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section E of appendix A of this part, a
statement that dividends cannot re-
main on account and that payout of
dividends is mandatory.

(d) Bonuses. Except as provided in
paragraph (e) of this section, if a bonus
is stated in an advertisement, the ad-
vertisement shall state the following
information, to the extent applicable,
clearly and conspicuously:

(1) The “annual percentage yield,”
using that term;

(2) The time requirements to obtain
the bonus;

(3) The minimum balance required to
obtain the bonus;

(4) The minimum balance required to
open the account, if it is greater than
the minimum balance necessary to ob-
tain the bonus; and

(5) When the bonus will be provided.

(e) Exemption for certain advertise-
ments—(1) Certain media. If an adver-
tisement is made through one of the
following media, it need not contain
the information in paragraphs (c)(1),
(©)(2), (©)@), (©)(5), (c)(6)(ii), (d)(4) and
(d)(5) of this section:

(i) Broadcast or electronic media,
such as television or radio;

(ii) Outdoor media, such as bill-
boards; or

(iii) Telephone response machines.

(2) Indoors signs. (i) Signs inside the
premises of a credit union (or the
premises of a share or deposit broker)
are not subject to paragraphs (b), (c),
(d) or (e)(2) of this section.

(i) If a sign exempted by paragraph
(e)(2) of this section states a rate of re-
turn, it shall:

(A) State the rate as an ‘“‘annual per-
centage yield,”” using that term or the
term “APY.” The sign shall not state
any other rate, except that the divi-
dend rate may be stated in conjunction
with the annual percentage yield to
which it relates.

(B) Contain a statement advising
members to contact an employee for
further information about applicable
fees and terms.

(3) Newsletters. (i) Newsletters sent by
a credit union to existing members
only are not subject to paragraphs (b),
(c), (d) or (e)(1) of this section.

(ii) If a newsletter exempted by para-
graph (e)(3) of this section states a rate
of return, it shall:
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(A) State the rate as an ‘“‘annual per-
centage yield,” using that term or the
term “APY.”” The newsletter shall not
state any other rate, except that the
dividend rate may be stated in conjunc-
tion with the annual percentage yield
to which it relates.

(B) Contain a statement advising
members to contact an employee for
further information about applicable
fees and terms.

(Approved by the Office of Management and
Budget under control number 3133-0134)

[58 FR 50445, Sept. 27, 1993, as amended at 59
FR 13436, Mar. 22, 1994; 61 FR 114, Jan. 3, 1996;
63 FR 71575, Dec. 29, 1998]

§707.9 Enforcement and record reten-
tion.

(a) Administrative enforcement. Section
270 of TISA (12 U.S.C. 4309) contains the
provisions relating to administrative
sanctions for failure to comply with
the requirements of TISA and this
part.

(b) Civil liability. Section 271 of TISA
(12 U.S.C. 4310) contains the provisions
relating to civil liability for failure to
comply with the requirements of TISA
and this part; Section 271 is repealed
effective September 30, 2001.

(c) Record retention. A credit union
shall retain evidence of compliance
with this regulation for a minimum of
two years after the date disclosures are
required to be made or action is re-
quired to be taken.

(Approved by the Office of Management and
Budget under control number 3133-0134)

[58 FR 50445, Sept. 27, 1993, as amended at 59
FR 13436, Mar. 22, 1994; 61 FR 114, Jan. 3, 1996;
63 FR 71575, Dec. 29, 1998]

§707.10 Electronic communication.

(a) Definition. Electronic communica-
tion means a message transmitted
electronically between a credit union
and a member in a format that allows
visual text to be displayed on equip-
ment, for example, a personal com-
puter monitor.

(b) General rule. In accordance with
the Electronic Signatures in Global
and National Commerce Act (the E-
Sign Act) (15 U.S.C. 7001 et seq.) and the
rules of this part, a credit union may
provide by electronic communication
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any disclosure required by this part to
be in writing.

(c) When consent is required. Under
the E-Sign Act, a credit union must ob-
tain a member’s affirmative consent
when providing disclosures related to a
transaction. For purposes of this re-
quirement, the disclosures required
under §§707.4(a)(2) and 707.8 are deemed
not to be related to a transaction.

(d) Address or location to receive elec-
tronic communication. A credit union
that uses electronic communication to
provide disclosures required by this
part must:

(1) Send the disclosure to the mem-
ber’s electronic address; or

(2) Make the disclosure available at
another location such as an Internet
web site; and

(i) Alert the member of the disclo-
sure’s availability by sending a notice
to the member’s electronic address (or
to a postal address, at the credit
union’s option). The notice must iden-
tify the account involved (if applicable)
and the address of the Internet web site
or other location where the disclosure
is available; and

(ii) Make the disclosure available for
at least 90 days from the date the dis-
closure first becomes available or from
the date of the notice alerting the
member of the disclosure, whichever
comes later.

(3) Exceptions. A credit union need
not comply with paragraph (d)(2)(ii) of
this section for disclosures required
under §707.4(a)(2), and need not comply
with paragraphs (d)(2)(i) and (ii) of this
section for disclosures required under
§707.8.

(e) Redelivery. When a disclosure pro-
vided by electronic communication is
returned to a credit union undelivered,
the credit union must take reasonable
steps to attempt redelivery using infor-
mation in its files.

(f) Entities other than a credit union. A
person other than a credit union that is
required to comply with this part may
use electronic communication in ac-
cordance with the requirements of this
section, as applicable.

[66 FR 33163, June 21, 2001]
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APPENDIX A TO PART 707—ANNUAL
PERCENTAGE YIELD CALCULATION

The annual percentage yield (APY) meas-
ures the total amount of dividends a credit
union pays on an account based on the divi-
dend rate and the frequency of compounding.
The annual percentage yield is expressed as
an annualized rate, based on a 365-day year.
(Credit unions may calculate the annual per-
centage yield based on a 365-day or a 366-day
year in a leap year.) Part | of this appendix
discusses the annual percentage yield cal-
culations for account disclosures and adver-
tisements, while Part Il discusses annual
percentage yield earned calculations for
statements. The annual percentage yield re-
flects only dividends and does not include
the value of any bonus, as that term is de-
fined in part 707, that may be provided to the
member to open, maintain, increase or renew
an account. Dividends, interest or other
earnings are not to be included in the annual
percentage yield if such amounts are deter-
mined by circumstances that may or may
not occur in the future. These formulas
apply to both dividend-bearing and interest-
bearing accounts held by credit unions.

PART |. ANNUAL PERCENTAGE YIELD FOR AcC-
COUNT DISCLOSURES AND ADVERTISING PUR-
POSES

In general, the annual percentage yield for
account disclosures under §§707.4 and 707.5
and for advertising under §707.8 is an
annualized rate that reflects the relationship
between the amount of dividends that would
be earned by the member for the term of the
account and the amount of principal used to
calculate those dividends. The amount of
dividends that would be earned may be pro-
jected based on the most recent past de-
clared rate or an anticipated future rate,
whichever the credit union judges to most
reasonably approximate the dividends to be
earned. Special rules apply to accounts with
tiered and stepped dividend rates, and to cer-
tain term share accounts with a stated ma-
turity greater than 1 year.

A. General Rules

Except as provided in Part I. E. of this ap-
pendix, the annual percentage yield shall be
calculated by the formula shown below.
Credit unions may calculate the annual per-
centage yield using projected dividends
based on either the rate at the last dividend
declaration date or the rate anticipated at a
future date. The credit union must disclose
whichever option it uses to members. Credit
unions shall calculate the annual percentage
yield based on the actual number of days for
the term of the account. For accounts with-
out a stated maturity date (such as a typical
share or share draft account), the calcula-
tion shall be based on an assumed term of 365
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days. In determining the total dividends fig-
ure to be used in the formula, credit unions
shall assume that all principal and dividends
remain on deposit for the entire term, and
that no other transactions (deposits or with-
drawals) occur during the term. (This as-
sumption shall not be used if a credit union
requires, as a condition of the account, that
members withdraw dividends during the
term. In such a case, the dividends (and an-
nual percentage yield calculation) shall re-
flect that requirement.) For term share ac-
counts that are offered in multiples of
months, credit unions may base the number
of days on either the actual number of days
during the applicable period, or the number
of days that would occur for any actual se-
quence of that many calendar months. If
credit unions choose to use this permissive
rule, they must use the same number of days
to calculate the dollar amount of dividends
that will be earned on the account in the an-
nual percentage yield formula (where “Divi-
dends’ are divided by ““Principal’’.)

The annual percentage yield is to be cal-
culated by use of the following general for-
mula ((““APY”’) is used for convenience in the
formulas):

APY=100 [(1 + Dividends/Principal) (365bays in
term) _l]_

“Principal’” is the amount of funds as-
sumed to have been deposited at the begin-
ning of the account.

“Dividends” is the total dollar amount of
dividends earned on the Principal for the
term of the account.

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

When the ‘“‘days in term’ is 365 (that is,
where the stated maturity is 365 days or
where the account does not have a stated
maturity), the APY can be calculated by use
of the following simple formula:

APY=100 (Dividends/Principal).

Examples:

(1) If a credit union would pay $61.68 in
dividends for a 365-day year on $1,000 depos-
ited into a share draft account, the APY is
6.17%:

APY=100 [(1 + 61.68/1,000) (365/365) —1]
APY=6.17%.

Or, using the simple formula above (since
the term is deemed to be 365 days):
APY=100 (61.68/1,000)

APY=6.17%.

(2) If a credit union pays $30.37 in dividends
on a $1,000 six-month term share certificate
account (where the six-month period used by
the credit union contains 182 days), using the
general formula above, the APY is 6.18%:
APY=100 [(1+30.37/1,000)(365/182) — 1]

APY=6.18%.

The APY is affected by the frequency of
compounding, i.e., the amount of dividends
will be greater the more frequently dividends
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are compounded for a given nominal rate.
When two credit unions are offering the
same dividend rate on, for example, a share
account, the APY disclosed may be different
if the credit unions use a different frequency
of compounding.

Examples:

(1) If a credit union pays $1,268.25 in divi-
dends for a 365-day year on $10,000 deposited
into a regular share account earning 12%,
and the dividends are compounded monthly,
the APY will be 12.68%.

APY=100 ($1,268.25/10,000)
APY=12.68%

(2) However, if a credit union is
compounding dividends on a quarterly basis
on an account which otherwise has the same
terms, the dividends will be $1,255.09 and the
APY will be 12.55%.

APY=100 ($1,255.09/10,000)
APY=12.55%

B. Stepped-Rate Accounts (Different Rates
Apply in Succeeding Periods)

For accounts with two or more dividend
rates applied in succeeding periods (where
the rates are known at the time the account
is opened), a credit union shall assume each
dividend rate is in effect for the length of
time provided for in any share agreement.
Examples:

(1) If a credit union offers a $1,000 6-month
term share (certificate) account on which it
pays a 5% dividend rate, compounded daily,
for the first three months (which contain 91
days), and a 5.5% dividend rate, compounded
daily, for the next three months (which con-
tain 92 days), the total dividends for six
months is $26.68, and, using the general for-
mula above, the APY is 5.39%:

APY=100 [(1+26.68/1,000)(365/183) — 1]
APY=5.39%.

(2) If a credit union offers a $1,000 2-year
share certificate on which it pays a 6% divi-
dend rate, compounded daily, for the first
year, and a 6.5% dividend rate, compounded
daily, for the next year, the total dividends
for two years is $133.13, and, using the gen-
eral formula above, the APY is 6.45%:

APY=100 [(1+133.13/1,000)(365/730) — 1]
APY=6.45%.

C. Variable-Rate Accounts

For variable-rate accounts without an in-
troductory premium or discounted rate, a
credit union must base the calculation only
on the initial dividend rate in effect when
the account is opened (or advertised), and as-
sume that this rate will not change during
the year.

Variable-rate accounts with an introduc-
tory premium or discount rate must be
treated like stepped-rate accounts. Thus, a
credit union shall assume that: (1) The intro-
ductory simple dividend rate is in effect for
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the length of time provided for in the ac-
count contract; and (2) the variable dividend
rate that would have been in effect when the
account is opened or advertised (but for the
introductory rate) is in effect for the remain-
der of the year. If the variable rate is tied to
an index, the index-based rate in effect at
the time of disclosure must be used for the
remainder of the year. If the rate is not tied
to an index, the rate in effect for existing
members holding the same account (who are
not receiving the introductory dividend rate)
must be used for the remainder of the year.
For example, if a credit union offers an ac-
count on which it pays a 7% dividend rate,
compounded daily, for the first three months
(which, for example, contains 91 days), while
the variable dividend rate that would have
been in effect when the account was opened
was 5%, the total dividends for a 365-day year
for a $1,000 account balance is $56.52, (based
on 91 days at 7% followed by 274 days at 5%).
Using the simple formula, the APY is 5.65%:
APY=100 (56.52/1,000)
APY=5.65%.

D. Accounts with Tiered Rates (Different Rates
Apply To Specified Balance Level)

For accounts in which two or more divi-
dend rates paid on the account are applicable
to specified balance levels, the credit union
must calculate the annual percentage yield
in accordance with the method described
below that it uses to calculate dividends. In
all cases, an annual percentage yield (or a
range of annual percentage yields, if appro-
priate) must be disclosed for each balance
tier.

For purposes of the examples discussed
below, assume the following:

Simple divi-
dend rate (Per- Share balance required to earn rate
cent)
5.25 .. Up to but not exceeding $2,500.

5.50 ..
5.75 ..

Above $2,500, but not exceeding $15,000.
Above $15,000.

Tiering Method A

Under this method, a credit union pays on
the full balance in the account the stated
dividend rate that corresponds to the appli-
cable share balance tier. For example, if a
member deposits $8,000, the credit union pays
the 5.50% dividend rate on the entire $8,000.
This is also known as a ‘“‘hybrid” or ‘“pla-
teau’ tiered rate account.

When this method is used to determine
dividends, only one annual percentage yield
will apply to each tier. Within each tier, the
annual percentage yield will not vary with
the amount of principal assumed to have
been deposited.

For the dividend rates and account bal-
ances assumed above, the credit union will
state three annual percentage yields—one
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corresponding to each balance tier. Calcula-
tion of each annual percentage yield is simi-
lar for this type of account as for accounts
with a single fixed dividend rate. Thus, the
calculation is based on the total amount of
dividends that would be received by the
member for each tier of the account for a
year and the principal assumed to have been
deposited to earn that amount of dividends.

First tier. Assuming daily compounding, the
credit union will pay $53.90 in dividends on a
$1,000 account balance. Using the general for-
mula for the first tier, the APY is 5.39%:
APY=100 [(1+53.90/1,000)(365/365) — 1]
APY=5.39%.

Using the simple formula:

APY=100 (53.90/1,000)

APY=5.39%.
Second tier. The credit union will pay
$452.29 in dividends on an $8,000 deposit.

Thus, using the simple formula, the annual
percentage yield for the second tier is 5.65%:
APY=100 (452.29/8,000)

APY=5.65%.

Third tier. The credit union will pay
$1,183.61 in dividends on a $20,000 account bal-
ance. Thus, using the simple formula, the an-
nual percentage yield for the third tier is
5.92%:

APY=100 (1,183.61/20,000)
APY=5.92%.

Tiering Method B

Under this method, a credit union pays the
stated dividend rate only on that portion of
the balance within the specified tier. For ex-
ample, if a member deposits $8,000, the credit
union pays 5.25% on only $2,500 and 5.50% on
$5,500 (the difference between $8,000 and the
first tier cutoff of $2,500). This is also known
as a ‘“‘pure” tiered rate account.

The credit union that computes dividends
in this manner must provide a range that
shows the lowest and the highest annual per-
centage yields for each tier (other than for
the first tier, which, like the tiers in Method
A, has the same annual percentage yield
throughout). The low figure for an annual
percentage yield is calculated based on the
total amount of dividends earned for a year
assuming the minimum principal required to
earn the dividend rate for that tier. The high
figure for an annual percentage yield is
based on the amount of dividends the credit
union would pay on the highest principal that
could be deposited to earn that same divi-
dend rate. If the account does not have a
limit on the amount that can be deposited,
the credit union may assume any amount.

For the tiering structure assumed above,
the credit union would state a total of five
annual percentage yields—one figure for the
first tier and two figures stated as a range
for the other two tiers.

First tier. Assuming daily compounding, the
credit union could pay $53.90 in dividends on
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a $1,000 account balance. For this first tier,
using the simple formula, the annual per-
centage yield is 5.39%:

APY=100 (53.90/1,000)

APY=5.39%.

Second tier. For the second tier the credit
union would pay between $134.75 and $841.45
in dividends, based on assumed balances of
$2,500.01 and $15,000, respectively. For
$2,500.01, dividends would be figured on $2,500
at 5.25% dividend rate plus dividends on $.01
at 5.50%. For the low end of the second tier,
therefore, the annual percentage vyield is
5.39%. Using the simple formula:

APY=100 (134.75/2,500)
APY=5.39%.

For $15,000, dividends are figured on $2,500
at 5.25% dividend rate plus dividends on
$12,500 at 5.50% dividend rate. For the high
end of the second tier, the annual percentage
yield, using the simple formula, is 5.61%:

APY=100 (841.45/15,000)
APY=5.61%.

Thus, the annual percentage yield range
that would be stated for the second tier is
5.39% to 5.61%.

Third tier. For the third tier, the credit
union would pay $841.45 and $5,871.78 in divi-
dends on the low end of the third tier (a bal-
ance of $15,000.01). For $15,000.01, dividends
would be figured on $2,500 at 5.25% dividend
rate, plus dividends on $12,500 at 5.50% divi-
dend rate, plus dividends on $.01 at 5.75% div-
idend rate. For the low end of the third tier,
therefore, the annual percentage yield, using
the simple formula, is 5.61%:

APY=100 (841.45/15,000)
APY=5.61%.

Assuming the credit union does not limit
the account balance, it may assume any
maximum amount for the purposes of com-
puting the annual percentage yield for the
high end of the third tier. For an assumed
maximum balance amount of $100,000, divi-
dends would be figured on $2,500 at 5.25% div-
idend rate, plus dividends on $12,500 at 5.50%
dividend rate, plus dividends on $85,000 at
5.75% dividend rate. For the high end of the
third tier, therefore, the annual percentage
yield, using the simple formula, is 5.87%:

APY=100 (5,871.78/100,000)
APY=5.87%.

Thus, the annual percentage yield that
would be stated for the third tier is 5.61% to
5.87%. If the assumed maximum balance
amount is $1,000,000, credit unions would use
$985,000 rather than $85,000 in the last cal-
culation. In that case for the high end of the
third tier, the annual percentage yield, using
the simple formula, is 5.91%:

APY=100 (59,134.22/1,000,000)
APY=5.91%

Thus, the annual percentage yield range
that would be stated for the third tier is
5.61% to 5.91%.
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E. Term Share Accounts with a Stated Maturity
Greater than One Year that Pay Dividends At
Least Annually

1. For term share accounts with a stated
maturity greater than one year, that do not
compound dividends on an annual or more
frequent basis, and that require the member
to withdraw dividends at least annually, the
annual percentage yield may be disclosed as
equal to the dividend rate.

Example:

If a credit union offers a $1,000 two-year
term share account that does not compound
and that pays out dividends semi-annually
by check or transfer at a 6.00% dividend rate,
the annual percentage yield may be disclosed
as 6.00%.

2. For term share accounts covered by this
paragraph that are also stepped-rate ac-
counts, the annual percentage yield may be
disclosed as equal to the composite dividend
rate.

Example:

(1) If a credit union offers a $1,000 three-
year term share account that does not com-
pound and that pays out dividends annually
by check or transfer at a 5.00% dividend rate
for the first year, 6.00% dividend rate for the
second year, and 7.00% dividend rate for the
third year, the credit union may compute
the composite dividend rate and APY as fol-
lows:

(a) Multiply each dividend rate by the
number of days it will be in effect;

(b) Add these figures together; and

(c) Divide by the total number of days in
the term.

(2) Applied to the example, the products of
the dividend rates and days the rates are in
effect are (5.00%x365 days) 1825, (6.00%x365
days) 2190, and (7.00%x365) 2555, respectively.
The sum of these products, 6570, is divided by
1095, the total number of days in the term.
The composite dividend rate and APY are
both 6.00%.

PART Il. ANNUAL PERCENTAGE YIELD EARNED
FOR STATEMENTS

The annual percentage yield earned for
statements under §707.6 is an annualized rate
that reflects the relationship between the
amount of dividends actually earned (ac-
crued or paid and credited) to the member’s
account during the period and the average
daily balance in the account for the period
over which the dividends were earned.

Pursuant to §707.6(a), when dividends are
paid less frequently than statements are
sent, the APY Earned may reflect the num-
ber of days over which dividends were earned
rather than the number of days in the state-
ment period, e.g., if a credit union uses the
average daily balance method and calculates
dividends for a period other than the state-
ment period, the annual percentage yield
earned shall reflect the relationship between
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the amount of dividends earned and the aver-
age daily balance in the account for the
other period, such as a crediting or dividend
period.

The annual percentage yield shall be cal-
culated by using the following formulas
(““APY Earned” is used for convenience in
the formulas):

A. General Formula

APY Earned=100 [(1+Dividends earned/Bal-
ance)(365/Daysinperi0d) — 1] R

“Balance’ is the average daily balance in
the account for the period.

“Dividends earned” is the actual amount
of dividends accrued or paid and credited to
the account for the period.

“Days in period” is the actual number of
days over which the dividends disclosed on
the statement were earned.

Examples:

(1) If a credit union calculates dividends
for the statement period (and uses either the
daily balance or the average daily balance
method), and the account had a balance of
$1,500 for 15 days and a balance of $500 for the
remaining 15 days of a 30-day statement pe-
riod, the average daily balance for the period
is $1,000. Assume that $5.25 in dividends was
earned during the period. The annual per-
centage yield earned (using the formula
above) is 6.58%:

APY Earned=100 [(1+5.25/1,000)(365/30) — 1]
APY Earned=6.58%.

(2) Assume a credit union calculates divi-
dends on the average daily balance for the
calendar month and provides periodic state-
ments that cover the period from the 16th of
one month to the 15th of the next month.
The account has a balance of $2,000 Sep-
tember 1 through September 15 and a balance
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of $1,000 for the remaining 15 days of Sep-
tember. The average daily balance for the
month of September is $1,500, which results
in $6.50 in dividends earned for the month.
The annual percentage yield earned for the
month of September would be shown on the
periodic statement covering September 16
through October 15. The annual percentage
yield earned (using the formula above) is
5.40%:

APY Earned=100 [(1+6.50/1,500)(365/30) — 1]
APY Earned = 5.40%.

(3) Assume a credit union calculates divi-
dends on the average daily balance for a
quarter (for example, the calendar months of
September through November), and provides
monthly periodic statements covering cal-
endar months. The account has a balance of
$1,000 throughout the 30 days of September, a
balance of $2,000 throughout the 31 days of
October, and a balance of $3,000 throughout
the 30 days of November. The average daily
balance for the quarter is $2,000, which re-
sults in $21 in dividends earned for the quar-
ter. The annual percentage yield earned
would be shown on the periodic statement
for November. The annual percentage yield
earned (using the formula above) is 4.28%:

APY Earned=100 [(1+21/2,000)(365/91) —1]
APY Earned=4.28%.

B. SPECIAL FORMULA FOR USE WHERE PERIODIC
STATEMENT IS SENT MORE OFTEN THAN THE
PERIOD FOR WHICH DIVIDENDS ARE COM-
POUNDED.

Credit unions that use the daily balance
method to accrue dividends and that issue
periodic statements more often than the pe-
riod for which dividends are compounded
shall use the following special formula:

- 365/ Compounding) 0
APY Earned = 100%+ (D|\{|dend§ earned/BaIange) E‘ 10
il Daysin period (Compounding) B

The following definition applies for use in
this formula (all other terms are defined
under Part I11):

““Compounding’ is the number of days in
each compounding period.

Assume a credit union calculates dividends
for the statement period using the daily bal-
ance method, pays a 5.00% dividend rate,

compounded annually, and provides periodic
statements for each monthly cycle. The ac-
count has a daily balance of $1000.00 for a 30-
day statement period. The dividend earned of
$4.11 for the period, and the annual percent-
age yield earned (using the special formula
above) is 5.00%:
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365/365)  []
APY Earned = 100%#%“;—3*000) (365) 10
B

APY Earned = 5.00%.

[58 FR 50445, Sept. 27, 1993, as amended at 63 FR 71575, Dec. 29, 1998]

APPENDIX B TO PART 707—MODEL
CLAUSES AND SAMPLE FORMS

Table of Contents

B-1—Model Clauses for Account Disclosures
(§707.4(b))

B-2—Model Clauses for Changes in Terms
(§707.5(a))
B-3—Model Clauses for Pre-Maturity Notices
for Term Share Accounts (§707.5(b-d))
B-4—Sample Form (Signature Card/ Applica-
tion for Membership)

B-5—Sample Form (Term Share (Certificate)
Account)

B-6—Sample Form (Regular Share Account
Disclosures)

B-7—Sample Form (Share Draft Account
Disclosures)

B-8—Sample Form (Money Market Share
Account Disclosures)

B-9—Sample Form (Term Share (Certificate)
Account Disclosures)

B-10—Sample Form (Periodic Statement)
B-11—Sample Form (Rate and Fee Schedule)

GENERAL NOTE: Appendix B contains model
clauses and sample forms intended for op-
tional use by credit unions to aid in compli-
ance with the disclosure requirements of
§§707.4 (account disclosures), 707.5 (subse-
quent disclosures), 707.6 (statement disclo-
sures), and 707.8 (advertisements). Section
269(b) of TISA provides that credit unions
that use these clauses and forms will be in
compliance with TISA’s disclosure provi-
sions.

As discussed in the supplementary infor-
mation to §707.3(a), this final rule provides
for flexibility in designing the format of the
disclosures. Credit unions can choose to pre-
pare a single document or brochure that in-
corporates disclosures for all accounts of-
fered, or to prepare different documents for
each type of account. Credit unions may also
use inserts to a document, or fill in blanks to
show current rates, fees and other terms.

In the model clauses, words in parentheses
indicate the type of disclosure a credit union
should insert in the space provided (for ex-
ample, a credit union might insert ““July 23,
1995”" in the blank for a ‘‘(date)’” disclosure).
Brackets and “‘/”’ indicate that a credit union

must choose the alternative that best de-
scribes its practice (for example, “‘[daily
balance/ average daily balance]”’). It should
be noted that only in sections B-6 through
B-10 of this appendix have specific examples
of disclosures been given, with dates and fig-
ures. Sections B-1 through B-5, and section
B-11 provide only unspecific model clauses or
blank forms. The Board felt, as did the FRB
in the Appendix A to Regulation DD, that a
mix of blank clauses and forms and applica-
tion of the model clauses to real specific sit-
uations would benefit those who must com-
ply with TISA.

Any references to NCUA Rules and Regula-
tions, the NCUA Standard FCU Bylaws, or the
NCUA Accounting Manual for FCUs, are pro-
vided for guidance and as a point of reference
for credit unions. Citations to these sources
does not indicate that their application is re-
quired for those credit unions who need not
follow them.

B-1 MODEL CLAUSES FOR ACCOUNT
DISCLOSURES (§707.4(B))

(A) Rate Information (Sec. 707.4(b)(1))
(1) Fixed-Rate Accounts (§ 707.4(b)(1)(i)(A-B))

1. Interest-bearing Accounts

The interest rate on your deposit account
is ~ % with an annual percentage yield
(APY) of %. [For purposes of this dis-
closure, this is a rate and APY that were of-
fered within the most recent seven calendar
days and were accurate as of (date). Please
call (credit union telephone number) to ob-
tain current rate information.] You will be
paid this rate [for (time period)/until (date)/
for at least 30 calendar days].

NoTE: This provision reflects an accurate
statement for an interest-bearing account
authorized by state law for state-chartered
credit unions. While the definition of the
term “‘interest’” permits its substitution for
the term ‘‘dividends,” separate disclosures
should be made for interest-bearing ac-
counts. Since account opening disclosures
may be provided to potential members re-
questing account information before opening
an account, and members opening new ac-
counts, information is provided indicating
that the rate may not be current, but that
the potential member or member may call
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the credit union to obtain up-to-date infor-
mation. When opening a new account, of
course, a credit union could provide the con-
tractual rate alone, and delete the sentences
in brackets. Given the definition of fixed-
rate account in §707.2(n), credit unions offer-
ing fixed-rate accounts must contract to
hold rates steady for at least a 30-day period.
Thus, if the 30-day option of the last sen-
tence is not chosen, the period chosen must
be longer than 30 days.

2. Dividend-bearing Term Share Accounts

The dividend rate on your term share ac-
count is % with an annual percentage
yield (APY) of %. [For purposes of this
disclosure, this is a rate and APY that were
offered within the most recent seven cal-
endar days and were accurate as of (date).
Please call (credit union telephone number)
to obtain current rate information.] You will
be paid this rate [for (time period)/until
(date)/for at least 30 calendar days].

NoTE: This provision reflects an accurate
statement for a fixed-rate, dividend-bearing
term share account. Interest-bearing term
share accounts would use the disclosure in
§1, above. Since account opening disclosures
may be provided to potential members re-
questing account information before opening
an account, and members opening new ac-
counts, information is provided indicating
that the rate may not be current, but that
the potential member or member may call
the credit union to obtain up-to-date infor-
mation. When opening a new account, of
course, a credit union could provide the con-
tractual rate alone, and delete the sentences
in brackets. Given the definition of fixed-
rate account in §707.2(n), credit unions offer-
ing fixed-rate accounts must contract to
hold rates steady for at least a 30-day period.
Thus, if the 30-day option of the last sen-
tence is not chosen, the period chosen must
be longer than 30 days.

3. Other Dividend-bearing Accounts

[As of [the last dividend declaration date/
(date)], the dividend rate was % with
an annual percentage yield (APY) of %
on your account. /or The prospective divi-
dend rate on your account is % with a
prospective APY of % for the current
dividend period.] You will be paid this rate
for [(time period)/at least 30 calendar days].
or

[As of [the last dividend declaration date/
(date)], the dividend rate was % with
an annual percentage yield (APY) of %
on your account. /or The prospective divi-
dend rate on your account is % with an
annual percentage yield (APY) of % for
this dividend period.] This rate will not
change unless the credit union notifies you
at least 30 calendar days prior to any change.
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NOTE: Credit unions may disclose the divi-
dend rate and annual percentage yield on ac-
counts as of the last dividend declaration
date. This necessitates inclusion of a disclo-
sure of the actual calendar date of the last
dividend declaration date. Additionally or
alternatively (if the last dividend rate could
be inaccurate), credit unions may disclose a
prospective dividend rate and a prospective
annual percentage yield. Such prospective
rates and yields must be estimated in good
faith, and must be declared at the proper
time if it is at all possible to do so. As for
the last sentence in these disclosures, this
provision reflects a credit union policy to set
prospective dividend rates for the next
month (or at least 30 days), quarter or other
period. Many credit unions, at their mid-
monthly board meeting, set prospective divi-
dend rates for the next month beginning on
the 1st day of the month and continuing to
the last day of the month. These rates must
be formalized or ratified at the end of a divi-
dend period. Given the timing of the board
meetings, the time to prepare and mail no-
tices and the 30 day period, it will often take
credit unions 45 to 60 days to effectively
change rates. For these reasons, the Board
strongly suggests that credit unions do not
offer fixed-rate, dividend-bearing accounts.

(11) Variable-Rate Accounts (§707.4(b)(1)(ii))

1. Interest-bearing Accounts

The interest rate on your deposit account
is %, with an annual percentage yield
(APY) of %. [For purposes of this dis-
closure, this is a rate and APY that were of-
fered within the most recent seven calendar
days and were accurate as of (date). Please
call (credit union telephone number) to ob-
tain current rate information.] The interest
rate and annual percentage yield may
change every (time period) based on [(name
of index)/the determination of the credit
union board of directors]. The interest rate
for your account will [never change by more
than % each (time period)/never be less/
more than %l/never exceed %
above or fall more than % below the
initial interest rate].

NoTe: This disclosure combines the re-
quirements of §707.4(b)(1)(1) with
§707.4(b)(1)(ii) for interest-bearing accounts.
The variable nature of a deposit account usu-
ally is based on an external index or is set at
the discretion of the board. If another means
of rate setting is used, that, instead of the
proposed language, must be disclosed. Since
account opening disclosures may be provided
to potential members requesting account in-
formation before opening an account, and
members opening new accounts, information
is provided indicating that the rate may not
be current, but that the potential member or
member may call the credit union to obtain
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up-to-date information. When opening a new
account, of course, a credit union could pro-
vide the contractual rate alone, and delete
the sentences in brackets. Rarely would
there be limitations on rate changes, but
language is provided for this situation in the
last sentence. Of course, it is only to be used
if it applies to an account.

2. Dividend-bearing Term Share Accounts

The dividend rate on your term share ac-
count is %, with an annual percentage
yield (APY) of %. [For purposes of this
disclosure, this is a rate and APY that were
offered within the most recent seven cal-
endar days and were accurate as of (date).
Please call (credit union telephone number)
to obtain current rate information.] The div-
idend rate and annual percentage yield may
change every (time period) based on [(name
of index)/the determination of the credit
union board of directors]. The dividend rate
for your account will [never change by more
than % each (time period)/never be less/
more than % /never exceed %
above or fall more than % below the
initial dividend rate].

NoTe: This disclosure combines the re-
quirements of §707.4(b)(1)(1) with
§707.4(b)(1)(ii) for dividend-bearing, variable-
rate term share accounts. The variable na-
ture of a deposit account usually is based on
an external index or is set at the discretion
of the board. If another means of rate setting
is used, that, instead of the model language,
must be disclosed. Since account opening
disclosures may be provided to potential
members requesting account information be-
fore opening an account, and members open-
ing new accounts, information is provided in-
dicating that the rate may not be current,
but that the potential member or member
may call the credit union to obtain up-to-
date information. When opening a new ac-
count, of course, a credit union could provide
the contractual rate alone, and delete the
sentences in brackets. Rarely would there be
limitations on rate changes, but language is
provided for this situation in the last sen-
tence. Of course, it is only to be used if it ap-
plies to an account.

3. Other Dividend-bearing Accounts

[As of [the last dividend declaration date/
(date)], the dividend rate was % with
an annual percentage yield (APY) of %
on your account. /or The prospective divi-
dend rate on your account is % with an
anticipated annual percentage yield (APY) of
% for the current dividend period.] The
dividend rate and annual percentage yield
may change every (dividend period) as deter-
mined by the credit union board of directors.

NoOTE: This language combines the require-
ments of §707.4(b)(1)(i) with §707.4(b)(1)(ii).

12 CFR Ch. VII (1-1-04 Edition)

Credit unions may disclose the dividend rate
and annual percentage yield on accounts as
of the last dividend declaration date. This
necessitates inclusion of a disclosure of the
actual calendar date of the last dividend dec-
laration date or use of the phrase ““last divi-
dend declaration date’”. Additionally or al-
ternatively, credit unions may disclose a
prospective dividend rate and a prospective
annual percentage yield. Such prospective
rates and yields must be estimated in good
faith, and must be declared at the proper
time if it is at all possible to do so. As for
the last sentence in these disclosures, this
provision reflects the variable nature of the
account. Generally, there is only one vari-
able-rate feature for share accounts: the fre-
quency of dividend period rate changes (e.g.,
daily, weekly, monthly, quarterly, semi-an-
nually, annually). Normally, there are no
contractual limitations on share account
earnings (unless imposed by a regulator), nor
are earnings based on any internal or exter-
nal index. If contractual limitations or an
index are involved, however, those factors
would need to be disclosed (unless a regu-
lator orders otherwise).

(111) Stepped-Rate Accounts (§707.4(b)(1)(i))

1. Interest-bearing Accounts

The initial interest rate on your deposit
account is %. You will be paid that
rate [for (time period)/ until (date)]. After
that time, the interest rate for your deposit
account will be % and you will be paid
that rate [for (time period)/ until (date)]. The
annual percentage yield (APY) for your ac-
count is %. [For purposes of this disclo-
sure, this is a rate and APY that were offered
within the most recent seven calendar days
and were accurate as of (date). Please call
(credit union telephone number) to obtain
current rate information.] You will be paid
this rate [for (time period)/until (date)/for at
least 30 calendar days].

2. Dividend-bearing Term Share Accounts

The initial dividend rate on your term
share account is %. You will be paid
that rate [for (time period)/ until (date)].
After that time, the dividend rate for your
term share account will be % and you
will be paid that rate [for (time period)/ until
(date)]. The annual percentage yield (APY)
for your account is %. [For purposes of
this disclosure, this is a rate and APY that
were offered within the most recent seven
calendar days and were accurate as of (date).
Please call (credit union telephone number)
to obtain current rate information.] You will
be paid this rate [for (time period)/until
(date)/for at least 30 calendar days].
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3. Other Dividend-bearing Accounts

[As of [the last dividend declaration date/
(date)], the initial dividend rate on your ac-
count was %. lor The prospective divi-
dend rate on your account is %.] You
will be paid that rate [for (time period)/ until
(date)]. After that time, the prospective divi-
dend rate for your share account will be
% and you will be paid such rate [for
(time period)/ until (date)]. The annual per-
centage yield (APY) for your account is
%. You will be paid this rate for [(time
period)/at least 30 calendar days].

NOTE: Stepped-rate accounts are accounts
with two or more rates that take effect in
succeeding periods. The applicable rates and
time periods are known when the account is
opened. By nature these are fixed-rate ac-
counts and are usually associated with term
share (certificate) accounts. Accordingly, a
contract provision (for share accounts) to
change rates should be included.

(1v) Tiered-Rate Accounts (§707.4(b)(1)(i))
1. Interest-bearing Accounts

Tiering Method A

1* If your [daily balance/average daily bal-
ance] is $ or more, the interest rate
paid on the entire balance in your account
will be %, with an annual percentage
yield (APY) of %.

2* If your [daily balance/average daily bal-
ance] is more than $ , but less than

$ , the interest rate paid on the entire
balance in your account will be %, with
an APY of %

3* If your [daily balance/average daily bal-
ance] is $ or less, the interest rate paid
on the entire balance will be % with an
APY of %.

[For purposes of this disclosure, this is a
rate and APY that were offered within the
most recent seven calendar days and were
accurate as of (date). Please call (credit
union telephone number) to obtain current
rate information.]

[Fixed-rate—You will be paid this rate [for
(time period)/until (date)/for at least 30 cal-
endar days]./ Variable-rate—The interest rate
and APY may change every (time period)
based on [(name of index)/ the determination
of the credit union board of directors.]

NoOTE: Tiering Method A pays the stated in-
terest rate that corresponds to the applica-
ble deposit tier on the full balance in the ac-
count. This example contemplates a two-tier
system. The option (1, 2 or 3) most closely
matching the terms of the account should be
chosen as the appropriate disclosure. For
tiered-rate accounts, a disclosure may be
added about the currency of the rate, as is
provided in the first set of brackets. A dis-
closure regarding the fixed-rate or variable-
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rate nature of the account must be added, as
is provided in the last set of brackets.

Tiering Method B

1* An interest rate of % will be paid
only on the portion of your [daily balance/
average daily balance] that is greater than
$ . The annual percentage yield (APY)
for this tier will range from % to

%, depending on the balance in the
account.

2* An interest rate of % will be paid
only on the portion of your [daily balance/
average daily balance] that is greater than
$ , but less than $ . The annual
percentage yield (APY) for this tier will
range from % to %, depending
on the balance in the account.

3* If your [daily balance/average daily bal-
ance] is $ or less, the interest rate
paid on the entire balance will be %,
with an annual percentage yield (APY) of

%.

[For purposes of this disclosure, this is a
rate and APY that were offered within the
most recent seven calendar days and were
accurate as of (date). Please call (credit
union telephone number) to obtain current
rate information.]

[Fixed-rate—You will be paid this rate [for
(time period)/until (date)/for at least 30 cal-
endar days]./ Variable-rate—The interest rate
and APY may change every (time period)
based on [(name of index)/ the determination
of the credit union board of directors.]

NoTE: Tiering Method B pays different
stated interest rates corresponding to appli-
cable deposit tiers, on the applicable balance
in each tier of the account. For example, a
credit union might pay 3% interest on ac-
count funds of $500 or below, and pay 4% in-
terest on the portion of the same account
that exceeds $500. The example contemplates
an account with two tiers, but additional
tiers are possible. The option (1, 2 or 3) most
closely matching the terms of the account
should be chosen as the appropriate disclo-
sure. For tiered-rate accounts, a disclosure
may be added about the currency of the rate,
as is provided in the first set of brackets.

Tiered-rate accounts can be either fixed-
rate or variable-rate accounts. The last sen-
tence offers an option of either fixed-rate or
variable-rate disclosure. Thus, the disclo-
sures outlined above will be made in addition
to either: (i) Disclosure of the period the
fixed-rates are in effect or (ii) the variable-
rate disclosures. Tiered-rate accounts are
also subject to the requirement for disclo-
sure of the balance computation method, see
paragraph (e) to this appendix.
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2. Dividend-bearing Term Share Accounts

Tiering Method A

1* If your [daily balance/average daily bal-
ance] is $ or more, the dividend rate
paid on the entire balance in your account
will be %, with an annual percentage
yield (APY) of %.

2* If your [daily balance/average daily bal-
ance] is more than $ , but less than

$ , the dividend rate paid on the entire
balance in your account will be %,
with an APY of %.

3* If your [daily balance/average daily bal-

ance] is $ or less, the dividend rate
paid on the entire balance will be %
with an APY of %.

[For purposes of this disclosure, this is a
rate and APY that were offered within the
most recent seven calendar days and were
accurate as of (date). Please call (credit
union telephone number) to obtain current
rate information.]

[Fixed-rate—You will be paid this rate [for
(time period)/until (date)/for at least 30 cal-
endar days]./ Variable-rate—The interest rate
and APY may change every (time period)
based on [(name of index)/ the determination
of the credit union board of directors.]

NoTE: Tiering Method A pays the stated
dividend rate that corresponds to the appli-
cable account balance tier on the full bal-
ance in the account. This example con-
templates a two-tier system. The option (1, 2
or 3) most closely matching the terms of the
account should be chosen as the appropriate
disclosure. For tiered-rate accounts, a dis-
closure may be added about the currency of
the rate, as is provided in the first set of
brackets. A disclosure regarding the fixed-
rate or variable-rate nature of the account
must be added, as is provided in the last set
of brackets.

Tiering Method B

1* A dividend rate of % will be paid
only on the portion of your [daily balance/
average daily balance] that is greater than
$ . The annual percentage yield (APY)
for this tier will range from % to

%, depending on the balance in the
account.

2* A dividend rate of % will be paid
only on the portion of your [daily balance/
average daily balance] that is greater than
$ , but less than $ . The annual
percentage yield (APY) for this tier will
range from % to %, depending
on the balance in the account.

3* If your [daily balance/average daily bal-
ance] is $ or less, the dividend rate
paid on the entire balance will be %,

12 CFR Ch. VII (1-1-04 Edition)

most recent seven calendar days and were
accurate as of (date). Please call (credit
union telephone number) to obtain current
rate information.]

[Fixed-rate—You will be paid this rate [for
(time period)/until (date)/for at least 30 cal-
endar days]./ Variable-rate—The interest rate
and APY may change every (time period)
based on [(name of index)/ the determination
of the credit union board of directors.]

NoTE: Tiering Method B pays different
stated dividend rates corresponding to appli-
cable account balance tiers, on the applica-
ble balance in each tier of the account. For
example, a credit union might pay 3% divi-
dend on account funds of $500 or below, and
pay 4% dividend on the portion of the same
account that exceeds $500. The example con-
templates an account with two tiers, but ad-
ditional tiers are possible. The option (1, 2 or
3) most closely matching the terms of the ac-
count should be chosen as the appropriate
disclosure. For tiered-rate accounts, a dis-
closure may be added about the currentness
of the rate, as is provided in the first set of
brackets.

Tiered-rate accounts can be either fixed-
rate or variable-rate accounts. The last sen-
tence offers an option of either fixed-rate or
variable-rate disclosure. Thus, the disclo-
sures outlined above will be made in addition
to either: (i) Disclosure of the period the
fixed-rates are in effect or (ii) the variable-
rate disclosures. Tiered-rate accounts are
also subject to the requirement for disclo-
sure of the balance computation method, see
paragraph (e) to this appendix.

3. Other Dividend-bearing Accounts

Tiering Method A

1* [As of [the last dividend declaration
date/ (date)], if your [daily balance/average
daily balance] was $ or more, the div-
idend rate paid on the entire balance in your
account was %, with an annual per-
centage yield (APY) of %. lor If your
[daily balance/average daily balance] is
$ or more, a prospective dividend rate
of % will be paid on the entire bal-
ance in your account with a prospective an-
nual percentage yield (APY) of % for
this dividend period.]

2* [As of [the last dividend declaration
date/ (date)], if your [daily balance/average
daily balance] was more than $ , but
was less than $ , the dividend rate
paid on the entire balance in your account
was %, with an annual percentage
yield (APY) of %. /or If your [daily
balance/average daily balance] is more than
$ , but is less than $ , a pro-

with an annual percentage yield (APY) of
%.

[For purposes of this disclosure, this is a

rate and APY that were offered within the

spective dividend rate of % will be
paid on the entire balance in your account
with a prospective annual percentage yield
(APY) of % for this dividend period.]
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3* [As of the last dividend declaration date/
(date)], if your [daily balance/average daily
balance] was $ or less, the dividend
rate paid on the entire balance in your ac-
count will be % with an annual per-
centage yield (APY) of %. lor If your
[daily balance/average daily balance] is
$ or less, the prospective dividend
rate of % will be paid on the entire
balance in your account with a prospective
annual percentage yield (APY) of %
for this dividend period.

[Fixed-rate—You will be paid this rate for
[(time period)/at least 30 calendar days]./
Variable-rate—The dividend rate and APY
may change every (dividend period) as deter-
mined by the credit union board of direc-
tors.]

NoOTE: Tiering Method A pays the stated
dividend rate that corresponds to the appli-
cable deposit tier on the full balance in the
account. This example contemplates a two-
tier system. The option (1, 2 or 3) most close-
ly matching the terms of the account should
be chosen as the appropriate disclosure. For
tiered-rate accounts, a disclosure may be
added about the prospective rate. Note that
the prospective rate disclosure options
match the required tiered-rate disclosures
based on the previous dividend declaration
date. A disclosure regarding the fixed-rate or
variable-rate nature of the account must be
added, as is provided in the last set of brack-
ets.

Tiering Method B

1* [As of [the last dividend declaration
date/ (date)], a dividend rate of % was
paid only on the portion of your [daily bal-
ance/average daily balance] that was greater
than $ . The annual percentage yield
(APY) for this tier ranged from % to

%, depending on the balance in the
account. /or A prospective dividend rate of
% will be paid only on the portion of
your [daily balance/average daily balance]
that is greater than $ with a prospec-
tive annual percentage yield (APY) ranging

from % to %, depending on
the balance in the account, for this dividend
period.]

2* [As of [the last dividend declaration
date/ (date)], a dividend rate of % was
paid only on the portion of your [daily bal-
ance/average daily balance] that was greater
than $ but less than $ . The an-
nual percentage yield (APY) for this tier
ranged from % to %, depend-
ing on the balance in the account. /or A pro-
spective dividend rate of % will be
paid only on the portion of your [daily bal-
ance/average daily balance] that is greater
than $ , but less than $ ] with a
prospective annual percentage yield (APY)
ranging from % to %, depend-
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ing on the balance in the account, for this
dividend period.]

3* [As of [the last dividend declaration
date/ (date)], if your [daily balance/average
daily balance] was $ or less, the divi-
dend rate paid on the entire balance was

%, with an annual percentage yield
(APY) of %. lor If your [daily balance/
average daily balance] was $ or less,
the prospective dividend rate paid on the en-

tire balance in your account will be %
with a prospective annual percentage yield
(APY) of % for this dividend period.

NoTE: Tiering Method B pays different
stated dividend rates corresponding to appli-
cable account tiers, on the applicable bal-
ance in each tier of the account. For exam-
ple, a credit union might pay a 3% dividend
on account funds of $500 or below, and pay a
4% dividend on the portion of the same ac-
count that exceeds $500. The example con-
templates an account with two tiers, but ad-
ditional tiers are possible. The option (1, 2 or
3) most closely matching the terms of the ac-
count should be chosen as the appropriate
disclosure. Note that the prospective rate
disclosure options match the required tiered-
rate disclosures based on the previous divi-
dend declaration date.

Tiered-rate accounts can be either fixed-
rate or variable-rate accounts. The last sen-
tence offers an option of either fixed-rate or
variable-rate disclosures. Thus, the disclo-
sures outlined above must be made in addi-
tion to either: (i) Disclosure of the period the
fixed-rates are in effect or (ii) the variable-
rate disclosures. Tiered-rate accounts are
also subject to the requirement for disclo-
sure of the balance computation method, see
paragraph (e) to this appendix.

(B) Nature of Dividends (§707.4(b)(8))

Dividends are paid from current income
and available earnings, after required trans-
fers to reserves at the end of a dividend pe-
riod.

NoOTE: The Board of Directors declares divi-
dends based on current income and available
earnings of the credit union after providing
for the required reserves at the end of the
month. The dividend rate and annual per-
centage yield shown may reflect either the
last dividend declaration date on the account
or the earnings the credit union anticipates
having available for distribution. This dis-
closure only applies to share and share draft
(as opposed to deposit) accounts and should
be grouped with the Rate Information to
make the disclosures more meaningful. This
disclosure also does not apply to term share
accounts for reasons discussed in the supple-
mentary information regarding §§707.3(e) and
707.4(b)(8).
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(c) Compounding and Crediting (§ 707.4(b)(2))

[Dividends/Interest] will be compounded
(frequency) and will be credited (frequency).
and, if applicable:

If you close your [share/deposit] account
before [dividends/interest] [are/is] paid, you
will not receive the accrued [dividends/inter-
est].
and, if applicable (for dividend-bearing ac-
counts):

For this account type, the dividend period
is (frequency), for example, the beginning
date of the first dividend period of the cal-
endar year is (date) and the ending date of
such dividend period is (date). All other divi-
dend periods follow this same pattern of
dates. The dividend declaration date follows
the ending date of a dividend period, and for
the example is (date).

NoOTE: Where the word ‘‘(frequency)’” ap-
pears, time periods must be inserted to coin-
cide with those specified in board resolutions
of each credit union’s board of directors. A
disclosure of dividend period was added to
§707.4(b)(2)(i) in the final rule to assist mem-
bers in knowing when dividend rate and APY
disclosures would be given by a credit union
using the optional statement rule of
§707.6(a). The dividend declaration date is
important for purposes of §707.4(a)(2)(ii), re-
quest disclosures, §707.4(b)(2), account open-
ing disclosures, and §707.8(c)(2), advertising
disclosures. The Board believes that this is
critical information for dividend-bearing ac-
counts, but that provision by an example
(whether of the first dividend period of the
year, or of any randomly chosen dividend pe-
riod) is favorable to providing a list of such
dates for the entire year or for a period of
years (although these methods would also be
permissible). As noted in the supplementary
information to §707.2(j), dividend declaration
date, the dividend period and actual dividend
distribution date may vary. Thus, it is pos-
sible for crediting periods and dividend peri-
ods not to coincide, though the Board be-
lieves that credit unions should make every
effort to attempt to coordinate the two peri-
ods.

(D) Minimum Balance Requirements
(§707.4(b)(3)(1))

(i) To open the account
The minimum balance required to open
this account is $

or, for first share account at a credit union

The minimum required to open this ac-
count is the purchase of a (par value of a
share) share in the credit union.

(ii) To avoid imposition of fees

You must maintain a minimum daily bal-
ance of $ in your account to avoid a
service fee. If, during any (time period), your
account balance falls below the required

12 CFR Ch. VII (1-1-04 Edition)

minimum daily balance, your account will
be subject to a service fee of $ for
that (time period).

or

You must maintain a minimum average
daily balance of $ in your account to
avoid a service fee. If, during any (time pe-
riod), your average daily balance is below
the required minimum, your account will be
subject to a service fee of $ for that
(time period).

(iif) To obtain the annual percentage yield
disclosed

You must maintain a minimum daily bal-
ance of $ in your account each day to
obtain the disclosed annual percentage yield.

or

You must maintain a minimum average
daily balance of $ in your account to
obtain the disclosed annual percentage yield.

(iv) Absence of minimum balance requirements

No minimum balance requirements apply
to this account.

(v) Par value

The par value of a share in this credit
union is $

NOTE: Where the words “‘(time period)’ ap-
pear, time periods should be inserted to coin-
cide with those specified in board resolutions
of each credit union’s board of directors. As
the supplementary information to
§707.4(b)(3)(i) explains, the par value of a
share to establish membership is a critical
disclosure to be made to potential members
of credit unions. The par value disclosure is
required by §707.4(b)(3)(i) as being analogous
to a minimum balance account opening re-
quirement.

(E) Balance Computation Method
(§707.4(b)(3)(ii))

(i) Daily Balance Method

[Dividends/Interest] [arel/is] calculated by
the daily balance method which applies a
daily periodic rate to the balance in the ac-
count each day.

(ii) Average Daily Balance Method

[Dividends/Interest] [are/is] calculated by
the average daily balance method which ap-
plies a periodic rate to the average daily bal-
ance in the account for the period. The aver-
age daily balance is calculated by adding the
balance in the account for each day of the
period and dividing that figure by the num-
ber of days in the period.

NoTE: Any explanation of balance com-
putation method must contain enough infor-
mation for members to grasp the means by
which dividends or interest will be cal-
culated on their accounts. Using a shorthand
form, such as ‘“‘day in/day out’ for the daily
balance method or ‘‘average balance’ for the
average daily balance method, without more
information, is insufficient. In addition, any
disclosure based on the equivalency of the
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two allowable methods, such as stating that
the average daily balance method was the
same as the daily balance method, is imper-
missible and misleading.

(F) Accrual of Dividends/Interest on Noncash
Deposits (§704.4(b)(3)(iii))

[Dividends/Interest] will begin to accrue on
the business day you [place/deposit] noncash
items (e.g. checks) to your account.
or

[Dividends/Interest] will begin to accrue no
later than the business day we receive provi-
sional credit for the [placement/deposit] of
noncash items (e.g. checks) to your account.

NoTE: Accrual information is not included
in the explanation of balance computation
method required by §707.4(b)(4)(ii). In addi-
tion, the disclosures required by TISA do not
affect the substantive requirements of the
EFAA and Regulation CC.

The EFAA and Regulation CC control, and
any modifications to them should occasion
credit unions to revisit this disclosure with a
view to revising it to reflect current law.

(G) Fees and Charges (§707.4(b)(4))

The following fees and charges may be as-
sessed against your account:
(Service/explanation)—$
(Service/explanation)—$

NOTE: Fees and charges may be disclosed in
an account disclosure, or separately in a
Rate and Fee Schedule (see section B-11 of
this appendix). In either event, the disclo-
sure should also specify when the fee will be
assessed by using phrases such as ‘“‘per
item,” “‘per month,”” or “per inquiry.”

(H) Transaction Limitations (§ 707.4(b)(5))

The minimum amount you may [withdraw/
write a draft for] is $

During any statement period, you may not
make more than six withdrawals or transfers
to another credit union account of yours or
to a third party by means of a preauthorized
or automatic transfer or telephonic order or
instruction. No more than three of the six
transfers may be made by check, draft, debit
card, if applicable, or similar order to a third
party. If you exceed the transfer limitations
set forth above in any statement period,
your account will be subject to [closure by
the credit union/a fee of $ .

NoOTE: This paragraph satisfies the require-
ments of §707.4(b)(6) with respect to Regula-
tion D limitations on share accounts and
money market accounts. These are some of
the more common limitations applicable.

The credit union reserves the right to re-
quire a member intending to make a with-
drawal from any account (except a share
draft account) to give written notice of such
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intent not less than seven days and up to 60
days before such withdrawal.

NoTE: This disclosure is limited to federal
credit unions with Bylaws containing this
limitation. See Standard Federal Credit Union
Bylaws, Art. 111, section 5(a). Similar disclo-
sures are required of any state-chartered
credit unions having similar limitations in
their bylaws, or under state law. This limita-
tion does not directly relate to the ‘““num-
ber’” or ‘““amount’” of transactions, and ac-
cordingly, may not be necessary under
§707.4(b)(5), but would, if applicable, be re-
quired by §707.3(b).

(1) Disclosures Related to Term Share Accounts
(§707.4(b)(6))

(i) Time requirements
Your account will mature on (date).

or

Your account will mature after (time pe-
riod).

(ii) Early withdrawal penalties

We [will/may] impose a penalty if you
withdraw [any/all] of the [funds/principal] in
your account before the maturity date. The
penalty will equal [days’/weeks’/
months’] [dividends/interest] on your ac-
count.

or

We [will/may]
$ if you withdraw [any/all] of the
[funds/principal] before the maturity date.

If you withdraw some of your funds before
maturity, the [dividend/interest] rate for the
remaining funds in your account will be

%, with an annual percentage yield of
%.

impose a penalty of

NOTE: In most cases, the dividend rate and
annual percentage yield on the funds remain-
ing in the account after early withdrawal are
the same as before the withdrawal. Accord-
ingly, the disclosure of dividend rate and an-
nual percentage yield after withdrawal is re-
quired only if the dividend rate and APY will
change.

(iii) Withdrawal of Dividends/Interest Prior to
Maturity

The annual percentage yield is based on an
assumption that [dividends/interest] will re-
main in the account until maturity. A with-
drawal will reduce earnings.

NOTE: This disclosure may be used if the
credit union compounds dividends/interest
and allows withdrawal of accrued dividends/
interest before maturity. This disclosure
alerts members that the annual percentage
yield is based on an assumption that the
dividends/interest remain on deposit until
maturity.

(iv) Renewal Policies
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1. Automatically Renewable Term Share
Accounts

Your term share account will automati-
cally renew at maturity. You will have a
grace period of [calendar/business]
days after the maturity date to withdraw the
funds in the account without being charged
an early withdrawal penalty.

or

Your term share account will automati-
cally renew at maturity. There is no grace
period following the maturity of this ac-
count.

2. Non-Automatically Renewable Term Share
Accounts

This account will not renew automatically
at maturity. If you do not renew the ac-
count, your account will [continue to earn/
no longer earn] [dividends/interest] after the
maturity date.

NOTE: These disclosures should agree with
the necessary pre-maturity notices for term
share accounts in B-3 of this appendix.

(v) Required dividend distribution.

This account requires the distribution of
dividends and does not allow dividends to re-
main in the account.

(9) Bonuses (§704.4(b)(7))

You will [be paid/receive] [$ /(de-
scription of item)] as a bonus [when you open
the account/on (date)].

You must maintain a minimum [daily bal-
ance/average daily balance] of $ to
obtain the bonus.

To earn the bonus, [$ lyour entire
principal] must remain on deposit [for (time
period)/until (date)].

NOTE: These disclosures follow the require-
ments of §707.4(b)(7) and should be used as
applicable. Further information may also be
added, especially if it clarifies the conditions
and timing of receiving the bonus, or better
informs the member about the bonus.

B-2 MODEL CLAUSES FOR CHANGES IN TERMS
(§707.5(A))

On (date), the (type of fee) will increase to

On (date), the [dividend/interest] rate on
your account will decrease to %, with
an annual percentage yield (APY) of %.

On (date), the [minimum daily balance/av-
erage daily balance] required to avoid impo-
sition of a fee will increase to $

NOTE: These examples apply to the more
common changes necessitating a change in
terms notice. However, any change, amend-
ment or modification reducing the APY or
adversely affecting the members holding
such accounts must be disclosed. For such
changes not contemplated by the model
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clauses, the Board recommends the use of as
simple language as possible to convey the
change, along with cross-referencing to the
particular sections or paragraph numbers of
the account opening disclosures, when to do
so

will assist members in reviewing and under-
standing the change.

B-3 MODEL CLAUSES FOR PRE-MATURITY NoO-
TICES FOR TERM SHARE ACCOUNTS (§707.5(B-
D))

(A) Maturity Date
Your term share account will mature on

(B) Nonrenewal

Unless your term share account is re-
newed, it will not accrue further [dividends/
interest] after the maturity date.

(c) Rate Information

The [dividend/interest] rate and annual
percentage yield that will apply to your
term share account if it is renewed have not
yet been determined. That information will
be available on . After that date, you
may call the credit union during regular
business hours at (telephone number) to find
out the [dividend/interest] rate and annual
percentage yield (APY) that will apply to
your term share account if it is renewed.

NOTE: Pre-maturity notices should follow
the requirements of §707.5(b-d) as closely as
possible. Care should be taken to explain any
grace periods used. See discussion of use of
alternative timing in supplementary infor-
mation to §707.2(o) and §707.5(b—d).

B-4 SAMPLE FORM (SIGNATURE CARD/
APPLICATION FOR MEMBERSHIP)

Application for Membership/Account Signature
Card

ACCOUNT NUMBER

(last name) (first name) (middle name)

(street address) (apartment number)
(city) (state) (zip code)

(home telephone number) (business telephone
number)

(Social Security # or TIN) (date of birth)

(mother’s maiden name)(employer, occu-
pation)

I hereby make application for membership
in and agree to conform to the Bylaws, as
amended, of Credit Union (the
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“Credit Union”’). | certify that: | am within
the field of membership of this Credit Union;
the information provided on this application
is true and correct; and my signature on this
card applies to all accounts under my name
at this Credit Union. | also agree to be bound
to the terms and conditions of any account
that | have in the Credit Union now or in the
future.

(signature of applicant)

This application approved
the (Check one)

(date) by

( ) Board ( ) Exec. Committee
() Membership Officer
Signed:
(Secretary; Exec. Cmte. Member, or

Membership Officer)

NoOTE: This form is modeled on NCUA Form
FCU 150, Application for Membership, as dis-
cussed In the Accounting Manual for FCUs,
885030.1, 5150.3. It is noted that other infor-
mation can also be requested on the signa-
ture card, as long as it is in accordance with
federal and state laws. For example, infor-
mation identifying the member, such as a
state driver’s license number, could be
added. The types of accounts that the signa-
ture applies to could be specified. Further-
more, the Board notes that this card con-
tains much identification information that
may not be necessary for all credit unions;
common sense should guide credit union
boards of directors in designing their appli-
cations for membership/signature cards.
However, the Board believes that the infor-
mation solicited on this form is reasonable
and prudent for many credit unions. Payable
on death designations, joint account lan-
guage required under state law, life savings
beneficiary designations, and other like vari-
ations and designations may be added to the
card if so desired. The proposed signature
card/ application for membership form con-
tained taxpayer certification language. One
commenter noted that the IRS may always
change its requirements in this area, which
are beyond the authority of the Board.
Therefore, the Board has deleted reference to
the IRS taxpayer certification required by 26
USC 3406, but notes that such certification
must be made in accordance with applicable
law and IRS rules. The information may be
included on the front and back of a standard
size signature card, or on the front of a large
size signature card. However, no account
terms may be included on a signature card
unless a copy of the signature card is pro-
vided to the member at the time of account
opening. The Board recommends that credit
unions refrain from this practice, and in-
stead use standard account disclosures. One
reason for this is that if laws, regulations or
credit union policies change, discrepancies
may result between them and the earlier sig-
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nature card terms. Given the longevity of
credit union membership, signature cards
may well be in use for up to or over a cen-
tury. In addition, as signature cards are rel-
atively small, they probably will not contain
enough space to make all desired and re-
quired disclosures. Fragmentation of terms,
some on signature cards, some on separate
disclosures, could easily lead to member con-
fusion. As terms are usually construed
against the drafter, credit unions should be
very careful in their use of account terms
and conditions varying from those provided
as model clauses and sample forms in this
appendix.

B-5 SAMPLE FORM (TERM SHARE
(CERTIFICATE) ACCOUNT)

Term Share Certificate

Date Issued

Account Number

Certificate Number

Social Security Number

This is to certify that (name(s))
[is/ are] the owner(s) of a
share certificate account in the
Credit Union (the “‘Credit Union’’)
in the amount of Dollars
$ ). This term share certificate ac-
count may be redeemed on (maturity date)
only upon presentation of the cer-
tificate to the Credit Union. The dividend
rate of this certificate account is % with
an annual percentage yield of  %. The an-
nual percentage yield and dividend rate as-
sume that dividends are to be [check one] (
) added to principal/( ) paid to regular share
account number / () mailed to
owner(s). This account is subject to all terms
and conditions stated in the Term Share Cer-
tificate Account Disclosures, as they may be
amended from time to time, and incor-
porates the same by reference into this
agreement.

term

Authorized signature

Authorized signature

NoOTE: This form is modeled on NCUA Form
FCU 107SCP, Credit Union Share Certificate,
as discussed in the Accounting Manual for
FCUs, §§5030.1, 5150.6. It is simplified to re-
flect the term share (certificate) account
agreement, the parties involved, the matu-
rity term and the annual percentage yield
and dividend rate. All other terms are incor-
porated by reference. This should allow the
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credit union maximum flexibility in fash-
ioning certificate, and other term share ac-
count, products. If a credit union so desired,
other terms and conditions could be incor-
porated into the term share certificate itself,
as long as a copy is presented to the member
at the account opening. Care should also be
taken to ensure that the term share certifi-
cate format addresses any necessary state
law concerns. As the FRB’s Regulation D on
reserve requirements permits all term share
accounts to be represented by a transferable
or nontransferable, or a negotiable or non-
negotiable, certificate, instrument, pass-
book, statement or otherwise, and still be
considered a ‘‘time deposit’”, the Board has
made no entry on this sample form regarding
such terms, leaving the decision instead to
each credit union’s board of directors. 12
CFR 202.4(c)(2).

B-6 SAMPLE FORM (REGULAR SHARE
ACCOUNT DISCLOSURES)

Regular Share Account Disclosures

1. Rate information. As of April 1, 1995, the
dividend rate was 5.00% and the annual per-
centage yield (APY) was 5.13% on your reg-
ular share account. In addition, the credit
union estimates a prospective dividend rate
of 5.25% and a prospective APY of 5.39% on
your share account for this dividend period.
The dividend rate and annual percentage
yield may change every quarter as deter-
mined by the credit union board of directors.

2. Compounding and crediting. Dividends
will be compounded daily and will be cred-
ited quarterly. For this account type, the
dividend period is quarterly, for example, the
beginning date of the first dividend period of
the calendar year is January 1 and the end-
ing date of such dividend period is March 31.
All other dividend periods follow this same
pattern of dates. The dividend declaration
date follows the ending date of a dividend pe-
riod, and for the example is April 1. If you
close your regular share account before divi-
dends are credited, you will not receive ac-
crued dividends.

3. Minimum balance requirements. The min-
imum balance to open this account is the
purchase of a $5 share in the Credit Union.
You must maintain a minimum daily bal-
ance of $500 in your account to avoid a serv-
ice fee. If, during any day during a quarter,
your account balance falls below the re-
quired minimum daily balance, your account
will be subject to a service fee of $5 for that
quarter.

4. Balance computation method. Dividends
are calculated by the daily balance method
which applies a daily periodic rate to the
principal in your account each day.

5. Accrual of dividends. Dividends will begin
to accrue on the business day you deposit
noncash items (e.g., checks) to your account.
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6. Fees and charges. The following fees and
charges may be assessed against your ac-
count.

a. Statement copies—$5.00 per statement.

b. Account inquiries—$3.00 per inquiry.

c. Dormant account fee—$10.00 per month.

d. Wire transfers—$8.00 per transfer.

e. Minimum balance service fee—$5.00 per
quarter.

f. Share transfer—$1.00 per transfer.

g. Excessive share withdrawals $1.00 per
item.

7. Transaction limitations. During any state-
ment period, you may not make more than
six withdrawals or transfers to another cred-
it union account of yours or to a third party
by means of a preauthorized or automatic
transfer or telephonic order or instruction.
No more than three of the six transfers may
be made by check, draft, debit card, if appli-
cable, or similar order to a third party. If
you exceed the transfer limitations set forth
above in any statement period, your account
will be subject to closure by the credit union
or to a fee of $1.00 per item.

8. Nature of dividends. Dividends are paid
from current income and available earnings,
after required transfers to reserves at the
end of a dividend period.

9. Bylaw Requirements. A member who fails
to complete payment of one share within

of his admission to membership, or
within from the increase in the par
value in shares, or a member who reduces his
share balance below the par value of one
share and does not increase the balance to at
least the par value of one share within

of the reduction may be termi-
nated from membership at the end of a divi-
dend period. [All blanks should be filled with
time chosen by credit union board of direc-
tors, but must be at least 6 months.] Shares
may be transferred only from one member to
another, by written instrument in such form
as the Credit Union may prescribe. The Cred-
it Union reserves the right, at any time, to
require members to give, in writing, not
more than 60 days notice of intention to
withdraw the whole or any part of the
amounts so paid in by them. No member may
withdraw shareholdings that are pledged as
required on security on loans without the
written approval of the credit committee or
a loan officer, except to the extent that such
shares exceed the member’s total primary
and contingent liability to the Credit Union.
No member may withdraw any shareholdings
below the amount of his/her primary or con-
tingent liability to the Credit Union if he/she
is delinquent as a borrower, or if borrowers
for whom he/she is comaker, endorser, or
guarantor are delinquent, without the writ-
ten approval of the credit committee or loan
officer.

10. Par value of shares; Dividend period. The
par value of a regular share in this Credit
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Union is $5. The dividend period of the Credit
Union is quarterly.

11. National Credit Union Share Insurance
Fund. Member accounts in this Credit Union
are federally insured by the National Credit
Union Share Insurance Fund.

12. Other Terms and Conditions. [In this
item, which may be titled or subdivided in
any manner by each credit union, NCUA sug-
gests that the following issues be covered or
handled: Statutory lien or setoff; expenses
(garnishments and bankruptcy orders and
holds on account); joint ownership accounts;
trust accounts; payable-on-death accounts;
retirement accounts; Uniform Transfer to
Minor Act accounts; sole proprietorship ac-
counts; escrow and custodial accounts; cor-
poration accounts; not-for-profit corporation
accounts; voluntary association accounts;
partnership accounts; public unit accounts;
powers of attorney (guardianship orders); tax
disclosures and certifications; Uniform Com-
mercial Code variances; amendments; reli-
ance on signature card; change of address;
incorporations of other documents by ref-
erence, such as expedited funds availability
policies, service charges schedules or elec-
tronic banking disclosures; ability to sus-
pend services; and operational matters (stop
payment orders—verbal and written, satis-
factory identification, refusal of deposits not
in proper form, wire transfers, stale check
deposits, availability of periodic statements
or passbook feature.)]

NoTE: This form is modeled on the share
account disclosures in the Accounting Manual
for FCUs, §5150.7. The disclosures are for a
variable-rate, daily balance method dividend
calculation regular share account in an FCU
with a $500 minimum balance to avoid serv-
ice fees. For the example, the account was
opened on May 1, 1995. Other terms are self-
explanatory. The dividend rate paid and an-
nual percentage yield disclosures will reflect
the prospective dividend rate for a given div-
idend period. Item nos. 1-8 reflect standard
TISA and part 707 disclosures discussed in
sections B-1 through B-3 of this appendix.
Note that if the credit union limits the max-
imum amount of shares which may be held
by one member under NCUA Standard FCU
Bylaws, Art. 111, section 2, that this should
be stated in item no. 7, transaction limita-
tions. Item no. 9 reflects various terms pro-
vided in Art. Ill, sections 3-6 of the NCUA
Standard FCU Bylaws. If this were a passbook
account, then the requirements of Art. 1V,
Receipting for Money—Passbooks, in the
NCUA Standard FCU Bylaws would also be in-
cluded in item no. 9. Item no. 10 reflects the
par value amount of regular shares in a fed-
eral credit union, pursuant to section 117 of
the FCU Act, 12 U.S.C. 117, and Art. X1V, sec-
tion 3 of the NCUA Standard FCU Bylaws. It
also states the dividend period of the credit
union, which is set by the board of directors.
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Item no. 11 addresses the requirements of 12
CFR part 740. Nonfederally insured credit
unions (NICUs) would be expected to disclose
information required by section 151 of the
Federal Deposit Insurance Corporation Im-
provement Act of 1991. 12 USC 1831t. By De-
cember 19, 1992, all NICUs were required to
include conspicuously on all periodic state-
ments of account, signature cards, pass-
books, share certificates and other similar
instruments of deposit and in all advertising
a notice that the credit union is not feder-
ally insured. Additional disclosures will be
required of NICUs by June 19, 1994. Item no.
12 is inserted to ensure that credit unions
add other account terms and conditions not
covered by the proposed regulation. These
sorts of terms are contemplated by proposed
§707.3(b), requiring that the disclosures re-
flect the terms of the legal obligation be-
tween the member and the credit union. This
list is not meant to be exhaustive, but to
give a general idea of other topics often cov-
ered in share account contracts. Item no. 12
is not expressly required by either TISA or
part 707, but any of these terms that are dis-
closed must be accurate and not misleading.
Also the Board strongly recommends that
such terms are included in account opening
disclosures to inform the membership and to
clearly set forth the legal relationship be-
tween the members and their credit union.

B-7 SAMPLE FORM (SHARE DRAFT ACCOUNT
DISCLOSURES)

Share Draft Account Disclosures

1. Rate information. As of January 1, 1995,
the dividend rate was 3.00% and the annual
percentage yield (APY) was 3.04% on your
share account. In addition, the prospective
dividend rate on your account is 3.15% with
a prospective annual percentage yield (APY)
of 3.20% for the current dividend period. The
dividend rate and APY may change every
dividend period as determined by the credit
union board of directors.

2. Compounding and crediting. Dividends
will be compounded monthly and will be
credited monthly. For this account type, the
dividend period is monthly, for example, the
beginning date of the first dividend period of
the calendar year is January 1 and the end-
ing date of such dividend period is January
31. All other dividend periods follow this
same pattern of dates. The dividend declara-
tion date follows the ending date of a divi-
dend period, and for the example above is
February 1. If you close your share draft ac-
count before dividends are credited, you will
not receive accrued dividends.

3. No Minimum balance requirements apply to
this account.

4. Balance computation method. Dividends
are calculated by the average daily balance
method which applies a periodic rate to the
average daily balance in the account for the
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period. The average daily balance is cal-
culated by adding the balance in the account
for each day of the period and dividing that
figure by the number of days in the period.

5. Accrual of dividends. Dividends will begin
to accrue no later than the business day we
receive provisional credit for the placement
of noncash items (e.g. checks) to your ac-
count.

6. Fees and charges. The following fees and
charges may be assessed against your ac-
count.

a. Statement copies—$5.00 per statement.

b. Account inquiries—$3.00 per inquiry.

c. Dormant account fee—$10.00 per month.

d. Wire transfers—$8.00 per transfer.

e. Overdrafts/Returned Items—$5.00 per
draft.

f. Share transfer—$1.00 per transfer.

g. Excessive share withdrawals—$1.00 per
item.

h. Certified checks—$5.00 per check.

i. Stop Payment Order—$5.00 per order.

J. Check Printing Fee—$12.00 per 200 checks
(varies depending on style of check ordered).

7. No transaction limitations apply to this ac-
count.

8. Nature of dividends. Dividends are paid
from current income and available earnings,
after required transfers to reserves at the
end of a dividend period.

9. Bylaw Requirements. A member who fails
to complete payment of one share within

of his admission to membership, or
within from the increase in the par
value in shares, or a member who reduces his
share balance below the par value of one
share and does not increase the balance to at
least the par value of one share within

of the reduction may be termi-
nated from membership at the end of a divi-
dend period. [All blanks should be filled with
time chosen by credit union board of direc-
tors, but must be at least 6 months.] Shares
may be transferred only from one member to
another, by written instrument in such form
as the Credit Union may prescribe. The Cred-
it Union reserves the right, at any time, to
require members to give, in writing, not
more than 60 days notice of intention to
withdraw the whole or any part of the
amounts so paid in by them. Shares paid in
under an accumulated payroll deduction plan
may not be withdrawn until credited to a
member’s account. No member may with-
draw shareholdings that are pledged as re-
quired on security on loans without the writ-
ten approval of the credit committee or a
loan officer, except to the extent that such
shares exceed the member’s total primary
and contingent liability to the Credit Union.
No member may withdraw any shareholdings
below the amount of his/her primary or con-
tingent liability to the Credit Union if he/she
is delinquent as a borrower, or if borrowers
for whom he/she is comaker, endorser, or
guarantor are delinquent, without the writ-
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ten approval of the credit committee or loan
officer.

10. Par value of shares; Dividend period. The
par value of a regular share in this Credit
Union is $5. The dividend period of the Credit
Union is monthly, beginning on the first of a
month and ending on the last day of the
month.

11. National Credit Union Share Insurance
Fund. Member accounts in this Credit Union
are federally insured by the National Credit
Union Share Insurance Fund.

12. Other Terms and Conditions. [See section
B-6, item 12, of this appendix].

NoTE: This form is modeled on the share
account disclosures in the Accounting Manual
for FCUs, §5150.7. The disclosures are for a
variable-rate, average daily balance method
dividend calculation share draft account in
an FCU with no minimum balance require-
ment. For purposes of this example, the ac-
count was opened on January 15, 1995. The
Credit Union has monthly dividend periods.
Other terms are self-explanatory. The divi-
dend rate paid and annual percentage yield
disclosures will reflect the prospective divi-
dend rate for a given dividend period. The
disclosures are very similar to the ones in
section B-6 of appendix B, except for the roll-
back and par value disclosures, which have
been removed from the final rule and appen-
dices.

B-8 SAMPLE FORM (MONEY MARKET SHARE
ACCOUNT DISCLOSURES)

Money Market Share Account Disclosures

1. Rate information. As of January 1, 1995, if
your average daily balance was $500 or more,
the dividend rate paid on the entire balance
in your account was 4.75%, with an annual
percentage yield (APY) of 4.85%. If your av-
erage daily balance is $500 or more, a pro-
spective dividend rate of 4.95% will be paid
on the entire balance in your account with a
prospective APY of 5.00% for this dividend
period on your account. The dividend rate
and APY may change every dividend period
as determined by the credit union board of
directors.

2. Compounding and crediting. Dividends
will be compounded monthly and will be
credited quarterly. If you close your share
money market account before dividends are
credited, you will not receive accrued divi-
dends.

3. Minimum balance requirements. The min-
imum balance required to open this account
is $500. You must maintain a minimum daily
balance of $500 in your account to avoid a
service fee. If, during any (time period), your
account falls below the required minimum
daily balance, your account will be subject
to a service fee of $5 for that (time period).

4. Balance computation method. Dividends
are calculated by the average daily balance
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method which applies a periodic rate to the
average daily balance in your account for
the period. The average daily balance is cal-
culated by adding the principal in the ac-
count for each day of the period and dividing
that figure by the number of days in the pe-
riod.

5. Accrual of dividends. Dividends will begin
to accrue on the business day you deposit
noncash items (e.g., checks) to your account.

6. Fees and charges. The following fees and
charges may be assessed against your ac-
count.

a. Statement copies—$5.00 per statement.

b. Account inquiries—$3.00 per inquiry.

c. Dormant account fee—$10.00 per month.

d. Wire transfers—$8.00 per transfer.

e. Minimum balance service fee—$5.00 per
(time period).

f. Share transfer—$1.00 per transfer.

g. Excessive share withdrawals—$1.00 per
item.

h. Certified checks—$5.00 per check.

i. Stop Payment Order—$5.00 per order.

Jj. Check Printing Fee—$12.00 per 200 checks
(varies depending on style of check ordered).

7. Transaction limitations. During any state-
ment period, you may not make more than
six withdrawals or transfers to another cred-
it union account of yours or to a third party
by means of a preauthorized or automatic
transfer or telephonic order or instruction.
No more than three of the six transfers may
be made by check, draft, debit card, if appli-
cable, or similar order to a third party. If
you exceed the transfer limitations set forth
above in any statement period, your account
will be subject to closure by the credit union
or to a fee of $1.00 per item.

8. Nature of dividends. Dividends are paid
from current income and available earnings,
after required transfers to reserves at the
end of a dividend period.

9. Bylaw Requirements. [This section should
reflect any requirements concerning share
accounts in the FISCU’s bylaws or charter.]

10. Par value of shares; Dividend period. The
par value of a regular share in this Credit
Union is $50. The dividend period of the Cred-
it Union is monthly, beginning on the first of
a month and ending on the last day of the
month.

11. National Credit Union Share Insurance
Fund. Member accounts in this Credit Union
are federally insured by the National Credit
Union Share Insurance Fund.

12. Other Terms and Conditions. [See section
B-6, item 12, of this appendix.]

NoTE: This form is modeled on the share
account disclosures in the Accounting Man-
ual for FCUs, §5150.7 and on the share draft
account disclosures in section B-7 of this ap-
pendix. The disclosures are for a variable-
rate, tiered-rate (method A, option 1), aver-
age daily balance method dividend calcula-
tion, money market share account in a
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FISCU with a $500 minimum balance to open
the account and to avoid service fees. For
purposes of this example, the account was
opened on January 29, 1995. Other terms are
self-explanatory. The dividend rate paid and
annual percentage yield disclosures will re-
flect the prospective dividend rate for a
given dividend period. Note that the con-
tents of Item 9, Bylaw requirements, must be
tailored to the specific bylaws of a FISCU or
NICU. Also note the high par value amount
in Item 10.

B-9 SAMPLE FORM (TERM SHARE
(CERTIFICATE) ACCOUNT DISCLOSURES)

Term Share (Certificate) Account Disclosures

1. Rate information. [Repeat rates disclosed
on face of term share certificate, see §B-5,
Sample Form (Term Share (Certificate) Ac-
count)].

2. Compounding and crediting. Dividends
will be compounded monthly and will be
credited annually. If you close your certifi-
cate account before dividends are credited,
you will not receive accrued dividends.

3. Minimum balance requirements. The
minium balance required to open this ac-
count is $500.

4. Balance computation method. Dividends
are calculated by the daily balance method,
which applies a daily periodic rate to the
principal in your account each day.

5. Accrual of dividends. Dividends will begin
to accrue on the business day you deposit
noncash items (e.g., checks) to your account.

6. Fees and charges. The following fees and
charges may be assessed against your ac-
count.

a. Statement copies—$5.00 per statement.

b. Account inquiries—$3.00 per inquiry.

c. Share transfer— $1.00 per transfer.

7. Transaction limitations. After the account
is opened, you may not make deposits into
the account until the maturity date stated
on the certificate.

8. Maturity date. Your account will mature
on January 1, 1996.

9. Early withdrawal penalties. We may im-
pose a penalty if you withdraw any of the
funds before the maturity date. The penalty
will equal three months’ dividends on your
deposit.

10. Renewal policies. Your certificate ac-
count will automatically renew at maturity.
You will have a grace period of 10 business
days after the maturity date to withdraw the
funds in the account without being charged
an early withdrawal penalty.

11. Bonus. You will receive a new (insert
brand name) toaster-oven as a bonus when
you open the account after December 31,
1994, and before June 30, 1995. You must
maintain your entire principal on deposit
until the maturity date of your certificate
account to obtain the bonus.

12. [Reserved]
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13. Bylaw Requirements. [This section
should reflect any requirements concerning
share accounts in the FISCU’s bylaws or
charter.]

14. Par value of shares; Dividend period. The
par value of a regular share in this Credit
Union is $25. The dividend period of the Cred-
it Union on this type of account is annual,
beginning on the date the account is opened,
and ending on the stated maturity date, un-
less renewed.

15. National Credit Union Share Insurance
Fund. Member accounts in this Credit Union
are federally insured by the National Credit
Union Share Insurance Fund.

16. Other Terms and Conditions. [See section
B-6, item 12, of this appendix.]

NOTE: Even though this disclosure if for an
account at a FISCU, this form is modeled on
the share account disclosures in the Account-
ing Manual for FCUs, §5150.7 and upon the
regular share account disclosures in section
B-6 of this appendix. The disclosures are for
a fixed-rate, daily balance method dividend
calculation, automatically renewing term
share certificate account in a FISCU with a
$500 minimum balance to open the account
and a ten day grace period. For the example,
the account is opened on January 1, 1995 and
matures on January 1, 1996. Other terms are
self-explanatory. The dividend rate paid and
annual percentage yield disclosures reflect
the contracted, prospective dividend rate for
a given dividend period. Note the special dis-
closures for term share certificate accounts,
items nos. 8-10. Note also the bonus disclo-
sure, item no. 11.

B-10 SAMPLE FORM (PERIODIC STATEMENT)

Periodic Statement

Member Name

Account Number

[Transaction account activity by date.]
[Average daily balance of $1,500 for the
month, daily compounding.]

Your account earned $6.72, with an annual
percentage yield earned of 5.40%, for the
statement period from May 1 through and in-
cluding May 31. In addition, your account
earned $15 in extraordinary dividends for this
period. Any fees assessed against your ac-
count are shown in the body of the periodic
statement and are identified by the code at
the bottom margin of this statement.

Service Charge Codes

Stop Payment Order Fee
Statement Copy Fee
Draft Return Fee
Transfer from Shares
Microfilm Copy

Share Draft Printing Fee

12 CFR Ch. VII (1-1-04 Edition)

SC-7 Dormant Account Fee

SC-8 Wire Transfer Fee

SC-9 Excessive Share Withdrawal Fee
SC-10

Other Transactions

D Dividends

EC Error Correction

OR Overdraft Returned

OL Overdraft Loan

OS Overdraft Share Transfer

NoTE: This form is modeled on the share
draft statement of account, Form FCU 107G-
SD, in the Accounting Manual for FCUs,
§5150.4. All information is self-explanatory.
Codes of transactions are not required, but
are a common credit union practice. The in-
formation regarding fees could also be in-
cluded on the line of the periodic statement
showing when the fees were debited from the
account. Alternatively, a credit union could
show all fees debited against the account for
the statement period in a special area of the
periodic statement. Clarity to the member of
the required information—annual percentage
yield earned; amount of dividends; fees im-
posed and length of period—is the important
goal. An additional disclosure regarding the
dollar value of any extraordinary dividends
earned must be added to those statements
showing the payment of such extraordinary
dividends to the member.

B-11 SAMPLE FORM (RATE AND FEE
SCHEDULE)

Rate and Fee Schedule

This Rate and Fee Schedule for all Ac-
counts sets forth certain conditions, rates,
fees and charges applicable to your regular
share, share draft, and money market ac-
counts at the Federal Credit Union
as of [insert date of delivery to
member]. This schedule is incorporated as
part of your account agreement with the

Federal Credit Union.

Regular Share

Dividend Rate as of Last Dividend Declara-
tion Date %.

Annual Percentage Yield as of Last Divi-
dend Declaration Date %.

Prospective Dividend Rate %.

Prospective Annual Percentage

%.
Dividends Compounded [Annually, Semi-

Yield

annually, Quarterly, Monthly, Weekly,
Daily].

Dividends Credited—At close of a dividend
period.

Dividend Period [Annually, Semiannually,
Quarterly, Monthly, Weekly, Daily].

Minimum Opening Deposit $5.00 par value
share.

Minimum Monthly Balance
amount].

[None, $
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Share Draft

Dividend Rate as of Last Dividend Declara-
tion Date %.

Annual Percentage Yield as of Last Divi-
dend Declaration Date %.

Prospective Dividend Rate %.

Prospective Annual Percentage

%.
Dividends Compounded [Annually, Semi-

Yield

annually, Quarterly, Monthly, Weekly,
Daily].

Dividends Credited—At close of a dividend
period.

Dividend Period [Annually, Semiannually,
Quarterly, Monthly, Weekly, Daily].

Minimum Opening Deposit [None, $
amount].
Minimum Monthly Balance [None, $
amount].

Money Market

Dividend Rate as of Last Dividend Declara-
tion Date %.
Annual Percentage Yield as of Last Divi-

dend Declaration Date %.
Prospective Dividend Rate %.
Prospective Annual Percentage Yield
%.

Dividends Compounded [Annually, Semi-
annually, Quarterly, Monthly, Weekly,
Daily].

Dividends Credited—At close of a dividend
period.

Dividend Period [Annually, Semiannually,
Quarterly, Monthly, Weekly, Daily].

Minimum Opening Deposit [None, $
amount].
Minimum Monthly Balance [None, $
amount].

The following fees may be assessed in con-
nection with your accounts:

FEES APPLICABLE TO ALL ACCOUNTS

Returned item fee—$ .00 per item.

Account reconciliation fee—$ .00 per
hour.

Statement copies fee—$ .00 per state-
ment.

Certified draft fee—$ .00 per draft.

Wire transfer fee—$ .00 per transfer.

Account inquiry fee—$ .00 per inquiry.

Dormant account fee—$ .00 per month.

Minimum balance service fee—$ .00 per
day.

Share transfer fee—$ .00 per transfer.

Excessive share withdrawals fee—$ .00
per item.

SHARE DRAFT ACCOUNT FEES

Monthly service fee—$ .00 per month.

Overdraft transfers fee—$ .00 per over-
draft.

Drafts returned
$ .00 per draft.

Stop payment order fee—$ .00 per order.

Draft copy fee—$ .00 per copy.

insufficient funds fee—
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Check printing fee—$ .00 per 200 drafts.

MONEY MARKET SHARE ACCOUNT FEES

Monthly service fee—$ .00 per month.
Check printing fee—$ .00 per 200 drafts.

NoTE: This illustration is for use of an
FCU. The information provided on a Rate
and Fee Schedule can be presented in any
format. To ensure that it is a part of the ac-
count agreement, if used, it should be incor-
porated by reference into the appropriate
share account disclosures. The figures used
are illustrative only, except for the overdraft
transfer fee of $1.00 per overdraft and the ex-
cessive share transfer fee of $1.00 per item,
which are set in the NCUA Standard FCU By-
laws, Art. 111, sections 4 and 5(f), respec-
tively.

[58 FR 50445, Sept. 27, 1993, as amended at 59
FR 13436, 13437, Mar. 22, 1994; 63 FR 71575,
Dec. 29, 1998]

APPENDIX C TO PART 707—OFFICIAL
STAFF INTERPRETATIONS

Introduction

1. Official status. This commentary is the
means by which the staff of the Office of
General Counsel of the National Credit
Union Administration issues official staff in-
terpretations of Part 707 of the NCUA Rules
and Regulations. Good faith compliance with
this commentary affords protection from li-
ability under section 271(f) of the Truth in
Savings Act (TISA), 12 U.S.C. 4311.

Section 707.1—Authority, Purpose, Coverage,
and Effect on State Laws

(c) Coverage

1. Foreign applicability. Part 707 applies to
all credit unions that offer share and deposit
accounts to residents (including resident
aliens) of any state as defined in §707.2(v)
and that offer accounts insurable by the Na-
tional Credit Union Share Insurance Fund
(NCUSIF) whether or not such accounts are
insured by the NCUSIF. Corporate credit
unions designated as such by NCUA under 12
CFR 704.2 (definition of ‘‘corporate credit
union’’) are exempt from part 707.

2. Persons who advertise accounts. Persons
who advertise accounts are subject to the ad-
vertising rules. This includes agent and
agented accounts, such as a member who
subdivides interests in a jumbo term share
certificate account for sale to other parties
or among members who form a certificate
account investment club. For example, if an
agent places an advertisement that offers
members an interest in an account at a cred-
it union, the advertising rules apply to the
advertisement, whether the account is held
by the agent or directly by the member.
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3. Nonautomated credit unions. Nonauto-
mated credit unions with an asset size of $2
million or less, after subtracting any non-
member deposits, are exempt from TISA and
part 707. NCUA defines a ‘‘nonautomated
credit union” as a credit union without suffi-
cient data processing capability and capac-
ity to establish, operate and maintain a
share and loan software system to timely
and accurately process all account trans-
actions of all members. The nonautomated
credit union exemption is available to all
credit unions meeting the asset size and au-
tomation standards of this comment, includ-
ing newly chartered credit unions. If any of
the credit unions eligible for this exemption
grow to have more than $2 million in assets
as of December 31 of any year, the NCUA
Board will require such credit unions to com-
ply with TISA and part 707 on January 1 of
one year after such credit union loses its ex-
emption eligibility. Similarly, if a credit
union becomes sufficiently automated to op-
erate a complete share and loan system, such
credit union will be entitled to the same
compliance phase-in period.

(d) Effect on State Laws

1. Preemption of state laws/Inconsistent re-
quirements. State law requirements that are
inconsistent with the requirements of TISA
and part 707 are preempted to the extent of
the inconsistency. A state law is incon-
sistent if it requires a credit union to make
disclosures or take actions that contradict
the requirements of the federal law. A state
law is also contradictory if it requires the
use of the same term to represent a different
amount or a different meaning than the fed-
eral law, requires the use of a term different
from that required in the federal law to de-
scribe the same item, or permits a method of
calculating dividends or interest on an ac-
count different from that required in the fed-
eral law.

2. Preemption determinations. A credit
union, state, or other interested party may
request the Board to determine whether a
state law requirement is inconsistent with
the federal requirements. A request for a de-
termination should be addressed to NCUA'’s
Office of General Counsel, 1775 Duke Street,
Alexandria, VA 22314. Written preemption re-
quests should cite (or include a copy of) the
allegedly inconsistent state law, dem-
onstrate the inconsistency with TISA and
part 707 and the burden on credit unions, and
formally request a preemption determina-
tion. The Office of General Counsel may pro-
vide other interested parties, particularly af-
fected states, an informal opportunity to
comment on any request for a preemption
determination, unless it finds that such no-
tice and opportunity for comment would be
impracticable, unnecessary, or contrary to
the public interest. NCUA will publicize any
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preemption determinations using any means
readily at its disposal.

3. Effect of preemption determinations. After
the Board, through its Office of General
Counsel, determines that a state law is in-
consistent, a credit union may not make dis-
closures using the inconsistent term or take
actions relying on the inconsistent law.

4. Reversal of determination. The Board re-
serves the right to reverse a determination
for any reason bearing on the coverage or ef-
fect of state or federal law.

Section 707.2—Definitions

(a) Account

1. Covered accounts. Examples of accounts
subject to the regulation are:
i. Dividend-bearing and

accounts.

ii. Non-dividend-bearing and non-interest-
bearing accounts.

iii. Accounts opened as a condition of ob-
taining a credit card.

iv. Escrow accounts with a consumer pur-
pose, such as an account established by a
member to escrow rental payments, pending
resolution of a dispute with the member’s
landlord.

v. Accounts held by a parent or custodian
for a minor under a state’s Uniform Gift to
Minors Act (or Uniform Transfers to Minors
Act).

vi. Individual retirement accounts (IRAS)
and simplified employee pension (SEP) ac-
counts.

vii. Payable-on-Death (POD) or ‘‘Totten
trust’” accounts.

2. Other accounts. Examples of accounts not
subject to the regulation are:

i. Mortgage escrow accounts for collecting
taxes and property insurance premiums.

ii. Accounts established to make periodic
disbursements on construction loans.

iii. Trust accounts opened by a trustee pur-
suant to a formal written trust agreement
(not merely declarations of trust on a signa-
ture card such as a “Totten trust,” or an
IRA or SEP account).

iv. Accounts opened by an executor in the
name of decedent’s estate.

v. Accounts of individuals operating busi-
nesses as sole proprietors.

vi. Certificates of indebtedness. Some cred-
it unions borrow funds from their members
through a certificate of indebtedness that
sets forth the terms and conditions of the re-
payment of the borrowing, such as federal
credit unions do through 12 CFR 701.38. Such
an account does not represent an account in
a credit union and is not covered by part 707.

vii. Unincorporated nonbusiness associa-
tion accounts.

3. Other investments. The term ‘‘account”
does not apply to these products. Examples
of products not covered are:

i. Government securities.

interest-bearing
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ii. Mutual funds.

iii. Annuities.

iv. Securities or obligations of a credit
union.

v. Contractual arrangements such as re-
purchase agreements, interest rate swaps,
and bankers acceptances.

vi. Purchases of U.S. Savings
through a credit union.

vii. Services offered through a group pur-
chasing plan or a credit union service organi-
zation (CUSO).

4. Options. All dividend-bearing and inter-
est-bearing accounts are either fixed-rate or
variable-rate accounts.

5. Use of synonyms. Generally, it is not the
purpose of part 707 to prohibit specific de-
scriptive terms for accounts. For example,
credit unions can use adjectives and trade
names to describe accounts such as ‘‘Best
Share Draft Account,” or ““Ultra Money Mar-
ket Share Account.” Synonyms for share,
share draft, money market share, and term
share accounts may be used to describe var-
ious types of credit union share and deposit
accounts as long as the synonym is accurate
and not misleading and, for account disclo-
sures, is used in conjunction with the correct
legal term. For example, the following syno-
nyms may be used:

i. The term ‘‘checking account’” may be
used to describe share draft accounts.

ii. The term ““money market account’”” may
be used to describe money market share ac-
counts.

iii. The term ‘‘savings account” may be
used to describe regular share and share ac-
counts.

iv. The terms ‘‘share certificate,” “‘certifi-
cate account,” or ‘“‘certificate”” may be used
to describe share certificates and other divi-
dend-bearing term share accounts.

v. However, under no circumstances may a
credit union describe a share account as a
deposit account, or vice versa. For example,
the term ‘“‘certificate of deposit’”” or *““‘CD”
may not be used to describe share certifi-
cates and other dividend-bearing term share
accounts. Similarly, the terms ‘‘time ac-
count” (used in Regulation DD, 12 CFR
230.2(u)) and ‘“time deposit” (used in Regula-
tion D, 12 CFR 204.2(c)) may not be used to
describe term share accounts.

Bonds

2 e

(b) Advertisement

1. Covered messages. Advertisements include
commercial messages in visual, oral, or print
media that invite, offer, or otherwise an-
nounce generally to members and potential
members the availability of member ac-
counts such as:

i. Telephone solicitations.

ii. Messages on automated teller machine
(ATM) screens (including any printout).

iii. Messages on a computer screen in a
credit union’s lobby (including any printout)
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other than a screen viewed solely by the
credit union’s employee.

iv. Messages in a newspaper, magazine, or
promotional flyer or on radio or television.

v. Messages promoting an account that are
provided along with information about the
member’s existing account at a credit union
and that promote another account at the
credit union (such as account promotional
messages on the periodic statement).

2. Other messages. Examples of messages
that are not advertisements are:

i. Rate sheets published in newspapers,
periodicals, or trade journals (unless the
credit union or share and deposit broker that
offers accounts at the credit union pays a fee
to have the information included or other-
wise controls publication).

ii. Telephone conversations initiated by a
member or potential member about an ac-
count.

iii. An in-person discussion with a member
about the terms for a specific account.

iv. Information provided to members about
their existing accounts, such as on IRA dis-
bursements, notices for automatically re-
newable term share accounts sent before re-
newal, or current rates recorded on a voice
response machine.

(c) Annual Percentage Yield.

1. General. The annual percentage Yyield
(APY) is required for disclosures for new ac-
counts, oral responses to inquiries about
rates; disclosures provided upon request; ini-
tial disclosures (if the credit union chooses
to provide full disclosures instead of the ab-
breviated notice); notices prior to the re-
newal of a term share account, if known at
the time the notice is sent, and in adver-
tising. The annual percentage yield shows
the total amount of dividends for a 365 day
period (or a 366 day period for a leap year) on
an assumed principal amount based on the
dividend rate and frequency of compounding
as a percentage of the assumed principal (for
accounts such as share or share draft ac-
counts) or for the total amount of dividends
over the term of the account for term share
accounts. The annual percentage yield as-
sumes the principal amount remains in the
account for 365 days (366 days for leap year)
or for the term of the account.

2. How Annual Percentage Yield Differs from
Annual Percentage Yield Earned. The annual
percentage yield (APY) differs from the an-
nual percentage yield earned (APYE). The
annual percentage yield earned is required
for periodic statements only. The annual
percentage yield earned shows the total
amount of dividends earned for the dividend
or statement period as a percent of the ac-
tual average daily balance in the member’s
account. Unlike the annual percentage yield,
the annual percentage yield earned is af-
fected by additions and withdrawals during
the period. The annual percentage yield and

435



Pt. 707, App. C

the annual percentage yield earned must be
calculated according to the formulas pro-
vided in Appendix A to this rule.

(d) Average Daily Balance Method

1. General. One of the two required methods
(the daily balance is the other) of deter-
mining the balance upon which dividends
must be accrued and paid. The average daily
balance method requires the application of a
periodic rate to the average daily balance in
the account for the average daily balance
calculation period. The average daily bal-
ance is determined by adding the full
amount of principal in the account for each
day of the period and dividing that figure by
the number of days in the period.

(e) Board.
1. General. The NCUA Board.

() Bonus

1. General. Bonuses include items of value
offered as incentives to members, such as an
offer to pay the final installment deposit for
a holiday club account if the final install-
ment is over $10. Bonuses do not include the
payment of dividends (including extraor-
dinary dividends), the waiver or reduction of
a fee, the absorption of expenses, non-divi-
dend membership benefits, or other consider-
ation aggregating $10 or less per year.

2. Examples. The following are examples of
bonuses.

i. A credit union offers $25 to potential
members for becoming a member and open-
ing an account. The $25 could be provided by
check, cash, or direct deposit.

ii. A credit union offers $25 to a member
with only a regular share account to open a
share draft account. The $25 could be pro-
vided by check, cash, or direct deposit.

iii. A credit union offers a portable radio
with a value of $20 to members and potential
members for opening a share draft account.

iv. A credit union pays the final install-
ment deposit for a holiday club account if
over $10.

3. Examples not comprising bonuses. The fol-
lowing are examples of items that are not bo-
nuses:

i. Discount coupons distributed by credit
unions for use at restaurants or stores.

ii. A credit union offers $20 to any member
if the member is responsible for encouraging
a potential member to open an account. The
$20 is not a bonus because the $20 is not paid
to the individual opening the account. Any
item, including cash, given or offered to a
third party (that is not a joint member or
joint owner in an account being opened) in
exchange for a member or potential member
opening (or a member renewing or adding to)
an account is not a bonus.
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iii. A credit union offers $25 to a member if
the member can locate his name in the body
of a newsletter.

iv. Life savings benefits. Many credit
unions offer life savings benefits to bene-
ficiaries of deceased members. Because the
benefit accrues to a third party, such life
savings plans offered are not bonuses.

v. A credit union offers to pay annual
membership dues in a benevolent organiza-
tion for a class of members.

4. De minimis rule. ltems with a de minimis
value of $10 or less are not bonuses. Credit
unions may rely on the valuation standard
used by the Internal Revenue Service (IRS)
to determine if the value of the item is de
minimis. Items required to be reported by the
credit union under IRS rules are bonuses
under this regulation. Examples of items of
de minimis values are:

i. Disability insurance premiums on a
share account valued at an amount of $10 or
less per year.

ii. Coffee mugs, T-shirts or other merchan-
dise with a market value of $10 or less per
year.

5. Aggregation. In determining if an item
valued at $10 or less is a bonus, credit unions
must aggregate per account per calendar
year items that may be given to members. In
making this determination, credit unions ag-
gregate per account only the market value of
items that may be given for a specific pro-
motion. To illustrate, assume a credit union
offers in January to give members an item
valued at $7 for each calendar quarter during
the year that the average account balance in
a share draft account exceeds $10,000. The
bonus rules are triggered, since members are
eligible under the promotion to receive up to
$28 during the year. However, the bonus rules
are not triggered if an item valued at $7 is
offered to members opening a share draft ac-
count during the month of January, even
though in November the credit union intro-
duces a new promotion that includes, for ex-
ample, an offer to existing share draft
accountholders for an item valued at $8 for
maintaining an average balance of $5,000 for
the month.

6. Waiver or reduction of a fee or absorption
of expenses. Bonuses do not include value re-
ceived by members through the waiver or re-
duction of fees for credit union-related serv-
ices (even if the fees waived exceed $10), such
as the following:

i. Waiving a safe deposit box rental fee for
one year for members who open a new ac-
count.

ii. Waiving fees for travelers checks for
members, and waiving check and share draft
printing fees.

iii. Nondiscriminatorily waiving all fees
for a particular class of members, such as
seniors or minors.

iv. Discounts on interest rates charged for
loans at the credit union.
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v. Rebates of loan interest already paid by
a member.

vi. Discounts on application fees charged
for loans at the credit union.

vii. Packaged, linked, or tied-account serv-
ices.

7. Non-dividend membership benefits. Such
benefits are not bonuses because they are
sporadic in nature, often difficult to value,
and providing non-dividend membership ben-
efits is a long-standing unique credit union
practice. (See commentary to §707.2(r) for
examples of such benefits.)

(9) Credit Union

1. General. Includes credit unions in the
United States, Puerto Rico, Guam, U.S. Vir-
gin Islands, and U.S. territories. Applies to
credit unions whether or not the accounts in
the credit union are federally, state, pri-
vately insured, or uninsured.

(h) Daily Balance Method

1. General. One of the two required methods
(the average daily balance is the other) of
determining the balance upon which divi-
dends must be accrued and paid. The daily
balance method requires the application of a
daily periodic rate to the full amount of
principal in the account each day.

(i) Dividend and Dividends

1. General. Member savings placed in share
accounts are equity investments, and the re-
turns earned on these accounts are divi-
dends. Federal credit unions may only offer
dividend-bearing and non-dividend-bearing
share accounts. State-chartered credit
unions may offer both share and deposit ac-
counts if permitted by state law. State law,
including without limitation regulations and
official interpretations, will determine if re-
turns earned in accounts in state-chartered
credit unions are dividends. Dividends ex-
clude the payment of a bonus or other con-
sideration worth $10 or less given during a
year, the waiver or reduction of a fee, the ab-
sorption of expenses, non-dividend member-
ship benefits and extraordinary dividends.
Dividend-bearing accounts must be either
fixed-rate or variable-rate accounts.

2. Procedure. Credit unions must follow ap-
propriate law (state law for state-chartered
credit unions and federal law for federal
credit unions) in determining dividend poli-
cies and declaring dividends. Generally, divi-
dends may be viewed as a portion of the
available account and undivided earnings of
the credit union which is set apart, after re-
quired transfer to reserves, by valid act of
the board of directors, for distribution
among the members. As a matter of legal
procedure, members are usually not entitled
to dividends until the following steps are
completed: (1) The board of the credit union
develops a nondiscriminatory dividend pol-
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icy, by establishing dividend periods, divi-
dend credit determination dates dividend
distribution dates, any associated penalties
(if applicable), and the method of dividend
computation for each type of share account;
(2) the provisions for required transfers to re-
serves are made; (3) sufficient and available
prior and/or current earnings are available at
the end of the dividend period; (4) the board
formally makes a dividend declaration in ac-
cordance with the credit union’s dividend
policy; and (5) dividends must be paid to
members by a credit to the appropriate share
account, payment by check or share draft, or
by a combination of the two methods.

3. When available. Credit unions must fol-
low the law of their primary chartering au-
thority to determine when dividends are
available. Generally, it is the declaration of
the dividend itself which creates the divi-
dend and the member has no right to receive
a dividend until it is so declared. The deci-
sion of when to declare dividends lies within
the official discretion of each credit union’s
board of directors and cannot be abrogated
by contract. An agreement to pay dividends
on a share account is generally interpreted
not as an obligation to pay the stipulated
dividends absolutely and unconditionally,
but as an undertaking to pay them out of the
earnings when sufficiently accumulated from
which dividends in general are properly pay-
able. Generally, ‘“prospective rates” are
rates set in good faith in advance of the close
of a dividend period, that may be altered if
sufficient funds are not available, or in the
event of a superseding event, such as a
strike, plant closure, significant fluctuation
in market rates and/or a significant change
in financial structure, natural disaster or
emergency that alters the assumptions
under which the ‘‘prospective rates’”’ were
made. It is the intent of TISA that all disclo-
sure be accurate when made, and credit
unions are urged to make every effort to rat-
ify disclosed ‘‘prospective rates.” ‘‘Prospec-
tive rates’ may also be referred to as ‘‘pro-
jected rates” or similar wording, but not as
“‘estimated rates.”” (See comment 3(b)-2, pro-
hibiting use of estimates).

4. Sample dividend resolutions. (i) The fol-
lowing resolution may be used where the div-
idend rates are set after the close of a divi-
dend period.

RESOLUTION OF BOARD OF DIRECTORS FOR THE
DECLARATION OF DIVIDENDS

Al , certify that | am Sec-
retary of Credit Union Board
of Directors, and that the following is a cor-
rect copy of the resolution for declaring divi-
dend adopted by the ) Credit
Union at a meeting of the Board of Directors
duly and properly held on ,
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19 . This resolution appears in the min-
utes of this meeting and has not been re-
scinded or modified.

B. Resolved, that

(1) The Board of Directors has developed a
nondiscriminatory dividend policy, by estab-
lishing dividend periods, dividend credit de-
termination dates, dividend distribution
dates, any associated penalties (if applica-
ble), and the method of dividend computa-
tion for each type of share account;

(2) The required transfers to reserves have
been made; and

(3) Sufficient and available prior and/or
current earnings are available at the end of
this dividend period.

C. Resolved, further, that the Board of Di-
rectors now formally makes a dividend dec-
laration in accordance with the Credit
Union’s dividend policy and authorizes that
on ., 19 , dividends must be
paid to members by a credit to the appro-
priate share account, payment by share draft
or by a combination of the two methods.

D. | further certify that the Board of Di-
rectors of this Credit Union has, and the
time of adoption of this resolution had, full
power and lawful authority to adopt the
foregoing resolutions and that this resolu-
tion revokes any prior resolution.

In witness whereof, this is my signature
and the date on which | signed this Resolu-
tion.

Signature

Date

[Attach list of accounts with dividend rates
for each type of account.]

(ii) The following resolution may be used
where the dividend rates are set before the
close of a dividend period.

RESOLUTION OF BOARD OF DIRECTORS FOR THE
DECLARATION OF DIVIDENDS

Al ) , certify that | am the
Secretary of Credit Union,
and that the following is a correct copy of
the resolution for declaring dividends adopt-

ed by the Credit Union at a
meeting of the Board of Directors duly and
properly held on ) s
19 . This resolution appears in

the minutes of that meeting and has not
been rescinded or modified.

B. Resolved, that the Board of Directors
has adopted a nondiscriminatory dividend
policy, by establishing dividend periods, divi-
dend credit determination dates, dividend
distribution dates, any associated penalties
(if applicable) and the method of dividend
computation for each type of share account.

C. Resolved, that it is the policy and prac-
tice of the Board of Directors to meet peri-
odically to establish prospective dividend
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rates for each type of dividend-bearing share
account.

D. Resolved, that if the required transfers
to reserves have been made and there are
sufficient and available prior and/or current
earnings available at the end of a dividend
period, the officers of the Credit Union are
authorized to pay dividends at the rate pro-
spectively established by the Board of Direc-
tors for each account for the dividend period.
The officers may pay the dividends without
any further action of the Board of Directors.
The act of paying the dividends shall con-
stitute the declaration of the dividends and
shall be a ratification of the prospective div-
idend rate.

In witness whereof, this is my signature
and the date on which | signed this Resolu-
tion.

Signature

Date

[Attach list of accounts with prospective div-
idend rates for each type of account.]

5. Referencing. Except where specifically
stated otherwise, use of the term “‘share” in
part 707, as in ‘‘share account,” also refers to
“‘deposit,” as in ‘‘deposit account,” where
appropriate (for interest-bearing or non-in-
terest-bearing deposit accounts at some
state-chartered credit unions).

(j) Dividend Declaration Date

1. General. The importance of the dividend
declaration date is to tie the last paid divi-
dend to a certain period of time to place
members and potential members on notice
that the last paid dividend is different from
the next dividend to be paid. In order to
achieve this purpose, a credit union may use
any of the following methods:

i. ““As of 3/15/95” (the date the board of di-
rectors last met and declared the last paid
dividend).

ii. ““As of 3/31/95 (the last day of the last
dividend period upon which a dividend has
been paid).

iii. “For the period 1/1/95 to 3/31/95 (the
last dividend period upon which a dividend
has been paid).

iv. ““For the first quarter of 1995’ (the last
dividend period upon which a dividend has
been paid).

v. “For April 1995 (the last dividend pe-
riod upon which a dividend has been paid).

vi. ““As of the last dividend declaration
date” (the last dividend period upon which a
dividend has been paid).

(k) Dividend Period

1. General. The dividend period is to be set
by a credit union’s board of directors for
each account type, e.g., regular share, share
draft, money market share, and term share.
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The most common dividend periods are
weekly, monthly, quarterly, semi-annually,
and annually. Dividend periods need not
agree with calendar months, e.g., a monthly
dividend period could begin March 15 and end
April 14.

(I) Dividend Rate

1. General. The dividend rate does not re-
flect compounding. Compounding is reflected
in the “annual percentage yield’ definition.

2. Referencing. Except where specifically
stated otherwise, use of the term ‘‘dividend
rate”” in part 707 also refers to ‘“‘interest
rate,” where appropriate (for interest-bear-
ing and non-interest-bearing deposit ac-
counts at some state-chartered credit
unions).

(m) Extraordinary Dividends

1. General. The definition encompasses all
irregularly scheduled and declared dividends,
and as dividends, extraordinary dividends are
exempt from the ‘‘bonus’’ disclosure require-
ments. Extraordinary dividends do not have
to be disclosed on account disclosures, but
the dollar amount of an extraordinary divi-
dend credited to the account during the
statement period does have to be separately
disclosed on the periodic statement for the
dividend period during which the extraor-
dinary dividends are earned. Extraordinary
dividends, like ordinary dividends, do not in-
clude the payment of a bonus or other con-
sideration worth $10 or less given during a
year, the waiver or reduction of a fee, the ab-
sorption of expenses or non-dividend mem-
bership benefits. See comments 2(f) 1
through 7 and 2(i) 1 through 4. Extraordinary
dividends may be calculated by any means
determined by the board of directors of a
credit union and may not be used in the an-
nual percentage yield earned calculation.

2. Use of synonym. Extraordinary dividends
may be described as ‘“bonus dividends.”

(n) Fixed-Rate Account

1. General. Includes all accounts in which
the credit union, by contract, agrees to give
at least 30 days advance written notice of de-
creases in the dividend rate. Thus, credit
unions can decrease rates only after pro-
viding advance written notice of rate de-
creases, e.g., a ‘‘change-in-terms notice.”

(o) Grace Period

1. General. A period after maturity of an
automatically renewing term share account
during which the member may withdraw
funds without being assessed a penalty. Use
of a ‘‘grace period” is discretionary, not
mandatory. This definition does not refer to
the ‘‘grace period” account, which is a syn-
onym for ‘“‘federal rollback method” or “in
by the 10th” accounts, which are prohibited
by TISA and part 707.
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(p) Interest

1. General. Member savings placed in de-
posit accounts are debt investments, and the
return earned on these accounts is interest.
Federal credit unions are not authorized to
offer any interest-bearing deposit accounts.
State-chartered credit unions may offer both
share and deposit accounts if permitted by
state law. State law, including without limi-
tation regulations and official interpreta-
tions, will determine if returns earned in ac-
counts in state-chartered credit unions are
interest. Interest excludes the payment of a
bonus or other consideration worth $10 or
less given during a year, the waiver of reduc-
tion of a fee, the absorption of expenses, non-
dividend membership benefits, and extraor-
dinary dividends.

2. Differences between dividends and interest.
Generally, dividends are returns on an eq-
uity investment (shares); interest is return
on a debt investment (deposits). Dividends,
in general, are not properly payable until de-
clared at the close of a dividend period; in-
terest, in general, is properly payable daily
according to the deposit contract. Dividend
rates are prospective until actually declared;
interest rates are set according to contract
in advance and are earned on that basis.
Share accounts establish a member (owner)/
credit union (cooperative) relationship; de-
posit accounts establish a depositor (cred-
itor)/depository (debtor) relationship.

3. Referencing. Except where specifically
stated otherwise, use of the terms ‘‘divi-
dend’ or ‘‘dividends’ in part 707 also refers
to “‘interest”” where appropriate (for inter-
est-bearing and non-interest-bearing deposit
accounts at some state-chartered credit
unions).

(9) Member

1. Professional capacity. Examples of ac-
counts held by a natural person in a profes-
sional capacity for another are:

i. Attorney-client trust accounts.

ii. Trust, estate and court-ordered ac-
counts.

iii. Landlord-tenant security accounts.

2. Other accounts. Examples of accounts not
held in a professional capacity include ac-
counts held by parents for a child under the
Uniform Gifts to Minors Act (or Uniform
Transfers to Minors Act.

3. Retirement plans. IRAs and SEP accounts
are member accounts to the extent that
funds are invested in accounts subject to the
regulation. Keogh accounts, like sole propri-
etor accounts, are not subject to the regula-
tion.

(r) Non-Dividend Membership Benefits

1. General. Term reflects unique credit
union practices that are difficult to value,
encourage community spirit, and are not
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granted in such quantity as to be includable
as calculable dividends.

2. Examples. Examples include:

i Food, refreshments, and drawings and
raffles at annual meetings, member func-
tions, and branch openings.

ii. Travel club benefits.

iii. Prizes offered at annual meetings, such
as U.S. Savings Bonds, a deposit of funds
into the winner’s account, trips, and other
gifts. Such prizes are not bonuses because
they are offered as an incentive to increase
attendance at the annual meeting, and not
to entice members to open, maintain, or
renew accounts or increase an account bal-
ance.

iv. Life savings benefits.

(s) Passbook Account

1. Relation to Regulation E. Passbook ac-
counts include accounts accessed by
preauthorized electronic fund transfers to
the account (as defined in 12 CFR §205.2(j)),
such as an account credited by direct share
and deposit of social security payments. Ac-
counts that permit access by other elec-
tronic means are not ‘‘passbook accounts,”
and any statements that are sent four or
more times a year must comply with the re-
quirements of §707.6.

(t) Periodic Statement

1. General. Periodic statements are not re-
quired by part 707. Passbook and term share
accounts are exempt from periodic state-
ment requirements.

2. Examples. Periodic statements do not in-
clude:

i. Additional statements provided solely
upon request.

ii. General service information such as a
quarterly newsletter or other correspondence
that describes available services and prod-
ucts.

(u) Potential Member

1. General. A potential member is a natural
person eligible for membership in a credit
union, who has not yet taken the steps nec-
essary to become a member. The term also
includes natural person nonmembers eligible
to hold accounts in a credit union pursuant
to relevant federal or state law.

2. Verification of eligibility. It is rec-
ommended that credit unions have sound
written procedures in place to identify those
eligible for membership. If these procedures
include verification measures, such as an ap-
plication process, verification telephone call
or letter to an employer or association with-
in the field of membership, witnessing by an
existing member, or similar procedure, then
the credit union may first verify the mem-
bership eligibility of a potential member be-
fore providing account disclosures or other
information to the potential member. This
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process of verifying a member’s eligibility
status, making a recommendation for mem-
bership, and providing account disclosures
should be completed within 20 calendar days.
This period also applies when potential
members not on credit union premises re-
quest disclosures.

3. Nonmembers. Within its sole discretion,
the board of directors of a credit union may
provide TISA disclosures to nonmembers
who are ineligible for membership or to hold
an account at the credit union. If disclosures
are made to such nonmembers, it is the posi-
tion of the Board that no civil liability can
accrue to the credit union for any errors in
such disclosures. (See commentary to
§707.3(d)).

(v) State

1. General. Territories and possessions in-
clude American Samoa, Guam, the Mariana
Islands, and the Marshall Islands.

(w) Stepped-Rate Account

1. General. Stepped-rate accounts are those
accounts in which two or more dividend
rates (known at the time the account is
opened) will take effect in succeeding peri-
ods.

2. Example. An example of a stepped-rate
account is a one-year term share certificate
account in which a 5.00% dividend rate is
paid for the first six months, and 5.50% for
the second six months.

(x) Term Share Account

1. Relation to Regulation D. Regulation D
permits, in limited circumstances, the with-
drawal of funds without penalty during the
first six days after a ‘“‘time deposit’” is
opened. (See 12 CFR 204.2(c)(1)(i).) But the
fact that a member makes a withdrawal as
permitted by Regulation D does not dis-
qualify the account from being a term share
account for purposes of this regulation (such
as withdrawals upon the death of the mem-
ber, or within a ‘“‘grace period’’ for automati-
cally renewable term share accounts).

2. Club accounts. Club accounts, including
Christmas club, holiday club, and vacation
club accounts may be either term share or
regular share accounts, depending on the
terms of the account. Although club ac-
counts typically have a maturity date, they
are not term share accounts unless they also
require a penalty of at least seven days’ divi-
dends for withdrawals during the first six
days after the account is opened.

(y) Tiered-Rate Account

1. General. Tiered-rate accounts are those
accounts in which two or more dividend
rates are paid on the account and are deter-
mined by reference to a specified balance
level. Tiered-rate accounts are of two types:
Tiering Method A and Tiering Method B. In
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Tiering Method A accounts, the credit union
pays the applicable tiered dividends rate on
the entire amount in the account. This
method is also known as the ‘‘hybrid” or
“plateau’ tiered-rate account. In Tiering
Method B accounts, the credit union does
not pay the applicable tiered dividends rate
on the entire amount in the account, but
only on the portion of the share account bal-
ance that falls within each specified tier.
This method is also known as the “‘pure’ or
“split-rate”’ tiered-rate account. (See Appen-
dix A, part 1, D.)

2. Example. An example of a tiered-rate ac-
count is one in which a credit union pays a
5.00% dividend rate on balances below $1,000,
and 5.50% on balances $1,000 and above.

3. Term share accounts. Term share ac-
counts that pay different rates based solely
on the amount of the initial share and de-
posit are not tiered-rate accounts.

4. Minimum balance accounts. A require-
ment to maintain a minimum balance to
earn dividends does not make an account a
tiered-rate account. If dividends are not paid
on amounts below a specified balance level,
then the account has a minimum balance re-
quirement (required to be disclosed under
§707.4(b)(3)(i)), but the account does not con-
stitute a tiered-rate account. A zero rate
(0%) cannot constitute a tier. Minimum bal-
ance accounts are single rate accounts with
a minimum balance requirement.

(z) Variable-Rate Account

1. General. Includes accounts in which the
credit union does not contract to give at
least 30 days advance written notice of de-
creases in the dividend rate. An account
meets this definition whether the rate
change is determined by reference to an
index, by use of a formula, or merely at the
discretion of the credit union’s board of di-
rectors. An account that permits one or
more rate adjustments prior to maturity at
the member’s option, such as a rate relock
option, is a variable-rate account.

2. Differences between fixed-rate and variable-
rate accounts. All ccounts must either be
fixed-rate or variable-rate accounts.
Classifying an account as variable-rate af-
fects credit unions three ways:

i. Additional account disclosures are re-
quired (§707.4(b)(1)(ii));

ii. Rate decreases are exempted from
change-in-terms requirements (§707.5(a)(2)
(i)); and

iii. Advertising notice
(©)(1)).

Fixed-rate accounts require a contract
term obligating the credit union to a 30-day
advance, written notice to members before
decreasing the dividend rate on the account.
Term changes adversely affecting the mem-
ber and rate decreases cannot take effect
until 30 days after such fixed-rate change-in-

required (§707.8
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terms notices are mailed or delivered to
members (§707.5(a)).

Section 707.3—General Disclosure
Requirements

(a) Form

1. General. All required disclosures (e.g., ac-
count disclosures, change-in-terms notices,
term share renewal/maturity notices, state-
ment disclosures and advertising disclosures)
must be made clearly and conspicuously, in
a form the member may retain. Disclosures
need be made only as applicable (e.g., disclo-
sures for a non-dividend-bearing account
would not include disclosure of annual per-
centage yield, dividend rate, or other disclo-
sures pertaining to dividend calculations).

2. Design requirements. Disclosures must be
presented in a format that allows members
and potential members to readily understand
the terms of their account. Credit unions are
not required to use a particular type size or
typeface, nor are credit unions required to
state any term more conspicuously than any
other term. Disclosures may be made:

i. In any order.

ii. In combination with other disclosures
or account terms.

iii. In combination with disclosures for
other types of accounts, as long as it is clear
to members and potential members which
disclosures apply to their account.

iv. On more than one page and on the front
and reverse sides.

V. By using inserts to a document or filling
in blanks.

vi. On more than one document, as long as
the documents are provided at the same
time.

3. Consistent terminology. A credit union
must use the same terminology to describe
terms or features that are required to be dis-
closed. For example, if a credit union de-
scribes a monthly fee (regardless of account
activity), as a ‘“monthly service fee’ in ac-
count opening disclosures, the periodic state-
ments and change-in-terms notices must use
the same terminology so that members and
potential members can readily identify the
fee.

(b) General

1. Terms and conditions. Credit unions are
required to have disclosures reflect the
terms of the legal obligation between the
credit union and a member at the time the
member opens the account. This provision
does not impose any contract terms or super-
sede state or other laws that define how the
legal obligations between a credit union and
its membership are determined.

2. Specificity of legal obligation. Credit
unions may refer to the calendar month or
to roughly equivalent intervals during a cal-
endar year as a ‘“month.”” Use of estimates is
prohibited in TISA disclosures.
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3. Foreign language. Disclosures may be
made in any foreign language, if desired by
the board of directors of a credit union. How-
ever, disclosures must also be provided in
English, upon request.

(c) Relation to Regulation E

1. General rule. Compliance with Regula-
tion E (12 CFR part 205) is deemed to satisfy
the disclosure requirements of this regula-
tion, such as when:

i. A credit union changes a term that trig-
gers a notice under Regulation E, and the
timing and disclosure rules of Regulation E
for sending change-in-terms notices.

ii. A member adds an ATM access feature
to an account, and the credit union provides
disclosures pursuant to Regulation E, includ-
ing disclosure of fees before the member re-
ceives ATM access. (See 12 CFR 205.7.)

iii. A credit union complying with the tim-
ing rules of Regulation E discloses at the
same time fees for electronic services (such
as balance inquiry fees imposed if the in-
quiry is made at an ATM) that are required
to be disclosed by this regulation, but not by
Regulation E.

iv. A credit union relies on Regulation E’s
rules regarding disclosures of limitations on
the frequency and amount of electronic fund
transfers, including security-related excep-
tions. But any limitation on the number of
“intra-institutional transfers”” to or from
the member’s other accounts at the credit
union during a given time period must be
disclosed, even though intra-institutional
transfers are exempt from Regulation E.

(d) Multiple Members

1. General. When an account has multiple
natural person member accountholders, de-
livery of disclosures to any member
accountholder or agent authorized by the
accountholder satisfies the disclosure re-
quirements of part 707.

(e) Oral Response to Inquiries

1. Application of rule. Credit unions need
not provide rate information orally. Disclo-
sures need be made only as appropriate. For
example, the requirement to give a tele-
phone number for a member to call about
rates for interest-bearing accounts and divi-
dend-bearing term share accounts, would not
be necessary for members calling the credit
union for information. Also, the disclosure
reqirements are applicable only to credit
union employees and volunteers acting in
the ordinary course of credit union business.

2. Relation to advertising. The advertising
rules do not cover an oral response to a ques-
tion about rates.

3. Existing accounts. This paragraph does
not apply to oral responses about rate infor-
mation for existing term share accounts or
accounts not currently offered. For example,
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if a member holding a one-year term share
account requests dividend rate information
about the account during the term, the cred-
it union need not disclose the annual per-
centage yield, unless the member is calling
for rate information under a maturity no-
tice.

(f) Rounding and Accuracy Rules for Rates and
Yields

(f)(1) Rounding

1. Permissible rounding. The annual percent-
age yield, annual percentage yield earned
and dividend rate must be rounded to the
nearest one-hundredth of one percentage
point (.01%) when disclosed. Examples of per-
missible rounding are an annual percentage
yield calculated to be 5.644%, rounded down
and shown as 5.64%; 5.645% would be rounded
up and disclosed as 5.65%. For account dis-
closures, the dividend rate may be expressed
to more than two decimal places.

(f)(2) Accuracy

1. Annual percentage yield and annual per-
centage yield earned. The tolerance for annual
percentage yield and annual percentage yield
earned calculations is designed to accommo-
date inadvertent errors. Credit unions may
not purposely incorporate the one-twentieth
of one percentage point (.05%) tolerance into
their calculation of yields.

2. Dividend rate. There is no tolerance for
an inaccuracy in the dividend rate.

Section 707.4—Account Disclosures
(a) Delivery of Account Disclosures

(a)(1) Account Opening

1. New accounts. New account disclosures
must be provided when:

i. A term share account that does not auto-
matically rollover is renewed by a member.

ii. A member changes the term for a renew-
able term share account (from a one-year
term share account to a six-month term
share account, for instance) (see comment
5(b)-5 regarding disclosure alternatives).

iii. A credit union transfers funds from an
account to open a new account not at the
member’s request, unless the credit union
previously gave account disclosures and any
change-in-terms notices for the new account
(e.g., funds in a money market share account
are transferred by a credit union to open a
new account for the member, such as a share
draft account, because the member exceeded
transaction limitations on the money mar-
ket share account).

iv. A credit union accepts a deposit from a
member to an account that the credit union
had previously deemed to be ‘“‘closed,” under
applicable federal or state law, for the pur-
pose of treating accrued, but uncredited,
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dividends as forfeited dividends. New ac-
count numbers are not required by this re-
quirement.

2. Acquired accounts. New account disclo-
sures need not be given when a credit union
acquires an account through an acquisition
of, or merger with, another credit union (but
see §707.5(a) regarding advance notice re-
quirements if terms are changed).

3. Combination disclosures. New account dis-
closures need not be given when a member
has already received disclosures covering
several accounts, and opens a new account
properly disclosed by the already received
combination disclosures, if the new account
is opened within a reasonable amount of
time after receipt of the combination disclo-
sures and if the received disclosures and
terms are accurate at the time the new ac-
count is opened.

(a)(2) Requests
@@®

1. Inquiries versus requests. A response to an
oral inquiry (by telephone or in person)
about rates and yields or fees does not trig-
ger the duty to provide account disclosures.
But, when a member asks for written infor-
mation about an account (whether by tele-
phone, in person, or by other means), the
credit union must provide disclosures unless
the account is no longer offered to the pub-
lic.

2. General requests. When member’s or po-
tential member’s request disclosures about a
type of account (a share draft account, for
example), a credit union that offers several
variations may provide disclosures for any
one of them. No disclosures need be made to
nonmembers, though a credit union may pro-
vide disclosures to nonmembers within its
sole discretion.

3. Timing for response. Ten business days is
a reasonable time for responding to requests
for account information that members do
not make in person, including requests made
by electronic communication.

4. Requests by electronic communication.
Posting disclosures on a credit union’s web
site generally does not relieve the credit
union’s duty to provide disclosures upon re-
quest. If the member provides an e-mail ad-
dress, the credit union may provide the dis-
closures electronically, but the credit union
must either send the disclosures by e-mail or
send a notice to the member’s e-mail address
pursuant to §707.10(d)(2)(i) to inform the
member where the disclosures are posted.

@A)

1. Recent rates. Credit unions comply with
this paragraph if they disclose an interest
rate (or dividend rate on a dividend-bearing
term share account) and annual percentage
yield accurate within the seven calendar
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days preceding the date they send the disclo-
sures.

@@ (i (B)

1. Term. Describing the maturity of a term
share account as “‘1 year” or ‘6 months,’” for
example, illustrates a response stating the
maturity of a term share account as a term
rather than a date (e.g., ““June 1, 1995”").

(b) Content of Account Disclosures
(b)(1) Rate Information

(b)(1)(i) Annual Percentage Yield and Dividend
Rate

1. Rate disclosures. In addition to the divi-
dend rate and annual percentage yield, credit
unions may disclose a periodic rate cor-
responding to the dividend rate. No other
rate or yield (such as ‘“‘tax effective yield”) is
permitted. If the annual percentage yield is
the same as the dividend rate, credit unions
may disclose a single figure but must use
both terms.

2. Fixed-rate accounts. For fixed-rate term
share accounts paying the opening rate until
maturity, credit unions may disclose the pe-
riod of time the dividend rate will be in ef-
fect by stating, or cross-referencing, the ma-
turity date. For other fixed-rate accounts,
credit unions may use a date (such as ““This
rate will be in effect through June 30, 1995’")
or a period (such as “This rate will be in ef-
fect for at least 30 days”’).

3. Tiered-rate accounts. Each dividend rate,
along with the corresponding annual per-
centage yield for each specified balance level
(or range of annual percentage yields, if ap-
propriate), must be disclosed for tiered-rate
accounts. (See Appendix A, Part |, Para-
graph D.)

4. Stepped-rate accounts. A single composite
annual percentage yield must be disclosed
for stepped-rate accounts. (See Appendix A,
Part I, Paragraph B.) The dividend rates and
the period of time each will be in effect also
must be provided. When the initial rate of-
fered for a specified time on a variable-rate
account is higher or lower than the rate that
would otherwise be paid on the account, the
calculation of the annual percentage yield
must be made as if for a stepped-rate ac-
count. (See Appendix A, Part |, Paragraph
C.)

5. Minimum balance accounts. If a credit
union sets a minimum balance to earn divi-
dends, the credit union may, but need not,
state that the annual percentage yield is 0%
for those days the balance in the account
drops below the minimum balance level
when using the daily balance method. Nor is
a disclosure of 0% required for credit unions
using the average daily balance method, if
the member fails to meet the minimum bal-
ance required for the average daily balance
period.
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(b)(1)(ii) Variable Rates
O)@)(ii)(B)

1. Determining dividend rates. To disclose
how the dividend rate is determined, credit
unions must:

i. Identify the index and specific margin, if
the dividend rate is tied to an index.

ii. State that rate changes are within the
credit union’s discretion, if the credit union
does not tie changes to an index.

(LYM((C)

1. Frequency of rate changes. A credit union
reserving the right to change rates at its dis-
cretion must state the fact that rates may
change at any time.

(LYW (D)

1. Limitations. A floor or ceiling on rates or
on the amount the rate may decrease or in-
crease during any time period must be dis-
closed. Credit unions need not disclose the
absence of limitations on rate changes.

(b)(2) Compounding and Crediting
(b)(2)(i) Frequency

1. General. Descriptions such as ‘‘quar-
terly” or “monthly’ are sufficient. Irregular
crediting and compounding periods, such as
if a cycle is out short at year end for tax re-
porting purposes, need not be disclosed.

2. Dividend period. For dividend-bearing ac-
counts, the dividend period must be dis-
closed. (A specific example must also be
given, see Appendix B, §B-1(c).) The dividend
period for term share accounts generally
may be disclosed as the account’s term (e.g.,
two years).

(b)(2)(ii) Effect of Closing an Account

1. Deeming an account closed. A credit union
may, subject to state or other law, provide in
account contracts the actions by members
that will be treated as closing the account
and that will result in the forfeiture of ac-
crued but uncredited dividends. An example
is the withdrawal of all funds from the ac-
count prior to the date dividends are cred-
ited. Credit unions are cautioned that bylaw
requirements may prevent a credit union
from deeming a member’s account closed
until certain time periods are extinguished if
funds remain in a member’s account. NCUA
Standard FCU Bylaws, Art. 111, §3 (members
have at least 6 months to replenish member-
ship share before membership terminates
and account is deemed closed). Such bylaw
requirements may not be overridden without
proper agency approval.

12 CFR Ch. VII (1-1-04 Edition)

(b)(3) Balance Information

(b)(3)(i) Minimum Balance Requirements

1. Par value. Credit unions must disclose
any minimum balance required to open the
account, to avoid the imposition of a fee, or
to obtain the annual percentage yield. Since
members cannot generally maintain any ac-
counts until the par value of the membership
share is paid in full, this section requires
that credit unions disclose the par value of a
share necessary to become a member and
maintain accounts at the credit union. The
par value of a share and the minimum bal-
ance requirement do not have to be the same
amount (e.g., a credit union may have a $5
par value for a membership share, in order
for accounts to be opened and maintained,
and a $100 minimum balance requirement, in
order for the account to earn dividends).

2. Disclosures. The explanation of minimum
balance computation methods may be com-
bined with the balance computation method
disclosures (8§707.4(b)(3)(ii)) if they are the
same. If a credit union uses different cycles
for determining minimum balance require-
ments for purposes of assessing fees and for
paying dividends, the credit union must dis-
close the specific cycle or time period used
for each purpose (e.g., use of a midmonth
statement cycle for determining dividends,
and use of a calendar month cycle for deter-
mining fees). Credit unions may assess fees
by using any method. If fees on one account
are tied to the balance in another account,
such provision must be explained (e.g., if
share draft fees are tied to a minimum bal-
ance in the regular share account (or a com-
bination of the share draft and regular share
accounts), the share draft account must ex-
plain that fact and how the balance in the
regular share account (or both accounts) is
determined). The fee need not be disclosed in
the account disclosures if the fee is not im-
posed on that account.

(b)(3)(ii) Balance Computation Method

1. Methods and periods. Credit unions may
use different methods or periods to calculate
minimum balances for purposes of imposing
a fee (the daily balance for a calendar
month, for example) and accruing dividends
(the average daily balance for a statement
period, for example). Each method and cor-
responding period must be disclosed.

(b)(3)(iii) When dividends begin to accrue

1. Additional information. Credit unions
must include a statement as to when divi-
dends begin to accrue for noncash deposits.
Credit unions may disclose additional infor-
mation such as the time of day after which
deposits are treated as having been received
the following business day, and may use ad-
ditional descriptive terms such as ‘“‘ledger”
or ‘‘collected” balances to disclose when
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dividends begin to accrue. Under the ledger
balance method, dividends begin to accrue
on the day of deposit. Under the collected
balance methods, dividends begin to accrue
when provisional credit is received for the
item deposited.

(b)(4) Fees

1. Types of fees. Fees related to the routine
use of an account must be disclosed. The fol-
lowing are types of fees that must be dis-
closed in connection with an account:

i. Maintenance fees, such as monthly serv-
ice fees.

ii. Fees related to share deposits or with-
drawals.

iii. Fees for special services, such as stop
payment fees, fees for balance inquiries or
verification of share and deposits, fees asso-
ciated with checks returned unpaid, fees for
regularly sending to members share drafts
that otherwise would be held by the credit
union, and overdraft line of credit access fees
(if charged against the share account).

iv. Fees to open or to close an account.

v. Fees imposed upon dormant or inactive
accounts.

2. Other fees. Credit unions need not dis-
close fees such as the following:

i. Fees for services offered to members and
nonmembers alike, such as fees for certain
travelers checks, for wire transfers and auto-
mated clearinghouse (ACH) transfers, to
process credit card cash advances, or to han-
dle U.S. Savings Bond Redemption (even if
different amounts are charged to members
and nonmembers).

ii. Incidental fees, such as fees associated
with state escheat laws, garnishment or at-
torneys fees, to change names on an account,
to generate a midcycle periodic statement,
to wrap loose coins, for photocopying, for
statements returned to the credit union be-
cause of a wrong address, and locator fees.

3. Amount of fees. Credit unions are cau-
tioned that merely providing fee information
in an account disclosure may not be suffi-
cient to gain the legal right to impose the
fee involved under applicable law. Credit
unions must state the amount and condi-
tions under which a fee may be imposed.
Naming and describing the fee typically sat-
isfies this requirement. Some examples are:

i. ““$4.00 monthly service fee”.

ii. $7.00 and up” or ‘‘fee depends on style of
checks ordered’ for check printing fees.

4. Tied-accounts. Credit unions must state
if fees that may be assessed against an ac-
count are tied to other accounts at the cred-
it union. For example, if a credit union ties
the fees payable on a share draft account to
balances held in the share draft account and
in a regular share account, the share draft
account disclosures must state that fact and
explain how the fee is determined.

5. Regulation E statements. Some fees are re-
quired to be disclosed under both Regulation
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E (12 CFR 205.7) and part 707. If such fees,
such as ATM transaction fees, are disclosed
on a Regulation E statement, they need not
be disclosed again on a periodic statement
required under part 707.

(b)(5) Transaction Limitations

1. General rule. Examples of limitations on
the number of dollar amount of share depos-
its or withdrawals that credit unions must
disclose are:

i. Limits on the number of share drafts or
checks that may be written on an account
for a given time period.

ii. Limits on withdrawals or share deposits
during the term of a term share account.

iii. Limitations required by Regulation D,
such as the number of withdrawals permitted
from money market share accounts by check
to third parties each month (credit unions
need not disclose reservation of right to re-
quire a notice for withdrawals from accounts
required by federal or state law).

(b)(6) Features of Term Share Accounts
(b)(6)(i) Time Requirements

1. “Callable”” term share accounts. In addi-
tion to the maturity date, credit unions
must state the date or the circumstances
under which the credit union may redeem a
term share account at the credit union’s op-
tion (a ““callable” term share account).

(b)(6)(ii) Early Withdrawal Penalties

1. General. The term ‘‘penalty’” may, but
need not, be used to describe the loss that
may be incurred by members for early with-
drawal of funds from term share accounts.

2. Examples. Examples of early withdrawal
penalties are:

i. Monetary penalties, such a specific dol-
lar amount (e.g., ““$10.00”") or a specific days’
worth of dividends (e.g., ‘“‘seven days’ divi-
dends plus accrued but uncredited dividends,
but only if the account is closed’’).

ii. Adverse changes to terms such as the
lowering of the dividend rate, annual per-
centage yield, or reducing the compounding
or crediting frequency for funds remaining in
shares or on deposit.

iii. Reclamation of bonuses.

3. Relation to rules for IRAs or similar plans.
Penalties imposed by the Internal Revenue
Code for certain withdrawals from IRAs or
similar pension or savings plans are not
early withdrawal penalties for purposes of
this regulation.

4. Disclosing penalties. Penalties may be
stated in months, whether credit unions as-
sess the penalty using the actual number of
days during the period or using another
method such as a number of days that occurs
in any actual sequence of the total calendar
months involved. For example, stating ‘‘one
month’s dividends’ is permissible, whether
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the credit union assesses 30 days’ dividends
during the month of April, or selects a time
period between 28 and 31 days for calculating
the dividends for all early withdrawals re-
gardless of when the penalty is assessed.

(b)(6)(iv) Renewal Policies

1. Rollover term share accounts. Credit
unions are not required to provide a grace
period, to pay dividends during the grace pe-
riod, or to disclose whether or not dividends
will be paid during the grace period. Credit
unions offering a grace period on term share
accounts must give the length of the grace
period. Commentary, Appendix B, Model
Clauses, §B-1(i)(iv).

2. Nonrollover term share accounts. Credit
unions that pay dividends on funds following
the maturity of term share accounts that do
not renew automatically need not state the
rate (or annual percentage yield) that may
be paid.

(b)(7) Bonuses

1. General. Credit unions are required to
state the amount and type of bonus, and dis-
close any minimum balance or time require-
ment to obtain the bonus and when the
bonus will be provided. If the minimum bal-
ance or time requirement is otherwise re-
quired to be disclosed, credit unions need not
duplicate the disclosure for purposes of this
paragraph.

(b)(8) Nature of Dividends

1. General. Dividends are not payable until
declared and unless sufficient current and
undivided earnings are available after re-
quired transfers to reserves at the close of a
dividend period. A disclosure explaining divi-
dends educates members and protects credit
unions in the event that a prospective divi-
dend cannot be paid, or is not properly pay-
able. This disclosure is required for all divi-
dend-bearing share accounts. Term share ac-
counts need not include a statement regard-
ing the nature of dividends.

2. State-chartered credit unions with interest-
bearing deposit accounts. State law controls
the nature of accounts (i.e., whether an ac-
count is a share account or a deposit ac-
count). If a member of a state-chartered
credit union is opening only an interest-
bearing deposit account, or is requesting ac-
count disclosures only for an interest-bear-
ing deposit account (if state law requires the
depositor to hold a share account), the dis-
closures must generally include the fol-
lowing information on any dividend-bearing
share portion of the account (e.g., member-
ship share): the par value of a share; a state-
ment that the portion of the deposit that
represents the par value of the membership
share will earn dividends, and that dividends
are paid from current income and available
earnings after required transfers to reserves.

12 CFR Ch. VII (1-1-04 Edition)

Further additional disclosures, such as a sep-
arate dividend rate and annual percentage
yield for the membership share, are not re-
quired (if the additional disclosures would
agree with the remainder of the account
which is invested in an interest-bearing de-
posit).

(c) Notice to Existing Accountholders

1. General. Only members who receive peri-
odic statements (provided regularly at least
four times per year) and who hold accounts
of the type offered by the credit union as of
the compliance date of part 707 (generally
January 1, 1995) must receive the notice. If
following receipt of the notice members re-
quest disclosures, credit unions have twenty
calendar days from receipt of the request to
provide the disclosures. Rate and annual per-
centage yield information in such disclo-
sures must conform to that required for dis-
closures upon request. As an alternative to
including the notice in or on the periodic
statement, the final rule permits credit
unions to send the account disclosures them-
selves, as long as they are sent at the same
time as the periodic statement (the disclo-
sures may be mailed either with the periodic
statement or separately).

2. Form of the notice. The notice may be in-
cluded on the periodic statement, in a mem-
ber newsletter, or on a statement stuffer or
other insert, if it is clear and conspicuous.
The notice cannot be sent in a separate mail-
ing from the periodic statement.

3. Timing. The notice may accompany the
first periodic statement after the compliance
date for part 707, or the periodic statement
for the first cycle beginning after that date.
For example, a credit union’s statement
cycle is December 15, 1994-January 14, 1995.
The statement is mailed on January 15, The
next cycle is January 15, 1995 through Feb-
ruary 14, 1995, and the statement for that
cycle is mailed on February 15. The credit
union may provide the notice either on or
with the January 15 statement or on or with
the February 15 statement, as it covers the
first cycle after January 1, 1995.

4. Early compliance. Credit unions that pro-
vide the notice to existing members prior to
the compliance date of part 707, must be pre-
pared to provide accurate and timely disclo-
sures when, following receipt of the notice,
members ask for account disclosures. Such
disclosures must be provided even if they are
requested before the compliance date of part
707. Credit unions who provide early notice
to existing members need to comply with
other aspects of part 707, but need not pro-
vide disclosures already provided in compli-
ance with part 707.
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Section 707.5—Subsequent Disclosures
(a) Change in Terms

(a)(1) Advance Notice required

1. Form of notice. Credit unions may provide
a change-in-term notice on or with a regular
periodic statement or in another mailing
(such as a highlighted portion of a news-
letter or statement stuffer insert). If a credit
union provides notice through revised ac-
count disclosures, the changed term must be
highlighted in some manner. For example,
credit unions may state that a particular fee
has been changed (also specifying the new
amount) or use an accompanying letter that
refers to the changed term. Credit unions are
cautioned that unless credit unions have re-
served the right to change terms in the ac-
count agreement or disclosures, a change-in-
terms notice may not be sufficient to amend
the terms under applicable law.

2. Effective date. An example of a language
for disclosing the effective date of a change
is: ““As of May 11, 1995".

3. Terms that change upon the occurrence of
an event. A credit union offering terms that
will automatically change upon the occur-
rence of a stated event need not send an ad-
vance notice of the change provided the cred-
it union fully describes the conditions of the
change in the account opening disclosures
(and sends any change-in-term notices re-
gardless of whether the changed term affects
that member’s account at that time).

4. Examples. Examples of changes not re-
quiring an advance change-in-terms notice
are:

i. The termination of employment for em-
ployee-members for whom account mainte-
nance or activity fees were waived during
their employment by the credit union.

ii. The expiration of one year in a pro-
motion described in the account opening dis-
closures to ‘“‘waive $4.00 monthly service
charges for one year”’.

(a)(2) No Notice Required
(a)(2)(ii) Check Printing Fees

1. Increase in fees. A notice is not required
for an increase in fees for printing share
drafts (or deposit and withdrawal slips) even
if the credit union adds some amount to the
price charged by the vendor.

(b) Notice Before Maturity for Term Share Ac-
counts Longer Than One Month That Renew
Automatically.

1. Maturity dates on nonbusiness days. In de-
termining the term of a term share account,
credit unions may disregard the fact that the
term will be extended beyond the disclosed
number of days if the maturity date falls on
a nonbusiness day. For example, a holiday or
weekend may cause a ‘“‘one-year’ term share
account to extend beyond 365 days (or 366, in
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a leap year), or a ‘“one-month” term share
account to extend beyond 31 days.

2. Disclosing when rates will be determined.
Ways to disclose when the annual percentage
yield will be available include the use of:

i. A specific date, such as ‘““October 28”".

ii. A date that is easily discernible, such as
“the Tuesday prior to the maturity date
stated on the notice” or ‘“‘as of the maturity
date stated on this notice”.

3. Alternative timing rule. Under the alter-
native timing rule, a credit union that offers
a 10-day grace period would have to provide
the disclosures at least 10 calendar days
prior to the scheduled maturity date.

4. Club accounts. If members have agreed to
the transfer of payments from another ac-
count to a club term share account for the
next club period, the credit union must com-
ply with the requirements for automatically
renewable term share accounts—even though
members may withdraw funds from the club
account at the end of the current club pe-
riod.

5. Renewal of a term share account. In the
case of a change-in-terms that becomes ef-
fective if a rollover term share account is
subsequently renewed:

i. If the change is initiated by the credit
union, the disclosure requirements of this
paragraph apply. (Section 707.5(a) applies if
the change becomes effective prior to the
maturity of the existing term share ac-
count.)

ii. If the change is initiated by the mem-
ber, the account opening disclosure require-
ments of §707.4(b) apply. (If the notice re-
quired by this paragraph has been provided,
credit unions may give new account disclo-
sures or disclosures that reflect the new
term.)

6. Example. If a member receives a notice
prior to maturity on a one-year term share
account and requests a rollover to a six-
month account, the credit union must pro-
vide either account opening disclosures in-
cluding the new maturity date or, if all other
terms previously disclosed in the pre-
maturity notice remain the same, only the
new maturity date.

(b)(1) Maturities of Longer Than One Year

1. Highlighting changed terms. Credit unions
need not highlight terms that have changed
since the last account disclosures were pro-
vided.

(c) Notice Before Maturity for Term Share Ac-
counts Longer Than One Year That Do not
Renew Automatically

1. Subsequent account. When funds are
transferred following maturity of a nonroll-
over term share account, credit unions need
not provide account disclosures unless a new
account is established.
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Section 707.6—Periodic Statement
Disclosures

(a) Rule When Statement and Crediting Periods
Vary

1. General. Credit unions are not required
to provide periodic statements. If they pro-
vide periodic statements, disclosures need
only be furnished to the extent applicable.
For example, if no dividends are earned for a
statement period, credit unions need not
state that fact. Or, credit unions may dis-
close ““$0”’ dividends earned and ‘0%’ annual
percentage yield earned.

2. Regulation E interim statements. When a
credit union provides regular quarterly
statements, and in addition provides a
monthly interim statement to comply with
Regulation E, the interim statement need
not comply with this section unless it states
dividend or rate information. (See 12 CFR
205.9). For credit unions that choose not to
treat Regulation E activity statements as
part 707 periodic statements, the quarterly
periodic statement must reflect the annual
percentage yield earned and dividends earned
for the full quarter. However, credit unions
choosing this option need not redisclose fees
already disclosed on an interim Regulation E
activity statement on the quarterly periodic
statement. For credit unions that choose to
treat Regulation E activity statements as
part 707 periodic statements, the Regulation
E statement must meet all part 707 require-
ments.

3. Combined statements. Credit unions may
provide certain information about an ac-
count (such as a money market share ac-
count or regular share account) on the peri-
odic statement for another account (such as
a share draft account) without triggering the
disclosures required by this section, as long
as:

i. The information is limited to informa-
tion such as the account number, the type of
account, balance information,
accountholders’ names, and social security
or tax identification number; and

ii. The credit union also provides members
a periodic statement complying with this
section for the account (the money market
share account or regular share account, in
the example).

4. Other information. Additional informa-
tion that may be given on or with a periodic
statement, includes:

i. Dividend rates and corresponding peri-
odic rates to the dividend rate applied to bal-
ances during the statement period.

ii. The dollar amount of dividends earned
year-to-date.

iii. Bonuses paid (or any de minimis consid-
eration of $10 or less).

iv. Fees for other products, such as safe de-
posit boxes.

v. Accounts not covered by the periodic
statement disclosure requirements (passbook

12 CFR Ch. VII (1-1-04 Edition)

and term share accounts) may disclose any
information on the statement related to
such accounts, so long as such information is
accurate and not misleading.

5. When statement and crediting periods vary.
This rule permits credit unions, on dividend-
bearing share accounts, to report the annual
percentage yield earned and the amount of
dividends earned on a statement other than
on each periodic statement when the divi-
dend period does not agree with, varies from,
or is different than, the statement period.
For dividend-bearing share accounts, credit
unions may disclose the required informa-
tion either upon each periodic statement, or
on the statement on which dividends are ac-
tually earned (credited or posted) to the
member’s account. In addition, for accounts
using the average daily balance method of
calculating dividends, when the average
daily balance period and the statement peri-
ods do not agree, vary or are different, credit
unions may also report annual percentage
yield earned and the dollar amount of divi-
dends earned on the periodic statement on
which the dividends or interest is earned.
For example, if a credit union has quarterly
dividend periods, or uses a quarterly average
daily balance on an account, the first two
monthly statements may not state annual
percentage yield earned and dividends earned
figures; the third “monthly” statement will
reflect the dividends earned and the annual
percentage yield earned for the entire quar-
ter. The fees imposed disclosure must be
given on the periodic statement on which
they are imposed.

6. Length of the period. Credit unions must
disclose the length of both the dividend pe-
riod (or average daily balance calculation pe-
riod) and the statement period. For example,
a statement could disclose a statement pe-
riod of April 16 through May 15 and further
state that ‘‘the dividends earned and the an-
nual percentage yield earned are based on
your dividend period (or average daily bal-
ance) for the period April 1 through April
30.”

7. Dividend period more frequent than state-
ment period. Credit unions that calculate
dividends on a monthly basis, but send state-
ments on a quarterly basis, may disclose a
single dividend (and annual percentage yield
earned) figure. Alternatively, a credit union
may disclose three dividends earned and
three annual percentage yield earned figures,
one of each month in the quarter, as long as
the credit union states the number of days
(or beginning and ending date) in each divi-
dend period if it varies from the statement
period.

8. Additional voluntary disclosures. For cred-
it unions not disclosing the annual percent-
age yield earned and dividends earned on all
periodic statements, credit unions may place
a notice on statements without dividends
and annual percentage yield earned figures,
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that the annual percentage yield earned and
dollar amount of dividends earned will ap-
pear on the first statement at the close of
the dividend (or average daily balance) pe-
riod, or similar wording. Credit unions may
also choose to include a telephone number to
call for interim information, if desired by a
member.

(b) Statement Disclosures

(b)(1) Annual Percentage Yield Earned

1. Ledger and collected balances. Credit
unions that accrue interest using the col-
lected balance method may use either the
ledger or collected balance methods to deter-
mine the balance used to determine the an-
nual percentage yield earned. Ledger balance
means the record of the balance in a mem-
ber’s account, as per the credit union’s
records. (The ledger balance may reflect ad-
ditions and deposits for which the credit
union has not yet received final payment).
Collected balance means the record of bal-
ance in a member’s account reflecting col-
lected funds, that is, cash or checks depos-
ited in the credit union which have been pre-
sented for payment and for which payment
has actually been received. (See Regulation
CC, 12 CFR 229.14).

(b)(2) Amount of Dividends or Interest

1. Definition of earned. The term ‘‘earned”
is defined to include dividends and interest
either ‘‘accrued” or ‘“‘paid and credited.”
Credit unions may use either the ‘“‘ledger’ or
the ‘“‘collected” balance for either option.
(See 707.6(b)(1)1. and 707.7(c)2. of this appen-
dix.)

2. Accrued interest. Credit unions must state
the amount of interest that accrued during
the statement period, even if it was not cred-
ited.

3. Terminology. In disclosing dividends
earned for the period, credit unions must use
the term ‘“‘dividends’ or terminology such
as: “‘Dividends paid,” to describe dividends
that have been credited; ‘“Dividends ac-
crued,” to indicate that dividends are not
yet credited.

4. Closed accounts. If a member closes an
account between crediting periods and for-
feits accrued dividends, the credit union may
not show any figures for ‘‘dividends earned”
or annual percentage yield earned for the pe-
riod (other than zero, at the credit union’s
option).

5. Extraordinary dividends. Extraordinary
dividends are not a component of the annual
percentage yield earned or the dividend rate,
but are an addition to the member’s account.
The dollar amount of the extraordinary divi-
dends paid, denoted as a separate, identified
figure, must be disclosed on the periodic
statement on which the extraordinary divi-
dends are earned. A credit union may also
disclose information regarding the calcula-
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tion of the extraordinary dividends, and ad-
ditional annual percentage yield earned and
dividend rate figures taking into account the
extraordinary dividend, so long as such in-
formation is accurate and not misleading.

(b)(3) Fees Imposed

1. General. Periodic statements must state
fees disclosed under §707.4(b) that were deb-
ited to the account during the statement pe-
riod, even if assessed for an earlier period.

2. Itemizing fees by type. In itemizing fees
imposed more than once in the period, credit
unions may group fees if they are the same
type. But, the description must make clear
that the dollar figure represents more than a
single fee, for example, ‘‘total fees for checks
written this period.”

Examples of fees that may not be grouped
together are:

i. Monthly maintenance with excess activ-
ity fees.

ii. “Transfer” fees, if different dollar
amounts are imposed—such as $.50 for share
deposits and $1.00 for withdrawals.

iii. Fees for electronic fund transfers with
fees for other services, such as balance in-
quiry or maintenance fees.

3. ldentifying fees. Statement details must
enable the member to identify the specific
fee. For example:

i. Credit unions may use a code to identify
a particular fee if the code is explained on
the periodic statement or in documents ac-
companying the statement.

ii. Credit unions using debit slips may dis-
close the date the fee was debited on the
periodic statement and show the amount and
type of fee on the dated debit slip.

4. Relation to Regulation E. Disclosure of
fees in compliance with Regulation E com-
plies with this section for fees related to
electronic fund transfers (for example, total-
ing all electronic funds transfer fees in a sin-
gle figure).

(b)(4) Length of Period

1. General. Credit unions providing the be-
ginning and ending dates of the period must
make clear whether both dates are included
in the period. For example, stating “April 1
through April 30 would clearly indicate
that both April 1 and April 30 are included in
the period.

2. Opening or closing an account mid-cycle. If
an account is opened or closed during the pe-
riod for which a statement is sent, credit
unions must calculate the annual percentage
yield earned based on account balances for
each day the account was open.

Section 707.7—Payment of Dividends

(a) Permissible Methods

1. Prohibited calculation methods. Calcula-
tion methods that do not comply with the
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requirement to pay dividends on the full
amount of principal in the account each day
include:

i. The “rollback’” method, also known as
the ‘‘grace period” or ‘“‘in by the 10th”” meth-
od, where credit unions pay dividends on the
lowest balance in the account for the period.

ii. The “increments of par value’’ method,
where credit unions only pay dividends on
full shares in an account, e.g., a credit union
with $5 par value shares pays dividends on
$20 of a $24 account balance.

iii. The “ending balance’” method, where
credit unions pay dividends on the balance in
the account at the end of the period.

iv. The “investable balance’ method,
where credit unions pay dividends on a per-
centage of the balance, excluding an amount
credit unions set aside for reserve require-
ments.

v. The ““low balance’”” method, where credit
unions pay dividends on the lowest balance
in the account for any day in that period.

2. Use of 365-day basis. Credit unions may
apply a daily periodic rate that is greater
than Y%ses of the dividend rate—such as %seo of
the dividend rate—as long as it is applied 365
days a year.

3. Periodic dividend payments. A credit
union can pay dividends each day on the ac-
count and still make uniform dividend pay-
ments. For example, for a one-year term
share account, a credit union could make
monthly dividend payments that are equal
to Y12 of the amount of dividends that will be
earned for a 365-day period (or 11 uniform
monthly payments—each equal to roughly
Y12 of the total amount of dividends—and one
payment that accounts to the remainder of
the total amount of dividends earned for the
period).

4. Leap year. Credit unions may apply a
daily rate of %es or Yses of the dividend rate
for 366 days in a leap year, if the account will
earn dividends for February 29.

5. Maturity of term share accounts. Credit
unions are not required to pay dividends
after term share accounts mature. Examples
include:

i. During any grace period offered by a
credit union for an automatically renewable
term share account, if the member decides
during that period not to renew the account.

ii. Following the maturity of nonrollover
term share accounts.

iii. When the maturity date falls on a holi-
day, and the member must wait until the
next business day to obtain the funds.

6. Dormant accounts. Credit unions must
pay dividends on funds in an account, even if
inactivity or the infrequency of transactions
would permit the credit union to consider
the account to be “inactive’ or ‘“dormant”
(or similar status) as defined by state or
other law or the account contract.

7. Insufficient funds. Credit unions are not
required to pay dividends on checks or share
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drafts deposited to a member’s account that
are returned for insufficient funds. If a credit
union accrues dividends on a check that it
later determines is not good, it may deduct
from the accrued dividends any dividends at-
tributed to the proceeds of the returned
check. If dividends have already been cred-
ited before the credit union determines the
item has insufficient funds, the credit union
may deduct the amount of the check and as-
sociated dividends from the account balance.
The amount deducted will not be reflected in
the dividend amount and annual percentage
yield earned reported for the next period.

8. Account drawn below par value of a share.
If a member draws his or her account below
the par value of a share, dividends would
continue to accrue on the account so long as
any minimum balance requirement is met.
However, under the NCUA Standard FCU By-
laws, if a member who reduces his or her
share balance below the value of a par value
share and does not increase the balance
within at least six months, the credit union
may terminate the member’s membership.
State-chartered credit unions may have
similar termination provisions.

(a)(2) Determination of Minimum Balance to
Earn Dividends

1. General. Credit unions may set minimum
balance requirements that must be met in
order to earn dividends. However, credit
unions must use the same method to deter-
mine a minimum balance required to earn
dividends as they use to determine the bal-
ance upon which dividends will accrue and
pay. For example, a credit union that cal-
culates dividends on the daily balance meth-
od must use the daily balance method to de-
termine if the minimum balance to earn
dividends has been met. Similarly, a credit
union that calculates dividends on the aver-
age daily balance method must use the aver-
age daily balance method to determine if the
minimum to earn dividends has been met.
Credit unions may have a par value of a
share that is different from the minimum
balance requirement to earn dividends. (See
commentary to §707.4(b)(3)(i)).

2. Daily balance accounts. Credit unions
that require a minimum balance to earn
dividends may choose not to pay dividends
for days when the balance drops below the
required minimum balance if they use the
daily balance method to calculate dividends.
For example, a credit union could set a min-
imum daily balance level of $200 and pay
dividends only those days the $200 daily bal-
ance is maintained.

3. Average daily balance accounts. Credit
unions that require a minimum balance to
earn dividends may choose not to pay divi-
dends for the average daily balance calcula-
tion period in which the average daily bal-
ance drops below the required minimum, if
they use the average daily balance method
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to calculate dividends. For example, a credit
union could set a minimum average daily
balance level of $200 and pay dividends only
if the $200 average daily balance is met for
the calculation period.

4. Beneficial method. Credit unions may not
require members to maintain both a min-
imum daily balance and a minimum average
daily balance to earn dividends, such as by
requiring the member to maintain a $500
daily balance and a prescribed average daily
balance (whether higher or lower). But a
credit union could offer a minimum balance
to earn dividends that includes an additional
method that is ‘“‘unequivocally beneficial” to
the member such as the following:

i. A credit union using the daily balance
method to calculate dividends and requiring
a $500 minimum daily balance could choose
to pay dividends on the account (for those
days the minimum balance is not met) as
long as the member maintained an average
daily balance throughout the month of $400.

ii. A credit union using the average daily
balance method to calculate dividends and
requiring a $400 minimum average daily bal-
ance could choose to pay dividends on the ac-
count as long as the member maintained a
daily balance of $500 for at least half of the
days in the period.

iii. A credit union using either the daily
balance method or average daily balance
method to calculate dividends that requires:
(A) a $500 daily balance; or (B) a $400 average
daily balance to pay dividends on the ac-
count.

5. Paying on full balance. Credit unions
must pay dividends on the full balance in the
account that meets the required minimum
balance. For example, if $300 is the minimum
daily balance required to earn dividends, and
a member deposits $500, the credit union
must pay the stated dividend rate on the full
$500 and not just on the $200.

6. Negative balances prohibited. Credit
unions must treat a negative account bal-
ance as zero to determine:

i. The daily or average daily balance on
which dividends will be paid.

ii. Whether any minimum balance to earn
dividends is met. (See commentary to Ap-
pendix A, Part Il, which prohibits credit
unions from using negative balances in cal-
culating the dividends figure for the annual
percentage yield earned.)

7. Club accounts. Credit unions offering club
accounts (such as a ‘““holiday’” or ‘‘vacation”
club accounts) cannot impose a minimum
balance requirement for dividends based on
the total number or dollar amount of pay-
ments required under the club plan. For ex-
ample, if a plan calls for $10 weekly pay-
ments for 50 weeks, the credit union cannot
set a $500 minimum balance and then pay
only if the member makes all 50 payments.

8. Minimum balances not affecting dividends.
Credit unions may use the daily balance, av-
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erage daily balance, or other computation
method to calculate minimum balance re-
quirements not involving the payment of
dividends—such as to compute minimum bal-
ances for assessing fees.

(b) Compounding and Crediting Policies

1. General. Credit unions choosing to com-
pound dividends may compound or credit
dividends annually, semi-annually, quar-
terly, monthly, daily, continuously, or on
any other basis.

2. Withdrawals prior to crediting date. If
members withdraw funds (without closing
the account), prior to a scheduled crediting
date, credit unions may delay paying the ac-
crued dividends on the withdrawn amount
until the scheduled crediting date, but may
not avoid paying dividends.

3. Closed accounts. Subject to state or other
law, a credit union may choose not to pay
accrued dividends if members close an ac-
count prior to the date accrued dividends are
credited, as long as the credit union has dis-
closed that fact. If accrued dividends are
paid, accrued dividends must be paid on
funds up until the account is closed or the
account is deemed closed. For example, if an
account is closed on a Tuesday, accrued divi-
dends on the funds through Monday would be
paid. Whether (and the conditions under
which) credit unions are permitted to deem
an account closed by a member is deter-
mined by state or other law, if any. Credit
unions are cautioned that bylaw require-
ments may prevent a credit union from
deeming a member’s account closed until
certain time periods are extinguished. (See
NCUA Standard FCU Bylaws, Art. 111, §3
(members have at least 6 months to replen-
ish membership share before membership
can terminate and the account is deemed
closed). Such bylaw requirements may not be
overridden without proper agency approval.)

(c) Date Dividends Begin to Accrue

1. Relation to Regulation CC. Credit unions
may rely on the Expedited Funds Avail-
ability Act (EFAA) and Regulation CC (12
CFR part 229) to determine, for example,
when a deposit is considered made for pur-
poses of dividend accrual, or when dividends
need not be paid on funds because a depos-
ited check is later returned unpaid.

2. Ledger and collected balances. Credit
unions may calculate dividends by using a
““ledger’”” balance or ‘‘collected” balance
method, as long as the crediting require-
ments of the EFAA are met (12 CFR 229.14).

3. Withdrawal of principal. Credit unions
must accrue dividends on funds until the
funds are withdrawn from the account. For
example, if a check is debited to an account
on a Tuesday, the credit union must accrue
dividends on those funds through Monday.

451



Pt. 707, App. C

Section 707.8—Advertising

(a) Misleading or Inaccurate Advertisements

1. General. All advertisements are subject
to the rule against misleading or inaccurate
advertisements, even though the disclosure
applicable to various media differ. The word
“profit’”” may be used when referring to divi-
dend-bearing share accounts, as it reflects
the nature of dividends. The word “‘profit”’
may not be used when referring to interest-
bearing deposit accounts.

2. Indoor signs. An indoor sign advertising
an annual percentage yield is not misleading
or inaccurate if:

i. For a tiered-rate account, it also pro-
vides the upper and lower dollar amounts of
the tier corresponding to the advertised an-
nual percentage yield.

ii. For a term share account, it also pro-
vides the term required to obtain the adver-
tised annual percentage yield.

3. “Free” or ‘““no cost”” accounts. For pur-
poses of determining whether an account can
be advertised as ‘“‘free’” or ‘‘no cost,”” mainte-
nance and activity fees include:

i. Any fee imposed if a minimum balance
requirement is not met, or if the member ex-
ceeds a specified number of transactions.

ii. Transaction and service fees that mem-
bers reasonably expect to be imposed on an
account on a regular basis (see comments
4(b)(4)-1 and 2).

iii. A flat fee, such as a monthly service
fee.

iv. Fees imposed to deposit, withdraw or
transfer funds, including per-check or per-
transaction charges (for example, $.25 for
each withdrawal, whether by check, in per-
son).

4. Other fees. Examples of fees that are not
maintenance or activity fees include:

i. Fees that are not required to be disclosed
under §707.4(b)(4).

ii. Check printing fees of any type.

iii. Fees for obtaining copies of checks,
whether or not the original checks have been
truncated or returned to the member peri-
odically.

iv. Balance inquiry fees.

v. Fees assessed against a dormant ac-
count.

vi. Fees for using an ATM.

vii. Fees for electronic transfer services
that are not required to obtain an account,
such as preauthorized transfers or home elec-
tronic credit union services.

viii. Stop payment fees and fees for share
drafts or checks returned unpaid.

5. Similar terms. An advertisement may not
use a term such as ‘‘fees waived” if a mainte-
nance or activity fee may be imposed be-
cause it is similar to the terms ““free”” or “‘no
cost.”

6. Specific account services. Credit unions
may advertise a specific account service or
feature as free as long as no fee is imposed
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for that service or feature. For example,
credit unions offering an account that is free
of deposit or withdrawal fees could advertise
that fact, as long as the advertisement does
not mislead members by implying that the
account is free and that no other fee (a
monthly service fee, for example) may be
charged.

7. Free for limited time. If an account (or a
specific account service) is free only for a
limited period of time—for example, for one
year following the account opening—the ac-
count (or service) may be advertised as free
as long as the time period is stated.

8. Conditions not related to share accounts.
Credit unions may advertise accounts as
“free”” for members that meet conditions not
related to share accounts, such as the mem-
ber’s age. For example, credit unions may
advertise a share draft account as “‘free for
persons over 65 years old,” even though a
maintenance or activity fee may be assessed
on accounts held by members that are 65 or
younger.

9. Electronic advertising. If an advertisement
using electronic communication displays a
triggering term (such as a bonus or annual
percentage yield) the advertisement must
clearly refer the member to the location
where the additional required information
begins. For example, an advertisement that
includes a bonus or annual percentage yield
may be accompanied by a link that directly
takes the member to the additional informa-
tion.

(b) Permissible Rates

1. Tiered-rate accounts. An advertisement
for a tiered-rate account that states an an-
nual percentage yield must also state the an-
nual percentage yield for each tier, along
with corresponding minimum balance re-
quirements. Any dividend rates stated must
appear in conjunction with the annual per-
centage yields for each tier.

2. Stepped-rate accounts. An advertisement
that states a dividend rate for a stepped-rate
account must state all the dividend rates
and the time period that each rate is in ef-
fect.

3. Representative examples. An advertise-
ment that states an annual percentage yield
for a type of account (such as a term share
account for a specified term) need not state
the annual percentage yield applicable to
every variation offered by the credit union
or indicate that other maturity terms are
available. In an advertisement stating that
rates for an account may vary depending on
the amount of the initial deposit or the term
of a term share account, credit unions need
not list each balance level and term offered.
Instead, the advertisement may:

i. Provide a representative example of the
annual percentage yields offered, clearly de-
scribed as such. For example, if a credit
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union offers a $25 bonus on all term share ac-
counts and the annual percentage yield will
vary depending on the term selected, the
credit union may provide a disclosure of the
annual percentage yield as follows: “For ex-
ample, our 6-month share certificate cur-
rently pays a 3.15% annual percentage
yield.”

ii. Indicate that various rates are avail-
able, such as by stating short-term and
longer-term maturities along with the appli-
cable annual percentage yields: “We offer
share certificates with annual percentage
yields that depend on the maturity you
choose. For example, our one-month share
certificate earns a 2.75% APY. Or, earn a
5.25% APY for a three-year share certifi-
cate.”

4. Electronic communication. A dividend rate
may be stated only if it is provided in con-
junction with, but not more conspicuously
than, the annual percentage yield to which it
relates. In an advertisement using electronic
communication, the member must be able to
view both rates simultaneously. This re-
quirement is not satisfied if the member can
view the annual percentage yield only by use
of a link that connects the member to infor-
mation appearing at another location.

(c) When Additional Disclosures are Required

1. Trigger terms. The following are examples
of information stated in advertisements that
are not ‘‘trigger’”’ terms:

i. ““One, three, and five year share certifi-
cates available™.

ii. “‘Bonus rates available”.

iii. ““1% over our current rate,” so long as
the rates are not determinable from the ad-
vertisement.

3

(€)(2) Time Annual Percentage Yield is Offered

1. Specified recent date. If an advertisement
discloses an annual percentage yield as of a
specified date, that date must be recent in
relation to the publication or broadcast fre-
quency of the media used. For example, the
printing date of a brochure printed once for
an account promotion that will be in effect
for six months would be considered ‘“‘recent,”’
even though rates change during the six-
month period. Dividend rates published in a
daily newspaper or on television must be a
rate offered shortly before (or on) the date
the rates are published or broadcast. Simi-
larly, dividend rates published in a daily
newspaper or on television must be a rate re-
flecting either the preceding dividend period,
or a prospective rate, and the option chosen
should be noted.

2. Reference to date of publication. An adver-
tisement may refer to the annual percentage
yield as being accurate as of the date of pub-
lication, if the date is on the publication
itself. For instance, an advertisement in a
periodical may state that a rate is ‘“‘current
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through the date of this issue,
odical shows the date.

if the peri-

(c)(5) Effect of Fees

1. Scope. This requirement applies only to
maintenance or activity fees as described in
paragraph 8(a).

(c)(6) Features of Term Share Accounts
(c)(6)(i) Time Requirements

1. Club accounts. If a club account has a
maturity date, but the term may vary de-
pending on when the account is opened, cred-
it unions may use a phrase such as: “The ma-
turity date of this club account is November
15; its term varies depending on when the ac-
count is opened.”’

(c)(6)(ii) Early Withdrawal Penalties

1. Discretionary penalties. Credit unions im-
posing early withdrawal penalties on a case-
by-case basis may disclose that they “may’’
(rather than “‘will’’) impose a penalty if that
accurately describes the account terms.

(d) Bonuses

1. General reference to ‘“‘bonus.” General
statements such as ‘“‘bonus checking” or
‘‘get a bonus when you open a checking ac-
count” do not trigger the bonus disclosures.

(e) Exemption for Certain Advertisements
(e)(1) Certain Media
@M

1. ATM messages. Messages provided on
ATM or computer screens are eligible for
this exemption.

2. Internet advertisements. The exemption
for advertisements made through broadcast
or electronic media does not extend to adver-
tisements made by electronic communica-
tion, such as advertisements posted on the
Internet or sent by e-mail.

(e)(@)(iii)

1. Tiered-rate accounts. Solicitations for
tiered-rate accounts made through telephone
response machines must provide all annual
percentage yields and the balance require-
ments applicable to each tier.

(e)(2) Indoor Signs
®©@®m

1. General. Indoor signs include advertise-
ments displayed on computer screens, ban-
ners, preprinted posters, and chalk or peg
boards. Any advertisement inside the prem-
ises that can be retained by a member (such
as a brochure or a printout from a computer)
is not an indoor sign.
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(e)(3) Newsletters

1. General. The partial exemption applies to
all credit union newsletters, whether insti-
tuted before or after the compliance date of
part 707. Nor must a newsletter be of any
particular circulation frequency (e.g., week-
ly, monthly, quarterly, biannually, annually,
or irregularly) or of any certain format (e.g.
magazine, bulletin, broadside, circular, mim-
eograph, letter, or pamphlet) in order to be
eligible for the partial advertising exemp-
tion.

2. Permissible Distribution. In order for news-
letters to retain the partial advertising ex-
emption, newsletters can be sent to existing
credit union members only. Any distribution
reasonably calculated to reach only mem-
bers is also acceptable, such as:

i. Mailing newsletters to existing mem-
bers.

ii. Distributing newsletters at a function
reasonably limited to members, such as an
annual meeting or member picnic.

iii. Displaying or offering newsletters at a
credit union lobby, branch, or office.

3. Impermissible Distribution. Distributing a
newsletter in a place open to nonmembers,
such as a sponsor’s lunch room, is not rea-
sonably calculated to reach only members,
and such newsletter would be subject to all
applicable advertising rules.

Section 707.9—Enforcement and Record
Retention

(c) Record Retention

1. Evidence of required actions. Credit unions
comply with the regulation by dem-
onstrating they have done the following:

i. Established and maintained procedures
for paying dividends and providing timely
disclosures as required by the regulation,
and

ii. Retained sample disclosures for each
type account offered to members, such as ac-
count-opening disclosures, copies of adver-
tisements, and change-in-term notices; and
information regarding the dividend rates and
annual percentage yields offered.

2. Methods of retaining evidence. Credit
unions must be able to reconstruct the re-
quired disclosures or other actions. They
need not keep disclosures or other business
records in hard copy. Records evidencing
compliance may be retained on microfilm,
microfiche, or by other methods that repro-
duce records accurately (including computer
files). Credit unions must retain copies of all
printed advertisements and the text of all
advertisements conveyed by electronic or
broadcast media, and newsletters.

3. Payment of dividends. Credit unions must
retain sufficient rate and balance informa-
tion to permit the verification of dividends
paid on an account, including the payment of
dividends on the full principal balance.
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Section 707.10—Electronic Communication

(b) General Rule

1. Relationship to the E-Sign Act. The E-Sign
Act authorizes the use of electronic disclo-
sures. It does not affect any requirement im-
posed under this part other than a provision
that requires disclosures to be in paper form,
and it does not affect the content or timing
of disclosures. Electronic disclosures are
subject to the regulation’s format, timing,
and retainability rules and the clear and
conspicuous standard. For example, to sat-
isfy the clear and conspicuous standard for
disclosures, electronic disclosures must use
visual text.

2. Clear and conspicuous standard. A credit
union must provide electronic disclosures
using a clear and conspicuous format. Also,
in accordance with the E-SignAct:

i. The credit union must disclose the re-
quirements for accessing and retaining dis-
closures in that format;

ii. The member must demonstrate the abil-
ity to access the information electronically
and affirmatively consent to electronic de-
livery; and

iii. The credit union must provide the dis-
closures in accordance with the specified re-
quirements.

3. Timing and effective delivery.

i. When a member opens an account on-line.
When a member opens an account on-line,
the member must be required to access the
disclosures required under §707.4 before the
account is opened or a service is provided,
whichever is earlier. A link to the disclo-
sures satisfies the timing rule if the member
cannot bypass the disclosures before opening
the account. Or the disclosures in this exam-
ple must automatically appear on the screen,
even if multiple screens are required to view
the entire disclosure. The credit union is not
required to confirm that the member has
read the disclosure.

ii. For disclosures provided periodically. Dis-
closures provided by mail are timely based
on when the disclosures are sent. Disclosures
posted at an Internet web site, such as peri-
odic statements or change-in-terms and
other notices, are timely when the credit
union has both made the disclosures avail-
able and sent a notice alerting the member
that the disclosures have been posted. For
example, under §707.5, credit unions must
give advance notice to affected members at
least 30 calendar days in advance of certain
changes. For a change in terms notice posted
on the Internet, a credit union must both
post the notice and notify members of its
availability at least 30 days in advance of the
change.

4. Retainability of disclosures. Credit unions
satisfy the requirement that disclosures be
in a form that the member may keep if elec-
tronic disclosures are delivered in a format
that is capable of being retained (such as by
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printing or storing electronically). The for-
mat must also be consistent with the infor-
mation required to be provided under Sec-
tion 101(c)(1)(C)(i) of the E-Sign Act, 15
U.S.C. 7001(c)(1)(C)(i)), about the hardware
and software requirements for accessing and
retaining electronic disclosures.

5. Disclosures provided on credit union’s
equipment. A credit union that controls the
equipment providing electronic disclosures
to members (for example, a computer ter-
minal located in a credit union’s lobby or at
a public kiosk) must ensure that the equip-
ment satisfies the regulation’s requirements
to provide timely disclosures in a clear and
conspicuous format and in a form that the
member may keep. For example, if disclo-
sures are required at the time of an on-line
transaction, the disclosures must be sent to
the member’s e-mail address or must be post-
ed at another location such as the credit
union’s Internet web site, unless the credit
union provides a printer that automatically
prints the disclosures.

(d) Address Or Location To Receive Electronic
Communication

(D@

1. Electronic address. A member’s electronic
address is an e-mail address that is not lim-
ited to receiving communications trans-
mitted solely by the credit union.

(D@

1. Identifying account involved. A credit
union may identify a specific account in a
variety of ways and is not required to iden-
tify an account by reference to the account
number. For example, where the member has
only one share account, and no confusion
would result, the credit union may refer to
“‘your share account.” If the member has
two accounts, the credit union may, for ex-
ample, differentiate accounts by using terms
such as ‘“‘primary account’” and ‘‘secondary
account” or by using a truncated account
number.

2. 90-day rule. The actual disclosures pro-
vided to a member must be available for at
least 90 days, but the credit union has discre-
tion to determine whether they should be
available at the same location for the entire
period.

(e) Redelivery

1. E-mail returned as undeliverable. If an e-
mail to the member (containing an alert no-
tice or other disclosure) is returned as un-
deliverable, the redelivery requirement is
satisfied if, for example, the credit union
sends the disclosure to a different e-mail ad-
dress or postal address that the credit union
has on file for the member. Sending the dis-
closures a second time to the same elec-
tronic address is not sufficient if the credit

Pt. 707, App. C

union has a different address for the member
on file.

[58 FR 50445, Sept. 27, 1993, as amended at 66
FR 33163, June 21, 2001]

APPENDIX A TO PART 707—ANNUAL
PERCENTAGE YIELD CALCULATION

PART |. ANNUAL PERCENTAGE YIELD FOR AcC-
COUNT DISCLOSURES AND ADVERTISING PUR-
POSES

1. Rounding for calculations. The following
are examples of permissible rounding rules
for calculating dividends and the annual per-
centage yield:

i. The daily rate applied to a balance car-
ried to five or more decimals. For example;
.008219178%, 3.00% for a 365 day year, would
be rounded to no less than .00822%.

ii. The daily dividends or interest earned
carried to five or more decimals. For exam-
ple; $.08219178082, daily dividends on $1,000 at
3% for a 365 day year, would be rounded to no
less than $.08219.

2. Exponents in a leap year. The annual per-
centage yield formula’s exponent numerator
will remain 365 in leap years. The ‘““days in
term” figure used in the denominator should
be consistent with the length of term used in
the dividends calculation.

3. First tier of a tiered-rate account. When
credit unions use a rate table, the first tier
of a tiered rate account is to be disclosed and
advertised; ““Up to but not exceeding * * *”’,
“$.01 to * * **’, or similar language.

4. Term Share Accounts Opened in Midterm.
For club accounts that meet the definition of
a term share account, the annual percentage
yield is based on the maximum number of
days in the term not to exceed 365 days (or
366 days in a leap year).

PART Il. ANNUAL PERCENTAGE YIELD EARNED
FOR PERIODIC STATEMENTS

1. Balance method. The dividend or interest
figure used in the calculation of the annual
percentage yield earned may be derived from
the daily balance method or the average
daily balance method. Regardless of the divi-
dend calculation method, the balance used in
the annual percentage yield earned formula
is the average daily balance. The average
daily balance calculation is the sum of the
balances for each day in the period divided
by the number of days in the period. The bal-
ance for each day is based on a point in time;
i.e. beginning of day balance, end of day bal-
ance, closing of day balance, etc. Each day’s
balance, for dividend accrual and payment
purposes, must be based on the same point in
time and cannot be based on the day’s low
balance.

2. Negative balances prohibited. Credit
unions must treat a negative account bal-
ance as zero to determine the balance on
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which the annual percentage yield earned is
calculated. (See commentary to §707.7(a)(2).)

A. General Formula

1. Accrued but uncredited dividends. To cal-
culate the annual percentage yield earned,
accrued but uncredited dividends:

i. May not be included in the balance for
statements that are issued at the same time
or less frequently than the account’s
compounding and crediting frequency. For
example, if monthly statements are sent for
an account that compounds dividends daily
and credits dividends monthly, the balance
may not be increased each day to reflect the
effect of daily compounding. Assume a credit
union will pay $13.70 in dividends on $100,000
for the first day, $6.85 in dividends on
$50,013.70 for the second day, and $3.43 in divi-
dends on $25,020.55 for the third day. The sum
of each days balance is $175,000 (does not in-
clude accrued, but uncredited, dividends
amounts $13.70, $6.85, and $3.43), thereby re-
sulting in an average daily balance for the
three days of $58,333.33.

ii. Must be included in the balance for suc-
ceeding statements if a statement is issued
more frequently than compounded dividends
is credited on an account. For example, if
monthly statements are sent for an account
that compounds dividends daily and credits
dividends quarterly, the balance for the sec-
ond monthly statement would include divi-
dends that had accrued for the prior month.
Assume a credit union will pay $411.78 in
dividends on 30 days of $100,000, $427.28 in
dividends on 31 days of $100,411.78, and $415.23
in dividends on 30 days of $100,839.06. The bal-
ance (average daily balance in the account
for the period) for the second 31 days is
$100,411.78.

2. Rounding. The dividends earned figure
used to calculate the annual percentage
yield earned must be rounded to two deci-
mals to reflect the amount actually paid.
For example, if the dividends earned for a
statement period is $20.074 and the credit
union pays the member $20.07, the credit
union must use $20.07 (not $20.074) to cal-
culate the annual percentage yield earned.
For accounts that pay dividends based on the
daily balance method, compound and credit
dividends or interest quarterly, and send
monthly statements, the credit union may,
but need not, round accrued dividends to two
decimals for calculating the ‘“‘projected’ or
‘“‘anticipated” annual percentage Vyield
earned on the first two monthly statements
issued during the quarter. However, on the
quarterly statement the dividends earned
figure must reflect the amount actually
paid.

3. Compounding frequency using the average
daily balance method. Any compounding fre-
quency, including daily compounding, can be
used when calculating dividends using the
average daily balance method. (See comment

12 CFR Ch. VII (1-1-04 Edition)

707.7(b), which does not require credit unions
to compound or credit dividends at any par-
ticular frequency).

B. Special Formula for Use Where Periodic
Statement is Sent More Often Than the Period
for Which Dividends are Compounded

1. Statements triggered by Regulation E. Cred-
it unions may, but need not, use this formula
to calculate the annual percentage vyield
earned for accounts that receive quarterly
statements and that are subject to Regula-
tion E’s rule calling for monthly statements
when an electronic fund transfer has oc-
curred. They may do so even though no
monthly statement was issued during a spe-
cific quarter. This formula must be used for
accounts that compound and credit dividends
quarterly and that receive monthly state-
ments, triggered by Regulation E, which
comply with the provisions of §707.6.

2. Days in compounding period. Credit
unions using the special annual percentage
yield earned formula must use the actual
number of days in the compounding period.

APPENDIX B TO PART 707/—MODEL
CLAUSES AND SAMPLE FORMS

1. Modifications. Credit unions that modify
the model clauses will be deemed in compli-
ance as long as they do not delete informa-
tion required by TISA or regulation or rear-
range the format so as to affect the sub-
stance or clarity of the disclosures.

2. Format. Credit unions may use inserts to
a document (see Sample Form B-11) or fill-in
blanks (see Sample Forms B-4 and B-5,
which use double underlining to indicate
terms that have been filled in) to show cur-
rent rates, fees or other terms.

3. Disclosures for opening accounts. The sam-
ple forms illustrate the information that
must be provided to a member when an ac-
count is opened, as required by §707.4(a)(1).
(See §707.4(a)(2), which states the require-
ments for disclosing the annual percentage
yield, the dividend rate, and the maturity of
a term share account in responding to a
member’s request.)

4. Compliance with Regulation E. Credit
unions may satisfy certain requirements
under Part 707 with disclosures that meet
the requirements of Regulation E. (See
§707.3(c).) The model clauses and sample
forms do not give examples of disclosures
that would be covered by both this regula-
tion and Regulation E (such as disclosing the
amount of a fee for ATM usage). Credit
unions should consult appendix A to Regula-
tion E for appropriate model clauses.

5. Duplicate disclosures. If a requirement
such as a minimum balance applies to more
than one account term (to obtain a bonus
and determine the annual percentage yield,
for example), credit unions need not repeat
the requirement for each term, as long as it
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is clear which terms the requirement applies
to.

6. Guide to model clauses. In the model
clauses, italicized words indicate the type of
disclosure a credit union should insert in the
space provided (for example, a credit union
might insert ‘““March 25, 1995 in the blank
for “‘(date)’” disclosure). Brackets and diago-
nals (“/’) indicate a credit union must
choose the alternative that describes its
practice (for example, [daily balance/average
daily balance]).

7. Sample forms. The sample forms (B-4
through B-11) serve a purpose different from
the model clauses. They illustrate various
ways of adapting the model clauses to spe-
cific accounts. The clauses shown relate only
to the specific transactions described.

[59 FR 59899, Nov. 21, 1994, as amended at 60
FR 21699, May 3, 1995; 61 FR 68129, Dec. 27,
1996; 63 FR 71575, Dec. 29, 1998]

PART 708a—CONVERSION OF IN-
SURED CREDIT UNIONS TO MU-
TUAL SAVINGS BANKS

Sec.

708a.1 Definitions.

708a.2 Authority to convert.

708a.3 Board of directors and membership
approval.

708a.4 Voting procedures.

708a.5 Notice to NCUA.

708a.6 Certification of vote on conversion
proposal.

708a.7 NCUA oversight of methods and pro-
cedures of membership vote.

708a.8 Other regulatory oversight of meth-
ods and procedures of membership vote.

708a.9 Completion of conversion.

708a.10 Limit on compensation of officials.

AUTHORITY: 12 U.S.C. 1766, 12 U.S.C. 1785(b).

SOURCE: 63 FR 65535, Nov. 27, 1998, unless
otherwise noted.

§708a.1 Definitions.

As used in this part:

(a) Credit union has the same mean-
ing as insured credit union in section
101 of the Federal Credit Union Act.

(b) Mutual savings bank and savings
association have the same meaning as
in section 3 of the Federal Deposit In-
surance Act.

(c) Federal banking agencies has the
same meaning as in section 3 of the
Federal Deposit Insurance Act.

(d) Senior management official means a
chief executive officer, an assistant
chief executive officer, a chief financial
officer, and any other senior executive
officer as defined by the appropriate

§708a.4

Federal banking agency pursuant to
section 32(f) of the Federal Deposit In-
surance Act, 12 U.S.C. 1831i(f).

§708a.2 Authority to convert.

An insured credit union, with the ap-
proval of its members, may convert to
a mutual savings bank or a savings as-
sociation that is in mutual form with-
out the prior approval of the NCUA,
subject to applicable law governing
mutual savings banks and savings asso-
ciations and the other requirements of
this part.

§708a.3 Board of directors and mem-
bership approval.

(a) The board of directors must ap-
prove a proposal to convert by major-
ity vote and set a date for a vote on the
proposal by the members of the credit
union.

(b) The membership must approve
the proposal to convert by the affirma-
tive vote of a majority of those mem-
bers who vote on such proposal.

§708a.4 Voting procedures.

(@) A member may vote on the pro-
posal to convert in person at a special
meeting held on the date set for the
vote or by written ballot filed by the
member.

(b) A credit union that proposes to
convert must provide written notice of
its intent to convert to each member
who is eligible to vote on the conver-
sion. The notice to members must be
submitted 90 calendar days, 60 calendar
days, and 30 calendar days before the
date of the membership vote on the
conversion and a ballot must be sub-
mitted not less than 30 calendar days
before the date of the vote.

(c) The notice to members must ade-
quately describe the purpose and sub-
ject matter of the vote to be taken at
the special meeting or by submission of
the written ballot. The notice must
clearly inform the member that the
member may vote at the special meet-
ing or by submitting the written bal-
lot. The notice must state the date,
time, and place of the meeting.

[63 FR 65535, Nov. 27, 1998, as amended at 64
FR 28735, May 27, 1999]

457



