














that later fails can request a
document from the acquiring bank
(or from the FDIC if there is no
acquirer) showing proof of
ownership and redeem the security
at the nearest Federal Reserve Bank,
or wait for the security to reach its
maturity date and receive a check
from the acquiring institution, which
may automatically become the new
custodian of the failed bank’s T-bill
customer list {or from the FDIC acting
as receiver for the failed bank when
there is no acquirer).

As noted, Treasury securities are not
covered by federal deposit
insurance. However, payments of
interest and principal (including
redemption proceeds) on Treasury
securities that are deposited to an
investor's deposit account at an
insured depository institution ARE
covered by FDIC insurance up to the
$100,000 limit. And even though
there is no federal insurance on
Treasury securities, they are backed
by the full faith and credit of the
United States Government - the
strongest guarantee you can get.

Safe Deposit Boxes

Another bank service that many
customers are confused about with
regard to insurance is safe deposit
boxes. The contents of a safe
deposit box are NOT insured by the
FOIC, or by the bank where the box
is located. {Make sure you read the
contract you signed with the bank
when you rented the safe deposit
box in the event that some type of
insurance is provided; some banks
may make a very limited payment if
the box or contents are damaged or
destroyed, depending on the
circumstances. ) If you are concemed

about the safety, or replacement, of
items you have put in a safe deposit
box you may wish fo consider
purchasing fire and theft insurance.
Usually such insurance is part of a
homeowner’s or tenant's insurance
policy for a residence and its
contents. Consult your insurance
agent for more information. If loods
and earthquakes have been known
to occur in your location, you may
want to look into insurance against
these natural disasters. Separate
insurance for these perils may be
available; again, consult your
insurance agent.

Banks don't take chances, especially
with the vault that contains their cash
and securities or the safe deposit
box area. Keep in mind that safe
deposit boxes are usually a
selfcontained unit encased in a steel
box that is virtually unbreachable. In
at least one instance when a bank
changed its location, the entire unit
was lifted by a crane onto a flatbed
truck, and guards armed with
shotguns accompanied the unit fo its
new location, remaining at the ready
until the whole works were

safely installed.

Of course, on the off chance that the
building burns to the ground, or
someone blows up the building, and
your safe deposit box doesn’t
survive, you'll be pleased that you
purchased insurance on the contents.

In the event of a bank failure, in most
cases an acquiring institution would
take over the failed bank's offices,
including locations with safe deposit
boxes. If the FDIC conducts a payoff
because no acquirer can be found,
boxholders would be sent instructions
about removing the contents of their

boxes. (See Page 14 for more
information about safe deposit boxes

at a bank that fails.)

WHAT ABOUT ROBBERIES
AND OTHER THEFTS OF
FUNDS FROM THE BANK?

Back in the nineteenth century, when
Jesse James and other notorious
miscreants were robbing banks,
owners of the stolen funds were
probably out of luck (insurance was
not likely to be available). But today
those funds may be covered by
what's called a banker’s blanket
bond, which is a multi-purpose
insurance policy a bank purchases to
protect itself from fire, flood,
earthquake, robbery, defalcation,
embezzlement and other causes of
disappearing funds. The banker's
blanket bond ensures that customers’
funds are protected under

those circumstances.

In those rare instances where a bank
employee may tamper with a
customer’s account, the bank's
blanket bond insurance may cover
the loss and the funds could be
returned to the customer. However,
if a third party somehow gains
access to your account and transacts
business that you wouldn't approve
of, you must contact the bank and
your local law enforcement
authorities, who have jurisdiction
over this type of wrongdoing. In any
event, it's always a good idea to
hold onto receipts for any deposits,
withdrawals or other transactions, at
least until they appear on your

bank statement.

For additional information, contact the
appropriate Regional Office of the
FDIC’s Office of Consumer Affairs as
listed on Page 15.
























withdrawals against an unused
portion of a line of credit established
with a bank that subsequently failed,
or it may not. That is strictly a
business decision of the acquiring
institution, which in most cases is
under no obligation to honor a line
of credit agreement made with a
failed bank. The acquiring bank may
buy your revolving credit or other
type of loan agreement at the time it
purchases the failed bank,
depending on your payment history
and other factors. In any event,
payments on the amount you have
drawn should be made as before
until other instructions are received.
You should contact the new bank
regarding the status of your line

of credit.

If there is no acquirer of your failed
bank and the FDIC pays off insured
depositors, lines of credit will be
discontinued (but payments on any
outstanding balances still must be
made). The FDIC does not serve in
the place of the failed bank by
maintaining lines of credit
established with a bank that

later fails.

Customers of failed banks for which
the FDIC cannot find an acquirer
should establish new banking
relationships with other financial
institutions in the area. Those
customers who had lines of credit at
the failed bank can apply to
establish the same type of
arrangement at their new

financial institution.

How do | get access to my
safe deposit box at a
failed bank?

If an acquiring bank takes over your
bank, including an office where you

have a safe deposit box, you should
be able to conduct business as
usual. In a payoff, boxes are made
available for several weeks after the
bank closes so that boxholders can
remove the contents. Boxholders may
then obtain a box at another
institution if they wish. Information for
boxholders would be displayed at
any closed office containing safe
deposit boxes, and media coverage
of the failed bank also may

include information for safe

deposit boxholders.

If the bank office is closed,
what are dll those people
doing in the building?

Those are probably FDIC staff from
various locations who have been
called in to prepare the bank’s
records for the transfer of accounts to
an acquirer or for a payoff to
depositors. Other FDIC staff go
through the bank’s records to
determine which assets {loans,
especially) can be sold, what legal
matters are outstanding (all are
inherited by the FDIC), whether any
fraud was involved in the bank's
demise, and other issues. Other staff
inventory the contents of the bank’s
offices, such as furniture, artwork,
computers, and so on - also with the
goal of defermining exactly what's
there before selling it. Employees of
the failed bank and the acquiring
bank, if there is one, are also at
work with the FDIC's employees.

Why does a bank fail?
A bank that fails usually has had the

same problems as any other business
that fails - its debts were greater than
its assets. Corporations with liabilities
greater than assets, and which have

exhausted all possibilities for

additional funds, often close their
doors and file for bankruptey (a court
proceeding). Banks in a similar
financial condition (not meeting
capital requirements set by
regulators) may also have no other
realistic remedies, such as a cash
infusion or an acquisition by another
institution, and are generally judged
to be insolvent and are closed by
their chartering authority.

The unusually large number of bank
failures in the last decade or so was
mostly due to severe declines in
certain industries or sectors of the
economy, beginning with agricultural
problems in the Midwest, then oil
price declines in the Southwest, and
finally real estate problems in the
Northeast, California and elsewhere.

Some of the more than 1,400 banks
and 700 savings institutions that
failed between 1982 and 1992
were victims of fraud and other
criminal activities. Some of their
names, and the principals involved,
are wellknown now and may give
the impression that stealing
depositors’ funds to create the like of
leatherwalled offices with gold
fixtures was a common occurrence.
In fact, relatively few failures were
caused by these types of activities.

For more information:

If you have specific questions about
bank failures, write to the FDIC's
Office of Consumer Affairs,
Washington, DC 20429. For more
information about savings insfitution
failures, write to the Office of the
Ombudsman, Resolution Trust
Corporation, 801 Seventeenth
Street, N. W., Room 315,
Washington, DC 20434.









