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already issued a replacement check,
you must return the original check to
us.

§355.10 What happens if I present my
check to the payor Reserve Bank
more than six months after the
issue date of the check?

If the payor Reserve Bank refuses
payment on a fiscal agency check sole-
1y because it is presented more than six
(6) months after the issue date of the
check, a replacement check will be
issued if you:

(a) Surrender the original check; and

(b) Executive the required indem-
nification agreement.

§355.11 What should I do if the en-
dorsement on my check is forged or
unauthorized?

If we verify the existence or a forged
or unauthorized endorsement on a paid
fiscal agency check, the payor Reserve
Bank will issue a replacement check to
the person entitled. The payee or en-
dorsee must execute an affidavit that
there has been a forged or unauthorized
endorsement. We may also require an
indemnification agreement.

§355.12 What requirements apply if
the check is payable to two or more
persons?

If the fiscal agency check is payable
to two or more persons, the require-
ments of this part apply to all des-
ignated payees.

§355.13 Are there any additional re-
quirements related to fiscal agency
checks?

We may require an indemnification
agreement, with or without surety.
You must provide any additional evi-
dence we consider necessary. We will
require any information necessary for
the protection of the interests of the
United States.

§355.14 Can these regulations be
waived?

We reserve the right, in our discre-
tion, to waive any provision of the reg-
ulations in this part in any case or
class of cases for the convenience of
the United States, or to relieve any
person of unnecessary hardship, if the
waiver is not inconsistent with law and
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will not subject the United States to
substantial expense or liability.

§355.15 Can these regulations be
amended?

We may, at any time, supplement,
amend, or revise the regulations in this
part.

PART 356—SALE AND ISSUE OF
MARKETABLE BOOK-ENTRY
TREASURY BILLS, NOTES, AND
BONDS (DEPARTMENT OF THE
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356.23 How are the auction results an-
nounced?
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awards and, if T am submitting bids for
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AUTHORITY: 5 U.S.C. 301; 31 U.S.C. 3102, et
seq.; 12 U.S.C. 391.

SOURCE: 69 FR 45202, July 28, 2004, unless
otherwise noted.

EDITORIAL NOTE: Nomenclature changes to
part 356 appear at 70 FR 57439, Sept. 30, 2005.

Subpart A—General Information

§356.0 What authority does the Treas-
ury have to sell and issue securi-
ties?

Chapter 31 of Title 31 of the United
States Code authorizes the Secretary
of the Treasury to issue United States
obligations, and to offer them for sale
with the terms and conditions that the
Secretary prescribes.

§356.1 To which securities does this
circular apply?

The provisions in this part, including
the appendices, and each individual
auction announcement govern the sale
and issuance of marketable Treasury
securities issued on or after March 1,
1993. This part also governs all securi-
ties eligible for the STRIPS (Separate
Trading of Registered Interest and
Principal of Securities) Program (See
§3566.31.). In addition, these provisions
and the auction announcements govern
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any other types of securities we may
issue under this part.

§356.2 What definitions do I need to
know to understand this part?

13-week bill means a Treasury bill
where the security description is ‘13-
Week Bill” as referenced on the Treas-
ury auction announcement.

Accrued interest means an amount
that bidders must pay to us for interest
income as part of the settlement
amount. Accrued interest compensates
us up front for interest that bidders
will be paid but did not earn because it
is attributable to a period of time prior
to the issue date. (See appendix B, sec-
tion I, paragraph D of this part for ad-
ditional explanation and examples.)

Adjusted value means, for an interest
component stripped from an inflation-
protected security, an amount derived
by:

(1) Multiplying the semiannual inter-
est rate by the par amount, and then

(2) Multiplying this value by: 100 di-
vided by the Reference CPI of the origi-
nal issue date (or dated date, when the
dated date is different from the origi-
nal issue date). (See appendix B, sec-
tion V of this part for an example of
how to calculate the adjusted value.)

Auction means a bidding process by
which we sell marketable Treasury se-
curities to the public.

Autocharge agreement means an agree-
ment in a format acceptable to Treas-
ury between a submitter or clearing
corporation and a depository institu-
tion that authorizes us to:

(1) Deliver awarded securities to the
book-entry securities account of a des-
ignated depository institution in the
commercial book-entry system, and

(2) Charge a funds account of a des-
ignated depository institution for the
settlement amount of the securities.

Bid means an offer to purchase a
stated par amount of securities, either
competitively or noncompetitively, in
an auction.

Bid-to-cover ratio means the total par
amount of securities bid for in an auc-
tion divided by the total par amount of
securities awarded. It excludes bids by,
and awards to, the Federal Reserve for
its own account.

380



Fiscal Service, Treasury

Bidder, as further defined in appendix
A, means a person or an entity that of-
fers to purchase Treasury securities in
an auction either directly or through a
depository institution or dealer. We
may consider two or more persons or
entities to be one bidder based on their
relationship or their actions in partici-
pating in an auction. We consider a
controlled account to be a bidder when
an investment adviser bids in the name
of the controlled account (See §356.15.).

Bidder Identification Number means a
number we assign to each institutional
submitter and to certain other bidders.
We assign such numbers either to iden-
tify certain bidders or to grant sepa-
rate bidder status to different parts of
the same corporate or partnership
structure.

Book-entry security means a security
that is issued or maintained as an ac-
counting entry or electronic record in
either the commercial book-entry sys-
tem or in one of Treasury’s two direct-
hold systems—TreasuryDirect® or Leg-
acy Treasury Direct®. (See §356.4.)

Business day means any day on which
the Federal Reserve Banks are open for
business.

Call means the redemption of a secu-
rity prior to maturity under the terms
specified in its auction announcement.

Certificate of indebtedness means a
one-day non-interest-bearing security
that may be held in TreasuryDirect
and that automatically matures and is
rolled over each day until its owner re-
quests that it be redeemed.

Clearing corporation means a clearing
agency as defined in section 3 of the
Securities Exchange Act of 1934 (15
U.S.C. 78c(a)(23)). A clearing corpora-
tion must be registered with the Secu-
rities and Exchange Commission under
section 17A of the Securities Exchange
Act of 1934 and its rules.

Competitive bid means a bid to pur-
chase a stated par amount of securities
at a specified yield, discount rate, or
discount margin.

Consumer Price Index (CPI) means the
monthly non-seasonally adjusted U.S.
City Average All Items Consumer Price
Index for All Urban Consumers, pub-
lished by the Bureau of Labor Statis-
tics of the Department of Labor. We
use the CPI as the basis for adjusting

§356.2

the principal amounts of inflation-pro-
tected securities. (See appendix D.)

Corpus means the principal compo-
nent of a security that has been
stripped of its interest components.

CUSIP number means the unique iden-
tifying number assigned to each sepa-
rate security issue and each separate
STRIPS component. CUSIP numbers
are provided by the CUSIP Service Bu-
reau of Standard & Poor’s Corporation.
CUSIP is an acronym for Committee on
Uniform Securities Identification Pro-
cedures.

Customer means a bidder that directs
a depository institution or dealer to
submit or forward a bid for a specific
amount of securities in a specific auc-
tion on the bidder’s behalf. Only depos-
itory institutions and dealers may sub-
mit bids for customers directly to us,
or forward them to another depository
institution or dealer.

Dated date means the date from
which interest accrues for notes and
bonds. The dated date and issue date
are usually the same. In those cases
where interest begins accruing prior to
the issue date, however, the dated date
will be prior to the issue date. An ex-
ample is when the dated date is a Sat-
urday and the issue date is the fol-
lowing Monday.

Dealer means an entity that is reg-
istered or has given notice of its status
as a government securities broker or
government securities dealer under
Section 15C(a)(1) of the Securities Ex-
change Act of 1934.

Delivery and payment agreement means
a written agreement between a clear-
ing corporation and a submitter, ac-
knowledged by a Federal Reserve
Bank, regarding securities awarded to
the submitter for its own account. It
authorizes us to deliver such securities
to, and accept payment from, a deposi-
tory institution acting on behalf of the
clearing corporation under an acknowl-
edged autocharge agreement.

Depository institution means:

(1) An entity described in Section
19(b)(1)(A), excluding subparagraph
(vii), of the Federal Reserve Act (12
U.S.C. 461(b)(1)(A)).

(2) Any agency or branch of a foreign
bank as defined by the International
Banking Act of 1978, as amended (12
U.S.C. 3101).
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Discount means the difference be-
tween par and the price of the security,
when the price is less than par. (See ap-
pendix B for formulas and examples.)

Discount amount means the discount
divided by 100 and multiplied by the
par amount. (See appendix B for for-
mulas and examples.)

Discount margin means the margin
over the index that equates the present
values of the assumed cash flows on a
floating rate note to the sum of the
price of and accrued interest on the
floating rate note. The assumed cash
flows are calculated based upon the
index rate applicable to the dated date.
Bidders in floating rate note auctions
bid on the basis of discount margin.
(See appendix B.)

Discount rate means a rate of return,
on an annual basis, on bills held until
they mature. The discount rate is ex-
pressed in percentage terms and based
on a 360-day year. It is also referred to
as the ‘“‘bank discount rate.” (See ap-
pendix B for formulas and examples.)

Funds account means a cash account
maintained by a depository institution
at a Federal Reserve Bank.

Index means the Consumer Price
Index for inflation-protected securities.
For floating rate notes, the index is the
highest accepted discount rate on 13-
week bills determined by Treasury auc-
tions of those securities.

Index rate means the simple-interest
money market yield, computed on an
actual/360 basis and rounded to nine
decimal places, from the highest ac-
cepted discount rate of a 13-week bill
auction as announced in the Treasury
auction results press release. (See ap-
pendix B for methods and examples for
computing the index rate.)

Index ratio means, for an inflation-
protected security, the Reference CPI
of a particular date divided by the Ref-
erence CPI of the original issue date.
(When the dated date is different from
the original issue date, the denomi-
nator of the index ratio is the Ref-
erence CPI of the dated date rather
than that of the original issue date.)

Inflation-adjusted principal means, for
an inflation-protected security, the
value of the security derived by multi-
plying the par amount by the applica-
ble index ratio as described in appendix
B, section I, paragraph B.
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Interest rate means the annual per-
centage rate of interest paid on the par
amount (or the inflation-adjusted prin-
cipal) of a specific issue of notes or
bonds. (See appendix B for methods and
examples of interest calculations on
notes and bonds.)

Intermediary means a depository in-
stitution or dealer that forwards bids
for customers to another depository in-
stitution or dealer. An intermediary
does not submit bids directly to us.

Issue date means the date specified in
the auction announcement on which we
issue a security as an obligation of the
United States. Interest normally be-
gins to accrue on a security’s issue
date.

Legacy Treasury Direct means a non-
Internet-based book-entry system
maintained by Treasury for purchasing
and holding marketable Treasury secu-
rities directly with Treasury. (See 31
CFR part 357.)

Marketable security means a security
that may be bought, sold and trans-
ferred in the secondary market.

Maturity date means the date on
which a security becomes due and pay-
able, and ceases to earn interest. The
maturity date is specified in the auc-
tion announcement.

Minimum to bid means the smallest
amount of a security that may be bid
for in an auction as stated in the auc-
tion announcement.

Multiple to bid means the smallest ad-
ditional amount of a security that may
be bid for in an auction as stated in the
auction announcement.

Multiple-price auction means an auc-
tion in which each successful competi-
tive bidder pays the price equivalent to
the yield, discount rate, or discount
margin that it bid.

Noncompetitive bid means, for a sin-
gle-price auction, a bid to purchase a
stated par amount of securities at the
highest yield, discount rate, or dis-
count margin awarded to competitive
bidders. For a multiple-price auction, a
noncompetitive bid means a bid to pur-
chase securities at the weighted aver-
age yield, discount rate, or discount
margin of awards to competitive bid-
ders.

Offering amount means the par
amount of securities we are offering to
the public for purchase in an auction,
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as specified in the auction announce-
ment.

Par means a price of 100. (See appen-
dix B.)

Par amount means the stated value of
a security at original issuance.

Person means a natural person.

Premium means the difference be-
tween par and the price of the security,
when the price is greater than par.

Premium amount means the premium
divided by 100 and multiplied by the
par amount.

Price means the price of a security
per 100 dollars of its stated value as
calculated using the formulas in appen-
dix B.

Real yield means, for an inflation-pro-
tected security, the yield based on the
payment stream in constant dollars. In
other words, the real yield is the yield
in the absence of inflation.

Reference CPI (Ref CPI) means, for an
inflation-protected security, the index
number applicable to a given date. (See
appendix B, section I, paragraph B.)

Reopening means the auction of an
additional amount of an outstanding
security.

Security means a Treasury bill, note,
or bond, each as described in this part.
Security also means any other obliga-
tion we issue that is subject to this
part according to its auction announce-
ment. Security includes an interest or
principal component under the STRIPS
program, as well as a certificate of in-
debtedness in an investor’s
TreasuryDirect account.

Settlement means final and complete
payment for securities awarded in an
auction and delivery of those securi-
ties.

Settlement amount means the total of
the par amount of securities awarded,
less any discount amount or plus any
premium amount, and plus any accrued
interest. For inflation-protected secu-
rities, the settlement amount also in-
cludes any inflation adjustment when
such securities are reopened or when
the dated date is different from the
issue date.

Single-price auction means an auction
in which all successful bidders pay the
same price regardless of the yields, dis-
count rates, or discount margins they
each bid.

§356.2

Spread means the fixed amount over
the life of a floating rate note that is
added to the index rate in order to de-
termine the interest rate of the float-
ing rate note. The spread will be deter-
mined in the auction of a new floating
rate note and is expressed in tenths of
a basis point (i.e., to three decimals).
Additionally, the spread will be equal
to the high discount margin at the
time a new floating rate note is auc-
tioned.

STRIPS (Separate Trading of Reg-
istered Interest and Principal of Secu-
rities) means our program under which
eligible securities are authorized to be
separated into principal and interest
components, and transferred sepa-
rately. These components are main-
tained and transferred in the commer-
cial book-entry system.

Submitter means a person or entity
submitting bids directly to us for its
own account, for customer accounts, or
both. Only depository institutions and
dealers are permitted to submit bids
for customer accounts. We permit in-
vestment advisers to submit bids on be-
half of controlled accounts.

TINT means an interest component
from a stripped security.

TreasuryDirect means the book-entry,
online system maintained by Treasury
for purchasing and holding marketable
Treasury securities, nonmarketable
savings bonds, and certificates of in-
debtedness directly with Treasury. (See
31 CFR part 363.)

We (or ‘‘us’) means the Secretary of
the Treasury and his or her delegates,
including the Department of the Treas-
ury, Bureau of the Fiscal Service, and
their representatives. The term also in-
cludes Federal Reserve Banks acting as
fiscal agents of the United States.

Weighted-average means the average
of the yields, discount rates, or dis-
count margins at which we award secu-
rities to competitive bidders in mul-
tiple-price auctions weighted by the
par amount of securities allotted at
each yield, discount rate, or discount
margin.

Yield means the annualized rate of re-
turn to maturity on a non-indexed se-
curity. Yield is expressed as a percent-
age. For an inflation-protected secu-
rity, yield means the real yield. Yield
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is also referred to as ‘‘yield to matu-
rity.” (See appendix B.)

You means a prospective bidder in an
auction.

[69 FR 45202, July 28, 2004, as amended at 70
FR 57439, Sept. 30, 2005; 73 FR 14938, Mar. 20,
2008; 76 FR 18063, Apr. 1, 2011; 78 FR 46428,
July 31, 2013; 81 FR 43070, July 1, 2016]

§356.3 What is the role of the Federal
Reserve Banks in this process?

The Treasury Department authorizes
Federal Reserve Banks, as fiscal agents
of the United States, to perform all ac-
tivities necessary to carry out the pro-
visions of this part, any auction an-
nouncements, and applicable regula-
tions.

§356.4 What are the book-entry sys-
tems in which auctioned Treasury
securities may be issued or main-
tained?

There are three book-entry securities
systems—the commercial book-entry
system, TreasuryDirect®, and Legacy
Treasury Direct®—into which we issue
marketable Treasury securities. We
maintain and transfer securities in
these three book-entry systems (except
that securities may not be transferred
into the Legacy Treasury Direct sys-
tem) at their par amount. Par amounts
of Treasury inflation-protected securi-
ties do not include adjustments for in-
flation. Securities may be transferred
from one system to the other (except
that securities may not be transferred
into the Legacy Treasury Direct sys-
tem), unless the securities are not eli-
gible to be held in the receiving sys-
tem. Securities may be transferred
from one system to the other, unless
the securities are not eligible to be
held in the receiving system. See De-
partment of the Treasury Circular, Fis-
cal Service Series No. 2-86, as amended
(part 357 of this chapter) and part 363 of
this chapter.

(a) The commercial book-entry system.
When depository institutions or dealers
submit bids for Treasury securities in
an auction, securities awarded as a re-
sult of those bids are generally held in
the commercial book-entry system.
Specifically, we maintain book-entry
accounts in the National Book-Entry
System® (“NBES”’) for Federal Reserve
Banks, depository institutions, and
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other authorized entities, such as gov-
ernment and international agencies
and foreign central banks. In their ac-
counts, depository institutions main-
tain securities held for their own ac-
count and for the accounts of others.
The accounts held for others include
those of other depository institutions
and dealers, which may, in turn, main-
tain accounts for others.

(b) TreasuryDirect. In this system, ac-
count holders maintain accounts in a
book-entry, online system directly on
the records of the Bureau of the Fiscal
Service, Department of the Treasury.
Bids for securities to be held in
TreasuryDirect are submitted through
the Internet.

(c) Legacy Treasury Direct. In this sys-
tem, we maintain the book-entry secu-
rities of account holders directly on
the records of the Bureau of the Fiscal
Service, Department of the Treasury.
Bids for securities to be held in Legacy
Treasury Direct are submitted directly
to us. From time to time, Treasury
may announce that certain securities
to be offered will not be eligible for
purchase or holding in Legacy Treas-
ury Direct.

[69 FR 45202, July 28, 2004, as amended at 70
FR 57439, Sept. 30, 2005; 72 FR 2193, Jan. 18,
2007; 71 FR 2928, Jan. 23, 2007; 73 FR 14938,
Mar. 20, 2008; 76 FR 18063, Apr. 1, 2011]

§356.5 What types of securities does
the Treasury auction?

We offer securities under this part
exclusively in book-entry form and as
direct obligations of the United States
issued under Chapter 31 of Title 31 of
the United States Code. The securities
are subject to the terms and conditions
in this part, the regulations in 31 CFR
part 363 (for securities held in
TreasuryDirect), the regulations in 31
CFR part 357 (for securities held in the
commercial book-entry system and
Legacy Treasury Direct), and the auc-
tion announcements. When we issue ad-
ditional securities with the same
CUSIP number as outstanding securi-
ties, we consider them to be the same
securities as the outstanding securi-
ties.

(a) Treasury bills. (1) Are issued at a
discount or at par, depending upon the
auction results;
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(2) Are redeemed at their par amount
at maturity; and

(3) Have maturities of not more than
one year.

(b) Treasury notes—(1) Treasury non-
indexed! notes.

(1) Are issued with a stated rate of in-
terest to be applied to the par amount;

(ii) Have interest payable semiannu-
ally;

(iii) Are redeemed at their par
amount at maturity;

(iv) Are sold at discount, par, or pre-
mium, depending upon the auction re-
sults; and

(v) Have maturities of at least one
year, but of not more than ten years.

(2) Treasury inflation-protected notes.
(i) Are issued with a stated rate of in-
terest to be applied to the inflation-ad-
justed principal on each interest pay-
ment date;

(ii) Have interest payable semiannu-
ally;

(iii) Are redeemed at maturity at
their inflation-adjusted principal, or at
their par amount, whichever is greater;

(iv) Are sold at discount, par, or pre-
mium, depending on the auction re-
sults (See appendix B for price and in-
terest payment calculations and appen-
dix C for Investment Considerations.);
and

(v) Have maturities of at least one
year, but not more than ten years.

(8) Treasury floating rate notes. (i) Are
issued with a stated spread to be added
to the index rate for daily interest ac-
crual throughout each interest pay-
ment period;

(ii) Have a zero-percent minimum
daily interest accrual rate;

(iii) Have interest payable quarterly;

(iv) Are redeemed at their par
amount at maturity;

(v) Are sold at discount, par, or pre-
mium depending on the auction results
(See appendix B for price and interest
payment calculations and appendix C
for Investment Considerations.); and

1We use the term ‘‘non-indexed’” in this
part to distinguish such notes and bonds
from ‘‘inflation-protected securities” and
‘“‘floating rate notes.” We refer to non-in-
dexed notes and non-indexed bonds as
‘“notes” and ‘‘bonds” in official Treasury
publications, such as auction announcements
and auction results press releases, as well as
in auction systems.

§356.10

(vi) Have maturities of at least one
year, but not more than ten years.

(c) Treasury bonds—(1) Treasury non-
indexed bonds. (i) Are issued with a
stated rate of interest to be applied to
the par amount;

(ii) Have interest payable semiannu-
ally;

(iii) Are redeemed at their par
amount at maturity;

(iv) Are sold at discount, par, or pre-
mium, depending on the auction re-
sults; and

(v) Have maturities of more than ten
years.

(2) Treasury inflation-protected bonds.
(i) Are issued with a stated rate of in-
terest to be applied to the inflation-ad-
justed principal on each interest pay-
ment date;

(ii) Have interest payable semiannu-
ally;

(iii) Are redeemed at maturity at
their inflation-adjusted principal, or at
their par amount, whichever is greater;

(iv) Are sold at discount, par, or pre-
mium, depending on the auction re-
sults; and

(v) Have maturities of more than ten
years. (See appendix B for price and in-
terest payment calculations and appen-
dix C for Investment Considerations.)

[69 FR 45202, July 28, 2004, as amended at 70
FR 57439, Sept. 30, 2005; 74 FR 26086, June 1,
2009; 78 FR 46428, 46429, July 31, 2013]

Subpart B—Bidding, Certifications,
and Payment

§356.10 What is the purpose of an auc-
tion announcement?

By issuing an auction announcement,
we provide public notice of the sale of
bills, notes, and bonds. The auction an-
nouncement lists the specifics of each
auction, e.g., offering amount, term
and type of security, CUSIP number,
and issue and maturity dates. The auc-
tion announcement and this part, in-
cluding the Appendices, specify the
terms and conditions of sale. If any-
thing in the auction announcement dif-
fers from this part, the auction an-
nouncement will control. If you intend
to bid, you should read the applicable
auction announcement along with this
part.
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§356.11 How are bids submitted in an
auction?

(a) General. (1) All bids must be sub-
mitted using an approved method,
which depends on whether you are re-
questing us to issue the awarded secu-
rities in the commercial book-entry
system, in TreasuryDirect®, or in Leg-
acy Treasury Direct® (See §356.4). The
approved submission methods for these
respective systems are explained in
this section. A bidder must provide its
assigned bidder identification numbers
if it has been assigned one. We have the
option of accepting or rejecting incom-
plete bids.

(2) We must receive competitive and
noncompetitive bids prior to their re-
spective closing times, which are stat-
ed in the auction announcement. We
will not include late bids in the auc-
tion. For bids other than those sub-
mitted on paper forms, our computer
time stamp will establish the receipt
time. You are bound by your bids after
the closing time.

(3) We are not responsible for any
delays, errors, or omissions. We are not
responsible for any failures or disrup-
tions of equipment or communications
facilities used for participating in
Treasury auctions.

(4) Submitters are responsible for
bids submitted using computer equip-
ment on their premises, whether or not
such bids are authorized.

(b) Commercial book-entry system. (1) If
you are a submitter and the awarded
securities are to be issued in the com-
mercial book-entry system, you must
submit bids using one of our approved
electronic methods except for contin-
gency situations.

(2) You must have an agreement on
file with us under which you agree to
our terms and conditions for access to
our system for participating in our
auctions.

(3) In contingency situations, such as
a power outage, we may accept bids by
a telephone call to designated Treasury
employees if you submit them prior to
the relevant bidding deadline.

(c) TreasuryDirect. You must submit
your bids through your established
book-entry, online TreasuryDirect ac-
count. You may reinvest the proceeds
of maturing securities held in
TreasuryDirect by directing that the
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proceeds be used to purchase a certifi-
cate of indebtedness in your
TreasuryDirect account and by using
the proceeds of your certificate of in-
debtedness to pay for the securities.

(d) Legacy Treasury Direct. (1) If you
are a submitter and the awarded secu-
rities are to be issued in Legacy Treas-
ury Direct, you may submit bids by
using one of our approved methods,
e.g., computer, automated telephone
service, or paper forms. You may also
reinvest the proceeds of maturing secu-
rities into new securities through the
same methods.

(2) If you are submitting bids by
paper form, you must use forms au-
thorized by the Bureau of the Fiscal
Service and provide the requested in-
formation. We have the option of ac-
cepting or rejecting bids on any other
form. You are responsible for ensuring
that we receive bids in paper form on
time. A noncompetitive bid is on time
if:

(i) We receive it on or before the
issue date, and

(ii) The envelope it arrived in bears
evidence, such as a U.S. Postal Service
cancellation, that it was mailed prior
to the auction date.

(3) If you are submitting a bid by
computer or automated telephone serv-
ice you must be an established Legacy
Treasury Direct account holder with a
Taxpayer Identification Number.

(4) In contingency situations, such as
a power outage, we may accept bids by
other means, provided, that in all cases
the bids are submitted prior to the rel-
evant bidding deadline by an estab-
lished Legacy Treasury Direct account
holder.

[69 FR 45202, July 28, 2004, as amended at 70
FR 57440, Sept. 30, 2005]

§356.12 What are the different types of
bids and do they have specific re-
quirements or restrictions?

(a) General. All bids must state the
par amount of securities bid for and
must equal or exceed the minimum to
bid amount stated in the auction an-
nouncement. Bids in larger amounts
must be in the multiple stated in the
auction announcement.

(b) Noncompetitive bids—(1) Maximum
bid. You may not bid noncompetitively
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for more than $5 million. The max-
imum bid limitation does not apply if
you are bidding solely through either a
TreasuryDirect® or a Legacy Treasury
Direct® reinvestment request. A re-
quest for reinvestment of securities
maturing in either TreasuryDirect or
Legacy Treasury Direct is a non-
competitive bid.

(2) Additional restrictions. You may
not bid noncompetitively in an auction
in which you are bidding competi-
tively. You may not bid noncompeti-
tively if, in the security being auc-
tioned, you hold a position in when-
issued trading or in futures or forward
contracts at any time between the date
of the auction announcement and the
time we announce the auction results.
During this same timeframe, a non-
competitive bidder may not enter into
any agreement to purchase or sell or
otherwise dispose of the securities it is
acquiring in the auction. For this para-
graph, futures contracts include those:

(i) That require delivery of the spe-
cific security being auctioned;

(ii) For which the security being auc-
tioned is one of several securities that
may be delivered; or

(iii) That are cash-settled.

(c) Competitive bids—(1) Bid format—(@1)
Treasury bills. A competitive bid must
show the discount rate bid, expressed
with three decimals in .005 increments.
The third decimal must be either a zero
or a five, for example, 5.320 or 5.325. We
will treat any missing decimals as zero,
for example, a bid of 5.32 will be treated
as 5.320. The rate bid may be a positive
number or zero.

(i1) Treasury mon-indexed securities. A
competitive bid must show the yield
bid, expressed with three decimals, for
example, 4.170. We will treat any miss-
ing decimals as zero, for example, a bid
of 4.1 will be treated as 4.100. The yield
bid may be a positive number or zero.

(iii) Treasury inflation-protected securi-
ties. A competitive bid must show the
real yield bid, expressed with three
decimals, for example, 3.070. We will
treat any missing decimals as zero, for
example, a bid of 3 will be treated as
3.000. The real yield may be a positive
number, a negative number, or zero.

(iv) Treasury floating rate mnotes. A
competitive bid must show the dis-
count margin bid, expressed as a per-
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centage with three decimals, for exam-
ple, 0.290 percent. We will treat any
missing decimals as zero, for example,
a bid of 0.29 will be treated as 0.290. The
discount margin bid may be positive,
negative, or zero.

(2) Maximum recogniced bid. There is
no limit on the maximum dollar
amount that you may bid for competi-
tively, either at a single yield, discount
rate, or discount margin, or at dif-
ferent yields, discount rates, or dis-
count margins. However, a competitive
bid at a single yield, discount rate, or
discount margin that exceeds 35 per-
cent of the offering amount will be re-
duced to that amount. For example, if
the offering amount is $10 billion, the
maximum bid amount we will recog-
nize at any one yield, discount rate, or
discount margin from any bidder is $3.5
billion. (See §356.22 for award limita-
tions.)

(3) Additional restrictions. You may
not bid competitively in an auction in
which you are bidding noncompeti-
tively. You may not bid competitively
for securities to be bought through ei-
ther TreasuryDirect or Legacy Treas-
ury Direct.

[69 FR 45202, July 28, 2004, as amended at 69
FR 53621, Sept. 2, 2004; 70 FR 57440, Sept. 30,
2005; 74 FR 26086, June 1, 2009; 78 FR 46428,
46429, July 31, 2013]

§356.13 When must I report my net
long position and how do I cal-
culate it?

(a) Net long position reporting thresh-
old. (1) If you are bidding competitively
in an auction, you must report your
net long position when the total of
your bids plus your net long position in
the security being auctioned equals or
exceeds the net long position reporting
threshold (See table.). We will specify
this threshold in the auction announce-
ment for each security (See §356.10.).
The threshold is typically 35 percent of
the offering amount, but we may state
a different threshold in the auction an-
nouncement. To see whether you must
report your net long position, follow
this table:

387



§356.14

31 CFR Ch. Il (7-1-20 Edition)

If. .. Andif. . .

Then. . .

(i) the total of your bids and your net long
position in the security being auctioned
equals or exceeds the reporting thresh-
old.

(i) the total of your bids in the auction
equals or exceeds the reporting thresh-
old.

(iii) the total of your bids and your net
long position in the security being auc-
tioned is less than the reporting thresh-
old.

you have no position or a net short posi-
tion in the security being auctioned.

you must report your net long position
(which does not include your bids).

you must report a zero.

you may either report nothing (leave the
field blank) or report your net long po-
sition.

(2) Also, if you have more than one
bid in an auction and you must report
either your net long position or a zero,
you must report that figure only once.
Finally, if you are a customer and
must report either your net long posi-
tion or a zero, you must report that
figure through only one depository in-
stitution or dealer. (See §356.14(d).)

(b) “As of”’ time for calculating net long
position. You must calculate your net
long position as of one half-hour prior
to the closing time for receipt of com-
petitive bids.

(c) Components of the net long position.
Except as modified in paragragh (d) of
this section, your net long position is
the sum total of the par amounts of:

(1) Your holdings of outstanding se-
curities with the same CUSIP number
as the security being auctioned;

(2) Your holdings of STRIPS prin-
cipal components of the security being
auctioned, and;

(3) Your positions,
being auctioned, in:

(i) When-issued trading, including
when-issued trading positions of the
STRIPS principal components;

(i) Futures contracts that require
delivery of the specific security being
auctioned (but not futures contracts
for which the security being auctioned
is one of several securities that may be
delivered, and not futures contracts
that are cash-settled); and

(iii) Forward contracts that require
delivery of the specific security being
auctioned or of the STRIPS principal
component of that security.

(d) Calculating the net long position in
a reopening. In a reopening (additional
issue) of an outstanding security, you
may subtract the exclusion amount
stated in the auction announcement
from:

in the security

(1) Your holdings of the outstanding
securities (paragraph (c)(1) of this sec-
tion) combined with

(2) Your holdings of STRIPS prin-
cipal components of the security being
auctioned (paragraph (c)(2) of this sec-
tion). We will specify the amount of
holdings that you may exclude from
the net long position calculation in the
auction announcement. You may not
take the exclusion if your combined
holdings are zero or less. The exclusion
is optional, but if you take the exclu-
sion, you must include any holdings
that exceed the exclusion amount in
calculating your net long position. If
the exclusion amount is greater than
your combined holdings (paragraphs
(c)1) and (2) of this section), you may
calculate the combined holdings as
zero, but they cannot be included in
the calculation as a negative number.

§356.14 What are the requirements for
submitting bids for customers?

(a) Institutions that may submit bids for
customers. Only depository institutions
or dealers may submit bids for cus-
tomers (see definitions at §356.2), or for
customers of intermediaries, under the
requirements set out in this section.

(b) Payment. Submitters must remit
payment for bids they submit on behalf
of customers, including customers of
intermediaries, that result in awards of
securities in the auction.

(c) Identifying customers. Submitters
must provide the names of customers
whenever they submit bids for them.
Submitters must provide the names of
their direct customers as well as cus-
tomers of any intermediaries who are
forwarding customer bids. For individ-
uals, submitters must provide the cus-
tomer’s full name (first and last). For
institutional customers, submitters
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must provide the name of the institu-
tion, and the bidder identification
number if the customer provides it. For
trusts or other fiduciary estates (See
appendix A.), submitters must provide
on the customer list:

(1) The full name or title of the trust-
ee or fiduciary;

(2) A reference to the document cre-
ating the trust or fiduciary estate with
date of execution; and

(3) The employer identification num-
ber (not social security number) of the
trust or fiduciary estate. We do not
consider trusts to be a separate bidder
that have not been assigned, or that do
not provide, an employer identification
number.

(d) Competitive customer bids. For each
customer competitive bid, the sub-
mitter must provide the customer’s
name, the amount bid, and the yield,
discount rate, or discount margin. The
submitter or intermediary must also
report the net long position amount if
the customer provides it. The sub-
mitter must inform a customer of the
net long position reporting require-
ment (See §356.13.) if the customer is
bidding for $100 million or more of se-
curities. If the submitter’s or
intermediary’s personnel know that
the customer’s position information is
not correct, the submitter or inter-
mediary may not submit the cus-
tomer’s bid.

(e) Noncompetitive customer bids. For
each noncompetitive bid, the submitter
must provide the customer’s name and
the amount bid. Submitters may either
provide the customer’s name with the
bid or, if the list of customers is
lengthy, the submitter may provide a

§356.15

summary bid amount covering all non-
competitive customers. If it provides a
summary bid amount, the submitter
must transmit the list of individual
customers and their bid amounts by
close of business on the auction day.
However, the submitter must be able to
provide the customer list details by the
noncompetitive bidding deadline if re-
quested.

[69 FR 45202, July 28, 2004, as amended at 74
FR 26086, June 1, 2009; 78 FR 46429, July 31,
2013]

§356.15 What rules apply to bids sub-
mitted by investment advisers?

(a) General. The auction rules that
apply to investment advisers are deter-
mined by the relationship between
“investment advisers’ and ‘‘controlled
accounts.”” An investment adviser
means any person or entity that has in-
vestment discretion for the bids or po-
sitions of a different person or entity (a
controlled account). A person or entity
has investment discretion if it deter-
mines what, how many, and when secu-
rities will be purchased or sold on be-
half of another person or entity. We
consider a person that is employed or
supervised by an investment adviser to
be part of that investment adviser. We
also consider the bids or positions of
controlled accounts to be separate
from the bids or positions of the person
or entity with which they would other-
wise be associated under the bidder
categories in appendix A of this part.

(b) Bidding options. (1) An investment
adviser has two options for whose name
to use when bidding on behalf of con-
trolled accounts.

An investment adviser may bid for a controlled account . . .

In such cases, we consider the bidder to be . . .

(i) in the investment adviser’'s own name ...
(ii) in the name of the controlled account ...

the investment adviser.
the controlled account.

(2) Using the first option (paragraph
(b)(1)(1)), an investment advisor could
bid noncompetitively up to the non-
competitive bidding limit only for
itself, as a single bidder. Using the sec-
ond option (paragraph (b)(1)(ii)), an in-
vestment adviser could bid non-
competitively for each separately
named controlled account up to the
noncompetitive bidding limit. The in-

vestment adviser could also bid non-
competitively in its own name in the
same auction up to the noncompetitive
bidding limit. An investment adviser
may not bid for a controlled account
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both noncompetitively and competi-
tively in the same auction. If an in-
vestment adviser is bidding competi-
tively in the name of a controlled ac-
count, the controlled account is sub-
ject to the award limitations of
§356.22(b).

(c) Reporting net long positions. If it is
bidding competitively, an investment
adviser must calculate the amount of
its bids and positions for purposes of
the net long position reporting require-
ment found in §356.13(a). In addition to
its own competitive bids and positions,
the investment adviser must also in-
clude in the calculation all other com-
petitive bids and positions that it con-
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trols. If the net long position is report-
able, the investment adviser must re-
port it as a total in connection with
only one bid as stated in §356.13(a).
This requirement applies regardless of
whether the investment adviser bids in
its own name or in the name of its con-
trolled accounts. The following table
shows which positions an investment
adviser must include to determine
whether it meets the net long position
reporting threshold in §356.13(a). If an
investment adviser does meet the re-
porting threshold, the table also shows
which positions must be included in,
and which may be excluded from, the
net long position calculation.

If an investment adviser is bidding competitively, and . . .

Then . . .

(1) the investment adviser has a net long position for its own
account.

(2) the investment adviser's competitive bid is for a controlled
account.

(3) the investment adviser is not bidding competitively for a
controlled account and . . ..

(i) the controlled account has a net long position of $100 mil-
lion or more.

(i) the controlled account has a net long position that is less
than $100 million.

(iii) any net long position is excluded under paragraph (b)(3)(ii)
of this table.

that position must be included in the investment adviser’s net
long position calculation.

any net long position of that account must be included in the
investment adviser’s net long position calculation.

that position must be included in the investment adviser’s net
long position calculation.

that position may be excluded from the investment adviser's
net long position calculation.

all net short positions of controlled accounts under $100 million
must also be excluded.

(d) Certifications. When an investment
adviser bids for a controlled account,
we deem the investment adviser to
have certified that it is complying with
this part and the auction announce-
ment for the security. Further, we
deem the investment adviser to have
certified that the information it pro-
vided about bids for controlled ac-
counts is accurate and complete.

(e) Proration of awards. Investment
advisers that submit competitive bids
in the names of controlled accounts are
responsible for prorating any awards at
the highest accepted yield, discount
rate, or discount margin using the
same percentage that we announce.See
§356.21 for examples of how to prorate.

[69 FR 45202, July 28, 2004, as amended at 78
FR 46429, July 31, 2013]

§356.16 Do I have to make any certifi-
cations?

(a) Submitters. If you submit bids or
other information in an auction, we
deem you to have certified that:

(1) You are in compliance with this
part and the auction announcement;

(2) The information provided with re-
gard to any bids for your own account
is accurate and complete; and

(3) The information provided with re-
gard to any bids for customers accu-
rately and completely reflects informa-
tion provided by your customers or
intermediaries.

(b) Intermediaries. If you forward bids
in an auction, we deem you to have
certified that:

(1) You are in compliance with this
part and the applicable auction an-
nouncement; and

(2) That the information you pro-
vided to a submitter or other inter-
mediary with regard to bids for cus-
tomers accurately and completely re-
flects information provided by those
customers or intermediaries.

(c) Customers. By bidding for a secu-
rity as a customer we deem you to
have certified that:

(1) You are in compliance with this
part and the auction announcement
and;
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(2) The information you provided to
the submitter or intermediary in con-
nection with the bid is accurate and
complete.

[69 FR 45202, July 28, 2004, as amended at 72
FR 14938, Mar. 20, 2008]

§356.17 How and when do I pay for se-
curities awarded in an auction?

(a) General. By bidding in an auction,
you agree to pay the settlement
amount for any securities awarded to
you. (See §356.25.) For notes and bonds,
the settlement amount may include a
premium amount, accrued interest,
and, for inflation-protected securities,
an inflation adjustment.

(b) TreasuryDirect®. You must pay for
your awarded securities by a debit
entry to a deposit account that you are
authorized to debit or by using the re-
demption proceeds of your certificate
of indebtedness held in your
TreasuryDirect account. Payment by
debit entry occurs on the settlement
date for the actual settlement amount
due. (See §356.25.)

(c) Legacy Treasury Direct®. Unless
you make other provisions, you must
pay by debit entry to a deposit account
that you are authorized to debit or sub-
mit payment with your bids. Payment
by debit entry occurs on the settle-
ment date for the actual settlement
amount due. (See §356.25.) If you are
paying with a check or with maturing
securities, you must pay separately for
any premium, accrued interest, or in-
flation adjustment as soon as you re-
ceive your Payment Due Notice.

(1) Bidding and payment by computer
or by telephone. If you are bidding by
computer or by telephone, you must
pay for any securities awarded to you
by debit entry to a deposit account.

(2) Bidding and payment by paper form.
If you are mailing bids to us on a paper
form, you may either enclose your pay-
ment with the form or pay for any se-
curities awarded to you by debit entry
to a deposit account. For bills, you
may pay by depository institution
(cashier’s or teller’s) check, certified
check, or currently dated Treasury or
fiscal agency check made payable to
you. For notes or bonds, in addition to
the payment options for bills, you may
also pay by personal check. If you sub-
mit a personal check, make it payable
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to Legacy Treasury Direct and mail it
with the bid to the Federal Reserve
Bank handling your account. In your
payment amount you must include the
par amount and any announced ac-
crued interest and/or inflation adjust-
ment.

(3) Payment by maturing securities.
You may use maturing securities held
in Legacy Treasury Direct as payment
for reinvestments into new securities
that we are offering, as long as we re-
ceive the appropriate transaction re-
quest on time.

(d) Commercial book-entry system. Un-
less you make other provisions, pay-
ment of the settlement amount must
be by charge to the funds account of a
depository institution at a Federal Re-
serve Bank.

(1) A submitter that does not have a
funds account at a Federal Reserve
Bank or that chooses not to pay by
charge to its own funds account must
have an approved autocharge agree-
ment on file with us before submitting
any bids. Any depository institution
whose funds account will be charged
under an autocharge agreement will re-
ceive advance notice from us of the
total par amount of, and price to be
charged for, securities awarded as a re-
sult of the submitter’s bids.

(2) A submitter that is a member of a
clearing corporation may instruct that
delivery and payment be made through
the clearing corporation for securities
awarded to the submitter for its own
account. To do this, the following re-
quirements must be met prior to sub-
mitting any bids:

(i) We must have acknowledged and
have on file an autocharge agreement
between the clearing corporation and a
depository institution. By entering
into such an agreement, the clearing
corporation authorizes us to provide
aggregate par and price information to
the depository institution whose funds
account will be charged under the
agreement. The clearing corporation is
responsible for remitting payment for
auction awards of the clearing corpora-
tion member.

(ii) We must have acknowledged and
have on file a delivery and payment
agreement between the submitter and
the clearing corporation. By entering
into such an agreement, the submitter
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authorizes us to provide award and
payment information to the clearing
corporation.

[69 FR 45202, July 28, 2004, as amended at 70
FR 57440, Sept. 30, 2005; 70 FR 71401, Nov. 29,
2005; 73 FR 14938, Mar. 20, 2008]

Subpart C—Determination of
Auction Awards; Settlement

§356.20 How does the Treasury deter-
mine auction awards?

(a) Determining the range and amount
of accepted competitive bids—(1) Accept-
ing bids. First we accept in full all non-
competitive bids that were submitted
by the noncompetitive bidding dead-
line. After the closing time for receipt
of competitive bids we start accepting

those at the lowest yields, discount
rates, or discount margins, through
successively higher yields, discount

rates, or discount margins, up to the
amount required to meet the offering
amount. When necessary, we prorate
bids at the highest accepted yield, dis-
count rate, or discount margin as de-
scribed below. If the amount of non-
competitive bids would absorb all or
most of the offering amount, we will
accept competitive bids in an amount
sufficient to provide a fair determina-
tion of the yield, discount rate, or dis-
count margin for the securities we are
auctioning.

(2) Accepting bids at the high yield, dis-
count rate, or discount margin. Gen-
erally, the total amount of bids at the
highest accepted yield, discount rate,
or discount margin exceeds the offering
amount remaining after we accept the
noncompetitive bids and the competi-
tive bids at the lower yields, discount
rates, or discount margins. In order to
keep the total amount of awards as
close as possible to the announced of-
fering amount, we award a percentage
of the bids at the highest accepted
yield, discount rate, or discount mar-
gin. We derive the percentage by divid-
ing the remaining par amount needed
to fill the offering amount by the par
amount of the bids at the high yield,
discount rate, or discount margin and
rounding up to the next hundredth of a
whole percentage point, for example,
17.13%.

(b) Determining the interest rate for
new note and bond issues. We set the in-
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terest rate at a Y of one percent incre-
ment. If a Treasury note or bond auc-
tion results in a yield lower than 0.125
percent, the interest rate will be set at
18 of one percent, and successful bid-
ders’ award prices will be calculated
accordingly (see appendix B to this
part for formulas).

(1) Single-price auctions. The interest
rate we establish produces the price
closest to, but not above, par when
evaluated at the yield of awards to suc-
cessful competitive bidders.

(2) Multiple-price auctions. The inter-
est rate we establish produces the price
closest to, but not above, par when
evaluated at the weighted-average
yield of awards to successful competi-
tive bidders.

(c) Determining the interest rate for
floating rate motes. The interest rate
will be the spread plus the index rate
(as it may be adjusted on the calendar
day following each auction of 13-week
bills) subject to a minimum daily in-
terest accrual rate of zero percent.

(d) Determining purchase prices for
awarded securities. We round price cal-
culations to six decimal places on the
basis of price per hundred, for example,
99.954321 (See appendix B to this part).

(1) Single-price auctions. We award se-
curities to both noncompetitive and
competitive bidders at the price equiv-
alent to the highest accepted yield, dis-
count rate, or discount margin at
which bids were accepted. For infla-
tion-protected securities, the price for
awarded securities is the price equiva-
lent to the highest accepted real yield.

(2) Multiple-price auctions—(i) Competi-
tive bids. We award securities to com-
petitive bidders at the price equivalent
to each yield, discount rate, or dis-
count margin at which their bids were
accepted.

(ii) Noncompetitive bids. We award se-
curities to noncompetitive bidders at
the price equivalent to the weighted
average yield, discount rate, or dis-
count margin of accepted competitive
bids.

[69 FR 45202, July 28, 2004, as amended at 69
FR 53621, Sept. 2, 2004; 76 FR 11080, Mar. 1,
2011; 78 FR 46429, July 31, 2013]

392



Fiscal Service, Treasury

§356.21 How are awards at the high
yield, discount rate, or discount
margin calculated?

(a) Awards to submitters. We generally
prorate bids at the highest accepted
yield, discount rate, or discount mar-
gin under §356.20(a)(2) of this part. For
example, if 80.15% is the announced
percentage at the highest yield, dis-
count rate, or discount margin, we
award 80.15% of the amount of each bid
at that yield, discount rate, or dis-
count margin. A bid for $100 million at
the highest accepted yield, discount
rate, or discount margin would be
awarded $80,150,000 in this example. We
always make awards for at least the
minimum to bid, and above that
amount we make awards in the appro-
priate multiple to bid. For example,
Treasury bills may be issued with a
minimum to bid of $100 and multiples
to bid of $100. Say we accept an $18,000
bid at the high discount rate, and the
percent awarded at the high discount
rate is 88.27%. We would award $15,900
to that bidder, which is an upward ad-
justment from $15,888.60 ($18,000 x .8827)
to the nearest multiple of $100. If we
were to award 4.65% of bids at the high-
est accepted rate, for example, the
award for a $100 bid at that rate would
be $100, rather than $4.65, in order to
meet the minimum to bid for a bill
issue.

(b) Awards to customers. The same
prorating rules apply to customers as
apply to submitters. Depository insti-
tutions and dealers, whether submit-
ters or intermediaries, are responsible
for prorating awards for their cus-
tomers at the same percentage that we
announce. For example, if 80.15% is the
announced percentage at the highest
yield, discount rate, or discount mar-
gin, then each customer bid at that
yield, discount rate, or discount mar-
gin must be awarded 80.15%.

[69 FR 45202, July 28, 2004, as amended at 74
FR 26086, June 1, 2009; 78 FR 46430, July 31,
2013]

§356.22 Does the Treasury have any
limitations on auction awards?

(a) Awards to noncompetitive bidders.
The maximum award to any non-
competitive bidder is $5 million. This
limit does not apply to bidders bidding
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solely through TreasuryDirect® or
Legacy Treasury Direct® reinvestment
requests.

(b) Awards to competitive bidders. The
maximum award is 35 percent of the of-
fering amount less the bidder’s net
long position as reportable under
§356.13. For example, in a note auction
with a $10 billion offering amount, and
therefore a maximum award of $3.5 bil-
lion, a bidder with a reported net long
position of $1 billion could receive a
maximum auction award of $2.5 billion.
When the bids and net long positions of
more than one person or entity must
be combined, as is the case with invest-
ment advisers and controlled accounts
(See §356.15(c).), we will use this com-
bined amount for the purpose of this 35
percent award limit.

[69 FR 45202, July 28, 2004, as amended at 69
FR 53622, Sept. 2, 2004; 70 FR 57440, Sept. 30,
2005]

§356.23 How are the auction results
announced?

(a) After the conclusion of the auc-
tion, we will announce the auction re-
sults through a press release that is
available on our Web site at http:/
www.treasurydirect.gov.

(b) The press release will include
such information as:

(1) The amounts of bids we accepted
and the amount of securities we award-
ed;

(2) The range of accepted yields, dis-
count rates, or discount margins.

(3) The proration percentage;

(4) The interest rate for a note or
bond;

(56) A breakdown of the amounts of
noncompetitive and competitive bids
we accepted from, and awarded to, the
public;

(6) The amounts of bids tendered and
accepted from the Federal Reserve
Banks for their own accounts;

(7) The bid-to-cover ratio; and

(8) Other information that we may
decide to include.

[69 FR 45202, July 28, 2004, as amended at 74
FR 26086, June 1, 2009; 78 FR 46430, July 31,
2013]
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§356.24 Will I be notified directly of
my awards and, if I am submitting
bids for others, do I have to provide
confirmations?

(a) Notice of awards—(1) Notice to sub-
mitters. We will provide notice to all
submitters letting them know whether
their bids were successful or not.

(2) Notice to clearing corporations. If we
are to deliver awarded securities under
a delivery and payment agreement, we
will provide notice of the awards to the
clearing corporation that is a party to
the agreement.

(b) Notification of awards to customers.
If you are a submitter for customers,
you are responsible for notifying them
of their awards. You are also respon-
sible for notifying any intermediaries
that forwarded successful bids to you.
Similarly, an intermediary is respon-
sible for providing notification of any
awards to its customers and any inter-
mediaries from whom it received bids.

(c) Notification of awards and settle-
ment amounts to a depository institution
having an autocharge agreement with a
submitter or a clearing corporation. We
will provide notice to each depository
institution that has entered into an
autocharge agreement with a sub-
mitter or a clearing corporation of the
amount to be charged, on the issue
date, to the institution’s funds account
at the Federal Reserve Bank servicing
the institution. We will provide this
notification no later than the day after
the auction.

(d) Customer confirmation—(1) Cus-
tomer requirements—(i) When and how
must a customer confirm its awards? Any
customer awarded a par amount of $2
billion or more in an auction must send
us a confirmation in written form or
via e-mail containing the information
in paragraph (d)(1)(ii) of this section.
The confirmation must be sent no later
than 10 a.m. Eastern Time on the next
business day following the auction. If
sent in written form, the confirmation
must be signed by the customer or au-
thorized representative. Confirmations
sent by e-mail must be sent by the cus-
tomer or authorized representative.
Confirmations signed or sent by an au-
thorized representative must include
the capacity in which the representa-
tive is acting.
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(ii) What must the customer include in
its confirmation? The information the
customer must provide is:

(A) A confirmation of the awarded
bid(s), including the name of each sub-
mitter that submitted the bid(s) on the
customer’s behalf, and

(B) A statement indicating whether
the customer had a reportable net long
position as defined in §356.13. If a posi-
tion had to be reported, the statement
must provide the amount of the posi-
tion and the name of the submitter
that the customer requested to report
the position.

(2) Submitter or intermediary require-
ments. A submitter or intermediary
submitting or forwarding bids for a
customer must notify the customer of
the customer confirmation reporting
requirement if we award the customer
$2 billion or more as a result of those
bids.

[69 FR 45202, July 28, 2004, as amended at 71
FR 76151, Dec. 20, 2006; 74 FR 26086, June 1,
2009; 74 FR 47100, Sept. 15, 2009]

§356.25 How does the settlement proc-
ess work?

Securities bought in the auction
must be paid for by the issue date. The
payment amount for awarded securi-
ties will be the settlement amount as
defined in §356.2. (See formulas in ap-
pendix B.) There are several ways to
pay for securities:

(a) Payment by debit entry to a deposit
account. If you are paying by debit
entry to a deposit account as provided
for in §356.17 (b) and (c), we will charge
the settlement amount to the specified
account on the issue date.

(b) Payment by authorized charge to a
funds account. Where the submitter’s
method of payment is an authorized
charge to the funds account of a depos-
itory institution as provided for in
§356.17 (d), we will charge the settle-
ment amount to the specified funds ac-
count on the issue date.

(c) Payment through a certificate of in-
debtedness. If you are paying with the
redemption proceeds of your certificate
of indebtedness as provided for in
§356.17(b), we will redeem the certifi-
cate of indebtedness for the settlement
amount of the security and apply the
proceeds on the issue date.
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(d) Payment with bids. If you paid the
par amount with your bids as provided
for in §356.17 (¢)(2), you may have to
pay an additional amount, or we may
have to pay an amount to you, as fol-
lows:

(1) When we owe an amount to you. If
the amount you paid is more than the
settlement amount, we will refund the
balance to you after the auction. This
will generally occur if you submit pay-
ment with your bids. A typical example
would be an auction where the price is
a discount from par and there is no ac-
crued interest.

(2) When you must remit an additional
amount. If the settlement amount is
more than the amount you paid, we
will notify you of the additional
amount due. You may owe us such an
additional amount if the auction cal-
culations result in a premium or if ac-
crued interest or an inflation adjust-
ment is due. If your securities are to be
held in TreasuryDirect®, we will col-
lect this amount through the same
payment method that you previously
authorized for the transaction. If your
securities are to be held in Legacy
Treasury Direct®, you will be respon-
sible for remitting this additional
amount immediately.

[69 FR 45202, July 28, 2004, as amended at 70
FR 57440, Sept. 30, 2005; 73 FR 14938, Mar. 20,
2008]

§356.30

Subpart D—Miscellaneous
Provisions

§356.30 When does the Treasury pay
principal and interest on securi-
ties?

(a) General. We will pay principal on
bills, notes, and bonds on the maturity
date as specified in the auction an-
nouncement. Interest on bills consists
of the difference between the dis-
counted amount paid by the investor at
original issue and the par value we pay
to the investor at maturity. Interest
on notes and bonds accrues from the
dated date. Interest is payable on a
semiannual or quarterly basis on the
interest payment dates specified in the
auction announcement through the
maturity date. If any principal or in-
terest payment date is a Saturday,
Sunday, or other day on which the Fed-
eral Reserve System is not open for
business, we will make the payment
(without additional interest) on the
next business day. If a bond is callable,
we will pay the principal prior to ma-
turity if we call it under its terms,
which include providing appropriate
public notice.

(b) Treasury inflation-protected securi-
ties. (1) This table explains the amount
that we will pay to holders of inflation-
protected securities at maturity.

At maturity, if . . .

then . ..

(i) the inflation-adjusted principal is equal to or more than the
par amount of the security..

(i) the inflation-adjusted principal is less than the par amount
of the security, and the security has not been stripped..

(iii) the inflation-adjusted principal is less than the par amount
of the security, and the security has been stripped..

we will pay the inflation-adjusted principal.

we will pay an additional amount so that the additional amount
plus the inflation-adjusted principal equals the par amount.

to holders of principal components only we will pay an addi-
tional amount so that the additional amount plus the infla-
tion-adjusted principal equals the par amount.

(2) Regardless of whether or not we
pay an additional amount, we will base
the final interest payment on the infla-
tion-adjusted principal at maturity.

(c) Discharge of payment obligations—
(1) The commercial book-entry system. We
discharge our payment obligations
when we credit payment to the account
maintained at a Federal Reserve Bank
for a depository institution or other
authorized entity, or when we make
payment according to the instructions
of the person or entity maintaining the

account. Further, we do not have any
obligations to any person or entity
that does not have an account with a
Federal Reserve Bank. We also will not
recognize the claims of any person or
entity:

(i) That does not have an account at
a Federal Reserve Bank, or

(ii) With respect to any accounts not
maintained at a Federal Reserve Bank.

(2) TreasuryDirect®. We discharge our
payment obligations when we make
payment to a depository institution for
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credit to the account specified by the
owner of the security, when we make
payment for a certificate of indebted-
ness to be issued and held in the own-
er’s account, or when we make pay-
ment according to the instructions of
the security’s owner or the owner’s
legal representative.

(38) Legacy Treasury Direct®. We dis-
charge our payment obligations when
we make payment to a depository in-
stitution for credit to the account
specified by the owner of the security,
or when we make payment according
to the instructions of the security’s
owner or the owner’s legal representa-
tive.

[69 FR 45202, July 28, 2004, as amended at 70
FR 57441, Sept. 30, 2005; 78 FR 46430, July 31,
2013]

§356.31 How does the STRIPS
gram work?

(a) General. Notes or bonds (other
than Treasury floating rate notes) may
be ‘‘stripped’—divided into separate
principal and interest components.
These components must be maintained
in the commercial book-entry system.
Stripping is done at the option of the
holder, and may occur at any time
from issuance until maturity. We pro-
vide the CUSIP numbers and payment
dates for the principal and interest
components in auction announcements

pro-

and on our Web site at http:/
www.treasurydirect.gov.
(b) Treasury mnon-indexed securities

(notes and bonds other than Treasury in-
flation-protected securities or Treasury
floating rate notes)—(1) Minimum par
amounts required for STRIPS. The min-
imum par amount of a non-indexed se-
curity that may be stripped is $100.
Any par amount to be stripped above
$100 must be in a multiple of $100.

(2) Principal components. Principal
components stripped from non-indexed
securities are maintained in accounts,
and transferred, at their par amount.
They have a CUSIP number that is dif-
ferent from the CUSIP number of the
fully constituted (unstripped) security.

(3) Interest components. Interest com-
ponents stripped from non-indexed se-
curities have the following features:

(i) They are maintained in accounts,
and transferred, at their original pay-
ment value, which is derived by multi-
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plying the semiannual interest rate
and the par amount;

(ii) Their interest payment date be-
comes the maturity date for the com-
ponent;

(iii) All interest components with the
same maturity date have the same
CUSIP number, regardless of the un-
derlying security from which the inter-
est payments were stripped, and there-
fore are fungible (interchangeable).

(iv) the CUSIP numbers of interest
components are different from the
CUSIP numbers of principal compo-
nents and fully constituted securities,
even if they have the same maturity
date, and therefore are not fungible.

(c) Treasury inflation-protected securi-
ties—(1) Minimum par amounts required
for STRIPS. The minimum par amount
of an inflation-protected security that
may be stripped is $100. Any par
amount to be stripped above $100 must
be in a multiple of $100.

(2) Principal components. Principal
components stripped from inflation-
protected securities are maintained in
accounts, and transferred, at their par
amount. At maturity, the holder will
receive the inflation-adjusted principal
or the par amount, whichever is great-
er. (See §356.30.) A principal component
has a CUSIP number that is different
from the CUSIP number of the fully
constituted (unstripped) security.

(3) Interest components—(i) Adjusted
value. Interest components stripped
from inflation-protected securities are
maintained in accounts, and trans-
ferred, at their adjusted value. This
value is derived by multiplying the
semiannual interest rate by the par
amount and then multiplying this
value by: 100 divided by the Reference
CPI of the original issue date. (The
dated date is used instead of the origi-
nal issue date when the dates are dif-
ferent.) See appendix B, section V of
this part for an example of how to do
this calculation.

(ii) CUSIP numbers. When an interest
payment is stripped from an inflation-
protected security, the interest pay-
ment date becomes the maturity date
for the component. All interest compo-
nents with the same maturity date
have the same CUSIP number, regard-
less of the underlying security from
which the interest payments were
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stripped. Such interest components are
fungible (interchangeable). The CUSIP
numbers of interest components are
different from the CUSIP numbers of
principal components and fully con-
stituted securities, even if they have
the same maturity date.

(iii) Payment at maturity. At matu-
rity, the payment to the holder will be
derived by multiplying the adjusted
value of the interest component by the
Reference CPI of the maturity date, di-
vided by 100. See appendix B, section V
of this part for an example of how to do
this calculation.

(iv) Rebasing of the CPI. If the CPI is
rebased to a different time base ref-
erence period (See appendix D.), the ad-
justed values of all outstanding infla-
tion-protected interest components
will be converted to adjusted values
based on the new base reference period.
At that time, we will publish informa-
tion that describes how this conversion
will occur. After rebasing, any interest
components created from a security
that was issued during a prior base ref-
erence period will be issued with ad-
justed wvalues calculated using ref-
erence CPIs under the most-recent base
reference period.

(d) Reconstituting a security. Stripped
interest and principal components may
be reconstituted, that is, put back to-
gether into their fully constituted
form. A principal component and all re-
lated unmatured interest components,
in the appropriate minimum or mul-
tiple amounts or adjusted values, must
be submitted together for reconstitu-
tion. Because inflation-protected inter-
est components are different from non-
indexed interest components, they are
not interchangeable for reconstitution
purposes.

(e) Applicable regulations. Subparts A,
B, and D of part 357 of this chapter gov-
ern notes and bonds stripped into their
STRIPS components, unless we state
differently in this part.

[69 FR 45202, July 28, 2004, as amended at 73
FR 14939, Mar. 20, 2008; 74 FR 26086, June 1,
2009; 78 FR 46428, 46430, July 31, 2013; 81 FR
43070, July 1, 2016]

§356.32 What tax rules apply?

(a) General. Securities issued under
this part are subject to all applicable
taxes imposed under the Internal Rev-

§356.34

enue Code of 1986, or its successor.
Under section 3124 of title 31, United
States Code, the securities are exempt
from taxation by a State or political
subdivision of a State, except for State
estate or inheritance taxes and other
exceptions as provided in that section.

(b) Treasury inflation-protected securi-
ties. Special federal income tax rules
for inflation-protected securities, in-
cluding stripped inflation-protected
principal and interest components, are
set forth in Internal Revenue Service
regulations.

(c) Treasury floating rate notes. Spe-
cial federal income tax rules for float-
ing rate notes are set forth in Internal
Revenue Service regulations.

[69 FR 45202, July 28, 2004, as amended at 78
FR 46430, July 31, 2013]

§356.33 Does the Treasury have any
discretion in the auction process?

(a) We have the discretion to:

(1) Accept, reject, or refuse to recog-
nize any bids submitted in an auction;

(2) Award more or less than the
amount of securities specified in the
auction announcement;

(3) Waive any provision of this part
for any bidder or submitter; and

(4) Change the terms and conditions
of an auction.

(b) Our decisions under this part are
final. We will provide a public notice if
we change any auction provision, term,
or condition.

(c) We reserve the right to modify the
terms and conditions of new securities
and to depart from the customary pat-
tern of securities offerings at any time.

§356.34 What could happen if someone
does not fully comply with the auc-
tion rules or fails to pay for securi-
ties?

(a) General. If a person or entity fails
to comply with any of the auction
rules in this part, we will consider the
circumstances and take what we deem
to be appropriate action. This could in-
clude barring the person or entity from
participating in future auctions under
this part. We also may refer the matter
to an appropriate regulatory agency.

(b) Liquidated damages. If you fail to
pay for awarded securities in a timely
manner, we may require you to pay lig-
uidated damages of up to one percent
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of the par amount of securities we
awarded to you. Our use of this lig-
uidated damages remedy does not pre-
clude us from using any other appro-
priate remedy.

§356.35 Who approved the information
collections?

The Office of Management and Budg-
et approved the collections of informa-
tion contained in §§356.11, 356.12, 356.13,
356.14, and 356.15 and in appendix A of
this part under control number 1535—
0112.

APPENDIX A TO PART 356—BIDDER
CATEGORIES

I. CATEGORIES OF ELIGIBLE BIDDERS

We describe below various categories of
bidders eligible to bid in Treasury auctions.
You may use them to determine whether we
consider you and other persons or entities to
be one bidder or more than one bidder for
auction bidding and compliance purposes.
For example, we use these definitions to
apply the competitive and noncompetitive
award limitations and for other require-
ments. Notwithstanding these definitions,
we consider any persons or entities that in-
tentionally act together with respect to bid-
ding in a Treasury auction to collectively be
one bidder. Even if an auction participant
does not fall under any of the categories list-
ed below, it is our intent that no auction
participant receives a larger auction award
by acquiring securities through others than
it could have received had it been considered
one of these types of bidders.

(a) Corporation—We consider a corporation
to be one bidder. A corporation includes all
of its affiliates, which may be persons, part-
nerships, or other entities. We consider a
business trust, such as a Massachusetts or
Delaware business trust, to be a corporation.
We use the term ‘‘corporate structure” to
refer to the collection of affiliates that we
consider collectively to be one bidder. An af-
filiate is any:

e Entity that is more than b50-percent
owned, directly or indirectly, by the corpora-
tion;

e Entity that is more than b50-percent
owned, directly or indirectly, by any other
affiliate of the corporation;

e Person or entity that owns, directly or
indirectly, more than 50 percent of the cor-
poration;

e Person or entity that owns, directly or
indirectly, more than 50 percent of any other
affiliate of the corporation; or
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e Entity, a majority of whose board of di-
rectors or a majority of whose general part-
ners are directors or officers of the corpora-
tion, or of any affiliate of the corporation.

An entity that is more than 50-percent
owned as described in this definition is not
an affiliate, however, if:

e The purpose of such ownership is to seek
a return on investment and not to engage in
the business of the entity;

e The owner does not routinely exercise
operational or management control over the
entity;

e The owner does not exercise any control
over investment decisions of the entity re-
garding U.S. Treasury securities;

e The corporation has written policies or
procedures, including ongoing compliance
monitoring processes, that are designed to
prevent it from acting together with the en-
tity regarding participation in Treasury auc-
tions or investment strategies regarding
Treasury securities being auctioned; and

e The corporation submits notice and cer-
tification to us, as provided in this appendix
A.

A corporation that plans to make use of
this exception to the definition of ‘‘affiliate”’
must inform us of this fact in writing and
provide the following certification:

[Name of corporation] hereby certifies
that, with regard to any entity of which it
owns more than 50 percent as defined in ap-
pendix A to 31 CFR part 356, but for which
the purpose of such ownership is to seek a re-
turn on investment and not to engage in the
business of the entity:

e We do not routinely exercise operational
or management control over the entity;

e We do not exercise any control over in-
vestment decisions of the entity regarding
U.S. Treasury securities;

e We have written policies or procedures,
including ongoing compliance monitoring
processes, that are designed to prevent the
corporation from acting together with the
entity regarding participation in Treasury
auctions or investment strategies regarding
Treasury securities being auctioned; and

e We will continue to meet the terms of
this certification until we notify the Treas-
ury of a change.

(b) Partnership—We consider a partnership
to be one bidder if it is a partnership for
which the Internal Revenue Service has as-
signed a tax-identification number. A part-
nership includes all of its affiliates, which
may be persons, corporations, general part-
ners acting on behalf of the partnership, or
other entities. We use the term ‘‘partnership
structure” to refer to the collection of affili-
ates that we consider collectively to be one
bidder. We may consider a partnership struc-
ture that contains one or more corporations
as a ‘‘partnership’” or a ‘‘corporation,” but
not both.

An affiliate is any:
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e Entity that is more than b50-percent
owned, directly or indirectly, by the partner-
ship;

e Entity that is more than b50-percent
owned, directly or indirectly, by any other
affiliate of the partnership;

e Person or entity that owns, directly or
indirectly, more than 50 percent of the part-
nership;

e Person or entity that owns, directly or
indirectly, more than 50 percent of any other
affiliate of the partnership; or

e Entity, a majority of whose general part-
ners or a majority of whose board of direc-
tors are general partners or directors of the
partnership or of any affiliate of the partner-
ship.

An entity that is more than 50-percent
owned as described in this definition is not
an affiliate, however, if:

e The purpose of such ownership is to seek
a return on investment and not to engage in
the business of the entity;

e The owner does not routinely exercise
operational or management control over the
entity;

e The owner does not exercise any control
over investment decisions of the entity re-
garding U.S. Treasury securities;

e The partnership has written policies or
procedures, including ongoing compliance
monitoring processes, that are designed to
prevent it from acting together with the en-
tity regarding participation in Treasury auc-
tions or investment strategies regarding
Treasury securities being auctioned; and

e The partnership submits notice and cer-
tification to us, as provided in this appendix
A.

A partnership that plans to make use of
this exception to the definition of ‘‘affiliate”’
must inform us of this fact in writing and
provide the following certification:

[Name of partnership] hereby certifies
that, with regard to any entity of which it
owns more than 50 percent as defined in ap-
pendix A to 31 CFR part 356, but for which
the purpose of such ownership is to seek a re-
turn on investment and not to engage in the
business of the entity:

e We do not routinely exercise operational
or management control over the entity;

e We do not exercise any control over in-
vestment decisions of the entity regarding
U.S. Treasury securities;

e We have written policies or procedures,
including ongoing compliance monitoring
processes, that are designed to prevent the
partnership from acting together with the
entity regarding participation in Treasury
auctions or investment strategies regarding
Treasury securities being auctioned; and

e We will continue to meet the terms of
this certification until we notify the Treas-
ury of a change.

Pt. 356, App. A

(c) Government-related entity—We consider
each of the following entities to be one bid-
der:

(1) A state government or the government
of the District of Columbia

(2) A unit of local government, including
any county, city, municipality, or township,
or other unit of general government as de-
fined by the Bureau of the Census for statis-
tical purposes.

(3) A commonwealth, territory, or posses-
sion of the United States.

(4) A governmental entity, body, or cor-
poration established under Federal, State, or
local law.

(5) A foreign central bank, the government
of a foreign state, or an international organi-
zation in which the United States holds
membership. This type of entity applies only
when such entity is not using an account at
the Federal Reserve Bank of New York (See
paragraph (f).).

We generally consider an investment, re-
serve, or other fund of one of the above gov-
ernment-related entities as part of that enti-
ty and not a separate bidder. We will con-
sider a government-related entity’s fund to
be a separate bidder if it meets the definition
of the ‘‘trust or other fiduciary estate’ cat-
egory, or if applicable law requires that the
investments of such fund be made sepa-
rately.

(d) Trust or other fiduciary estate—We con-
sider a legal entity created under a valid
trust instrument, court order, or other legal
authority that designates a trustee or fidu-
ciary to act for the benefit of a named bene-
ficiary to be one bidder. The following condi-
tions must also be met for us to consider a
trust entity to be one bidder:

e The legal entity must be able to be iden-
tified by:

1. The name or title of the trustee or fidu-
ciary;

2. Specific reference to the trust instru-
ment, court order, or legal authority under
which the trustee or fiduciary is acting; and

3. The unique IRS-assigned employer iden-
tification number (not social security num-
ber) for the entity.

e The trustee or fiduciary must make the
decisions on participating in auctions on be-
half of the trust or fiduciary estate.

(e) Individual—We consider a person to be
one bidder, regardless of whether he or she is
acting as an individual, a sole proprietor, or
for any entity not otherwise defined as a bid-
der. If a person meets the definition of an af-
filiate within a corporate or partnership
structure, we will consider him or her to be
a bidder in this ‘“‘individual” category if the
corporation or partnership is not bidding in
the same auction. We do not consider a per-
son acting in an official capacity as an em-
ployee or other representative of a bidder de-
fined in any other category to be an ‘‘indi-
vidual” bidder. We consider a person, his or
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her spouse, and any children under the age of
21 having a common household to be one
“‘individual’’ bidder.

(f) Foreign and International Monetary Au-
thority (“FIMA”’)—We consider one or more
parties making up a foreign or international
monetary organization that is not private in
nature to be a bidder called a FIMA entity if
at least one of the parties is a foreign or
international entity that is (i) financial in
nature, or (ii) not financial in nature but is
authorized to open an account at the Federal
Reserve Bank of New York. We consider each
of the following entities to be a single FIMA
entity:

(1) A foreign central bank or regional cen-
tral bank.

(2) A foreign governmental monetary or fi-
nance entity.

(3) A non-governmental international fi-
nancial organization that is not private in
nature (for example, the International Mone-
tary Fund, the World Bank, the Inter-Amer-
ican Development Bank, and the Asian De-
velopment Bank).

(4) A non-financial international organiza-
tion that the United States participates in
(for example, the United Nations).

(5) A multi-party arrangement of a govern-
mental ministry and/or a foreign central
bank or monetary authority with a United
States Government Department and/or the
Federal Reserve Bank of New York.

(6) A foreign or international monetary en-
tity or an entity authorized by statute or by
us to open accounts at the Federal Reserve
Bank of New York.

(g) Other Bidder—We do not consider a bid-
der defined by any of the above categories to
be a bidder in this category. For purposes of
this definition, ‘“‘other bidder’’ means an in-
stitution or organization with a unique IRS-
assigned employer identification number.
This definition includes such entities as an
association, church, university, union, or
club. This category does not include any per-
son or entity acting in a fiduciary or invest-
ment management capacity, a sole propri-
etorship, an investment account, an invest-
ment fund, a form of registration, or invest-
ment ownership designation.

II. How TO OBTAIN SEPARATE BIDDER
RECOGNITION

Under certain circumstances, we may rec-
ognize a major organizational component
(e.g., the parent or a subsidiary) in a cor-
porate or partnership structure as a bidder
separate from the larger corporate or part-
nership structure. We also may recognize
two or more major organizational compo-
nents collectively as one bidder. All of the
following criteria must be met for such com-
ponent(s) to qualify for recognition as a sep-
arate bidder:

(a) Such component(s) must be prohibited
by law or regulation from exchanging, or
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must have established written internal pro-
cedures designed to prevent the exchange of,
information related to bidding in Treasury
auctions with any other component in the
corporate or partnership structure;

(b) Such component(s) must not be created
for the purpose of circumventing our bidding
and award limitations;

(c) Decisions related to purchasing Treas-
ury securities at auction and participation
in specific auctions must be made by em-
ployees of such component(s). Employees of
such component(s) that make decisions to
purchase or dispose of Treasury securities
must not perform the same function for
other components within the corporate or
partnership structure; and

(d) The records of such component(s) re-
lated to the bidding for, acquisition of, and
disposition of Treasury securities must be
maintained by such component(s). Those
records must be identifiable—separate and
apart from similar records for other compo-
nents within the corporate or partnership
structure. To obtain recognition as a sepa-
rate bidder, each component or group of
components must request such recognition
from us, provide a description of the compo-
nent or group and its position within the cor-
porate or partnership structure, and provide
the following certification:

[Name of the bidder] hereby certifies that
to the best of its knowledge and belief it
meets the criteria for a separate bidder as
described in appendix A to 31 CFR part 356.
The above-named bidder also certifies that it
has established written policies or proce-
dures, including ongoing compliance moni-
toring processes, that are designed to pre-
vent the component or group of components
from:

(1) Exchanging any of the following infor-
mation with any other part of the corporate
[partnership] structure: (a) Yields, discount
rates, or discount margins at which it plans
to bid; (b) amounts of securities for which it
plans to bid; (c) positions that it holds or
plans to acquire in a security being auc-
tioned; and (d) investment strategies that it
plans to follow regarding the security being
auctioned, or

(2) In any way intentionally acting to-
gether with any other part of the corporate
[partnership] structure with respect to for-
mulating or entering bids in a Treasury auc-
tion.

The above-named bidder agrees that it will
promptly notify the Department in writing
when any of the information provided to ob-
tain separate bidder status changes or when
this certification is no longer valid.

[69 FR 45202, July 28, 2004, as amended at 70
FR 29456, May 23, 2005; 78 FR 46430, July 31,
2013]
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APPENDIX B TO PART 356—FORMULAS
AND TABLES

I. Computation of Interest on Treasury
Bonds and Notes.

II. Formulas for Conversion of Non-indexed
Security Yields to Equivalent Prices.

III. Formulas for Conversion of Inflation-
Protected Security Yields to Equivalent
Prices.

IV. Formulas for Conversion of Floating
Rate Note Discount Margins to Equivalent
Prices

V. Computation of Adjusted Values and Pay-
ment Amounts for Stripped Inflation-Pro-
tected Interest Components.

VI. Computation of Purchase Price, Discount
Rate, and Investment Rate (Coupon-Equiv-
alent Yield) for Treasury Bills.

The examples in this appendix are given
for illustrative purposes only and are in no
way a prediction of interest rates on any
bills, notes, or bonds issued under this part.
In some of the following examples, we use in-
termediate rounding for ease in following
the calculations.
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I. COMPUTATION OF INTEREST ON TREASURY
BONDS AND NOTES

A. Treasury Non-indexed Securities

1. Regular Half-Year Payment Period. We pay
interest on marketable Treasury non-in-
dexed securities on a semiannual basis. The
regular interest payment period is a full
half-year of six calendar months. Examples
of half-year periods are: (1) February 15 to
August 15, (2) May 31 to November 30, and (3)
February 29 to August 31 (in a leap year).
Calculation of an interest payment for a
non-indexed note with a par amount of $1,000
and an interest rate of 8% is made in this
manner: ($1,000 x .08)/2 = $40. Specifically, a
semiannual interest payment represents one
half of one year’s interest, and is computed
on this basis regardless of the actual number
of days in the half-year.

2. Daily Interest Decimal. We compute a
daily interest decimal in cases where an in-
terest payment period for a non-indexed se-
curity is shorter or longer than six months
or where accrued interest is payable by an
investor. We base the daily interest decimal
on the actual number of calendar days in the
half-year or half-years involved. The number
of days in any half-year period is shown in
Table 1.

TABLE 1
Beginning and ending days are | Beginning and ending days are
1st or 15th of the months listed the last days of the months
. under interest period listed under interest period
Interest period (number of days) (number of days)

Regular year Leap year Regular year Leap year
January to July .............. 181 182 181 182
February to August 181 182 184 184
March to September 184 184 183 183
April to October ............. 183 183 184 184
May to November ... 184 184 183 183
June to December 183 183 184 184
July to January ..... 184 184 184 184
August to February 184 184 181 182
September to March 181 182 182 183
October to April ... 182 183 181 182
November to May . 181 182 182 183
December to June ... 182 183 181 182

Table 2 below shows the daily interest
decimals covering interest from %% to 20%
on $1,000 for one day in increments of Vs of
one percent. These decimals represent Visi,

TA

Vg2, Vass, or Yisa of a full semiannual interest
payment, depending on which half-year is ap-

plicable.

BLE 2

[Decimal for one day’s interest on $1,000 at various rates of interest, payable semiannually or on a semiannual basis, in regular
years of 365 days and in years of 366 days (to determine applicable number of days, see table 1.)]

Half-year of Half-year of Half-year of Half-year of
Rate per annum (percent) 184 days 183 days 182 days 181 days
e 0.003396739 | 0.003415301 0.003434066 | 0.003453039
Va 0.006793478 |  0.006830601 0.006868132 |  0.006906077
¥s 0.010190217 0.010245902 0.010302198 0.010359116
2 0.013586957 0.013661202 0.013736264 0.013812155
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TABLE 2—Continued

[Decimal for one day’s interest on $1,000 at various rates of interest, payable semiannually or on a semiannual basis, in regular
years of 365 days and in years of 366 days (to determine applicable number of days, see table 1.)]

Half-year of Half-year of Half-year of Half-year of
Rate per annum (percent) 184 days 183 days 182 days 181 days

0.016983696 0.017076503 0.017170330 0.017265193
0.020380435 0.020491803 0.020604396 0.020718232
0.023777174 0.023907104 0.024038462 0.024171271
0.027173913 0.027322404 0.027472527 0.027624309
0.030570652 0.030737705 0.030906593 0.031077348
0.033967391 0.034153005 0.034340659 0.034530387
0.037364130 0.037568306 0.037774725 0.037983425
0.040760870 0.040983607 0.041208791 0.041436464
0.044157609 0.044398907 0.044642857 0.044889503
0.047554348 0.047814208 0.048076923 0.048342541
0.050951087 0.051229508 0.051510989 0.051795580
0.054347826 0.054644809 0.054945055 0.055248619
0.057744565 0.058060109 0.058379121 0.058701657
0.061141304 0.061475410 0.061813187 0.062154696
0.064538043 0.064890710 0.065247253 0.065607735
0.067934783 0.068306011 0.068681319 0.069060773
0.071331522 0.071721311 0.072115385 0.072513812
0.074728261 0.075136612 0.075549451 0.075966851
0.078125000 0.078551913 0.078983516 0.079419890
0.081521739 0.081967213 0.082417582 0.082872928
0.084918478 0.085382514 0.085851648 0.086325967
0.088315217 0.088797814 0.089285714 0.089779006
0.091711957 0.092213115 0.092719780 0.093232044
0.095108696 0.095628415 0.096153846 0.096685083
0.098505435 0.099043716 0.099587912 0.100138122
0.101902174 0.102459016 0.103021978 0.103591160
0.105298913 0.105874317 0.106456044 0.107044199
0.108695652 0.109289617 0.109890110 0.110497238
0.112092391 0.112704918 0.113324176 0.113950276
0.115489130 0.116120219 0.116758242 0.117403315
0.118885870 0.119535519 0.120192308 0.120856354
0.122282609 0.122950820 0.123626374 0.124309392
0.125679348 0.126366120 0.127060440 0.127762431
0.129076087 0.129781421 0.130494505 0.131215470
0.132472826 0.133196721 0.133928571 0.134668508
0.135869565 0.136612022 0.137362637 0.138121547
0.139266304 0.140027322 0.140796703 0.141574586
0.142663043 0.143442623 0.144230769 0.145027624
0.146059783 0.146857923 0.147664835 0.148480663
0.149456522 0.150273224 0.151098901 0.151933702
0.152853261 0.153688525 0.154532967 0.155386740
0.156250000 0.157103825 0.157967033 0.158839779
0.159646739 0.160519126 0.161401099 0.162292818
0.163043478 0.163934426 0.164835165 0.165745856
0.166440217 0.167349727 0.168269231 0.169198895
0.169836957 0.170765027 0.171703297 0.172651934
0.173233696 0.174180328 0.175137363 0.176104972
0.176630435 0.177595628 0.178571429 0.179558011
0.180027174 0.181010929 0.182005495 0.183011050
0.183423913 0.184426230 0.185439560 0.186464088
0.186820652 0.187841530 0.188873626 0.189917127
0.190217391 0.191256831 0.192307692 0.193370166
0.193614130 0.194672131 0.195741758 0.196823204
0.197010870 0.198087432 0.199175824 0.200276243
0.200407609 0.201502732 0.202609890 0.203729282
0.203804348 0.204918033 0.206043956 0.207182320
0.207201087 0.208333333 0.209478022 0.210635359
0.210597826 0.211748634 0.212912088 0.214088398
0.213994565 0.215163934 0.216346154 0.217541436
0.217391304 0.218579235 0.219780220 0.220994475
0.220788043 0.221994536 0.223214286 0.224447514
0.224184783 0.225409836 0.226648352 0.227900552
0.227581522 0.228825137 0.230082418 0.231353591
0.230978261 0.232240437 0.233516484 0.234806630
0.234375000 0.235655738 0.236950549 0.238259669
0.237771739 0.239071038 0.240384615 0.241712707
0.241168478 0.242486339 0.243818681 0.245165746
0.244565217 0.245901639 0.247252747 0.248618785
0.247961957 0.249316940 0.250686813 0.252071823
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TABLE 2—Continued

[Decimal for one day’s interest on $1,000 at various rates of interest, payable semiannually or on a semiannual basis, in regular
years of 365 days and in years of 366 days (to determine applicable number of days, see table 1.)]

Half-year of Half-year of Half-year of Half-year of
Rate per annum (percent) 184 days 183 days 182 days 181 days

0.251358696 0.252732240 0.254120879 0.255524862
0.254755435 0.256147541 0.257554945 0.258977901
0.258152174 0.259562842 0.260989011 0.262430939
0.261548913 0.262978142 0.264423077 0.265883978
0.264945652 0.266393443 0.267857143 0.269337017
0.268342391 0.269808743 0.271291209 0.272790055
0.271739130 0.273224044 0.274725275 0.276243094
0.275135870 0.276639344 0.278159341 0.279696133
0.278532609 0.280054645 0.281593407 0.283149171
0.281929348 0.283469945 0.285027473 0.286602210
0.285326087 0.286885246 0.288461538 0.290055249
0.288722826 0.290300546 0.291895604 0.293508287
0.292119565 0.293715847 0.295329670 0.296961326
0.295516304 0.297131148 0.298763736 0.300414365
0.298913043 0.300546448 0.302197802 0.303867403
0.302309783 0.303961749 0.305631868 0.307320442
0.305706522 0.307377049 0.309065934 0.310773481
0.309103261 0.310792350 0.312500000 0.314226519
0.312500000 0.314207650 0.315934066 0.317679558
0.315896739 0.317622951 0.319368132 0.321132597
0.319293478 0.321038251 0.322802198 0.324585635
0.322690217 0.324453552 0.326236264 0.328038674
0.326086957 0.327868852 0.329670330 0.331491713
0.329483696 0.331284153 0.333104396 0.334944751
0.332880435 0.334699454 0.336538462 0.338397790
0.336277174 0.338114754 0.339972527 0.341850829
0.339673913 0.341530055 0.343406593 0.345303867
0.343070652 0.344945355 0.346840659 0.348756906
0.346467391 0.348360656 0.350274725 0.352209945
0.349864130 0.351775956 0.353708791 0.355662983
0.353260870 0.355191257 0.357142857 0.359116022
0.356657609 0.358606557 0.360576923 0.362569061
0.360054348 0.362021858 0.364010989 0.366022099
0.363451087 0.365437158 0.367445055 0.369475138
0.366847826 0.368852459 0.370879121 0.372928177
0.370244565 0.372267760 0.374313187 0.376381215
0.373641304 0.375683060 0.377747253 0.379834254
0.377038043 0.379098361 0.381181319 0.383287293
0.380434783 0.382513661 0.384615385 0.386740331
0.383831522 0.385928962 0.388049451 0.390193370
0.387228261 0.389344262 0.391483516 0.393646409
0.390625000 0.392759563 0.394917582 0.397099448
0.394021739 0.396174863 0.398351648 0.400552486
0.397418478 0.399590164 0.401785714 0.404005525
0.400815217 0.403005464 0.405219780 0.407458564
0.404211957 0.406420765 0.408653846 0.410911602
0.407608696 0.409836066 0.412087912 0.414364641
0.411005435 0.413251366 0.415521978 0.417817680
0.414402174 0.416666667 0.418956044 0.421270718
0.417798913 0.420081967 0.422390110 0.424723757
0.421195652 0.423497268 0.425824176 0.428176796
0.424592391 0.426912568 0.429258242 0.431629834
0.427989130 0.430327869 0.432692308 0.435082873
0.431385870 0.433743169 0.436126374 0.438535912
0.434782609 0.437158470 0.439560440 0.441988950
0.438179348 0.440573770 0.442994505 0.445441989
0.441576087 0.443989071 0.446428571 0.448895028
0.444972826 0.447404372 0.449862637 0.452348066
0.448369565 0.450819672 0.453296703 0.455801105
0.451766304 0.454234973 0.456730769 0.459254144
0.455163043 0.457650273 0.460164835 0.462707182
0.458559783 0.461065574 0.463598901 0.466160221
0.461956522 0.464480874 0.467032967 0.469613260
0.465353261 0.467896175 0.470467033 0.473066298
0.468750000 0.471311475 0.473901099 0.476519337
0.472146739 0.474726776 0.477335165 0.479972376
0.475543478 0.478142077 0.480769231 0.483425414
0.478940217 0.481557377 0.484203297 0.486878453
0.482336957 0.484972678 0.487637363 0.490331492
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TABLE 2—Continued

[Decimal for one day’s interest on $1,000 at various rates of interest, payable semiannually or on a semiannual basis, in regular
years of 365 days and in years of 366 days (to determine applicable number of days, see table 1.)]

Half-year of Half-year of Half-year of Half-year of
Rate per annum (percent) 184ydays 183ydays 182ydays 181ydays
0.485733696 0.488387978 0.491071429 0.493784530
0.489130435 0.491803279 0.494505495 0.497237569
0.492527174 0.495218579 0.497939560 0.500690608
0.495923913 0.498633880 0.501373626 0.504143646
0.499320652 | 0.502049180 | 0.504807692 | 0.507596685

0.502717391
0.506114130

0.505464481
0.508879781

0.508241758
0.511675824

0.511049724
0.514502762

0.509510870 0.512295082 0.515109890 0.517955801
0.512907609 0.515710383 0.518543956 0.521408840
0.516304348 0.519125683 0.521978022 0.524861878
0.519701087 0.522540984 0.525412088 0.528314917

0.523097826
0.526494565

0.525956284
0.529371585

0.528846154
0.532280220

0.531767956
0.535220994

0.529891304 0.532786885 0.535714286 0.538674033
0.533288043 0.536202186 0.539148352 0.542127072
0.536684783 0.539617486 0.542582418 0.545580110
0.540081522 0.543032787 0.546016484 0.549033149

0.543478261 0.546448087 0.549450549 0.552486188

3. Short First Payment Period. In cases
where the first interest payment period for a
Treasury non-indexed security covers less
than a full half-year period (a ‘‘short cou-
pon’’), we multiply the daily interest dec-
imal by the number of days from, but not in-
cluding, the issue date to, and including, the
first interest payment date. This calculation
results in the amount of the interest payable
per $1,000 par amount. In cases where the par
amount of securities is a multiple of $1,000,
we multiply the appropriate multiple by the
unrounded interest payment amount per
$1,000 par amount.

Example

A 2-year note paying 83% interest was
issued on July 2, 1990, with the first interest
payment on December 31, 1990. The number
of days in the full half-year period of June 30
to December 31, 1990, was 184 (See Table 1.).
The number of days for which interest actu-
ally accrued was 182 (not including July 2,
but including December 31). The daily inter-
est decimal, $0.227581522 (See Table 2, line for
83%6%, under the column for half-year of 184
days.), was multiplied by 182, resulting in a
payment of $41.419837004 per $1,000. For
$20,000 of these notes, $41.419837004 would be
multiplied by 20, resulting in a payment of
$828.39674008 ($828.40).

4. Long First Payment Period. In cases where
the first interest payment period for a bond
or note covers more than a full half-year pe-
riod (a ‘‘long coupon’’), we multiply the daily
interest decimal by the number of days from,
but not including, the issue date to, and in-
cluding, the last day of the fractional period
that ends one full half-year before the inter-
est payment date. We add that amount to
the regular interest amount for the full half-

yvear ending on the first interest payment
date, resulting in the amount of interest
payable for $1,000 par amount. In cases where
the par amount of securities is a multiple of
$1,000, the appropriate multiple should be ap-
plied to the unrounded interest payment
amount per $1,000 par amount.

Example

A 5-year 2-month note paying 7%% interest
was issued on December 3, 1990, with the first
interest payment due on August 15, 1991. In-
terest for the regular half-year portion of the
payment was computed to be $39.375 per
$1,000 par amount. The fractional portion of
the payment, from December 3 to February
15, fell in a 184-day half-year (August 15, 1990,
to February 15, 1991). Accordingly, the daily
interest decimal for 77%% was $0.213994565.
This decimal, multiplied by 74 (the number
of days from but not including December 3,
1990, to and including February 15), resulted
in interest for the fractional portion of
$15.835597810. When added to $39.375 (the nor-
mal interest payment portion ending on Au-
gust 15, 1991), this produced a first interest
payment of $55.210597810, or $55.21 per $1,000
par amount. For $7,000 par amount of these
notes, $565.2105697810 would be multiplied by 7,
resulting in an interest payment of
$386.474184670 ($386.47).

B. Treasury Inflation-Protected Securities

1. Indexing Process. We pay interest on mar-
ketable Treasury inflation-protected securi-
ties on a semiannual basis. We issue infla-
tion-protected securities with a stated rate
of interest that remains constant until ma-
turity. Interest payments are based on the
security’s inflation-adjusted principal at the
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time we pay interest. We make this adjust-
ment by multiplying the par amount of the
security by the applicable Index Ratio.

2. Indexr Ratio. The numerator of the Index
Ratio, the Ref CPlIp.., is the index number
applicable for a specific day. The denomi-
nator of the Index Ratio is the Ref CPI appli-
cable for the original issue date. However,
when the dated date is different from the
original issue date, the denominator is the
Ref CPI applicable for the dated date. The
formula for calculating the Index Ratio is:

Ref CPI Date
Ref CPIIssue Date

Where Date = valuation date

3. Reference CPI. The Ref CPI for the first
day of any calendar month is the CPI for the

Index Ratiop,, =

Pt. 356, App. B

third preceding calendar month. For exam-
ple, the Ref CPI applicable to April 1 in any
year is the CPI for January, which is re-
ported in February. We determine the Ref
CPI for any other day of a month by a linear
interpolation between the Ref CPI applicable
to the first day of the month in which the
day falls (in the example, January) and the
Ref CPI applicable to the first day of the
next month (in the example, February). For
interpolation purposes, we truncate calcula-
tions with regard to the Ref CPI and the
Index Ratio for a specific date to six decimal
places, and round to five decimal places.

Therefore the Ref CPI and the Index Ratio
for a particular date will be expressed to five
decimal places.

(i) The formula for the Ref CPI for a spe-
cific date is:

1

t
Ref CPIp,,, = Ref CPI,; + Ny [Ref CPIy,,, — Ref CPI ]

Where Date = valuation date

D = the number of days in the month in
which Date falls

t = the calendar day corresponding to Date

CPIy = CPI reported for the calendar month
M by the Bureau of Labor Statistics

Ref CPI,; = Ref CPI for the first day of the
calendar month in which Date falls, e.g.,
Ref CPIApriu is the CPIJgnuary

Ref CPIv + 1 = Ref CPI for the first day of
the calendar month immediately fol-
lowing Date

(ii) For example, the Ref CPI for April 15,

1996 is calculated as follows:

14
Ref CPIApril 15,1996 = Ref CPIApril 1,199 T 5 [Re f CPIMay 1, 1996 — Ref CPIApril 1 1996]

where D =30, t =15
Ref CPIapri 1. 1996 = 154.40, the non-seasonally
adjusted CPI-U for January 1996.

Ref CPImay 1, 1996 = 154.90, the non-seasonally
adjusted CPI-U for February 1996.
(iii) Putting these values in the equation
in paragraph (ii) above:

Ref CPLyi 15, 100 = 15440+ % [154.90 — 154.40]

Ref CPLy . 1s. 1906 = 154.633333333

This value truncated to six decimals is
154.633333; rounded to five decimals it is
154.63333.

(iv) To calculate the Index Ratio for April
16, 1996, for an inflation-protected security
issued on April 15, 1996, the Ref CPIapi 16, 1996
must first be calculated. Using the same val-

ues in the equation above except that t = 16,
the Ref CPIapii 16, 1996 is 154.65000.
The Index Ratio for April 16, 1996 is:
Index Ratioapri 16, 1996 = 154.65000/154.63333 =
1.000107803.
This value truncated to six decimals is
1.000107; rounded to five decimals it is 1.00011.
4. Index Contingencies.
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(i) If a previously reported CPI is revised,
we will continue to use the previously re-
ported (unrevised) CPI in calculating the
principal value and interest payments.

If the CPI is rebased to a different year, we
will continue to use the CPI based on the
base reference period in effect when the secu-
rity was first issued, as long as that CPI con-
tinues to be published.

(ii) We will replace the CPI with an appro-
priate alternative index if, while an infla-
tion-protected security is outstanding, the
applicable CPI is:

e Discontinued,

e In the judgment of the Secretary, fun-
damentally altered in a manner materially
adverse to the interests of an investor in the
security, or

e In the judgment of the Secretary, altered
by legislation or Executive Order in a man-
ner materially adverse to the interests of an
investor in the security.

(iii) If we decide to substitute an alter-
native index we will consult with the Bureau
of Labor Statistics or any successor agency.
We will then notify the public of the sub-
stitute index and how we will apply it. De-
terminations of the Secretary in this regard
will be final.

(iv) If the CPI for a particular month is not
reported by the last day of the following
month, we will announce an index number
based on the last available twelve-month
change in the CPI. We will base our calcula-
tions of our payment obligations that rely
on that month’s CPI on the index number we
announce.

(a) For example, if the CPI for month M is
not reported timely, the formula for calcu-
lating the index number to be used is:

CPI 1/12
_ M-1
CPl,, = CPI x oL
M-13
(b) Generalizing for the last reported CPI
issued N months prior to month M:

N/12
CPI,,

IM-N-12

(c) If it is necessary to use these formulas
to calculate an index number, we will use
that number for all subsequent calculations
that rely on the month’s index number. We
will not replace it with the actual CPI when
it is reported, except for use in the above for-
mulas. If it becomes necessary to use the
above formulas to derive an index number,
we will use the last CPI that has been re-
ported to calculate CPI numbers for months
for which the CPI has not been reported
timely.

5. Computation of Interest for a Regular Half-
Year Payment Period. Interest on marketable
Treasury inflation-protected securities is

CPI,, = CPI,, \ X
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payable on a semiannual basis. The regular
interest payment period is a full half-year or
six calendar months. Examples of half-year
periods are January 15 to July 15, and April
15 to October 15. An interest payment will be
a fixed percentage of the value of the infla-
tion-adjusted principal, in current dollars,
for the date on which it is paid. We will cal-
culate interest payments by multiplying
one-half of the specified annual interest rate
for the inflation-protected securities by the
inflation-adjusted principal for the interest
payment date.

Specifically, we compute a semiannual in-
terest payment on the basis of one-half of
one year’s interest regardless of the actual
number of days in the half-year.

Example

A 10-year inflation-protected note paying
37%% interest was issued on January 15, 1999,
with the first interest payment on July 15,
1999. The Ref CPI on January 15, 1999 (Ref
CPIsguepate) Was 164, and the Ref CPI on July
15, 1999 (Ref CPIp..) was 166.2. For a par
amount of $100,000, the inflation-adjusted
principal on July 15, 1999, was (166.2/164) x
$100,000, or $101,341. This amount was multi-
plied by .03875/2, or .019375, resulting in a pay-
ment of $1,963.48.

C. Treasury Floating Rate Notes

1. Indexing and Interest Payment Process. We
issue floating rate notes with a daily inter-
est accrual feature. This means that the in-
terest rate ‘‘floats’ based on changes in the
representative index rate. We pay interest on
a quarterly basis. The index rate is the High
Rate of the 13-week Treasury bill auction an-
nounced on the auction results press release
that has been converted into a simple-inter-
est money market yield computed on an ac-
tual/360 basis and rounded to nine decimal
places. Interest payments are based on the
floating rate note’s variable interest rate
from, and including, the dated date or last
interest payment date to, but excluding, the
next interest payment or maturity date. We
make quarterly interest payments by accru-
ing the daily interest amounts and adding
those amounts together for the interest pay-
ment period.

2. Interest Rate. The interest rate on float-
ing rate notes will be the spread plus the
index rate (as it may be adjusted on the cal-
endar day following each auction of 13-week
bills).

3. Interest Accrual. In general, accrued in-
terest for a particular calendar day in an ac-
crual period is calculated by using the index
rate from the most recent auction of 13-week
bills that took place before the accrual day,
plus the spread determined at the time of a
new floating rate note auction, divided by
360, subject to a zero-percent minimum daily
interest accrual rate. However, a 13-week bill
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auction that takes place in the two-business-
day period prior to a settlement date or in-
terest payment date will be excluded from
the calculation of accrued interest for pur-
poses of the settlement amount or interest
payment. Any changes in the index rate that
would otherwise have occurred during this
two-business-day period will occur on the
first calendar day following the end of the
period.

4. Index Contingencies.

(i) If Treasury were to discontinue auc-
tions of 13-week bills, the Secretary has au-
thority to determine and announce a new
index for outstanding floating rate notes.

(ii) If Treasury were to not conduct a 13-
week bill auction in a particular week, then
the interest rate in effect for the notes at
the time of the last 13-week bill auction re-
sults announcement will remain in effect
until such time, if any, as the results of a 13-
week Treasury auction are again announced
by Treasury. Treasury reserves the right to
change the index rate for any newly issued
floating rate note.

D. Accrued Interest

1. You will have to pay accrued interest on
a Treasury bond or note when interest ac-
crues prior to the issue date of the security.
Because you receive a full interest payment
despite having held the security for only a
portion of the interest payment period, you
must compensate us through the payment of
accrued interest at settlement.

2. For a Treasury non-indexed security, if
accrued interest covers a fractional portion
of a full half-year period, the number of days
in the full half-year period and the stated in-
terest rate will determine the daily interest
decimal to use in computing the accrued in-
terest. We multiply the decimal by the num-
ber of days for which interest has accrued.

3. If a reopened bond or note has a long
first interest payment period (a ‘‘long cou-
pon’’), and the dated date for the reopened
issue is less than six full months before the
first interest payment, the accrued interest
will fall into two separate half-year periods.
A separate daily interest decimal must be
multiplied by the respective number of days
in each half-year period during which inter-
est has accrued.

4. We round all accrued interest computa-
tions to five decimal places for a $1,000 par
amount, using normal rounding procedures.
We calculate accrued interest for a par
amount of securities greater than $1,000 by
applying the appropriate multiple to accrued
interest payable for a $1,000 par amount,
rounded to five decimal places. We calculate
accrued interest for a par amount of securi-
ties less than $1,000 by applying the appro-
priate fraction to accrued interest payable
for a $1,000 par amount, rounded to five dec-
imal places.
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5. For an inflation-protected security, we
calculate accrued interest as shown in sec-
tion III, paragraphs A and B of this appendix.

Examples: (1) Treasury Non-indexed Securi-
ties—(i) Involving One Half-Year: A note pay-
ing interest at a rate of 6%%, originally
issued on May 15, 2000, as a 5-year note with
a first interest payment date of November 15,
2000, was reopened as a 4-year 9-month note
on August 15, 2000. Interest had accrued for
92 days, from May 15 to August 15. The reg-
ular interest period from May 15 to Novem-
ber 15, 2000, covered 184 days. Accordingly,
the daily interest decimal, $0.183423913, mul-
tiplied by 92, resulted in accrued interest
payable of $16.874999996, or $16.87500, for each
$1,000 note purchased. If the notes have a par
amount of $150,000, then 150 is multiplied by
$16.87500, resulting in an amount payable of
$2,531.25.

(2) Involving Two Half-Years:

A 10%4% bond, originally issued on July 2,
1985, as a 20-year 1-month bond, with a first
interest payment date of February 15, 1986,
was reopened as a 19-year 10-month bond on
November 4, 1985. Interest had accrued for 44
days, from July 2 to August 15, 1985, during
a 181-day half-year (February 15 to August
15); and for 81 days, from August 15 to No-
vember 4, during a 184-day half-year (August
15, 1985, to February 15, 1986). Accordingly,
$0.296961326 was multiplied by 44, and
$0.292119565 was multiplied by 81, resulting in
products of $13.066298344 and $23.661684765
which, added together, resulted in accrued
interest payable of $36.727983109, or $36.72798,
for each $1,000 bond purchased. If the bonds
have a par amount of $11,000, then 11 is mul-
tiplied by $36.72798, resulting in an amount
payable of $404.00778 ($404.01).

6. For a floating rate note, if accrued inter-
est covers a portion of a full quarterly inter-
est payment period, we calculate accrued in-
terest as shown in section IV, paragraphs C
and D of this appendix.

II. FORMULAS FOR CONVERSION OF NON-IN-
DEXED SECURITY YIELDS TO EQUIVALENT
PRICES

Definitions

P = price per 100 (dollars), rounded to six
places, using normal rounding proce-
dures.

C = the regular annual interest per $100, pay-
able semiannually, e.g., 6.125 (the dec-
imal equivalent of a 6%% interest rate).

i = nominal annual rate of return or yield to
maturity, based on semiannual interest
payments and expressed in decimals, e.g.,
.0719.

n = number of full semiannual periods from
the issue date to maturity, except that,
if the issue date is a coupon frequency
date, n will be one less than the number
of full semiannual periods remaining to
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maturity. Coupon frequency dates are
the two semiannual dates based on the
maturity date of each note or bond issue.
For example, a security maturing on No-
vember 15, 2015, would have coupon fre-
quency dates of May 15 and November 15.

r = (1) number of days from the issue date to
the first interest payment (regular or
short first payment period), or (2) num-
ber of days in fractional portion (or ‘‘ini-
tial short period’’) of long first payment
period.

s = (1) number of days in the full semiannual
period ending on the first interest pay-
ment date (regular or short first pay-
ment period), or (2) number of days in
the full semiannual period in which the
fractional portion of a long first payment
period falls, ending at the onset of the
regular portion of the first interest pay-
ment.

vh =1/ [1+ (i/2)] » = present value of 1 due
at the end of n periods.

an =010 —-vn)/ {2)=v+vVvZ+vVv3+ .. + V0=
present value of 1 per period for n periods

Special Case: If i = 0, then a,| = n. Further-
more, when i = 0, a,| cannot be calculated
using the formula: (1 — vn)/(i/2). In the spe-
cial case where i = 0, a,| must be calculated
as the summation of the individual present
values (i.e., v + vZ2 + v3 + ... + v1n), Using the
summation method will always confirm that

a.|=n when i = 0.

A = accrued interest.

A. For non-indexed securities with a regular

first interest payment period:

Formula:

P[1 + (1/8)(i/2)] = (C/2)(x/s) + (C/2)an | + 100vn,
Example:

For an 8%% 30-year bond issued May 15,
1990, due May 15, 2020, with interest pay-
ments on November 15 and May 15, solve for
the price per 100 (P) at a yield of 8.84%.
Definitions:G12752

C = 8.75.

i=.0884.

r = 184 (May 15 to November 15, 1990).

s = 184 (May 15 to November 15, 1990).

n = 59 (There are 60 full semiannual periods,
but n is reduced by 1 because the issue
date is a coupon frequency date.)

vo =1/[(1+.0884/2)]5, or .0779403508.

an| = (1 — .0779403508) / .0442, or 20.8610780353.

Resolution:

P[1 + (r/s)(i/2)] = (C/2)(x/s) + (C/2)an]| + 100vn
or

P[1 + (184/184)(.0884/2)] = (8.75/2)(184/184) + (8.75/
2)(20.8610780353) + 100(.0779403508).

(1) P[1 + .0442] = 4.3756 + 91.2672164044 +
7.7940350840.

(2) P[1.0442] = 103.4362514884.

(3) P =103.4362514884 / 1.0442.

(4) P = 99.057893.
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B. For non-indexed securities with a short
first interest payment period:

Formula:
P[1 + (1/8)(i/2)] = (C/2)(x/s) + (C/2)a, ] + 100V,
Example:

For an 8%% 2-year note issued April 2, 1990,
due March 31, 1992, with interest payments
on September 30 and March 31, solve for the
price per 100 (P) at a yield of 8.59%.
Definitions:

C = 8.50.

i=.0859.

n=3.

r = 181 (April 2 to September 30, 1990).

s = 183 (March 31 to September 30, 1990).

va=1/[(1+ .0859/2)]3, or .8814740565.

an| = (1 — .8814740565) / .04295, or 2.7596261590.

Resolution:

P[1 + (1/8)(1/2)] = (C/2)(r/s) + (C/2)a, ] + 100vn or

P[1 + (181/183)(.0859/2)] = (8.50/2)(181/183) + (8.50/
2)(2.7596261590) + 100(.8814740565).

(1) P[1 + .042480601] = 4.2035519126 +
11.7284111757 + 88.14740565.

(2) P[1.042480601] = 104.0793687354.

(3) P = 104.0793687354 / 1.042480601.

(4) P = 99.838183.

C. For non-indexed securities with a long first
interest payment period:
Formula:
P[1 + (r/8)(i/2)] = [(C/2)(x/s)]V + (C/2)a, | + 100v™,
Example:

For an 8%% b5-year 2-month note issued
March 1, 1990, due May 15, 1995, with interest
payments on November 15 and May 15 (first
payment on November 15, 1990), solve for the
price per 100 (P) at a yield of 8.53%.
Definitions:

C = 8.50.

i =.0853.

n = 10.

r =75 (March 1 to May 15, 1990, which is the
fractional portion of the first interest
payment).

s = 181 (November 15, 1989, to May 15, 1990).

v =1/ + .0853/2), or .95690946147.

v =1/(1+ .0853/2)1°, or .658589

an | = (1—.658589)/.04265, or 8.0049454082.

Resolution:

PI1 + (r/8)(i/2)] = [(C/2)(x/s)Iv + (C/2)an] + 100v™
or

P[1 + (75/181)(.0853/2)] = [(8.50/2)("15/
181)1.9590946147 + (8.50/2)(8.0049454082) +
100(.65858901783).

(1) P[1 + .017672652] = 1.6890133062 +
34.0210179850 + 65.8589078339.

(2) P[1.017672652] = 101.5689391251.

(3) P =101.5689391251 / 1.017672652.

(4) P =99.805118.

D. (1) For mnon-indexed securities reopened
during a regular interest period where the pur-
chase price includes predetermined accrued in-
terest.
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(2) For mew mon-indexed securities accruing
interest from the coupon frequency date imme-
diately preceding the issue date, with the inter-
est rate established in the auction being used to
determine the accrued interest payable on the
issue date.

Formula:

(P + A1 + (1/8)(i/2)] = C/2 + (C/2)a,] + 100vn,
Where:

A = [(s—1)/s1(C/2).
Example:

For a 9%% 10-year note with interest ac-
cruing from November 15, 1985, issued No-
vember 29, 1985, due November 15, 1995, and
interest payments on May 15 and November
15, solve for the price per 100 (P) at a yield of
9.54%. Accrued interest is from November 15
to November 29 (14 days).

Definitions:

C = 9.50.

i =.0954.

n =19.

r = 167 (November 29, 1985, to May 15, 1986).

s = 181 (November 15, 1985, to May 15, 1986).
vo =1/[(1+ .0954/2)]'°, or .4125703996.

a,] = (1 — .4125703996) / .0477, or 12.3150859630.
A = [(181 — 167) / 181](9.50/2), or .367403.

Resolution:

(P + AL + (r/8){/2)] = C/2 + (C/2)a,] + 100v»
or

(P + .367403)[1 + (167/181)(.0954/2)] = (9.50/2) +
(9.50/2)(12.3150859630) + 100(.4125703996).

1) (P + .367403)[1 + .044010497] = 4.75 +
58.4966583243 + 41.25703996.

(2) (P + .367403)[1.044010497] = 104.5036982843.

(3) (P + .367403) = 104.5036982843 / 1.044010497.

(4) (P + .367403) = 100.098321.

(6) P =100.098321 —.367403.

(6) P =99.730918.

E. For non-indexed securities reopened during
the regular portion of a long first payment pe-
riod:

Formula:

(P + A1 + (r/s)(i/2)] = (x's")(C/2) + C 2 + (C/
2)an | + 100V,

Where:

A = AT+ AI,

AT = (r'/s")(C/2),

Al = [(s—1r) / s](C/2), and

r = number of days from the reopening date
to the first interest payment date,

s = number of days in the semiannual period
for the regular portion of the first inter-
est payment period,

" = number of days in the fractional portion
(or ‘“‘initial short period’’) of the first in-
terest payment period,

s” = number of days in the semiannual period
ending with the commencement date of
the regular portion of the first interest
payment period.

Example:
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A 10%4% 19-year 9-month bond due August
15, 2005, is issued on July 2, 1985, and re-
opened on November 4, 1985, with interest
payments on February 15 and August 15 (first
payment on February 15, 1986), solve for the
price per 100 (P) at a yield of 10.47%. Accrued
interest is calculated from July 2 to Novem-
ber 4.

Definitions:

C =10.75.

i=.1047.

n = 39.

r = 103 (November 4, 1985, to February 15,
1986).

s = 184 (August 15, 1985, to February 15, 1986).

' = 44 (July 2 to August 15, 1985).

§” = 181 (February 15 to August 15, 1985).

v =1/[(1+.1047/ 2)]39, or .1366947986.

a,| = (1 — .1366947986) / .05235, or 16.4910258142.

AT’ = (44 /181)(10.75 / 2), or 1.306630.

AT = [(184 — 103) / 184](10.75 / 2), or 2.366168.

A = AT’ + AI, or 3.672798.

Resolution:

(P + A)[1 + (x/s)(i/2)] = (x/s”")(C/2) + C/2 + (C/
2)a. | + 100v2  or

(P + 3.672798)[1 + (103/184)(.1047/2)] = (44/
181)(10.75/2) + 10.75/2 + (10.75/
2)(16.4910258142) + 100(.1366947986).

(1) (P + 3.672798)[1 + .02930462] = 1.3066298343
+ 5.375 + 88.6392637512 + 13.6694798628.

(2) (P + 3.672798)[1.02930462] = 108.9903734482.

3) (P + 3.672798) = 108.9903734482 / 1.02930462.

(4) (P + 3.672798) = 105.887384.

(6) P =105.887384 —3.672798.

(6) P =102.214586.

F. For non-indexed securities reopened during
a short first payment period:

Formula:

(P + A1 + (/8)J/2)] = (/s)(C/2) + (C/2)a,] +
100v .

Where:
A = [(r — r)/s](C/2) and

" = number of days from the original issue
date to the first interest payment date.

Example:

For a 10%% 8-year note due May 15, 1991,
originally issued on May 16, 1983, and re-
opened on August 15, 1983, with interest pay-
ments on November 15 and May 15 (first pay-
ment on November 15, 1983), solve for the
price per 100 (P) at a yield of 10.53%. Accrued
interest is calculated from May 16 to August
15.

Definitions:

C =10.50.

i =.1053.

n = 15.

r = 92 (August 15, 1983, to November 15, 1983).
s =184 (May 15, 1983, to November 15, 1983).

" = 183 (May 16, 1983, to November 15, 1983).
vo = 1/[(1 + .1053/2)]'®, or .4631696332.

an] = (1 — .4631696332) / .05265, or 10.1962082956.
A =[(183 — 92) / 184](10.50 / 2), or 2.596467.
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Resolution:

(P + A1 + (@/s)(i/2)] = (/s)(C/2) + (C/an] +
100v™ or

(P + 2.59646T)[1 + (92/184)(.1053/2)] = (183/
184)(10.50/2) + (10.50/2)(10.1962082956) +
100(.4631696332).

(1) (P + 2.596467)[1 + .026325] = 5.2214673913 +
53.5300935520 + 46.31696332.

(2) (P + 2.596467)[1.026325] = 105.0685242633.

(3) (P + 2.596467) = 105.0685242633 / 1.026325.

(4) (P + 2.596467) = 102.373541.

(5) P =102.373541 — 2.5964617.

(6) P =99.777074.

G. For non-indexed securities reopened during
the fractional portion (initial short period) of a
long first payment period:

Formula:

(P + A1 + (r/s)(i/2)] = [(/s)(CIDIV + (C/2)an]
+ 100v 2.

Where:

A = [(¥' — r)/s](C/2), and

r = number of days from the reopening date
to the end of the short period.

1’ = number of days in the short period.

s = number of days in the semiannual period
ending with the end of the short period.

Example:

For a 934% 6-year 2-month note due Decem-
ber 15, 1994, originally issued on October 15,
1988, and reopened on November 15, 1988, with
interest payments on June 15 and December
15 (first payment on June 15, 1989), solve for
the price per 100 (P) at a yield of 9.79%. Ac-
crued interest is calculated from October 15
to November 15.

Definitions:

C =9.75.

i=.0979.

n = 12.

r = 30 (November 15, 1988, to December 15,
1988).

s = 183 (June 15, 1988, to December 15, 1988).

1’ = 61 (October 15, 1988, to December 15, 1988).

v=1/(1+ .0979/2), or .9533342867.

ve=1[1/1+.0979/2)]'2, or .5635631040.

a,]= (1 — .5635631040)/.04895, or 8.9159733613.

A = [(61 — 30)/183](9.75/2), or .825820.

Resolution:

(P + M1 + @/8)(i/2)] = [(/8)(C/2)IVv + (C/2)a,]
+100v™ or

(P + .825820)[1 + (30/183)(.0979/2)] = [(61/
183)(9.75/2)1(.9533342867) + (9.75/

2)(8.91569733613) + 100(.5635631040).

(1) (P + .825820)[1 + .00802459] = 1.549168216 +
43.4653701362 + 56.35631040.

(2) (P + .825820)[1.00802459] = 101.3708487520.

(3) (P + .825820) = 101.3708487520 / 1.00802459.

(4) (P + .825820) = 100.563865.

(6) P =100.563865 — . 825820.

(6) P =99.738045.
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III. FORMULAS FOR CONVERSION OF INFLATION-
INDEXED SECURITY YIELDS TO EQUIVALENT
PRICES

Definitions

P = unadjusted or real price per 100 (dollars).

P.g = inflation adjusted price; P x Index
Ratiopae.

A = unadjusted accrued interest per $100
original principal.

A, = inflation adjusted accrued interest; A x
Index Ratiopate-

SA = settlement amount including accrued
interest in current dollars per $100 origi-
nal principal; Pagj + Augj.

r = days from settlement date to next coupon
date.

s = days in current semiannual period.

i = real yield, expressed in decimals (e.g.,
0.0325).

C = real annual coupon, payable semiannu-
ally, in terms of real dollars paid on $100
initial, or real, principal of the security.

n = number of full semiannual periods from
issue date to maturity date, except that,
if the issue date is a coupon frequency
date, n will be one less than the number
of full semiannual periods remaining
until maturity. Coupon frequency dates
are the two semiannual dates based on
the maturity date of each note or bond
issue. For example, a security maturing
on July 15, 2026 would have coupon fre-
quency dates of January 15 and July 15.

v =1/(1+ i/2)n = present value of 1 due at the
end of n periods.

anl= (1 —vn)/ (i/2) = Vv + V2 + V3 + - + yn
= present value of 1 per period for n peri-
ods.

Special Case: If i = 0, then a,| = n. Further-
more, when i = 0, a,] cannot be calculated
using the formula: (1 — vn2)/(i/2). In the spe-
cial case where i = 0, a,| must be calculated
as the summation of the individual present
values (i.e., v+ v2 + v3 + - 4+ v1n), Using the
summation method will always confirm that
a,|=n when i = 0.

Date = valuation date.

D = the number of days in the month in
which Date falls.

t = calendar day corresponding to Date.

CPI = Consumer Price Index number.

CPIy = CPI reported for the calendar month
M by the Bureau of Labor Statistics.

Ref CPIy = reference CPI for the first day of
the calendar month in which Date falls
(also equal to the CPI for the third pre-
ceding calendar month), e.g., Ref CPIapm
1 is the CPILanuary-

Ref CPIy ; 1 = reference CPI for the first day
of the calendar month immediately fol-
lowing Date.

Ref CPIp,. = Ref CPIy — [(t — 1)/D][Ref CPIy
+ 1—Ref CPIu].

Index Ratiopue = Ref CPIpse / Ref CPlissuepate-
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NoOoTE: When the Issue Date is different
from the Dated Date, the denominator is the
Ref CPIpatedpate-

A. For inflation-indexed securities with a reg-
ular first interest payment period:

Formulas:

po O+ (C12)a, 1+100v"
14 (1/s)(i/2)

P.g; = P x Index Ratiopae.

A = [(s—r1)/s] x (C/2).

A = A xIndex Ratiopace.

SA = Pugj + Augj

Index Ratiopye = Ref CPIpy/Ref CPIiuenate.

Example:

We issued a 10-year inflation-indexed note
on January 15, 1999. The note was issued at a
discount to yield of 3.898% (real). The note
bears a 378% real coupon, payable on July 15
and January 15 of each year. The base CPI
index applicable to this note is 164. (We nor-
mally derive this number using the inter-

—[(s=1)/s](C/2)

_(C/2)+(C2)a, 1+100v"
a 1+ (1/5)(i/2)

P ~[s=nsslcr2)
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polative process described in appendix B, sec-
tion I, paragraph B.)

Definitions:

C = 3.875.

i =0.03898.

n = 19 (There are 20 full semiannual periods
but n is reduced by 1 because the issue
date is a coupon frequency date.).

r = 181 (January 15, 1999 to July 15, 1999).

s = 181 (January 15, 1999 to July 15, 1999).

Ref CPIpy. = 164.

Ref CPLissuepae = 164.

Resolution:

Index Ratiopu. = Ref CPIpye / Ref CPIigsuepate =
164/164 = 1.

A =[(181 — 181)/181] x 3.875/2 = 0.

A =0x1=0.

vo = 1/(1 + 1/2)n = 1/(1 + .03898/2)1° = 0.692984572.

a,l = (1 — v0)/(i/2) = (1-0.692984572) / (.03898/2)
= 15.752459107.

Formula:

p_ (387512) + (3875/2)(15.752459107) +100(0.692984572) [a81- 1881387512

1+(181/181)(0.03898/2)
p_ 19375+30.52038052 + 6929845720
101949000
10175634672
101949000

P =99.811030.
P.gj = P x Index Ratiopace.
P.gj = 99.811030 x 1 = 99.811030.
SA = Pugj X Augj.
SA =99.811030 + 0 = 99.811030.
NoTE: For the real price (P), we have
rounded to six places. These amounts are
based on 100 par value.

B. (1) For inflation-indexed securities re-
opened during a regular interest period where
the purchase price includes predetermined ac-
crued interest.

(2) For new inflation-indexed securities accru-
ing interest from the coupon frequency date im-
mediately preceding the issue date, with the in-
terest rate established in the auction being used
to determine the accrued interest payable on the
issue date.

Bidding: The dollar amount of each bid is
in terms of the par amount. For example, if
the Ref CPI applicable to the issue date of
the note is 120, and the reference CPI appli-
cable to the reopening issue date is 132, a bid
of $10,000 will in effect be a bid of $10,000 x
(132/120), or $11,000.

Formulas:
_(C/2)+(C/2)a, |+100v"
1+ (r/s)(i/2)

P

—[(s=r)/s](C/2)

P.gj = P xIndex Ratiopate.

A = [(s—1)/s] x(C/2).

A.gj = A xIndex Ratiopae.

SA = P.gj + Augj.

Index Ratiopae = Ref CPIpy/Ref CPIiguepate-
Example:

We issued a 3%8% 10-year inflation-indexed
note on January 15, 1998, with interest pay-
ments on July 15 and January 15. For a re-
opening on October 15, 1998, with inflation
compensation accruing from January 15, 1998
to October 15, 1998, and accrued interest ac-
cruing from July 15, 1998 to October 15, 1998
(92 days), solve for the price per 100 (P) at a
real yield, as determined in the reopening
auction, of 3.65%. The base index applicable
to the issue date of this note is 161.55484 and
the reference CPI applicable to October 15,
1998, is 163.29032.

Definitions:

C = 3.625.

i =0.0365.

n = 18.

r = 92 (October 15, 1998 to January 15, 1999).
s = 184 (July 15, 1998 to January 15, 1999).

Ref CPIpy. = 163.29032.

Ref CPILisuepae = 161.55484.

Resolution:
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Index Ratiopae = Ref CPIpae/Ref CPlisuepae =
163.29032/161.55484 = 1.01074.
vo = 1/(1 + i/2)» = 1/(1 + .0365/2)'8 = 0.722138438.

po (C)+ (C/2)a, 1+100v"

—[Gs=n)/5)(C2
1+ (x/s)(i/2) [(s r)/q](C/)

31 CFR Ch. Il (7-1-20 Edition)

an] = (1-v)/(1/2) = (1 — 0.722138438)/(.0365/2) =
15.225291068.

Formula:

p - (3625/2) +(3.62512)(15.225291068) +100(0.722138438) (184 92)/184]3.62572)

1+(92/184)(0.0365/2)

18125 +27.59584006 + 72.21384380

B 1009125

p_ 10162218386
1009125

P

—(92/184)(1.8125)

0.906250

P =100.703267 — 0.906250.

P =99.797017.

P.g; = P x Index Ratiopae.

P.gj = 99.797017 x 1.01074 = 100.86883696.
P.qj = 100.868837.

A = [(184-92)/184] x 3.625/2 = 0.906250.
A.gi = A xIndex Ratiopae.

Aaqgj = 0.906250 x 1.01074 = 0.91598313.
A, = 0.915983.

SA = Pugj + Aagj = 100.868837 + 0.915983.
SA = 101.784820.

NOTE: For the real price (P), and the infla-
tion-adjusted price (P.q), we have rounded to
six places. For accrued interest (A) and the
adjusted accrued interest (A.q), we have
rounded to six places. These amounts are
based on 100 par value.

IV. FORMULAS FOR CONVERSION OF FLOATING
RATE NOTE DISCOUNT MARGINS TO EQUIVA-
LENT PRICES

Definitions for Newly Issued Floating Rate
Notes

P = the price per $100 par value.

Ty = the issue date.

N = the total number of quarterly interest
payments.

i and k = indexes that identify the sequence
of interest payment dates.

T; = the ith quarterly interest payment date.

T; — Ti; = the number of days between the
interest payment date T; and the pre-
ceding interest payment date.

Ty = the maturity date.

r = the index rate applicable to the issue
date.

s = the spread.

m = the discount margin.

A. For newly issued floating rate notes
issued at par:

Formula:

T, ,)xmax(r+s,0)

1

P=3

Y| 100x 55 (T, —

i=l H(l+%(Tk_Tk—l)X(r+m))

k=1

100

+

N

(1455 (T, =T, )X (r+m))

k=1

Example:

The purpose of this example is to dem-
onstrate how a floating rate note price is de-
rived at the time of original issuance. Addi-
tionally, this example depicts the associa-
tion of the July 31, 2012 issue date and the
two-business-day lockout period. For a new

two-year floating rate note auctioned on
July 25, 2012, and issued on July 31, 2012, with
a maturity date of July 31, 2014, and an inter-
est accrual rate on the issue date of
0.215022819% (index rate of 0.095022819% plus a
spread of 0.120%), solve for the price per 100
(P). This interest accrual rate is used for
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each daily interest accrual over the life of
the security for the purposes of this example.
In a new issuance (not a reopening) of a
floating rate note, the discount margin de-
termined at auction will be equal to the
spread.

Definitions:

Ty = July 31, 2012.

Pt. 356, App. B

N =8.
Ty = July 31, 2014.
r = 0.095022819%.
$=0.120%.
m = 0.120%.
As of the issue date the latest 13-week bill,
auctioned at least two days prior, has the
following information:

TABLE 1—13-WEEK BILL AUCTION DATA

i ; Auction . "
Auction date Issue date Maturity date clearing price Auction high rate Index rate
7/23/2012 7/26/2012 10/25/2012 99.975986 0.095% 0.095022819%

The rationale for using a 13-week bill auc-
tion that has occurred at least two days
prior to the issue date is due to the two-busi-
ness-day lockout period. This lockout period
applies only to the issue date and interest
payment dates, thus any 13-week bill auction

that occurs during the two-day lockout pe-
riod is not used for calculations related to
the issue date and interest payment dates.
The following sample calendar depicts this
relationship for the floating rate note issue
date.

July 2012
Sunday | Monday Tuesday | Wednesday | Thursday | Friday | Saturday
22nd 23 24th 25th 26th 27th 28th
13-week bill Auction Lockout
auction date Day 1
Sunday | Monday Tuesday
29th 30th 31st
Issue
Lockout Day 2 | date
13-week bill
auction (not
applicable for July 31
calculations)

Computing the index rate

The index rate that equals the simple-interest money market yield on an actual/360 basis

is computed as follows:

D

T
1-2TD

r=

where Dis the discount rate (or auction high rate), and a7 represents the number of days
from (and including) the issue date of the 13-week bill to (but excluding) the maturity

date of the 13-week bill. In the table above, r =

Jx0.095%

0,
0.095% __ _ ) 095022819% .
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Computing the Projected Cash Flows

The following table presents the future in-
terest payment dates and the number of days
between them.

31 CFR Ch. Il (7-1-20 Edition)

TABLE 2—PAYMENT DATES

Issue Date: Ty = 7/31/2012.

1st Interest Date: T, = 10/31/2012 ...........
2nd Interest Date: T, = 1/31/2013 ...

3rd Interest Date: T3 = 4/30/2013

4th Interest Date: T, = 7/31/2013

5th Interest Date: 75 = 10/31/2013

6th Interest Date: Ts = 1/31/2014
7th Interest Date: T, = 4/30/2014

Dates Days between dates
T — To=92
T,-T=92
T — T,=89
T, — T3=92
Ts — Ta=92
To — Ts =92
T, — Te=89
Ts — T,=92

8th Interest & Maturity Dates: Ts =

Let

a; = 100 x max(r + s,0)/360

and

Ai=a;x(T; — Ti—1) +100 X 15 — gy

a; represents the daily projected interest, for
a $100 par value, that will accrue between the
future interest payment dates 7;,-, and T;,
where i = 1,2, . . . ,8. a;’s are computed using
the spread s = 0.120% obtained at the auction,
and the fixed index rate of r = 0.095022819%
applicable to the issue date (7/31/2012). For
example:

a; = 100 x max(0.00095022819 + 0.00120,0)/360 =
0.000597286

A; represents the projected cash flow the
floating rate note holder will receive, for a
$100 par value, at the future interest pay-
ment date T;, where i =12, .. ..,8. T; — T,
is the number of days between the future in-
terest payment dates T;_, and T;. To account
for the payback of the par value, the variable
14 - s; takes the value 1 if the payment date

is the maturity date, or 0 otherwise. For ex-
ample:

A; = 92 % 0.000597286 = 0.054950312

and

Ag =92 %x0.000597286 + 100 = 100.054950312

Let

Bi=1+@+m)x(T; — T; - 1)/360

B; represents the projected compound factor
between the future dates 7;_, and T;, where i
=12, ....,8. All B/’s are computed using the
discount margin m = 0.120% (equals the
spread determined at the auction), and the
fixed index rate of r = 0.095022819% applicable
to the issue date (7/31/2012). For example:

Bz = 1 + (0.00095022819 + 0.00120) x 89/360 =
1.000531584.

The following table shows the projected
daily accrued interest values for $100 par
value (a;’s), cash flows at interest payment
dates (4/s), and the compound factors be-
tween payment dates (B,’s).

TABLE 3—PROJECTED CASH FLOWS AND COMPOUND FACTORS

i a; A B;
OO OO OORORRR 0.000597286 0.054950312 1.000549503
2. 0.000597286 0.054950312 1.000549503
3. 0.000597286 0.053158454 1.000531584
4. 0.000597286 0.054950312 1.000549503
5. 0.000597286 0.054950312 1.000549503
6 ... 0.000597286 0.054950312 1.000549503
7 ... 0.000597286 0.053158454 1.000531584
8. 0.000597286 100.054950312 1.000549503

Computing the Price

The price is computed as follows:
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4 4 4 4, A,
=L+ + + +
B, BB, BB,B, BB,BB, BB,BB,B,

A() + A7 4 A8
B,B,B,B,B,B, BB,B,B,B,B,B, BB,B,B,B.B,B,B;

p_| 0054950312 0.054950312  0.053158454 , 0.054950312
B BB, B,B,B, B,B,B,B,

1

0054950312  0.054950312  0.053158454 100.054950312
BB,B,B,B, BB,B,B,B.B, BB,B,BBBB, BBBB,BBBB

_ {0.0549503 12 N 0.054950312 N 0.053158454 N 0.054950312 N
1.000549503 1.001099308 1.001631476 1.002181876
0.054950312 N 0.054950312 4 0.053158454 N 100.054950312}
1.002732578 1.003283582 1.003816912  1.004368512

P =[0.054920133+0.054889971+0.053071869 + 0.054830678 +
0.054800565 + 0.054770469 +0.052956324 + 99.619760194]

P =100.000000203 =$100.000000

B. For newly issued floating rate notes Formula:
issued at a premium:

Pzi 10?x§é6(7;—7}_1)xmax(r+s,0)
i1 H(1+_3_é_0(]"k_7’k_1)><(r+m))
k=1

100

+—

[T +55(T =T, )X (r+m))

k=1

Example: negative discount margin and spread at auc-

The purpose of this example is to dem- tion. For a new two-year floating rate note
onstrate how a floating rate note auction auctioned on July 25, 2012, and issued on July
can result in a price at a premium given a 31, 2012, with a maturity date of July 31, 2014,
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solve for the price per 100 (P). In a new issue
(not a reopening) of a floating rate note, the
discount margin established at auction will
be equal to the spread. In this example, the
discount margin determined at auction is
—0.150%, but the floating rate note is subject
to a daily interest rate accrual minimum of
0.000%.

Definitions:

31 CFR Ch. Il (7-1-20 Edition)

Ty = July 31, 2012.
N =8.
Ty = July 31, 2014.
r = 0.095022819%.
s = —0.150%.
m= —0.150%.
As of the issue date the latest 13-week bill,
auctioned at least two days prior, has the
following information:

TABLE 1—13-WEEK BILL AUCTION DATA

Auction date Issue date Maturity date cIe:rlijr?gt;iopr}ice Auction high rate Index rate
7/23/2012 7/26/2012 10/25/2012 99.975986 0.095% 0.095022819%

Computing the Index Rate

The index rate that equals the simple-interest money market yield on an actual/360 basis

is computed as follows:

where Dis the discount rate (or auction high rate), and ar represents the number of days
from (and including) the issue date of the 13-week bill to (but excluding) the maturity

date of the 13-week bill. In the table above, r =

Computing the Projected Cash Flows

The following table presents the future in-
terest payment dates and the number of days
between them.

0.095%

—1 o =0.095022819% .
1= 565%0.095%

TABLE 2—PAYMENT DATES

Issue Date: Ty = 7/31/2012.
1st Interest Date: T, = 10/31/2012 ...

2nd Interest Date: T, = 1/31/2013

3rd Interest Date: T3 = 4/30/2013

4th Interest Date: T, = 7/31/2013

5th Interest Date: Ts = 10/31/2013
6th Interest Date: Ts = 1/31/2014

7th Interest Date: T; = 4/30/2014

Dates Days between dates
T — To=92
.- Ti=92
T — T,=89
T, — T3=92
Ts — Ta=92
Te — Ts =92
T, — To =89
Ts — T, =92

8th Interest & Maturity Dates: Ty = 7/31/2014 ..............

Let

a; = 100 x max(r + s,0)/360

and

Ai=a;x(Ti — T; — 1) +100 x 1 - sy

a; Represents the daily projected interest, for
a $100 par value, that will accrue between the

future interest payment dates 7; - ; and T;
where i = 1,2, . . . .,8. a;/’s are computed using
the spread s = — 0.150%, and the fixed index

rate of r = 0.095022819% applicable to the

issue date (7/31/2012). For example:

a; = 100 x max(0.00095022819 —0.00150,0)/360 = 100
% 0/360 = 0.000000000

A; represents the projected cash flow the
floating rate note holder will receive, for a
$100 par value, at the future interest pay-
ment date T;, where i = 1,2, . . ., 8. T; — T:i_,
is the number of days between the future in-
terest payment dates T;_, and T;. To account
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for the payback of the par value, the variable
1;i=gy takes the value 1 if the payment date is
the maturity date, or 0 otherwise. For exam-
ple:
A; =92 x0.000000000 = 0.000000000
and
Ag = 92 x0.000000000 + 100 = 100.000000000
Let
Bi=1+ @ +m)x(T-T:-)/360

B; represents the projected compound fac-
tor between the future dates 7,-, and T,
where i = 1,2, . . ., 8. All B/’s are computed

Pt. 356, App. B

using the discount margin m = -0.150%
(equals the spread obtained at the auction),
and the fixed index rate of r = 0.095022819%
applicable to the issue date (7/31/2012). For
example:

B; = 1 + (0.00095022819—0.00150) x 89/360 =
0.999864084.

The following table shows the projected
daily accrued interests for $100 par value
(a;’s), cash flows at interest payment dates
(A’s), and the compound factors between
payment dates (B;’s).

TABLE 3—PROJECTED CASH FLOWS AND COMPOUND FACTORS

i a; A B:
1. 0.000000000 0.000000000 0.999859503
2. 0.000000000 0.000000000 0.999859503
3. 0.000000000 0.000000000 0.999864084
4 ... 0.000000000 0.000000000 0.999859503
5. 0.000000000 0.000000000 0.999859503
6 .. 0.000000000 0.000000000 0.999859503
7 ... 0.000000000 0.000000000 0.999864084
8. 0.000000000 100.000000000 0.999859503
Computing the Price
The price is computed as follows:
P= 4, 4 4 + 4, + 4 +
B, BB, BB,B, BB,BB, BRB,BB,B
4,4 . 4
B.B,B,B,B.B, BB,B,B,B.B,B, B B,B,B,B.BB,B,
pe 0.000000000 N 0.0000000000 N 0.0000000000 4 0.000000000 4

B, BB,

B,B,B, B,B,B,B,

100.0000000000

0.0000000000 N 0.000000000 . 0.0000000000

B,B,B,B,B.

+
B.B,B,B,B.B, B.B,B,B,B.B,B, B B,B,B,B.B,B,B,

P =[0.000000000 + 0.000000000 + 0.000000000 + 0.000000000 +
0.000000000 + 0.000000000 + 0.000000000 +100.000000000/0.998885730]

P=100.111551298=$100.111551
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Definitions for Reopenings of Floating Rate
Notes and Calculation of Interest Payments

IP; = the quarterly interest payment at date

Pp = the price that includes the accrued in-
terest per $100 par value as of the reopen-
ing issue date.

Al = accrued interest per $100 par value as of
the reopening issue date.

Pc = the price without accrued interest per
$100 par value as of the reopening issue
date.

T_, = the dated date if the reopening occurs
before the first interest payment date,
or, otherwise, the latest interest pay-
ment date prior to the reopening issue
date.

Ty = the reopening issue date.

N = the total number of remaining quarterly
interest payments as of the reopening
issue date.

i and k = indexes that identify the sequence
of interest payment dates relative to the
issue date. For example T;, T,, and Ts

P

31 CFR Ch. Il (7-1-20 Edition)

represent the first, second, and the third
interest payment dates after the issue
date respectively, while T_; represents
the preceding interest payment date be-
fore the issue date.

j = an index that identifies days between con-
secutive interest payment dates.

T; = the ith remaining quarterly interest pay-
ment date.

T; — Ti_; = the number of days between the
interest payment date T; and the pre-
ceding interest payment date.

Ty = the maturity date.

ri’s = the effective index rates for days be-
tween the last interest payment date and
the reopening issue date.

r = the index rate applicable to the reopening
issue date.

s = the spread.

m = the discount margin.

C. Pricing and accrued interest for re-
opened floating rate notes

Formula:

100x 55 > max(r, +5,0)

D.._.

M1 100% 55 (T,

1+ 55 (T =T, % (r + m)

—T,_, )xmax(r +s,0)

2

ST+ 55(T =T ) (r + m))

k=1

100

(e (7T yxrem)

k=1

AI=100x5>"""" max (r, +s5,0)

360

Example:

The purpose of this example is to deter-
mine the floating rate note prices with and
without accrued interest at the time of the
reopening auction. For a two-year floating
rate note that was originally auctioned on
July 25, 2012, with an issue date of July 31,
2012, reopened in an auction on August 30,
2012 and issued on August 31, 2012, with a ma-

turity date of July 31, 2014, solve for accrued
interest per 100 (AI), the price with accrued
interest per 100 (Pp) and the price without
accrued interest per 100 (Pc). Since this is a
reopening of an original issue from the prior
month, Table 2 as shown in the example is
used for accrued interest calculations. In the
case of floating rate note reopenings, the
spread on the security remains equal to the
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spread that was established at the original Ty = July 31, 2014.

auction of the floating rate notes. r = 0.105027876%.
Definitions: s =0.120%.
— o,
T_, = July 31, 2012. m = 0.100%.
Ty = August 31, 2012. The following table shows the past results
N =8. for the 13-week bill auction.
TABLE 1—13-WEEK BILL AUCTION DATA
Auction Auction
Auction date Issue date Maturity date clearing high rate l?d;,)éerﬁ':f
price (percent) P
7/23/2012 ... 7/26/2012 10/25/2012 99.975986 0.095 0.095022819
7/30/2012 ... 8/2/2012 11/1/2012 99.972194 0.110 0.110030595
8/6/2012 8/9/2012 11/8/2012 99.974722 0.100 0.100025284
8/13/2012 ... 8/16/2012 11/15/2012 99.972194 0.110 0.110030595
8/20/2012 8/23/2012 11/23/2012 99.973167 0.105 0.105028183
8/27/2012 ... 8/30/2012 11/29/2012 99.973458 0.105 0.105027876

Computing the Index Rate

The index rate that equals the simple-interest money market yield on an actual/360 basis
is computed as follows:

D
1-4D

where Dis the discount rate (or auction high rate), and ar represents the number of days
from (and including) the issue date of the 13-week bill to (but excluding) the maturity
date of the 13-week bill. In the table above the corresponding index rate for the

0,
8/27/2012 auction is r = _ 0105% =0.105027876%

1-25%0.105%

The following table shows the index rates
applicable for the accrued interest.

TABLE 2—APPLICABLE INDEX RATE

Number of Applicable floating rate
Accrual starts Accrual ends days in ac-
crual period Auction date l?g;éerﬁ:)e
7/31/2012 .. 7/31/2012 1 7/23/2012 0.095022819
8/1/2012 ...... 8/6/2012 6 7/30/2012 0.110030595
8/7/2012 ... 8/13/2012 7 8/6/2012 0.100025284
8/14/2012 .. 8/20/2012 7 8/13/2012 0.110030595
8/21/2012 .. 8/27/2012 7 8/20/2012 0.105028183
8/28/2012 .. 8/30/2012 3 8/27/2012 0.105027876
Computing the Accrued Interest Al =1 x0.000597286

The accrued interest as of the new issue + 6 x0.000638974

date (8/31/2012) for a $100 par value is: +7x0.000611181

AT =1 x 100 x max (0.00095022819 + 0.00120,0/360  * ¢ * 0.000638974

+ 6 x 100 x max (0.00110030595 + 0.00120,0)/360 +7x0.000625078

+ 7 x 100 x max (0.00100025284 + 0.00120,0)/360 + 3 x0.000625077

+ 7 x 100 x max (0.00110030595 + 0.00120,0)/360 AI = 0.000597286 + 0.003833844 + 0.004278267 +
+ 7 x 100 x max (0.00105028183 + 0.00120,0)/360 0.004472818 + 0.004375546 + 0.001875231

+ 3 x 100 x max (0.00105027876 + 0.00120,0)/360 AT = 0.019432992 = $0.019433
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Computing the Projected Cash Flows

The following table presents the future in-
terest payment dates and the number of days
between them.

TABLE 3—PAYMENT DATES

. Il (7-1-20 Edition)

Dates Days between dates
Original Issue Date: T_; = 7/31/2012.
New Issue Date: T, = 8/31/2012 To—T_,=31
1st Interest Date: T, = 10/31/2012 Ty — To=61
2nd Interest Date: T = 1/31/2013 . T,-T=92
3rd Interest Date: T; = 4/30/2013 .. T3 — T,=89
4th Interest Date: T, = 7/31/2013 .. Ty — T3=92
5th Interest Date: Ts = 10/31/2013 . Ts — Ta=92
6th Interest Date: T = 1/31/2014 ............. Te — Ts =92
7th Interest Date: T; = 4/30/2014 ............. T, — Te=89
8th Interest & Maturity Dates: Tg = 7/31/2014 .............. Ts — T,=92

Let
a; = 100 x max(r + s, 0)/360
and
Ai=a;x(T; — Ti—1) +100 x 1 - 5y

a; represents the daily projected interest,
for a $100 par value, that will accrue between
the future interest payment dates 7;_; and
T;, where i = 1,2,...,8. a,’s are computed using
the spread s = 0.120% obtained at the original
auction, and the fixed index rate of r =
0.105027876% applicable to the new issue date
(8/31/2012). For example:

a; = 100 x max(0.00105027876 + 0.00120,0)/360 =
0.000625077

A; represents the projected cash flow the
floating rate note holder will receive, less
accrued interest, for a $100 par value, at the
future interest payment date 7;, where i =
1,2,....8. T; — T;, is the number of days be-
tween the future interest payment dates 7,
and T;. To account for the payback of the par
value, the variable 1;; - s; takes the value 1 if

the payment date is the maturity date, or 0
otherwise. For example:
A; = 61 x0.000625077 = 0.038129697

and
Ag =92 %x0.000625077 + 100 = 100.057507084

Let
Bi=1+(r+m)x(T; — T:.1)/360

B; represents the projected compound fac-
tor between the future dates 7,-, and T
where i = 1,2,...,8. All B;’s are computed using
the discount margin m = 0.100% obtained at
the reopening auction, and the fixed index
rate of r = 0.105027876% applicable to the new
issue date (8/31/2012). For example:

B; = 1 + (0.00105027876 + 0.00100) x 89/360 =
1.000506874

The following table shows the projected
daily accrued interests for $100 par value
(a;’s), cash flows at interest payment dates
(4/s), and the compound factors between
payment dates (B;’S).

TABLE 4—PROJECTED CASH FLOWS AND COMPOUND FACTORS

i a; A B
1. 0.000625077 0.038129697 1.000347408
2. 0.000625077 0.057507084 1.000523960
3. 0.000625077 0.055631853 1.000506874
4. 0.000625077 0.057507084 1.000523960
5. 0.000625077 0.057507084 1.000523960
6 .. 0.000625077 0.057507084 1.000523960
7 ... 0.000625077 0.055631853 1.000506874
8 ... 0.000625077 100.057507084 1.000523960

Computing the Price

The price with accrued interest is com-

puted as follows:
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AS

%:ﬂﬂ+4+A2+ 4 4

+ +
B, BB, BB,B, BB,BB, BB,BB,B,

A 4,

+ + A
B.B,B,B,B.B, B,B,B,B,B,B.B, B B,B,B,B;B,B,B,

P = {0.019432992 +0.038129697 N 0.057507084 + 0.055631853 + 0.057507084
=

B,

BB,

BleB3
0.055631853

B,B,B;B,

0057507084 _ 0.057507084
B,B,B,B,B,

100.057507084 }

+ +
B,B,B,B,B.B, B,B,B,B,B.B.B, B,B,B,B,B.B,B,B,

[0.057562689 0.057507084 0.055631853 = 0.057507084
D= + + + +

1.000347408 1.000871550

1.001378866

1.001903548

0.057507084 N 0.057507084 + 0.055631853 + 100.057507084

1.002428506 1.002953738

1.003462109

1.003987883 }

P, =[0.057542698 +0.057457007 + 0.055555250 + 0.057397824 +
0.057367766 +0.057337723 + 0.055439914 + 99.660074368]

P, =100.058172550=$100.058173

The price without accrued interest is computed as follows:

P. =P, - Al =100.058172550-0.019432992

P.=100.038739558 =$100.038740

D. For calculating interest payments:
Example:

For a new issue of a two-year floating rate
note auctioned on July 25, 2012, and issued on
July 31, 2012, with a maturity date of July 31,
2014, and a first interest payment date of Oc-
tober 31, 2012, calculate the quarterly inter-
est payments (IP;) per 100. In a new issuance

(not a reopening) of a new floating rate note,
the discount margin determined at auction
will be equal to the spread. The interest ac-
crual rate used for this floating rate note on
the issue date is 0.215022819% (index rate of
0.095022819% plus a spread of 0.120%) and this
rate is used for each daily interest accrual
over the life of the security for the purposes
of this example.
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(a) Ifitis a new floating rate note, then IP, =100x5-(7, -7, ) x max(r + s,0)

(b) If it is a reopened floating rate note, and the interest payment is the first one after the
reopening, then IP, =100x ;WZ?;, max(rj. + S,O) +100 x<(7) — 7)) x max(r + 5,0)

(c) Ifitis a reopened floating rate note, and the interest payment is not the first one after
the reopening, then 1P, =100 x<(7, - 7._, ) x max(r +s,0)

360

Example 1: Projected interest payment as s =0.120%.

of the original issue date. m = 0.120%.

To = July 31, 2012. As of the issue date the latest 13-week bill,
N :_8~ auctioned at least two days prior, has the
Ty = July 31, 2014. following information:

r = 0.095022819%.
TABLE 1—13-WEEK BILL AUCTION DATA

: " Auction Auction high
Auction date Issue date Maturity date clearing price rate Index rate
7/23/2012 oo 7/26/2012 10/25/2012 99.975986 0.095% 0.095022819%

Computing the Index Rate

The index rate that equals the simple-interest money market yield on an actual/360 basis
is computed as follows:

.__D

B T

1- 3A_66 D

where Dis the discount rate (or auction high rate), and A7 represents the number of days
from (and including) the issue date of the 13-week bill to (but excluding) the maturity

0,
date of the 13-week bill. In the table above, r = _ 0095% =0.095022819% .

1- 2% 0.095%

Computing the Projected Cash Flows

The following table presents the future in-
terest payment dates and the number of days
between them.

TABLE 2—PAYMENT DATES

Dates Days between dates
Issue Date: T, = 7/31/2012.
1st Interest Date: T, = 10/31/2012 ... . — To=92
2nd Interest Date: T = 1/31/2013 T, — T =92
3rd Interest Date: T3 = 4/30/2013 T, - T,=89
4th Interest Date: T, = 7/31/2013 To — T3=92
5th Interest Date: 75 = 10/31/2013 Ts — Ta=92
6th Interest Date: Ts = 1/31/2014 To — Ts =92
7th Interest Date: T = 4/30/2014 ... T; — Ts =89
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TABLE 2—PAYMENT DATES—Continued

Dates

Days between dates

8th Interest & Maturity Dates: Tg = 7/31/2014 ..............

Ts — T =92

Using the spread s = 0.120%, and the fixed
index rate of r = 0.095022819% applicable to
the issue date (7/31/2012), the first and sev-
enth projected interest payments are com-
puted as follows:

IP, = 92 x [100 x max(0.00095022819 + 0.00120,0)/
360]

IP, = 92 x0.000597286 = 0.054950312

IP; = 89 x [100 x max(0.00095022819 + 0.00120,0)/
360]

IP; = 89 x 0.0005697286 = 0.053158454

The following table shows all projected in-
terest payments as of the issue date.

TABLE 3—PROJECTED INTEREST PAYMENTS

i Dates IP;
10/31/2012 |  0.054950312
1/31/2013 |  0.054950312
4/30/2013 | 0.053158454
7/31/2013 |  0.054950312
10/31/2013 |  0.054950312
1/31/2014 |  0.054950312
4/30/2014 |  0.053158454
7/31/2014 | 0.054950312

Example 2: Projected interest payment as
of the reopening issue date (intermediate
values, including rates in percentage terms,
are rounded to nine decimal places).

This example demonstrates the calcula-
tions required to determine the interest pay-
ment due when the reopened floating rate
note is issued. This example also dem-
onstrates the need to calculate accrued in-
terest at the time of a floating rate reopen-
ing auction. Since this is a reopening of an
original issue from 31 days prior, Table 5 as
shown in the example is used for accrued in-
terest calculations. For a two-year floating
rate note originally auctioned on July 25,
2012 with an original issue date of July 31,
2012, reopened by an auction on August 30,
2012 and issued on August 31, 2012, with a ma-
turity date of July 31, 2014, calculate the
quarterly interest payments (IP;) per 100.
T_, is the dated date if the reopening occurs
before the first interest payment date, or
otherwise the latest interest payment date
prior to the new issue date.

T_, = July 31, 2012.
To = August 31, 2012.
N =8.
Ty = July 31, 2014.
r = 0.105027876%.
s =0.120%.
m = 0.100%.
The following table shows the past results
for the 13-week bill auction.

TABLE 4—13-WEEK BILL AUCTION DATA

: " Auction Auction Index rate

Auction date Issue date Maturity date clearing price R;%P:C;agg (percent)
7/23/2012 ... 7/26/2012 10/25/2012 99.975986 0.095 0.095022819
7/30/2012 ... 8/2/2012 11/1/2012 99.972194 0.110 0.110030595
8/6/2012 8/9/2012 11/8/2012 99.974722 0.100 0.100025284
8/13/2012 ... 8/16/2012 11/15/2012 99.972194 0.110 0.110030595
8/20/2012 8/23/2012 11/23/2012 99.973167 0.105 0.105028183
8/27/2012 ... 8/30/2012 11/29/2012 99.973458 0.105 0.105027876
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Computing the Index Rate

31 CFR Ch. Il (7-1-20 Edition)

The index rate that equals the simple-interest money market yield on an actual/360 basis

is computed as follows:

where Dis the discount rate (or auction high rate), and ar represents the number of days
from (and including) the issue date of the 13-week bill to (but excluding) the maturity

date of the 13-week bill. In the table abov

0,
7/23/2012 auction is r=— 0% __
1— 2% 0.095%

e the corresponding index rate for the

=0.095022819% .

The following table shows the index rates

applicable for the accrued interest.

TABLE 5—APPLICABLE INDEX RATE

Accrual starts

Applicable floating rate

7/31/2012 ..
8/1/2012
8/7/2012
8/14/2012 ..
8/21/2012 ..
8/28/2012 ..

Number of
Accrual ends days in
accrual period | Auction date l?g;’ééﬁ}f
7/31/2012 1 7/23/2012 | 0.095022819
8/6/2012 6 7/30/2012 |  0.110030595
8/13/2012 7 8/6/2012 | 0.100025284
8/20/2012 7 8/13/2012 |  0.110030595
8/27/2012 7 8/20/2012 |  0.105028183
8/30/2012 3 8/27/2012 |  0.105027876

Computing the accrued interest

The accrued interest as of 8/31/2012 for a

$100 par value is:

AI =1 %100 x max (0.00095022819 + 0.00120,0)/360
+ 6 x 100 x max (0.00110030595 + 0.00120,0)/360

+ 7 x100 x max (0.00100025284 + 0.00120,0)/360

+ 7 x 100 x max (0.00110030595 + 0.00120,0)/360

+ 7 x100 x max (0.00105028183 + 0.00120,0)/360

+ 3 x 100 x max (0.00105027876 + 0.00120,0)/360

AI =1 x0.000597286
+ 6 % 0.000638974

+ 7 x0.000611181

+ 7 x0.000638974

+ 7 % 0.000625078

+ 3 x 0.000625077

Al = 0.000597286 + 0.003833844 + 0.004278267 +
0.004472818 + 0.004375546 + 0.001875231

Al = 0.019432992 = $0.019433

The following table presents the future in-
terest payment dates and the number of days
between them.

TABLE 6—PAYMENT DATES

Original Issue Date: T_, = 7/31/2012.
New Issue Date: T, = 8/31/2012

1st Interest Date: T, = 10/31/2012 ...

2nd Interest Date: T, = 1/31/2013 ...
3rd Interest Date: T5 = 4/30/2013 ...

4th Interest Date: T, = 7/31/2013

5th Interest Date: Ts = 10/31/2013

6th Interest Date: T¢ = 1/31/2014 ...
7th Interest Date: T, = 4/30/2014

Dates Days between dates
To—T-1=31

T, — To=61

.- Ti=92

T — T, =89

Ty — T3=92

Ts — Ta=92

To — T5=92

T, — To =89

.............. Te — =92

8th Interest & Maturity Dates: Tg = 7/31/2014
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Using the original spread s = 0.120% (ob-
tained on 17/25/2012), and the fixed index rate
of r = 0.105027876% applicable to the new issue
date (8/31/2012), the first and eighth projected
interest payments are computed as follows:
IP; = 0.019432992 + 61 x [100 x max

(0.00105027876 + 0.00120,0)/360]
IP; = 0.019432992 + 61 x 0.000625077
IP, = 0.019432992 + 0.038129697 = 0.057562689
and

IPg = 92 x [100 x max (0.00105027876 + 0.00120,0)/

360]
IPg = 92 x 0.000625077 = 0.057507084

The following table shows all projected in-
terest payments as of the new issue date.

TABLE 7—PROJECTED INTEREST PAYMENTS

i Dates 1P;
1. 10/31/2012 |  0.057562689
2. 1/31/2013 |  0.057507084
3. 4/30/2013 |  0.055631853
4 .. 7/31/2013 |  0.057507084
5.. 10/31/2013 |  0.057507084
6 ... 1/31/2014 |  0.057507084
7 .. 4/30/2014 |  0.055631853
8 .. 7/31/2014 |  0.057507084

Definitions for Newly Issued Floating Rate
Notes with an Issue Date that Occurs after
the Dated Date

Pp = the price that includes accrued interest
from the dated date to the issue date per
$100 par value as of the issue date.

>
J=T.

1
360

100x
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Al = the accrued interest per $100 par value
as of the issue date.

Pc = the price without accrued interest per
$100 par value as of the issue date.

T_, = the dated date.

To = the issue date.

N = the total number of remaining quarterly
interest payments as of the new issue
date.

i and k = indexes that identify the sequence
of interest payment dates.

j = an index that identifies days between the
dated date and the issue date.

T; = the i* quarterly future interest payment
date.

T; — T;_, = the number of days between the
interest payment date 7; and the pre-
ceding interest payment date.

T~y = the maturity date.

r’s = the effective index rates for days be-

tween the dated date and the issue date.

the index rate applicable to the issue
date.

s = the spread.

m = the discount margin.

r =

E. Pricing and accrued interest for new
issue floating rate notes with an issue date
that occurs after the dated date

Formula:

3 max(rj + s,O)

D 1
1+ 55

M1 100x55 (T,

(T-T,

)X (r +m)

—T,_, )xmax(r +s,0)

2

i

T TT0+5k (5 T ) +m)

k=1
100
+ N
[1(1+56(% =T ) (r + m))
k=1

AT =100x55>"

I-1

o max (if/. + s,O)
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Example:

The purpose of this example is to dem-
onstrate how a floating rate note can have a
price without accrued interest of less than
$100 par value when the issue date occurs
after the dated date. An original issue two-
year floating rate note is auctioned on De-
cember 29, 2011, with a dated date of Decem-
ber 31, 2011, an issue date of January 3, 2012,
and a maturity date of December 31, 2013.

31 CFR Ch. Il (7-1-20 Edition)

Definitions:

Dated date = 12/31/2011.
Issue date = 1/3/2012.
Maturity date = 12/31/2013.
Spread = 1.000% at auction.
Discount margin = 1.000%.
As of the issue date the latest 13-week bill,
auctioned at least two days prior, has the
following information:

TABLE 1—13-WEEK BILL AUCTION DATA

. N Auction Auction high
Auction date Issue date Maturity date clearing price rate Index rate
12/27/2017 e 12/29/2011 3/29/2012 99.993681 0.025% 0.025001580%

Computing the Index Rate

The index rate that equals the simple-interest money market yield on an actual/360 basis

is computed as follows:

where Dis the discount rate (or auction high rate), and A7 represents the number of days

from (and including) the issue date of the 1

3-week bill to (but excluding) the maturity

date of the 13-week bill. In the table above the corresponding index rate for the

0.025%

12/27/2011 auction is r = ———"——
1-95%0.025%

The following table shows the index rates
applicable for the accrued interest.

0.025001580%

TABLE 2—APPLICABLE INDEX RATE

Number of Applicable floating rate
Accrual starts Accrual ends days in
accrual period Auction date Index rate
12/31/2011 1/2/2012 3 12/27/2011 0.025001580%

Computing the accrued interest

The accrued interest as of the new issue
date (1/3/2012) for a $100 par value is:
Al = 3 x100 x max (0.00025001580 + 0.01000,0)/360
Al = 3 x0.002847227

AI = 0.008541681 = $0.008542

Computing the Projected Cash Flows

The following table presents the future in-
terest payment dates and the number of days
between them.

TABLE 3—PAYMENT DATES

Dates

Days between dates

Dated Date: = T_, = 12/31/2011

Issue Date: Ty = 1/3/2012

1st Interest Date: T, = 3/31/2012

2nd Interest Date: T> = 6/30/2012

3rd Interest Date: T3 = 9/30/2012
4th Interest Date: T, = 12/31/2012 ..

To—T-1=3
Ti — To=88
L—-Ti=9
;- T=92
T, — T3=92
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TABLE 3—PAYMENT DATES—Continued

5th Interest Date: Ts = 3/31/2013
6th Interest Date: T¢ = 6/30/2013

7th Interest Date: T; = 9/30/2013

Dates Days between dates
Ts — T4=90
Te — Ts =91
T — Te=92
Ts — T, =92

8th Interest & Maturity Dates: Ts = 12/31/2013 ...

Let
a; = 100 x max(r + s, 0)/360
and
Ai=a;x(T; — Ti—1) +100 x 1y - 83

a; represents the daily projected interest,
for a $100 par value, that will accrue between
the future interest payment dates T;_; and
T;, where i = 1,2,...,8. a,’s are computed using
the spread s = 1.000% obtained at the auction,
and the fixed index rate of r = 0.025001580%
applicable to the issue date (1/3/2012). For ex-
ample:
a; = 100 x max(0.00025001580 + 0.01000,0)/360 =

0.002847227

A; represents the projected cash flow the
floating rate note holder will receive, less
accrued interest, for a $100 par value, at the
future interest payment date 7;, where i =
1,2,....8. T; — T,_, is the number of days be-
tween the future interest payment dates 7.,
and T:. To account for the payback of the par
value, the variable 1y; - g3 takes the value 1 if

the payment date is the maturity date, or 0
otherwise. For example:

Ay = 88 x0.002847227 = 0.250555976

and

Ag = 92 x 0.002847227 + 100 = 100.261944884
Let

Bi=1+(r+m)x(T; — T:-1)/360

B; represents the projected compound fac-
tor between the future dates 7;,_, and T,
where i = 1,2,...,8. All B;’s are computed using
the discount margin m = 1.000% (equals the
spread obtained at the auction), and the
fixed index rate of r = 0.025001580% applicable
to the issue date (1/3/2012). For example:

B; = 1 + (0.00025001580 + 0.01000) x 92/360 =
1.002619448

The following table shows the projected
daily accrued interests for $100 par value (a;
’s), cash flows at interest payment dates (4;
’s), and the compound factors between pay-
ment dates (B;’S).

TABLE 4—PROJECTED CASH FLOWS AND COMPOUND FACTORS

i a; A B;
1. 0.002847227 0.250555976 1.002505559
2. 0.002847227 0.259097657 1.002590976
3. 0.002847227 0.261944884 1.002619448
4 ... 0.002847227 0.261944884 1.002619448
5. 0.002847227 0.256250430 1.002562504
6 .. 0.002847227 0.259097657 1.002590976
7 e 0.002847227 0.261944884 1.002619448
8. 0.002847227 100.261944884 1.002619448

Computing the price

The price with accrued interest is com-

puted as follows:
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31 CFR Ch. Il (7-1-20 Edition)

AS

%:{M+4+_@ A4

+ -
Bl BIBZ B1B2BS BIBZB3B4 BIBZBBB4B5

A() A7

4
+ +
B.B,B,B,B.B, B,B,B,B,B.B.B, BB,BB,B.B,B,B,

{0.008541681 +0.250555976  0.259097657 0.261944884 0.261944884
Py = + + + +

BI

BIBZ
0.256250430 , 0259097657

B]BZBS
0.261944884

BI BZ B3 B4

B,B,B,B,B,

100.261944884 }

+
B,B,B,B,B.B, B,B,B,B,B.B,B, B B,B,B,B.B,B.B,

0.259097657 N 0.259097657 N 0.261944884 N 0.261944884

D“‘{1002505559

1.005103027 1007735842 1.010375554
0.256250430 N 0.259097657 N 0.261944884 N 100.261944884
1.012964645 1.015589212 1018249495  1.020916747

P = [0.258450095 +0.257782188 + 0.259934075 +0.259254970 +
0.252970754 + 0.255120529+0.257250198 + 98.207758055]

P, =100.008520864 = $100.008521

The price without accrued interest is computed as follows:

P. =P, - A1 =100.008520864 — 0.008541681

P.=99.999979183 = $99.999979

V. COMPUTATION OF ADJUSTED VALUES AND
PAYMENT AMOUNTS FOR STRIPPED INFLA-
TION-PROTECTED INTEREST COMPONENTS

NoOTE: Valuing an interest component
stripped from an inflation-protected security
at its adjusted value enables this interest
component to be interchangeable (fungible)
with other interest components that have
the same maturity date, regardless of the
underlying inflation-protected security from
which the interest components were
stripped. The adjusted value provides for
fungibility of these various interest compo-
nents when buying, selling, or transferring
them or when reconstituting an inflation-
protected security.

Definitions:

¢ = C/100 = the regular annual interest rate,
payable semiannually, e.g., .03625 (the
decimal equivalent of a 3%% interest
rate)

Par = par amount of the security to be
stripped

Ref CPIliuepae = reference CPI for the origi-
nal issue date (or dated date, when the
dated date is different from the original
issue date) of the underlying (unstripped)
security

Ref CPIp.,. = reference CPI for the maturity
date of the interest component

AV = adjusted value of the interest compo-
nent
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PA = payment amount at maturity by Treas-
ury

Formulas:

AV = Par(C/2)(100/Ref CPIlisuepae) (rounded to
2 decimals with no intermediate round-
ing)

PA = AV(Ref CPIp../100) (rounded to 2 deci-
mals with no intermediate rounding)

Example:

A 10-year inflation-protected note paying
37%% interest was issued on January 15,
1999, with the second interest payment
on January 15, 2000. The Ref CPI of Janu-
ary 15, 1999 (Ref CPlissuepae) Was 164.00000,
and the Ref CPI on January 15, 2000 (Ref
CPIp..) Wwas 168.24516. Calculate the ad-
justed value and the payment amount at
maturity of the interest component.

Definitions:

c = .03875

Par = $1,000,000

Ref CPIiguepae = 164.00000

Ref CPIpy. = 168.24516

Resolution:

For a par amount of $1 million, the adjusted
value of each stripped interest compo-
nent was $1,000,000(.03875/2)(100/164.00000),
or $11,814.02 (no intermediate rounding).

For an interest component that matured on
January 15, 2000, the payment amount
was $11,814.02 (168.24516/100), or $19,876.52
(no intermediate rounding).

VI. COMPUTATION OF PURCHASE PRICE, DIs-
COUNT RATE, AND INVESTMENT RATE (COU-
PON-EQUIVALENT YIELD) FOR TREASURY
BILLS

A. Conversion of the discount rate to a pur-
chase price for Treasury bills of all maturities:
Formula:

P =100 (1 — dr/ 360).

Where:

d = discount rate, in decimals.

r = number of days remaining to maturity.
P = price per 100 (dollars).

Example:

For a bill issued November 24, 1989, due
February 22, 1990, at a discount rate of
7.610%, solve for price per 100 (P).
Definitions:

d = .07610.

r = 90 (November 24, 1989 to February 22,
1990).

Resolution:

P =100 (1 — dr/ 360).

(1) P =100 [1 — (.07610)(90) / 360].

(2) P =100 (1 — .019025).

(3) P =100 (.980975).

(4) P =98.097500.

NoTE: Purchase prices per $100 are rounded
to six decimal places, using normal rounding
procedures.
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B. Computation of purchase prices and dis-
count amounts based on price per 3100, for
Treasury bills of all maturities:

1. To determine the purchase price of any
bill, divide the par amount by 100 and mul-
tiply the resulting quotient by the price per
$100.

Example:

To compute the purchase price of a $10,000
13-week bill sold at a price of $98.098000 per
$100, divide the par amount ($10,000) by 100 to
obtain the multiple (100). That multiple
times 98.098000 results in a purchase price of
$9,809.80.

2. To determine the discount amount for
any bill, subtract the purchase price from
the par amount of the bill.

Example:

For a $10,000 bill with a purchase price of
$9,809.80, the discount amount would be
$190.20, or $10,000 — $9,809.80.

C. Conversion of prices to discount rates for
Treasury bills of all maturities:

Formula:

_[IOO—P % 360}
100 r

Where:

P = price per 100 (dollars).

d = discount rate.

r = number of days remaining to maturity.

Example:

For a 26-week bill issued December 30, 1982,
due June 30, 1983, with a price of $95.934567,
solve for the discount rate (d).

Definitions:

P = 95.934567.
r = 182 (December 30, 1982, to June 30, 1983).

Resolution:

_[100—9 X@}

100 v

d:[100—95.934567 X@]
100 182

(2) d =[.04065433 x 1.978021978].
(3) d = .080415158.
(4) d=8.042%.

NoTE: Prior to April 18, 1983, we sold all
bills in price-basis auctions, in which dis-
count rates calculated from prices were
rounded to three places, using normal round-
ing procedures. Since that time, we have sold
bills only on a discount rate basis.

D. Calculation of investment rate (coupon-
equivalent yield) for Treasury bills:

1. For bills of not more than one half-year to
maturity:

Formula:
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. 100-P
= [— 8 X}
P r

Where:

i = investment rate, in decimals.

P = price per 100 (dollars).

r = number of days remaining to maturity.

vy = number of days in year following the
issue date; normally 365 but, if the year
following the issue date includes Feb-
ruary 29, then y is 366.

Example:

For a cash management bill issued June 1,
1990, due June 21, 1990, with a price of
$99.559444 (computed from a discount rate of
7.930%), solve for the investment rate (i).
Definitions:

P = 99.559444.
r =20 (June 1, 1990, to June 21, 1990).
y = 365.

Resolution:
. [100 -Py }
P r
(1)i= [100 —99.559444 ﬁ]
| 99559444 20

(2) 1 = [.004425 x 18.25].
(3) 1 =.080756.
(4) 1 =8.076%.
2. For bills of more than one half-year to
maturity:
Formula:
P[1+(r - y/2)3{d/y)] QA+ 1i/2)=100.
This formula must be solved by using the
quadratic equation, which is:

. cbryb?—dac
2a
(1= 297260274+ J(997260274)? — 4[(.248630137)(—083834607)]
B 2(.248630137)
(1= Z99T260274:+/994528054 + 083375239
i=
497260274

(3) 1= (-.997260274 + 1.038221216) / .497260274.
(4) 1= .040960942 / .497260274.

(6) 1i=.082373244 or

(6) 1=28.237%.

[69 FR 45202, July 28, 2004, as amended at 69
FR 52967, Aug. 30, 2004; 69 FR 53622, Sept. 2,
2004; 73 FR 14939, Mar. 20, 2008; 78 FR 46428,
46430, July 31, 2013; 78 FR 50335, Aug. 19, 2013;
78 FR 52857, Aug. 27, 2013; 78 FR 59228-59230,
Sept. 26, 2013; 81 FR 43070, July 1, 2016]

EDITORIAL NOTE: At 78 FR 59228-59230, Sept.
26, 2013, appendix B to part 356 was amended;
however, portions of the amendment could
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ax2+bx +c=0.

Therefore, rewriting the bill formula in the
quadratic equation form gives:

L o5+ L i+(P_IOOJ:0
2y y P
and solving for ‘i’ produces:

2a

Where:

i = investment rate in decimals.

b =rly.

a = (r2y) — .25.

¢ = (P—-100)/P.

P = price per 100 (dollars).

r = number of days remaining to maturity.

vy = number of days in year following the
issue date; normally 365, but if the year
following the issue date includes Feb-
ruary 29, then y is 366.

Example:

For a 52-week bill issued June 7, 1990, due
June 6, 1991, with a price of $92.265000 (com-
puted from a discount rate of 7.65%), solve
for the investment rate (i).

Definitions:

r = 364 (June 7, 1990, to June 6, 1991).

y = 365.

P = 92.265000.

b =364 / 365, or .997260274.

a = (364 /730) — .25, or .248630137.

c = (92.265 — 100) / 92.265, or —.083834607.

Resolution:

not be incorporated due to inaccurate

amendatory instructions.

APPENDIX C TO PART 356—INVESTMENT
CONSIDERATIONS

I. INFLATION-PROTECTED SECURITIES

A. Principal and Interest Variability

An investment in securities with principal
or interest determined by reference to an in-
flation index involves factors not associated
with an investment in a non-indexed secu-
rity. Such factors include the possibility
that:

430



Fiscal Service, Treasury

e The inflation index may be subject to
significant changes,

e changes in the index may or may not cor-
relate to changes in interest rates generally
or with changes in other indices,

e the resulting interest may be greater or
less than that payable on other securities of
similar maturities, and

e in the event of sustained deflation, the
amount of the semiannual interest pay-
ments, the inflation-adjusted principal of the
security, and the value of stripped compo-
nents will decrease. However, if at maturity
the inflation-adjusted principal is less than a
security’s par amount, we will pay an addi-
tional amount so that the additional amount
plus the inflation-adjusted principal equals
the par amount. Regardless of whether or
not we pay such an additional amount, we
will always base interest payments on the
inflation-adjusted principal as of the interest
payment date. If a security has been
stripped, we will pay any such additional
amount at maturity to holders of principal
components only. (See §356.30.)

B. Trading in the Secondary Market

The Treasury securities market is the larg-
est and most liquid securities market in the
world. The market for Treasury inflation-
protected securities, however, may not be as
active or liquid as the market for Treasury
non-indexed securities. In addition, Treasury
inflation-protected securities may not be as
widely traded or as well understood as Treas-
ury non-indexed securities. Lesser liquidity
and fewer market participants may result in
larger spreads between bid and asked prices
for inflation-protected securities than the
bid-asked spreads for non-indexed securities
with the same time to maturity. Larger bid-
asked spreads normally result in higher
transaction costs and/or lower overall re-
turns. The liquidity of an inflation-protected
security may be enhanced over time as we
issue additional amounts or more entities
participate in the market.

C. Tax Considerations

Treasury inflation-protected securities and
the stripped interest and principal compo-
nents of these securities are subject to spe-
cific tax rules provided by Treasury regula-
tions issued under sections 1275(d) and 1286 of
the Internal Revenue Code of 1986, as amend-
ed.

D. Indexing Issues

While the Consumer Price Index (‘‘CPI)
measures changes in prices for goods and
services, movements in the CPI that have oc-
curred in the past do not necessarily indicate
changes that may occur in the future.

The calculation of the index ratio incor-
porates an approximate three-month lag,
which may have an impact on the trading
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price of the securities, particularly during
periods of significant, rapid changes in the
index.

The CPI is reported by the Bureau of Labor
Statistics, a bureau within the Department
of Liabor. The Bureau of Labor Statistics op-
erates independently of Treasury and, there-
fore, we have no control over the determina-
tion, calculation, or publication of the index.
For a discussion of how we will apply the
CPI in various situations, see appendix B,
section I, paragraph B of this part. In addi-
tion, for a discussion of actions that we
would take in the event the CPI is: discon-
tinued; in the judgment of the Secretary,
fundamentally altered in a manner materi-
ally adverse to the interests of an investor in
the security; or, in the judgment of the Sec-
retary, altered by legislation or Executive
Order in a manner materially adverse to the
interests of an investor in the security, see
appendix B, section I, paragraph B.4 of this
part.

II. FLOATING RATE NOTES

A. Interest Variability

An investment in securities with interest
determined by reference to a 13-week Treas-
ury bill index involves risks not associated
with an investment in a fixed interest rate
security. Such risks include the possibility
that:

e Changes in the index may or may not
correlate to changes in interest rates gen-
erally or with changes in other indexes;

e any given interest payment may be more
or less than the amount paid on prior inter-
est payment dates;

e the resulting interest payments may be
greater or less than those payable on other
securities of similar maturities, and

e in the event of sustained falling interest
rates, the amount of the quarterly interest
payments will decrease.

B. Trading in the Secondary Market

The Treasury securities market is the larg-
est and most liquid securities market in the
world. The market for Treasury floating rate
notes, however, may not be as active or lig-
uid as the market for Treasury non-indexed
securities or Treasury inflation-protected se-
curities. In addition, Treasury floating rate
notes may not be as widely traded or as well
understood as these other types of Treasury
marketable securities. Prices for floating
rate notes may not fluctuate in reaction to
interest rate movements in the same manner
as other Treasury securities. Lesser liquidity
and fewer market participants may result in
larger spreads between bid and asked prices
for Treasury floating rate notes than the
bid-asked spreads for other Treasury mar-
ketable securities with the same time to ma-
turity. Larger bid-asked spreads normally
result in higher transaction costs and/or
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lower overall returns. The liquidity of a
Treasury floating rate note may be enhanced
over time as we issue additional amounts or
more entities participate in the market.

C. Tax Considerations

Treasury floating rate notes are subject to
specific tax rules provided by Treasury regu-
lations issued under section 1275(d) of the In-
ternal Revenue Code of 1986, as amended.

D. Indexing Issues

The Bureau of the Fiscal Service publishes
the High Rate immediately following a 13-
week bill auction as part of the auction re-
sults. The 13-week bill is generally auctioned
once per week. Treasury retains the flexi-
bility to increase or decrease the frequency
of 13-week bill auctions, which would affect
the frequency of index rate resets. The High
Rate is subject to various interest rate and
market environments over which Treasury
has no control. For a discussion of actions
that Treasury would take in the event auc-
tions of 13-week bills are discontinued or de-
layed, see appendix B, section I, paragraph
C.4 of this part.

[69 FR 45202, July 28, 2004, as amended at 78
FR 46428, 46444, July 31, 2013]

APPENDIX D TO PART 356—DESCRIPTION
OF THE INDEXES

I. CONSUMER PRICE INDEX

The Consumer Price Index (‘‘CPI”’) for pur-
poses of inflation-protected securities is the
non-seasonally adjusted U.S. City Average
All Items Consumer Price Index for All
Urban Consumers. It is published monthly by
the Bureau of Labor Statistics (BLS), a bu-
reau within the Department of Labor. The
CPI is a measure of the average change in
consumer prices over time in a fixed market
basket of goods and services. This market
basket includes food, clothing, shelter, fuels,
transportation, charges for doctors’ and den-
tists’ services, and drugs.

In calculating the index, price changes for
the various items are averaged together with
weights that represent their importance in
the spending of urban households in the
United States. The BLS periodically updates
the contents of the market basket of goods
and services, and the weights assigned to the
various items, to take into account changes
in consumer expenditure patterns.

The CPI is expressed in relative terms in
relation to a time base reference period for
which the level is set at 100. For example, if
the CPI for the 1982-84 reference period is
100.0, an increase of 16.5 percent from that
period would be shown as 116.5. The CPI for
a particular month is released and published
during the following month. From time to
time, the CPI is rebased to a more recent

31 CFR Ch. Il (7-1-20 Edition)

base reference period. We provide the base
reference period for a particular inflation-
protected security on the auction announce-
ment for that security.

Further details about the CPI may be ob-
tained by contacting the BLS.

II. FLOATING RATE NOTE INDEX

The floating rate note index is the 13-week
Treasury bill auction High Rate (stop out
rate), and converted to the simple-interest
money market yield computed on an actual/
360 basis.

[69 FR 45202, July 28, 2004, as amended at 78
FR 46444, July 31, 2013]

PART 357—REGULATIONS GOV-
ERNING BOOK-ENTRY TREASURY
BONDS, NOTES AND BILLS HELD
IN TREASURY/RESERVE AUTO-
MATED DEBT ENTRY SYSTEM
(TRADES) AND LEGACY TREAS-
URY DIRECT

Subpart A—General Information

Sec.

357.0 Book-entry systems.
357.1 Effective date.

357.2 Definitions.

Subpart B—Treasury/Reserve Automated
Debt Entry System (TRADES)

357.10 Laws governing a Treasury book-
entry security, TRADES, and security
interests or entitlements.

357.11 Laws governing other
Treasury securities.

357.12 A Participant’s
ment.

357.13 Obligations of the United States and
the Federal Reserve Banks with respect
to Book-entry Securities and security in-
terests.

357.14 What authority does a Federal Re-
serve Bank have?

357.15 How can a debtor’s interest in a Secu-
rity Entitlement be reached by credi-
tors?

interests in

Security Entitle-

Subpart C—Legacy Treasury Direct Book-
Entry Securities System (Legacy Treas-
ury Direct)

367.20 Securities account in Legacy Treas-
ury Direct®.

357.21 Registration.

357.22 Transfers.

357.23 Judicial proceedings—sovereign im-
munity.

357.24 Availability and disclosure of Legacy
Treasury Direct® records.

357.256 Security interests.
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