


























interest, each portion would be separately insured.
But under the rules, principal and interest are added
together and insured to a maximum of $100,000.

Some depositors receive their earned interest in a
separate check. For example, a person might have a
$100,000 CD for which the depositor receives a $600
check at the end of each month. But suppose the
depositor does nothing with these interest checks for
five months and then the unthinkable happens—the
bank fails. Instead of having just 2 $100,000 CD and a
few days’ accrued interest, the depositor has that plus
$3,000 in uncashed interest checks that, under the
rules, must be combined for insurance purposes.
Again, because the checks weren’t cleared through the
banking system, they are still considered to be on
deposit and are added together with the other
deposits you own.

Not adjusting accounts in a timely manner
after a depositor dies.

The FDIC’ insurance regulations were amended in
July 1998 to ease the potential financial hardship on
depositors who have lost a loved one. For six months
after someone’s death, the FDIC will insure that
person’s accounts as if he or she were still alive.
During this grace period, the insurance coverage of
the deposit owner’s accounts will not change unless
the accounts are restructured by those authorized to
do so. The FDIC applies the grace period only if its
application would increase, rather than decrease,
deposit insurance coverage.

Still, many people fail to act within the six-month
grace period. Here’s an example of what would
happen: Joint accounts between a husband and wife
would automatically become part of the surviving
spouse’s individual accounts at the bank unless a
change was made within six months. That could put
the survivor’s individual accounts over the $100,000
insurance limit, potentially resulting in a financial
hardship for a family already in grief.

Believing that IRAs and Keoghs are fully
insured regardless of the deposit balance.

FDIC claims agents have recently encountered
situations where depositors at failed instituions had
Individual Retirement Accounts (IRAs) or Keogh plan
accounts (similar to an IRA but for the self-employed)
totaling well beyond $100,000. “Most of these IRA
and Keogh depositors have been surprised to find
themselves uninsured,” says the FDIC’s Sullivan.
“The misconception is that retirement accounts are
tully insured regardless of the amount, which is not
the case.”

Here’s a quick overview of the FDIC’s rules for
retirement savings:

¢ IRAs and self-directed Keogh funds are separately
protected from any non-retirement funds you may
have at an insured institution, and they are added
together and insured up to $100,000 in total.

¢ The Roth IRA created by Congress in 1997 is
treated the same as a traditional IRA for d osit
insurance purposes.

® The new Education IRA is not considered an IRA
for deposit insurance purposes. Because of its
features, the Education IRA is insured as an
“irrevocable trust account.” Such accounts 74y be
insured up to $100,000 per beneficiary, but often
they are insured only up to $100,000 for the entire
trust. Some or all of the funds in an irrevocable
trust account may even be insured as the depositor’s
single ownership funds. The coverage depends on
the terms of the trust.

Not understanding the potential problems
when depositing funds through a broker.

Many folks use deposit brokers to place funds for
them in various FDIC-insured financial institutions.
Typically, the broker will pool funds from many
clients and make a single deposit in a financial
institution on behalf of the many customers. While
this arrangement is permissible, you sdll need to be
careful.

Example: Your broker may put some of your funds in
an institution where you, on your own, have made
deposits. “If you find that out only after the
institution has failed, you could have some money
uninsured,” Halpin says. That’s because your deposits
from both sources would be added together and
insured only to the federal limit, which is generally
$100,000.

Chris Hencke, an FDIC attorney in Washington who
specializes in d  osit insurance matters, points to
another potential concern: You need to be sure you're
dealing with a reputable company. “The FDIC does
not examine, approve or insure deposit brokers,” he
says. “If a broker collects money from you but fails to
place those funds at an FDIC-insured institution,
your money will not be protected by the FDIC.”
How can you check out a deposit broker? Try the
National Association of Securities Dealers at (800)
289-9999 for “registered” broker/dealers. Or, contact
the state government agency that regulates businesses
in your state (if it requires brokers to register in order
to do business there).

Hencke also says that, before you commit funds to a
broker, ask how it will title the account at the bank.
Why? Because if the bank fails, the FDIC looks at
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