


and may carry more risks than
traditional CDs sold directly by
banks, especially in terms of your
ability to lock in an attractive
interest rate or get your money
back early.

Example: The broker may say
that if you need your money
before the CD matures, the firm
will purchase your CD back
without an early withdrawal
penalty. While this feature may
sound attractive, the buy-back
offer probably means that the
broker would attempt to find
someone else to buy your CD at
the going market rate. If interest
rates on new CDs have increased
above the rate your old CD pays,
your broker would try to find a
buyer by selling your CD at a
discount—a loss to you that could
be more than a bank’ early
withdrawal penalty, perhaps even
resulting in  Joss of some of your
original deposit.

“Before you invest in a CD
through a broker, you need to
understand the terms and be
comfortable that the CD the
broker is offering fits your needs,”
says Kathleen Nagle, a Senior
Consumer Affairs Specialist with
the FDIC. “Otherwise, you could
find yourself unpleasantly
surprised when you realize that
the CD you purchased from the
broker isn’t what you thought it
was, based on your past
experience buying CDs from your

local bank.”

Adds Kate Spears, an FDIC
Consumer Affairs Specialist:
“Unfortunately, we’ve found
people entering into transactions
without asking the important
questions simply because the

investment was identified as
FDIC-insured.”

How to Choose Wisely

If you’re thinking about
purchasing ¢ rokered CD, FDIC
Consumer News offers these tips
to help you make sure you know
what you're getting and that it’s
appropriate for you.

Make sure you’re dealing
with a reputable broker.

A deposit broker can be anyone
from one person working alone
from home to someone affiliated
with a major financial services
firm. There is no federal or state
licensing or certification process
to become a deposit broker, and
the FDIC does not examine,
approve or insure deposit brokers.
Given the complexity of brokered
CDs and the potential risks—and
the fact that there have been a few
cases reported of nnscrupulous
deposit brokers ¢ :gedly
misleading or defrauding
investors—consider these
precautions.

First, try to deal with someone
you believe will only recommend
investments that are appropriate
for you, and will try to answer
your questions and resolve your
problems. For a brokered deposit,
your best bet may be a financial
professional you already know
and trust, such as a stockbroker or
financial planner with whom
you’ve had a good, long-term
working relationship.

But, what if you’re thinking about
an offer from an unfamiliar
deposit broker or company?
Independently check on the
broker’s credentials and
reputation for honest dealing.
You’ll want to find out about the
broker’s work experience and any
history of actual or alleged
misconduct by the broker or his
or her firm, as evidenced by

disci nary actions by
government regulators, consumer
complaints about unfair or
improper conduct, and similar
information. Perhaps the easiest
way to get this information is to
call your state government’s
consumer protection office, which
will be listed in your local phone
book and other directories, often
as part of the state Attorney
General’s office. If that office
doesn’t have the information
you’re looking for, ask to be

directed elsewhere, perhaps to the
state securities regulator or the
office that generally licenses
businesses in your state.

And, while there is no licensing
requirement to be a deposit
broker, we suggest that you find
out from your state government if
the broker or brokerage firm
you’re considering is authorized
by the state or federal
government to do other business
in your state, such as sell
securities to the public. The fact
that a deposit broker isn’t
officially licensed in some other
field doesn’t mean he or she isn'’t
reputable. But, a deposit broker
who s licensed in another
profession comes under
government regulation or
industry oversight that “provides
a higher degree of assurance that
the deposit broker is legitimate”
even though this regulation or
oversight has nothing to do with
deposit-brokering activities, says
Christopher Hencke, an FDIC
attorney. “Remember, someone
who’s not licensed or registered
may not be regulated at all, for all
intents and purposes, and that’s
vy it may be riskier sending
money to that person.”

These steps will help you “collect
enough information to obtain a
comfort level to proceed or a
discomfort level not to proceed
with a deposit broker,” says Karen
Currie, a fraud examiner with the
FDIC.

Understand the potential
risks and rewards of a
brokered CD.

Ask questions and read as much
information as possible about a
CD’s terms and conditions,
especially regarding the fine print.
“Don’t solely rely on the broker’s
oral presentation or mathematical
calculations,” adds Currie. Here
are some of the basic details we
think you’d want to learn before
agreeing to buy a CD from a
broker:












Your bank may close your
deposit account and give you
your money back. Examples of
when that could happen: You
bounce a certain number of
checks. You refuse to pay the fees
for bouncing checks (or some
other fees, for that matter). Your
account balance falls below a
certain amount. Or, you don’t
make any deposits or withdrawals
for many years and the bank’s
efforts to locate you prove
unsuccessful, in which case the
bank typically will transfer funds
from these “dormant” accounts to
the state government’s unclaimed
property office.

Your credit card issuer may
cancel your account. “Your bank
may have the right to close your
charge account if you exceed your
credit limit or fail to pay certain
fees, such as late-payment
penalties,” says Ann Johnson, an
FDIC consumer law attorney in
Washington. “The bank also may
cancel your credit card account if
the checks you send in for
payment are returned because of
insufficient funds.”

Your bank may deduct money
from your account under
certain circumstances. Suppose
you have an auto loan with the
same bank where you have a
checking account. If you don’t
make a monthly loan payment,
the bank may be able to deduct
the payment from your deposit
account. The bank’s right to
divert money to cover a debt is
governed by state law, which can
vary significantly from state to
state. If your bank has the right to
take funds to cover money you
owe the institution, this right is
probably noted in your loan
contract. Some state laws require
the bank to give you advance
notice before taking the loan
payment; others don’t.

There also are times when a court
will order a bank to freeze a
customer’s account so that funds
can be used to pay another
creditor or for child-support or

back taxes. In these situations, the
customer will be notified before
any money is transferred out of
the bank, so that he or she has a
chance to contest the matter in
court.

A court also can order your bank
to open your safe deposit box.
Robert Patrick, another FDIC
consumer law attorney in
Washington, says this often
occurs if the person renting the
box dies and the executor of the
estate doesn’t have access to the
box. Other examples, according to
Patrick: If law enforcement
authorities convince a judge that
the box contains evidence of a
crime. If someone claiming you
owe money gets a court order to
see whether the box contains
anything of value. (“Of course,
you’d first have the opportunity
to show the contents of the box
voluntarily,” adds Patrick.)
Finally, the bank may need to
open the box to turn unclaimed
property over to the state, in
much the same way that dormant
savings and checking accounts are

handled.

Name May Still Be the
Same Bank

We’ve previously cautioned
readers that some banks and
thrifts operate branches and
Internet sites under a different
“trade” name than the company’s
“legal” name. The FDIC is
especially concerned that
depositors who are confused
about the true identity of a
particular institution could
inadvertently exceed the $100,000
insurance limit. Suppose you have
$70,000 in a savings account at
Main Street Bank and, after
surfing the Web, you deposit an
additional $50,000 at Internet
Bank, v ich you didn’t realize
was a division of Main Street
Bank. “If Main Street Bank fails,
so does Internet Bank because

they are really the same bank,”
says Marc Goldstrom, an FDIC
attorney in Washington. “Your
accounts would be combined and
insured up to $100,000, so you
could lose $20,000.”

Because the FDIC continues to
get inquiries from consumers
about banks or Web sites with
unfamiliar names, we offer these
suggestions:

First, the more unusual the name,
e more likely it’s worth your
time to check out the bank before
conducting business. “A snappy or
high-tech sounding name that’s
not common for a bank is a tip-
off that this might be a division of
a traditional bank or not even a
bank at all,” says Cynthia
Bonnette, a bank technology
specialist with the FDIC in
Washington. You may call toll-
free 800-934-3342 or write the
FDIC’s Division of Compliance
and Consumer Affairs (see the
next page) to confirm that a
particular bank or savings
institution is FDIC-insured.
The FDIC also maintains an
online database of insured
banking institutions at
www2.fdic.gov/structur/search/
findoneinst.cfm. However, your
search must use the legal name of
the bank because the system does
not include trade names of
branches or Internet sites.

Because the FDIC and other
federal regulators have advised
banks to clearly identify their
legal names in advertisements,
you also should be able to find
the official name of a bank on its
Internet site. The wording might
say something like “Internet Bank
is a division of Main Street Bank”
or “Internet Bank is a service of
Main Street Bank.” Also, look for
a link from the home page to a
section (often called “about us”)
with facts about the history of the
institution, any ties to other
financial institutions, and perhaps
details ab~-+ its FDIC insurance
coverage
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Please send us your suggestions, questions and stories about helping kids learn the
right way to use their first credit cards, debit cards and checking accounts

Before teenagers are out making information primarily to help differently, and why? The best
financial decisions on their own— parents he  their high school- suggestions may appear in our
at the shopping mall, away at and college-age kids prepare for upcoming report.

college or anywhere else—they the real world of credit cards and

If you have questions or topics
you’d like addressed in our
feature, we're glad to get those,

need to be taught the importance cash registers.
of good money management. In

an upcoming issue of FDIC How can you help? Please send us
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