FDIC Insurance for Trust accounts

By Richard J. Shapiro, J.D.

 The recent failure of IndyMac Bank, as well as the current volatility in the financial markets, has led to a renewed focus on something a lot of people took for granted:  FDIC insurance for bank accounts.


Historically, savings accounts and CDs offer paltry returns when compared to stocks, corporate bonds, and other investments. For many clients, the low rate of return is an acceptable trade-off for the safety of FDIC insured bank accounts.   However, such protections can be lost if careful attention is not paid to the FDIC regulations, and the presumed lack of risk can be a costly mirage. 

Most people are aware that the FDIC insures an individual’s deposits of up to $100,000 in a single FDIC insured bank.  This insurance applies whether the assets are held in a single account for $100,000, or in multiple accounts totaling up to $100,000.  If an account is jointly owned, the account is FDIC insured up to $200,000.  But, for those individuals who have more than $100,000 in assets (or couples with more than $200,000 in assets) that they want to fully protect but without the hassle of dealing with multiple banks, there exist a number of ways to increase the amount of insurance available in an FDIC insured institution.  One excellent mechanism is through the use of accounts owned by revocable living trusts.

There are separate FDIC rules, that apply to both “informal” revocable trusts -- which include “in trust for” (ITF) and “pay on death” (POD) accounts – as well as accounts owned in “formal” revocable trusts, which are governed by a revocable living trust agreement.  For “informal” trust accounts, the amount of FDIC insurance is determined by the number of “qualified beneficiaries” listed in the various ITF or POD accounts held by the account owner at a particular bank.  Qualified beneficiaries include only the following: the account owner’s spouse, children, grandchildren, parents or siblings.

For example, if John has a $300,000 CD designated ITF for his son James, daughter Mary, and granddaughter Emma, the entire $300,000 is fully insured, because the owner is insured up to $100,000 for each qualified beneficiary’s interest.  If Emma were a great-granddaughter (and thus not a qualified beneficiary), the account would still remain fully insured, but John would have to make use of the FDIC’s “single ownership” exemption for the otherwise non-exempt $100,000 portion of that account.  Under this same example, if John’s wife was also an owner of the account, the account could be insured for up to $600,000 – all at a single bank!

The rules for accounts owned by formal revocable trusts are a bit more complex, but utilize the same logic as the informal trust accounts.   Assume that the “Richard J. Shapiro Living Trust” owns the same $300,000 CD at an FDIC insured bank.  Since my wife and two children are beneficiaries of my trust, the entire $300,000 CD would be insured, as each one is a qualified beneficiary under FDIC rules..  However, if my wife were to predecease me, then the trust would have only two qualified beneficiaries, and would only be insured for up to $200,000.   Accordingly, upon the death of a grantor or beneficiary of a revocable trust, it is critical to review all FDIC insured bank accounts to determine if the accounts have lost any of the insurance protection.

There are many other FDIC rules for more complex circumstances that are beyond the scope of this article, such as when a trust provides for unequal distributions to trust beneficiaries.  If you would like to learn more about these rules, send me an e-mail and I will forward a copy of the current FDIC guidelines.
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