CORVERTING COMMONLY USED INTEREST RATE QUOTATIONS
TO EFFECTIVE ANNUAL RETURKS#*

I. TIreasury bille, commercial paper, finance paper, bankers' acceptAnces, and

agency discount notes
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II. Federal funds, RP's, bank ln:ta::na'I CDh's {not exna&ding one year), and mmnicipal

notesn
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* Katation followe formulae.
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2/ With aore than six months to maturity, the annualized coupon equivalent
rate, ¢, is dolved from the following aquation:

¢ C 100 100 dxM
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aglved in terms of d. The quadratic Formula that solves for ¢, in terms
of d, 13 that given here.

, © can be



ITI. Federal Reserve Discount Rate
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IV. Treasury notes sand bonds, corpcrate, mmicipal, and agency bonds

A. Not more than aix months to mturit?y

S+100-P -4

quotad rate: a = R } %
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B. More than six menths to maturity
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C. More than six months and an integer number of semi-ammual coupon
periods {or years) Lo maturity

quoted rate (b): P = ‘cij-{—lbfj + lﬂﬂb -
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1/ Also includes 9-month bonds isaued by the Parm Credit Banks.
2/ This is derived by taking the implied total return to maturity of = ome

=  dollar investment mb b,J setting it egual to 3
and solving for R':-{1+1_1-EJ (1+E} * - ! (1+Rb) S5/
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V. Mortgage Loans (with monthly interest and smortizasisn schedule)
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Notation

Accrued Interast.

Anoual coupon (C/2 paid semi-armually).

Face value or primciplae.

Interest paid at marurity.

Number of full coupcn periods remaining until maturlicy.
Actual sumber of days to maturity.

Actual number of days to maturity for all ispues aexzcept corporate and
agancy bonds and municipal notes and bonds,

Humber of full monthe until maturity x 30 plus odd days Iin gny partial menths
for corporate and agency bonds and municipal neotes and bonds {(approximace).

365 days for Treasury notes and bonds.
360 days for other issues,
Humber of dave left in current <oupon period for Tressury nores and bonds,

M - 182,53 for coupon equivalent fermulas for bills greatar thar eix months
to maturity.

Number of months left in curremt coupon pericd x 30 plus odd days in any
remaining months of curreat ccupon period for other iaswes {(approximarze),

182.5 days in current coupon period for Treaary bills, notes and bonds.

180 days for other coupon issues.

Market price of security or fntrial smoont of loan,



