U.S. Treasury “I” Bonds

 Highlights

· The U.S. Government guarantees them.

· Instead of guaranteeing you a nominal return (before inflation), an I-Bond guarantees you a real return (inflation protected). This becomes especially important if you plan to use the proceeds to generate income later in life.
· Unlike traditional savings bonds, I-Bonds are sold at face value (e.g. you pay $1,000 for a $1,000 bond).  Investors may probably find it easier to purchase I-Bonds through a high quality mutual fund. 
· I-Bonds are an accrual type security where interest is added to the bond on a monthly basis and is paid to you at maturity or redemption. This can be a bit confusing so I have attached a brief example for you to review.
· You must own the I-Bond for a minimum of 1 year. You can redeem the bonds prior to 5 years but will forfeit the most recent 3 months of interest. After holding the bond for 5 years, you may forfeit without any penalty.

· Interest is exempt from state and local taxes but not federal taxes. You can either pay taxes on an accrual basis or at redemption.

How is the earnings rate of an I Bond determined?

The earnings rate combines two separate rates:

· A fixed rate of return, which remains the same throughout the life of the I Bond. 

· A variable semiannual inflation rate based on changes in the Consumer Price Index for all Urban Consumers (CPI-U). The Bureau of the Public Debt announces the rates each May and November. The semiannual inflation rate announced in May is the change between the CPI-U figures from the preceding September and March; the inflation rate announced in November is the change between the CPI-U figures from the preceding March and September. 
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What is the difference between EE and I Bonds?

The biggest difference is the rate you receive on your bonds. Rates for EE Bonds are calculated as 90% of 6-month averages of 5-year Treasury Securities market yields, while rates for I Bonds are calculated by combining fixed rates of return and semi-annual inflation rates based on the CPI-U.

Are there tax benefits to using I Bonds to finance education?

Yes. Under the Education Savings Bond Program you might be able to completely or partially exclude savings bond interest from Federal income tax. This can occur when you pay qualified higher education expenses at an eligible institution or state tuition plan in the same calendar year you redeem eligible I Bonds and EE Bonds issued January 1990 and later. You aren't required to indicate that you intend to use the bonds for educational purposes when you buy them, but you must make sure the program's requirements are met; some apply when you buy the bond(s). See IRS Publication 970 " Tax Benefits for Education."

Can I give an I Bond as a gift?

Electronic Bonds as gifts 

You can purchase an electronic I Bond as a gift for someone and hold it in the "Gift Box" in your TreasuryDirect account until you are ready to transfer it to the recipient. If you purchase an electronic I Bond as a gift, you must provide the recipient's Social Security Number. The gift recipient must open or already have a TreasuryDirect account in order for you to be able to transfer the bond to that person. However, if the recipient has not opened a TreasuryDirect account, you may hold an EE or I Bond that you purchased as a gift until it reaches maturity.

Can I ever lose money in I Bonds?

They are U.S. Treasury securities backed by the full faith and credit of the U.S. Government. I Bonds even protect you from the effects of severe deflation—the earnings rate can't go below zero and the redemption value of your I Bonds can't decline.
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When are earnings added to the I Bond?

I-Bonds increase in value on the first day of each month, and interest is compounded semiannually based on each I Bond's issue date. An I Bond's issue date is the month and year in which an I Bond issuing agent receives the full issue price.

When can I cash (redeem) an I Bond if I need the money?

You can cash your Series I bonds anytime after 12 months. You receive the original purchase price plus interest earnings. I Bonds are meant to be longer-term investments; if you redeem an I Bond within the first 5 years, you'll lose your last 3 months interest. For example, if you redeem an I Bond after 18 months, you'll receive the first 15 months of interest.


Source: Quaker Wealth Management and US Treasury Department
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