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* A balance for each day in the billing cycle on which the
balance in the account changes. The finance charge is
figured by the same method as discussed previously, but the
statement shows the balance only for those days on which
the balance changed.

* The sum of the daily balances during the billing cycle. The
balance on which the finance charge is computed is the
sum of all the daily balances in the billing cycle. The daily
periodic rate is multiplied by that balance to determine the
finance charge.

* The average daily balance during the billing cycle. If
this is stated, however, the financial institution must
explain somewhere on the periodic statement or in an
accompanying document that the finance charge is or may
be determined by multiplying the average daily balance
by the number of days in the billing cycle, rather than by
multiplying the product by the daily periodic rate.

If the financial institution uses the daily balance method, but
applies two or more daily periodic rates, the sum of the daily
balances may not be used. Acceptable ways of disclosing the
balances include:

* A balance for each day in the billing cycle;

* A balance for each day in the billing cycle on which the
balance in the account changes; or

» Two or more average daily balances. If the average
daily balances are stated, the financial institution shall
indicate on the periodic statement or in an accompanying
document that the finance charge is or may be determined
by multiplying each of the average daily balances by
the number of days in the billing cycle (or if the daily
rate varies, by multiplying the number of days that the
applicable rate was in effect), multiplying each of the
results by the applicable daily periodic rate, and adding the
products together.

In explaining the method used to find the balance on which the
finance charge is computed, the financial institution need not
reveal how it allocates payments or credits. That information
may be disclosed as additional information, but all required
information must be clear and conspicuous.

Finance Charge Resulting from
Two or More Periodic Rates

Some financial institutions use more than one periodic rate

in computing the finance charge. For example, one rate may
apply to balances up to a certain amount and another rate

to balances more than that amount. If two or more periodic
rates apply, the financial institution must disclose all rates and
conditions. The range of balances to which each rate applies
also must be disclosed. It is not necessary, however, to break
the finance charge into separate components based on the
different rates.

Annual Percentage Rate (Open-End Credit)
Accuracy Tolerance §226.14

The disclosed annual percentage rate (APR) on an open-end
credit account is accurate if it is within one-eighth of 1
percentage point of the APR calculated under Regulation Z.

Determination of APR

The regulation states two basic methods for determining
the APR in open-end credit transactions. The first involves
multiplying each periodic rate by the number of periods in a
year. This method is used for disclosing:

* The corresponding APR in the initial disclosures;

* The corresponding APR on periodic statements;

* The APR in early disclosures for credit card accounts;
* The APR in early disclosures for home-equity plans;

* The APR in advertising; and

* The APR in oral disclosures.

The corresponding APR is prospective. In other words, it does
not involve any particular finance charge or periodic balance.

The second method is the quotient method, used in computing
the APR for periodic statements. The quotient method reflects
the annualized equivalent of the rate that was actually applied
during a cycle. This rate, also known as the historical rate,
will differ from the corresponding APR if the creditor applies
minimum, fixed, or transaction charges to the account during
the cycle.

If the finance charge is determined by applying one or more
periodic rates to a balance, and does not include any of the
charges just mentioned, the financial institution may compute
the historical rate using the quotient method. In that method,
the financial institution divides the total finance charge for
the cycle by the sum of the balances to which the periodic
rates were applied and multiplies the quotient (expressed as a
percentage) by the number of cycles in a year.

Alternatively, the financial institution may use the method

for computing the corresponding APR. In that method, the
financial institution multiplies each periodic rate by the
number of periods in one year. If the finance charge includes a
minimum, fixed, or transaction charge, the financial institution
must use the appropriate variation of the quotient method.

The regulation also contains a computation rule for small
finance charges. If the finance charge includes a minimum,
fixed, or transaction charge, and the total finance charge for
the cycle does not exceed 50 cents, the financial institution
may multiply each applicable periodic rate by the number of
periods in a year to compute the APR.
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Optional calculation methods also are provided for accounts
involving daily periodic rates. (§226.14(d))

Brief Outline for Open-End Credit APR Calculations on
Periodic Statements

NOTE: Assume monthly billing cycles for each of the
calculations below.

I. APR when finance charge is determined solely by applying
one or more periodic rates:
A. Monthly periodic rates:
1. Monthly rate x 12 = APR
or
2. (Total finance charge / applicable balance®) x 12 =
APR

This calculation may be used when different rates
apply to different balances.

B. Daily periodic rates:
1. Daily rate x 365 = APR
or

2. (Total finance charge / average daily balance) x 12 =
APR
or
3. (Total finance charge / sum of balances) x 365 =
APR
II. APR when finance charge includes a minimum, fixed, or
other charge that is not calculated using a periodic rate (and
does not include charges related to a specific transaction,
like cash advance fees):
A. Monthly periodic rates:

1. (Total finance charge / amount of applicable balance)
x 12 = APR*
B. Daily periodic rates

1. (Total finance charge / amount of applicable balance)
X 365=APR
2. The following may be used if at least a portion of the
finance charge is determined by the application of a
daily periodic rate. If not, use the formula above.
a. (Total finance charge / average daily balance) x
12 =APR
or

b. (Total finance charge / sum of balances) x 365 =
APR

C. Monthly and daily periodic rates

If zero, no APR can be determined. The amount of applicable balance is
the balance calculation method and may include the average daily balance,
adjusted balance, or previous balance method.

Loan fees, points, or similar finance charges that related to the opening of
the account must not be included in the calculation of the APR.

1. If the finance charge imposed during the billing
cycle does not exceed $.50 for a monthly or longer
billing cycles (or pro rata part of $.50 for a billing
cycle shorter than monthly), the APR may be
calculated by multiplying the monthly rate by 12 or
the daily rate by 365.

IIL If the total finance charge included a charge related to a
specific transaction (such as a cash advance fee), even if
the total finance charge also included any other minimum,
fixed, or other charge not calculated using a periodic rate,
then the monthly and daily APRs are calculated as follows:
(total finance charge / the greater of: the transaction
amounts that created the transaction fees or the sum of
the balances and other amounts on which a finance charge
was imposed during the billing cycle®) X number of billing
cycles in a year (12) = APR®

Subpart C—Closed-End Credit

The following is not a complete discussion of the closed-end
credit requirements in the Truth in Lending Act. Instead, the
information provided below is offered to clarify otherwise
confusing terms and requirements. Refer to §226.17 through
§226.24 and related commentary for a more thorough
understanding of the Act.

Finance Charge (Closed-End Credit) §226.17(a)

The aggregate total amount of the finance charge must
be disclosed. Each finance charge imposed need not be
individually itemized and must not be itemized with the
segregated disclosures.

Annual Percentage Rate (Closed-End Credit) §226.22
Accuracy Tolerances

The disclosed APR on a closed-end transaction is accurate for:

* Regular transactions (which include any single advance
transaction with equal payments and equal payment
periods, or an irregular first payment period and/or a first
or last irregular payment), if it is within one-eighth of 1
percentage point of the APR calculated under Regulation Z
(§226.22(a)(2)).

» Irregular transactions (which include multiple advance
transactions and other transactions not considered regular),
if it is within one-quarter of 1 percentage point of the APR
calculated under Regulation Z (§226.22(a)(3)).

* Mortgage transactions, if it is within one-eighth of 1
percentage point for regular transactions or one-quarter
of 1 percentage point for irregular transactions and:

The sum of the balances may include the average daily balance, adjusted
balance, or previous balance method. Where a portion of the finance
charge is determined by application of one or more daily periodic rates,
sum of the balances also means the average of daily balances.

Cannot be less than the highest periodic rate applied, expressed as an APR.
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