsewhere in today’s Federal 
Register for proposed amendments 
which the Board believes might better 
capture the intent of the act’s purposes 
in a less complex way.)

The Board believes the formula 
proposed in December would correct 
the APY anomalies produced by the 
current formula, and has considered the 
view of some commenters that the short
term costs of correcting the formula 
might be worthwhile over time. 
However, the Board is more persuaded 
by the commenters—including both 
consumer groups and industry 
associations—that believed the costs of 
compliance outweigh the benefits from 
implementing the proposed APY 
formula. Commenters reported that 
substantial costs recently had been 
incurred to implement the regulation, 
and they believed the distinctions in the 
APY produced by the complex formula 
proposed by Approach A did not 
warrant the substantial costs of 
implementing changes to the 
regulation—perhaps as much as 50% of 
the initial costs to implement the 
regulation.

The Board concurs w ith the 
commenters that voiced concern about 
the complexity of the proposed formula. 
These commenters noted that the 
formula was complex for both 
consumers and institutions. Many 
commenters stated that although an 
internal rate of return formula is a 
standard mathematical tool in the 
financial markets, its introduction in 
APY calculations would eliminate, as a 
practical matter, the use of many 
handheld calculators for preparing 
disclosures or quoting APYs to 
consumers. Commenters also noted due 
to the complexity of the APY 
calculation there would be an increased 
risk of error and potential civil liability 
in making this calculation for a wide 
variety of accounts.

The Board also notes the views of 
commenters that believed that in 
adopting Approash A, the Board would 
merely be trading one set of 
assumptions for another set of 
assumptions. Many commenters 
concurred w ith the Board that the 
current APY does not always reflect the 
value of periodic interest distributions, 
for example. But they also believed that 
the proposed APY also would not be 
factually accurate in all circumstances. 
For example, commenters remarked that 
the proposed APY would fail to reflect 
the fact that interest payments cannot

always be immediately reinvested at the 
same rate as the account from which the 
interest was paid. They also believed it 
would be inappropriate to assume such 
a reinvestment rate for small monthly 
interest checks, for example, since rates 
typically rise based on the length of 
maturity and amount of principal. They 
noted that elderly consumers who hold 
multi-year CDs and who rely on 
periodic interest payments for living 
expenses would be particularly affected 
by the assumption.

Commenters noted that returns on 
deposit accounts traditionally have been 
based on the rate of interest paid and 
any compounding frequency. Higher 
yields historically have been equated 
with higher dollar interest payments— 
not more frequent interest payments— 
and commenters believed that 
consumers expect an APY to reflect 
those factors. Many commenters 
believed that the underlying premise of 
Approach A—the time value of 
money—is inappropriate for deposit 
account disclosures. Many believed an 
assumption based on potential earnings 
outside the account relationship was 
misleading for the APY calculation. 
They believed the purposes of Truth in 
Savings are not best served by an APY 
disclosure based on the timing of 
interest payments that is higher for 
consumers who receive less interest 
overall.

Due to concerns about costs and 
questions about the benefits provided, 
the Board believes this approach would 
not be the best solution.

Approach B: Noncompounding Multi- 
Year CDs

The Board also is not adopting 
Approach B, based on the combination 
of the limited scope of the problem 
Approach B seeks to address, the 
creation of new anomalies, and the cost 
to the industry of reviewing and 
implementing new calculation and 
disclosure requirements.

On the one nand, the Board believes 
Approach B is a simple, direct approach 
to correct one anomaly produced by the 
current APY formula. The Board also 
recognizes that the disclosure of an APY 
that is lower than the interest rate on a 
noncompounding multi-year CD that 
pays interest at least annually may be 
confusing to some consumers.3

Overall, however, the Board is more 
persuaded by commenters that voiced 
concern about the accuracy of the APY 
disclosed under Approach B. For

3 The Board notes, how ever, that even if 
A pproach B w ere adop ted , institu tions w ould  still 
disclose an  APY low er than  the interest rate, such  
as for a m ulti-year CD that does not com pound and  
pays interest only at m aturity.
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example, commenters echoed concerns 
expressed about the proposed formula 
in Approach A. They remarked that the 
APY permitted under Approach B 
assumed the interest plym ents received 
during the term  would be reinvested at 
the same rate as the account from which 
the interest was paid. Others believed it 
would be anomalous to disclose the 
same APY is disclosed for two multi
year accounts, (me compounding 
annually and the other not 
compounding at all.

The Board also notes the commenters' 
concerns about the cost to  the industry 
of reviewing and implementing new 
calculation and disclosure 
requirements. They noted the costs of 
implementing Approach B would be 
less significant, compared to Approach 
A. Although the change would affect a 
single class of accounts, commenters 
reported that some computer 
programming changes would be 
required and additional disclosures 
would be appropriate. Commenters 
stated that since consumers would see 
the same APY for com pounding and 
noncompounding CDs, a statement 
might be necessary in  advertisements 
and account disclosures to help 
consumers understand the terms of the 
account. (For example, assume two 
institutions offer a two-year CD with a 
6.00% interest rate. One compounds 
annually, the other offers annual 
interest payments. Both could advertise 
a 6.00% APY, even though a consumer 
depositing $1,000 receives $120 if 
interest checks are paid and $123.60 if 
interest is compounded.) Finally, the 
Board notes some commenters remarked 
that institutions could easily remedy the 
current anomaly with a simple change 
to their product. They noted institutions 
could advertise and disclose an APY 
equal to the contract interest rate under 
the current formula by offering CDs that 
have annual compounding, regardless of 
any payment options.

Due to the lim ited problem Approach 
B seeks to address, the limited 
resolution of anomalies produced by the 
current APY formula, and the costs 
associated w ith adopting the approach, 
the Board has determined not to  adopt 
Approach B.

(3) Regulatory flexibility analysis and 
Paperw ork Reduction Act

The Board solicited comment on the 
potential cost of implementing the 
proposed APY formula, such as the 
proportion of existing accounts would 
require the new formula for computing 
APYs, the changes institutions would 
have to  make to  implement the new 
formula, the  cost to make these changes, 
and the likelihood of changes in  the

number of different account term s and 
types of accounts offered w ould result if 
the n?w formula were adopted.

In accordance with section 3507 of 
the Paperwork Reduction A d  of 1960 
(44 U.S.C. 35; 5 CFR 1320.13). the 
proposed revisions were reviewed by 
the Board under the authority delegated 
to the Board by the Office of 
Management and Budget after 
consideration of comments received 
during the public comment period. The 
Board’s Office of the Secretary has 
prepared an economic impact statement 
on the proposed revisions to Regulation 
DD, a copy of w hich may be obtained 
from Publications Services, Board of 
Governors of the Federal Reserve 
System, Washington, DC 20551, at (202) 
452-3245.

Board of Governors of the Federal Reserve 
System, May 4,1994.
William W. Mies,
Secretary of the Board.
[FR Doc. 94-11153 Filed 5-10-94; 8:45 ami 
BILLING CODE *210-01-#

12 CFR Part 230

[Regulation DO; Docket No. R-0836]

Truth in Savings; Proposed Regulatory 
Amendment

AGENCY: Board of Governors of the 
Federal Reserve System.
ACTION: Proposed rule.

SUMMARY: The Board is publishing for 
comment proposed amendments to 
Regulation DD (Truth in Savings) which 
clarify that once interest is credited to 
an account, it becomes part of the 
principal. By defining terms such as 
“crediting,” and "com pounding,” the 
amendments w ill provide certainty to 
institutions, better fulfill the purposes of 
the act, and eliminate anomalies that 
currently occur in  the APY calculation. 
The amendments provide that for 
institutions that pay interest (that is, 
credit interest) to the consumer by 
check or transfer or permit interest to 
remain in the account, an institution 
must pay interest on funds that remain 
in the account at the same frequency as 
the institution credits interest by check 
or transfer. Accounts that credit interest 
solely by posting to the account would 
not be required to  send out interest 
checks or to transfer the interest to  other 
accounts. Similarly, institutions offering 
accounts that “credit” interest solely by 
paying it out to the consumer by check 
or transfer would not be required to 
permit credited interest to  remain in  the 
account for compounding.

DATES: Comments must b e  received on 
or before July 5 , 1994.
ADDRESSES: Comments should refer to 
Docket No. R-0836, and may be mailed 
to  William W. Wiles, Secretary, Board of 
Governors of the Federal Reserve 
System, 20th Street and Constitution 
Avenue NW., Washington, DC 20551. 
Comments also may be delivered to  
room B-2222 of the Eceles Building 
between 8:45 a.m. and 5:15 p-m. 
weekdays, or to the guard station in  the 
Eccles Building courtyard on 20th Street 
NW (between Constitution Avenue and 
C Street) at any time. Comments may be 
inspected in  Room MP-50Q of the 
Martin Building between 9 a jn . and 5 
p.m. weekdays, except as provided in  12 
CFR 261.8 of the Board's rules regarding 
the availability of information.
FOR FURTHER INFORMATION CONTACT. Jane 
Ahrens, Senior Attorney, Kyung Cho, or 
Kurt Schumacher, Staff Attorneys, 
Division of Consumer and Community 
Affairs, Board of Governors of the 
Federal Reserve System, at (202) 452- 
3667 or 452-2412; for questions 
associated w ith the regulatory flexibility 
analysis, Gregory Elliehausen, 
Economist, Office of the Secretary, at 
(202) 452-2504; for the hearing 
impaired only, Dorothea Thompson, 
Telecommunications Device for the 
Deaf, at (202) 452-3544.

SUPPLEMENTARY INFORMATION;

(1) Background

The Truth in Savings Act (12 U.S.C. 
4301 et seq.) requires depository 
institutions to provide disclosures to 
consumers about their deposit accounts, 
including an annual percentage yield 
(APY) on interest-bearing accounts. The 
act is implemented by the Board’s 
Regulation DD (12 CFR part 230), which 
became effective June 21,1993 (See 57 
FR 43337 and 58 FR 15077).

Because the current formula for 
calculating the APY assumes that 
interest remains on deposit until 
maturity, the resulting APY may—but 
does not always—reflect the time value 
of money. On December 6,1993, the 
Board published a proposal that would 
have factored into die APY calculation 
the specific time intervals for interest 
paid on the account—that is, the time 
value of money (58 FR 64190). It called 
for adding an additional APY formula. 
Based on the comments received and 
upon further analysis, the Board has 
withdrawn the proposed amendments. 
(See Docket R-0812 elsewhere in 
today’s Federal Register.) Compounding 
and crediting issues.

In the context of deliberations about 
the APY proposal, the Board has 
considered two related issues regarding
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depository institutions’ compounding 
and crediting practices. This 
relationship between crediting and 
compounding has not previously been 
addressed in the regulation or in 
supplementary information. (The 
resolution of these issues, as discussed 
below, could provide an alternative 
basis for eliminating the anomaly 
produced by the current formula while 
requiring few changes to the current 
APY formula.) >

The act requires institutions to pay 
interest on the full amount of the 
principal in the account each day, and 
provides that this requirement shall not 
be construed as prohibiting or requiring 
the use of any particular method of 
compounding or crediting interest. 
Regulation DD states that the 
requirement to pay interest on the full 
amount of principal does not require 
institutions to compound or credit 
interest at any particular frequency. 
Neither the act nor the regulation 
defines “compounding,” "crediting,” or 
“principal.”

One issue that has arisen is whether 
interest can be posted to a consumer’s 
account and not be treated as part of the 
principal. Another is whether 
institutions that offer to credit interest 
to the consumer by check or transfer 
and permit interest to remain in the 
account must credit and compound 
interest on the same or a more frequent 
basis for those consumers that leave 
interest in the account. For example, if 
an institution offers a two-year 
certificate of deposit (CD) and permits 
consumers to receive accrued interest in 
monthly interest checks, does the 
institution that also permits interest to 
remain in the account have to credit and 
compound interest in the account on the 
same or more frequent basis (monthly or 
more often).

The Board recognizes that institutions 
may have read the act and regulation as 
permitting practices which compound 
and credit at different intervals. The 
Board is proposing to amend the 
regulation to clarify that interest cannot 
be credited to a consumer’s account 
without becoming part of the principal. 
For example, assume a consumer earns 
$5 in interest on a $1,000 balance for the 
month of January. If an institution 
chooses to credit interest to the account 
monthly, then the institution must 
accrue interest on that sum. For 
example, if $5 is credited in January to 
an account with a balance of $1,000, the 
institution must accrue interest on

1 If an  institu tion  offers a m ulti-year 
noncom pounding  CD, the APY p roduced  by the 
curren t form ula is less than the  in te rest rate, even 
if the institu tion  pays out interest annually  or more 
often.

$1,005 for the month of February.
Simply put, if consumers are given 
access to earned interest in an account, 
the Board believes the act requires that 
consumers earn interest on those funds 
at that time.

The Board also proposes an 
amendment clarifying that although 
institutions may choose any 
compounding or crediting frequency for 
an account, institutions that provide for 
crediting interest either by check (or 
transfer of accrued interest to another 
account) or by posting interest to the 
account must do so on the same 
periodic basis. That is, if interest can be 
“credited” by check or transfer, an 
institution must credit interest to all 
such accounts at least as often a 
frequency. For example, an institution 
offering a one-year CD with the option 
to receive monthly or quarterly interest 
checks would have to credit interest to 
the account for compounding on at least 
a monthly frequency.

Of course, an institution need not 
permit consumers to receive interest 
payments by check or transfer.
Similarly, the Board believes that if an 
institution requires consumers to 
receive interest solely by check (or 
transfer to another account), the 
institution need not also permit 
consumers to leave interest in the 
account for compounding.

The Board notes that this proposed 
interpretation could require a change in 
the compounding and crediting 
practices of some depository 
institutions, since institutions that do 
not currently compound on the same 
basis as they offer interest payments 
would have to change compounding 
frequencies or reduce payment options. 
The impact of the proposed 
amendments may be greater for those 
institutions offering consumers many 
options in crediting frequencies. For 
example, an institution permitting 
quarterly interest payments must also 
credit and compound at least quarterly 
for those consumers who choose to 
leave interest in the account. If an 
institution allows consumers to receive 
monthly interest checks (and can leave 
interest in the account), the institution 
could not offer this option without 
offering monthly crediting and 
compounding to other holders of the 
same account as well. The Board 
requests comment on these matters.

The Board also solicits comments on 
whether consumers who use APYs to 
comparison shop may be confused by an 
APY that reflects monthly compounding 
but pays less interest than if interest had 
compounded in the account. For 
example, assume two institutions offer a 
one-year CD with a 6.00% interest rate.

One mandates monthly interest checks, 
the other permits monthly interest 
checks or monthly compounding. Both 
could advertise a 6.17% APY, even 
though a consumer depositing $1,000 
receives $60 if interest checks are paid 
and $61.70 if money is left in the 
account.

(2) Proposed Regulatory Revisions: 
Section-by-Section Analysis

A section-by-section description of 
proposed amendments follows.

§ 230.2 Definitions.

Paragraph (c)—Annual Percentage 
Yield

The act and regulation define the APY 
as the total amount of interest that 
would be received based on the interest 
rate and the frequency of compounding 
for a 365-day year. The proposed 
amendment broadens the definition to 
treat crediting to the consumer’s 
account—which includes the 
distribution of interest through interest 
checks or transfer—as the equivalent of 
compounding. For example, if an 
institution pays a 6.00% interest rate on 
an account, the same APY would result 
whether an institution compounds 
monthly or solely sends out monthly 
interest payments and does not permit 
interest to remain in the account.

The Board solicits comments on 
whether an exception should be made to 
the definition of APY, and whether the 
purpose of the regulation—enabling 
consumers to make informed decisions 
about deposit accounts—is better met if 
the APY captures the time value of 
interest received as an interest payment 
during the term of the account, as well 
as by compounding.

Paragraph (h)— Compounding

The act and regulation require 
institutions to disclose compounding 
policies for interest-bearing accounts. 
The Board proposes to define the term 
“compounding” as the frequency that 
earned interest is added to the principal 
in the consumer’s account, on which 
interest then accrues. To illustrate, a CD 
offering monthly compounding adds 
interest to principal each month, and 
interest then accrues on the new 
m onth’s principal—including the prior 
m onth’s accrued interest.

Paragraph (j)— Crediting

The act and regulation also require 
institutions to disclose crediting 
policies for interest-bearing accounts. 
The Board proposes to define the term 
“crediting” to include the frequency 
that earned interest is paid to the 
account, or provided to the consumer by
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check or transfer to another account. 
Thus, for example, an institution that 
sends a consumer a monthly check of 
accrued interest would be crediting 
interest monthly, even if interest were 
not permitted to remain in  the account 
to earn additional interest.

§230.4 Account Disclosures.

Paragraph (bX^Xiii)—Withdrawal o f 
Interest Prior to Maturity

The regulation requires a disclosure 
for institutions offering time accounts 
that compound interest and permit a 
consumer to withdraw accrued interest 
during the account term. The disclosure 
states that the APY assumes interest 
remains on deposit until maturity and 
that a withdrawal will reduce earnings. 
The Board requests comment on 
w hether the disclosure would continue 
to  be helpful to consumers in the 
current form if the proposed 
amendments are adopted.

§ 230.7 Payment of in terest

Paragraph (b)—Compounding and 
Crediting Policies

The act requires institutions to pay 
interest on the full amount of the 
principal in the account each day, and 
provides that this requirement shall not 
be construed as prohibiting or requiring 
the use of any particular method of 
compounding or crediting interest. 
Regulation DD states that the 
requirement to  pay interest on the full 
amount of principal does not require 
institutions to compound or credit 
interest at any particular frequency.

As discussed above, the Board 
believes institutions may choose any 
compounding or crediting frequency. 
However, once interest is credited to an 
account it becomes part of the principal, 
and if interest remains in the account, 
interest must be paid on those funds. 
The Board believes institutions may 
choose to offer accounts that credit 
interest solely by posting interest to the 
account, or by sending interest checks 
or transferring the interest to another 
account. But the Board also believes 
institutions offering accounts that 
provide consumers w ith the option to 
have interest credited by check (or 
transfer to another account) or by 
posting interest to the account provide 
at least as frequent a crediting frequency 
to all holders of the same account. That 
is, institutions must compound interest 
on funds remaining in the account at a 
frequency no less often than interest is 
offered to be credited—by check or 
transfer—to other consumers holding 
such accounts. For example, institutions 
may offer a one-year CD w ith monthly 
compounding and the option to receive

monthly or quarterly interest checks, 
but they may not combine quarterly 
compounding with the option to receive 
monthly interest checks. The Board 
requests comment on the proposal.

Appendix A to Part 230—Annual 
Percentage Yield Calculation

Part I. Annual Percentage Yield for 
Account Disclosures and Advertising 
Purposes

A. General Rules

The proposed amendments to 
Appendix A only affect institutions that 
credit interest solely by check or 
transfer to another account (and that do 
not permit the consumer to leave 
interest in the account). The Board 
proposes two amendments to Appendix 
A to address the calculation of the APY 
for these accounts. First, the Board 
proposes to  delete footnote 3 as 
unnecessary. Second, the definition of 
“Interest” in the APY formula would be 
amended to provide that for such 
accounts, institutions would factor in 
the timing of interest payments as if 
interest were being compounded. For 
example, if an institution offers a two- 
year CD with a 6.00% interest rate and 
credits interest semi-annually to the 
consumer by check or transfer to 
another account, the “Interest” figure 
used in the APY formula would be 
$125.51 on a $1,000 deposit. This would 
be the dollar amount of interest earned 
for a two-year CD with a 6.00% interest 
rate that compounds semi-annually. The 
APY would be 6.09%.

Finally, the Board also provides 
guidance on two assumptions for 
calculating the APY that provide greater 
flexibility and ease compliance w ith the 
APY fqrmula. First, institutions could 
calculate the APY by assuming an initial 
deposit amount of $1,000. Second, if 
interest is paid out monthly, quarterly, 
or semi-annually, institutions could 
base the number of days either on the 
actual number of days for those 
intervals or on an assumed number of 
days (30 days for m onthly distributions; 
91 days for quarterly distributions, and 
1&2 days for semiannual distributions).

Appendix B—Model Clauses and 
Sample Forms

The Board solicits comments on 
model clauses or additional sample 
forms that may be appropriate if the 
amendments are adopted.

(4) Proposed Additional Guidance

The proposed regulatory amendments 
associated w ith a  new APY formula 
raise other interpretive issues. The 
Board solicits comments on the issues 
addressed below:

1. Comparing accounts that disclose 
the same APY but earn different dollar 
amounts o f interest. Under the proposal, 
consumers may receive the same APY 
disclosure but different dollar Amounts 
of interest.2 The Board solicits comment 
on whether consumers who are 
comparison shopping would be better 
served if the specific manner in which 
interest is credited (such as, "A n annual 
percentage yield of 6.17% with monthly 
interest checks”) should be stated along 
w ith the APY. (See §§ 230.3(e), 4(a)(ii), 
4(b)(l)(i), 5(b), 8(b).)

2. Compounding and crediting 
frequencies. The regulation requires 
institutions to disclose the frequency 
with w hich interest is compounded and 
credited. This standard would require 
institutions also to specify the crediting 
frequency for interest payments sent 
directly to the consumer o r to  another 
account, whether by check or other 
means, as well as when interest is 
credited to the account. The Board 
solicits comment on the proposed 
disclosure and on whether stating the 
frequency of crediting by interest 
payments or transfers to  other accounts 
is likely to help consumers compare and 
understand differences in  account 
terms. (See § 230.4(b)(2).)

(5) Form of Comment Letters
Comment letters should refer to 

Docket No. R-0836, and, when possible, 
should use a standard typeface with a 
type size of 10 or 12 characters per inch. 
This will enable the Board to convert 
the text into machine-readable form 
through electronic scanning, and will 
facilitate automated retrieval of 
comments for review. Also, if 
accompanied by an original document 
in  paper form, comments may be 
submitted on 3 1/2 inch or 5 1/4 inch 
computer diskettes in any IBM- 
compatible DOS-based format.

(6) Regulatory Flexibility Analysis and 
Paperwork Reduction Act

The Board’s Office of the Secretary 
has prepared an economic impact 
statement on the proposed revisions to 
Regulation DD. The analysis expresses 
concern about the desirability of

2 For exam ple, assum e a  one-year CD that pays an  
in te rest rate o f  6.00% . C onsum ers w ould  receive an 
APY of 6.17%  i f  the  in s titu tion  requires m onthly 
in terest paym ents. Or, if th e  ins titu tion  perm its 
in te rest to b e  w ith d raw n  m onth ly  in stead , the 
proposed  am endm ents w ou ld  als& requira 
in s titu tions  to perm it in terest to rem ain in  the 
acco u n t for m on th ly  com pounding. C onsum ers 
ho ld ing  th is account w ould  also receive an APY of 
6.17%  w hether the consum er chooses to take 
m on th ly  in terest checks o r to  have interest rem ain  
in  the  account. However, based  on  a  $1,000 deposit 
consum ers w ho  receive in te rest checks w ill earn 
$60.00 , w hile  those w h o  com pound interest w ill 
earn $61.70.
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amending the regulation regarding the 
linkage of compounding and  crediting 
frequencies a t this time. A copy of the 
analysis may be obtained from 
Publications Services, Board of 
Governors of the Federal Reserve 
System, Washington, DC 20551, at (202) 
452-3245.

The Board solicits information 
regarding the likely costs for complying 
with the proposed changes to the 
regulation. In particular, the Board 
solicits comments on the following:

•  What proportion of existing 
accounts would be affected by the 
proposed new rule requiring institutions 
to offer compounding on the same 
frequency as they permit interest 
payouts?

• What changes would institutions 
have to make to  implement the 
proposed new compounding and 
crediting rale, and what would it cost 
institutions to  make these changes?

• What changes in the number of 
different account terms and types of 
accounts offered would result if  the 
proposal were adopted? For example, 
would institutions reduce the number of 
products offered? What effect would the 
amendments have on “private banking” 
relationships? Would institutions 
change from compounding to 
distributing the interest paid on 
accounts without compounding?

In accordance w ith section 3507 of 
the Paperwork Reduction Act of 1980 
(44 U.S.C. 35; 5 CFR 1320.13), the 
proposed revisions will be reviewed by 
the Board under the authority delegated 
to the Board by the Office of 
Management and Budget after 
consideration of comments received 
during the public comment period.

List of Subjects in 12 CFR Part 230

Advertising, Banks, Banking, 
Consumer protection, Deposit accounts, 
Interest, Interest rates, Truth in savings.

Certain conventions have been used 
to highlight the proposed revisions to 
the regulation. New language is shown 
inside bold-faced arrows, while 
language that would be deleted is set off 
with bold-faced brackets.

For the reasons set forth in  the 
preamble, the Board proposes to amend 
12 CFR part 230 as follows:

PART 230—TRUTH IN SAVINGS 
(REGULATION DD)

1. The authority citation for part 230 
would continue to read as follows:

Authority: 12 U.S.C. 4301 et seq.

2. Part 230.2 would be amended by 
revising paragraph (c), by redesignating
paragraph, (h) and paragraphs (i) through

(v) as paragraph (i) and paragraphs (k) 
through (w), respectively, and by adding 
new paragraphs (h) and (j) to read as 
follows:

§230.2 Definitions. 
* * * * *

(c) Annual percentage yield  means a 
percentage rate reflecting the total 
amount of interest paid on an account, 
based on the interest rate and the 
frequency of ̂ crediting or! 
compounding, for a 365-day period and 
calculated according to the rules in 
Appendix A of this part.
* * * * *

frfh) Compounding means the 
frequency that earned interest is added 
to the principal in the account on which 
interest then accrues.4 
* * * * *

Mj) Crediting means the frequency 
that earned interest is paid to the 
account, or provided to the consumer by 
check or transfer to another account.4 
* * * * *

3. Section 230.7 would be amended 
by redesignating paragraph (b) as 
paragraph (b)(1) and by adding a new 
paragraph (b)(2) to read as follows:

§ 230.7 Payment of in terest 
* * * * *

fb) * * *
1(2) Equivalent compounding and 

crediting frequencies. Institutions 
offering accounts that perm it consumers 
to receive interest by check or transfer 
to another account and that permit 
consumers to leave interest in the 
account, must compound interest on 
funds left in the account at a frequency 
no less often than interest is offered to 
be credited to any consumer holding 
such an account.! 
* * * * *

4. Appendix A of part 230 would be 
amended by revising the first sentence 
in the introductory paragraph, the 
introductory text to Part I, and 
amending paragraph A, and by 
removing footnote 3 in  Part I of 
Appendix A to read as follows:

Appendix A to Part 230—Annual 
Percentage Yield Calculation

The annual percentage yield measures 
the total amount of interest [paid] 
|e a m e d | on an account based on the 
interest rate, and the frequency of 
compounding!,] !o r crediting!.1 * * *

i The annual percentage y ie ld  reflects only 
in terest an d  does no t inc lude  th e  va lu e  o f any 
bonus (or other consideration  w orth  $10 or less) 
that m ay be provided to the  consum er to open, 
m ain tain , increase o r  renew  an  account. Interest or 
o ther earnings are  not to be in c lu d ed  in  the  annual 
percentage y ie ld  i f  such  am ounts a re  determ ined by

Part I. Annual Percen tage Yield for 
Account Disclosures and Advertising 
Purposes

In general, the annual percentage 
yield for account disclosures under 
§§ 230.4 and 230.5 of this part and for 
advertising under § 230,8 of this part is 
an annualized rate that reflects the 
relationship between the amount of 
interest that would be earned by the 
consumer for the term of the account 
!(and taking into account the frequency 
of crediting)^ and the amount of 
principal used to calculate that interest. 
Special rules apply to accounts with 
tiered and stepped interest rates.

A. General Rules

* * * In determining the total interest 
figure to be used in the formula, 
institutions shall assume that all 
principal and interest remain on deposit 
for the entire term and that no other 
transactions (deposits or withdrawals) 
occur during the term. [3] * * *

The annual percentage yield is 
calculated by use of the following 
general formula (“APY” is used for 
convenience in the formulas):
APY=100 [(l+(Interest7

P r i n c i p a l ) ) * 365713^  in term) — i ]

“Principal” is the amount of funds 
assumed to have been deposited at the 
beginning of the account.

"Interest” is the total dollar amount of 
interest earned on the Principal for the 
term of the account | i n  which credited 
interest remains in  the account. If 
interest is required to be credited solely 
by check or transfer, the total dollar 
amount of interest earned on the 
Principal for the term of the account is 
the amount of interest that would result 
if it were compounded at the same 
frequency interest is credited.!

“Days in term ” is the actual number 
of days in the term of the account. 
* * * * *

Examples:
* * * * *

|(3 ) If an institution offers a $1,000 
two-year certificate of deposit that 
credits interest semi-annually solely by 
check or transfer, and there is no 
compounding at a 6.00% interest rate, 
using the general formula above, the 
annual percentage yield is 6.09%: 
APY=100 [(1+(125.51/1,000))<3*5/730)— i] 
APY=6-09%!
* * * * *

circum stances tha t m ay or m ay not o ccu r in the 
future.

3 [This assum ption  shall not b e  used  if an 
institu tion  requires, as a cond ition  o f th e  account, 
that consum ers w ithd raw  in te rest du ring  the  term. 
In such  a case, th e  interest (and annual percentage 
yield  calculation) shall reflect tha t requ irem en t!
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Board of Governors of the Federal Reserve 
System, May 4,1994.
William W. Wiles,
Secretary of the Board.
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