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TRUTH IN SAVINGS

Proposed Changes to the Official Staff Commentary 
to Regulation DD

C o m m en ts  In v ited  by  F e b r u a r y  2

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

The follow ing statement has been issued by the Board o f Governors o f the Federal Reserve 
System :

The Federal Reserve Board has published for public comment proposed revisions to the official 
staff commentary to its Regulation DD, Truth in Savings. The commentary applies and interprets the 
requirements of the Regulation. Comment is requested by February 2, 1996.

The proposed revisions would clarify regulatory provisions and provide further guidance on 
issues of general interest, such as when credited interest becomes part of principal and how leap years 
affect the calculation of the annual percentage yield (APY).

Printed on the follow ing pages is the text o f the proposal to the Regulation D D  Commentary, 
which has been published in the F e d e r a l  R eg ister. Com m ents thereon should be submitted by 
February 2, 1996, and may be sent to the Board o f Governors, as specified in the Board ’s notice, 
or to our C om pliance Exam inations Department.

W il l ia m  J. M c D o n o u g h ,

P residen t.
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12CFR Part 230
[Regulation DD; Docket No. R-0904]

Truth in Savings
AGENCY: B o a r d  o f  G o v e r n o r s  o f  th e  
F e d e r a l  R e s e r v e  S y s te m .

ACTION: P r o p o s e d  r u le ; o ff ic ia l  s ta ff  
in te r p r e ta tio n .

SUMMARY: T h e  B o a r d  is p u b lis h in g  for  
c o m m e n t  p r o p o s e d  r e v is io n s  to  th e  
o ff ic ia l  s ta ff  c o m m e n ta r y  to  R e g u la tio n  
DD (T ru th  in  S a v in g s ) . T h e  c o m m e n ta r y  
a p p l ie s  a n d  in te r p r e ts  th e  r e q u ir e m e n ts  
o f  R e g u la tio n  DD. T h e  p r o p o s e d  
r e v is io n s  w o u ld  c la r if y  r e g u la to r y  
p r o v is io n s  o r  p r o v id e  fu r th e r  g u id a n c e  
o n  is s u e s  o f  g e n e r a l  in te r e s t ,  s u c h  as  
w h e n  c r e d i te d  in te re s t  b e c o m e s  p a rt  o f  
p r in c ip a l  a n d  h o w  le a p  y e a r s  a ffe c t  th e  
c a l c u l a t io n  o f th e  a n n u a l  p e r c e n ta g e  
y ie ld .

DATES: C o m m e n ts  m u s t  b e  r e c e iv e d  o n  
o r  b e fo re  F e b r u a r y  2 , 1 9 9 6 .

ADDRESSES: C o m m e n ts  s h o u ld  re f e r  to  
D o ck e t N o . R - 0 9 0 4 ,  a n d  m a y  b e  m a ile d  
to  W ill ia m  W . W ile s , S e c r e t a r y , B o a r d  o f  
G o v e r n o r s  o f  th e  F e d e r a l  R e s e r v e  
S y s te m , 2 0 th  S tr e e t  a n d  C o n s ti tu t io n  
A v e n u e , N W „  W a s h in g to n , D C  2 0 5 5 1 .
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C o m m e n ts  a ls o  m a y  b e  d e liv e re d  to  
R o o m  B - 2 2 2 2  o f  th e  E c c l e s  B u ild in g  
b e tw e e n  8 :4 5  a .m . a n d  5 :1 5  p .m . 
w e e k d a y s , o r  to  th e  g u a rd  s ta tio n  in  th e  
E c c le s  B u ild in g  c o u r ty a r d  o n  2 0 t h  
S tre e t, N W . (b e tw e e n  C o n s titu tio n  
A v e n u e  a n d  C  S tr e e t)  a t a n y  t im e . 
C o m m e n ts  m a y  b e  i n s p e c te d  in  R o o m  
M P - 5 0 0  o f  th e  M a rtin  B u ild in g  b e tw e e n  
9  a .m . a n d  5  p .m . w e e k d a y s , e x c e p t  a s  
p ro v id e d  in  1 2  C F R  2 6 1 .8  o f  th e  B o a r d ’s 
ru le s  re g a rd in g  th e  a v a ila b ility  o f  
in f o r m a tio n .
FOR FURTHER INFORMATION CONTACT: Ja n e  
A h r e n s , S e n io r  A tto r n e y , o r  O b re a  O . 
P o in d e x te r , o r  M ic h a e l  L . H e n tre l , S ta ff  
A tto r n e y s , D iv is io n  o f  C o n s u m e r  a n d  
C o m m u n ity  A ffa irs , B o a r d  o f  G o v e rn o rs  
o f  th e  F e d e r a l  R e s e r v e  S y s te m , a t  (2 0 2 )  
4 5 2 - 3 6 6 7  o r  4 5 2 - 2 4 1 2 .  F o r  u s e rs  o f  
T e le c o m m u n ic a t io n s  D e v ice  fo r th e  D e a f  
(TD D ) only, p le a s e  c o n ta c t  D o ro th e a  
T h o m p s o n , a t  (2 0 2 )  4 5 2 - 3 5 4 4 .

SUPPLEMENTARY INFORMATION:

I. Background
T h e  p u r p o s e  o f  th e  T r u th  in  S a v in g s  

A c t  (1 2  U .S .C . 4 3 0 1  et seq.) is  to  a s s is t  
c o n s u m e r s  in  c o m p a rin g  d e p o s it  
a c c o u n ts  o ffe re d  b y  d e p o s ito r y  
in s ti tu tio n s . T h e  a c t  re q u ire s  
in s t i tu tio n s  to  d is c lo s e  fees , th e  in te re s t  
ra te , th e  a n n u a l  p e rc e n ta g e  y ie ld  (A P Y ) ,  
a n d  o th e r  a c c o u n t  te rm s  w h e n e v e r  a 
c o n s u m e r  re q u e s ts  th e  in f o r m a tio n  a n d  
b e fo re  a n  a c c o u n t  is  o p e n e d . F e e s  a n d  
o th e r  in f o r m a tio n  a lso  m u st b e  p ro v id e d  
o n  a n y  p e r io d ic  s ta te m e n t th e  
in s ti tu tio n  s e n d s  to  th e  c o n s u m e r . R u le s  
a re  set fo rth  fo r d e p o s it  a c c o u n t  
a d v e r tis e m e n ts  a n d  a d v a n c e  n o t ic e s  to  
a c c o u n t  h o ld e r s  o f  a d v e r s e  c h a n g e s  in  
te rm s . T h e  a c t  r e s tr ic ts  h o w  in s t i tu tio n s  
m u s t d e te r m in e  th e  a c c o u n t  b a la n c e  o n  
w h ic h  in te re s t  is  c a lc u la te d . T h e  a c t  is  
im p le m e n te d  b y  th e  B o a r d ’s R e g u la tio n  
DD (1 2  C F R  p a rt  2 3 0 ) .  T h e  re g u la tio n  
a u th o riz e s  th e  is s u a n c e  o f  o ff ic ia l  s ta ff  
in te rp re ta tio n s  o f  th e  re g u la tio n .

T h e  B o a rd  is  p u b lish in g  p ro p o s e d  
a m e n d m e n ts  to  th e  c o m m e n ta r y  to  
R e g u la tio n  D D , w h ic h  p ro v id e s  
g u id a n c e  to  d e p o s i to r y  in s t i tu tio n s  in  
a p p ly in g  th e  re g u la tio n  to  s p e c if ic  
t ra n s a c t io n s  a n d  is a s u b s titu te  fo r  
in d iv id u a l  s ta ff  in te rp re ta tio n s . T h e  
c o m m e n ta r y  is u p d a te d  p e r io d ic a lly  to  
a d d re ss  s ig n ifica n t q u e s tio n s  th a t a r is e . 
T h e  B o a rd  e x p e c ts  to  a d o p t th e  
c o m m e n ta r y  in  fin al form  b y  A p ril  1 9 9 6  
w ith  a s ix -m o n th  t im e  p e rio d  for  
o p tio n a l  c o m p lia n c e  a n d  a  m a n d a to ry  
c o m p lia n c e  d a te  o f  O cto b e r  1 9 9 6 .

O n  Ja n u a ry  2 6 ,  1 9 9 5 ,  th e  B o a rd  
p u b lish e d  a p ro p o s a l  to  a m e n d  th e  
re g u la tio n ’s ru le s  fo r c a lc u la t in g  th e  
A P Y  (6 0  F R  5 1 4 2 ) .  T h e  C o n g re ss  is  
c o n s id e rin g  le g is la tio n  th a t w o u ld

re p e a l  s e v e ra l  p r o v is io n s  o f  th e  T r u th  in  
S a v in g s  A c t ,  in c lu d in g  th o s e  c a l l in g  fo r  
a n  A P Y . T h e  B o a r d  h a s  d e fe rr e d  a c t io n  
o n  th e  p r o p o s a l , p e n d in g  th e  C o n g r e s s ’s  
r e s o lu tio n  o f  th e  le g is la tiv e  p ro p o s a ls .

II. Proposed Commentary
Section 2 3 0 .2 — Definitions 

(2 )(f) B o n u s

C o m m e n t 2(F)—2 p r o v id e s  a d d itio n a l  
g u id a n c e  re g a r d in g  b o n u s e s . T h e  
p ro p o s e d  c o m m e n t  c la r if ie s  th e  
tre a tm e n t o f c o u p o n s . It a ls o  c o d if ie s  
g u id a n c e  p r o v id e d  in  th e  
s u p p le m e n ta ry  in f o r m a tio n  
a c c o m p a n y in g  th e  in itia l  r u le m a k in g  (5 7  
F R  4 3 3 3 7 ,  p u b lis h e d  S e p te m b e r  2 1 ,
1 9 9 2 )  c o n c e r n in g  i te m s  g iv e n  o r  o ffe re d  
to  th ird  p a rtie s .

2 (u ) T im e  A c c o u n t

P r o p o s e d  c o m m e n t  2 ( u ) - 3  c la r if ie s  
th a t an  in te re s t -b e a r in g  a c c o u n t  m e e ts  
th e  d e fin itio n  o f  a t im e  a c c o u n t  if  th e  
a m o u n t o f  th e  e a r ly  w ith d r a w a l  p e n a lty  
is  e q u a l to  a t le a s t s e v e n  d a y s ’ in te r e s t  
fo r w ith d ra w a ls  d u rin g  th e  first s i x  d a y s  
th e  a c c o u n t  is  o p e n e d  a n d  th e  a c c o u n t  
h a s  a m a tu r ity  o f  a t le a s t  s e v e n  d a y s . 
T h u s , th e  B o a r d  b e lie v e s  th a t w h e r e  a  
d e p o s ito r y  in s t i tu tio n  im p o s e s  a  d o lla r  
a m o u n t a s  its  e a r ly  w ith d r a w a l  p e n a lty  
(a s s e s s e d  d u rin g  th e  first s ix  d a y s  an  
a c c o u n t  is o p e n e d ) o n  an  in te re s t-  
b e a rin g  a c c o u n t ,  r a th e r  th a n  a p p ly in g  a  
p e r io d ic  ra te  to  a  b a la n c e  (“ i n t e r e s t ,” ), 
th e  f ix e d -d o lla r  p e n a lty  is th e  fu n c tio n a l  ' 
e q u iv a le n t  o f  in te re s t .

Section 2 3 0 .7 — Paym ent o f Interest

7(b ) C re d itin g  a n d  C o m p o u n d in g  
P o lic ie s

C o m m e n t 7 (b )—4 a d d r e s s e s  c r e d itin g  
a n d  c o m p o u n d in g  p o lic ie s . T h e  B o a r d  
b e lie v e s  in s t i tu tio n s  m a y  c h o o s e  a n y  
c r e d itin g  fr e q u e n c y . H o w e v e r , o n c e  
in te re s t  is c r e d ite d  b y  p o s tin g  in te r e s t  to  
an  a c c o u n t  it b e c o m e s  p a rt o f  th e  
p rin c ip a l , a n d  if  in te re s t  re m a in s  in  th e  
a c c o u n t , in te re s t  m u s t  a c c r u e  o n  th o s e  
fu n d s. T h e  B o a rd  b e lie v e s  th e  a c t  
re q u ire s  th a t o n c e  in te re s t  is  c r e d i te d  to  
an  a c c o u n t , in s t i tu tio n s  m u st c a l c u l a t e  
in te re s t  o n  th e  fu ll p r in c ip a l  in  th e  
a c c o u n t . F o r  e x a m p le , a s s u m e  a 
c o n s u m e r  e a rn s  $ 5  in  in te re s t  o n  a 
$ 1 ,0 0 0  b a la n c e  fo r th e  m o n th  o f  Ja n u a ry . 
If th e  in s ti tu tio n  c r e d i ts  in te re s t  
m o n th ly  (in  th e  e x a m p le , a t th e  e n d  o f  
Ja n u a ry ) a n d  d o e s  n o t p a y  th e  in te re s t  
b y  c h e c k  o r  tra n s fe r  to  a n o th e r  a c c o u n t ,  
th e  in s ti tu tio n  m u st a c c r u e  in te re s t  o n  
$ 1 ,0 0 5  fo r th e  m o n th  o f  F e b ru a ry . 
C o m m e n t 7 ( b ) - 4  w o u ld  c la r ify  th a t  
in te re s t  c a n n o t  b e c r e d ite d  b y p o s tin g  to  
a c o n s u m e r ’s a c c o u n t  w ith o u t b e c o m in g  
p art o f th e  p r in c ip a l .

A p p en d ix  A — A n n u a l P ercentage Y ield  
Calculation

P a r t  I. A n n u a l  P e r c e n ta g e  Y ie ld  fo r  
A c c o u n t  D is c lo s u r e s  a n d  A d v e r tis in g  
P u rp o s e s

P a r t  II. A n n u a l  P e r c e n ta g e  Y ie ld  E a r n e d  
fo r  P e r io d ic  S ta te m e n ts

C o m m e n t a p p . A .I I .A .- 2  p ro v id e s  
a d d itio n a l  g u id a n c e  o n  ro u n d in g  th e  
in te r e s t  e a r n e d  fig u re  o f  th e  a n n u a l  
p e rc e n ta g e  y ie ld  e a rn e d . P r o p o s e d  
c o m m e n t  a p p . A .I I . - 3  p ro v id e s  
a d d itio n a l  g u id a n c e  o n  c a lc u la t in g  
in te r e s t  a n d  th e  a n n u a l  p e rc e n ta g e  y ie ld  
e a rn e d  in  a  le a p  y e a r .

III. Form of Comment Letters
C o m m e n t le tte r s  s h o u ld  re fe r  to  

D o ck e t N o. R—0 9 0 4 ,  a n d , w h e n  p o s s ib le ,  
s h o u ld  u se  a  s ta n d a r d  c o u r ie r  ty p e f a c e  
w ith  a  ty p e  s iz e  o f  1 0  o r  1 2  c h a r a c te r s  
p e r  in c h . T h is  w il l  e n a b le  th e  B o a r d  to  
c o n v e r t  th e  t e x t  in to  m a c h in e -r e a d a b le  
fo rm  th r o u g h  e l e c t r o n i c  s c a n n in g , a n d  
w ill  fa c il ita te  a u to m a te d  r e tr ie v a l  o f  
c o m m e n ts  fo r re v ie w . C o m m e n ts  m a y  
a ls o  b e  s u b m itte d  o n  3V2 in c h  o r  5V4 
i n c h  c o m p u te r  d is k e tte s  in  a n y  IB M -  
c o m p a tib le  D O S -b a se d  fo rm a t, if  
a c c o m p a n ie d  b y  a n  o rig in a l  d o c u m e n t  
in  p a p e r  fo rm .

List of Subjects in 12 CFR Part 230
A d v e r tis in g , B a n k s , b a n k in g , 

C o n s u m e r  p r o te c t i o n , F e d e r a l  R e s e r v e  
S y s te m , R e p o r tin g  a n d  re c o r d k e e p in g  
re q u ir e m e n ts , T r u th  in  sa v in g s .

C e r ta in  c o n v e n ti o n s  h a v e  b e e n  u s e d  
to  h ig h lig h t th e  p r o p o s e d  re v is io n s  to  
th e  r e g u la tio n . N e w  la n g u a g e  is  s h o w n  
in s id e  b o ld -f a c e d  a r r o w s , w h ile  
la n g u a g e  th a t  w o u ld  b e  d e le te d  is  s e t  o ff  
w ith  b o ld -f a c e d  b ra c k e ts . C o m m e n ts  a re  
n u m b e r e d  to  c o m p l y  w ith  n e w  Federal 
Register p u b lic a t io n  ru le s .

F o r  th e  re a s o n s  s e t  fo rth  in  th e  
p re a m b le , th e  B o a r d  p r o p o s e s  to  a m e n d  
1 2  C F R  p a rt  2 3 0  a s  fo llo w s :

PART 230—TRUTH IN SAVINGS 
(REGULATION DD)

1. T h e  a u th o r i ty  c i ta t io n  fo r p a r t  2 3 0  
w o u ld  c o n tin u e  to  re a d  as fo llo w s :

Authority: 12 U.S.C. 4301 et seq.
2 . In  S u p p le m e n t  I to  p a rt 2 3 0 ,  u n d e r  

S e c tio n  2 3 0 .2  D e f in i tio n s ., th e  fo llo w in g  
a m e n d m e n ts  w o u ld  b e  m a d e :

a. U n d e r  (f) B onus, p a ra g ra p h  1. 
w o u ld  b e r e v is e d , p a ra g ra p h s  2 . th r o u g h
4 . w o u ld  b e re d e s ig n a te d  a s  p a ra g ra p h s
3 . th ro u g h  5 .,  r e s p e c t iv e ly , a n d  a n e w  
p a ra g ra p h  2 . w o u ld  b e  a d d e d ; a n d

b. U n d e r  (u ) T im e account, a n e w  
p a ra g ra p h  3 . w o u ld  b e  a d d e d .

T h e  re v is io n s  a n d  a d d itio n s  w o u ld  
re a d  a s  fo llo w s :
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Supplement I to Part 230—Official Staff 
Interpretations
* * * * *

Section 230.2 Definitions 
* * * * *

(f) Bonus.
1. ►  G eneral R u le *^  [E x a m p le s] Bonuses 

includ e item s of valu e, other than interest, 
offered as in cen tives to con sum ers, such as 
an offer to pay the final installm ent deposit 
for a holiday club accou n t. [Item s that are 
not a bonus includ e d iscou nt coupons for 
goods or services at restaurants or stores.)

► 2 .  E xam ples o f  Excluded Items. Items 
that are not bonuses include:

i. D iscount cou pons distributed by 
institutions for goods or services at 
restaurants or stores w here the consum er 
m ust pay a sum  to the restaurant or store to 
receive the benefit of the coupon

ii. Items of value given to a third party by 
an institution w hen a con su m er opens, 
m aintains, or renew s an acco u n t— such as 
donations m ade to a charitable  
o rg an iza tio n .-^
* * * * *

(u) Tim e accou nt 
* * * * *

► 3 .  Fee for early withdrawal. Time 
accounts include interest-bearing accounts 
with a maturity of at least seven days that 
impose a dollar amount for withdrawals 
during the first six days after the account is 
opened that is equal to at least seven days’ 
interest.-^
* * * * *

3 . In  S u p p le m e n t  I to  p a r t  2 3 0 ,  u n d e r  
Section 230.7 Payment of interest, th e  
fo llo w in g  a m e n d m e n ts  w o u ld  b e m a d e :

a. Under (a)(1) P erm issible m ethods, 
paragraph 4. would be revised; and

b. U n d e r  (b) Compounding and 
crediting policies, a  n e w  p a ra g ra p h  4 .  
w o u ld  b e  a d d e d .

T h e  re v is io n s  a n d  a d d itio n s  w o u ld  
re a d  as fo llo w s :
* * * * *

Section 230.7 Payment of Interest 
* * * * *

(a) (1) Perm issible m ethods. 
* * * * *

4. Leap year. Institutions may apply a daily 
rate of 1/366 or 1/365 of the interest rate for 
366 days in a leap year, if the account will 
earn interest for February 29. ► “Leap year'' 
is a calendar year in which February 29 
occurs. For example, if the term of a time 
account includes days in a nonleap year but 
extends through February 29 of a leap year, 
the institution must use a daily rate of 1/365 
(or a greater daily rate such as 1/360) each 
day the account is open in the nonleap year. 
* * * * *

(b) Compounding and crediting policies. 
* * * * *

► 4 .  C r e d i t in g  a n d  a c c r u a l  o f  in te re s t .

Once interest is credited to an account it 
becomes part of the principal on which an 
institution must accrue in te re s t.^  
* * * * *

4 . In S u p p le m e n t  I to  p a rt  2 3 0 ,  u n d e r  
A p p e n d ix  A , th e  fo llo w in g  a m e n d m e n ts  
w o u ld  b e m a d e :

a . U n d e r  Part 1. A n n u a l Percentage  
Y ield  fo r  A cco un t D isclosures and  
A dvertising Purposes, a n e w  p a ra g ra p h
2 . w o u ld  b e  a d d e d ; a n d

b . U n d e r  Part II. A n n u a l P ercentage  
Y ield  E arn ed  fo r Periodic Statem ents, 
u n d e r  A. G eneral Form ula, p a ra g ra p h  2 . 
w o u ld  b e  r e v is e d , a n d  a  n e w  p a ra g ra p h
3 . w o u ld  b e a d d e d .

T h e  a d d itio n s  a n d  r e v is io n s  w o u ld  
re a d  a s  fo llo w s :
* * * * *

Appendix A to Part 230—Annual 
Percentage Yield Calculation
Part I. Annual Percentage Yield for Account 
Disclosures and Advertising Purposes 
* * * * *

►2. Leap year. Institutions that use a daily 
rate of 1/366 to pay interest on an account 
during a leap year may calculate the annual 
percentage yield using 365 or 366 days in a 
leap year, as follows:

1. Institutions may use 365 days in all 
cases.

ii. For time accounts, institutions must use 
365 if the account term includes days in a 
nonleap year.-^
Part II. Annual Percentage Yield Earned for 
Periodic Statements 
* * * * *

A. General Formula 
* * * * *

2 . H ounding. T h e  in te r e s t  e a rn e d  
fig u re  u se d  to  c a l c u l a t e  th e  a n n u a l  
p e r c e n ta g e  y ie ld  e a r n e d  m u s t  be  
ro u n d e d  to  tw o  d e c im a ls  a n d  re f le c t  th e  
a m o u n t  a c tu a l ly  p a id , if a t th e  e n d  o f  
th e  s ta te m e n t p e r io d  th e  in s ti tu tio n  o n ly  
a c c r u e s  in te re s t  o n  tw o  d e c im a ls . F o r  
e x a m p l e ^ : ^ [ .  i f ]

►i. Ifi^ the interest earned for a statement 
period is S20.074 and the institution pays the 
consumer $20.07, the institution must use 
$20.07 (not $20,074) to calculate the annual 
percentage yield earned ►if the institution 
does not accrue interest on the $20,074 if 
interest is credited to the account, or on the 
$.004 if interest is paid by check or transfer 
to another account for the next statement^ 
period-^.

►ii. If an institution accrues interest on 
the .004 for the next statement period. 
$20,074 may be used to calculate the annual 
percentage yield earned for the statement 
period

iii For accounts paying interest based on 
the daily balance method that compound and 
credit interest quarterly, and send monthly 
statements, the institution may, but need not, 
round accrued interest to two decimals for 
calculating the annual percentage yield 
earned on the first two monthly statements 
issued during the quarter. [However, on the 
quarterly statement the interest earned figure 
must reflect the amount actually paid).

►3. Leap year. Institutions that use a daily 
rate of 1/366 to pay interest on an account

during a leap year may calculate the annual 
percentage yield earned using 365 or 366 
days during the leap year.-^ 
* * * * *

B y  o r d e r  o f  th e  B o a r d  o f  G o v e rn o rs  of 
th e  F e d e r a l  R e s e r v e  S y s te m , a c tin g  
th r o u g h  th e  S e c r e ta r y  o f  th e  B o a rd  
u n d e r  d e le g a te d  a u th o r i ty , D e c e m b e r  1, 
1 9 9 5 .
Jennifer J. Johnson,
Deputy Secretary of the Board.
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