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INTRODUCTION

The consuner's rizht to be informed has been confirmed by threo successive

U.S, Presidents since 1962, This rizht is implicit in one of the basic
economic assunptions of the free market system, that the consumer must be
knowledzoable of the goods and services marketed from which he selects his
purchases, ihen ful”illed, this right enables the consumer to exercise the
responsibility placed upon him not only to invest prudently, but to vigilantly
obsarve that contract terms ars met in the saving industry, One of the
regulatory authorities of this industry, the Federal Deposit Insurance
Corporation (F.D,I,C.) states, that it depends upon the bank's customers to
help in policing of the industry.

We also agree that the fedoral bank regulatory agencies are

unable to roubtinely wvalidete the interest paid on individual

denosit accounts end that the gap in this area can best be

filled oy the consumer, Since limitations on varsonnel

preclude us from doiaz more than maldng a spot check on

individual accounts from time to time, we must rely heavily

on a banlk's customers to call irrerularities in their accounts

to our ettantion, (I'.7,T.0. letter of sugust 18, 1971)

Thers remains rreat need for knowledre of and access to facts concorninge the

as well as to checlk for irrerularities in their accounts,

fdecouacy of Information Disclosed by Savings Institutions

Advertisemonts of savings institutions were exanined both in the Finson
study (1970) and Osbaldiston and Morse study (1971) to determine the value of
the information cdisclosed, The Osbaldiston and Morsc study obtained advertise=
monts from Conrizen differont newspepers from cities of all sizes throuchout

L) A

the U.S.%t, durias a twelve day period. The advertisemants wers gruded on tho



basis of the informetion piven concerning savings accounts, An advertisement

was considerad: complete if it stated the type of account, the nominal annual

rate, the minimum amount regquired for the rate to apply, the length of time an
anount has to be invested for the rate to apply, the dates on which the
interest would be paid, the frequency of compounding, and the limitations aerd

penalties imposed or bonuses allowed on each account; noarly complete i it

supplied most of the necessary iaformation but carelful reading wes requirsd to

locate it; little if it supnlied very little information and; almost nons if it

contained almost nono of the information needed, Nineteen per cent gave
completo information and 28 per cent wero judged to be nearly complete, Ilors
than one=half of the advertisemonts (537%) were judged inadequate in the
information given, The interost rate, which is of major significance to
savers, was displayed prominently in less than half (70) of the 152 advertise=
ments., Leither the size of the advertisement nor the type of institution
(whether 2 bank or & savings and loan essocistion) were factors influencine the
adequacy of the information disclosed,

The Pinson study revsaled both the lack of factual information and the
lack of & standardized terminolory disclosed by savings institutions, In many
instances, tho advertised information might mislead or confuse the consumor
compariap verious savings opportunities, For example, the ennual rata, given
in larrc print, misht apply to only a six-month savings certificate while =all
other information applied to a repular savings passbook account, Thrases such
as, "daily interest", "conputed daily”, "paid daily", "day in to day out", "day
of deposit to day of withdrawal", are not clearly defired and vet are used
extensively in thoe advertiscments of one or more savingss institutions,

was aclmowledsed by the Federal Deposit Insurance Corporetion (B0 l40.] fn zn



exchange of letters with Dr, Richard L, D, Morse:

However, this Corporation has not attempbted to define by
reguletion the myriad terms which may be emploved in bank
advertisinz, Such an effort would only serve to further
compliente what has already becoms a complex arsa of
regulation, (F.D.I.C. letter of April 20, 1971)

You are advised that this Corvoration's regulations permit
banks subject to its regulatory jurisdiection to compound
interost on any basis they desirs, The regulations do not
attemot to define terms such as “"compounded daily" or
"eredited quarterly", ete, However, they do prohibit
advertisements which are inaccurale or misleading, or which
misrorresont a bank's deposit contracts, (F.D.I.C. letter
of April 16, 1971)

If consumers are to be informed, the terminology used by savings institutions

must be defined and standardized,

Variability in Computing Intersst Zarmned on Savings Devposits

The standard forrula for simple interest is I = Prt which represents that
the smount of interest equals principal times rate per time period times number
of time periods, £n sxample utilizing this formula would be a #1,000, 5 3/l
per annun for a one-year certificate of deposit, The 31,000 is the principal,
the rate is 5 3/lf7, and the timo period is one year, The intersst earmed would

be: &1,000 X 0575 X 1 = 557,50,

a0

There are many variatlions in expressions of these factors in the savings
market, The time fector is not always well defined, A yoar may be 360, 3,
or 3£6 days, A quarter of & year may be 20, 91, or 92 days depending upon the
particular gquartsr iavolved, The time factor is also affected by "erace daya",
which are days that earn interest on wmoney that is not on deposit, or "henality
days", which are days that do not earn interest on money that is on deposit,

These days usually occur around interest payment dates,

The seme nominal rebe may cam different amounts of ianterest as a result



of differences in frequency of compoundinpg, For example, a %100 at &) per
ennun may yisld $6,00 if compounded annually, $6,1l; if compounded quarterly and
$6,18 if compounded continuously (ilorse, 1966), These yields expressed in
porcontage form, can be confusing to the consumer who sees both the nominal
rate and the yield rate, Before issuance of Regulation Q by the Federal
Reserve Board governing the size of the ratss in advertising, some savings
institutions showed as high rates of earnings as 6,38% over a ton year period
on a 5,000 nominal rete of saving (llorse, 1970),

This difference between the nominal and yield rates results from
compounding and is manifested when the period under discussion (usually a year)
is different from the period for which the nominal rate is quoted., That is,
the above formula uses the "rate per psriod", meaning the rate to be applied

to each unit of time, and therefore is called the periodic percentage rate

(ilorse, 1966), This periodic percentage rate, when multiplied by the nuwaber of

such periods in a year, becomes the annual nominal percentage rate, If there

is no compounding (thet is, the interest earned each period is not added to the
principel), then the yield at the end of the year will be the same as what the
nominal annmual percentage rate would produce, But if there is compounding,
then at thc end of tha year the earnings will be greater than under simple
interest and these earnings expressed as a rate will be called the yield or

effective annual percentage rate,

The principel factor of the simple interest formula is greatly affected by
the particular method used to determine the balance (principal) to be inserted
into the formulas, The American Bankers Assoclation revesled the use of as many
as 5l methods to determine this balance (Changing Times, 1971)., Pinson studied

five of these commonly used methods: (1) low balance, (2) first in, first out



applied to the beginning balence, (3) first in, first out applied to the first
deposits, (L) lest in, last out and, (5) day of deposit to the day of
withdravwal,

Pinson used & standard activity pattern to measure the doller emount of
yield for reguler pessbook savings accounts, assuming the seme nominal annual
percentage rate of & per cent, The study revealed a significant differerce in
yields, The highest yield, from method 5, was 171 per cent greater than the
low balence method,

Other variables effecting the earnings include the frequency of crediting
earned interest to the account, penalty assessments for excess number of
withdrawals made during a stated period of time and, minimum or meximum account

restrictions,

Sevings institutions use variocus combiraticns of these variables,
Therefore, the prudent saver needs access to thase facts not only to compare
the various savings opporturities availeble to him, but also to verify whether
the savings institution with which he contrects to save performs correctly,

Legislation, promypted by publicaticn of en erticle in Changing Times, based on

the Pinscn thesis, was introduced May 12, 1971, in the U.S. Senate (S, 1818) by
Senator Vance Hartls of Indiana and in the U,S., Housa of Representatives (BB
83(5) bv Representative Dr, Bill Roy of Kenses., It purportedly would erable
consumers to be sufficiently infermed to intelligently compare savings oppor-
tunities snd to verify their ovm sccounts, It is titled the "Truth in Savings
Act", Since its introduction, there has been opportunity to discuss its
provisions with interested parties end e proposed revision is undsr consider-
ation by the bills' sponsors, Because the revision reflecis the latest
thinking, the follewing excerpts frem the Aet with the preposed revisions heve

been included below, (Licrse, 1972)



Truth in Savinrs Act (surrested revision)

The purpose of the Act is

to require a meanirgful disclosure of the terms snd conditions
£ the payment of enrmings on individual sevings deposits so
that the individual will be able to compare the various savings
programs evailable to him, (I[,R. 83£5, 1971)

The Act requires that savings institutions must malke eveilable in writing

the following irfornmetion rerarding savings devosits to individusals who reguest
g £ g £ T ]

it and at the time they initially plece & deposit with the institution:

(1)
(2)

(3)
(L)

(5)
(6)
(7)
(8)

(9)

The snnual rercentage rats;

the mirimum length of time a deposit rust remein on deposit so that
earninns are payable at that percentage rate;

the ennual percentare yield;

the periodic percentane rate and the method used to determine the
balance to which this rate will be applied;

the number of times each year carnings eare compounded;

the dates on which earnings ere payable;

any charges initially or pericdicezlly made ageinst any derosits;
any terns or condiftions which inereese or reduce the rate of earnings
payeble a5 disclosed under items (1) or (3) and;

any restrictions and the emount or method of cetermining the amount

of pennlties or charges imposed on the use of funds irn any deposit.

The Ackt alce requires that the savings institutions disclose annually end

at the time any earnings report is made to an indivicdual, either in porscn or

by mail, the follewing informetion regarding his individual sevings deposit:

(1)

Tho amount of earnings paid;

(2) +the annuel percentape rete;

(3)

the pericdic percentepe rate;



(L) +the principal balence to which the periodic percentage rate was
applied, and the method by which that balance was determined;

(5) any charges made against the account during the period covered for
the purpose of computing the payment of earnings or making the report
end;

(6) =any other terms or conditions which inereased or reduced the earnirgs
payable under conditions ms disclosed under items (1) or (3) of the
previous list of nine disclosures,

In addition, the fLect requires the savings institution to notify its

individual depositors within ten days of any changs with respect to any item of
information required to be disclosed within the Act, unless the change is

directed by reguletory authority,

Requirements of advertisements, Only the advertisements reletirg to the

earrings payable on an indivicduel savings deposit have any reguletions placed
upon them under the Truth in Savings Act, These requirements are no different
than currently imrosed by the Federal Reserve Deard and other regulatory
authorities. (Bepuletion Q, 1970) Advertisements must clearly and conspicuously
state the ammual percentage rete and any minimum time or amount requirerents
pleced upon the deposit, No such advertisement can irclude any percentape rate
or porcentege yield based on a period in excess of one yewr or on the effect of
ny grace period. Yo advertisement can make use of the term "profit" in
referrir; to earnings payable on & deposit, The savings institutions are free

of any other reruletions concernirg the disclesure of savings terms to the

public through their advertisemonts,



The Capitol Federsl Savincs and Loan Case Study

On Merch 25, 1968, Marjorie liorse opened a #2,000 bonus certificate, with
a 36 month maturity date, with the Topeka office of the Capitol Federal Savings
and Loan Association, A copy of the certificate is shown in Exhibit 1 (front
and back), During the life of the contract there was considerable change in
sevings accounts being offered consumers, and she became concerned about the
wisdom of continuing this account versus withdrawal and opening of other
accounts, Advertisements provided only partial informetion. Inquiries and
efforts to obtain bestter inforrmetion at the offices were not satisfactory, In
fact, she was treated so rudely that she vowed never egain to ask for facts
about her account, No action was taken on that esccount or other accounts
because she wes confused and uncertain, But finally, a form letter from the
institution dated February 19, 1071, raised certain .questions concerning
previous interest retes and methods of computing interest on the bonus asccount
which prompted her to make a determined effort to obtain clerification. The
letter, Exhibit 2, stated: "After your btonus certificate reaches its three-year
maturity date, it will continue to earn 5,50 per cent paid or compounded at the

" This implied that the new methad of

end of each reguler calendar quarter .,..
comoounding the bonus portion had been in effect for three years when in fact

it had not, After en hour-lony discussion first with e teller, end then with a
Vice President, the latter finally brought still another stalff employee into the
conference, This cmvuloyee readily apreed with the customer that the letter was
nisleadin;s:, She pave ovidence of having voiced objeclicn sbout the letter to
the manapement on a previous occasion, I% seomed to liarjorie llorse beyond
reason that cne should need o spend thet much time and effort to identifly the

full facts sbout & savings contraet, £s & result larjorie lMorse terminated the

eccounts en Cetober 2, 1971,
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Capitol Federal Savings

AND LOAN ASSOCIATION

700 KANSAS AVENUE
TOPEKA, KANSAS 66603

PHONE (L) 2350400

g5 T

T e Taar

February 19,

Dear Bonus Certificate Holder:

]

1971

Capitol Federal's 78th Year

120 TOFEXKA BLVD
TOPERA KANSAS

2100 FARLAW N RD
TOPEKA KANSAS

117m & VERMONT STS
LAWRENCE RANSAS

$251 JOGHNSON DR
MISSION KANSAS

95Tm & NALL
OVERLAND PARK, KANSAS

7671 TERRACE 8 STATE LINE
PRAIRIE VILLAGE ®ANSa5

B77 & SANTAFE
OVERLAND PARKX, KANSAS

RENRY A BUEA Chaewan
JOHN C DICUS FRESDERT

The one-half per cent bonus on your three-year certificate

account will be fully earned next month.

Your bonus interest

is due and will be paid exactly 36 months from the date shown
at the bottom of your certificate.

Your three-year bonus interest will either be mailed to vou,
credited to your certificate or added to your companion pass-
book account, depending on the manner in which regular interest
on your bonus account has been handled in the past.

After your bonus certificate reaches its three-year maturity
date, it will continue to earn 5.50 per cent paid or compounded
at the end of each regular calendar guarter on March 31, June 30,
You will be notified of any

September 30 and December 31.

future rate change.

Capitol Federal's current 5.50 per cent interest rate compounded
quarterly gives vou an effective annual yield of 5.62 per cent.

. If your earnings are not presently being compoundecd on your

certificate, we urge you to complete and return the enclosed
authorization form so your annual yield can be increased to
5.62 per cent.

Thank you for maintaining your account at Capitol Federal Savings,
and we invite you to write or come in if you have questions
concerning your deposit.

ENM:VL
Enc,
Wi 1 FE D AL MTUME AT T2Ale SO TE I-:

wap wesaf g B0

WA

[ T

Ay

FLAMES

I C3RPTRATION

Sincerely,

Edmund N.

Exhibit 2,

%A.M

Morrill
Senior Vice President

11
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The passbook had not been kept up, so the closing out of the esccount
involved many entries, She then asked this writer to analyze the entries to
determine what rates had actually been paid and how they were figured., This
proved to be too difficult an assignment, so on October 6, 1971 she wrote the
Capitol Federal Savings and Loan Association, requesting "a copy of the infor-
mation supplied holders of these certificates at the time of issue through
maturity,” (See Exhibit 3) The institution responded by letter dated October
8, 1971 that the bonus certificate "received the regular savings passbook rate
from the day it was opened until the time it reached its 3-year maturity date,"
(See Exhibit i) At maturity the eccount received $30 which represented the
L per cent bonus intergg? payment on the $2,000 account for threg years,
However, this bonus payment was not compounded, even annually, but represented
simple interest over the 3-years, This payment was made at the end of the
third year which was contrary to the normal procedure of either paying or
compounding at least annuelly, After maturity the account began to earn 5%

per cent paid quarterly because bonus accounts earn the regular passbook rzate

-4

plus 5 per cent bonus, However, copies of the actual notices supplied to thse
customers were not provided, Another letter written October 13, 1971, again
asked for these notices along with the notices supplied to the passbook savings
holders during this seme period, (See Exhibit 5) Capitol Federal Savings end
Loan Association responded Octobor 18, 1971 stating that the "actual notices of
changes in interest rates on passbook accounts have not been meiled to
depositors", but that these chenges "are continuously announced in our adver-
tising" and "through our quarterly issues of 'News esnd Views'" which is
circulated among employees and customers, (See Exhibit 6) This presumes that
the holder reads the newspapers in which the advertising appears or combs

throurh each edition of the newsletter,



I ‘-'\ﬂ-r."! R T a T I
R A

) ] 1
TR

iy J.e

rr .

L o det .=
. ~e——— -3
Lol OhTo Ty
ey it A oane e by [ater AV ErE o2
nngrhasle roseses Yo, 270000
L7 e OLNSEN0

mea W A L= .

oy et e o Y wmmmy 4
18 & S

-

-

P - &
T fm oirn thago Polas wovs

4 ynamn Yo ] L8] -—ri L1
more torma or metheds of fiporisng i

-« 1.4
e - e yeamag A ot
I woris prmnirt
= s a e
o R el S Tt TV I Py e T
IR DU R T 4 Lo o AAonL
4"nv|c fad am Ayl f 1.-— )
W hia u;-.‘..‘ ln- ‘-’:Lb-..l..l‘! - I ;-..‘-O

2 % ; -
S2 rafentind &

igmued waren 25, 1907

- EA - ] ] -
z 2d prt decimnte
L x
¢

T, -
ey el v
L
L ¥ T e ATt

LB A
o e A A
e co.'{ - -'Zne

»oe yoor homs

2 —_ o N - . R4 -
dienlnze? from i o tise ¢
-

L e
intorest.

2129 Lookout Drive
Kaphattan, sansas
Octover 6, 1971

ecorrvilicate,

wotvrn ad

0y
4 -

:] TININES T
M VIS i

erjorie Je Lorse

Exhibit 3

by
PRY

.3

ooy Pozuungl
E R il -

e Twenlt ToaT 3 Freric]

e -1 &
lebins he Xi, L

in aoounts

cn

13



Capite! Federal Savings |
AND LOAN ASSOCIATION

700 KANSAS AVENU

v TOPEKA, KANSAS GGG03

PHONE {953 23513411

EDMUND N. MORRILL
SENIOR VICE PRESIOENT

Mrs.

Richard L.

Over One Half Billion bollars

2429 Lookout Drive

Manhattan,

Dear Mrs.

Kansas 66502

Morse:

D. Morse

AL LTI

October 8, 1971

12 TOPLrA TlvD
TOPEXA KA™SAS

2100 FAaiRLaw™ RD
TOPEKA RANSAS

10 & VERMUST 378
LAWRENCE rat5as

5251 JOHNSON IR
MISSION. RANIAS

857- & NaLL
OVERLAND PARK, ®ANZAS

76TH TERRACE 8 STATE L N
PRAIRIE VILLAGE KANSAS

B7Te & SANTAFE
OVERLAND PARN, KANCAS

HENAY A BUBS Cra Bvan
JOWN C DICUS FRESIDENT

Safe

Your bonus certificate #770206 received the regular
savings passbook rate from the day it was opened until
the time it reached its 3-year maturity date,.
time your bonus account received a bonus interest
payment of $30 representing 1/2% interest on your $2,000
account for a full three years.

At that

At the time your bonus account was established the
regular passbook rate was 4 3/4% paid semi-annually.
Effective January 1, 1970, the passbook rate was changed
to 5% paid gquarterly and this rate automatically applied
to your account as of January 1, 1970.

After your bonus account reached its 3-year maturity

date on March 25, 1971, it began to earn 5%% paid quarterly
because matured bonus accounts are eligible to receive

the reqular passbook rate plus the 1/2% honus paid
quarterly.

If you have further questions or if we can be of service
in any way, please let us know.

ENM:ns

WE W R RAL 0

MLMOER FEDT HAL el o0

AE LTET, it

AL

e oo ATLE

Exhibit L

Sincerely,

dmund M. Morril
Senior Vice Pres

€

A s bl

1
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2429 Lookout Drive
Manhattan, Kansas 66502
October 13, 1971

Mr., Edmund N, Morrill
Senior Vice President
Capitol Federal Savings
and Loan Association
700 Kansas Avenue
Topeka, Kansas 66603

Dear Mr. Morrill:

Thank you for your letter of October 8, The facts as vou have
stated them are very helpiul, However, I would appreciate having a
copy of the actual letters or notices that were sent out each time
there was a change during the life of cerrtificate 7702086,

Also, I would appreciate having a record of actual notices
supplicd passbock savings holders since March 25, 1968 when I
opencd account =270007. Iam not sure of the rate thatwas to be
paid or familiar with the method used to figure the interest,

Sincerely yours,
Pe)
'%,Lf-_b}_ P //7.4 R

Marjorie Morse

Exhibit 5



1201 TOPE KA BLVD
TOPEKA KANS

2100 FAIRLAWN RD.
LU T TTTYTIE TOPEKA KANS
& : 7 e & VERAMONT TS

kg LAWRENCE KANS

: 2 x 5251 JOHNSON OR
A g MISSION KANS
A
L -
Capiicl Federal Savings e e B
. < "

AND LCAN ASSCCIATION

T00 KANSAS AVENUE
TOPERA, KANSAS GGGO

MEADOW LAKE SHOFM™NG CENTER
PRAIRIE VILLAGE RANS

B7TH & SANTA FE
OVERLAND PARK KANS

HENRY A BUBB. PRES/DENT

October 18, 1971
Over One Half Billion Dollars Safe

Mrs. Marjorie Morse
2429 Lookout Drive
Manhattan, Kaareas 66502

Dear Mrs. Morse:

Actual notices of changés in interest rates on passbook
accounts have not been mailed to depositors.

Current interest rates are continuously announced in our
advertising and through our quarterly issues of MNews
and Views".

Again, your bonus certificate contract called for your
certificate to earn the savings passbook rate from the
time it was issued until its 3-year maturity date with

a one half percent bonus being due at that time. Listed
below are the savings passbook rates that have been

paid since March 25, 1%68.

3-25-68 to 12-30-69 4 3/4% compounded semi-annually
1-1-70 to 9-30-70 5% compounded quarterly
10-1-70 to present 5% compounded daily

The enclosed pamphlets explain the interest rates on
accounts currently offered by Capitol Federal. Even
though new bonus accounts are not being issued, matured
bonus certificates currently earn 5%% compounded quarterly.

DY Wy VRSSS

. Morrill

ENM:ns
Enc.

RE LD R F L RAL b AT L QIAY, SRt s

MDA re P LN TIAL fRete o STe e BT Te (RN F LLORSL AT

Exhibit 6
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The ambiguity of the final letter and previous experiences in attempting
to clarifly the terms of her account, gave her cause to wender (1) if the rates
that hed actually been paid on her contract corresponded with changes in rates
on other accounts, (2) if she had been informed of any changes and how she was
informed, (3) whether she had neglected her responsibility to maximize her
earnings by her alertness to these changes and, (L) if the amount of earnings

paid on her account were correct,
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OBJECTIVES

The general objective of this study was to learn whether the means are
available for a consumer to carry out her responsibility in regard to the
selection and use of a savings account, The specific objectives of this study
were:

(1) to verify the earnings paid to the bonus certificate No, 770206B and
companion passbook No, 270007,

(2) to determine the adequacy of the information disclosed in the
advertisements concerning the savings opportunities with Capitol Federal Savings
and Loan Association within the dates of March 25, 1968 and October 1, 1971,

(3) to determine whether the changes in methods used to compute earnings
on the bonus certificate corresponded with changes made in computing earnings
on other savings accounts advertised,

(l}) to determine whether the bonus certificate offered optimum earnings
on 2,000 smong savings plans aveileble at Capitol Federal Savings end Loan

Association for the period Merch 25, 1968 to October 1, 1971,
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PROCEDURE

The Capitol Federal Savings and Loan Association October 18th letter
implied that the information needed by a consumer concerning earnings paysble
on savings accounts was continuously disclosed in their sdvertisements,
Therefore, a search of Capitol Federal Savings and Loan advertisements appearing
in the Topeka Daily Capitol was made for the L2 month period, Sunday editions
of the Topeks Daily Capitol newspaper were searched for the Capitol Federal
Savings and Loan advertisements from March 1968 to June 1971, using the library
facilities of the Capitol-Journal, Newspapers for the period of July through
September, 1971 were not aveilable, An intensive search was mede of the daily
newspapers each week preceeding and following the dates January 1, 1970 and
October 1, 1970, when interest rate and frequeney of compounding changes becanme
ef fective amccordinz to the October 18th letter, The two dates also servsd to
orzanize the l;2 month period into three time zones:

Time Zone A:  3/1/68 to 12/71/% 1 3/lfl compounded semi-annually
Time Zome B:  1/1/70 to 9/30/70 5,0% compounded quarterly
Time Zone C: 10/1/70 to 10/ 1/71 5.0° compounded daily

The technique employed wes to photograph each advertisement which revealed
new or different information from the previous advertisement, Duplicats
advertisements were not photographed. The result was a picture sequence of the
informetion disclosed in the advertisements, and is shown in Exhibits 7 and 8,
The adverbtisements were analyzed for information which would be useful for
comparing savings plans and for computing earnings. Standards for evaluating
the adequacy of information were established, Advertisements were judged to be:
comolote if the information disclosed ineluded the neme of the account, annual

percontage rate, the annual percontage yield, minimun anount and time restrictions
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placed upon deposits, the method used to determine the balance the interest
rate would be applied to, the frequency of compounding, the dates for paying
earnings, and any penalties placed upon the account (periodic percentage rate

was not included because it was known not to be disclosed); nearly complete but

adequate if the information included only the annual percentage rate, minimun
amount and time restrictions, method used to detarmine the balance the interest
rate would be applied to, the frequency of compounding, and any penalties;

incomplete and inadequate if the advertisements lacked any of the information

deemed necessary to evaluate savings accounts,

The advertisements were also reviewed to determine the sequence of
disclosed interest rates, that is, whether the changes in interest rates on the
bonus certificate corresponded with changes in interest rates on the other
accounts,

Finally, the earnings from the bonus certificate was compared to the
earnings obtainable from other possible combinations of savings accounts, The
combination offering the highest interest rates was used as the basis for
comparison, A detormination was made of whether the bonus certificats offered
optimum earnings on $2,000 among saviags plans available at Capitol Federal

Savings and Loan for the period larch 25, 1968 to October 1, 1971,
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RESULTS AND DISCUSSION
Verification of Earnings Paid

A companion passbook account #270007 was opened at the time the bonus
certificate was issued, with a deposit of $85,01, The companion passbook was
to serve as the depository for all earnings paid from the bonus certificate
47702063, (See Exhibits 9 and 10) The passbook was given to this writer who
had access to a machine calculator, to review the earnings recorded and to
determine to the best of his ability the basis for the earnings computed and
recorded in the passbook, Since neither the certificate nor the passbook
revealed the rate and the method of determining the balance to which a rate was
applied to compute the recorded earnings, he was obliged to use a trial and
error method. The analysis took two and a half weeks to complete., The following
recounts the procedures employed and success the writer had in reconstructing the

earnings from the bonus certificate and from the passbook itself, (See Table 1)

Reconstruction of Earnmings Paid on the 2,000 Bonus Certificate

The actual interest paid on the $2,000 certificate was divided by the
principal amount of $2,000 to deduce the assumed periodic percentage rate. The
assumed time famctor was first estimated by surveillance of the recorded dates
in the pessbook, and then determined and verified by using various estimatod
time factors which when multiplied by a likely annual percentage rate such as
L1.75% or 5% would equal the assumed periodic percentage rate, These then were
applied to the $2,000 principal to derive the amount of interest which should
have been paid, The patterns developed by this procedurs produced results
which agreed perfectly for ten of the twelve interest entries, The difference

between the actual and derived occurred December 31, 1970 and the next paying
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date, March 31, 1971, suggesting that the 21 cent "shortage" was "restored" by
a 20 cent overpayment on March 31,

Whether this difference was in fact a shortage=-restoration situation or a
change in the developed pattern for computing earnings is not clear, The
half-year, for example, was figured as a one-half of & year in several situa-
tions, and as the actual number of days in a specific half-year in other
situations, Likewise, when quarterly interest was paid, it was figured as
one-quarter of the year as well as based on the actual number of days in the
specific quarter, ranging from 90 to 92 days, There was no consistency in the

use of a fractional year time period or of actual number of days between interest

paying dates,

Reconstruction of Earnings Paid on the Comvanion Passbook

The sbove method was used to deduce the earnings paid on the companion
passbook account, (See Table 2) The actual interest paid as recorded in the
passbook was divided by the previous period's ending balance to compute the
assumed periodic percentage rate, The assumed time factor was estimated and
verified by using the same procedure as used in calculating the earnings on the
bonus certificate, However, beginning on December 31, 1970 and for all
subsequent interest payment dates, the assumed time factor was not determinable,

A clus, that being daily compounding, was given in the letter of October
18, 1971 from Capitol Federal Savings but did not state whether the rate factor
was used on & 360-, 385~ or 306-day year, A daily compounded rate factor table
based on 5 per cent per annum and 3% days, was found to verify the actual
interest payments on the passbook, The deduced interest was computed by
multiplying the deily factor for the actual number of days times the ending

balance of the provious period, All of the actual end deduced interest payments
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matched except for a three cent difference on kareh 31, 1971, The reason for
this difference could not be determined by the researcher, and therefore was
declared a clerical error,

This verification would not have been feasible if the researcher had not
had access to a machine calculator, nor possible without personal correspondence
with the savings institution, Neither the passbook nor the certificate dis-

closed the information needed to verify the earnings,
Adequacy of Information Disclosed in Advertisements

Eighty four per cent of the observed Sunday newspapers contained Capitol
Federal Savings end Loan advertisements, Of these 137 advertisements, L8 (35%)
were new, that is appeared for the first time in the papers. (See Tzble 3) One
helf of these new ads "ran" for 2 weeks or less, the mean "time run" for all ads
was 2,8 weeks, The institution was quite flexible in its advertising and was

accustomed to making frequent changes in its layout,

Table 3, Advertisements in Sunday papers,

——

Total Paper Paper Paper

Sundays with no with , with new
observed ad ad ad
Total 18, 27 137 L8
Zone A 95 20 75 26
Zone B b2 L %5 15
Zone C *30 3 27 9

*There were 52 Sundays in Zone C but 22 papers were not available to
observe.



Bonus Certificate, None of the advertisements over the L2 month period

referred to the bonus certificate, Therefore, Mrs, Morse could not have
identified with any information disclosed in advertisements during the life
span of her account,

Weither the certificate itself nor the passbook earnings' statement
alerted her to the fact that the rate was pegged to the regular passbook rate,
as is revealed in her letter of Obtober & and explained in the institution's
reply of October 8,

If lirs, lorse had identified with other certificates advertised with
similar restrictions (36-month time restriction and $1,000 minimum deposit) she
probably would have assumed during the first year that her money was earning a
similar interest rate of 5% per cent. But this was not the case; the bonus
certificate earned the passbook rate the first year of L 3/l per cent, and at

maturity was to receive the_%-per cent bonus, not compounded,

Regular Passhook Account, During Time Zone A (March 1, 1968 to December

31, 19€9) the information disclosed in advertisements was inadequate, The
advertisements from larch 10, 1963 to July 13, 1969 disclosed only the annual
percentage rate of L,75 per cent along with & similer phrase as "easy in, easy
out in any smount", There was no irformetion concerning the determination of
the balance the interest rate would apply to, such as the berinning, ending,
average, or daily balance during the interest earning period, During the
remainder of Time Zone A the anmual percentage rate continued to be disclosed
but scconpenied with "daily interest" or "interest computed deily, day in to
day out™, A consumer might confuse these phrases to mean compounded dailye
There was absolutely no statement referring to the compounding of earnings

semi-ennually, However, at the beginning of the last quarter of Zone A the
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institution began advertising quarterly compounding while continuing to compound
semi=pnnually and the quarterly compounding did not become effective for the
bonus certificate's companion passbook until January 1, 1970, This was not
false advertising for new investors opening accounts this lest quarter, for
they would receive interest et the end of the quarter, However, this negatoes
the institution's statement that existirp account holders should look to the
advertisements for informetion affecting their savings sccount's earnings, No
advertisement gave any informetion concerning penalties that might be assessed
upon the accounts, It would be ircorrect to assume there were none; the lorse
account was opened lMarch 25, 1968, but did not begin to earn irterest until
April 1, 1968, a penalty of six days.

Time Zone B advertisements were more complete than during Time Zone A, but
wore judged inadequate in regard to the information disclosed, Zone B, which
became effective Jenuary 1, 1970, did not advertise the increase in annual
percertage ratc to 5 per cent until January 25, but did disclose the rate in
every edvertisement following that dete, However, the change to quarterly
compounding, which became effective the sare date was disclosed as early as
September 28, 190 in anticipation of this liberalizetion for compounding, yot
mentioned only once (May 10, 1970) during Zone B, The edvertisements disclosed
thet there were no minimum time or amount restrictions, The ads also disclosed
that the sccounts reccived "daily interest" (not daily compounding).

Time Zone C advertisements were more complete yet still judged inadequate
in the information diselosed, Daily compounding first disclosed September 29
became offective on October 1, 1970 and continued to appear in every advertise=
ment following that date, In several ads, the annual yield was also disclosed

rith the explenation that the account must be meintained and compounded daily
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for a year, Zone C advertisements also disclosed that there were no minimum
restrictions, However, the ads were unclear as to the method used to determine
the balance the interest rate would apply to,

There were a few misleading phrases introduced in the advertisements, One
such phrase, disclesed in the August 2, 1970 advertisement, stated "save
23%=-18% on credit cherges and 5% on the savings account," This statement might
suggest that the institution pays 23 per cent on their accounts, while actually
meening that if customers save for purchases at 5 per cent raéher than buying
on eredit at 18 per cent, this would result in a total savings of 23 per cent.
The September &, 1970 advertisement stated "your money earns continuously",
This might sugrest to the reader that deposits are compounded continuously
while the institution actually compounds quarterly, The May 10, 1970 advertise-
ment, shown in Exhibit 9, used both phrases "daily interest" end "quarterly

interest” confusing two concepts,

Passbook=90 Account, The information disclosed in the advertisements

concerning the passbook-00 account was also judged to be inadequate, From
April 6, 1960 to September 7, 1960, esch advertisement disclosed the amnuel
percentage rete of 5 per cent and the minimum amount needed on deposit,
initially $1,000, then $100, The minimum time of 90 days vwith 2 restriction of
90 days notice to withdrew the deposit with interest and the compouncing of
earnings quarterly were disclosed in a2ll but one of the advertisements, The
annual percentege yield was disclosed in seversl of the sdvertisements,
However, the method of computing the belance to which the interest rate weas
applied was not disclosed, There was no information concerning the passbook-20
account from September 28, 196 to March 29, 1970,

Beginning larch 29, 1970 through the remainder of the advertisements, the
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Table 5, Passbook-30 information disclosed in advertisements,

Dates liethod to Frequency
ads first Minimum Minimum determine of Other
appear APR time amount AFY balance compounding  restrictions

ll/ 6/ & 5“0% 90 days $1,(|)'00 5.09 -— quar'tl:erly 90-day“notice
5 /11 n " n 5.00 R i "n
5/15 n " n - —— " 1
6/15 n n " —— ——— n n
6 /22 " " " A —— n ]
7/13 n n 100 === [ 1" m

8/ 3 n n n — —— i n

9/ 7 n — " —— - quarterly —

3/ 29 525  w=- 100 === end cof: artr - —
Ll 1

5/ 3 M - = == s
5/10 n — n — " e Fase—
5/17 ®o e e . === ===

8/ 2 " ——— 100 =-- " — —

6/27 " ——— — [ " " —
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new annual percentage rate of 5,25 per cent was always disclosed, A minimumn
amount of $100 on deposit was advertised through September 13, 1370; the
remainder of the advertisements contained no information concerning minimum
amounts needed on deposit, The minimum length of time for the deposit to
remain on deposit was not disclosed from March 29, 1970 on., The frequency of
comnounding was not disclosed from March 29, 1970 to September 29, 1970 when
daily compounding begen to be advertissd and continued thereafter, From ilarch
29, 1970 on, the advertisements disclosed that the interest would be paid on

the balance at the end of the quarter,

Certificates. The information disclosed in the advertisements concerning

the various types of certificates was inadequate, The annual percentage rate,
minimun time the deposit must remain on deposit and the minimum amount that

must be on deposit were the only informetion clearly given in all of the adver-
tisements observed, There was no information disclosed concerning the frequency

of compoundinz or how the interest would be allowed to accumilate,

Summerv, The advertisements of Capitol Federal Savings did not meet the
standard of adegquacy of information to be supplied., A customer concerned with
acquiring the needed information to accurately compare various savings
opportunities or verify his interesv payments would discover the information
supplied in the advertisements almost useless in assisting him, The annual
percentage rate, frequency of compounding, method used to determine the balance
the intersst rate would apply to, time and amount restrictions, and any
penalties given on the sccount must all be disclosed for each advertised

account if easy access %o this information is to be available to the concerned

customer,



Table 6,

Certificate informebion disclosed in advertisements,
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Dates
eds first
appear

81,000 certificate

$5,000 certificate

Minimun Miinimumn

APR time amount

APR

Minimun
time

Hinimum

amount

3/10/38
7
5/ 5
5/12
yl
9/15
9/29
11/10
12/29

2/ 2/&
3/ 2
L/ 6
5/ L
5/11
5/18
6/15
6/22
7/13
o8
9/28
115_2
11/ 9
12/ 7
12/29

1/25/70
3/29
5/ 3
5/10
5/17
6/1L,
2521
28
7/ 5
8/ 2

9/ 6
9/13
9/29
10/ I
11/ 1
o
3/ 1/71
L/ L

525
7
1 n n
" n n

36 mo $1,000
1n 1"

5425 36 mo 1,000
n n 1t

" n 1"

A i "

n n n

n n L1

n n n

n n 1

- - — - -y

- - -

1,000
n

Li 1 un

5 -25

6 mo
"

n
1
n
1t
n
n
n
n
1t
]
1"
n
1"
n

$5,000
"

n
n
n
1
n
n
14
n
n
"
H
"
n
"
"
u
n
n
n
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Table 6, (Contd,)

Dates $1,000 certificate $5,000 certificate
ads first Minimam Hinimun Minimum Hinimum
appear APR time amount APR time smount
919 o7 1- 1,000 6.0 -
6/ b 51! 5 3n.yr $ ’ll ” h 5“yr $5’200
6 /27 n n . n n ] 1]

Correspondence of Intersst Rates Increases on Bonus
Certificates with Rate Increases on Other Accounts

The holder of a bonus certificate was "locked in" for three years if the
% per cent bonus was to be received, However, the passbook rate paid on the
bonus certificate could vary with institutional policy within the law, The
following is & determination of whether the bonus certificate was "reated" as
other accounts, that is, whether increases in interest rates and methods of
conpounding ceme as of'ten for the bonus certificate as came for the other
accounts,

However, because of the inadequacy of the advertised information, it was
necessary to assume that the factors involved in computing earnings on
certificates of deposit, such as frequency of compounding, method of intsrest
accurulation (whether paid in cash or deposited in a regular pessbook account),
end any penalties, were the same for a2ll certificates available at the Capitol
Federsl Savings and Loan Associstion, Therefore, the inersases in interest
retes were the only factors considered in determining the relative treatment
of the wvarious certificates,

There was only one increase in annual percentage rate that affected the

bonus certificate: +he annual percentage rate inereased from 11,75 per cent to



5.0 per cent (the passbook rate increase) on January 1, 1970, The frequency
of compounding was also increased from semi-annually to quarterly, but this
was assumed to be effective for all mccounts. The bonus certificate matured
March 31, 1971 end from then on earned the passbook rate of 5 per cent plus the
%— per cent bonus totaling to a nominal annual rate of 5.5 per cent.

Although there were various minimum time restriction changes on deposits
of other accounts, the first increase in annual percentage rate that occurred
on any other account came the same date as the bonus certificate increase,
January 1, 1970, The $5,000 certificates were then changed from 5.25 ver cent
per enmun to 6,0 per cent per annum, On March 29, 1970, changes were made on
two other accounts: +the passbook-90 increased in annual percentage rate from
5.0 per cent to 5,25 per cent, the $1,000 certificates increased from 5.25
per cent to 5,75 per cent per annun, There were no other rate increases for
any of the accounts advertised. Therefore, 1t was determined that the bonus

certificate received treatment comparable to other sccounts,
Determination of Optimum Earnings Available

I-.iarjo-rie Morse had $2,000 to invest at Capitol Federal Savings and Loan
Assoociation for the forty-two month time period larch 25, 1968 to October 1,
1971, She invested the $2,000 in the bonus certificate account for the entire
period, During the forty-two months she earned the “ollowing:

Bonus Certificate

Time Interast Earned
3/25/68 to 3/31/71 $291,28
%/31/71 (&% bonus) 30,00
L/ 1/71 to 10/1/71 55 .00

Total Farned: £376,28
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If she had used other combinations of the.highest possible interest rates

during the forty-two month period, her earnings would have bsen less:

Time Interest Earmed
3/25/68 to 3/31/6) L.75% reg. pessbook $ 95,00
L/ 1/6 to 9;,0/69 5 % passbook-90 50,00
10/ 1/6 to 3 /1/70 5.25% 6 mo, cert, 52,50
L/ 1/71 to 10/ 1/71 5.75% 1 yr. cert, 172.50
Total Earned: $370,00

The bonus certificate was the most profitable means awvaileble for a $2,000
investment at Capitol Federal Savings and Loan Associetion for the period
March 25, 1968 to October 1, 1971,

The information disclosed in advertising is judged in terms of its
usefulness to the consumer, In this case the consumer was & holder of a bonus
certificate and a regular passbook, If she had been informed of alternatives
and used other savings she had available for investment to supplement the
82,000, she could have taken advantage of the &% ~ $5,000 savings accounts and

received even higher earnings,



CONCLUSIONS AND RECOMMENDATIONS

The responsibility and necessity to be inflormed about the facts concerning
savings programs have been placed upon the consumer, and yet the means to
fulfill this responsibility are not available, The Topeka office of the
Capitol Federal Savings and Loan Association insists that the significant
information was supplied continuously in their advertising, so the advertise-
ments were analyzed for adequacy of information, All of the advertisements
enalyzed were judged for adequacy of information based on established criteria;
all were judged to be inadequate, A consumer could not accurately compare
savings opportunities nor reconstruct the method used to compute earnings on a
savings account with the information obtained from these advertisements, The
attempts to obtain the information from the personnel of the institution proved
futile and confusing,

T+ was not feasible for a customer to reconstruct the earnings paid with
the information supplied on the bonus certificatec and the passbook, The
earnings paid on the bonus certificate No, 770206B and the passbook Yo, 270007
were verified only after obtaining information through personal correspondence
with the Capitol Federal Savings and Loan Association,

Because of the inadequacy of the advertisements, the only tool available
to compare the bonus certificate with other accounts was the annual percentage
rate, The increasses in interest rates revealed by the advertisements on the
bonus certificate did correspond with increases in rates on other eccounts,
However, none of the 137 advertisements reviewed disclosed information about
the bonus certificats,

The bonus certificate earned the optimum emong available opportunities on

a $2,000 investment during the period under analysis,
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The careful saver needs access to the full facts not only to compare the
various savings opportunities available to him, but also to verify whether the
savings institution with which he contracts to save performs correctly, The
proposed legislation of Truth in Savings allegedly would enable consumers to be
adequately informed to exercise the responsibility placed upon them to invest
prudently end to vigilantly observe whether the contract terms were met,
However, neither the existing regulations on advertising of savings institutions
nor those proposed in Truth in Savings require adequate disclosure of the
information, Additional regulations must be made if advertisements are to be
fully useful to the consumer,

It is recomrended that: (1) additional regulations on advertising of
savings institutions be incorporated in the proposed Truth in Savings fct to
enable the consumer to be adequately informed, (2) an analysis be made of the
cost=benefits of full disclosure under Truth in Savings for the consumer and
for the savings industry and (3) savings institutions adopt the needed reforms

voluntarily and thus avert the need for legislation,
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The consumer's right to be informed has been well esteblished, The
consumer's need to be informed is implicit in the expectation of the reguletory
authorities that consumers are responsible for notieing irregularities in their
accounts, Yet, there remains great need for knowledge of and access to fects
concerning the savings programs of savings institutions for the small investor
and conscientious consumer to make accurate comparisens of investment oppor-
tunities, as well as to verify whether the savings institution with which he
contracts to save performs correctly.

The objectives of this study were: (1) to verify the earnings paid to a
bonus ecertificate and the companion passbook, (2) to determine the adequscy of
the informetion disclosed in the advertisements of the savings and loan
essociation issuing the certificate, (3) to determine whether the changes in
methods used to compute earnings on the bonus certificete corresponded with
chanres made in computing earnings on other savings accounts advertised, (L) to
deternine whether the bonus certificate offered optimun earnings on $2,000
emony, savings plens available at the issuing institution,

The informstion on the bonus certificate and the passbook was insufficient
for the customer or reseacher to reconstruct the earnings paid, Only after
obtaining information through personal corresponsence with the issuing
institution was reconstruction of the accounts feasible,

The savings institution claimed that all significant informetion had been
supplied in their advertising, so the advertisements were analyzed for adeguacy
of informetion, 411 16, advertisements appearing over the periocd were judged
to be inadequate in the informetion disclosed, A consumer could not accurately
compare sevings opportunities nor reconstruct the method used to compute earnings

on & savings account with the informetion obtained from these advertisements,





