EITCplatform QuickGuide

Series I U.S. Savings Bonds and Tax-Time Savings

The new option for tax filers to purchase U.S. Savings Bonds directly on their tax returns represents an exciting opportunity to help low- and moderate-income families save a portion of their refunds. Tax preparation programs will play a critical role in educating filers about this new opportunity and helping them take advantage of it. This QuickGuide provides background on U.S. Savings Bonds, instructions for how to purchase them on the tax return and tips for how sites can support filers who want to save.

1. Introduction

Beginning in the 2010 tax season, a new option to save a portion of their refund in Series I U.S. Savings bonds became available to 100 million households nationally. The option, announced by President Obama on September 5, 2009, was part of the administration’s efforts to help all families build assets and increase their financial security.
In the 2011 tax season, this policy was considerably expanded to allow tax filers to use this option to use a portion of their refunds to buy Series I U.S. Savings Bonds as gifts for others with up-to two “co-owners” of the bond and one beneficiary. For the first time, this option was made available to tax filers without bank accounts. 

Tax filers can elect to purchase U.S. Savings Bonds by simply entering the amount of the savings bonds they would like and the name of the co-owner(s) or beneficiary on the tax form.

While this option is available to all tax filers, it may be especially important for low- and moderate-income filers who want to save, but find it difficult to carve out savings from their monthly budget. Because their refunds can be considerable – with the EITC and other tax credits, some families receive as much as 30% of their income at tax time – this may be the one opportunity for many families to put aside money for savings. With this new option, saving is easy, convenient and safe. And the entry point for families -- the minimum amount required is $50 --  is affordable given refund sizes.
EITC Campaigns and free tax preparation programs have a critical role to play in educating tax filers about this new option, answering any questions they might have and encouraging those filers who want to save to take advantage of the tax-time opportunity.

2. Why Should Tax Campaigns Encourage Filers to Save?

While some tax preparation programs actively connect filers with financial services and asset-building opportunities (such as bank accounts, credit counseling and homeownership assistance), others shy away from doing more than just taxes. Often, staff and volunteers are uncomfortable “recommending” financial products or strategies to their customers. Even if you have not promoted savings in the past, we recommend that you make special efforts to build awareness and actively promote the new Savings Bond option for the following reasons:

· Unlike other financial services or asset-building programs, this opportunity is on the tax form, so educating filers about it is part of your job as tax preparers.

· Surveys suggest that most low-income filers, like most Americans, want to save and recognize that they need to save more. But, they often lack accessible ways to achieve their savings goals.

· U.S. Savings Bonds are a good savings option for lower-income consumers. They can be purchased in smaller-dollar amounts and they are redeemable for any reason after only one year.
· U.S. Savings Bonds are risk-free – there are no fees, hidden or otherwise, no chance of losing your initial investment, and they offer competitive interest rates that keep up with inflation.

For these reasons, promoting the option to purchase U.S. Savings Bonds is not about convincing people to save, but rather about giving them a way to save. In its pilot efforts, the Doorways to Dreams Fund (D2D Fund) found high interest in purchasing U.S. Savings Bonds among VITA site tax filers. When offered the opportunity to purchase bonds using their tax refund, between 4% and 6% took advantage of the offer during the three-year pilot period (tax season 2007 through tax season 2009).

In tax season 2010, the first year this option was available to tax filers, 22,365 tax filers around the country were able to purchase bonds for a total of $11 million. 

3. What Do Tax Sites Need to Know about U.S. Savings Bonds?

In order to help filers make an informed decision about whether they want to purchase U.S. Savings Bonds on their tax return, it is important for tax site staff and volunteers to know how the bonds work.

Some filers may already be familiar with U.S. Savings Bonds; others may have questions about how much they can or need to save, how the bonds will be delivered, and what interest the bonds will earn.

The answers to those and other questions are outlined below:

· The type of bond purchased on a tax return is a Series I U.S. Savings Bond. It looks like this:
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· Tax filers will receive bonds worth the full amount they designate – there are no fees or charges for

purchasing U.S. Savings Bonds.

· The minimum purchase is $50 and you can purchase any amount (up to a maximum of $5,000) in $50. 

· There is no credit check and no additional identification or documentation is required.

· Series I Bonds are safe, low risk products. You cannot lose the initial purchase amount and they are guaranteed by the government, have competitive interest rates and are protected against inflation.

· Interest rates change twice a year (the Bureau of the Public Debt announces the adjusted rates each May 1st and Nov 1st). The interest is a composite rate, comprising a fixed rate of return that is the same for the life of the bond and a variable semiannual inflation rate.

· Interest accrues from the 1st day of the month and compounds semiannually, based on the issue date, until the bond is redeemed. Series I U.S. Savings Bonds continue to accrue interest for up to 30 years from the purchase date.

· Earned interest is subject to federal income tax but is exempt from state and local income tax.  Taxes on earned interest can be paid on redemption or maturity, whichever comes first.

· U.S. Savings Bonds are a medium- to long-term savings vehicle.  You must hold them for at least one year, but can redeem them at any time after that with a valid ID by going to any bank or credit union. However, if redeemed before five years, the last three months’ interest is forfeited.

4. How Does the Savings Bond Option Work?

Tax filers who are interested in purchasing U.S. Savings Bonds do so using Form 8888, the same form used to designate a split refund. Tax filers without bank accounts can save a portion of their refunds in U.S. Savings Bonds. Form 8888 has been modified to include a new section (Part II) just on savings bonds.  To purchase bonds, tax filers or tax preparers need to enter, on each line in Part II, the amount for bonds and, if purchasing bonds for others, the names of the recipients.  Part I is the “Direct Deposit” section and is the same as the direct deposit section in prior versions of the form.

The filer can choose any purchase amount, in $50 increments (with a minimum purchase of $50) up to a maximum of $5,000. 

Once the return is filed, the tax filer will receive their refund, minus the Savings Bond amount, as a direct deposit into their primary direct deposit account. The filer will also receive the paper Savings Bonds in the mail to the address listed on the tax return. (Please note that filers cannot choose the denominations they want for the bonds they purchase.)
5. What You Can Do

Tax preparation programs play a critical role in making sure that all tax filers know about and are able to take advantage of the new Savings Bond option. Below are some suggestions for what you can do:

· Make sure every tax client is aware of the option.
Use posters, flyers and other materials to market the new opportunity. Train all intake and tax preparation volunteers, asset and financial coaches as well as quality reviewers, to ask every tax filer if they are interested in purchasing U.S. Savings Bonds. Find materials you can use at http://bondsmakeiteasy.org/taxpreparers/materials.
· Train tax preparers on how to promote and purchase bonds.
 Volunteers and staff are much more likely to promote the bond option if they are comfortable entering it on the tax return and they believe in the product. Train preparers in how to talk to clients about bonds, savings bond features, why saving and particularly saving at tax time is important and on completing Form 8888. Print copies of this QuickGuide as a reference for volunteers. And access training at http://bondsmakeiteasy.org/taxpreparers/training. 
· Make it clear that savings is a program priority.
Many volunteers (and clients) are focused narrowly on tax preparation. But the mission of EITC Campaigns goes beyond that. Send a clear message throughout your program that the goal is long-term financial
· Integrate the Savings Bond message into all asset-building efforts.
If your program or partners are engaged in asset-building efforts, from Bank On programs to homeownership programs, tax time savings is an important complementary message that can jump-start any savings or financial goal.



Get involved. Contact us at http://bondsmakeiteasy.org/contact.
� This QuickGuide was developed in partnership with the Doorways to Dreams Fund (D2D). More information


about the U.S. Savings Bond option, as well as free computer-based training and downloadable posters and


brochures, can be found at �HYPERLINK "../Local Settings/Temp/www.d2dfund.org/taxtimebonds/tools"��www.d2dfund.org/taxtimebonds/tools�.


� For more on Series I Savings Bonds, see the Treasury’s web site: www.treasurydirect.gov/indiv/indiv.htm.





� See also the QuickGuide on Direct Deposit available at �HYPERLINK "../Local Settings/Temp/www.EITCplatform.org"��www.EITCplatform.org�.








