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U.S. savings bonds offer safety, tax benefits 

Steve Higgins , Register Business Editor 

In an uncertain world, some people are looking for certainty — especially when it comes to their investments. 

There are many safe investments — corporate bonds, certificates of deposit and money market funds come to mind.

But perhaps the safest investment, short of stashing your cash in a vault, is U.S. savings bonds.

Many people think of savings bonds only as something a parent or grandparent gave them when they were young. But they can play a part in a balanced portfolio of investments by providing stability.

"It’s a tax-favored way to accumulate wealth with a conservative investment. Usually the rate is competitive," said William J. Saas, a certified public accountant and a partner with Saas Kirwan Associates in Wallingford.

Savings bonds offer several tax benefits, starting with the fact they are exempt from all state and local taxes. "That’s a tremendous savings," said Saas.

Also, savings bond owners pay no federal tax on the interest until they redeem the bonds or the bonds reach maturity. Much like with a regular individual retirement account, the proceeds are allowed to build over the years without the principal being continually reduced through tax payouts. Plus, the owner can choose to redeem the bonds after his or her tax rate drops. (Note that you may elect to treat the annual increase in value of these bonds as income in each year if you prefer.)

There are other, smaller benefits that can add up. For instance, retirees must pay taxes on their Social Security benefits, and additional income from investments can push them into a higher tax bracket. Since interest on savings bonds is not reported annually, owning them does not contribute to that upward push.

Also, "When savings bonds are inherited, there is room for a lot of creative tax planning," Saas said. "You can pick and choose who pays the tax — the decedent, the estate or the beneficiary."

With most inherited investment income, the beneficiary must begin paying the taxes at his or her tax rate.

Finally, earnings from savings bonds may be excluded even from federal income taxes if you pay qualified higher education expenses in the same year you redeem the bonds, subject to certain income guidelines.

"It’s an ideal investment for a conservative investor who doesn’t want to take any risk and wants an assured rate of return," Saas said. "The tax breaks are frosting on the cake."

Here is some basic information on U.S. savings bonds, provided by the Connecticut Society of Certified Public Accountants:

-- What types of U.S. savings bonds are available?

There are two types: Series EE and Series I. As of May 1, 2005, newly issued Series EE bonds have a fixed interest rate, based on 10-year Treasury note yields. Series EE bonds purchased May 1997 through April 30, 2005 pay interest based on current market rates. The fixed rate and inflation adjustment on new bonds are announced every May 1 and November 1.

Series I savings bonds differ in that they pay an interest rate that is indexed for inflation, based on the Consumer Price Index.

Series EE savings bonds are currently paying 3.7 percent, and Series I bonds are currently paying 2.41 percent. Those rates could change Wednesday.

-- How are U.S. savings bonds sold?

Savings bonds are available in paper or electronic form. Paper Series EE and Series I bonds come in eight denominations: $50, $75, $100, $200, $500, $1,000, $5,000, and $10,000. (Paper EE bonds are issued at 50 percent discount from face value.) Electronic Series EE and Series I bonds are sold at face value in any amount from $25 to $30,000.

There is an annual purchase limit of $30,000 per owner for each type of savings bond. A husband and wife who buy bonds as co-owners may purchase up to $60,000 of either type in a single year. Purchases of one series do not count against your limit for the other series.

-- How long do savings bonds earn interest?

Savings bonds earn interest on a tax-deferred basis for 30 years from the issue date. 

-- Where can you buy savings bonds?

You may buy paper savings bonds at financial institutions authorized by the U.S. Treasury Department or through employer payroll deduction plans. You can buy and hold savings bonds in an electronic account at www.TreasuryDirect.gov.

-- How can I find out how much my bonds are worth?

Go to www.publicdebt.treas.gov/sav/savcalc.htm for a calculator program.

-- How do I redeem savings bonds?

Take them to a financial institution, and have propert identification on hand. Keep in mind that savings bonds issued after February 2003 must be held for a minimum of one year before they can be redeemed, and if you redeem them in less than five years after purchase, you forfeit the three most recent months of interest.
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