
~roposed Rules 

This section of Ule FEDERAL REGISTER 
contains. notices to the public of the 
proposed issuance of rules and 
·regulations. The purpose ot Ulese fIOtices 
Is to give interested persons an 
opportunity to participate in the rule 
making. prior to the adoption of the final 
rules. . 

DEPARTMENT OF ENERGY 

[10 CFR Part 903J 

Power Marketing Rates; Proposed 
Power and Transmission Rate
Adjustment Procedures 

AGENCY: Deparlment of Energy. 

ACTION: Notice of Supplemental Public 
Hearing. 

SUMMARV:By notice of Proposed 
Rulemaking and Public Hearing issued 
on June 28, 1979, and published in the 
Federal Register on July 5, 1979, (44 FR 
391M}, the Department of"Energy 
provided an opportunity for oral 
presentation ofviews to be held at 10:00 
a.m. July 23,1979, in Washington, DC, on 
proposed power and transmission rate 
adjustment procedures. Because several 
persons have submitted requests to 
appear, the hearing. shall convene as 
scheduled. However. several others who 
have indicated a desire (0 participate 
are unable toatlend due to coDflicts in 
their schedules. Because of the 
importance of this RuIemaking 
Procedure. it has. been decided to hold a 
supplemental hearmg on August 17, 
1979. for those interestedpersoDS who 
are unable to participate in the hearing 
scheduled for July 21, 1979. 

DATE: Opportunity for supplemental oral 
presentation of views will be provided 
at 10:00 a.m., August 17, 1979. in Room 
3DOOA, 12th and Pennsylvania Avenue, 
NW •• WashingtoD..DC 20461. 

FOR FURTHER INFORMAnON CONTACT: 

JamesA.Braxdale. O~ of Power 
Marketing COOIdinalion,Resource 
Applications. Department of Energy. 12th 
andPennsyIYliDiaAvenue. NW .. 
Washington, DC 2IM61. (202) 633-8338. . 

Richard 1(. PeJz. Office o£General Counsel. 
Deparmient of~.12Ih and 
Pem:JSylYania Avenue.NW .. Washington, 
DC:I0461. (2lJ2) 633-0041. 

&sued in Washington, DC. July 2Il.19'19. 
Gearge S. McIsaac. 
AssistanlSecn:lluy.1laollZ'Q! Applicowlllo 
(FR Doc:. ~fIIctl7-u-."'I: a:C5 .. J 
SILtING CODE WOoOHI 

FEDERAL RESERVE. SYSTEM 

[12 CFR Part 226] 

[Reg. Z; Docket No. R-02391 

Truth In lending; Calculation and 
DIsclosure of Annual Percentage 
Rates 
AGENCY: Board of Governors of the 
Federal Reserve System. 
ACTION: Proposed rule. 

SUMMARY: The Board solicits comment 
on specific revisions in the requimnenla 
of Regulation Z with regard to the 
degree of accuracy and treatment of 
payment schedule variations in the 
calculation and disclosure of the annual 
percentage rate as well as other credit 
terms. These revisioDS, which are Bet 
forth below, would take the form of 
amendments to 11226.5 and 228.8 of the 
Regulation, expansion of Supplement I 
to Regulation Z. and adjustment of 
Volwna I of the Board'. Annual 
Percentage Rate Tables.. The issues 
addressed by this notice were the 
subject of a prior proposal published by 
the Board in January, 1979 (<<FRUla. 
January 4. 1979). That publication 
described certain problems, together 
with possible alternative solutions. and 
invited comment on the existing annual 
percentage rate provisions. Following 
analysis of the comments received on 
the revisions proposed below, the Board 
will publish final regulatory 
amendmenta-. 
DATE: Comment must be received on or 
before October 15. 1979. 
ADDRESS: Secretary, Board of Governors 
of the Federal Reserve System,. 
Washington, D.C. 20551. 
FOR FURTHER INFORMATION CONTACT: 
Delores S. Smith, Section Chief (202.-
452-2412), Ellen Maland. Attorney (2DZ.-
452-3867}, or Margaret Stewart, 
Attorney (202.-4.52.-2412]. Division of 
Consumer Affairs, Board of Governors 
of the Federal Reserve System. 
Washington. D.C. 20551. 
SUPPlEMENTAR'lIHFORUATlON: On 
January 4..1979. the Board soUclted 
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comment on the requirements of 
Regulation Z with regard to the 
calculation and disclosme of annual 
percentage rates (<< FR 1116). The 
annual percentage rate. which 
conslitutes one of the most important 
disclosures required by the Truth in 
Lending Act. is intended to provide a 
uniform standard to be used by 
consumers in comparing credit sources. 
It measures the cost of credit for a given. 
transaction by expressing in percentage 
le!ms the relationship between the 
amount financed and the finance clwge. 

The Truth in Lending Act requires the 
Board to prescribe rules regarding 
calculation and disclosure of the annual 
percentage rate. To accommodate the 
great variety in the credit industry and 
to alleviate the difficulties experienced 
by creditors in adjusting to a totally new 
calculation procedure. Regulation Z as 
origlnally drafted permitted munerous 
variations in computation methods. The 
Board's January proposal focused on 
five specific issues which the Board 
beUeves contribute to a lack of 
uniformity in the annual percentage 
rates permissible under the regulation. 
Those issues related to the degree of 
accuracy required in. calculating and 
disclosing the annual percentage rate 
and the treatment of irregularities in._ 
payment amounts and periods. 

A review of this matter is appropriate 
for three reasons. F"lISt. incteased 
enforcement activities by the federal 
agencies. particularly the adoption of 
uniform. enforcement guidelines for 
Regulation Z (44 FR'l221). nave focused 
the attention ofbothregulatolS and 
creditors on the numerous annual 
percentage rate computation methods 
now permUted. Second. the decade 
since adoption ofRegulationZ has seen 
an increase in the level of knowledge in 
the credilindustry and in the 
sophistication of: the calculation lools 
available to creditors. which may 
obviate the need for the numerous 
options originally allowed to facilitate 
compliance. 'l'hitd. a thorough review of 
the annual percentage rate provisions is 
conslstent with cun:ent efforts by 
Congress and the Board to clarify the 
requirements or the Truth inLending 
AcL Because of the impact which 
changes in the annual pea:entage rate 
provisions could have throughout the 
enUre creditintiustry. the Board in its 
January proposal requested comment on 
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.the problems identified and a number of commenters supported distinctions unnecessary, since creditors can judgo' 
alternative solutions; prior to proposing based,on the computation tools used. for themselves thedegree of preduion 
any specific regulatory changes, The Board now proposes to specify a needed to meet the accuracy 

The Board is mindful of the cosd of fixed tolerance of % of 1 percentage requirements of the, regulation, Tho 
t 

regulatory change in the area-of annual . point, to be applied without regard to Board now proposes to specify the 
percentage rate determination. which . type of.transaction or other factors. number of decimal places only with 
may require an investment in . . In discussing this issue, the Bokd also respect fo disclosure of the periodlo rato 
calculation tools. In assessing the invited comment.on two current - in open end credit, because this rato is 
economic impact of the amendments, provisions which perniit creditora using more sensitive t~ the effects of rounding 

, the Board welcomes comment on the certain methods to assess finance or mpating decimal places.' . 
extent to which the changes proposed charges to disclose annual percentage 3. &noring Irregularities. The Board 
below may increase or decrease the . rates which may not meet the general requested comment regarding the 
costs of compliance with Regulation 2. accuracy requirements of the regulation. current &or hegularfties provisions 
The Board particularly solicits These provisions are containedin which permit creditors to disregard 
information regarding the following § 220.5(c)[2)[iv) and Board Interpretation certain variations in payment amounts 
issues: (1) the types and numbers of 5 226.502. and periods in order to eimplify 
calculation tools used in various Section 228.6(c)(2)[iv) relates to ;he calculation of the annual percentage 
segments of the credit industry; (2) any application of a single finance chatge to rate and finance charge. Use of those 
changes in those calculation tools which all balances within a specified range of ' provisions necessarily produces 
would be necessitated by the proposed balances. Under this provision, a inaccurate disclosures, and the Board 

. amendments; and (31 the amount of time creditormay understate the annual proposed four altgrnatives to the prosont - .  

needed by creditoh-and calculation tool percentageiate by up to 8% of theactual -d&: (1) eliminate them entlrely;(i?) 
oroducers to adiust their ~rocedures and rate. bv disclosinn for all such balances restrict their use to cases where the 
iquipment to tlk proposid revisions, if 
adopted. 
Issues Addressed . ,.- 

More than 300 comments were . 
received in response to the'Board's 
proposal. The great majority of the 
comments were ftom financial 
institutions or their representatives: 
manv of them addressed onlv one or . 
L o  of the five issues on whi& ' 
comments were solicited. Discussed 
below aie the five issues which the 
January proposal addressed, the nature 
of the comments received on that issue 
and a summary of the action which ihe 
Boatd now pmposes to take with regard 
to that issue. . 
Z ToIemnce. The regulation currently 

requires that the annuil percentage rate 
for credit transactions,be disclosed - - ~ - - - -  

either as an exact figure or rounded to 
the nearest ?4 of 1 percentage point As 
an alternative, the Board proposed a 
uniform tolerance and requested . 
comment on what degree of tolerance 
should be permitted, the factors to be 
considered in applying the tolerance, 
abd the continued need for special rules 
which countenance greater &accuracy . 
in certain types of transactions. -' 

A great majority of the commenters 
addressing this issue favored a fixed % 

. of 1 percentage point tolerance in either 
direction from the exact annual 
percentage rate. The comments as a 
whole ~rovided very little s u ~ ~ o r t  for 
dislinciions in the ahount of&lerance 
based on such factors as the type of 
credit involved, the term of'the 
transaction or the calculation tool 
employed by the creditor. For example, 
only eight commenten, indicated a need 
for different tolerances for open end and 
closed end credit, while just 10 ; . 

the perceztage rate computed on. 
the median balance within that range. 
Interpretation 8 226.502 p i m i  - 
crediton, applying a single add-on rate 
to a l l  transactions up to 80 months in 
length to disclose the same annual 
percentage rate for all  those 
transactions, although the actual annual 
percentage rate varies according to the 
length of the transaction. Of the 47 . . 
commenters addressing this issue, 41 
indicated that no special treatment 
shouldbe accord@ these types of 
transactions. 

The Boardnow requests comment on 
two altemative c o ~ e s  of action with 
regard to these provisions..Fmt, the 
Boatd may retain either or both-of these 
rules in a limited form, as set forth 
below in P 226.5[aI. Second, the Board 
may rescind theseprovisions entirely if 
the comments indicate no further need 
for them. 

2 Number of DecimalPlaces. f i e  
Board's January pmposal requested 

. comment on whether the regulation 
should specify the number of decimal 
places to be used in calculating and 
disclosing the annual percentage rate: 
The Board stated that it was considerim 
adoption of a rule that would require " 
disclosure of an annual percentage rate 
rounded to two dedmal places for all' . 
transactibns and disclosure of an exact . 
periodic rate on open end credit. 
disclosures. Of the 112 commenters 
. addressing the issue, 87 favored 

disclosure of an annual percentage rate 
to two places. Only 16 commentis 
addressed the proposal.that open end 
periodic rates be disclosed exactly, and 
they were evenly divided on the need 
for such a rule. 
h the Board's view, specification of 

the exact nuhber of dedmal places Is 

resulting inaccuracy produces an 
overstatement; (3) retain the provisions 
with only editorial changea; or (4) add a 
new provision to cover certain paymont 
schedule ittegularities not now 
addressed. 

Most commentera strongly urged the 
Board to retain the current minor 
irregularities provisions in some form. 
Twenty-three commenters favqrod thoit 
deletion while nine commentem 
expressed support for revislng the 
provisions to p e d t  only 
overstatements. 

The fourth alternative addresses two 
businegs practices whichmay pmduco 
slight payment schedule vadationu- 
rounding of payment amounts to wholo 
cents and changing the dates of 
scheduled payments and advaneea 
which fall on a Saturday, Sunday or 
holiday. Sixty-four commenters 
expressed support for this option, eithor 
in addition to or in substitution for tho 
current provisions. The Board now 
propos6 to amend Regulation Z to 
~ermit all creditom in closed end credit 
kansactions to disregard the effects of 
these two practices in making 
disclosures. In addition, the Board 
proposes to adopt a special rule to 

- simplify calculation and disclosure of 
- the h & c e  charge and other credit 

terns by creditors in olosed end ceedlt 
transactions assessing finance chargoe 
on a simple interest basis. Both of thetro . 
provisions would apply to all credit 
terms, not merely the annual percentago 
rate. 

With regard to the current mlnor . 
irregularities provisions applicable to 
the annual percentage mte, the Board is 
considering three alternative c o u e s  of 
action: (1) ellmSnate 5 226.S[d] and 
Interpretation 5 226.603, (2) permit a 
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·the problems identified and a number of 
alternative solutions; prior to proposing 
any specific regulatory changes., 

The Board is mindful of the costS of 
regulatory change in the area-of annual . 
percentage rate determination, which 
may require an investment in . 
calculation tools. In assessing the 
economic Impact of the amendments, 
the Board welcomes comment on the 
extent to which the changes proposed 
billow may increase or decrease the 
costs of compliance with Regulation Z. 
The Board particularly solicits 
information regarding the following 
issues: (1) the types and numbers of 
calculation tools used in various 
segments of the credit industry; (Z) any 
changes in those calculation tools which 
would be necessitated by the proposed 
amendments; and (3) the amount pf time 
needed by creditors and calculation tool 
producers to adjust their procedures and 
equipment to the proposed revisions, if 
adopted. 

Issues Addressed 

More than 300 comments were 
received in response to the 'Board's 
proposaL The great majority of the 
comments were from financial 
institutions or their representatives; 
many of them addressed only one or 
two of the five issues on which -
comments were solicited. Discussed 
below are the five issues which the 
January proposal addressed, the nature 
of the comments received on that issue 
and a summary of the action which the 
Board now proposes to take with regard 
to that issue. • 

1. Tolerance. The regulation currently 
requires that the annual percentage rate 
for credit transactions·be disclosed 
either as an exact figure or rounded to 
the nearest % of! percentage point. As 
an alternative, the Board proposed a 
uniform tolerance and requested 
comment on what degree of tolerance . 
should be permitted, the factors to be 

, considered in applying the tolerance, 
and the continued need for special rules 
which countenance greater inaccuracy . 
in certain types of transactions. .'" 

A great majority of the commenters 
addressing this issue favored a fixed *' 

'. oU percentage point tolerance in eiiQ.er 
direction from the exact annual 
percentage rate. The comments as a 
whole provided very little support for 
distinctions in the amount of tolerance 
based on such factors as the type of 
credit involved, the term of the 
transaction or the calculation tool 
employed by the creditor. For example, 
only eight commenters indicated a need 
for different tolerances for open end and 
closed end credit, while just 10 

commenters supported distinctions 
based.on the computation tools used. 
The Board now proposes to specify a 
fixed tolerance of *' of 1 percentage 
point. to be applied without regard to 
type of.transaction or other factorS'. 

In discussing this issue, the Board also 
invited comment· on two current . 
provisions which peruilt creditors using
certain methods to assess finance 
charges to disclose annual percentage 
rates which may not meet the general 
accuracy requirements of the regulation. 
These provisions are contained in 
§ 228.5(c)fZ)(iv) and Board Interpretation 
§ 228.502.- . . 

Section ZZB.5(c)(Z)(iv) relates to the 
application of a single finance charge to 
all balances within a specified range of 
balances. Under this provision, a 
creditor may understate the annual 
percentage .rille by up to 8% of the .actual 
rate, by disclosing for a1lsuch balances 
the annual percentage rate computed on. 
the median balance within that range. 
Interpretation § 228.502 penm1s . 
creditors applying a single add-on rate 
to all transactions up to 60 months in 
length to disclose the same annual 
percentage rate for all those 
transactions, although the actual annual 
percentage rate varies according to the 
length of the transaction. Of the 4'1· ' 
commenters addressing this issue, 41 
indicated that no special treatment 
should be accorded these types of 
transactions. • 

The Board now requests comment on 
. two alternative courses of action with 

regard to these proVisions •. F'IrBt, the 
Board may retain either or both' of these 
rules in a limited form. as set forth 
below in § 228.5(a). Second, the Board 
may rescind these provisions entirely if 
the comments indicate no further need 
for them. 

z. Number 01 Decimal Places. The 
Board's January proposal requested 

. comment on whether the regulation 
should specify the number of decimal 
places to be used in calculating and 
disclosing the annual percentage rate.' 
The Board stated that it was considering 
adoption of a rule that would require 
disclosure of an annual percentage rate 
rounded to two decimal places for all' . 
transactions and disclosure of an exact . 
periodic rate on open end credit. 
disclosures. Of the 112 commenters 

_ addressing the issue, 8'1 favored 
disclosure of an annual percentage rate 
to two places. Only 16 commenters 
addressed the proposal· that open end 
peri9dic rates be disclosed exactly, and 
they were evenly divided on the need 
for such a rule. 

In the Board's view, specification of 
the exact number of decimal places is 

unnecessary, since creditors con Judgo' 
for themselves the -degree of precloloD 
needed to meet the accuracy 
requir~ments of the. regulation. Tho 
Board now proposes to specify the 
num~er of decimal places only with 
respect to disclosure of the perlodlo roto 
in open end credit, because this role is 
more sensitive tQ the effects of rounding 
or truncating decimal places.' . 

3.lg~oring Irregularities. The Boord 
requested comment regarding the 
current minor irregularities provisions 
which permit creditors to disregard 
certain variations in payment amounta 
and periods in order to simplify 
calculation of the annual percentage 
rate and finance charge. Use of those 

. provisions necessarily produces 
inaccurate disclosures. and the Board 
proposed four alt~rnatives to the prosont 
rules: (1) eliminate them entirely; (Z) 
restrict their use to cases where the 
resulting inaccuracy produces an 
overstatement; (3) retain the provisions 
with only editorial changes; or (4) add a 
new provision to cover certain paymont 
schedule irregularities not now 
addressed. 

Most commenters strongly urged the 
Board to retain the current minor 
irregularities provisions in some form, 
Twenty-three commenters favorod tholr 
deletion while nine commenters 
expressed support for revising the 
provisions to permit only 
overstatements. 

The fourth alternaUve addresses two 
busine,s practices which may produco 
slight payment schedule variatioDs:
rounding of payment amounts to wholo 
cents and changing the dates of 
scheduled payments and advanceo 
which fall on a Saturday, Sundoy or 
holiday. Sixty-four commenters 
expressed support for this opllon, elthor 
in addition to or in substitution for tho 
current provisions. The Board now 
proposes to amend Regulation Z to 
permit all creditora in closed end crodlt 
transactions to disregard the effects of 
these two practices in maklng 
disclosures. In addiUon, the Board 
proposes' to adopt a special rule to 

. simplify calculation and disclosure of 
the fmance cbarge and other credit 
terms by creditors in closed end credit 
transactions assessing finance charges 
on a simple interest basts. Both of theBe 
provisions would apply to all credit 
terms, not merely the annual percentage 
rate. 

With regard to the current minor 
irregularities provisions appli~able to 
the annual percentage rate, the Board Is 
considering three alternative coursos of 
action: (1) eliminate § 228.5(d) and 
Interpretation § 228.503. (Z) permit a 
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relatively large degreeof overstatement caldators. The great majority the irregularity. the rate, and the temL 
and a much n m w e r  tolerance for addressing this issue favored extending The most m m m o n ~ t y L  a first 
understatemen&, or (3) retain both the protection of this provision to period which is either longer or sha~ter 
provisions with ody editorial and creditors using any computation 1001. than the regalarperiod forthe 
organizatiod changes. The Bodpmposes to retain this (ransaction. For example, o ~ a 1 2 -  

%tl~ regard to Interpretation erovision and extend Its application to payment loanwith a conlradrafe of%, 
5 226.505, wkich addressesminor creditors using calculators or computers the tme anunalpercentagerate is 9.49% 
irregularities in calculation and which have fadty hardware. Because or if the first period is only 20 days long 
disclosure of the finance charge in . the diiiiidty of tracing emrs in and 8.15% if Lhe first period is 50 days 
certain simpIeintmst transactions, the software and the extent to wvhich long. In bothcases the annd 
Board pmposes to replace it with a software is under the control of the percentage rate maybe disclosed as 9% 
provision 'm 8 226.8 dowing shorter . creditor, the Board d a a  not beliere that under the currenlminor irregularities 
than regoIar h t  periods to be this protection should be W e r  protisions-an undentatement of &I% 
disregirded extended to such errors. As an and an owsstatement of S%, 

4 Accoun&g foriin&mMties. The alternative, the Board may ehnhate this respectively. The had is considering 
Board requested comment on a proposd pron'sim, if f~ ther  a l p s i t  *cat= it h e  al lemah ~ m ~ a s a l s  and 
to specify a unifonn method for is unnecessary. specifically solicits camments an each of 
dete- the number in Discussion ofProposed Revisions them: 
--an irregalar 3nterval and relating that Oplion 1-Eliminate the nnrent 
number to a reguTarperiod.The In order to implement revisions in the provisions and require creditars to 
regulation carrently specifiesno provisions relating to ularlation nnd &dose a rate meets the general 
pdcnIar method for accounting for disclosure of the ec-tnge rite standard of accmcy of Jh of1  
inferads between advances or and other credit tenns. the Board percentage point in either b t i o n  h m  
pzpata which are longer or shorter proposes to sabstanttally amend Q 2285, the accurate a d  perzedage rate IE 
than the regular unit period for the add new paragraphs (r) and [s) to this alternative is adapted. creditms 
transaction. The 90 comments on this § 228.8. and revise Supplement1 to could Ignore slight imgh i t i e s  in 
issue we= divided on Regulation Z and VoIume K of the payment amounts and d y  if 
whether uniformty isnecessary.Those Board's Annual Percenhe Rote Tables. the resulting annual percentage rate 
opposedindicated that thevariation The text of of these Iculs'ions is set f&wi&~ toleranee. Cbe&tm 
produced by the use of merit forth following a discussion of the could also account for the irregolarities 
counting methods were not significant proposed changes. The B o d  by making an adjustment of the rate. 
enough to warraafregulation, and also emphasizes'that if these propod are such as that describedin theproposed 
expressed a belief that requiring a adopted, an extended period will be appendix to Volume1 of the B o d s  
specific method would eIiminate the provided for creditors and Annual Percentage Rate Tables 
paymentscheduki f f d i t y  which manufacturers of computation tools to O~I;on2--nme the m t  
consumers desire. ' adjust to the new pmvuions. approach and simply impme the 

Tbe Board beIieves that a uniform 2. =as. The B o d  proposes regulatory language. Ifthe Board 
approach for counting odd days is to revise the current 5 226.5 relaling to decides that the earrent pmisions 
warrantea since a d o r m  method calculation and disclome of the annual r q h g  minor imgd&ties best meel 

. 

wouId mateday simplify application of percentage rate. as set forth beIow in the the needs of crediton and consumers, 
Su plement Ito transactions involving . sectioncaptioned 'TEXT OF lhe Board wdd consoIidate the present 
o& periods and would fadifate . PROPOSED AMENDMENTS.'' The 5 ZZ.S(d) and Interpretation 5 226.5cU 
verification of annual percentage rates B o d ~ i s h e d  to draw particular and clarify them ibnmgh editorid 
in enforcement procedures. The B o d  attention to the fdowing aspects of revisions. The Board solids comment 
proposes to revise Supplement 1,of these provisions: on specific improvemenfs w.iu'ch might 
Regalation Z to specify a method for [IIFor dosed &nd credit, a h c d  be made In the cnrrent pm6sions. 
determining the length of an hegular tolerance of 34 of 1 percentage point h Option 3--Replaceat current 
period-Creditors would not be required either direction fiom the annual provisions with a d e  wbich pe.mifs a 
to use this methodin counting odd days, percentage as determined according lager dbof overstatement &ere 
so long as the mannerin which they to Supplement I is substituted for the the b t p e w  or first payment a 
account forirregulariiies pmdnces a rate current rule recphbg disdome of irregular. Under this mle, creditors could 
.witbin the tolerance hits  of the either an exact rate or a rate rounded to treat as regUrar an initid period whichis 
regulation. the nearest !4 of 1 percentage point For up to two days shortaor 30 d a y s I o w  

5. ReIiaqce on Char& and T i .  The example. where the annual percentage than a regular pew For exampIe, a 
regulation currently pmvides that an rate is determined ta be loHX, a creditor in a-transaction payable 
annual pementage rate or finance disclosed annual percentage rate from monlhly could consider a first period 
charge ermr that redts h m  an errorin 10% to lo%%, or the decimal equivalent. which b h m  28 to Wdays long to be a 
a &art or tabIe used by the creditor wouldbe deemed to comply with the $(].day period forparposes o F c o m  
does not violateRegdation Z. The regulation See pmposed O m[a)( l )  and disclosing theannual percentage 
Board requested comment on two below- rate. In addition, this rule worild pernupernut 
alternative provisions- (1) rescind the (2) Section 2285[d) and Interpretation an initial payment which is smaller ihan , 
pravisicm entirely, making creditors § 226.503 of the cunent regulation permit regularto be ba t ed  as@ar.The 
Iiable for iinance charge and annual creditors to +ore certain payment general nde proposed fix O 2265[a]jl) 
percentage rate emnrwithout regard to schedde 'mguIaritles for the purpose of regarding the degree of accuracy 
the source ofthose errors, or (2) extend determining the annual percentage rate. required may in some cases allowe 
the pmvisian to apply not only to risers Use of these provisions necessarily creditor to ignore a Iager degree of 
of ewneous charts or fables but also ta produces distortion, the degree of iin?guIari$ than that describediu this 
creditors using faulty software or faulty inaccuracy varying with the degree of special rule and slilI m a i n  within &e 
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relatively large degree of overstatement 
and a much Dan'Ower tolerance- for 
understatements, or [3} retain both 
provisions with only ediforial and 
organizational changes. 

With regard to Intetpretatioll 
§ 226.505, which addresses minor 
irregularities in calculation and 
discloSllIe of the finance charge in 
certain simple interest transactions, the 
Board proposes to replace it with a 
provision in § 226.8 allowing shorter . 
than regular first periods fo he 
disregarded. 

4. Accounting for Irregularities. The 
Board requested comment on a pr!,posal 
to specify a uniform method for 
determining the number of odd days in. 

'-an irregular interval and relating that 
number to a regular period. The 
~ationc~ntlyspeclfiesno 
particular method for accounting for 
intervals between advances or 
payments which are. longer or shorter 
than the regular unit period for the 
transaction. The 90 comments on this 
issue were alniost evenly divided on 
whether uniformty is- necessary. Those 
opposed indicated that the-variation 
produced by the use of d,ifferent 
counling methods were not significant 
enough to warrant'regulation. and also 
expressed a bellef that requiring a 
specific method would eliminate the 
paymentscJleduIe flexibility wIIich. 
consumers desire. . 

The Boardbelleves that a uniform 
approach for counting odd days is 
warranted. since a uniform method 
would materially simplify application of 
Supplement I lo transactions involving 
ocfcl periods and would facilitate • 
verification of annual percentage rates 
in enforcement procedures. The Board 
proposes to revise Supplement r pf 
Regulation Z to specify a method for 
determining the length of an irregular 
period. 'Creditors would ~ot be required 
to use this method in counting odd days, 
so long as' the manner in which they 
account for irregularities produces a: rate 
.within the tolerance limits of the 
regulation. 

S. Relian.ce on Charts and Tables. The 
regulation currently provides that an 
annual percentage- rate or finance 
charge- error that results from an error-in 
a cliart or table used by the creditor 
does not violate Regulation Z. The 
Board requested commenl on two 
alternative provisions: (I) rescind the 
provision entirely, making creditors 
liable for finance charge and annual 
percentage rate errors-without regard ta 
the source of those errott. or (2) extend 
the proYision to apply-notoDly to users. 
of erroneous charts or fables: but also to: 
creditors using faulty so~are or faulty 

calculators. The great majority 
addressing this issue favored extending 
the protection oelhis provision to 
creditors using any computation tool. 
The Board'proposes to retain this 
l!rovision and extend Its application to 
creditors- using calculators or computers 
which have faulty hardware. Because of 
the difiiicu1ty of tracing elTOlS in 
software and the extent to which 
software is under the control of the 
creditor, the Board does not beUe~e that 
this protection should be further 
extended to such errors. As an 
alternative, the Board may eliminate this 
proonsion. if futther analysis indicates it 
is unnecessary. 

Discussion of Proposed Revisions 
In order to implement revisions in the 

provisions relating to calculation and 
disclosure of the annual percentage rate 
and other credit tenns. the Board 
proposes to substantially amend § 228.5, 
add new paragraphs (rl and (s) to 
§ 226.8, and reonse Supplement! to 
Regulation Z and Volume I of the 
Board's Annual Percentage Rnte Tables. 
The text of all of these revisions is set 
forth following a discussion of the 
proposed changes. The Board 
emphasizeS: that if these proposal are 
adopted. an extended period will be. 
provided for cret;litors and 
manufacturers of computation tools to 
adjust to the new provisions. 

1. Section 226.5. The Board proposes 
to revise the current! 226.5 relating to 
calculation and disclosure of the annual 
percentage rate., as let forth below in the 

. secUoD-captioned "TEXT OF 
PROPOSED AMENDMEN!S." The 
Board: y,isbed to draw particular 
attention to the following aspects of 
these provisions: 

(l} For closed Imd credit, a n.'Ccd 
tolerance of % of 1. percentage point in 
eitherdirectiod from the annual 
percentage ra~ as determined according 
to Supplement I is substituted for the 
current rule requiring disclosure of 
either an exact rate or a rate rounded to 
the nearest !,I" of 1 percentage poinL For 
example., where the annual percentage 
rate is determined to be lO~$. a 
disclosed annual percentage rate from 
10% to lOW;,;. or the decimal equivalent. 
would be deemed to comply with the 
regulation. See proposed § 225.5[a)(l) 
below. 

(Z) Section 226.5[d) and InferpretatioD 
§ 226.503 of the current regulation permit 
creditors to ignore certain payment 
schedule bTegulariUes for the purpose of 
determining th~ annual percentage rate. 
Use of these provisions necessarily 
produces distortion, the degree of 
inaccuracy varying with the degree of 

the irregularity. the rale, and the term. 
The most common irregularity is a first 
period which is either long.er or shotter 
than the regular period for the 
transaction. For example. ona 12-
payment loan. with a conlract rate of 9%, 
the true annual percentage rate is 9.~ 
if the first period is oo1y 20 daiS long 
and 8.1550 if the first period is SO days 
10Dg. In both cases the annual 
percentage rate may be disclosed as ~ 
under the curIeDl minor ittegularities 
pnnisions-an understatement of.~ 
ond an o~erstatement of .85!b. 
respectively. The Board is considering 
three altemativeproposals and 
specifically soUcits CODlJDents on each of 
them: 

Option l-Eliminate the cmrent 
provisions and require creditors 10 
disclose a rate which meets the general 
standard of accuracy of '4 of '1 
percentage point in either direction from 
the accurate annual percentage ra~ If 
thia allenlatiYe is adopted. creditors' 
could ignore s)jght irregularities in 
payment amounts and periods only if 
the resulting annual percentage rate 
faUswitbin this tolerance. Creditors 
could also account for the irreguJarilie$ 
by makiDg an adjustment of the rate. 
such as that descrlbed.in theproposed 
appendix to Volume 1 of the Board'S" 
Annual PeEceutage Rale Tables. 

Option Z-Continue the CUImlt 
approach aDd simply improve the 
regulatory lansuage.lf the Board 
decides that the current provisioD$ 
regarding minor irregularities best meel 
the needs of creditors and consumers • 
the Board would consolidate the present 
§ 226.5{d} and Intes:prefation t 225.50'3 
and clarify them through edilorial 
revisions. The Board solicils commenf 
on specific improvements ""ilich might 
be made in the cmrent provisions. 

Option 3-Replacetbe CUErent 
provisions with a rule which permits a 
larger degree of oversfatement where 
the first period or first papnent is 
irregular. Under thiS'luI~, creditors could 
treat as regular an initial penodwhicllis 
up to two days shorter or 30 dayslonger 
than a regular period. For example, a 
creditor in a·transaction paya'ble 
monthly could consider a first period 
which is from 28 to 60' days long to be a 
3().day period for purposes of computing 
and disclosing theannuaI percentage 
rale. In addition, this rule would permit 
an initial payment wlUch is smaller than 
regular to be treated as regular. The 
general rule proposed fa: § 225.5[aJ£l} 
regarding the degree of accuracy 
required may in some caSI!lr allow a 
creditor to ignore II larger degree of 
irregularity than that described in this 
special rule and still remain witDin the 
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prdposed % of 1 percentage point considering trvo alt.ernative comes of (8) Section 226.5[e) of the cumont 
tolerance. The creditor could rely on action: (1) retain this provision, but hgit regulation permits very llxdtod use of 
whichever of these provisions provides its availability to transactions involving the constht ratio method in exceptionat 
more flexibility in dealing wvith these . orders by mail or telephone, and only instances where the cm,ditor has no 
irregularities. . for purposes of disclosing the' anuual alternafive to using a method othor than 

In the Bees view, competitive . percentage iate in the catalogue oi other b e  actudal method or the U.S. Rule, 
pressures would minimize the deliberate printedmaterial in which the credit . The conntant ratio method 1s a moans of 
use of such permissible overstatements, terms are initially set forth;.and (2) approximating the annual percentage 
and such overstatements are less eliminate the exception entirely, on thg rate by assuming that each paymont in 
harmful than understatements. - grounds that it is no longer needed. The the credit trensaction la composed of tho 
However, it must also be noted that any Board requests comments on these same amount of interest and principal, 
variation from the exact annual - - options. See p~posed  8 226.5(a)(4) Whilesthis method 1s relatively simple to 
percentage rate may tend to impair the lidow, which would .&plement the first use, it may produce an e x m e l y  
consumer's ability to comparison-shop alternative.' , , inaccurate annual percentage rate in 
.for credit. The Board specifically solicits (6) ~nterpretatioos 8 226.502 currently regular transactions with longer terms or 

, comment on the extent to.wh1ch this- . - permits creditors applying a single add- higher rates. In tr~eactions Ipvolving 
disadvantage to consumers may. be . on rate to all transactions up to 80 ' payment schedule h e  ularitles, 
balanced by the need for special months in length to disclose the same appucation of this me od tends to 
treatment in these situations. . . annual perkentage for all those. 

i 
produce extremely distorted rates, Tho 

This option. if adopted by the Board, transactions. Creditore utillzlng this comments on the Board's January 
would be implemented by P 226.5[a1(51, provisions must disclose the highest of proposal do not Indicate my use of thle 
set forth belowv. those ~ ~ ~ u a l  percentage rates, method in the credit industry. The Board 

(3) For tranaactlohe in which the '. ' results in an overstatement for other therefore proposes to rescind 4 226,6[e), 
finance chargels determined solely.by maturities. In view of the fact that the. ( ~ 1  ~ e * p r o ~ 8 i o n s  relating to open 
application of a simple interest rate, the distbrtion is greatest in transactions credit be essentidy . 
Board proposes to permit only shorter with maturities shorter than nine from the current requirements of 
than no- 8 n t  periodsto be treated months, the Board proposes to limit tde 5 128d[a1, except for addiuon of 
as regular. If this approach were . avrnbiity of this provision to language permitting a fixed % of 1 
adopted. Interpretation P 228.505 would transactions w h i l  raugein leng* from percentage point tolersnGe analogous lo , be deleted and replaced by' 8 226.8(r](2]. nine to 8p months. However, as an- that proposed for closed end credlt 

(41 The regulation currently discusses alternative to urnitins the provision in msaction8, see pmposed 8 221),~(b)(i~ . two methods of rate calculation, the U.S. this fashion, the Boardalso solicits 
Rule and the actuarial method. The U.S. comment on whether it could be . 

below. 

. Rule differs from the actuarial.method in eliminated entirely. See proposed - , &~~$~B~;~1,"~t~,",ft10n8 and two respects. Pit, interest which is. , 8 2266(a1(3] below, wvhlch wauld 
unpaid at the end of the regular payment . implement the h t  alternative. percentage rate determination ore bnsed 

on the assumption that creditoq hnvo period i. not compopded by addition of- W h discussed above, the Boadk  no diWdwi. compUw the of the deficiency to the principal of the considering a revisioh of the present 
obligation. Second, in a payment period . . 5 226.5[c][3],rvhich relates to& use of the then bo 
longer than fhe regular period, intereat in faulty calculation tools, to extend its an percentage - calculated on a "simple" basis for the application to emrs  resulting fimm However, the information nvailablo to 
entire period. The regulation continues calculators and computers. In view of the indtcates that a growing ' 
to r ecome  explicitly these two the &easing use of calculatore and Selpnent of the credit industry is using a 
methods. The proposed tolerance of % computers in the credit industry, it may simp1ei the . 
of 1 perceatage point would be - hot beappropriate to limit protection finance chage- Under this apprOaoh, 
measured from whichever of these afforded by Q 226.6(~)(3] solely to mers rate is applied to an outstandl4 balanca 

for the actual number of days elopslng calculation methods is beins used, even of chartn and tables. However, the - ., , 
beween pagments, medton, though application of these two methods Board recognizes that there may be 

may prodqce slight variations in the greater difficultj. in confirmtng emre in the difficulty is ordinadly not In 
resulting annual percentage rate. It must calculators and computers thanein - cdcula@? the annual percentage rato, 
be,emphasized that creditors are n6t prhtetl material such as charte and which, in the absence of other flncmco 
limited to the use of these two method& tables. Thefore, if this ppovjsion 18- cha~~es ,  is the Same as the inkrest rat01 
Tfre regulation does not specify the way retairied and extended to calculators . but in d e t e e  the dollar amount of 
in which 'creditor8 must calculate their - . and computers, the B o d  in.hnsidering . the finance chage. This difnc~lty arleos 
rates, but rather what methods wiU be - lidting the extension to the ~ ~ h d w - ! ~  hom the fact that .the dollar mount will 

a used in measuring.the accuracy pf those . or physical components which are . . vary according to the month in wh!ch , 

rates. See proposed 8 22615(al[1) aqd . beyond the.contro1 of @e creditor. the loan commences, because of the 
proposed Supplement I. Proposed 8 zz6.5(c], as set forth below, variatipni in the length of tho months. 

(5) The current P 226.5[c](2)(iv) reflects this alternative. The Board Irregularities in the f i t  perlod in a 
permits creditors to underatate the true requests comment.on any practiN . transaction of this type produce simllar 4 

annual percentage rate by as much as difficulties inherent in drawing a - . .- difficulties, because the length of tho ! 

896 of that rate, where a single finance .-- distinction between.errors arising from fust period determine8 how much of tho 
charge is applied to all balanceawithixi har.dware-and those arising from, . : . initial payment will be attributed to 
a specified range of ba1ances;The ' - software.As alternative. theBoard , .interest. Thia in turn affects the role at 
creditor icsuch cases is permitted-to . . - may also considerdeleti@ thia . - ... . . which fhe principal of the loan is 
disclose for all such balances the annual provision entirely,ifhcther analysis-. reduced, and thus the amoqt of tho - 
percentage rate computed omthe median indicates that its protection is io.longer . final payment and of the total flnnnco 
balanceivithin that range. The Board is warranted. . . - - .. -.. . charge, 

.. 0 
. , . ..: .. :, ,, , . .  . . . . I 
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proposed fa oft percentage point considering two alt~ative courses of 
tolerance. The creditor could rely on action: (1) retain this provision, but lli¢.t 
wblcbe\'er of these provisions provides its availability to transllctions involving 
more flexibility in dealing with these orders by man or telephone. and only 
irregularities. for pUrposes of disclosiDg the annual 

In the Board's view, competitive' percentage rate in the catalogue or other 
pressures would minimize the deliberate printed material in which the creillt ',. 
use of such permissible overstatements. terms are Initially set forthi,and (2) 
and such overstatements are less eliminate the exception entirely, «;In th9,. 
harmful than understatements. _ grounds that it js no longer needed. The 
However. it must also be noted that any Board requests comments on these 
variation from the exact annual ' ' options. See proposed I 226.5(a)(4) 
percentage rate may tend to impair the oelow. which would iDiplement the first 
consumer's ability to comparison-shop alternative;, ' .. 
'for credit. The Board specifically solicits (6) Interpretation § 226.502 currently 
comment on the extent to. which this permits creditors applying e single add-
disadvantage to consumerS may· be - . on rate to all transactioDB up to 60 
balanced by the need for special monilia in length to disclose the satne 
treatment in these situations. annual percentage for all those 

This option. if adopted by the Board, transactions. Creditors utilizin8 this 
would be implemented by § 226.5(a)(5). provisions must disclose the highest of 
set forth below. those annual percentage rates. w.hich 

(3) For transac60DB in which the '. 'results in an overstatement for other 
finance charge 1s determined solely. by maturities. In view of the-fact that the. 
application of a simple interest rate. the distortion is greatest in transactions 
Board proposes to permit only shorter with maturities shorter than Dine , 
than normal first periods to be treated months. the Board proposes to limit the 
as regular. If this approach were ' aVlQIabilily of this provision to 
adopted. Interpretation § 226.505 would transactions which range, in lengtp from 
be deleted and replaced by § 226.I!.(r)(2). nine to 60 months. However, as an' 

(4) The regulation currently discusses alternative to limltiDg the provision in 
. two methods of rate calculation. the U.S. this fashion. the Board. also soUcits 

Rule and the actuarial method. The u.s. comment on whether it could be 
Rule differs from the actuarial.method in eliminated entirely. See proposed '_ 
two respects. First, interest which is . § 226.5(a)(3) below. which would 
unpaid at the end of the regular payment, implement the first alternative. 
period is not compo~ded by addition ot (7) As discussed above, the Board is 
the deficiency to the principal of the considering a revision of the present 
obligation. Second, in a payment period . , § 226.5(c)(3) • .which relates to'the use of 
longer than ~e regular period, interest is faulty calculation tools, to extend its 
calculated on a "simple" basis for the' application to errors resultiDg from 
entire period. The regulation continues calculators and computers. In view of 
to recognize expUcitly these two the increasing use of calculators and 

. methods. The proposed tolerance of Ya computers in the creditindustty. it may 
oft percentage point would be· 'Dot be. appropriate to limit the protection 
measured from whichever of these afforded by § 226.5(c)(3} soleiy to users 
calculation methods is being used. even of charts and tables. However. the ,_ 
though application of these two methods Board recognizes that there may be . , 
may produ.ce slight variations in the greater difficultY in confirming errors in 
resulting annual percentage rate. It must calculators and computers than'in 
be,emphasizec;l that credttors are nilt printeR material such as charts and 
limited to the use of these two methods. tables. Therefore. if this provision is-
~ regulation does not specify the '!lay retairied and extended to calculators 
in which Creditors must calculate their· 'and computers. the Board is'i:qosiderlng , 
rates. but rather ~hat methods will be . limiting the extension to the ~'hardware~' 
used in measuring, the accuracy pf those, or physical components which are . 
rates. See proposed § 226.5(a)(1) and beyond the. control of the creditor. • 
proposed Supplement I. ' . Proposed § 226.5(c). as set forth below, 

(51 The current § 226.5{c)(21{iv) refiects this alternative. The Board 
permi~ creditors to understate the true requests comment· on any practical '.' 
annual percentage rate by as much as difficulties inherent in drawing a', , .. 
8% of that rate. where a single finance ," distinction between ,errors arising from 
charge is applied to all balances. withUi hardware-and those arising from. ., , 
a specified range of balances;The . software. As lin alternative, the Board 
creditorfri such cases is permitted to·. ' may also consider .deletin8 this " " .• 
disclose for ali such balances the annual provision entirely .. if further analysls-. 
percentage rate computed on-the median indicates that its protecUon is Do.longer ' 
balance'wi~ thats:ange. The Board is warranted. , .' ' .. ' .. '. 

. ... .-:" 

(8) Section 226.5(e) of the current 
regulation permits very llmltod use of 
the constlint raUo method in exceptlonal 
instances where the creditor has no 
altemative to using a method other thun 
the actuaxlal method or the U.S. Rule. 
The constant ratio method Is a mElans of 
approximating the annual percllntoge 
rate by assuming that each payment in 
the credit transaction Is composed ot tho 
same amount of interest and principal. 
While'this method is relatively simple to 
use. it may produce an extremely 
inaccurate annual percentage rato in 
regular transactions with longer terms or 
higher rates. In traps actions ~volvln8 
payment schedule irregularities, 
application of this method tends to 
produce extremely distorted rates. Tho 
comments on the Boord's Junuary 
proposal do not indicate ony use of this 
method in the credit indUStry. Tho Board 
therefore proposes to rescind § 226.&(0). 

(9) The 'provisions relating to opon ond 
credit would be essentlolly unchanged 
from the current requirements of 
§ 226.5(a). except for the addition of 
language permitting a fixed % ofl 
percentage point tolerance analogous to 

. that proposed for closed end credit 
transactions. See proposed § 220.&(b)(1) 
below. 
• z. Sf!ction 228.8. Most exceptions and 
special rules involving annual 
percentage late determination are bosod 
on the assumption that creditor, have 
no difficulty In computing the amount of 
the finance Charge.·which must then bo 
converted to an annual porcentage rato., 
However, the information avallablo to 
the Board Indicates that a growing • 
segment of the credit industry Is using a 
simple interest basis to compute the . 
finance charge. Under tbis approach. a 
rate is lipplled to an outstanding balanclI 
for the aclual number of days elapsing 
between payments. For theso creditors. 
the difficulty Is ordinarily not In 
calculating the annual percentage rato, 
which. in the absence of other flnllnco 
Charges, is the same as the interest rate, 
but in determlniDg the d611ar amount of 
the finance charge. This difficulty arlsos 
from the fact that the dollar ~ount wlll 
vary accqrding to 'the month In whIch , 
the loan commences. because of the 
varlatipmi in the length of tho months. 

Irregularities in the fllSt period In a 
transuction of this type]>roduco similar ' 
difficulties. because the length of tho 
fll'st period determines how much of the 
initial payment will bo attributed to 

. interest. This in tum affects the rale at 
which ~e principal of the loon Is 
reduced, and thus the amol1l\t of tho 
final payment and of the total finance 
charge. 



Federal Register / Vol. 44, No. 149 / Wednesdab, August 1, 1919 1 Proposed Rules 45145 

To alleviate the first difficulty provisions should also apply to open percentage rate inmany transactions 
described above, the Board proposes to end credit tranaactlons. and reduce the possibility of 
permit creditors assess'i. finance S. Supplement I. Supplement I ,  which understatement. Smmd, the general 
charges solely by application of a sImple is incorporated by reference in rate tables in Volume I, which are 
interest rate to treat all months as Regulation 2, sets forth the technical -.UY printed in 3% o i l  percentage 
having the same number of days, equations and instructions for point columns, would be reprinted in # 
provided the finance charge so determining the annual percentage rate. of 1 percentage Point intentals. Third. . 
calculated is marked as an estimate. As nvrently written, the material is the intmductory material accompanying 

. ' With regard to irregularities in the based on the use of the actuatial Volume I would be expanded in order to 
fist period for these types of method, although the regulation provide a further explanation of the 
-actions, the Board is considering specifically ranctiow the use of both scope of the v o b e ,  the types of 
adoption of a provision permitting only this metbod and the U.S. Rule. The U.S. transactions to which it applies and 
overstatements. Under this approach, a Rule appmach is more commonly used htruclions for use of the volume. 
&st period of any length less than a by credit unions. In order to make Fourth. Appendices B. C and D would be 
regular period could be treated as Supplement I more comprehensive the deleted. AppendixB relates to 
regular and any resulting payment Board proposes three revisions. First, it determination of the finance charge. The 
irregularities disregarded in disclosing would be expanded to include Board belleves that this appendix is not 
the finance charge, schedule of explanations and equations for appropriate for Volume I, which was 
payments and total of payments. This determining the a ~ u a l  percentage rate designed as a tool for calculation of the 
provision would replace Interpretation in accordance wilh the U.S. Rule. annual percentage rate only. Portions of 
g 228.SO5. Second, the Supplement would specify a Appendix C wodd be incorporated into 

These provisions would be .uniform method for measuring periods an expanded introduction to Volume L 
implemented by proposed § 228.8tr) which are longer or shorter than L e  AppendixD, which discusses the degree 
(Certain simple interest obligations), set regular unit period for a Ltansacti on. of inaccuracy resulting fromuse of the - 
forth below. It should be noted that the Third, the number and variety of adjustments in the current Appendix k 
exceptions would not be available if the examples in Supplement I would be will no longer be applicable if the 
finance c h q e  in such transactions expandcd in order to illushate the proposed revisions to Appendix A are 
includes charges other than amounts application of the formulas in adopted. 
attributable to a simple interest rate. Supplement I to various types of The Board wishes to emphasize that, 

In all types of transactions, two ~ a c t i o n r .  Set forth below i8 the text if adopted, the changes In Volume I 
common and necessary business of the proposed Supplement I equatione would not materially affect @e manner 
practices pmduce very slight payment and explanatione. together with i which it is used for regdlar 
schedule ifiegnlarities affecting the sramples for repmsentative types of braasacdons. Similarly, the p~oced~res 
amount of several required disclosures tcanaactions. oalled for by the new Appendix to 
rmder the Tmth in Lending Act One 4. Volume XofBoard'o TabIes. The provide greater acclrracy in a m a l  
variationarisea from the fact that Board's Annual Percentage Rate Tables, percentage rates for irregular 
payments must be collected in whole which a~ based on the formulas in lranaactions should not matedally 
cents rather thanin fractions of p'ennies. Supplement I, provide creditors with a increase the complexity of the 
For example, the rounding of payments calculation tool wblch, when used in adjustments. Following the text of the 
to whole cents may pmduce a difference accordance with the iostructions, proposed amendments. set fo& below. - between the final payment and all other produces an annual perceatage rate is the text of the revised Appendix to 
payments. The other variation arises complying with the regulation. When Volume I. together with the special 
from the need to change the dates of used for a regular tramaction, that is, factor tabla to be usedinmaking 
scheduled payments andlor advances one involving equal payment amounts adjustments. 
because the scheduled date occurs on a and periods, Volume I provides a simple 
Satuday, Sunday or holiday. The means of calculating an annual Text of Proposed Amendments 
variations d i n g  from these practices percentage rate accurate to withlo the In w~fderaffon of the comments 
may have a slight impact not only on the neareat % of 1 percentage point. Using received and its own analysis, and 
annual percentage rate but on certain the adjustments set forth In Appendix A p u u a n t  to the authority granted in 15 
non-rate disclosures such as the finance -. of the Tablea, creditors may also ulike US.C. Q 1 ~ ,  tb Board now proposes 
charge, the total of payments and the Volume 1 for h S a c l i 0 ~  wilh certain to delete 12 CPR 00 226502 2 2 8 s  m d  
schedule of payments. Therefore, the irreguIarities in the first period and/or fn 228.505' and to amend12 CPR Part 226 to 
Board proposes to adopt a provision the first andlast payments. These read as follows: 
permitting the effects of these two adjustments may produce inaccuracies 
practices to be disregarded by all beyond the proposed tolerance, but their 3 2265 D e ~ t l o n  of annuel 
creditors, regardless of the method used use is specifically sanctioned by the p~csntage rat& 
to assess interest, in making the regulation to accommodate these (a) Credit ofher fhm open end. [I) 
required Truth in Lending disclosures. irregularities. GenemImle. The annual percentage 

. Section 226.8 of Regulation Z wodd be In order to facilitate the use of the rate is a measure of the cost of credit., 
amended by the addition of a new Tables while at the same time expressed as a yearly rate, which 
paragraph (s] as set forth below. inmeash the accuracy of the nnnual relates the amount and timing of value 

The Board beIieves that the percentage rate obtained thereby, the received by the consumer to the amount 
difficulties described above arise only-in Board proposes four major revisions in and timing of payments made. The 
dosed end credit transactions and Volume L Fit Appendix A of the correct annual percentageraje shall be 
therefore proposes to limit proposed Tables would be amended in such a that rate determined in accordance with 
paragraphs (r] and (s] to such way that the adjustments needed to either the actuarial method arthe 
' transactions. However, the Board accommodate certain irregularities UnIted States Rule method. 
solicits comment on whether these would produce a more accurate annual Explanations, equations and technical 
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To alleviate the first difficulty provisions should also apply to open 
described above. the Board proposes to end credit transactions. 
permit creditors assessing finance 3. Supplement 1. Supplement I. which 
charges solely by application of a simple Is incorporated by reference In 
interest rate to treat all months 8S Regulation Z. lets forth the technical 
haYing the same number of days. equations and instructions for 
provided the finance charge so determinJng the annual percentage rate. 
calculated is marked as an estimate. & currently written. the material is 

. With regard to irregularities in the based 011 the use of the actuarial 
first period for these types of method. although the regulation 
transactions. the Board is considering specifically sanctions the use of both 
adoption of a provision permitting only this method and the U.S. Rule. The U.S. 
overstatements. Under this approach. a Rule approach is more commonly used 
first period of any length less than a by credit lJIIions.1n order to make 
regular period could be treated as Supplement I more comprehensive the 
regular and any resulting payment Board proposes three revisions. First,ll 
irregularities disregarded in disclosing would be expanded to include 
the finance charge. schedule of explanations and equations for 
payments and total of payments. This determining the annual percentage rate 
provision would replace Interpretation in accordance with the U.S. Rule. 
§ 226.505. Second. the Supplement would specify a 

These provisions would be . uniform method for measuring periods 
implemented by proposed § 226.8(r) which are longer or shoder than the 
(Certain simple interest obligations). set regular unit period for a transaction. 
forth below. It should be noted that the Third. the number and variety of 
exceptions would not be available if the examples In Supplement I would be 
finance charge In such transactions expanded in order to illustrate the 
includes charges other than amounts application of the formulas in 
attributable to a simple interest rate. Supplement I to various type. o[ 

In all types of transactions. two transactiODl. Set Corth below f. the text 
common and necessary business of the proposed Supplement I equations 
practices produce very sUght payment and explanations. together with 
schedule Irregularities afi'ecting the examples for represantative types of 
amount of several required disclosures transactions. 
under the Troth In Lending AcL One 4. Volume 101 Board's Tables. The 
variation.arises from the fact that Board's Annual Percentage Rata Tables. 
payments must be collected In whole which are based on the formulas In 
cents rather than in fractions of pennies. Supplement I, provide creditors with a 
For example, the rounding of payments calculation tool wbich. when used in 
to whole cents may produce a difference accordance with the instructions. 

- between the final payment and all other produces an annual percentage rate 
payments. The other variation arises complying with the regulation. When 
from the need to change the dates of used for a regular transaction. that Is. 
scheduled payments and/or advances one involving equal payment amounts 
because the scheduled date occurs on a and periods. Volume I provides a simple 
Saturday. Sunday or holiday. The means of calculating an annual 
variations arising from these practices percentage rate accurate to within the 
may have a sUght impact not only on the nearest ~ of 1 percentage poinL Using 
annual percentage rate but on certain the adjustments set forth In Appendix A 
non-rate disclosures such as the finance -' of the Tables. creditors may also utilize 
charge. the total of payments and the Volume I for transactions with certain 
schedule of payments. Therefore. the irregularities In the first period and/or In 
Board proposes to adopt a provision the first and last payments. These 
permitting the effects of these two adjustments may produce inaccuracies 
practices to be disregarded by all beyond the proposed tolerance. but their 
creditors. regardless of the method used use is specifically sanctioned by the 
to assess interest, in making the regulation to accommodate these 
required Truth in Lending disclosures. irregularities. 
Section 226.8 of Regulation Z would be 1n order to facWtate the use of the 
amended by the addition of a new Tables while at the same time 
paragraph (8) as set forth below. increasing the accuracy of the annual 

The Board believes that the percentage rate obtained thereby. the 
difficulties described above arise only-in Board proposes four major revisions in 
closed end credit transactions and Volume L Fmt. Appendix A or the 
therefore proposes 10 limit proposed Tables would be amended In such a 
paragraphs (rl and (s) to such way that the adjustments needed to 

• transactions. However. the Board accommodate certain irregularities 
soUcits comment on whether these would produce a more accurate annual 

percentage rate In many transactions 
and reduce the possibility of 
understatemenL Second. the general 
rate tables in Volume I. which are 
currently printed in ~ of 1 percentage 
point eolUDlDl, would be reprinted in *' 
oft percentage point intervals. Third. 
the introductory material accompanying 
Volume I would be expanded In order to 
provide a further explanation of the 
scope of the volume, the types of 
transactions to which it appUes and 
Instructions for use of the volume. 
Fourth, Appendices B. C and D would be 
deleted. Appendix B relates to 
determination of the finance charge. The 
Board beHeves that this appendix is not 
appropriate for Volume I. which was 
designed as a tool for calculation of the 
annual percentage tate only. Portions of 
Appendix C would be incorporated into 
an expanded introduction to Volume L 
Appendix D. which discusses the degree 
of Inaccuracy resulting from use of the 
adjustments In the current Appendix A. 
will no longer be applicable if the 
proposed revisions to Appendix A are 
adopted. 

The Board wishes to emphasize that, 
if adopted. the changes in Volume I 
'Would not materially affect the manner 
in which it is used for regular. 
transactions. Similarly, the procedures 
oelled for by the new Appendix to 
provfde greater accuracy in 8JlJ11Ial 
percentage rates for irregular 
transactions should not materially 
increase the complexity of the 
adjustments. Following the text of the 
proposed amendments. set forth below. 
is the text of the revised Appendix to 
Volume I. together with the special 
factor table to be used in making 
adjustments. 

Text 01 Proposed Amendments 
1n consideration of the comments 

received and its own analysis. and 
pursuant to the authority granted in 15 
U.s.c. , 1604. the Board now proposes 
to delete 12 CPR § § 226.502, 226.503 and 
226.505 and to amend 12 CPR Part 226 to 
read as follows: 

S 226.5 DetermlnaUon of annual 
percentage rate. 

(a) Credit other than open end. (1) 
General rule. The annualpercentsse 
rate Is a measure of the cost of credit., 
expressed as a yearly rate. which. 
relates the amount and timing ofvalue 
received by the consumer to the amount 
and tfmfng of payments made. The 
correct annual percentage ra~e shall be 
that rate determined in accordance with 
either the actuarial method or the 
Unlted States Rule method. 
Explanations, equations and technical 
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instructions for determining the annual will produce an auuudpercentagerete the fnarice charge for the p d o d  by tho 
percentage rate in accordance with which does nofresultinan ' amount of the median balance dUdn 
thesemethoasare-set forth i? . ' ' understatement of more than 8% of the the range or bracket of balanccs i , ~  
Supplement I, which is incorporated in rate determined on the lowest balarice. which it Js applicable, and the annual 
this Parf by reference. annual (5) Payment s&eduleirreguZmiti.. In . percentage rate shall be determhed by 
percentagemte shall be considered calculating mr~discIosingtheunnu~ multiplying that periodic rate (exprossod 

*' accurate;tfit is not more'than one-eighthm peffientqg~nrte, a mdit&may treat as as a percentage) by the number of 
of one mercentane w i n  below or above . regular the fiflowimirrermfadties in periods in a yeat. However, If tbo 
the a&al perekkige rate determined 
in accordance with Supplement L 

(2) Computcrtion boIs. 6) The 
Regulation Z Annual Percentage Rate 
Tables produced by the Board may be 
used to determine the anuualperentage 
rate, and any such rate defermined. from. 
these tables in accordance with fhe 
instractions contained therein will 
comply with the re<uirements of this 
section. Volume I of Ihe tables applies to 
single advance transactions involving up 
to 480 monthly payments br104 weekly 
payments. It may beusedsor regular 
transactions, as well as trandactioiis 
with any of the following variations: an 
odd first ~ e r i o d  an odd first ~ a m e n t  
and an oad iindpayment v & n e  II 
applies to transactions involving 
multiple advances and any type af . 
payment or periodirregdarity. 

(ii) Creditors may use any?other . 
computalion bol in dekmhhg  the . 
annuel percentage rate so long'as the 
annual mercentas!e rate so determined 
equals h e  annd percentage rate 
determined inaccordance 6ith 
Suuulemen t l. within the dmee  of 
ac&acy set forthin paraB]taph [a]p)o£ 
this section. 
(iii) Supplement l andvolumes 1 and 

lImay be obtainedhmany Federal 
Reserve Bank or from the Board in - Washingtdn,D.G2055L 

(31 Single add-on mte fnm-actions Jf 
a single add-on rate is applied to an . 
transactions within a range of maturities 
from B to 80 monlhs andif all payments 
are equal in amount and period, a single 
annual percentage ratemay be 
disclosedfor dl such.transactions, 
provided that it is the highest annual 
percentage rate for anxsuch 
transactiop. . * 

[4) Certain transactions -o lhg  
mnges of balances. For purpoees of 
disclosing tbe annual percentage ratd 
required by 8 226.8(g) [Orders bymail or 
telephone), ifthe same finance charge is 
imposed on all balances within a. 
specified range of balances, the annual 
percen~age rate computed for the .' 

median balancemav be disclosed for dl 
of the balances. ~ G e v e r ,  if the annual 
percentage rate computed for the 
median balapceunderstates.fhe annual 
oercentarre rate comuutedZor ihe lowest 
balance Gy more than 0% of the latter . 
rate, tfie annual percentage rate shall be 
computed~onwhateuerlowerbalmce . . 

- 
t& paym&tsched&: 

[il a period between fheedate on which 
the -fin&ci charge begins to a c m e  and 
thedateof the first scheduledmavment . * "  
which is not more. than 2 days shorter or 

- 30 dayslonger lhana regular period; 
and 
(3 aninitialp-tWhich is less 

than other payments. 
(b) Open endcr.ediI €11 Generalrule. 

The annual percentage rate i s  a measure 
of the costof credit, q e s s e d a s  a 
yearly mte, computed inaccordance . 
with paragra* &][2] or @][s] of this 

8 section. as applicable. Anannual 
percentage rateshallbeumsidered 
accurate if it is not more than % of 1 
percen-e point below or above the 
annual percentage rate determinedin 
accordance with this section. 

Where 0116 or moreoreperiodic ratesmay 
be used to compute the finance dharge, 
the anuualperc&tagerate to be 
disclosed pursuant to 5 226.7[a][4) and . 
5 22&lO[cJ[4] shall be ccmpnted by 
multiplyiug eachsnchpdodic rate by 
the number of periods in a year. 
(3) Annuulpementugemte&zp~~odic 

statements. [i) The annual percentage ' 
rate to be disclosedpurmrant to 
§ ?.ZW&](l][v] shall be determined by 
multiplying eachperiodicrate that may 
be usedto campnte t h e h c e  charge 
bythederdperiodsinayear. 

[ii) The ammal perceirtage rate to be 
disclosed pmmant to §22W(b][l)[vi] 
shallbe determinedinaccordance with 
one ofthe followingmethods;as 
applicable: . 

(A] Where the finance & w e  i s  * 

exclusivyly the prodnct of the 
application of one ormore periodic rates 

(1) by multiplying eachperiodicrate 
by the rmmber of periods in a year; or 

- (2) at the creditor's option, if the 
finance cbarge is the result of the 
application of two ?more periodic 
rates, by dividing the total finance . 
charge for the billing cycle by &e sum of 
the balances to which the.perio&crated 

- were applied andmultiplyingthe .* 
quotient (expressed as a;p&ceptage] by 
the number of billing cycles in a year. 

. IS) Where !he creditorimposesall 
periodic finance charges in m t s  
based on spkcified*anges nr brackeb of. 

. balances, the periodicrateshall be . 
determiaed by dividiug~theahount of - 

- m u d  percentage rate computedTor 1110 
median balance underslate8 tho annuul 
percentage rate computed for \he losvoflt 
balance by more than 8% or the lattu 
rate, the,annual percentage rate shallbo 
computed on whatever lotver talanao 
will produce an annual percentago rat0 
which does not zesult in an 
understatement of more lhan of tho 
rate determined on the lowest bnlnnco. 

[c) where the finance dharge imposod 
during the billing cycle is or Includes 

fzl anv minimum, fixed or other 
choh&e not due to the application of a 
periodic rate, other than a charge with 
respect to any spedfic transaction 
during the bi- cycle, by divldhg the 
total finance charge for the billing cyclo 
by the amount of the bdancc(s] to 
which applicable andmultiplying the 
quotient (expressed as a p&enCqo) by 
the number of b i i  cycles in a your; or 

(2) any charge wiih respect lo b y  
suesic transaction durinn the billim 
cicle [even Stlie total finince chargi 
also includes any other mlnlmwn, fixad 
or other charge not due to the 
application of a periodic rate], by 
dividing the total finunce charge 
imposed during the biUing cycle by tho 
total of all balances and other amounts 
on whi& any finance charge was 
imposedduring the biding cycle without 
duplication and multiplying the quotiont 
(expressed as a percentpge) by Ihe 
number of biilii  cycles in a yoar,l 
except $at the annual percentage rat0 
shall not beless than tho largest rate 
determined by multip1y.q each pcxiodio 
rate imposed during the billing cycle by 
the number of periods in a year; or 
(3) any minimum, i i e d  or'other 

charge not due to the application of a 
pekiodic h t e  and the total financo 
charge imposed during the billing cyclo 
does not exceed50 cents for n monthly 
or longer billing cycle, or the pro rata - 
vart of 50 cents for a billinn o~clo 
shorter than monthly, at I& &editor's 
option, by multiplyiig each npplicablo 
oeriodic rate bv the number of oedods . - - -  h a year, not&thstonding the 
provisions of paragraph [b)[3)[ii](C] 11) 
and [II) of thls section. 

(c] Enr,rsia calculation tools. An ' 

error in disclosure of the annual' 
percentage rate or finance charge shall 
not, in itself, be considered a violation 
of this Part if 

[Footnoto woddbo unchangcd~ ' 
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instructions for determining the annual will produce an annua1.:percentage mte 
percentage rate in accordance with which does not result in an ' . 
tbeseme\hDds are -set fDrth in . ' llDderstatement -of more than 8% -of the 
Supplement 1, which is incorPprated in rate determined 'On the lowest balarice. 
this Part by reference. ~ annual (5) P.ayment schedule irregularities. In . 
percentagemte shall be -considered calculating anddisclosing.theannual 

• ' accurate if it is nDt more lhan 'One-eighth per.centagerate, a creditor may treat as 
'Of one percentage point below Dr above rf'gular the following irreguJadties in _ . 
the alDlual percentage rate determined the payment schedule: 
in accordance with Supplement L (i) a periDd betw.een the date on which 

(2) Computation tools. (i) The the finance charge begins to aC!=lUe and 
RegulatiDn Z Annual Percenlage Rate the .date. 'Of the first schedulQd payment 
Tables produced by the 130ard may be which is not more. than.2 days shorter or 
used to determine the annual-perentage - 30 days longer lhan a regular period; 
rate, and any-suchrate deferminec1from' and 
these tables in accordance with the (il1 an initial paymennvhich is less 
inslrDCtiDns cDntalned therein wili than other payments. 
comply with the reqUirements of this I , (b) Open end credit .(1) General rule. 
sectiDn. VDlume 1 'Of -the tabl~s appUes to The annual percentage irate is a measure 
single advance transactions involving up of the cost 4)f credit.1lXpfessedas a .... 
to 480 monthly payments or '104 weekly yearly rate. computed in accordance 
payments. It may be used for regular with paragraph (b)(2) or {b)(3) of this 
transactions, as wen as transactions . section. as applicable. Anmmual 
with any .of the following variations: an percentage rate shallbe-considered 
odd first period, an 4)dd first payment accurate if it is not more 1han % of 1 
and an odd final paJDlent. Volume n percen~e point below or above -the 
applies to transactions involving annual percentage rate determinedin 
multiple advances and any type 4)f accordance with this :section. 
paJDlent or periodhregularity. (2) Anllual percenfagemte in 

(il) Creditors may use any-.other advertising andinitiaJ .disc1osrtres. ' 
computa1io~ tool in detel'll'ljning the Where .one ormore'periodic:ratesmay 
annual percentage Tate SD long as the be used tD 1:OtnpUte 1he.finance :charge. 
annual 'Percentage ute so determined the annual percentage rate .to be 
equals themmnal percentage:rate disclosed pursuant to § 226,7(a)(4) and 
determined in accordance with § 226.1.0(c)(4) shall be c.orilpnted by 
Supplementl. within the degree.of multiplyiIlg eachsnch periodic rate by 
accuracy set forth in paragraph (a)p-lof the number Dfperiods in a year. 
this section. • . (3) Jlnnualpercentage mteinperiodic 

(iii) SupplementJ and V.olumes I and statements. (i) The annual percentage -
n may be .obtained from.any F~dera1 rate to be disclosed lJUl'SllBnt to 
Reserve Bank Dr from the Board in § 226:l{b )(l)(v) shall be determined by 

- Washington,D.C..z055L multiplyiug each 'Periodicmte that may 
(3) Single add-on rate tralJsactions. .If be used to compute the :finance charge 

a single add-on rate is appUed to an - by the lIIDDber of periods ina year. 
transactions within a ~ange .of maturities (ii) The annual percei1tage rate to be 
from 9 to 60 months and if all payments disclosedpmsuantto §226.7(b)[l)(vi) 
are eqnal in amount and period, a single shall be determined lnaccordance with 
annual percentage :rate may be one of the followiDgmethDds;:as 
disclosed for all such 1ransactions, appUcable: . 
provided that it is the highest annnal {Al Where the finance cllarge is -
percentage rate for any .such exclusi~ythe product of the 
transactio!i' • , appUcatibn of .one «more 'Periodic rates 

(4) Certain transactions irrvolving (1) by multiplying each periodicrate 
ranges. of balances, For purposes of by the number of periods in a year, Dr 
disclosing the 1lnnual percenlage rat~ . (2) attheaeditor~ .option, if the 
required by § 226.8(g) (Orders by-maD or finance charge is the result of the 
telephone), if1he :same finance charge is application of two Q!'more periodic 
imposlld on all balances within a. rates, by dividing the total finance. 
specified range of balances, the annual charge for the billing cycle by the mnn 'Of 
percentage 1"ate computed for t1!-e .' the balances to which the 'Periodic rates 
median balance may be disclosed for all . were appUed and multiplYing1he 
of the balances. However, jf the annual quotient (expreBsed as 1l.-percentage) by 
percentage rate -computed for the the number of billing cycles in B. year. 
median bala,nce 11Dderstat~s.the annual_ . (B) Where the creditot: imposes:all 
percentage rate compu~d for ilie lowest periodic finance -charges In amounts 
balance by more than 8% of the latter - based on sp'ecified i'anges Dr brackets of· 
rate, Qle annual :percentage rate shall be balances, the periodic.rate .shall.be . 
computed ,on whate:ver lower ·balance - . determined by .dividing -the.amount 'Of . 

; 

the rmarice -charge for the perIod by tho 
amount of the medlan balance withIn 
the range or braCKet .of balances to 
which iUs applicable. and the annual 
percentage 1"ate shall be determlned by 
multiplying that periodic role (expressed 
as a percentage) by the number of 
periods in a yelU'. However. if the 
annual percentage ~ate computed Tor 1110 
median balance unders1ates the annuul 
percentage rale computed for the loweot 
balance by more than 8% of the IoUill' 
rate, th.e,annual percentage rate shall be 
computed on whatever lower balanco 
will produce an annual percentago rato 
which does not result in an 
llDderstatement of more than 8% of the 
rate determined on the lowest balanco. 

(C) Where the .finance charge Jmposed 
during the b1ll1ng cycle is or Includes 

(1) any minimum, fIXed or other 
charge not due to the application of a 
periodic ~ate, other than a charge with 
respect to any specific tran9a~tion 
during the billing cy~e, by dividing the 
total finance charge for the billlng cycle 
by the amount of the balancers) to 
which applicable and multiplying \he 
quotient (expressed as a percentago) by 
the number of billlng cycles in u your: or 

(2) any charge wiih Tespect to.any 
specific transaction during the bIDing 
cycle [even if ilie total finance chargo 
also inclu"es any .other mlnlmum. fixed 
or 'Other charge not due tD the 
application .of a periodic rate), by 
dividing the total finance charge 
imposed during the billlng cycle by \he 
total 'Of all balances and other amounts 
on whit;h any finance charge was 
imposed during the bIDing cycle without 
duplication and multiplying the quollent 
(expressed as a percentage) by the 
number of billing cycles in a year,
except that the annual percentage -rnte 
shan nol be less than the largest rate 
determined by multiplying each periodic 
rate imposed during the .billing cycle by 
the number of periods in a year: or 

(3) any minimum, fIXed Dr'other 
charge not due to the application of a 
periodic rate and the total finance 
charge imposed during the bnIing cycle 
does not exceed 50 cents for a monthly 
or longer billing cycle, Dr the pro rutn 
part of 50 cents for a billing cycle 
shorter than monthly, at the creditor's 
option, by multiplying each applicable 
periodic rate by the number 'Of periodo 
in a year, notwithstanding the 
provisions of paragraph (b )(3) [U)(C) 11) 
and (11) of this seclion. 

(c) Errors in calculation tools. An 
error in disclosure of the annual' 
percentage rate Dr finance -charge sholl 
not, In itself, be considered D -violation 
of this Part if 

10 [Footnolo would DO wchlUl8cd.l 
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(1) the error resulted born a 
corresponding error in a chart or table 
or in the physical component of a 
calculator or computer used in good 
faith by the creditor, and. 

(2) upon discovery of the error. the 
creditor promptly 

(i) discontinues use of that calculation 
tool for disclosure purposes, and 

(ii) notifies the Board in writing of the 
error in the calculation tool 
. * t t t -  

9 226.8 Credit other than open end- 
Specific disclosures. 
a * * * *  

(r) Certain simple interest ob&ations. 
If the finance charge of an obligation is 
calculated solely by applying a simple 
interest rate to a blance for the actual 
number of days elapsing between 
payments or between advances and 
payments, the creditor may. at its 
option, take advantage of either or both 
of the following provisions in 
determinim and disclosine the amount 
of the finance charge andlotherecredit 
terms: 
(1) Variations resutiqg fium the 

differing number of days in months need 
not be taken bit0 account, provided any 
hanc~charge disclosed p k a n t  to - 

this ~rovision is labelled as an estimate. 
[ ~ j  where the obligation is othenvise 

repayable in installments scheduled at 
equal periods, the interval between the 
date on which the finance charge begins 
to accrue and the date of the h t  
scheduled payment may be treated as 
regular, provided that the length of this 
interval is less than a regular period. 
[s) Cerioin payment schedule 

variations. In making calculations and 
disclosures, the creditorneed not take 
into accouut the effects of the following: 
[I) The fact that payments must be 

collected in whole cents; and 
(2) The fad that the dates of 

scheduled payments and advances must 
be changed because the scheduled date 
falls on a Saturday. Sunday, or holiday. 
t t t t t  

Supplement I to Regulation Z 
Rules for Determininn the Annual Percentane "~ 
Rate for Other than tjPen ~ n d  &dit 
Transactions Pursuant to 8 228.5[a) of 

I. Iittmduction 
Section 226.5[a] of Regulation Z provides 

that the annual pedntage a t e  for other than 
open end credit transactions shall be 
determined in accordance with either the 
actuarial.method or the United States Rule 
method This supplement contains an 
explaination of these methods as well as 
equations. instwbions and examples of how 
these methods apply to single advance and 
multiple advance transactions and 

.haasactions involving rcqulrcd deposit ia Ume on a given date of a given month lo 
balances (as dehcd in P 228.8[cl of the tho same mint in time on the same date of - - 
regulatiod]. mother monlh. If a series of paymenls [or 

AcfuaridhfeBod. Under the actuarld advonccs) Is scheduled for the laddal. of 
method. at the end of each unit-ncdod lor each monk months shall be measmed fmm 
kaction~l unlbpedod) the unpaid balarke of the last day of the given month to the last day 
the amount fiianwa shall be hctenscd by of another month. Ifpayments [or advances) 
the finance c h w e  a m e d  during such - are scheduled for thie &I or 30th of each 
period and shall be decreased by the total monk the last day of Februar~r shan be used 
payment [iT any) made at the end of such 
period The determination of unit-periods and 
ffactional unit-periods shall be comlslcnt 
with the deaniuoas and d e s  h SecUoas 
II[C) and II@] and tho gcncml cquaUon In 
SecUon IIM. - - 

~ ~ ( e d k t ~ f e s  ~ u l e  fifeloo! Under the 
United States Rule mathod. at the md of each 
payment period. the unpaid balance of tho 
amount financed shall be hcrearcd by tho 
finance charge accrued during such payment 
~ e d o d  and shall be dcueased bv tho 
iaymeat made at the end of tucb payment 
period. If the payment Is Icrs lhan Lbo tiancc 
charge aarued, tho adjustmeat of the unpaid 
balance of thc amount U n ~ c e d  shall be 

whcn appUcable. 
[D) U i ~ . t - ~ o d .  (11 In all transactions other 

than a single advance, dngle payment 
~ d i o n .  the unSt-period shall he that 
common pedd not to exceed 1 year. that 
omys most fGquently in the trimsactian, 
Except that 

(a) U 2 or more common periods occm with 
equal frequency, the mallerofsnch common 
perf& #hall be the unit-perfod; or 

@) If &era b no common period in the 
tmsaction. the unit-pedod shall be that 
pcrfod whtch b the average of all periods 
muaded to the heeasest whole standard 
intorvil of Ume. If the average Is eqnally near 
2 rtandard intervals of time. the lower shall - - ~ ~  - - ~ -. 

postponed until the end of the next payment bo the unit-period. 
period. If at that Ume the sum of the two 121 In a s i d e  advance. sindepayment 
payments is  still lcss than the total a m c d  k&acUon, he tlaft-period ahali be the term 
finance cbege for tho two payment periods, of Lhe traruactioo but shall not exceed i 
the adjustment of the unpaid balanw of the year. 
amount financed shall be wstwned still m Number of UNI-ueriods be he^ 2~5ven 
another payment period, &ad i o  forth In all d2es (1) l'he numb& of days between 
cases, however. the Ume iutenral bctwecn LC datcs shaU be thenumber of24hotuintervals 
date of consummation m d  Iba first addllIon betwean m y  point in h e  on the first date to 
of accruod finance chame to tho unoaid lhc same mint in Urn on the second date. 
balance of the amount hanced. orbetueorr (2) u 16 unit-period is a monlh. the n u m b  
successive addillone of sunred f inma of f d  udt-periods between 2 dates sban be 
charge to the unpaid balance of tho mount lhc numbkof months measmed back from 
financed, shall not exceed 1 year. lho later date.The remhbg fraction of a 
IX Acfuahl hfethod unit-period ddl be the number of days 

measured fomnrd from the earlier date to the 
[A] CenemlruIe. Tho annunl percentage besInafog of the first full unit-period divided 

mte shall be lhe nonhal a ~ u a l  pencntjse by 30.11 the d t - M o d  is a monk there are 
rate determined by multiplying tho unit- - G uni~-~eriods ~ k y e a r .  
period a t e  by the number of Wt-periods ia a (31 LI the unit-pdod is a semimonth or a 
year. multiple of a month not exceeding11 montbs, 

@I 3)- of the Lmnsoction. The term of the the number of days between 2 dates BaIl  be 
transaction begins on the date of ita 
consummation. except that U Lo Lance 
charge or any porlion of it is earned 
beginning on some othcr dntc, tho term 
be& on that olhcr date. The tenn cnds on 
thidate the last payment is duc, cxccpt thDt 
if an advance b scheduled aflcr that date. the 
term ends on the later date. For computation 
purposes, the length of the tcm~ shall be 
equal to the lime intorval between any point 
in time on tho beginnlog date to tho samo 
point in time on the ending date. 

[C] DeffmNlions of lrmeinfervols. (11 A 
period is the interval of Ume botwcen 
advances or behvecn payments and induder 
the intemal of time between tho dato the 
finance charge be* to be earned m d  the 
date of the first advance thereafter or the 
date of the firat payment thereafter, as 

\ applicable. 
(2) A common period is any period that . 

occura more than once in a transaction. 
(3) A standard interval of ~ m o  Is aday, 

week, semimonth, month or a mulUple ofa 
week or a month up to, but not utco-dhg, 1 
year. 

30 Umes the n u m b  of full months measmed 
bock from the later date. plus the nmber of 
rcmafntnn days. The number of full unit- 
periods &d the cemahhg fractian of a unit- 
period shall be dekmined by dividing mcb 
number of doys by 15 in the &e of a -  
scmknonthlv unit-rreriod o r b  the 
appmpriale~mul~~le of 30 in ihe case of a 
mulUmonlhty unlt-perid If the unit-period is 
o scmImontb. L a  number of p a  
year shall be 24. If the number of unit-periods 
Is a multiple ofa monlh. the number of unit- 
pcrfods per year shall be 12 divided by the 
number of months per unit-period. 

(4) If the unit-period is a day, a week. or a . 
mulUple of a week, the number of M unit- 
~ d o d s  and the rrmainInn fraction of a unit- 
&od hall be d e t e n d d  by d i v i k  the 
number of days between the 2siven datesbp 
the number of days per unit-p&od. Ii the 

- 
unit-period b a day. the nmnber of unit- 
periods per year shall be s. EIhe unit- 
period b a week or a multiple of a we& the 
number of unil-periods per year shall be 52 
dtvrded by the number ofweeks per 
nD.tnrt. '--.-- - (4) AU month shall be considered equDt (6) If the unit-period is a year, the number 

Full months shall be measured from any poht of full dt-pe.riodt between 2 dates shallbe 
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(1) the error resulted from a 
corresponding error in a chart or table 
or in the physical component of a 
calculator or computer used in good 
faith by the creditor. and-

(2) upon discovery of the error. the 
creditor promptly • 

(i) discontinues use of that calculation 
tool for disclosure purposes. and 

(il) notifies the Board in writing of the 
error in the calculation tooL 
• • • • "' 
§ 226. 8 Credit other than open end
Specific disclosures. 
... ... * * .. 

(rl Certain simple interest obligations. 
II the finance charge of an obligation is 
calculated solely by applying a simple 
interest rate to a blance for the actual 
number of days elapsing between 
payments or between advances and 
payments. the creditor may. at its 
option. take advantage of either or both 
of the following provisions in 
determiniDg and disclosing the amount 
of the finance charge and other'credit 
terms: 

(1) Variations resutiJm from the 
differing number of days in months need 
nol be taken mto account, provided any 
finance-charge disclosed purusant to 
this provision is labelled as an estimate. 

(2) Where the obUgation is otherwise 
repayable in installments scheduled at 
equal periods. the interval between the 
date on which the finance charge begins 
to accrue and the date of the first 
scheduled payment may be treated as 
regular. provided that the length of this 
interval is less than a regular period. 

(s) Certain payment schedule 
variations. In making calculations and 
disclosures. the creditor .need not take 
into account the effects of the following: 

(1) The fact that payments must be 
• collected in whole cents: and 

(2) The fact that the dates of 
scheduled payments and advances must 
be changed because the scheduled date 
falls on a Saturday. Sunday. or holiday. 
* • * • * 
Supplement I to Regulation Z 
Rules for Determining the Annual Percentage 
Rate for Other than Open End Credit 
Transactions Pursuant to § 226.5(a) of 
.Regulation·Z 

lIntroduction 
Section 226.5(a) of Regulation Z provides 

that the annual percentage rate Cor other than 
open end credit transactions shall be 
delermined in accordance with either the 
actuarial· method or the United States Rule 
method. This supplement contains an 
explaination of these methods as well as 
equations. instructions and examples of how 
these methods apply to single advance and 
multiple advance transactions and 

.transactioDS involving required deposll 
balances (as defined in I 226.8(e) of the 
regulation}. 

Actuarial Method. Under the actuarial 
method, at the end of each unit-period (or 
fractional unit-period) the unpaid balance o[ 
the amount rlDancc"d shall be Increased by 
the finance charge accrued durina such 
period and sball be decreased by the total 
payment (if any) made at the end o[ such 
period. The determination of unit· periods and 
fractional unit-periods lhall be consistent 
with the definiUo\1S and rules In SecUons 
D(C) and D(D) and tho general equation In 
Sectlon D(H). 

United State, Rule Method. Under the 
United States Rule mathod. at the and of each 
payment period. the unpaId balance of the 
amount financed sball be Increaled by the 
finance charge accrued during such payment 
period and ahall be decreased by the 
paym-=nt made at the end of IUch payment 
period. If the payment lalels than the rlDance 
charge accrued, the adJustment of the unpaid 
balance of the amounlfinanced Ihan be 
postponed unUl the end of the next payment 
period. If at that time the sum of the two 
payments Is 100 less than the total accrued 
finance charge for the two payment periods. 
the adjustment of the unpald balance of the 
amount financed shall he postponed ltin 
another payment period. and 10 forth. In all 
cases, however. the lime Intervul between the 
dale of coDSWDlIIalion and the first addlUon 
of accrued finance charge to the unpaid 
balance of the amount rlDanced. or hetween 
successive additions of accrued finance 
charge to the unpaid balance of the amount 
financed. shall Dot exceed 1 year. 

11. Actuarial Method 
(A) General rule. The annual percentage 

rate shall be the nommal annual percentage 
rate determined by multiplying the unit
period rate by the number of unit-periods In a 
year. 

(B) Term of the tronsaction. The term or the 
transaction begins on the date o£lts 
consummation. except that If the finance 
charge or any portion of it Is earned 
beginning on 80me other dale, tho term 
begins on that other date. 'I1Ie term ends on 
the date the last payment Is due, except that 
if an advance Is scheduled after that dote, the 
term ends on the later date. For compulaUop 
purposes, the length o[ the lerm shan be 
equal to the time interval batween any point 
in time on the beginning date to the samo 
point In time on the ending dale. 

(C) Definition; of time interval" (1) A 
period Is the Interval of time between 
advances or between payments and Includes 
the Interval of lime between the dale the 
finance charge begins to be eamed and the 
date of the first advance therearter or the 
date of the first payment thereafter. as 

, appUcable. 
(2) A common period is sny period that • 

occurs more than once in a transacUon. 
(3) A stendard Interval of limo II a day. 

week. semimonth, month. or. multiple of a 
week or a month up to, but not exceeding. 1 
year. 

(4) AD months sball be considered equal. 
Full months shall be measured from any point 

In time on • sIven date of a given month to 
the same point In lime on the same date of 
another month. If a series of payments (or 
ad\'ances) ISlcheduled for the last day of 
each month, months shall be measured from 
the last day of the given month to·the last day 
of another month. U payments (or advances) 
are scheduled for tlie 29th or 30th of each 
month, the last day of February sbaD be used 
when appUcable. 

(0) Unit-period. (1) In all transactiODS other 
than a single advance. single payment 
tnmsacUou, the unit-period shall be that 
common period, Dot to exceed 1 year. that 
occurs mosl frequently In the transaction, 
except that 

(a) U z or more common periods occur with 
equal frequency. the smaller of such common 
periods .baD be the unit-period; or 

lb) U there Is no common period in the 
transaction. the unit-period shall be that 
pcriod which Is the average of aU periods 
fOunded to the Dearest whole standard 
Intervm of time. U the average Is equally Dear 
Z .tandanllntervals of lime. the lower shaD 
be the unit.period. 

(2) In a lingle advance. single payment 
transaction, the unit-period sball be the term 
of the transscUon. butshaU Dot exceed 1 
year. 

(E) Numberofunit-periods between 2 given 
dates. (1) The number of days between Z 
dates shall be the number of 24-bour Intervals 
betwean any point In time on the first date to 
the IBIDe point In time on the second date. 

(2) If the unit·period is a month. the number 
of full unit-periods between 2 dates sball be 
the number of months measured back from 
tha later date. The remaining fraction of a 
unit-period shaD be the Dumber of days 
measured forward from the euDer date to the 
beginning of the first full unit-period. divided 
by 30. U the unit-period is a month. there are 
12 unit-periods peryear. 

(3) If the unit-period is a semimonth or a 
multiple of a month not exceeding 11 months. 
the Dumber of days between 2 dates shall be 
30 times the number of full months measured 
back from the later date. plus the Dumber of 
I'CJDIIInIng days. 'I1Ie number of run unit· 
periods and the remaIniDs fraction of a unit
period sball be delermlned by dividing such 
Ilumber of days by 15 In the case of a 
semimonthly unit-period or by the 
appropriate multlple of 30 In the case of a 
mulllmonlhly unit-period. U the unit-period Is 
a scmImonth.the number of unit-periods per 
year sball be 24. U the number ohnit-periods 
Is a multiple of a month. the number of unit
periods per year shall be 12 divided by the 
number of months per unit-period. 

(4) If the unit-period is a day. a weeIc. or a 
mulUple of a week, the number of full unit- • 
pcriods and the remaining fraction of a unit
period sball be determined by dividing the 
number of days between the 2 given dates by 
the number of days per unit-period. If the 
unit-period Is B day. the Dumber of unit
pcriods per year shall be S65.lfthe unit
period Is a week or a multiple of a week, the 
number of unll-periods per year shall be 52 
dIvided by the Dumber of weeks per unit
period. 

(6) If the unit-period Is a year. the number 
of full unit-periods between 2 dales shall be 
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the numberof MI yearn [each equal to= 
months) measured back Crom the laterdate. 
The remaininghction of annit-periodshall 
be: 

(a)The&maining nnmber dmoaths 
divided by 12 if.%e rimaininn i n t d  i s  

-&) l%e remaining number of dags divided 
by365ifthelernainingiutenraI ia not equalto 
awhole number of months. 
'(q (Iil a single advance. s'qle payment ' 

transaction hwhidhfie iemb9ess than a 
year and fsequal to a wholenlmibernf 
months, thenumber tomit-peiiodaiu &e 
termshall bei.andthenmaber'ofmnit- 
periods per year shall be 12 dividedh the 
number-ofmontha in the term 

i(7] h a  a'mgle advance. singlepayment 
transactionin which dhaterm in less than a 
year and ia not~sqnal:oawhdenumber of 
months, theaumberofunit-pedodaiu&e 
tenashall be% and4henumberof uait . ' 
periodsperyear shallbe385 divided by the 
number of daysin ther term. 
~Psrcenl4pemteforfmdionof nutux- 

period. The percentage rate of hanu? charge 
for a fractlonl(less &ini]oEaarnit-period 

. eheUbeequd20~chfractionmultiplied by - 
the percentage ratecffimncecha~eper - 
unl t-pqiod 
JG] Sp&- The symbols d h a q e x p r e s s  

the term ofa humctionin the equation set 
for& 3nSectioniH) aredefined ashnows: 
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the number-oEMl years {each equal toi2 
months) mea&Ul'ed back from the laterda1e. 
The remaining fraction vf a llDit-periodshall 
be:. • 

(ali'heTelllaining n!lIllberoTmonlhs 
divided by 12 u:the Temaining interval is 
equal to '8. wholenumber~fmonths. or 

(b)'ThnemBiningnumberofdays:atvided 
by!365 if1he-remaining interval is not equal 10 
a whole number of months. 

lB) In "8. single advance • .singlepayment -
transaction lin whiCh the mrm.u:less iIIan a 
year and is <equal to a whole :Dumber.of 
months. 1he:number 10 mlit-periods :in !he 
term.shallhe:t.and1he:number"dllUlit
periods per year shall be 12 divided by lbe 
number'ofmonth&:in the:term. 

i[1)ln"D. Bingle advance, -singl.epayment 
transactionm which lfhe...termiB less than a 
yeer and is noteqllaUo a whole:number of 
months.1henumbermunitlleriods in the 
term:shaD be 1. and:the .number:of unit
periods per year shall he.365 divided b.v the 
number of uys.iD ther!erm. •• 

(FJP.erl:enqeratejor/mctionDjD.wUt
period. The percentage rate of.finance charge 
for a Iractlon.(less ;th8n 1) of a mlit-'period 

- Bhall he ~qua11o:SUch Itaction.mu1tiplied hy 
the percentage :rate Clf:fiuancu:harge'per 
unIt-p~od. ' 

.(GJ Symbols; iI'he symbols.used .to.ex,p1'eSS 
the terms Df.a .lransaction.in!he eguation Bel 
forth lnSection'(H) are.defined as:£onow.s: 
BlWHG CODE U1D-DHI -




