BROADHURST

Financial Advisors, Inc.

Investment Account Protections from
Institutional Insolvency

April 04, 2023

The current uncertainty in the banking industry has famously caused some depositors to pull
their money from their lending institution, even though their money is insured up to $250,000
per account. But many custodians and brokerage firms also have lending arms. If they run into
trouble, it’s fair to ask whether brokerage accounts are safe and protected.

The short answer is yes—up to a point. The banking assets are protected by the Federal Deposit
Insurance Corporation (FDIC), while brokerage assets are comparably protected by the
Securities Investor Protection Corporation (SIPC). SIPC’s coverage limits are twice as high as
the FDIC’s—up to $500,000 per securities account. So if a person has a traditional IRA, a Roth
IRA and a taxable account at a custodian like Schwab, Fidelity, TD Ameritrade or Pershing, each
would be protected up to $500,000. Similarly, if a married couple each has an individual
account, plus a joint account, all three accounts would be insured for up to $500,000 through
SIPC.

When does the protection kick in? If a custodian becomes insolvent, then SIPC will ask the
court system to appoint a trustee to liquidate the firm. In most cases, however, investors will
recoup their investments because the government will broker the sale of the custodian or broker-
dealer to another party, which will take over custody of the accounts and render them safe again.
In addition, brokerage firms are required to keep customer funds in accounts separate from their
own, which serves as a backup check and balance against insolvency losses.

As a result, if someone has more than $500,000 in one brokerage account, chances are high that
they won’t lose any money even if the custodian or brokerage firm is forced into liquidation.
However, if the firm is unable to self-liquidate or there are no buyers on the horizon, then SIPC
will be the guarantor of last resort.

Note that SIPC insurance doesn’t provide protection against investment losses, or losses due to
account hacking. And it is irrelevant to claims against bad or inappropriate investment advice,
which are typically handled through arbitration proceedings. The FINRA arbitration system,
which handles such claims against brokers, generally hears more than 3,500 complaints against
brokerage representatives every year, including 4,998 in 2021. The message there is that
investors should fear bad or predatory advice from brokers far more than custodial insolvency.
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https://www.nerdwallet.com/article/investing/sipc-insurance-what-it-does-and-does-not-protect

https://www.finra.org/arbitration-mediation/dispute-resolution-statistics

If you have any questions about this article or want to discuss your family finances, investment
portfolio, or financial planning advice, please call on me anytime at my number (215) 325-1595
or you can click here to schedule a meeting.

Please feel free to forward this article and offer to anyone you know who might have financial
questions or need some unbiased advice. Most financial advice is sales advice. In stark contrast,
we are fee-only (non-commissioned) fiduciary advisors. We just provide truthful, unbiased
advice to our clients.



https://www.bankrate.com/investing/sipc-insurance/
https://www.nerdwallet.com/article/investing/sipc-insurance-what-it-does-and-does-not-protect
https://www.finra.org/arbitration-mediation/dispute-resolution-statistics
https://ind01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fgo.oncehub.com%2FJeffreyBroadhurst&data=04%7C01%7Cravi.sai%40valentabpo.com%7Cc2154ae8426e46d5e9c908d87a1bec02%7Ca71df7bb6c2043dab7a846b7a3aaa21f%7C1%7C0%7C637393607660653673%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=N26zQRflvyKxXvb7r9Iak0cBuMHFqu12SqyQoZsHzNw%3D&reserved=0

Jeffrey Broadhurst
MBA, CFA, CFP
Broadhurst Financial Advisors, Inc.

000

**PRIVACY NOTICE**

BROADHURST

Financial Advisors, Inc.

This message is intended only for the individual or entity to which it is addressed and may
contain information that is privileged, confidential, or exempt from disclosure under applicable
federal or state law. You are hereby notified that any dissemination, distribution, or copying of
this communication, except in accordance with its intended purpose, is strictly prohibited.

Our physical and mail address:
1911 West Point Pike
P.O. Box 301
West Point, PA 19486-0301

Contact us:
Phone: (215) 325-1595
Email: jeff@broadhurstfinancial.com
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