A QUICK GUIDE TO MAXIMIZING

FDIC INSURANCE COVERAGE

By:  Courtney D. Roschek


In the wake of EESA the FDIC has made temporary, yet substantial, changes to FDIC Deposit Insurance Coverage. Please note that with the exception of the EESA update below, all coverage examples are based upon the long standing FDIC coverage rule that depositors are entitled to $100,000.00 worth of coverage/per insured bank. Further, none of this information should be construed as legal advice, please contact Maddin Hauser directly should you have any inquiries. 

********The FDIC and the Emergency Economic Stabilization Act of 2008********
 
On October 3, 2008, President George W. Bush signed the Emergency Economic Stabilization Act of 2008, which temporarily raises the basic limit on federal deposit insurance coverage from $100,000 to $250,000 per depositor. The temporary increase in deposit insurance coverage became effective upon the President's signature. The legislation provides that the basic deposit insurance limit will return to $100,000 after December 31, 2009.
By letter dated October 3, 2008 (Financial Institution Letter 102-2008), the FDIC advised insured institutions they should inform depositors that the coverage increase is temporary and effective only until December 31, 2009. The legislation did not increase coverage for retirement accounts; it continues to be $250,000.

Additionally, the FDIC has instituted the Temporary Liquidity Guaranty Program to strengthen confidence and encourage liquidity in the banking system by guaranteeing newly issued senior unsecured debt of banks, thrifts, and certain holding companies, and by providing full coverage of non-interest bearing deposit transaction accounts, regardless of dollar amount. Under the plan: 

· certain newly issued senior unsecured debt issued on or before June 30, 2009, would be fully protected in the event the issuing institution subsequently fails, or its holding company files for bankruptcy. This includes promissory notes, commercial paper, inter-bank funding, and any unsecured portion of secured debt. Coverage would be limited to June 30, 2012, even if the maturity exceeds that date; and
· any participating depository institution will be able to provide full deposit insurance coverage for non-interest bearing deposit transaction accounts, regardless of dollar amount. These are mainly payment-processing accounts, such as payroll accounts used by businesses. Frequently, these exceed the current maximum limit of $250,000. This new, temporary guarantee—which expires at the end of 2009—will help stabilize these accounts.
All FDIC-insured institutions will be covered under the program for the first 30 days without incurring any costs. After that initial period, however, institutions wishing to no longer participate must opt out or be assessed for future participation. If an institution opts out, the guarantees are good only for the first 30 days (FDIC Press Release dated October 14, 2008). 
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I. THE FEDERAL DEPOSIT INSURANCE CORPORATION

A. What is the FDIC and how is it funded?

1. The Federal Deposit Insurance Corporation (FDIC) preserves and promotes public confidence in the U.S. financial system by insuring deposits in banks and thrift institutions for at least $100,000; by identifying, monitoring and addressing risks to the deposit insurance funds; and by limiting the effect on the economy and the financial system when a bank or thrift institution fails.
2. An independent agency of the federal government, the FDIC was created in 1933 in response to the thousands of bank failures that occurred in the 1920s and early 1930s. Since the start of FDIC insurance on January 1, 1934, no depositor has lost a single cent of insured funds as a result of a failure.
3. The FDIC receives no Congressional appropriations – it is funded by premiums that banks and thrift institutions pay for deposit insurance coverage and from earnings on investments in U.S. Treasury securities. With an insurance fund totaling more than $49 billion, the FDIC insures more than $3 trillion of deposits in U.S. banks and thrifts – deposits in virtually every bank and thrift in the country.
B. FDIC coverage basics.

1. The basic FDIC insurance amount is $100K per depositor, per insured bank. Coverage, however, is based on the concept of ownership rights and capacities. Deposits maintained in different ownership rights and capacities at one bank are separately insured to the insurance limit. Deposits maintained in the same ownership rights and capacities at one bank are added together and insured to the insurance limit. Thus, it is possible to have deposits of more than $100K at one insured bank, in different ownership capacities, and still be fully insured.

2. There are 8 different legal categories recognized by FDIC regulations for coverage beyond the basic $100K amount: single accounts, joint accounts, self-directed retirement accounts, revocable trust accounts, employee benefit plan accounts, corporation/partnership and unincorporated association accounts, and government accounts. 

C. Your solution to maximizing FDIC coverage:

1. Mix it up! 

2. Maximize your FDIC protection by placing your assets in multiple ownership categories at multiple banks.

II. FDIC DEPOSIT INSURANCE CATEGORIES AND LIMITS

A. Single accounts (12 C.F.R. § 330.6)﻿(added together with a total insured limit of $100K).

1. Single accounts are accounts that are:

a. in one person’s name alone;

b. established for one person by an agent, nominee, guardian etc.;

c. held in the name of a sole proprietorship; or

d. established for a decedent’s estate.

2. The default category: Any account that fails to qualify under another ownership category defaults to a single account.

EXAMPLE:
Napoleon Jones has four single accounts at the same bank.  Three accounts are held in his name alone (3 accounts @ $35,000.00) and one account held by his business, which is a sole proprietorship (also considered a single account) (1 account @ $45,000.00). 

Total of all single accounts in Napoleon’s name: 
$150,000.00

FDIC deposit insurance limit:



$100,000.00.  

Uninsured amount:





$50,000  

B. Self-directed retirement accounts (﻿12 C.F.R. § 330.14(c)(2)): (owned by one person, titled in the name of that person’s retirement account) added together and the total is insured up to $250K. 

1. These accounts include:

a. All IRAs (Traditional, Roth, SEPs, SIMPLE);

b. §457 deferred compensation plan accounts;

c. Self directed defined contribution plan accounts (401Ks, SIMPLES, money purchase plans, profit sharing plans); and

d. Self directed Keogh plan (403(b)) accounts.

2. Note: 

a. “Self directed” means plan participants have the right to direct how the account is invested.

b. Naming beneficiaries does not increase coverage.

EXAMPLE: Bob Johnson has a Roth IRA in the amount of $110,000 and a traditional IRA in the amount of $75,000 with one bank. Since Bob’s total in all self-directed retirement accounts at the same bank is less than the $250,000.00 insurance limit, his IRA deposits are fully insured.  

Total of all self-directed accounts in Bob’s name: 
$185,000.00

FDIC deposit insurance limit:



$250,000.00.  

Uninsured amount:





$0  

C. Joint accounts (owned by 2 or more people) (12 C.F.R. § 330.7)

1. Requires the following three (3) items for $100K coverage per co-owner (each co-owner’s share of every account that is jointly held at the same insured bank is added together with the co-owner’s other shares, and the total is insured up to the limit):

a. All co-owners must be people;

b. With equal rights to withdrawal; and 

c. All co-owner must sign signature card (unless it’s a CD).

2. EXAMPLE: 

	Account Title
	Deposit Type
	Balance

	Peter and Sue Smith
	CD 1
	$200,000.00

	Sue and Pam Smith
	CD 2
	$200,000.00

	
	Total
	$400,000.00


	Depositors
	Ownership Share
	Insured Amount
	Uninsured Amount

	Peter Smith
	$100,000.00
	$100,000.00
	$0

	Sue Smith
	$200,000.00
	$100,000.00
	$100,000.00

	Pam Smith
	$100,000.00
	$100,000.00
	$0


· Peter’s ownership share in all joint accounts equals ½ of CD 1 ($100,000) so his share is fully insured.

· Sue’s ownership share in all joint accounts equals ½ of CD 1 ($100,000) and ½ of CD 2 ($100,000). Her total share of all joint accounts is $200,000, of which $100,000 is insured and $100,000 is uninsured. 

· Pam’s ownership share in all joint accounts equals ½ of CD 2 ($100,000) so her share is fully insured.

D. Revocable trust accounts (12 C.F.R. § 330.10)

1. POD accounts are insured up to $100K per qualifying beneficiary (in addition to the insurance coverage of owners) if the following requirements are met:

a. Title of account must include commonly accepted terms (POD, ITF, ATF);

b. Beneficiaries must be identified by name in the deposit account records; and

c. Beneficiaries must be “qualifying” (spouse, child, grandchild, parent, siblings). 

2. Living/Family Trust Accounts are insured up to $100K per owner (grantor) for each named qualifying beneficiary and the following is met:

a. Title of account must include “living trust” or “family trust;” and

b. Beneficiaries must be qualifying.

c. NOTE: while similar to POD insurance, these types of trusts often have multiple beneficiaries with varying trust interests and accordingly extensive requirements for maximum coverage. Some key facts include:

i. Coverage is based upon the interests of qualifying beneficiaries who would become entitled to receive trust assets when the last trust owner dies;

ii. If a beneficiary has a life estate in the trust assets; (Family Trust, QTIP Trust)  with other beneficiaries receiving the remaining assets after the first beneficiary dies—the FDIC will recognize all beneficiaries in determining coverage;

iii. If a trust has multiple owners—coverage will be up to $100K per qualifying beneficiary for each owner, provided that the beneficiaries are entitled to receive trust assets when last owner dies; and

(a) i.e. Husband (H) and Wife (W) co-owners of a living trust where upon death of H or W the trust passes to the survivor, and upon the death of the last owner, the assets pass to their 3 children equally—

(b) Thus, living trust is insured up to $600K.

iv. If any of the above requirements are not met—account only insured up to the default or $100K. 

EXAMPLE: ﻿A living trust names an owner's three children as beneficiaries but states that each beneficiary's share will pass to the beneficiary's children (the owner's grandchildren) if the beneficiary dies before the owner. Assuming all three children are alive at the time the bank fails, only the children - not the grandchildren- will be considered beneficiaries for insurance purposes (the grandchildren are not entitled to any trust assets while their parent is alive). Coverage up to $300,000 ($100,000 per beneficiary) will be available on the trust's deposit accounts.

EXAMPLE: ﻿Mary Thompson has a living trust with a balance of $400,000. The trust states that upon her death her husband, Frank, will receive distributions during his lifetime (a life estate interest) and when he dies, the remaining funds are distributed to their three children in shares of 20%, 30% and 50%:

· Step 1: Determine the percentage interest of the life estate beneficiary. (Since there are four beneficiaries, Frank is entitled to 25%.) 

· Step 2: Determine the life estate beneficiary’s share of the deposits. Total deposits ($400,000) times the life estate beneficiary’s Interest (25%) = $100,000

· Step 3: Subtract the life estate beneficiary’s dollar interest in Step 2 from the total deposits ($400,000 less $100,000 = $300,000)

· Step 4: Allocate the remaining deposits ($300,000) based on the percentage Interests of the remainder beneficiaries (the children):

· Nancy’s Interest = $60,000 ($300,000 X 20%) 

· Karen’s Interest = $90,000 ($300,000 X 30%) 

· Larry’s Interest = $150,000 ($300,000 X 50%) 

· The total amount insured in this example is $350,000.

E. Irrevocable trust accounts (12 C.F.R. § 330.13)

1. Generally: the interests of a beneficiary in all deposit accounts, established by the same grantor, and held at the same insured bank under an irrevocable trust are added together and insured up to the $100K, only if all of the following requirements are met:

a. Insured bank’s account records must disclose the existence of the trust relationship;

b. The beneficiaries and their interests in the trust must be identifiable from the bank’s account records or from the trustee’s records; 

c. The amount of each beneficiary’s interest must not be contingent; and

d. Trust must be valid under state law. 

2. Note:

a. Beneficiary does not need to be related to the grantor to obtain insurance coverage.

b. If grantor retains interest in the trust, the amount will be added to single accounts owned by grantor at the same bank—with a total of $100K insured. 

c. Irrevocable trusts are not insured per beneficiary when the trust agreement:

i. does not name or provide means of identification of the beneficiaries;

ii. puts conditions on the receipt of assets for certain beneficiaries;

iii. provides that trustee may invade the trust corpus, reducing assets available to remaining beneficiaries; and

iv. provides the trustee or beneficiary with the discretion in the distribution of trust assets.

F. Employee benefit plan accounts (12 CFR 330.14) 

1. Insured up to $100K for each participant’s non-contingent (presumably the vested account balance) interest in the plan—coverage is not based on number of participants, but rather each participant’s share of the plan. 

EXAMPLE: The MHWRH, PC Employee Benefit Plan has a $400,000.00 balance. 

	Plan Participants
	Plan Share
	Ownership Share
	Insured Amount
	Uninsured Amount

	Mr. Maddin
	40%
	$160,000
	$100,000
	$60,000

	Mr. Hauser
	35%
	$140,000
	$100,000
	$40,000

	Ms. Paralegal
	15%
	$60,000
	$60,000
	0

	Mr. Secretary
	10%
	$40,000
	$40,000
	0


The maximum amount of Insurance coverage a plan can deposit at one bank and still be fully insured is determined by ensuring that the employee with the largest percentage interest in the plan deposits does not exceed $100,000. ﻿In this example, if the employee benefit plan has deposited $200,000 in one bank, the deposit results in Mr. Maddin’s interest (the largest participant) being insured for $100,000 (40% of $250,000). When Mr. Maddin’s interest is fully insured, the rest of the deposit will be insured, since the other interests are smaller. 

G. Corporation/partnership/unincorporated association accounts (﻿12 C.F.R. § 330.11): deposits owned by the entity are insured up to $100K at a single bank, but are insured separately from the personal accounts of the entity’s stockholders, partners, or members. 

1. NOTE: 

a. To qualify for coverage under this category the entity must be engaged in “independent activity” (i.e. operated primarily for some purpose other than to increase insurance coverage). 

b. Number of partners/members/associates does not matter—entity account gets $100K

2. EXAMPLE:
The president of a corporation has a personal joint account with her husband at the same bank where her corporation's funds are deposited. The president is an authorized signatory on the corporate account. The joint account with her husband is insured up to $200,000 and the corporation's deposits are separately insured up to $100,000. 

H. Government accounts (12 C.F.R. § 330.15): also known as public unit accounts. This category includes deposit accounts of:

1. The United States,

2. Any state, county, municipality (or a political subdivision of any state, county, or municipality), the District of Columbia, Puerto Rico and other government possessions and territories), and

3. An Indian tribe.  

III. QUICK RESOURCES AND CONTACTS

A. FDIC Coverage Calculator: Edie the Estimator will help you estimate your clients FDIC coverage: 

http://www.fdic.gov/edie/index.html
B. Determine if your clients bank is FDIC insured: 

http://www2.fdic.gov/idasp/main_bankfind.asp
C. FDIC Employee’s guide to FDIC coverage: User friendly resource with practical examples:

 http://www.fdic.gov/deposit/deposits/financial/index.html
D. FDIC guide to revocable/irrevocable trusts:

http://www.fdic.gov/deposit/deposits/di_trust_accounts/index.html
E. FDIC Information Specialists: 1-877-ASK-FDIC

1. Shortcut: After initial prompts press “0” and ask to speak to an “FDIC Deposit Insurance Subject Matter Specialist”

a. This shortcut will connect you with an FDIC research attorney and circumvent the first-level operators. 

IV. OTHER THINGS TO BE AWARE OF
A. Securities investor protection corporation (the SIPC). 

1. What is it?

a. Though created by the Securities Investor Protection Act (15 U.S.C. §78aaa et seq., as amended), SIPC is neither a government agency nor a regulatory authority. 

b. SPIC is a nonprofit, membership corporation, funded by its member securities broker-dealers. 

2. How the SIPC differs from the FDIC

a. The SIPC is not the securities world equivalent of FDIC. Congress specifically considered creating a Federal Broker-Dealer Insurance Corporation, but lawmakers concluded that such a designation would be both misleading and out of step in the risk-based investment marketplace that is so different from the world of banking. 

b. When a member back fails, the FDIC insures all depositors at the institution against loss up to a certain dollar amount. The SPIC, on the other hand, does not bail out investors when the value of their stocks, bonds, and other investments fail for any reason. Instead the SIPC replaces missing stocks and other when possible to do so as a result of theft by a broker or other risk related to brokerage failing. 

3. What assets are eligible for SIPC coverage?

a. Eligible for coverage: cash and securities – such as stocks and bonds – held by a customer at a financially troubled brokerage firm.

b. Ineligible for coverage: commodity futures contracts and currency, as well as investment contracts (such as limited partnerships) and fixed annuity contracts that are not registered with the U.S. Securities and Exchange Commission under the Securities Act of 1933. 

4. SIPC coverage basics:

a. SIPC does not cover individuals who are sold worthless stocks—the SIPC helps individuals whose money, stocks, and other securities are stolen by a broker or put at risk when a brokerage firm fails for other reasons. 

b. SIPC will replace up to $500,000.00 of equities, fixed-income securities and funds for each account. Included in the $500,000.00 is coverage for up to $100,000.00 in cash. 

c. Note: the SIPC replaces shares and not dollar values. Thus, if you own 100 shares of Flobee stock worth $3,000.00 and your broker runs off with them, SIPC replaces your 100 shares—even if they are only worth $1,500.00.

d. For more information: www.sipc.org
B. Certificate of deposit account registry service (CDARS).

1. With CDARS, banks can offer up to $50 million in FDIC coverage by having one institution place your funds into certificates of deposit issued by banks in the CDARS network in increments of less than $100,000 to ensure that both principal and interest are eligible for full FDIC Insurance. 

2. How it works. An example. 

a. Seymour Smith has $600,000.00 deposited at Bank A (a bank that is a CDARS participant). 

b. Bank A separates Seymour Smith’s funds into 11 different CD’s: 6 @ $90,0000.00 and 1 @ $60,000.00.

c. Each CD is held at a different CDARS participating bank( thus the principal and interest of all CD’s will be under the FDIC general rule for coverage: $100,000.00 insured per ownership category, per insured bank. 

3. For more information: www.cdars.com
a. Participating Michigan banks: 


http://www.cdars.com/find-cdars.php
b. Other benefits of CDARS.


http://www.cdars.com/why-cdars.php
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