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Choosing where to park your startup's cash is a critical decision that balances safety, yield, and operational
convenience. In today’s fintech-driven landscape, founders and finance teams often face the choice between
traditional chartered bank structures and modern fintech partner banks, such as Rho, Arc, and Grasshopper.
This blog post dissects digital business bank account the nuances of cash safety, yield opportunities, and the
underlying FDIC insurance mechanics driving this decision.

Understanding Chartered Banks vs. Fintech Partner Banks
Chartered banks are traditional institutions regulated directly by federal or state agencies. They hold bank
charters and must comply with stringent capital, liquidity, and consumer protection standards. Fintech firms, by
contrast, typically operate as financial technology platforms that partner with these chartered banks to offer
checking accounts, payment, and treasury services. For example:

Rho provides an integrated banking and expenditure platform backed by partner banks.

Arc focuses on providing startup-friendly banking services, leveraging partner charters for deposit
safeguarding.

Grasshopper offers a suite of treasury tools, using deposit sweep services like the FDIC sweep network and
ICS participation to extend insurance coverage.

While your account might be accessed via a slick fintech UI, the underlying deposits are typically held at one or
more chartered banks.

FDIC Insurance and Deposit Safety: What You Need to Know

What is FDIC Insurance?

The Federal Deposit Insurance Corporation (FDIC) guarantees individual deposits up to $250,000 per
depositor, per insured bank, per ownership category. This safeguard is central to cash safety, especially for startups
managing sizeable idle cash balances.

How Does This Work With Fintech Partner Banks?
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Because fintechs typically do not hold a bank charter themselves, they provide services on top of true banks that
do. Your deposits reside at these banks, which means FDIC insurance is still applicable—but only per bank, not per
fintech platform. This distinction has crucial implications for safety and risk management.

FDIC Sweep Networks and ICS Participation

To address FDIC insurance limits, many fintechs and banks participate in deposit sweep programs like the FDIC
Sweep Network or the Insured Cash Sweep (ICS) service. Grasshopper, for instance, uses ICS participation to
spread deposits across multiple banks within the network, ensuring that startups can maintain access to FDIC
insurance coverage well beyond the $250,000 limit of any single institution.

Here’s how it works:

1. Your funds are "swept" into deposit accounts at multiple insured banks within the network.

2. Each of those banks insures your deposits up to $250,000.

3. This arrangement significantly increases your total FDIC coverage—often into the millions—without adding
complexity on the user side.

Idle Cash Yield vs. Zero-Yield Checking
One of the biggest pain points for startups is how much return they earn on idle operating cash. Classic checking
accounts, even at chartered banks, often provide zero or near-zero yield to keep money highly liquid. Treasury
instruments may generate higher yields but lack full liquidity or come with complexity.

Some fintech platforms, including those built on Rho’s or Arc’s banking stacks, attempt to bridge this gap by
incorporating yield-generating strategies directly into your daily cash. However, their yields are usually tied to the
APYs provided by their underlying partner banks and sweep networks, which are typically modest, especially in
low-rate environments.

The fundamental tradeoff is between complete liquidity and generating incremental returns. Idle cash yield
products might provide 50-100 basis points (or more if market conditions allow), whereas zero-yield checking
accounts traditionally provide almost none.

Treasury Yield vs. Bank APY: What’s Right for Your Startup?
For startups with large cash reserves seeking to maximize safety while earning yield, it’s important to compare:

Investment Vehicle Yield Range Liquidity FDIC Insurance Status Counterparty Risk Chartered Bank Checking
Account 0% - 0.5% APY High (immediate access) Up to $250k per bank Low (regulated bank) Fintech Partner
Bank (via Sweep Networks, ICS) 0.1% - 1.0% APY High to Moderate (some schemes have short delays) Expanded
via multiple bank coverage Low to Moderate (depends on underlying banks) U.S. Treasury Bills and Bonds 1.0% -
4.5%+ (market rates vary) Moderate (depending on maturity) Not FDIC insured but backed by U.S. government
Negligible (Treasury risk considered near zero)

Ultimately, startups often hold a mix of these, balancing immediate cash needs with yield targets. Fintech partner
banks and FDIC sweep networks allow a middle ground by spreading deposits across institutions to increase
insured balances while keeping daily operations streamlined.

Cash Safety and Counterparty Risk: Key Considerations



Safety is paramount when selecting deposit options. Here are the main risks to evaluate:

Counterparty Risk: Even with partner banks, your deposits are exposed to the financial health of those
banks. Choosing fintechs partnered with multiple well-capitalized banks reduces single-institution risk.

Operational Risk: Fintech platforms may hinge on APIs and integrations; any service disruption could delay
access or transparency into cash balances.

Regulatory Risk: Chartered banks operate under robust regulations protecting your funds. Fintechs
themselves do not hold deposits but pass through your money to bank partners, so their regulatory
environment is different.

Insurance Limitations: FDIC insurance coverage is per bank, per ownership category. Using sweep networks
effectively “diversifies” insurance but requires understanding your fintech’s partnerships.

Startups like those using Rho or Arc benefit from partner banks with strong charters, helping mitigate these risks.
Grasshopper’s role as a treasury tool and its use of ICS sweep programs further amplifies safety by increasing
insured coverage beyond what’s typical at a single institution.

Summary: Chartered Bank Structure or Fintech Partner Banks?
Which option is safer for startup deposits? It depends on several factors:

1. If you prioritize direct regulation and traditional deposit safety, a direct relationship with a well-capitalized
chartered bank offers peace of mind and simple FDIC insurance limits.

2. If you need to efficiently manage deposits above $250,000, fintechs like Rho, Arc, or treasury tools like
Grasshopper can open windows to sweep networks and ICS participation, increasing your total insured
amounts without complex manual account fragmentation.

3. Yield differences between these options exist but are narrowing, and fintech partners typically rely on the APYs
of their underlying chartered banks or sweep programs.

4. Your startup’s cash strategy should also weigh liquidity needs, operational integration, and risk tolerance
alongside pure safety considerations.

In conclusion, a fintech-backed deposit solution using trusted partner banks and FDIC sweep networks can be just
as safe as a traditional chartered bank account, while providing greater flexibility and higher insurance limits.



However, it’s important to confirm your fintech’s partner banks, their FDIC insurance compliance, and sweep
program participation to fully understand your cash safety and yield options.

Additional Tips for Startup Finance Teams
Always verify the chartered bank structure underlying any fintech deposit product.

Confirm your fintech partner’s participation in FDIC sweep networks or ICS to maximize insurance coverage.

Understand your startup’s typical cash burn and surplus cycles to optimize checking vs. yield opportunities.

Consult with your FP&A or banking partner on strategies to diversify deposits logically across insured
institutions.

Watch for fintech-specific terms, such as early withdrawal limits or float considerations, that could affect access
or yield.

By taking these proactive steps, startup finance teams can confidently select deposit solutions, protect cash, and
potentially unlock incremental yield on their balance sheets.
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