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issue or are reasonably expected to be-
come gross proceeds of a tax-exempt 
bond issue; 

(2) Any amounts that formerly were 
gross proceeds of a tax-exempt bond 
issue, but no longer are treated as 
gross proceeds of such issue as a result 
of the operation of the universal cap on 
the maximum amount treated as gross 
proceeds under 26 CFR 1.148–6(b)(2); 

(3) Amounts held or to be held to-
gether with gross proceeds of one or 
more tax-exempt bond issues in a re-
funding escrow, defeasance escrow, par-
ity debt service reserve fund, or com-
mingled fund (as defined in 26 CFR 
1.148–1(b)); 

(4) Proceeds of a taxable bond issue 
that refunds a tax-exempt bond issue 
or is refunded by a tax-exempt bond 
issue; or 

(5) Any other amounts that are sub-
ject to yield limitations under the 
rules applicable to tax-exempt bonds 
under the Internal Revenue Code. 

Issuer refers to the Government body 
or other entity that issues state or 
local government bonds described in 
section 103 of the Internal Revenue 
Code. 

SLGS rate means the current Treas-
ury borrowing rate, less one basis 
point, as released daily by Treasury in 
a SLGS rate table. If the current 
Treasury borrowing rate, together with 
the one basis point adjustment, results 
in a negative rate, such corresponding 
SLGS rate will be set at zero. 

SLGS rate table means a compilation 
of SLGS rates available for a given 
day. 

‘‘We,’’ ‘‘us,’’ or ‘‘the Secretary’’ refers 
to the Secretary and the Secretary’s 
delegates at the Department of the 
Treasury (Treasury), Bureau of the 
Public Debt (BPD). The term also ex-
tends to any fiscal or financial agent 
acting on behalf of the United States 
when designated to act by the Sec-
retary or the Secretary’s delegates. 

Yield on an investment means 
‘‘yield’’ as computed under 26 CFR 
1.148–5. 

You or your refers to a SLGS pro-
gram user or a potential SLGS pro-
gram user. 

[70 FR 37911, June 30, 2005, as amended at 77 
FR 33635, June 7, 2012] 

§ 344.2 What general provisions apply 
to SLGS securities? 

(a) What other regulations apply to 
SLGS securities? SLGS securities are 
subject to: 

(1) The electronic transactions and 
funds transfers provisions for United 
States securities, part 370 of this sub-
chapter, ‘‘Electronic Transactions and 
Funds Transfers Related to U.S. Secu-
rities’; and 

(2) The appendix to subpart E to part 
306 of this subchapter, for rules regard-
ing computation of interest. 

(b) Where are SLGS securities held? 
SLGS securities are issued in book- 
entry form on the books of BPD. 

(c) Besides BPD, do any other entities 
administer SLGS securities? The Sec-
retary may designate selected Federal 
Reserve Banks and Branches, as fiscal 
agents of the United States, to perform 
services relating to SLGS securities. 

(d) Can SLGS securities be transferred? 
No. SLGS securities issued as any one 
type, i.e., Time Deposit, Demand De-
posit, or Special Zero Interest, cannot 
be transferred for other securities of 
that type or any other type. Transfer 
of securities by sale, exchange, assign-
ment, pledge, or otherwise is not per-
mitted. 

(e) What certifications must the issuer 
or its agent provide?—(1) Agent certifi-
cation. When a commercial bank or 
other agent submits a subscription, or 
performs any other transaction, on be-
half of the issuer, it must certify that 
it is acting under the issuer’s specific 
authorization. Ordinarily, evidence of 
such authority is not required. 

(2) Yield certifications—(i) Purchase of 
SLGS Securities. Upon submitting a sub-
scription for a SLGS security, a sub-
scriber must certify that: 

(A) Marketable securities to SLGS secu-
rities. If the issuer is purchasing a 
SLGS security with any amount re-
ceived from the sale or redemption (at 
the option of the holder) before matu-
rity of any marketable security, the 
yield on such SLGS security does not 
exceed the yield at which such market-
able security was sold or redeemed; and 

(B) Time deposit securities to SLGS se-
curities. If the issuer is purchasing a 
SLGS security with any amount re-
ceived from the redemption before ma-
turity of a Time Deposit security 
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(other than a zero interest Time De-
posit security), the yield on the SLGS 
security being purchased does not ex-
ceed the yield that was used to deter-
mine the amount of redemption pro-
ceeds for such redeemed Time Deposit 
security. 

(ii) Early redemption of SLGS securi-
ties. Upon submission of a request for 
redemption before maturity of a Time 
Deposit security (other than a zero in-
terest Time Deposit security) sub-
scribed for on or after August 15, 2005, 
the subscriber must certify that no 
amount received from the redemption 
will be invested at a yield that exceeds 
the yield that is used to determine the 
amount of redemption proceeds for 
such redeemed Time Deposit security. 

(f) What are some practices involving 
SLGS securities that are not permitted?— 
(1) In general. For SLGS securities sub-
scribed for on or after August 15, 2005, 
it is impermissible: 

(i) To use the SLGS program to cre-
ate a cost-free option; 

(ii) To purchase a SLGS security 
with any amount received from the 
sale or redemption (at the option of the 
holder) before maturity of any market-
able security, if the yield on such 
SLGS security exceeds the yield at 
which such marketable security is sold 
or redeemed; or 

(iii) To invest any amount received 
from the redemption before maturity 
of a Time Deposit security (other than 
a Zero Percent Time Deposit security) 
at a yield that exceeds the yield that is 
used to determine the amount of re-
demption proceeds for such Time De-
posit security. 

(2) Examples—(i) Simultaneous pur-
chase of marketable and SLGS securities. 
In order to fund an escrow for an ad-
vance refunding, the issuer simulta-
neously enters into a purchase con-
tract for marketable securities and 
subscribes for SLGS securities, such 
that either purchase is sufficient to 
pay the cash flows on the outstanding 
bonds to be refunded, but together, the 
purchases are greatly in excess of the 
amount necessary to pay the cash 
flows. The issuer plans that, if interest 
rates decline during the period between 
the date of starting a SLGS subscrip-
tion and the requested date of issuance 
of SLGS securities, the issuer will 

enter into an offsetting agreement to 
sell the marketable securities and use 
the bond proceeds to purchase SLGS 
securities to fund the escrow. If, how-
ever, interest rates do not decline in 
that period, the issuer plans to use the 
bond proceeds to purchase the market-
able securities to fund the escrow and 
cancel the SLGS securities subscrip-
tion. This practice violates the prohibi-
tion on cancellation under § 344.5(c) or 
§ 344.8(c), and no exception or waiver 
would be granted under this part be-
cause the ability to cancel in these cir-
cumstances would result in the SLGS 
program being used to create a cost- 
free option. In addition, this practice is 
prohibited under paragraph (f)(1)(i) of 
this section. 

(ii) Sale of marketable securities condi-
tioned on interest rates. The existing es-
crow for an advance refunding contains 
marketable securities which produce a 
negative arbitrage. In order to reduce 
or eliminate this negative arbitrage, 
the issuer subscribes for SLGS securi-
ties at a yield higher than the yield on 
the existing escrow, but less than the 
permitted yield. At the same time, the 
issuer agrees to sell the marketable se-
curities in the existing escrow to a 
third party and use the proceeds to 
purchase SLGS securities if interest 
rates decline between the date of sub-
scribing for SLGS securities and the 
requested date of issuance of SLGS se-
curities. The marketable securities 
would be sold at a yield which is less 
than the yield on the SLGS securities 
purchased. The issuer and the third 
party further agree that if interest 
rates increase during this period, the 
issuer will cancel the SLGS securities 
subscription. This practice violates the 
prohibition on cancellation under 
§ 344.5(c) or § 344.8(c), and no exception 
or waiver would be granted under this 
part because the ability to cancel in 
these circumstances would result in 
the SLGS program being used to create 
a cost-free option. In addition, this 
practice is prohibited under paragraphs 
(f)(1)(i) and (ii) of this section. 

(iii) Sale of marketable securities not 
conditioned on interest rates. The facts 
are the same as in paragraph (f)(2)(ii) 
of this section, except that in this case, 
the agreement entered into by the 
issuer with a third party to sell the 

VerDate Mar<15>2010 21:58 Aug 23, 2012 Jkt 226124 PO 00000 Frm 00294 Fmt 8010 Sfmt 8010 Q:\31\31V2.TXT ofr150 PsN: PC150



285 

Fiscal Service, Treasury § 344.2 

marketable securities in order to ob-
tain funds to purchase SLGS securities 
is not conditioned upon changes in in-
terest rates on Treasury securities. 
This practice violates the yield gain 
prohibition in paragraph (f)(1)(ii) of 
this section and is prohibited. 

(iv) Simultaneous subscription for SLGS 
securities and sale of option to purchase 
marketable securities. The issuer holds a 
portfolio of marketable securities in an 
account that produces negative arbi-
trage. In order to reduce or eliminate 
this negative arbitrage, the issuer sub-
scribes for SLGS securities for pur-
chase in sixty days. At the same time, 
the issuer sells an option to purchase 
the portfolio of marketable securities. 
If interest rates increase, the holder of 
the option will not exercise its option 
and the issuer will cancel the SLGS se-
curities subscription. On the other 
hand, if interest rates decline, the op-
tion holder will exercise the option and 
the issuer will use the proceeds to pur-
chase SLGS securities. This practice 
violates the prohibition on cancella-
tion under § 344.5(c) or § 344.8(c), and no 
exception or waiver would be granted 
under this part because the ability to 
cancel in these circumstances would 
result in the SLGS program being used 
to create a cost-free option. In addi-
tion, this practice is prohibited under 
paragraph (f)(1)(i) of this section. 

(v) Early redemption of time deposit se-
curity and subsequent purchase of mar-
ketable security. On February 6, 2006, an 
issuer purchases a Time Deposit secu-
rity using tax-exempt bond proceeds in 
a debt service reserve fund. The Time 
Deposit security has a principal 
amount of $7 million, an interest rate 
of 3.63 percent, and a maturity date of 
February 6, 2009. On March 1, 2007, the 
issuer submits a request to redeem the 
Time Deposit security on March 15, 
2007. The yield used to determine the 
amount of redemption proceeds is 3.21 
percent. On March 5, 2007, the issuer 
subscribes for the purchase, on March 
15, 2007, of a second Time Deposit secu-
rity. The issuer pays for the second 
Time Deposit security on March 15, 
2007, with the redemption proceeds of 
the first Time Deposit security. The 
second Time Deposit security has an 
interest rate of 2.77 percent and a ma-
turity date of April 16, 2007. On April 9, 

2007, the issuer enters into a contract 
to purchase, on April 16, 2007, a ten- 
year, marketable Treasury security 
using the principal and interest to be 
received at the maturity of the second 
Time Deposit security. The marketable 
Treasury security has a yield of 4.02 
percent. This transaction satisfies the 
yield limitation in paragraph (f)(1)(iii) 
of this section because: 

(A) The yield on the second Time De-
posit security does not exceed the yield 
that is used to determine the amount 
of redemption proceeds for the first 
Time Deposit security; and 

(B) The second Time Deposit security 
is not redeemed before maturity and 
therefore the re-investment of the prin-
cipal and interest received on the sec-
ond Time Deposit security is not sub-
ject to the yield limitation in para-
graph (f)(1)(iii) of this section. This 
transaction constitutes a permissible 
use of the SLGS program. 

(vi) Early redemption of time deposit se-
curity and simultaneous purchase of mar-
ketable security. The facts are the same 
as in paragraph (f)(2)(v) of this section, 
except that the issuer subscribes for 
the second Time Deposit security on 
March 1, 2007, and enters into the con-
tract to purchase the marketable 
Treasury security on March 1, 2007. 
This transaction, if permitted, would 
enable the issuer to redeem the first 
Time Deposit security at a yield that is 
held constant for 12 hours based on the 
‘‘current Treasury borrowing rate’’ for 
March 1, 2007, and to re-invest the re-
demption proceeds based on a market 
yield that may fluctuate during that 
12-hour period. The use of the SLGS 
program in this manner would create a 
cost-free option. Accordingly, this 
transaction is impermissible under 
paragraph (f)(1)(i) of this section. 

(g) When and how do I pay for SLGS 
securities? You must submit full pay-
ment for each subscription to BPD no 
later than 4 p.m., Eastern time, on the 
issue date. Submit payments by the 
Fedwire funds transfer system with 
credit directed to the Treasury’s Gen-
eral Account. For these transactions, 
BPD’s ABA Routing Number is 
051036476. 
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(h) What happens if I need to make an 
untimely change or do not settle on a sub-
scription? An untimely change to a sub-
scription can only be made in accord-
ance with § 344.2(n) of this part. The 
penalty imposed for failure to make 
settlement on a subscription that you 
submit will be to render you ineligible 
to subscribe for SLGS securities for six 
months beginning on the date the sub-
scription is withdrawn, or the proposed 
issue date, whichever occurs first. 

(1) Upon whom is the penalty imposed? 
If you are the issuer, the penalty is im-
posed on you unless you provide the 
Taxpayer Identification Number of the 
conduit borrower that is the actual 
party failing to make settlement of a 
subscription. If you provide the Tax-
payer Identification Number for the 
conduit borrower, the six-month pen-
alty will be imposed on the conduit 
borrower. 

(2) What occurs if Treasury exercises 
the option to waive the penalty? If you 
settle after the proposed issue date and 
we determine that settlement is ac-
ceptable on an exception basis, we will 
waive, under § 344.2(n), the six-month 
penalty under paragraph (h) of this sec-
tion. You shall be charged a late pay-
ment assessment. The late payment as-
sessment equals the amount of interest 
that would have accrued on the SLGS 
securities from the proposed issue date 
to the date of settlement plus an ad-
ministrative fee of $100 per subscrip-
tion, or such other amount as we may 
publish in the FEDERAL REGISTER. We 
will not issue SLGS securities until we 
receive the late payment assessment, 
which is due on demand. 

(i) What happens at maturity? Upon 
the maturity of a security, we will pay 
the owner the principal amount and in-
terest due. A security scheduled for 
maturity on a non-business day will be 
redeemed on the next business day. 

(j) How will I receive payment? We will 
make payment by the Automated 
Clearing House (ACH) method for the 
owner’s account at a financial institu-
tion as designated by the owner. We 
may use substitute payment proce-
dures, instead of ACH, if we consider it 
to be necessary. Any such action is 
final. 

(k) How do I contact BPD? BPD’s con-
tact information is posted on BPD’s 
Web site. 

(l) Will the offering be changed during 
a debt limit or disaster contingency? We 
reserve the right to change or suspend 
the terms and conditions of the offer-
ing (including provisions relating to 
subscriptions for, and issuance of, 
SLGS securities; interest payments; 
early redemptions; and rollovers) at 
any time the Secretary determines 
that the issuance of obligations suffi-
cient to conduct the orderly financing 
operations of the United States cannot 
be made without exceeding the statu-
tory debt limit, or that a disaster situ-
ation exists. We will announce such 
changes by any means that the Sec-
retary deems appropriate. 

(m) What are some of the rights that 
Treasury reserves in administering the 
SLGS program? We may decide, in our 
sole discretion, to take any of the fol-
lowing actions. Such actions are final. 
Specifically, Treasury reserves the 
right: 

(1) To reject any SLGSafe Applica-
tion for Internet Access; 

(2) To reject any electronic message 
or other message or request, including 
requests for subscription and redemp-
tion, that is inappropriately completed 
or untimely submitted; 

(3) To refuse to issue any SLGS secu-
rities in any case or class of cases; 

(4) To revoke the issuance of any 
SLGS securities and to declare the sub-
scriber or the issuer ineligible there-
after to subscribe for securities under 
the offering if the Secretary deems 
that such action is in the public inter-
est and any security is issued on the 
basis of an improper certification or 
other misrepresentation (other than as 
the result of an inadvertent error) or 
there is an impermissible transaction 
under § 344.2(f); or 

(5) To review any transaction for 
compliance with this part, including 
requiring a subscriber or the issuer to 
provide additional information, and to 
determine an appropriate remedy 
under the circumstances. 

(n) Are there any situations in which 
Treasury may waive these regulations? 
We reserve the right, at our discretion, 
to waive or modify any provision of 
these regulations in any case or class 
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of cases. We may do so if such action is 
not inconsistent with law and will not 
subject the United States to substan-
tial expense or liability. 

(o) Are SLGS securities callable by 
Treasury? No. Treasury cannot call a 
SLGS security for redemption before 
maturity. 

SLGSAFE ® SERVICE 

§ 344.3 What provisions apply to the 
SLGSafe Service? 

(a) What is the SLGSafe Service? 
SLGSafe is a secure Internet site on 
the World Wide Web through which 
subscribers submit SLGS securities 
transactions. SLGSafe Internet trans-
actions constitute electronic messages 
under 31 CFR part 370. 

(b) Is SLGSafe use mandatory? Yes. Ex-
cept as provided in paragraph (f)(3) or 
(f)(4) of this section, you must submit 
all transactions through SLGSafe. 

(c) What terms and conditions apply to 
SLGSafe? The terms and conditions 
contained in the following documents, 
which may be downloaded from BPD’s 
Web site and which may change from 
time to time, apply to SLGSafe trans-
actions: 

(1) SLGSafe Application for Internet 
Access and SLGSafe User Acknowledg-
ment; and 

(2) SLGSafe User’s Manual. 
(d) Who can apply for SLGSafe access? 

If you are an owner or a potential 
owner of SLGS securities, or act as a 
trustee or other agent of the owner, 
you can apply to BPD for SLGSafe ac-
cess. Other potential users of SLGSafe 
include, but are not limited to, under-
writers, financial advisors, and bond 
counsel. 

(e) How do I apply for SLGSafe access? 
Submit to BPD a completed SLGSafe 
Application for Internet Access. The 
form is found on BPD’s Web site. 

(f) What are the conditions of SLGSafe 
use? If you are designated as an author-
ized user, on a SLGSafe application 
that we’ve approved, you must: 

(1) Assume the sole responsibility 
and the entire risk of use and operation 
of your electronic connection; 

(2) Agree that we may act on any 
electronic message to the same extent 
as if we had received a written instruc-
tion bearing the signature of your duly 
authorized officer; 

(3) Submit electronic messages and 
other transaction requests exclusively 
through SLGSafe, except to the extent 
you establish to the satisfaction of 
BPD that good cause exists for you to 
submit such subscriptions and requests 
by other means; and 

(4) Agree to submit transactions 
manually if we notify you that due to 
problems with hardware, software, data 
transmission, or any other reason, we 
are unable to send or receive electronic 
messages through SLGSafe. 

(g) When is the SLGSafe window open? 
All SLGSafe subscriptions, requests for 
early redemption of Time Deposit secu-
rities, and requests for redemption of 
Demand Deposit securities must be re-
ceived by BPD on business days no ear-
lier than 10 a.m. and no later than 10 
p.m., Eastern time. The official time is 
the date and time as shown on BPD’s 
application server. Except as otherwise 
provided in §§ 344.5(d) and 344.8(d), all 
other functions may be performed dur-
ing the extended SLGSafe hours, from 
8 a.m. until 10 p.m., Eastern time. 

Subpart B—Time Deposit Securities 

SOURCE: 70 FR 37911, June 30, 2005, unless 
otherwise noted. 

§ 344.4 What are Time Deposit securi-
ties? 

Time Deposit securities are issued as 
certificates of indebtedness, notes, or 
bonds. 

(a) What are the maturity periods? The 
issuer must fix the maturity periods 
for Time Deposit securities, which are 
issued as follows: 

(1) Certificates of indebtedness that do 
not bear interest. For certificates of in-
debtedness that do not bear interest, 
the issuer can fix a maturity period of 
not less than fifteen days and not more 
than one year. 

(2) Certificates of indebtedness that bear 
interest. For certificates of indebted-
ness that bear interest, the issuer can 
fix a maturity period of not less than 
thirty days and not more than one 
year. 

(3) Notes. For notes, the issuer can fix 
a maturity period of not less than one 
year and one day, and not more than 
ten years. 
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