
FEDERAL RESERVE BANK 
OF NEW YORK

[ Circular No. 10677 "1 
December 16, 1993 J

TRUTH IN SAVINGS 
Proposed Amendments to Regulation DD

To All Depository Institutions in the Second Federal 
Reserve District, and Others Concerned:

The following statement has been issued by the Board of Governors of the Federal Reserve 
System:

The Federal Reserve Board has issued for public comment proposed amendments to its 
Regulation DD, Truth in Savings. These proposed changes would provide greater precision in calculating 
the annual percentage yields (APY) for certain accounts.

Comment is requested by January 13, 1994.

Under the proposed revisions, the APY would reflect not only the effect of compounding but also 
the time value of money for consumers who receive interest payments during the term of the account. 
The amendments would not affect accounts that make a single interest payment at maturity (whether 
or not compounding occurs), nor would they affect most accounts with daily compounding.

The Board is also asking for comments on whether a narrower approach is preferable or if the 
regulation should remain unchanged, given the potential burden associated with implementing a different 
calculation method at this time.

Printed below is the text of the proposed amendments to the Board’s Regulation DD, “Truth 
in Savings,” which has been reprinted from the Federal Register of December 6. Comments thereon 
should be submitted by January 13, 1994, and may be sent to the Board of Governors, as specified 
in the notice, or to our Compliance Examinations Department.

W illia m  J. M cD o n o u g h , 
President.

FEDERAL RESERVE SYSTEM

12 CFR Part 230
[Regulation DO; Docket No. R-0812]

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) to 
provide a more precise calculation of 
annual percentage yields (APYs) for 
certain accounts under a uniform

method that gives consumers an 
enhanced basis for comparing across a 
broad range of accounts. This action is 
taken in response to difficulties that 
some institutions have experienced with 
the current formula. Under the proposal, 
the APY would reflect not only the 
effect of compounding but also the time 
value of money for consumers who 
receive interest payments during the 
term of the account. The amendments 
would not affect accounts that make a 
single interest payment at maturity 
(whether or not compounding occurs), 
nor would they affect most accounts 
with daily compounding. The Board 
also solicits comment on whether taking 
a narrower approach—or leaving the

regulation unchanged—is preferable, 
given the potential burden associated 
with implementing a different 
calculation method at this time.
DATES: Comments must be received on 
or before January 13,1994.
ADDRESSES: Comments should refer to 
Docket No. R-0812, 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 Eccles 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
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NVV. (between Constitution A venue and  
C Street) at any tim e. Com m ents may be 
inspected in Room M P -5 0 0  of the 
M artin Building betw een 9 a.m . and 5 
p m. w eekdays, excep t as provided in 12 
CFR 2 6 1 .8  of the B oard ’s rules regarding 
the availability of inform ation.
FO .l FURTHER tBFORM ATiCH CONTACT: Jane 
A hrens, Kyung Cho, Kurt Schum acher 
or M ary Jane Seekach, Staff Attorneys, 
D ivision of C onsum er and Com m unity  
Affairs, Eoard of G overnors of the 
Federal Reserve System , at (202) 4 5 2 -  
3 6 6 7  or 4 5 2 -2 4 1 2 ;  for questions 
associated w ith the regulatory flexibility 
analysis, Gregory Elliehausen, 
E con om ist, Office of the Secretary, at 
(202) 4 5 2 -2 5 0 4 ;  for the hearing  
im paired o n ly , Dorothea Thom pson, 
T elecom m un ications D evice for the 
Deaf, at (2 0 2 ) 4 5 2 -3 5 4 4 .
SU PPLEM EN TA RY INFORMATION: ( 1 )  
B ackground . The Truth in Savings Act 
(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, i The law also 
contains rules about advertising deposit 
accounts, including accounts at 
depository institutions offered to 
consumers by deposit brokers. The 
Board is authorized in section 269(a)(3) 
of the act to make adjustments and 
exceptions that, in its judgment, are 
necessary or proper to carry out the 
purposes of the act or to facilitate 
compliance with the requirements of the 
act. 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).)
T im e V a lue  o f  M on ey  in  the  A n n u a l 
Percentage Y ie ld

In im plem enting the T ruth  in Savings 
A ct, th e Board sought to fulfill the  
Congress’ intent to provide consum ers  
w ith a uniform  tool that w ould enable  
them  to m ake inform ed decisions  
regarding deposit accoun ts. In the  
rulem aking that resulted in the final 
rule of Septem ber 1 9 9 2 , the Board was 
guided by several general principles, 
such  as establishing- sim ple rules that 
m inim ize the possibility of errors and 
com p lian ce  costs  and providing  
institu tions w ith  flexibility to prom ote a 
variety of product ch o ices  for 
con su m ers. T his in clu ded  designing a

* For convenience, ihe terms "APY” and APYE” 
[for cnnuei rerointage >?eid earned) are used 
throughout the supplementary information.

s im p le , e a sy -to -u se  fo rm u la  for 
c a lcu la tin g  the A P Y .

It h a s  s in c e  c o m e  to  th e  B o a rd ’s 
a tte n tio n  th at for so m e  a c c o u n ts  th e  
re g u la tio n ’s c u rre n t fo rm u la  for 
c a lcu la tin g  th e  A P Y  p ro d u ce s  resu lts  
th at seem  a n o m a lo u s . T h e  form ula  
a ssu m e s  th at in terest p aid  re m a in s  on  
d ep o sit u n til m atu rity . B e c a u s e  the  
fo rm u la  so m e tim e s  ig n o re s  th e  
o p p o rtu n ity  to  re in v e st in te re st  
re ce iv e d , it d oes n o t a lw a y s  re fle ct th e  
tim e  v a lu e  o f m o n e y . W h e n  c o n su m e rs  
re ce iv e  in terest p a y m e n ts  o v e r  several  
y ears  p rio r  to  m a tu rity , th e  fo rm u la  
p ro d u ce s  re su lts  th at se e m  e s p e c ia lly  
a n o m a lo u s , w ith  an  A P Y  th a t is  lo w er  
th an  th e  c o n tra c t  in te re st rate .z

Y e t o th e r  a c c o u n ts  in  w h ic h  in terest  
is p aid  b efore  m a tu rity , th e  c u rre n t  
fo rm u la  effe ctiv e ly  re f le c ts  th e  tim e  
v alu e o f  m o n e y  in th e  re s u ltin g  A P Y . 
T h is  s itu a tio n  o c c u rs  w h e n  in te re st is 
co m p o u n d e d  on  an  a c c o u n t th at gives  
c o n su m e rs  th e  option  to  ta k e  in terest  
p a y m e n ts  at in te rv a ls  w h e n  th e  in terest  
w o u ld  o th e rw ise  c o m p o u n d . In th is  
c irc u m s ta n c e , th e  A P Y  d isc lo s e d  is th e  
sam e for c o n su m e rs  w h o  re c e iv e  in terest  
p a y m e n ts  as  for th o se  w h o  c h o o s e  to  
leav e  in te re st in th e  a c c o u n t for 
co m p o u n d in g , a

T o  re d u c e  th e se  a p p a re n t a n o m a lie s  
an d  a c c o u n t for th e  tim in g  o f  in terest  
p a y m e n ts , th e  B o a rd  is  s o lic itin g  
c o m m e n t on  p ro p o se d  a m e n d m e n ts  to  
R eg u latio n  DD th a t p ro v id e  a  sin g le  
a lte rn a tiv e  fo rm u la  for c a lc u la tin g  th e  
A P Y . T h e  B o a rd  b e lie v e s  th e  a c t ’s 
p u rp o se s— p ro v id in g  a  u n ifo rm  m eth o d  
o f  c o m p u tin g  th e  A P Y  fo r effectiv e  
co m p a ris o n  sh o p p in g — a re  b e tte r  
fu lfilled  by a fo rm u la  th a t c a p tu re s  b oth  
to ta l in te re st p aid  an d  th e  tim in g  o f  
in te re st p a y m e n ts . B e c a u s e  th e  
c a lc u la tio n  w o u ld  be m o re  p re c ise , th e  
B o ard  b e lie v e s  it m a y  b e p referab le  to  
th e  c u rre n t c o m p u ta tio n  m e th o d . T h e  
B o ard  is c o n c e rn e d  th a t a m e n d in g  th e  
re g u la tio n  a t th is  tim e  a n d  in  th e  
m a n n e r p ro p o se d  m ig h t h a v e  a

a F"' axair'ple, assume a consumer deposits 
$1,000 in a two-year noncompounding CD with a 
6.0G% interest rata. If the institution pays out 
interest annually, the consumer receive* $60 each 
yaar. Because the formula reflects only the total 
amount of indirect paid regardless of when it is paid 
out '$120 at the end of t'.vo years, in this example), 
the APY for tr,e two-year CD s 5 83%—*vhicfc is 
lower than the 6.00% interest rata.

j To illustrate, assume a consumer deposits 
$1,000 in a one-year CD with a 6 00% interest rate 
that compounds quartsiiy. The consumer receives 
S61 TO in interest a! maturity, and the institution 
discloses a 8,14% APY. If the consumer receives 
interest ch.sx.ks eoch quarter, the current APY is still 
6.14%, because the regulation requires the 
institution to assume that interest continues to 
compound in tha account until maturity. In this 
case the consumer receives only $60 in four $15 
quarterly payments.

s ig n ifica n t im p a ct on  th e  c o m p lia n ce  
p ro g ram s m an y  in stitu tio n s  h av e  
a lread y  put in p la ce  to  c o m p ly  w ith  
R eg u latio n  DD. If the b u rd en  of  
c o m p lia n c e  c o s ts  is sh o w n  to  e x c e e d  th e  
b en efits  c o n su m e rs  m ay  d e riv e  from  th e  
p ro p o se d  c a lc u la tio n , th e  B e a rd  w ill 
c o n s id e r  w h e th e r a n a rro w e r so lu tio n , 
o r  m ak in g  n o ch an g e  to  th e  reg u latio n , 
m ay  u ltim a te ly  be m o re  sa tis fa c to ry .

(2) Proposed reg u la to ry  revis ions.

A p p ro a c h  A : P roposa l o f  A d d it io n a l 
F o rm u la

T h e  B o a rd  is p ro p o sin g  for co m m e n t  
a  n ew  fo rm u la  for th e  A P Y  th at reflects  
n o t o n ly  th e  effect o f  co m p o u n d in g , but 
a lso  th e  v a lu e  o f  re ce iv in g  in terest  
d u rin g  th e  te rm  o f  th e  a c c o u n t.  
In stitu tio n s  offerin g a c c o u n ts  th at p ay  
in te re st o n ly  at m a tu rity  (re g a rd le ss  o f  
w h e th e r o r  w h en  co m p o u n d in g  o c c u rs )  
an d  a c c o u n ts  th a t c o m p o u n d  d a ily  
(o th e r th a n  a c c o u n ts  in v o lv in g  s tep p ed -  
ra te  c a lc u la tio n s ) w o u ld  n o t b e  affected  
b y th is  p ro p o sa l.

T h e  p ro p o sa l b ases  th e  ca lcu la tio n  o f  
th e  A P Y  o n  a c o m m o n ly -u se d  
c o m p u ta tio n  to o l, a sta n d a rd  in tern al  
ra te  o f  re tu rn  fo rm u la . T h is  fo rm u la , 
lab eled  “ F o rm u la  for a ll a c c o u n ts ,” 
a p p e a rs  in  A p p e n d ix  A , se c tio n  1 .A., 
b elo w . A lth o u g h  th e  p ro p o se d  fo rm u la  
m a y  b e u se d  b y in stitu tio n s  to  c a lc u la te  
A P Y s  fo r a ll a c c o u n ts , a t th e ir  o p tio n , 
u se  o f  th e  fo rm u la  w o u ld  be req u ired  for 
in s titu tio n s  offering a c c o u n ts  in v o lv in g  
s te p p e d -ra te  c a lc u la tio n s  th a t m ak e  
in te re st p a y m e n ts  p rio r  to  m a tu rity . It 
a lso  w o u ld  be req u ired  fo r a c c o u n ts  th at  
p a y  in te re s t p rio r  to  m a tu rity  i f  in te re st  
is  n o t  c o m p o u n d e d  d a ily . If a n y  ch a n g e  
to  th e  c u rre n t  rule, is  a d o p te d , th e  B o ard  
c o n te m p la te s  p ro v id in g  in stitu tio n s  
w ith  a su fficie n t p e rio d — su ch  as n in e  
m o n th s  from  th e  d ate  th e  am e n d m e n ts  
b e co m e  fin al— to  im p le m e n t a n y  
n e c e s s a ry  c h a n g e s  in  o p e ra tin g  sy ste m s  
b efore  c o m p lia n c e  w ith  th e  
a m e n d m e n ts  b eco m e m a n d a to ry .

T h e  B o a rd  b e lie v e s  th a t th e  n ew  
fo rm u la  w o u ld  p ro v id e  m o re  h elpful 
in fo rm a tio n  to  c o n su m e rs  for m ak in g  
in v e s tm e n t d e cis io n s  in  th e  
m a rk e tp la ce , g iven  th a t d e p o sito ry  
in s titu tio n s  often  offer c o n su m e rs  a  
c h o ic e  reg ard in g  in te re st p a y m e n ts  on  
d e p o sit a c c o u n ts . A fter co n sid e rin g  
m a n y  a lte rn a tiv e s , th e  B o a rd  b e lie v e s  an  
in te rn a l ra te  o f  re tu rn  fo rm u la  is  th e  b est 
m e th o d  for c o m p u tin g  th a  A P Y  in a  w a y  
th a t fu lfills  th e  C o n g re ss ’s  in te n t to  
p ro v id e  c o n s u m e rs  w ith  a  u n iform  to o ! 
to  c o m p a re  a c co u n ts .

T h e  B o a rd  is  a w a re  th a t req u irin g  th e  
u se  o f th e  n e w  fo rm u la  w o u ld  affect 
e x is tin g  fo rm a t, a c c o u n t d isc lo s u re , a n d  
a d v e rtis in g  re q u ire m e n ts , a m o n g  o th ers  
T h e  B o a rd  is c o n c e rn e d  th at am en d in g
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the regulation not long after its effective  
date could im pose additional burdens 
on depository institutions, and asks for 
general com m ent on the potential cost. 
To help weigh the burden against the 
potential advantage to consum ers, the 
Board also solicits com m ent on w hether 
com m enters believe the new calculation  
w ould im prove or reduce the value of 
the A FY  in consum er com parisons of 
investm ent ch oices in the m arketplace.4

The Board is also aw are of differences 
in disclosed returns am ong various  
investm ent products. For exam ple, a 
tw o-year Treasury nGte sold at par value 
that bears a coupon rate of 6 .0 0 %  and  
makes sem i-annual interest paym ents 
states a 6 .0 0 %  yield. In contrast, a two- 
year CD w ith a noncom pounding 6 .0 0 %  
interest rate and sem i-annual interest 
paym ents w ould disclose a 5 .8 3 %  A PY  
under the current formula and a 6 .0 9 %  
A PY under the proposal. W ould these  
kinds of differences cause significant 
confusion for consum ers?

Approach B: Noncompounding Multi- 
Year CDs

In considering w hether to propose a 
new A PY  form ula, the Board discussed  
taking a n arrow er approach that w ould  
address only the calculation  of A PY s for 
noncom pounding CDs that have 
m aturities longer than one year and that 
provide interest paym ents at least 
annually. The curren t form ula produces  
a A PY  that is low er than the contract 
interest rate even if institutions make 
interest paym ents at least annually. 
U nder the alternative approach  
considered by the Board, the A PY for a 
m ulti-year CD that does not com pound  
but pays interest at least annually would  
alw ays be the sam e as the contract 
interest rate .5 This approach  
corresponds to the way in w hich the 
return is calculated  on Treasury  
securities and sim ilar investm ents when  
they are purchased at par valued

The Board recognizes that this 
narrow er approach w ould produce less 
precise calcu lation s than would the use 
of an internal rate of return formula 
because the resulting A PY w ould not * 5 * * 8

■* For example, under the current formula, a 
5.83% APY is disclosed for a two-year CD with a 
noncompounding 6.0G% interest rate and semi
annual interest checks. Under the proposal, a 6.09% 
APY would be disclosed (reflecting the value of the 
serni annual interest checks).

5 An example is a two-year CD that pays a 6.00%
interest rate and does not compound interest but 
pays out interest checks at the end of each year. 
Under the current regulation, institutions would 
disclose a 5.83% APY. but under Approach B
institutions would disclose a 6.00% APY whether 
checks are sent annually or more frequently.

8Treasury notes and bonds provide semi-annual 
interest payments, and the investment yield reflects 
the interest coupon rat8 and whether the securities 
are sold at a discount or a premium.

reflect differences in periodic interest 
distributions. F o r exam ple, it w ould not 
differentiate betw een annual or m onthly  
interest paym ents. Com pared to the 
current rule, how  would a narrow er 
approach im prove or reduce the value of 
the A PY in com paring different 
accoun ts? If com m enters believe a 
narrow er approach  is preferable, how  
would the com p lian ce costs to 
im plem ent the narrow er rule com pare to 
the costs to im plem ent the formula 
proposed in A pproach A?

Approach C: Leaving the Regulation 
Unchanged

In light of con cerns about requiring 
changes soon after the regulation’s 
effective date and questions about 
w hether the costs of the proposed  
changes could outw eigh the benefits to 
consum ers, the Board solicits com m ents  
on w'hether the regulation should be left 
unchanged.

(3) Section-by-section analysis.
A section-by-section description of 

proposed am endm ents follows.

Section 230.2—Definitions
Paragraph (c)—Annual Percentage 
Yield

The act and regulation define the A PY  
as the total am ount of interest that 
would be received  based on the interest 
rate and the frequency of com pounding  
for a 365-d ay year. The proposed  
am endm ent broadens the definition to 
treat the distribution of interest to the  
consum er as the equivalent of 
com pounding. For exam ple, if an  
institution pays a 6 .0 0 %  interest rate on 
an accoun t, the sam e A PY  would result 
w hether an institution com pounds  
m onthly or sends out m onthly interest 
paym ents.

Section 26 9  of the act authorizes the 
Board to m ake adjustm ents and  
exceptions that are necessary or proper 
to carry  out the purposes of the act. The  
Board solicits com m ents on w hether an  
exception  should be m ade to the 
definition of A PY , and w hether the 
purpose of the regulation— enabling 
consum ers to make informed decisions  
about deposit accounts— is better m et if 
the A PY  captu res the time value of 
interest received  as airin terest paym ent 
during the term  of the account, as well 
as by com pounding.

Paragraph (i)—Crediting
The act and regulation require 

institutions to disclose crediting  
policies for interest-bearing accounts.
The Board proposes to define the term  
“crediting” to include the paym ent of 
interest to a consum er, either by 
paym ent to the account or by check  or

transfer to another account. The Board  
believes that using a single term to 
describe the various m ethods by w hich  
interest is paid to a consum er will 
sim plify the regulation (particularly  
A ppendix A , dealing with the A PY  
form ula). A  uniform definition also 
w ould ease com pliance when  
institutions disclose their interest 
crediting frequencies. (See paragraph  
4(b)(2).) The Board believes that the 
term “ com p ou n din g”— when interest 
begins to earn interest in an accoun t—  
has a uniform  meaning in the industry; 
thus, a regulatory definition is not 
proposed. The Board requests com m ent 
on the proposed definition of 
“ cred itin g” and on w hether the term  
“ com p ou n din g” should be defined.

Section 230.4—Account Disclosures
Paragraph (b)(6)—Features of Time 
Accounts
Paragraph (b)(6)(iii)— Withdrawal of 
Interest Prior to Maturity

The regulation contains a disclosure  
for institutions offering time accounts  
that com pound interest and perm it a 
consum er to w ithdraw  accrued interest 
during the accoun t term . Institutions 
m ust curren tly  disclose that the A PY  
assum es interest rem ains on deposit 
until m aturity of the account and that 
interest w ithdraw als will reduce the 
earnings on the account. The proposal 
w ould delete the disclosure as 
unnecessary since, under the proposed  
am endm ents, the A PY w ould reflect the 
receipt of interest at specific time 
intervals.

Section 230.5—Subsequent Disclosures
Paragraph (a)—Change in Terms 
Paragraph (a)(2)—No Notice Required
Paragraph (a)(2)(iv)—Changes to the 
Frequency o f Interest Paym ents Initiated  
by the Consumer

The act and regulation require 
institutions to give 30-d ays’ advance  
notice of any change in the account 
disclosures if the change might reduce  
the A PY  or adversely affect the 
consum er.

The proposal would create an 
exception for changes to the interest- 
payment intervals that are initiated by 
the consumer. For example, if a 
consumer receives monthly interest 
payments on an account and prior to 
maturity requests the institution to start 
making payments semi-annually, no 
advance notice would be required. 
However, if an institution that permits 
interest payments monthly eliminates 
that payment option during the term of 
an account, advance notice would be
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req u ired  for co n su m e rs  w h o  are  
re ce iv in g  m o n th ly  p ay m en ts .

S e ctio n  2 6 9  o f  th e  act au th o riz e s  th e  
B o ard  to  m ake a d ju stm e n ts  and  
e x c e p tio n s  th at a re  n e ce s sa ry  or p ro p er  
to  c a rry  out th e  p u rp o ses  o f th e  act. T h e  
B o ard  so licits  c o m m e n t on  w h e th e r th e  
p ro p o sed  e x c e p tio n  to  th e  ch a n g e -in -  
te rm s n o tice  req u ire m e n ts  sh o u ld  be 
m ad e.

A p p e n d ix  A  to  P a r t  2 3 0 — A n n u a l  
P e rc e n ta g e  Y ie ld  C a lc u la tio n

Part 1. A n n u a l Percentage Y ie ld  fo r  
A c c o u n t D isclosures a n d  A d ve rtis in g  
Purposes

A. G eneral Pules

A p p e n d ix  A  esta b lish e s  th e  ru les  th at  
in stitu tio n s  u se  to  c a lc u la te  th e  A P Y . 
C u rren tly , P art I c o n ta in s  th e  
c a lcu la tio n s  for a c c o u n t d isc lo s u re s  an d  
a d v e rtise m e n ts . T w o  A P Y  fo rm u las are  
p ro v id e d : A  “ g e n e ra l” fo rm u la  th at ca n  
be u se d  for all ty p es  o f a c c o u n ts  and  a 
“ s im p le ” fo rm u la  th at c a n  be u sed  for 
a c c o u n ts  th at h a v e  a m a tu rity  o f on e  
y e a r  o r th at h a v e  an  u n sta te d  m atu rity . 
A ss u m p tio n s  an d  o th e r gen eral ru les  
reg ard in g  th e  fo rm u las are  a d d ressed  in  
se c tio n  I.A .

A s d iscu sse d  ab o v e , th e  B o ard  
p ro p o se s  to  ad d  a fo rm u la th a t takes  
in to  a c c o u n t th e  tim e  v a lu e  o f  m o n e y  
b ased  on  w h en  th e  c o n s u m e r re ce iv e s  
in te re st. T h e gen eral ru le s  a p p lica b le  to  
all A P Y  c a lcu la tio n s  for a c c o u n t  
d isc lo s u re s  an d  a d v e rtise m e n ts  w ou ld  
a p p e a r in P art I.A . A  n ew  s e ctio n  I.A .1  
w o u ld  e x p la in  th e  p ro p o se d  n e w  
fo rm u la  an d  a c co m p a n y in g  ru le s  for 
c a lc u la tio n s , an d  s e ctio n  I .A .2 . w o u ld  
e x p la in  w h en  in stitu tio n s  m ay  u se  th e  
e x is tin g  form ula.

T h e  p ro p o sal w o u ld  c h a n g e  so m e  
a ssu m p tio n s . F o r  e x a m p le , th e  c u rre n t  
fo rm u la  g e n erally  req u ires  in stitu tio n s  
to a ssu m e  th at all in te re st an d  p rin cip a l  
re m a in  on d e p o sit an d  th a t n o  
tra n s a ctio n s  (d e p o sits  o r w ith d ra w a ls)  
o c c u r  d u rin g  th e  term  of th e  a c co u n t. 
B e c a u s e  th e  p ro p o se d  n ew  form ula  
fa cto rs  in th e  tim in g  o f in te re st  
p a y m e n ts , in stitu tio n s  w o u ld  c o n tin u e  
to  a ssu m e  th at n o  d e p o sits  o c c u r  d u rin g  
th e  te rm  of th e  a c c o u n t, b u t w o u ld  
c o n s id e r  w h e n  in te re st w ith d ra w a ls  are  
m ad e.

T h e  B o ard  p ro p o se s  to  d e le te  fo otn ote  
3 as  u n n e ce s s a ry , g iv en  th a t th e  
p ro p o se d  fo rm u la  s p e c if ic a lly  facto rs  in  
w h e n  in te re st p a y m e n ts  are  m a d e  on  an  
a c c o u n t.

T h e  B o ard  p ro p o se s  to  in co rp o ra te  
tw o  a s su m p tio n s  to  p ro v id e  g re a te r  
fle x ib ility  an d  e a se  c o m p lia n c e  w ith  th e  
n ew  fo rm u la . F irs t , in stitu tio n s  c o u ld  
c a lc u la te  th e  A P Y  b y a ssu m in g  an  in itia l  
d e p o sit a m o u n t o f  $ 1 ,0 0 0 .  O r,

in stitu tio n s  c o u ld  fa cto r in th e  a c tu a l  
d o lla r  a m o u n t o f a d e p o sit, a lth o u g h  th e  
B o ard  n o te s  th at th e  effects  o f  ro u n d in g  
in te re st p aid  o n  a v ery  sm all d ep o sit  
a m o u n t su ch  a s  $ 2 5  ca n  p ro d u ce  a 
sk ew ed  A P Y .

S e co n d , if  in te re st is p aid  ou t 
m o n th ly , q u a rte rly , o r se m i-a n n u a lly ,  
in stitu tio n s  c o u ld  b ase  th e  n u m b er o f  
d ay s  e ith e r  o n  th e  actu a l n u m b er o f  d ay s  
for th o se  in te rv a ls  or on  an  assu m ed  
n u m b e r o f  d a y s  (3 0  d ays for m o n th ly  
d istrib u tio n s , 9 1  d ay s  for q u arterly  
d istrib u tio n s, a n d  1 8 2  d ay s  for 
se m ia n n u a l d istrib u tio n s). A p p e n d ix  A  
c u rre n tly  p e rm its  in stitu tio n s  to  u se  a  
s im ila r  a ssu m p tio n  for d e term in in g  th e  
n u m b er o f d a y s  in th e  term  o f  a  “ th ree-  
m o n th ” o r “ s ix -m o n th ” tim e  a c c o u n t,  
for e x a m p le . (O f c o u rs e , i f  th e  
in stitu tio n  c h o o s e s  to  u se  9 1  d a y s  a s  th e  
n u m b e r o f  d a y s  for e a ch  q u arter, it m u st  
a lso  u se  9 1  d a y s  to  co m p u te  in te re st for 
th o se  q u arters . A n d  see  § 2 3 0 .7 ,  w h ich  
re q u ire s  in stitu tio n s  to  p ay  in te re st on  
th e  full p rin cip a l b a la n ce  in  th e  a c c o u n t  
e a c h  d ay .) T o  illu s tra te , a s su m e  th e  
in stitu tio n  se n d s  in te re st p a y m e n ts  at 
th e  en d  o f  e a c h  c a le n d a r  m o n th  to  
co n su m e rs  w ith  s ix -m o n th  CD s. If th e  
in stitu tio n  b ases  its  A P Y  c a lc u la tio n  on  
an  assu m e d  te rm  o f  1 8 3  d ay s , th e  
in stitu tio n  c o u ld  c a lc u la te  th e  effect o f  
m o n th ly  in te re st p a y m e n ts  by u sin g  th e  
a c tu a l d ay s  in  e a c h  c a le n d a r  m o n th  o r  
assu m in g  five 3 0 -d a y  in te rv a ls  a n d  o n e  
3 3 -d a y  in te rv a l.)  T h e  B o a rd  so lic its  
co m m e n t on  th e  p ro p o se d  a ssu m p tio n s .

1. F o rm u la  f o r  A l l  A ccou n ts

T h e  n ew  fo rm u la , w h ich  is  a  s ta n d a rd  
in te rn a l ra te  o f  re tu rn  fo rm u la , c o u ld  be  
u se d  for a ll a c c o u n ts . It w o u ld  h a v e  to  
b e u sed  for a c c o u n ts  th a t: (1 ) in v o lv e  
s te p p e d -ra te  c a lc u la tio n s  (re g a rd le ss  o f  
th e  c o m p o u n d in g  freq u en cy ) th a t p a y  
in te re st p rio r to  th e  m a tu rity  o f  th e  
a c c o u n t, a n d  (2 ) p ay  in te re st p rio r  to  th e  
m a tu rity  o f  th e  a c c o u n t if  in te re st is  n ot 
co m p o u n d e d  d aily . F o r  e x a m p le ,  
in stitu tio n s  w o u ld  u se  th e  fo rm u la  to  
c a lc u la te  th e  A P Y  for a o n e -y e a r  tim e  
a c c o u n t th at c o m p o u n d s  s e m i-a n n u a lly  
an d  for w h ich  th e  c o n s u m e r re c e iv e s  
in te re st p a y m e n ts  d u rin g  th e  y ear. 
In stitu tio n s  a lso  w o u ld  u se  th e  fo rm u la  
for s te p p e d -ra te  a c c o u n ts , w ith  d a ily  
co m p o u n d in g , w h e re  th e  c o n s u m e r  
re c e iv e s  in te re st p a y m e n ts  d u rin g  th e  
te rm  o f th e  a c co u n t.

T h e  p ro p o se d  fo rm u la  an d  th e  
e x is tin g  fo rm u la  p ro d u ce  th e  sam e  
re su lt for tw o  co m m o n ly  offered  
a c c o u n ts  (an d , th u s , in stitu tio n s  c o u ld  
u se  e ith e r  fo rm u la  to  c a lc u la te  th e  A P Y ):  
(1 ) a c c o u n ts  w h e re  in te re st is p aid  o n ly  
in a sin g le  p a y m e n t at m a tu rity  
(w h e th e r o r n o t in te re st is  
c o m p o u n d e d ), an d  (2) a c c o u n ts  n o t

req u irin g  s tep p ed -ra te  c a lcu la tio n s  that 
c o m p o u n d  in terest d aily . F o r  
tra n s a ctio n  a c co u n ts  su c h  as N O W  
a c c o u n ts  an d  m o n ey  m ark et d e p o sit  
a c c o u n ts  (M M D A s), in stitu tio n s  co u ld  
c o n tin u e  to  u se  th e  e x is tin g  fo rm u la  
u n le ss  th e y  d o n ot c o m p o u n d  d a ily  or 
u n le ss  th e y  req u ire  s te p p e d -ra te  
c a lc u la tio n s , in  w h ich  c a s e  th e y  w ou ld  
d is c lo s e  an  A P Y  b ased  on th e  n ew  
fo rm u la .

T h e  A P Y  is d eterm in ed  d ire c tly  from  
th e  p ro p o se d  form ula. F o r  an  in tern al  
ra te  o f  re tu rn  p rogram  th at is stan d ard  
for m o st c a lcu la to rs  an d  so ftw are , 
c a lc u la tio n s  w o u ld  c o n sid e r  th e  am o u n t  
an d  d a y s  at w h ich  p a y m e n ts  a re  m ad e  
in  re la tio n  to  th e  am o u n t a n d  d ay  o f th e  
d e p o sit . U sin g  stan d ard  p ro g ra m s, th e  
c a lc u la tio n  w ill resu lt in  a  d a ily  y ie ld , 
w h ich  is a n n u alized  to  p ro d u ce  th e  
A P Y .*  T o  ease  c o m p lia n ce  an d  
c a lc u la tio n s  w ith  s ta n d a rd  p ro g ra m s for 
in te rn a l ra te s  o f  re tu rn , th e  p ro p o se d  
e x a m p le s  in clu d e  figures s u c h  as  th e  
d a ily  p e rio d ic  ra te  an d  d aily  y ie ld . T h e  
B o a rd  s o lic its  co m m e n t o n  th e  p ro p o sed  
fo rm u la  an d  p ro p o se d  e x a m p le s , an d  
w h e th e r  a d d itio n a l e x a m p le s  sh o u ld  be  
giv en .

2. F o rm u la  fo r  Certa in  A ccou n ts

P ro p o s e d  s e ctio n  I .A .2 . c o n ta in s  th e  
fo rm u la s  cu rre n tly  in  A p p e n d ix  A . 
In stitu tio n s  co u ld  c o n tin u e  to  u se  th em  
for a c c o u n ts  w ith  a sin g le  in te re st  
p a y m e n t m ad e at m a tu rity  (w h e th e r or  
n o t co m p o u n d in g  o c c u rs  p rio r  to  
m a tu rity ). T h e se  fo rm u las m a y  a ls o  be  
u se d  fo r a c co u n ts  th at c o m p o u n d  d aily  
a n d  p a y  in terest p rio r  to  m a tu rity —  
e x c e p t  for a c co u n ts  in v o lv in g  s te p p e d -  
ra te  c a lc u la tio n s . W h en  th e se  fo rm u las  
a re  u se d  for a c co u n ts  th a t c o m p o u n d  
d a ily , th e  tim e  v alu e  o f  m o n e y  is  
re f le c te d  b y th e  a ssu m p tio n  th a t in te re st  
re m a in s  in th e  a c co u n t, ev en  th o u g h  
c o n s u m e rs  m ay  c h o o s e  to  re c e iv e  
in te re st p ay m en ts  d u rin g  th e  te rm  o f th e  
a c c o u n t  (as E x a m p le  2  illu s tra te s ).

In s titu tio n s  offering s te p p e d -ra te  
a c c o u n ts  (or v ariab le -ra te  a c c o u n ts  w ith  
an  in tro d u cto ry  p rem iu m  o r  d isc o u n t  
ra te ) th a t co m p o u n d  d a ily  (or on  
a n o th e r  freq u en cy ) an d  p ay  in te re st  
p rio r  to  th e  m a tu rity  o f  th e  a c c o u n t  
w o u ld  b e req u ired  to  u se  th e  p ro p o se d  
fo rm u la  ra th e r th an  th e  e x is tin g  
fo rm u la . O th erw ise , th e  A P Y  w o u ld  
re f le c t  th e  assu m p tio n  th a t in te re st  
e a rn e d  at th e  in itia l ra te  re m a in s  in  th e  
a c c o u n t  a n d  ea rn s  in te re st a t th e  ra te  
p aid  in  su c ce e d in g  p erio d s .

 ̂Annual percentage yield=(daily yield/lOO+lpes 
- 1 .

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



64194 Federal Register / Vol. 58, No. 232 / Monday, December 6, 1993 / Proposed Rules

B. Stepped-Rate A ccounts  (D iffe ren t 
Rates A p p ly  in  Succeeding Periods)

This paragraph provides two  
exam ples for calculating the A PY for 
accounts that have two or more interest 
rates that take effect in succeeding  
periods and are known w hen the 
account is opened (stepped-rate  
accounts). M inor am endm ents to the 
text, w ithout substantive change, are 
proposed. A lso, an additional exam ple  
is proposed to illustrate the use of the 
new formula.

C. Variab le-R ate A ccounts

A ppendix A currently provides that 
the A PY  for a variable rate account with 
an introductory prem ium  (or discount) 
must be calculated  like a stepped-rate  
account, and provides an exam p le using 
the current “ sim ple” form ula. The 
Board proposes to m odify the exam ple  
in Part I.C. to illustrate the use of the 
proposed new formula.

P a it II. A n n u a l Percentage Y ie ld  Earned  
fo r  P e riod ic  Statements

Institutions that send periodic 
statem ents for interest-bearing accounts  
must disclose inform ation, including  
the annual percentage yield earned  
(A PYE). T he A PYE is tied to the interest 
earned and the account balance for the 
period reflected on the statem ent. 
A ppendix A , Part II, sets forth two  
formulas for calculating the A PY E: a 
general form ula and a form ula for 
accounts that com pound interest and 
send periodic statem ents m ore 
frequently than the com pounding  
period.

U nder the proposal, a savings account 
that com pounds quarterly but perm its 
m onthly interest paym ents would  
disclose an A PY reflecting the value of 
receiving interest m onthly rather than 
quarterly. For exam ple, an institution  
offering an MMDA w ith a 6 .0 0 %  
interest rate would disclose a 6 .1 7 %
A PY to consum ers w ho chose to receive  
m onthly interest paym ents. How ever, if 
periodic statem ents are sent quarterly, 
the A PY E would be low er than the  
disclosed A PY  (in this exam p le, 6 .1 4 % ,  
assum ing an initial deposit of $ 1 ,0 0 0  
and no activity in the accoun t during  
the 91-d ay quarter).

The Board recognizes that the A PYE  
may vary from the A PY  disclosed in 
advertisem ents and in account-opening  
disclosures, depending on the activity  
in an account during a statem ent cycle. 
This is the case regardless of w hether 
periodic statem ents are sent at the same 
or a different frequency as interest 
distributions or com pounding periods. 
The Board believes the proposed  
changes to the calculation  of the A PY do

not require a corresponding am endm ent 
to the rules regarding the calculation  of 
the A PYE. H ow ever, the Board solicits 
com m ent on the potential differences 
between the APY that may be disclosed  
under the proposal and the A PY E , and 
w hether consum ers are likely to be 
confused by those differences.

A ppendix B— Model C lauses and  
Sam ple Form s

1. B - l  M o d e l Clauses. Clause (b)(i) 
provides m odel language that m ay be 
used to disclose the frequency of an 
institution's com pounding and crediting  
practices. The proposal adds a new  
sentence providing m odel language to 
use when interest is credited by check  
paym ents or transfer to another account. 
In accord with the proposed deletion of 
paragraph 4(b)(6)(iii), the Board also 
proposes to delete clause (h)(iii), and to 
redesignate clause (h)(iv) as (h)(iii).

2. B -7  Sam ple Form . Given the 
proposed deletion of paragraph  
4(b)(6)(iii) and m odel clause B—1 (h)(iii), 
the proposal would delete the last two 
sentences in the First paragraph of the 
sample form.

3. B -7a  S am ple Form . The proposed  
new sam ple form illustrates a disclosure  
for a CD that offers consum ers the  
options to com pound interest o r to 
receive interest on a m ore frequent 
basis. The form discloses w hich interest 
payment option w as chosen , and an 
APY reflecting that choice.

(4) Proposed a d d itio n a l gu idance . The 
proposed regulatory am endm ents 
associated with a new A PY formula 
raise other interpretive issues. The  
Board solicits com m ents on the issues 
addressed below.

Section 2 3 0 .3 (a )— Form

The Board believes that institutions 
must indicate in som e m anner w hich  
options and yields apply to the term s 
chosen by the consum er. The regulation  
provides institutions with great 
flexibility in designing their d isclosures, 
as long as the information is presented  
in a format that allow s consum ers to 
readily understand the term s of their 
own accounts (see § 23 0 .3 (a )), as 
illustrated in proposed B -7 a  Sample 
Form .

Section 2 3 0 .3 (e )— O ral Response to  
Inquiries

The regulation provides that 
institutions m ust state the A PY  when  
responding to oral inquiries about rates. 
For exam ple, on a one-year CD that pays 
an interest rate of 6 .0 0 % , com pounds  
sem i-annually, and perm its interest to  
be w ithdraw n quarterly or m onthly, the 
consum er could receive an A P Y  of 
6 .09%  (sem i-annual com pounding), or

6 .1 4 %  (quarterly interest payments) or 
6 .1 7 %  (m onthly interest payments) 
under the proposed formula. In stating 
an A PY that will vary depending on a 
con su m er’s ch oice of interest payments, 
any of several approaches could be 
taken. An institution could:

• State any currently available APY.
• State any currently available APY. 

along with any com pounding or 
crediting period, such as. ‘‘An annual 
percentage yield of 6 .1 7 %  assum es you 
receive m onthly interest paym ents.”

• S tate  th e  low est and highest A PYs  
for a given  m atu rity .

• State all A PYs for the account.
The Board solicits com m ent on w hich

approach best serves consum ers who are 
com parison shopping.

Section 2 3 0 .4 (a )— Delivery of Account 
D isclosures

P aragrap h  4 (a )(2)(ii)— Requests

The Board solicits com m ent on the 
approaches suggested for giving oral 
responses to requests for information  
(discussed in regard to paragraph 3(e)), 
as they w ould apply to responding to a 
request for w ritten account disclosures.

Section 2 3 0 .4 (b )(l)(i)— Annual 
P ercentage Yield and Interest Rate

The Board believes the regulation  
would require institutions offering a 
variety of options for com pounding or 
interest paym ents to disclose the APY  
reflecting the specific interest payment 
or com pounding option chosen by the 
consum er, because disclosures must 
reflect the term s of the legal obligation 
(see § 230 .3(b )). Indicating in some 
m anner w hich of several yields 
preprinted on a rate sheet applies to the 
con su m er’s accoun t would be an 
acceptable way of com plying. (See  
§ 2 3 0 .3 (a ), w hich provides flexibility in 
designing disclosures.)

Section 2 3 0 .4 (b )(2 )— Com pounding and 
Crediting

P aragrap h  fb)(2)(i)— Frequency

T h e  reg u la tio n  req u ires  in stitu tio n s to 
d isc lo se  th e  freq u en cy  w ith  w h ich  
in terest is  co m p o u n d e d  and  cred ited . 
T h is s ta n d a rd  w ou ld  req u ire  in stitu tio n s  
also  to sp e cify  th e  c red itin g  freq u en cy  
for in terest p ay m en ts  sent d ire c tly  to the  
c o n su m e r or to a n o th e r a c co u n t, 
w h e th e r by ch e c k  or o th er m e a n s, as 
w ell as w h en  in terest is cre d ite d  to  the  
a c co u n t.

T h e  B o ard  b elieves th at just as the  
d isc lo s u re  o f th e co m p o u n d in g  
freq u en cy  p erm its  co n su m e rs  to  
c o rre la te  a h ig h e r A P Y  w ith  m o re  
frequ en t c o m p o u n d in g  p erio d s, the  
d isc lo s u re  o f an in terest p ay m en t  
freq u en cy  sch e d u le  for an a c co u n t co u ld
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assist consum ers in understanding why 
A PYs may vary. So, if a m ulti-year time 
account does not com pound interest but 
pays interest annually, the proposal 
would require the institution to state 
that interest is credited annually. The 
Board solicits com m ent on the proposed  
disclosure and on w hether stating the 
frequency of crediting by interest 
payments or transfers to other accounts  
is likely to help consum ers com pare and 
understand differences in the disclosed  
A PYs.

Section 230.5(b)—Notice Before 
Maturity for Time Accounts Longer 
Than One Month That Renew 
Automatically
A n n u a l Percentage Y ie ld

The regulation requires institutions to 
provide disclosures, including the A PY , 
prior to m aturity of autom atically  
renewing tim e accoun ts. If the new  
interest rate and A PY are known at the 
tim e the notice is sent, the Board 
believes institutions must state the 
interest rate and A PY that correspond to 
the specific com pounding and interest 
paym ent options applicable to the 
account at the tim e the notice is sent.

If the A PY and interest rate are not 
known, institutions m ust disclose when  
that information will be available and 
provide a telephone num ber for 
consum ers. The Board believes that oral 
responses giving specific A PY s would  
be im portant to consum ers in com paring  
accounts. H ow ever, the Board  
recognizes the potential cost of 
com pliance for institutions that may not 
have online access to com puterized  
account inform ation about what options 
apply to a particular account. The Board  
solicits com m ent on the approaches for 
disclosure under paragraphs 3(e) and 
4(a)(2)(ii) as they w ould apply to a 
renew ing rollover CD.

C om pound ing  an d  C red iting  Frequency

The regulation requires institutions to 
disclose the specific com pounding and 
crediting frequency applicable to 
renewing CDs. (See § 230 .3(b ), w hich  
requires that d isclosures reflect the legal 
obligation of the accou n t agreem ent.)
The Board solicits com m ent on the 
approaches for d isclosure under 
paragraphs 3(e) and 4(a)(2)(ii) as they  
would apply to the com pounding and 
crediting frequencies of a renewing  
rollover CD. The Board solicits  
com m ent on the potential com pliance  
costs for tracking and disclosing the 
con su m er’s current ch o ice  for 
com pounding and crediting frequencies, 
particularly for acco u n ts that require 
account disclosures to be given, such as

CDs with maturities longer than one 
year.

Section 230.8(b)—Permissible Rates
The Board solicits com m ent on 

whether an advertisem ent for an 
account offering consum ers a variety of 
interest payment options may state any  
available APY. For exam ple, assum e an 
institution advertises a one-year CD that 
pays a 6 .0 0 %  interest rate, com pounds  
sem i-annually, and perm its interest to 
be withdrawn quarterly or m onthly.
May the institution advertise only one 
APY such as 6 .1 7 %  (m onthly interest 
payments), or must the advertisem ent 
disclose all three rates: 6 .0 9 %  (sem i
annual com pounding), 6 .1 4 %  (quarterly  
interest paym ents), and 6 .1 7 %  (m onthly  
interest paym ents)?

The Board solicits com m ent on this 
issue, and alternatives such as the 
desirability of requiring the lowest A PY  
also to be stated if a higher A PY is 
quoted. How would institutions’ 
advertising be affected by these 
alternative requirem ents for advertising? 
W ould institutions reduce the frequency 
of advertising yields, for exam ple? How  
would these alternatives affect the value  
of the information that consum ers  
receive from advertising? The Board  
also solicits com m ent on w hether an 
advertisem ent should be considered  
m isleading if it does not also state the  
interest paym ent frequency used in 
obtaining the advertised yield.

(5) Form  o f  com m ent letters.
Comment letters should refer to Docket 
No. R -0 8 1 2 , 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  
m achine-readable form through  
electronic scanning, and will facilitate  
autom ated retrieval of com m ents for 
review. Com m ents may also be 
submitted on 3V2 inch or 5 V* inch  
com puter diskettes in any IBM- 
com patible DOS-based format, if 
accom panied by an original docum ent 
in paper form.

(6) R egu la tory f le x ib i l i t y  ana lys is  an d  
P aperw ork R eduction  A c t. The B oard ’s 
Office of the Secretary has prepared an 
econom ic im pact statem ent on the 
proposed revisions to Regulation DD.
The analysis expresses reservations 
about w hether the proposed am endm ent 
would significantly im prove the value 
of the A PY disclosure to consum ers and  
concern about the desirability of 
am ending the regulation regarding the 
calculation of the A PY at this time. A 
copy of the analysis m ay be obtained  
from Publications Services, Board of 
G overnors of the Federal Reserve 
System , W ashington, D.C. 2 0 5 5 1 , at 
(202) 4 5 2 -3 2 4 5 .

The Board solicits information  
regarding the likely costs for com plying  
with the proposed changes to the A PY  
formula, or a narrow er approach that 
involves changes to the disclosure of the 
A PY for noncom pounding m ulti-year 
CDs. In particular, the Board solicits  
com m ents on the following:

• W h at p rop ortion  o f ex is tin g  
a c co u n ts  w ould  req u ire  the new  form ula  
for co m p u tin g  A P Y s?  W ou ld  
in stitu tio n s  ad op t th e n ew  form ula only  
w h en  req u ired , or w ou ld  th ey u se th e  
n ew  form ula for all a cco u n ts  w h eth er  
req u ired  or not?

• W hat changes would institutions 
have to make to im plem ent the new  
formula and what would it cost 
institutions to make these changes?

• W h at ch an g es  in th e  n u m b er of 
d ifferent a c co u n t term s and ty p es  of  
a c co u n ts  offered w ou ld  resu lt if th e  new  
form ula w ere  ad o p ted ?  F o r  e x a m p le , 
w ou ld  in stitu tio n s  offer c o n su m e rs  
few er c h o ice s ?  W ou ld  in stitu tio n s  
ch a n g e  from  co m p o u n d in g  to  
d istrib u tin g  the in terest paid  on  
a c c o u n ts  w ith o u t co m p o u n d in g ?

In accord ance with section 3 5 0 7  of 
the Paperw ork Reduction A ct of 198 0  
(44 U.S.C. 35 ; 5 CFR 1 3 2 0 .1 3 ), the 
proposed revisions will be review ed by 
the Board under the authority delegated  
to the Board by the Office of 
M anagem ent and Budget after 
consideration of com m ents received  
during the public com m ent period.

List of Subjects in 12 CFR Part 230
Advertising, Banks, Banking, 

Consum er protection, Deposit accoun ts, 
Interest, Interest rates, Truth in savings.

C e rta in  c o n v e n t i o n s  h a v e  b e e n  used  
to highlight the proposed revisions to  
the regulation. New language is show n  
inside bold-faced arrow s, while 
language that would be deleted is set off 
w ith bold-faced brackets.

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

PART 230—TRUTH IN SAVINGS 
(REGULATION DD)

1. The authority citation for part 23 0  
w ould continue to read as follows:

A u th ority : 12 U .S.C. 43 0 1  et seq.

2. Part 23 0 .2  would be am ended by 
revising paragraph (c), by redesignating 
paragraphs (i) through (v) as paragraphs
(j) through (w) and by adding a new  
paragraph (i) to read as follows:

§230.2 Definitions.
♦  * * * *

(c) A n n u a l percentage y ie ld  m eans a 
percentage rate reflecting the total 
am ount of interest paid on an account,
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based on the interest rate and the  
frequency of ̂ interest paym ents a n d !  
com pounding, for a 365-d ay period and 
calculated  according to the rules in 
A ppendix A of this part. 
* * * * *

!( i )  C red iting  m eans the paym ent of 
interest to the account or to  the  
consum er from the accoun t by check  or 
transfer to another a cco u n t.$ 
* * * * *

3. Section 2 3 0 .4  w ould be am ended  
by rem oving paragraph (b)(6)(iii) and  
redesignating paragraph (b)(6)(iv) as 
paragraph (b)(6)(iii).

4. Section 23 0 .5  w ould be am ended  
by adding a new paragraph (a)(2)(iv) to 
read as follows:

§ 230.5 Subsequent disclosures.
(a) * * *
(2) *  *  *
!( iv )  Changes to the  fre q u e n cy  o f  

in te rest paym ents in it ia te d  by the  
consum er. Changes initiated by the 
consum er to the frequency of interest 
paym ents. 4
* * * * *

5. In Part 230 , A ppendix A w ould be 
am ended by revising the introductory  
paragraph to A ppendix A; by rem oving  
the introductory paragraph to Part I; and 
by revising paragraph A , the exam ples  
in paragraph B, and the final paragraph  
in paragraph C in Part I of A pp en dix A, 
to read as follows:

A p p en d ix A to P art 2 3 0 — A n n u al P ercen tag e  
Y ield  C alcu latio n

The annual percentage yield  m easu res the  
total am ou n t of interest paid on an acco u n t  
based on  the interest rate , and the freq uency  
of co m p o u n d in g ],]  !a n d  in terest 
p a y m e n ts !.1 The annual p ercen tag e yield is 
exp ressed  as an annualized rate, based  on a 
365-d ay  year.z Part I of this ap p en d ix  
discu sses the annual percentage yield  
calcu latio n s for acco u n t d isclo su res and  
advertisem en ts, w hile Part II d iscu sses  
annual percentage yield earned calcu latio n s  
for p erio d ic statem ents.

Part I. Annual Percentage Yield fo r Account 
Disclosures and Advertising Purposes 

>A. General Rules!
In gen eral, the ann ual p ercen tag e yield  for 

acco u n t d isclosu res u n d er §§  2 3 0 .4  and 2 3 0 .5  
of this part and for advertising u n d er § 2 3 0 .8  
of this part is an ann ualized  rate th at reflects  
the relationship  betw een the am ou n t of

1 The annual percentage yield reflects only 
interest and does not include the value of any 
bonus (or other consideration worth $10 or iess) 
that may be provided to the consumer to open, 
maintain, increase or renew an account. Interest or 
other earnings are not to be included in the annual 
percentage yield if such amounts are determined by 
circumstances that may or may not occur in the 
future.

2 Institutions may calculate the annual percentage
yield based on a 365-day or a 366-day year in a leap
year.

interest that w ould be earned by the  
con su m er for the term  of the acco u n t !(a n d  
the frequency of interest p a y m e n ts)! and the 
am oun t of p rin cipal used to ca lcu la te  that 
interest. [S p e cia l rules ap p ly  to acco u n ts  
w ith tiered and stepped in terest rates. A . 
General Buies]  T he ann ual percen tage yield  
shall be calcu lated  by the f o rm u la !s !  show n  
below . Institutions shall calcu late  the annual 
percentage yield based on the actu al num ber 
of days in the term  of the acco u n t. Fo r  
acco u n ts  w ithout a stated m atu rity  date (such  
as a typical savings or tran saction  acco u n t), 
the calcu latio n  shall be based on  an assum ed  
term  of 3 6 5  days. [In  determ in ing th e  total 
interest figure to be used in the form u la,1 
Institutions shall assu m e that [a l l  prin cip al 
and interest rem ain on deposit for the entire  
term  and that no o ther tran sactio n s (d ep osits  
or w ith d raw als)] !n o  d e p o s its ! o ccu r  during  
the te rm .[ 3]  For tim e acco u n ts  that are  
offered in m ultiples o f  m onths, institu tions  
m ay base the num ber of days eith er on the 
actu al num ber of days during the ap p licab le  
period, or the num ber of days that w ould  
o ccu r  for any actual sequence o f  th at m any  
calen d ar m onths. If in stitu tions ch o o se  to use  
the latter rule, they m ust use th e  sam e  
num ber of days to ca lcu late  the d ollar  
am oun t o f  interest earned on th e acco u n t that 
is used in th e annual p ercentage yield  
f o rm u la 's !  [(w h e re  “ Interest” is divid ed by 
“ P rin cip al” )] . ! i f  in terest is cred ited  
m on th ly , quarterly or sem i-ann ually , 
in stitu tions m ay base the nu m b er of days on  
eith er the actu al num ber of days for those  
in tervals, o r  the follow ing assu m ed  intervals: 
m onthly . 3 0  days: qu arterly, 91  d ay s; and  
sem i-an n u ally , 182  days. If in stitu tio n s  
ch oo se to use the latter rule, th ey m u st use  
the sam e num ber of days to ca lcu la te  the  
dollar am oun t of interest earned on the  
acco u n t that is used  for the cred itin g  interval. 
Institutions m ay base the dollar am ou n t of a 
dep osit on eith er th e actual am ou n t o f  the  
deposit or an assum ed dep osit o f  $ 1 0 0 0 .

1. Formula for A ll Accounts
T he follow ing form ula m ay be u sed  for all 

acco u n ts. It shall be used for step p ed -rate  
acco u n ts  (and variable-rate acco u n ts  w ith  an  
in trod u ctory  prem ium  or d iscou n t) w here  
interest is paid prior to the m atu rity  of the  
acco u n t. T he form ula also shall be used  for 
acco u n ts  w h ere interest is paid p rio r to  the  
m atu rity  of the acco u n t if in terest is not 
com p ou n d ed  daily. T h is form ula reflects  the  
sp ecific  frequency o f  in terest p ay m en ts to  the  
consu m er.

D eposit =  First p a y m e n t/(l +  A P Y /1 0 0 ) Day 
of dep osit to day of first p a y m e n t/3 6 5

+  S u cceed in g  p ay m en t/(l +■  A P Y /1 0 0 ) Day 
of dep osit to  su cceed in g  p a y m e n t/3 6 5

+ . ..

+  Fin al Paym en t/(1  +  A P Y /1 0 0 ) Day of 
dep osit to day of final p a y m e n t/3 6 5

" A P Y ” is the ann ual percentage yield paid  
on the deposit.

“ D eposit” is the initial deposit.

3 [This assumption shall not be used if an 
institution requires, as a condition of the account, 
that consumers withdraw interest during the term. 
In such a case, the interest (and annual percentage 
yield calculation) shall reflect that requirement.!

“ First p ay m en t” is the am oun t of the first 
in terest p aym en t m ade during the term  
of the acco u n t.

“Succeeding payment” is the amount of 
each succeeding interest payment, 
excluding the first and final payments, 
made during the term of the account.

“Final payment” is the amount of the final 
payment including principal made at the 
end of the account.

"D ay  of dep osit to day of first p ay m en t” is 
the nu m b er of days betw een the day of 
the initial deposit and the first paym ent.

"Day of deposit to succeeding payment” is 
the number of days between the day of 
the initial deposit and each succeeding 
payment.

“ Day o f dep osit to day of final p ay m en t” 
is the actu al num ber of days in the term  
of the accoun*

E xam p les

(1) F o r  a $ 1 ,0 0 0  tw o-year CD (w ith a 6 .0 0 %  
interest rate and a .0 1 6 4 4 %  daily periodic  
rate, and n o  com pou nd ing but sem i-annual 
interest p ay m en ts), an institution m akes tw o  
m id y ear in terest paym ents of $ 2 9 .9 2  on day 
18 2  of each  year (days 182 and 5 47) and two  
interest paym en ts of $ 3 0 .0 8  al each  y ear’s 
end (days 3 6 5  and 730). Using the form ula  
above, the ann ual percentage yield  is 6 .0 9 % :
1 .0 0 0  =  2 9 .9 2 /(1  +  A P Y /1 0 0 )182' 1 2 3 **5 +  3 0 .0 8 /

(1 +  A P Y /1 0 0 )3*5'3* 5 +  2 9 .9 2 /(1
+  A P Y /1 0 0 )5*7'3*5 +  1 0 3 0 .0 8 /(1  +  A P Y /

100)73<V363
Daily yield  =  .0 1 6 1 9 %
A P Y  =  6 .0 9 %

(2) F o r  a $ 1 ,0 0 0  on e-year CD (w ith a 6 .0 0 %  
in terest rate and a .0 1 6 4 4 %  daily period ic  
rate , co m p o u n d ed  6em i-an nual!y), an 
in stitu tion  w h ich  allow s the co n su m er to 
elect q u arterly  interest paym ents assu m es  
th ree q u arterly  interest paym en ts of $ 1 4 .9 6  at 
91-d ay  in tervals (days 91 , 182  and 2 7 3 ), and  
a final p ay m en t of $ 1 0 1 5 .1 2  on day 3 65 . 
U sing the form ula above, the annual 
p ercen tag e yield for the quarterly paym en t 
op tion  is 6 .1 4 % :

1 .0 0 0  =  1 4 .9 6 /(1  -f A P Y /1 0 0 )91'3*5 +  1 4 .9 6 /(1  
+  A P Y /1 0 0 )182-365

+  1 4 .9 6 /(1  +  A P Y /1 0 0 )273-3*5 +  1 0 1 5 .1 2 /(1  
+ APY/100)3*5'3*5 

D aily yield  =  .0 1 6 3 2 %
A P Y  =  6 .1 4 %

2. Formula for Certain Accounts

The formula under this section I.A.2. m ay  
be used for accounts that make a single 
interest payment at maturity. The formula 
may also be used for accounts that compound 
daily regardless of when interest is credited, 
with one exception. This formula may not be 
used for stepped-rate accounts and variable- 
rate accounts with an introductory premium 
or discount that compound daily and pay 
interest prior to maturity. When using the 
formula, institutions shall determine the total 
interest figure to be used in the formula by 
assuming that all principal and interest 
remain on deposit for the entire term and that 
no other transactions (deposits or 
withdrawals) occur during the term.! The 
annual percentage yield is calculated by use
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of the follow ing Ig e n e ra lJ  form ula (“ A P Y " is 
used for co n v en ien ce  in the form ulas):
A PY  =  1 0 0  f ( l  +  (In terest/Princip al))<365/Da>'‘

in  l e n r i )  —  1 |
“ P rin cip a l"  is the am oun t of funds  

assu m ed to have been dep osited  at the  
beginning of the acco u n t.

“ Interest” is the total d o llar am oun t of 
interest earned on the P rin cip al for the 
term  of the acco u n t.

“ Days in term ” is the actu al num ber of 
days in the term  of the acco u n t.

W hen the ‘‘days in te rm ” is 3 6 5  (that is. 
w here the stated m atu rity  is 3 6 5  days or 
w here the acco u n t does not hav e a stated  
m aturity ), the annual p ercen tag e yield  can be 
calcu la ted  by u se o f  th e  follow in g sim ple  
form ula: A PY =  1 0 0  (In terest/P rin cip al)

E xam p les

(1) If an in stitu tion  pays [ $ 6 1 .6 8 ] ! $ 6 1 . 8 3 !  
in in terest for a 3 6 5 -d a y  year on $ 1 ,0 0 0  
dep osited  into a NOW  acco u n t ♦ (w ith a 6.0 0 %  interest rate an d  daily  
co m p o u n d in g )!, using the (g e n e ra l]  fo rm u L  
above, th e annual p ercen tag e yield  is
[ 6 . 1 7 ]  * 6 .1 8 !% :  A P Y  =  1 0 0  [(1  +  
( [ 6 1 .6 8 ] !6 1 .8 3 ! / l ,0 0 0 ) ) o « / j 6 5 )  - 1 ]  A PY  =
[ 6 . 1 7 ]  * 6 .1 8 !% .

Or, usin g the sim ple form ula above (sin ce, 
as an acco u n t w ithout a stated  term , th e term  
is d eem ed to be 3 6 5  d ays):
A PY  =  1 0 0 ( 6 1 .1 f 7 ] | 8 ! /1 .0 0 0 )
A PY  =  6 . 1 ( 7 J ! 8 ! %

(2) If an  in stitution [p a y s  $ 3 0 .3 7  in interest 
o n ] lo ff e rs !  a $ 1 ,0 0 0  six-m on th  certificate  of  
d ep osit (w here th e six-m on th  period  used by 
the in stitu tion  co n ta in s  18 2  d ay s* , quarterly  
interest paym en ts are sent, an d  th ere is daily  
com p ou n d in g  at a  6 .0 0 %  in terest ra te !) ,  
using the [g e n e ra l] form ula above, the  
ann ual p ercentage yield  is 6 .1 8 % :
A P Y = 1 0 0  [ (1  +  (30.37/l,000))(36s/i82) -  i J  
A P Y = 6 .1 8 %

B. Stepped-Rate Accounts (Different Rates 
A p ply in S u cceed in g  P eriod s.) 
* * * * *

E xam p les

(1) If an in stitution offers a $ 1 ,0 0 0  6-m on th  
certificate  of dep osit on w h ich  it pays a 
5 .0 0 %  interest rate , co m p ou n d ed  daily, for 
the first th ree m onths (w h ich  co n tain  91  
days), and a 5 .5 0 %  in terest rate, 
com p ou n d ed  d aily , for th e  n ext th ree m onths  
(w h ich  con tain  9 2  days), th e  total in terest 
Ip aid  in a single p ay m en t a t m a tu r ity ! for six  
m onths is $ 2 6 .6 8  an d  using the (g e n e ra l]  
form ula *in  section  I .A .2 .!  above, the annual 
percentage yield  is 5 .3 9 % :
A P Y = 1 0 0  [(1  +  (26 .68 /l,000))O 65/i83) -  i ]  
A P Y = 5 .3 9 %

(2) If an in stitu tion  offers a $ 1 ,0 0 0  tw o-year  
certificate  of dep osit o n  w h ich  it pays a 6.0 0 %  interest rate, co m p o u n d ed  daily, for 
the first year, and a 6 .5 0 %  in terest rate, 
com p ou n d ed  daily, for th e n e x t year, the 
total in terest !p a id  in a single  p ay m en t at 
m a tu rity ! is $ 1 3 3 .1 3  an d  u sin g  th e  [g e n e ra l]  
form ula * in  sectio n  I .A .2 .!  ab o ve, the annual 
percen tage yield  is  6 .4 5 % :
A P Y = 1 0 0 [ ( 1  +  1 3 3 .1 3 /1 ,000)(365C73o> _ i j  
A P Y = 6 .4 5 %

! ( 3 )  f o r  a $ 1 ,0 0 0  tw o-year certificate  of  
d ep osit (w ith an  in terest rate o f  6 .0 0 %  and  
a daily p erio d ic ra te  o f  .0 1 6 4 4 %  th e  first 
year, an d  an  in terest rate of 6 .5 0 %  an d  a 
daily p erio d ic ra te  o f  .0 1 7 8 1 %  the secon d  
year, no com p ou n d in g  but sem i-an n u al 
in terest paym en ts), an in stitu tion  m akes tw o  
paym en ts during th e  first year, a m id y ear  
interest paym en t o f  $ 2 9 .9 2  on d ay  1 82  and  
a yearend in terest paym en t o f  $ 3 0 .0 8  on day  
3 6 5 , and tw o paym en ts during th e seco n d  
year, a m id y ear in terest paym en t o f  $ 3 2 .4 1  on  
day 5 4 7  and a final p aym en t of $ 1 0 3 2 .5 9  on  
day 7 3 0 . U sing the form ula in section  I .A .l.  
above, the ann ual percentage yield  is 6 .3 4 % :  
1 ,0 0 0 = 2 9 .9 2 /(1  +  A P Y /1 0 0 )1827365 +  3 0 .0 8 /(1  +  

A P Y /1 0 0 )36* 365
+  3 2 .4 1 /(1  +  APY/100)M 7/3«5 +  1 0 3 2 .5 9 /(1  

+  A P Y /1 0 0 )730365 
Daily y ie ld = .0 1 6 8 4 %
A P Y = 6 .3 4 % !

C. V ariable-R ate A ccou n ts  
* * * * *

Fo r exam p le, [ i f ]  * a s s u m e !a n  in stitution  
offers an acco u n t on  w h ich  it p ay s Q u a rte rly  
interest paym en ts a t !  a  7 .0 0 %  in terest rate  
♦ and a  .0 1 9 3 4 %  d aily  p erio d ic r a te !,  
com p ou n d ed  d aily , for the first th ree m onths  
(w h ich , for exam p le , con tain  91  d ays), w hile  
the variable in terest ra te  th at w o u ld  have  
been in effect w hen the a cco u n t w as op ened  
w as 5 .0 0 %  [ ,  the total in terest fo r] *w ith  a 
daily period ic rate of .0 1 3 7 8 % . F o r !  a 36 5 -  
day year [ f o r ] * o n !  a $ 1 ,0 0 0  d ep osit [ i s  
$ 5 6 .5 2 ]  *an  institu tion  w o u ld  m ak e one  
qu arterly in terest p aym en t o n  d ay  91  of  
$ 1 7 .6 0 !  [(b ased  on 91 days a t 7 .0 0 % ] * ,  tw o  
interest paym en ts o f  $ 1 2 .5 4  on days 18 2  and  
2 7 3 , !  [fo llo w ed  by 2 7 4  days a t 5 % ) ] *  an d  a 
final p aym en t o f  $ 1 0 1 2 .6 8  on d ay  3 6 5 ! .
U sing the [s im p le ] form ula * in  section  
I .A . l . !  the annual p ercentage yield  is 
[ 5 .6 5 ] * 5 .6 6 !% :
[A P Y = 1 0 0  (5 6 .5 2 /1 ,0 0 0 )
A P Y = 5 .6 5 % ]
♦ 1 ,0 0 0 = 1 7 .6 0 /(1  +  A P Y /1 0 0 )9 ' '365 +  1 2 .5 4 /(1  

+  A P Y /1 0 0 ) 182/365
+  1 2 .5 4 /(1  +  A P Y /1 0 0 )273/365 +  1 0 1 2 .6 8 /(1  

+  A P Y /1 0 0 )3657365 
Daily y ie ld = .0 1 5 0 8 %
A P Y = 5 .6 6 % !
* * * * *

6. In Part 2 3 0 , A p p en d ix B . section  B - l  is 
am ended by rem oving M odel C lau se B -  
l(h )(iii) and redesignating M odel C lau se B -  
l(h )(iv ) as M odel C lause B -l (h ) ( i i i ) ,  an d  by 
add in g a sen ten ce  to the en d  of M odel Clause  
B -l(b )( i )  to read as follow s:

A p p en d ix B to  P a r t  2 3 0 — M odel C lau ses an d  
S am p le  F o rm s  
* * * * *

B - l — M odel C lau ses for A cco u n t D isclosu res

(a) * * *
(b) C om pou nd ing an d  cred itin g
(i) Frequency
* * *

♦ or
Interest for yo u r acco u n t w ill be paid [b y  

ch e ck /to  an o th er a c co u n t]  [( tim e  p e r io d )] .!  
* * * * *

7. In Part 2 3 0 , A p p en d ix B is am en d ed  by  
rem ov in g  th e  last tw o sen ten ces  from  th e first 
paragraph of S am ple Fo rm  B - 7  and by

add in g a new  Sam ple F o rm  B -7 a  to read as 
follow s:

A p p en d ix  B to P a rt 2 3 0 — M od el C lau ses an d  
S am p le  Fo rm s  
* * * * *

B - 7 — Sam p le Form  (C ertificate of Deposit)

XYZ Savings Bank

1 Y ear C ertificate of D eposit

Rate Information
T he in terest rate for your acco u n t is 5.20% 

w ith an ann u al percentage yield o f  5.34%. 
Y ou  w ill be paid this rate until the m aturity  
date of th e certificate. Y ou r certificate  w ill 
m atu re on September 30, 1993. [T h e  annual 
p ercen tag e yield assum es interest rem ain s on  
d ep osit u n til m aturity. A w ithd raw al will 
red u ce  earn in g s.]

♦ B - 7 a — Sam ple Form  (C ertificate of Deposit) 

X Y Z  Savings Bank  

1 Y ear C ertificate o f D eposit 

Rate Information
T he in terest rate for your a cco u n t is 5.00% 

w ith  an ann u al percentage yield  of 5.12%. 
Y ou  w ill be paid this rate until the m aturity  
date o f  th e certificate. Y o u r certifica te  w ill 
m atu re on September 30, 1994.

Interest for yo u r acco u n t w ill be: 

C om p ou n d ed  and cred ited  to yo u r acco u n t
_________ tw o tim es a year.
________ four times a year.

Paid to you
________ monthly
_________ four tim es a year
_________ by ch eck
________ to another account
Interest begins to accrue on the business 

day you deposit any noncash item (for 
example, checks).

M inim um  Balance Requirements
Y ou  m u st deposit $ 1 ,0 0 0  to op en th is  

acco u n t.
Y ou  m u st m aintain a m in im u m  b alan ce  of  

$ 1 ,0 0 0  in your acco u n t every d ay  to  obtain  
the ann u al percentage yield listed above.

Balance Computation Method
W e u se the daily balance m eth od  to  

ca lcu la te  the interest on y o u r a cco u n t. This  
m eth od  app lies a daily p erio d ic rate to  the  
p rin cip al in the acco u n t each  day.

Transaction Limitations
After the account is opened, you may not 

make deposits into or withdrawals from the 
account until the maturity date.

Early Withdrawal Penalty
If you withdraw any principal before the 

maturity date, a penalty equal to three 
months interest will be charged to your 
account

pay-per-call Renewal Policy
This account will be automatically 

renewed at maturity. You have a grace period 
of ten (10) calendar days after the maturity 
date to withdraw the funds without being 
charged a penalty-!
* * * * *

B oard  of G overnors of the Fed eral Reserve  
S y stem , N ovem ber 22 , 1 9 9 3 .

W illiam  W . W iles,
Secretary o f the Board.
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