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Characteristics

Source: http://www.treasurydirect.gov/indiv/research/indepth/tbills/res_tbill.htm 

The following is taken directly from the online source for T-Bills.

“Treasury bills, or T-Bills, are short-term securities that can be purchased either directly from Treasury or through a bank or broker. 

We sell two bills directly to the public: the 13-week bill and the 26-week bill. You can hold a bill until maturity or sell before it is due, at the current market rate. When a 13- or 26-week bill matures, you can reinvest it into another bill or we redeem it by depositing the bill's principal into your checking or savings account. 

Two bills with shorter terms—cash management bills and 4-week bills—can be transferred into accounts with us after you buy the securities through a bank or broker.”
Key Facts

http://www.treasurydirect.gov/indiv/research/indepth/tbills/res_tbill.htm 

“Treasury bills are issued electronically, and are available in terms of 4, 13, and 26 weeks. Another type of bill, the cash management bill, is issued in terms usually shorter than those of other bills.   

Bills are issued at a discount; i.e., if you buy a $10,000 26-week Treasury bill for $9,750 and hold it until maturity, your interest will be $250. 

You must purchase a minimum of $1,000, in increments of $1,000. 

In a single auction, an investor can buy up to $1 million in bills by non-competitive bidding or up to 35% of the initial offering amount by competitive bidding. “
Tax   Considerations 

http://www.treasurydirect.gov/indiv/products/tbills_glance.htm 

“Interest income is exempt from State and local income taxes. 

Interest income is subject to Federal income tax.   “
What is a Treasury auction? 

http://www.treasurydirect.gov/indiv/research/indepth/auctions/res_auctions_faq.htm 

“Each Treasury bill, note, or bond* (except savings bonds, of course) is sold at a public auction. In Treasury's auctions, all successful bidders (we'll discuss bids in a little bit) are awarded securities at the same price, which is the price equal to the highest rate or yield of the competitive bids we accept. “
Do you still issue Treasury bills in paper form?

http://www.treasurydirect.gov/indiv/research/indepth/auctions/res_auctions_faq.htm#participate
All Treasury bills are now issued and held electronically (Book Entry Form). Paper bills were issued in the past, but all of them have matured.

How can I participate in an auction?

http://www.treasurydirect.gov/indiv/research/indepth/auctions/res_auctions_faq.htm#participate
Simply submit a tender with a bid for the security you would like to purchase. You can bid either noncompetitively or competitively, but not both ways in the same auction. 

If you bid noncompetitively, you'll receive the full amount of the security you want at the return determined at the auction close. Therefore, you don't have to specify the discount rate or yield you'd like to receive. Noncompetitive bids are limited to $1 million in a bill auction and $5 million in a note or TIPS auction. Most individual investors bid noncompetitively.  The price noncompetitive bidders pay is determined by the price that is set by competitive bidding process.
If you bid competitively, on the other hand, you have to specify the return - the discount rate for bills or the yield for notes and TIPS - that you wish to receive. If the rate or yield you specify is too high, you might receive a portion of the securities you bid for or none at all. However, you can bid competitively for larger amounts than you can noncompetitively. Awards cannot exceed 35 percent of the total offering. 

Importance of the Treasury Bill Auction

Through the auction process, market participants determine the actual price (and associated interest rate) that short term bills trade at.  This means the auction process determines the market rate of interest on our risk-free security.

Market participants in the competitive auction use interest rate theories such as the Fisher Equation and the Pure Expectations Theory to determine what price and rate they will offer in the auction process.

Page 2 of 2

