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depositors in recently failed banks
were retired people who thought they
were fully covered by FDIC
insurance... until their bank failed
and they got the disturbing news that
some of their money was over the
federal insurance limit.

To help you better understand how
bank deposits may be used to pass
savings on to your heirs and how
FDIC coverage works, here’s an
overview.

Payable-on-Death (POD) Accounts:
These accounts, sometimes called
testamentary, ‘Totten trust or in-trust-
for accounts, can be set up at a
banking institution with a simple,
written declaration from you (usually
on the “signature card” in the bank’s
records) that the funds will belong to
one or more named beneficiaries
upon your death. If properly titled, a
traditional certificate of deposit (CD),
other savings account or even a
checking account can be set up as a
POD account.

POD accounts and living trusts
(described in the next section) are
both types of “revocable” trust
accounts, which are relatively flexible
types of trust accounts in which the
depositor retains the right to revoke
the trust. “The word ‘trust’ suggests
there are limits on your use of the
money, but there are no real limits,”
says FDIC attorney Christopher
Hencke. “The money is still yours to
spend, save or invest, and you can
even change your mind about who

should inherit the funds.”

Perhaps the biggest reason people
establish POD accounts (and other
accounts described in this article) is
that, upon the death of the owner, the
assets often can pass to loved ones
without going through probate,
which is the process of distributing
your assets through an estate
administrator. Avoiding probate can
minimize delays, legal expenses or

other potential problems (such as a
contested will) in transferring assets
to heirs. Depending on your state’s
laws, though, it’s possible that a POD
account may still be subject to the
requirements in your will and probate
proceedings.

Also, a POD account, unlike a living
trust and certain other trusts, is
simple and easy to establish, and
there’s no need to pay an attorney to
draw up a formal trust document.
“The simplicity of the payable-on-
death account makes it the most
common type of revocable trust
account,” says FDIC attorney Joe
DiNuzzo. “A POD account has no
trust agreement — the only
documentation is the bank signature
card on which the owner designates
the beneficiaries.”

Yet another attraction of a POD
account (as well as a living trust) is
that, in most cases, the FDIC’s rules
provide additional insurance coverage
beyond the basic type of bank
account. Here’s how. Even though the
depositor is recognized as the owner
of the funds, the FDIC insures POD
and other revocable trust accounts
(including living trusts) up to
$100,000 for each “qualifying”
beneficiary ($200,000 if there are two
qualifying beneficiaries, $300,000 if
there are three, and so on). Which
beneficiaries qualify? Under the
FDICs rules, they are a depositor’s
spouse, child, grandchild, parent or
sibling. Stepparents, stepchildren,
adopted children and similar
relationships also qualify.

What happens if you name a non-
qualifying beneficiary, such as a niece,
nephew, cousin, in-law, friend or
charitable organization? The portion
payable to a non-qualifying
beneficiary would be added to any
accounts you have at the bank in the
single (or individual) account
category and that total will be insured
to $100,000. Example: A $200,000
POD account naming the owner’s

two nieces as the beneficiaries would
not be insured in the revocable trust
category. Instead, the $200,000 would
be insured as the depositor’s single-
ownership funds. The $200,000
would be added to any other single-
ownership funds the depositor has at
the bank and the total would be
insured for $100,000.

If a POD account is owned by two
people, FDIC insurance will be
determined as if each co-owner had a
separate account. This means if two
parents have a joint POD account
naming their three children as
beneficiaries, it would be insured up
to $600,000 (with $300,000 assigned
to each parent).

"These revocable trust accounts also
are separately insured from any other
accounts (individual, joint,
retirement) that a depositor has at the
same institution. But be aware that
the POD accounts and other
revocable trust accounts you have at
one institution, including any living
trust accounts, are added together for
FDIC insurance purposes and
covered up to $100,000 per qualifying
beneficiary. For example, if a father
has a POD account naming his son
and daughter as beneficiaries and he
also has a living trust account naming
the same beneficiaries, the funds in
both accounts would be added
together and the total insured up to
$200,000 ($100,000 for each
qualifying beneficiary).

Living Trust Accounts: As
mentioned, a living trust account is
comparable to a POD account in that
you still have control over the money
and the assets will transfer directly to
the beneficiaries instead of going
through probate. However, a living
trust account is very different from a
simple POD account in that the
money is deposited in connection
with a formal, legal document
typically called a living trust or a
family trust and drafted by an
attorney.
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beneficiary in the living trust
account,” adds FDIC attorney
DiNuzzo. “This means that if the
beneficiaries have unequal interests in
the trust — say, 50 percent of the
assets are to go to the owner’s spouse
and 25 percent to each of his children
— the FDIC will apply the $100,000
limit to each beneficiary’s share.”
Also, as with POD accounts, any
living trust deposits for non-
qualifying beneficiaries (such as a
cousin or nephew) would be insured
with the depositor’s individual
accounts, not on a $100,000-per-
beneficiary basis.

FJoint Accounts: These are deposit
accounts — checking, savings or CDs
— jointly owned by two or more
people. A joint account indicating a
“right of survivorship” allows the
funds in the account to pass to the
surviving co-owner without going
through probate when one of the co-
owners dies. With a joint account, the
owners have access to the funds in an
emergency or, for that matter, at any
time.

In addition, each person’ share in all
joint accounts at an institution is
protected by FDIC insurance up to
$100,000. So, if two people own a
joint account, and they had no other
joint accounts at the same bank, that
account would be FDIC-insured up
to $200,000 ($100,000 for each
owner), separately from other
accounts (single accounts, PODs and
so on) at the same bank. Note that to
qualify for this coverage, every co-
owner must have equal rights to
withdraw funds and must sign the
account’s signature card at the bank
(unless the account is a CD).

On the other hand, some people may
not want to give joint ownership of
funds to another person, no matter
what the insurance benefits may be.
“We always caution people not to
open up joint accounts with others

just to qualify for additional insurance
coverage,” says Nagle. “You need to
remember that by establishing a joint
account with another person, you are
giving him or her equal ownership of
the funds. This other person will have
as much right to the money as you
do, and you shouldn’t take that fact
lightly.”

Retirement Accounts: Thanks in part
to Individual Retirement Accounts
(IRAs), Keogh accounts (for the self-
employed), employer-sponsored
pension or profit-sharing plans,
“401(k)” accounts and other vehicles
that help Americans save for their
golden years, it’s possible to gradually
accumulate a fairly large sum of
money to pass along to your heirs. In
general, you can expect that
retirement funds you designate for
beneficiaries will pass to those heirs
without going through probate.

Under the FDICs rules, your IRA
and self-directed Keogh deposits
(those over which you have control)
at the same bank are added together
and insured up to $100,000.
Employee benefit-plan accounts
(pension plans and profit sharing) at
the same bank are typically insured
separately from IRA and Keogh
funds. In addition, these retirement
accounts are insured separately from
your funds in other types of deposit
accounts, such as individual, joint and
POD accounts.

But remember this: Retirement
accounts — unlike POD and living
trust accounts — do not qualify for

extra coverage by adding additional
beneficiaries. Insurance is capped at
$100,000 per owner. To get more
insurance for your retirement money,
you’d need to divide the money
among different insured institutions.

Final Thoughts

If you or your family has $100,000 or
less in all your deposit accounts at the
same insured institution, you don'’t
have to worry — you're fully
protected. But if you have funds at
one institution totaling more than
$100,000, you’d be smart to
understand how to protect yourself
with FDIC insurance. For example,
each person’s deposits in different
ownership categories — single, joint,
retirement, revocable trust (POD and
living trust) accounts — at the same
institution are each separarely insured
to $100,000. That means you could
have far more than $100,000 at one
insured institution and still be fully
protected.

Also be aware that a change in your
family’s situation, such as a divorce or
the death of an account owner or
beneficiary, could significantly
increase or, more often, decrease the
amount of your FDIC insurance
coverage.

The FDIC can help you understand
your coverage and get the peace of
mind you’re looking for from deposit
insurance. To read or learn more
about FDIC coverage, see the box
below

® o to the FDIC WebD site at www.tdic.gov.

* Call our toll-free consumer assistance line at 877-275-3342
(or 800-925-4618 for the deaf/hard-of-hearing). The phone
line is staffed Monday through Friday, 8:00 a. m. to 8:00 p. m., ET.

* E-mail your questions using the FDIC’ Customer Assistance
Form at www?2.fdic.gov/starsmail/index.asp.

® Send a letter to FDIC, Division of Supervision and Consumer
Protection, 550 17th Street, NW, Washington, DC 20429-9990.
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1. Estate planning is a term to
describe organizing your financial
affairs so that money, property and
other assets can go to your heirs in an
efficient manner.

True or False?

2. The only way to ensure that a bank
account passes to your heirs with a
minimum of costs, taxes and hassles is
to obtain a formal legal document
called a “living trust.”

True or False?

3. Recent changes in the FDIC%
insurance rules make it more likely
that a family’s deposits held by a
living trust will be fully protected if
their bank fails. This is because the
FDIC will no longer impose limits on
the insurance coverage if the trust
contains conditions on when the
funds could pass to a beneficiary.
True or False?
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4. John has both a payable-on-death
trust account and a “living trust”
account at the same bank. Both trusts
name the same three people — John’s
wife and two children — as equal
beneficiaries. Under the FDIC rules,
both accounts are combined for
insurance purposes and protected up
to $300,000 — $100,000 for each
beneficiary.

True or False?

5. If you receive an e-mail requesting
you to re-submit your Social Security
number and bank account
information to a bank or company
you may do business with, it’s safe to
provide this information as long as
the e-mail includes the name and
logo of that entity.

True or False?

6. Under new U.S. rules to help fight
terrorism, financial institutions

"z based nn informatian in thic issue

generally are required to ask for a
Social Security number or other
taxpayer identification number before
opening a deposit, loan or other
account.

True or False?
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