
  

Introduction  
  
Conservative investors are risk adverse, at least with a portion of their 
assets.  They have historically sought out investment vehicles that 
guarantee a return of their principal, like bank certificates of deposit and 
U.S. Government bonds along with insurance products like annuities.  
While all investors seek a reasonable rate of return, many are willing to give 
up some upside return in exchange for safety of principal.  But they should 
not be required to accept a less than reasonable rate of return, because 
there is more than one type of risk.  
  
When we talk about investment risk many investors think only of the risk of 
losing their principal.  However, there are several other types of risk that 
can be just as damaging.  Chief among these is the risk of losing buying 
power, otherwise known as inflation risk.  Today’s typical CD investors 
find themselves in an increasingly difficult position where they have the 
traditional principal protection of a bank deposit but have significant 
exposure to the loss of buying power.  A loss is a loss.  
  
With CD rates currently at historic lows, even a moderate rate of inflation 
can erode the true value of an investor’s principal.  At the time of this 
report, as reported by BankRate.com, the average yield on a one year 
certificate of deposit is near one quarter of one percent while the core rate of 
inflation in the U.S. is around two percent.  Five-year CD yields are not 
much better with the average being below one percent for the first time in 
decades.  At these rates a CD holder may be guaranteed a return of their 
principal but they are also pretty much guaranteed to lose buying power.  A 
loss is a loss.  



  
We do not advocate the taking of more risk with assets that an investor 
cannot afford to lose, just to chase a higher return.  However, with the 
Federal Reserve indicating its’ intention to hold their interest rates at or 
near zero at least into 2015, we do advocate taking steps to address both the 
risk of losing buying power as well as the risk of losing principal.  That is 
what this report is about.  

  
   



  
  
  

I. There’s More Than One Flavor  
  
 Vanilla is not the only flavor.  The first and most important thing to 
understand about increasing the return on Certificates of Deposit is that 
there is more than one flavor of CD.  The average consumer is never made 
aware that there are alternative CD choices because these alternatives are 
usually reserved for the bank’s wealthiest customers.  
Sometimes these alternatives are not directly available from the issuing 
bank but must be obtained through a Financial Professional like the one 
who provided you with this report.  Investigating your options with a 
Financial Professional who is familiar with non-traditional CDs could be 
one of the smartest things an investor can do.  

  
TRADITIONAL CDs:  Traditional CDs are relatively easy to 

understand and most investors are familiar with them.  In exchange for the 
depositor’s commitment to leave the funds on deposit with the bank for a 
specified period of time (usually 30 days to 5 years), the bank agrees to pay a 
guaranteed fixed monthly or annual interest rate.  If the depositor breaks 
the time commitment and wants the deposit back prior to the agreed upon 
maturity, there is usually a penalty imposed by the bank.  Recently those 
penalties have risen sharply at some banking institutions exacting a high 
price for those who need to exit a CD prior to maturity.  
  



The good news about a traditional CD is that an investor knows exactly what 
they are going to get, but the guarantees work both ways.  The investor 
knows that the return will be no less than the declared rate.  However, they 
also know that they won’t make more than the declared rate, even if 
inflation is gradually eroding buying power.  Unfortunately, in today’s 
interest rate environment the comfort of a simple traditional CD is a thing of 
the past.  
  

BROKERED CDs:  Brokered CDs are CDs that are not sold directly 

by the issuing bank.  Market linked CDs are a form of Brokered CDs.  They 
are sold through Securities Broker Dealers and Deposit Brokers.  The CDs 
are purchased on the investor’s behalf by the Broker.  Generally they pay a 
higher rate of return than a traditional CD because they are shopped on a 
national basis and they tend to be far more liquid than other forms of CD.  
However, liquid does not mean a guaranteed return of principal.  Full 
return of principal is only guaranteed if the Brokered CD is held to maturity. 
Brokered CDs can be purchased without a fee to the investor as the banks 
compensate the Deposit Broker directly.  Unlike traditional CDs the 
current market value of a Brokered CD is published monthly.  This is the 
amount an investor would receive if they sold the CD prior to maturity.  
Sometimes the CD can be sold at a premium, capturing a gain above the 
original deposit but it can be that the market value is less than the original 
deposit and selling the CD early would result in a loss of some principal.  
Brokered CDs are bought and sold on a “book entry” basis meaning there is 
no physical certificate issued.  Evidence of the CD is held in a custodial 
account for the benefit of the depositor.  While this may seem unusual to a 
traditional CD investor it is the rule rather than the exception in the 
securities industry and more and more banks are moving to this process 
even with traditional CDs.  
  



  
  

MARKET LINKED CDs:  Market Linked CDs are one of the 

most attractive options available to those seeking the principal safety of a 
traditional CD along with the added security of FDIC insurance while 
gaining some upside interest potential.  They offer all of the protections 
found in traditional CDs but usually pay both a guaranteed interest rate and 
a variable interest rate.  The variable rate is determined by the 
performance of market vehicles like stocks, bonds, commodities or indices.  
They offer conservative investors the ability to have exposure to markets 
(and therefore the potential for higher returns) without risk to principal.  
Market Linked CDs, also referred to as Structured CDs, are a form of 
Brokered CD and not available directly from the bank.  They can only be 
obtained through a deposit broker like the one who provided you with this 
report.  They were first introduced in the United States in 1987 by Chase 
Bank but were designed for the bank’s wealthiest customers, and not made 
readily available to the average investor.  Today MLCDs are available in 
denominations of one thousand dollars, although a deposit broker may 
require a higher minimum account size.  
Market Linked CDs have grown in popularity dramatically in the current 
low interest rate environment. They are one of the most attractive options 
available to those seeking the principal safety of a traditional CD along with 
the added security of FDIC insurance while gaining some upside interest 
potential. Market Linked CDs are typically designed to return three to four 
percent more than a traditional CD.  
  
     
    



  

BUMP-UP CDs:  Bump-up CDs give you the opportunity to protect 

your CD investment in a rising interest rate environment.  Typically, an 
investor would accept a lower initial interest rate than in a traditional CD in 
exchange for the option of electing to “bump up” that rate should interest 
rates rise during the CD’s term.  You would then receive the higher rate for 
the remainder of the CD’s term.  Normally this option is only available one 
time.  
The disadvantage of a Bump-up CD is that the longer an investor must wait 
for interest rates to rise the less likely they are to outperform a traditional 
CD which would have started at a higher rate.  And, in today’s low interest 
rate environment, with rates unlikely to rise in the near future, the chances 
of benefiting from this flavor of CD seems remote.  

  
STEP RATE CDs:  Step Rate CDs are CDs whose rate can “step up” 

or “step down” to a higher or lower rate at a specified point in time.  The 
step rate is predetermined when the CD is opened.  Unlike the typical 
Bump-Up CD there may be more than one predetermined step during the 
term of the CD.  The result is that the total yield on this flavor of CD will be 
a blend of all of the step rate adjustments.  Step Rate CDs may be of use in a 
volatile interest rate environment but we are not currently in such an 
environment.  

  
CALLABLE CDs:   Callable CDs are issued by banks at a premium 

above the traditional CD rate because they shift interest rate risk to the 
investor.  After a specified period where the return is protected, the bank 
may “call” the CD.  In other words, the bank cancels the CD and gives the 
investor their principal back.  They would do this if interest rates dropped 
and they were paying a higher  



rate than current yields.  With interest rates already at historic lows there is 
little risk that a bank would find itself paying too high a rate.  It is currently 
unlikely that this flavor of CD has any place in an investor’s portfolio.  

  
ZERO COUPON CDs:  Very much like a Zero Coupon Bond, Zero 

Coupon refers to no interest payments until maturity.  This type of CD is 
purchased at an initial discount from the face amount.  For example, an 
investor might pay $900 for a $1000 maturity value CD.  
The biggest drawback to this flavor of CD is that the investor could be 
subject to “phantom income” every year.  Even though the bank is not 
paying an annual interest the IRS wants to be paid now.  So the investor 
ends up paying taxes on interest they will not receive until the CD matures.  
This may not be an issue for tax exempt organization, but may be for others.   
  

CHOOSING THE RIGHT CD:  With so many flavors to 

choose from one might be led to ask: “Which CD is the best?”  This is the 
wrong question.  The proper question is: “Which CD is most likely to meet 
the investor’s objectives in the current economic environment?”  The 
varying structures of these CDs will cause them to perform differently 
depending on the circumstances.  When Traditional CDs are offering 
double digit guaranteed yields, as they did in the 1980s, they might well be a 
conservative investor’s best choice.  In times of rising interest rates Bump 
Up or Step Rate CDs may offer the best solution.  When the Federal 
Reserve is holding interest rates at severe lows in order to stimulate the 
economy, Market Linked CDs may be the most attractive alternative.  
  
  



  
  

II. Understanding Risk  

  
When most investors think of risk, they are thinking of the risk of losing 
principal.  This, of course, is one of the primary reasons they choose the 
principal protection and guarantees of a bank deposit.  The added security 
of FDIC insurance is of no small importance either.  However, there are 
many types of risk and each can do its own kind of damage.  
The risk of losing principal is direct and easy to understand.  A far more 
insidious type of risk is the risk of losing buying power.  The value of an 
investor's assets can be eroded without even being aware of it.  They say if 
you put a frog in a pot of boiling water it will immediately jump out.  But if 
you put it into a pot of room temperature water and heat it gradually you 
will cook the frog.  This is the way inflation, even moderate inflation, eats 
away at your assets if you don’t keep up.  
Today’s traditional CD rates are at historic lows.  As of the date of this 
report the Federal Reserve Board has indicated that they intend to keep 
their rates at or near zero at least through 2015.  This is not good news for 
conservative CD investors and bad news for seniors who cannot afford to be 
taking risks with their nest eggs in the stock market.  How do you cope with 
an interest rate on CDs that does not keep up with the core inflation rate?  
Losing buying power is every bit as much of a loss as losing principal.  As 
stated in the introduction; a loss is a loss.  

  



III. CD Strategies  
  
Many CD investors are unaware that strategies exist that can help enhance 
their returns.  These differing strategies have different objectives and 
choosing the right one for an individual’s financial objectives should be 
discussed with a Financial Professional.  

  
LADDERING: A strategy called laddering has historically been used 

to mitigate interest rate risk and capture some of the higher yields on longer 
maturities.  It is also an effective way to increase liquidity in a CD portfolio.  
Laddering is achieved by taking the total CD investment; say $50,000, and 
dividing the money up in a series of CDs with differing maturities.  For 
example $10,000 each in a one- year, two-year, three-year, four-year and 
five-year series of CDs.  When the one year CD matures, it is rolled into a 
new five-year CD.  In this strategy a CD is maturing every year providing 
the opportunity to capture higher returns (IF interest rates are going up).  
With CD rates at historic lows laddering may currently be an ineffective 
strategy.  The prospect of making a five-year commitment at less than a 1% 
yield should give pause.  
  

BARBELL: This strategy is really just a ladder with the middle rungs 

missing.  The deposits are concentrated in the shorter maturity terms and 
the longer maturity terms with nothing in the middle making it look rather 
like a barbell.  It can serve to preserve greater up front liquidity but still 
requires tying money up at historically low rates for five years.  
  



DIVERSIFICATION: True diversification in a portfolio is a 

cornerstone of conservative investing.  While it is possible to gain a 
semblance of diversification by mixing more than one flavor of CD into your 
portfolio or utilizing a laddering strategy, true diversification only occurs 
when the portfolio contains asset classes that have an inverse correlation to 
each other.   Assets that have an inverse correlation move in opposite 
directions under the same economic conditions.  The only substantial way 
to accomplish this with certificates of deposit is to utilize Market Linked 
CDs.  
Because Market Linked CDs can be linked to a variety of asset classes it is 
possible to attain true diversification while enjoying principal protection 
and FDIC coverage.  In applying an asset allocation strategy to Market 
Linked CDs the investor can choose MLCDs linked to U.S. Stocks, Global 
Stocks, a variety of Indices, Commodities, Currencies or Financials.  This 
provides the conservative investor with a way to gain exposure to asset 
classes that may provide that “inverse correlation” but which are 
traditionally challenging to invest in, like commodities.  
The power of diversification has been dramatically demonstrated in 
numerous studies.  What these studies found was that the difference in 
results between investing in stocks or commodities over the period studied 
was not really significant.  However, splitting the investment into the two 
asset classes, which have that inverse correlation, and rebalancing the 
portfolio every year resulted in a significantly higher total return.  
Now a similar strategy can be employed with the safety of a principal 
protected, FDIC insured Market Linked CD.  In some cases this can even be 
achieved with the added benefit of a minimum guaranteed annual interest 
payment.  
  
  



    IV. Maximizing FDIC Coverage  
  
While bank deposits have long been considered one of the safest places to 
keep assets, the real security of a Certificate of Deposit lies in the backing of 
the FDIC which stands ready to step in should a bank become insolvent.  
Since its inception in 1933 not one penny of insured depositor’s money has 
been lost.  

HISTORY:  In 1933, following the stock market crash of 1929 and the 

subsequent rash of bank failures, the U.S. Government recognized the 
importance of securing a place where Americans could be confident their 
money was safe.  To this end, Congress passed and the President signed 
into law, The Banking Act of 1933.  The Act did a number of things but chief 
among them and the most important to this day was the establishment of 
the FDIC-The Federal Deposit Insurance Corporation.  Its purpose was to 
insure that should a covered bank fail for any reason, all covered deposits up 
to a statutory limit would be guaranteed by the FDIC.  Since its inception, 
not one penny of FDIC  insured deposits has been lost by investors.  
Recent legislation has permanently increased the covered amount to 
$250,000 per account ownership category per bank.  Thus, depositors can 
expand their coverage well beyond the initial $250,000 threshold by 
holding their accounts in different banks and/or utilizing different 
ownership categories.  For example, a husband and wife could each get 
coverage up to $250,000 in separate individual accounts.  They could also 
get $250,000 each in a joint account (a different ownership category) and 
could each get up to $250,000 in a qualified account (like an IRA) so the 
total FDIC coverage in this one bank for this couple is $1,500,000.  To 
cover more deposits they could repeat this process in additional banks.  
A trust is entitled to FDIC coverage in the amount of $250,000 times the 
number of beneficiaries.  So, a trust with four beneficiaries would  



have $1,000,000 of FDIC protection.  In general, businesses and 
associations must aggregate all deposits held at a single bank regardless of 
how they are titled, limiting them to $250,000 per bank with the exception 
of pension plans.  
Understanding and utilizing the rules of FDIC coverage is critical to making 
sure all accounts are fully protected.  The FDIC provides a wealth of 
information on its website at www.fdic.gov including an easy to use FDIC 
coverage calculator.  
  

V. Qualified Money  
 
  
  

There are a number of reasons why many feel that Certificates of 
Deposit are an excellent choice for at least some portion of your 
retirement account assets.  Inside an IRA all interest is either tax 
deferred or tax free (in a Roth IRA) making it an attractive place 
for an income producing asset like a CD.  Assets that offer returns 
primarily through growth may be less attractive in a tax qualified 
account where capital gains must be taken out as ordinary income 
and taxed at a higher rate.  Outside of a tax qualified account, the 
tax code rewards investors who take market risk with the lower 
capital gains tax rate on growth returns and by permitting the 
taxpayer to write off losses.  Unfortunately, all gains taken out of 
a tax qualified account, like an IRA, come out as ordinary income 
for tax purposes and there is no write off for losses.  The tax code 
does not reward those who take market risk with assets inside a 
tax qualified account.  Since the tax code does not reward an 
investor for taking market  

http://www.fdic.gov/


risk with retirement money, why not keep it in a principal 
protected income producing asset like a Certificate of Deposit?  
If an investor wants market exposure in their retirement account 
they may want to consider a Market Linked Certificate of Deposit.  
While Market Linked CDs are income producing assets, that 
income is determined by market performance.  As noted earlier, 
that market could be stocks, bonds, commodities, indices or a 
combination.  While MLCDs do not provide full market return 
(you must take full market risk to get full market return) they offer 
more potential upside than traditional CDs.  

   



 
VI. Non FDIC Insured Alternatives to 
Certificates of Deposit  
 
  
If FDIC coverage is not of critical importance to the investor’s objectives 
then there are some other conservative investment vehicles that might be 
worthwhile to consider. A careful comparison of features like liquidity, tax 
treatment and costs should be done before choosing.  

  
FIXED ANNUITIES:  Fixed annuities are essentially the 

insurance industry’s equivalent of a traditional CD but with some significant 
differences.  As an insurance product, fixed annuities do not have FDIC 
coverage, although they are guaranteed by the insurance company and in 
many states by a State Guarantee Commission.  They pay a fixed 
guaranteed rate of return that is often higher than the going rate on 
traditional CDs.  As an insurance product however, the annual interest is 
not paid out but accumulated and added to the principal inside of the 
annuity on a tax deferred basis.  Withdrawal of funds from a fixed annuity 
is a taxable event and if the annuitant is less than 59 ½ years old may be 
subject to a tax penalty.  While fixed annuities have some income features 
that may be attractive to individuals, corporations, organizations and 
associations do not enjoy the tax benefits and face some structuring 
challenges.  

  
FIXED INDEXED ANNUITIES:  Fixed Indexed Annuities, 

otherwise known as FIAs, are to fixed annuities as Market Linked CDs are to 
traditional CDs.  They have all of the attributes of a  



fixed annuity but the return is calculated, much like a MLCD, by a link to a 
specific market such as the S&P 500.  A wide range of calculation methods 
are used to determine the interest credited which should be fully 
understood prior to putting assets into this product.  The biggest advantage 
of an FIA is that it provides principal protection and a guaranteed minimum 
return but with the upside of limited market exposure.  Many products also 
have an income feature that can provide a guaranteed income for a specified 
period.  In general, the FIA is not as liquid as a Market Linked CD and is 
better suited to individuals than organizations.  Where an annuity is 
appropriate this could well be the best choice.  

  
BONDS:  In particular, U.S. Government bonds have long been a 

favorite of conservative investors, and with good reason.  The United States 
has never defaulted on an obligation.  So, while U.S. Government bonds do 
not have FDIC insurance they are backed by the full faith and credit of the 
U.S. Government.  If you hold a government bond to maturity there is a 
virtual certainty that you will receive all of your principal back in addition to 
the interest you have collected over time.  
The current concern with government bonds is that like traditional CDs, 
interest rates are at historic lows and with the time commitment required by 
bond investing, this can be a problem.  If you hold a bond at a set interest 
rate and rates on similar bonds go down, the value of your bond will tend to 
increase.  But the opposite is true also.  If rates on similar bonds go up the 
value of your bond would decrease.  With interest rates unable to go much 
lower, it is most likely that a bond holder would find themselves in a 
position where rates were going up causing a loss in the value of their bonds.  
While this is not an issue if the bond is held to maturity, many bond holders 
will have a need for the funds prior to maturity and could suffer a loss of 
principal.  In a low interest rate environment it only takes a small increase 
in rates to adversely affect the value of prior issued bonds at lower rates.  



  

  
  
SINGLE PREMIUM LIFE INSURANCE:  While the 

primary purpose of life insurance is to provide a cash payment or income to 
the surviving beneficiaries of the policy holder at the policy holder’s death, 
certain types of life insurance can be used as a savings vehicle.  Typically 
these policies are purchased for a single premium and earn a rate of return 
that is comparable to a certificate of deposit.  The policies may also have a 
variable rate of return.  Cash values inside of a life insurance policy can 
grow without income taxation.  Whether that growth can be taken out 
without taxation is subject to a rather strict and specific set of I.R.S. 
regulations.  
Where it is suitable to the investor’s needs, a single premium life policy 
provides a death benefit above the original premium as well as interest, all 
of which is normally passed income tax free to the beneficiaries.  This can 
be an effective, leveraged way to pass assets on to heirs.  

  
STRUCTURED NOTES:  These hybrid securities are issued by 

banks and have maturities like bonds but are linked to different asset 
classes such as stocks, commodities, currencies or indices.  In many ways 
they resemble Market Linked CDs but differ in some crucial ways, chief 
among them is that they are NOT FDIC insured.  The investor is therefore 
exposed to the credit risk of the issuer; a risk that the holders of structured 
notes issued by Lehman Brothers felt acutely when that firm went bankrupt.  
Additionally, these products can be quite complex and are normally 
reserved for more sophisticated investors.  



  
VII. Conclusion  
 
Contrary to what many commentators are saying conservative investors 
should not have to take significantly more risk to get a more reasonable rate 
of return on CD money.  Arguments for dividend paying stocks, target date 
funds, and REITs all omit key factors important to conservative investors; 
guaranteed principal and FDIC insurance.  
  
Using some of the options and strategies in this report can help a 
conservative investor achieve a better overall return on CD money.  The 
following is a list of the “Top Ten Tips” for enlightened CD investors 
wanting to get better yields on their FDIC insured assets.  
  

Top Ten Tips on CD Investing:    
1. CONSULT A FINANCIAL PROFESSIONAL  
 
The Financial Professional or firm that made this report available 
understands that conservative investors seek safety of principal first and 
returns second.  They also understand that  a return of only the initial 
principal is not sufficient if the investor has lost purchasing power.  It is 
their goal to help balance principal protection with a reasonable rate of 
return on your core assets.  
  
Independent Financial Professionals have the ability to provide the financial 
solutions and options that may not be offered at “the bank on the corner.” 
Seeking their counsel on the different “flavors” and strategies discussed in 
this report could well prove to be one of the smartest moves an investor 
could make.  



  
  

2. DON’T ASSUME THE BANKER HAS PROVIDED ALL 
OF THE OPTIONS  
 
  
Some bank issued CDs are not sold over the counter even by the issuing 
bank.  Brokered CDs, for example, are only available through Deposit 
Brokers; even if that Deposit Broker may be a subsidiary of the bank.  
Because of this the person the investor is speaking with may not even be 
aware of the alternatives and will only offer the bank’s standard offerings.  
There are options.  CD investor’s should know what they are.  See Tip 
number 1 above.  

  
3. DON’T TAKE UNNECESSARY RISKS  
 
 With interest rates being held at historic lows by the Federal Reserve, many 
advisors are advocating that investors need to take more risk than they have 
traditionally.  They are promoting the upside potential of risk/reward 
verses safety.  One should never bet on the potential for success if the 
consequences of failure would be too great.  If safety of principal and a 
reasonable rate of return is the objective, using the options and strategies in 
this report through a Financial Professional should be sufficient.  
  

4.  THERE IS NO PERFECT INVESTMENT  
 
  
It’s in our nature to compare everything to perfect.  The perfect investment 
would have 100% principal protection, a high rate of return, be completely 
liquid at full value, be tax advantaged and guaranteed by the full faith and 
credit of the United States Government.  Unfortunately, such an 
investment does not exist.   



The reality is that all investment options involve tradeoffs.  Investors can 
get tax advantages by trading in liquidity, they can get higher returns if they 
are willing to risk their principal or they can get principal protection by 
giving up some upside potential.   
  
In choosing the right Certificate of Deposit and strategy, don’t compare it to 
perfect.  Instead, compare it to the other options available and choose the 
one that meets the most requirements.  A Financial Professional can be a 
valuable asset in this process.  
  

5.  OBJECTIVITY  
 
  
Just as there is no perfect investment vehicle, no investment vehicle is 
inherently good or bad.  A fire in a fireplace on a cold night is a good thing; 
your home being on fire is a very bad thing.  The fire itself is the same; it is 
the circumstances that make it positive or negative.  So it is with all 
investment options.  What is right for your neighbor may be wrong for you 
and vice versa.  Since no investment is perfect, those seeking to sell their 
preferred investment product will always be able to find shortcomings in 
any other options being considered.  Be objective, ask questions and get 
answers, preferably from an Independent Financial Professional.  
       
6. UNDERSTAND THE INVESTMENT PRODUCTS 
BEING CONSIDERED  
 
  
Most financial products have some degree of complexity.  While investors 
are most concerned about the benefits a financial product might deliver it is 
also important to understand how these benefits are to be achieved.  The 
FDIC offers a wealth of  



consumer information on its website.  Information on non FDIC insured 
investment products is available from the Securities Exchange Commission 
(SEC) the Financial Industry Regulatory Agency (FINRA) and the National 
Association of Insurance Commissioners (NAIC) as well as a number of 
other sources.  A Financial Professional should be happy to address any 
issues or questions.  
  

7. DON’T MISTAKE MATURITY FOR LIQUIDITY  
 
  
A maturity date is when the bank guarantees a full return of the investor’s 
principal.  Liquidity is the investor’s ability to access the funds even if 
subject to a penalty or market value adjustment.  
  
Often investors are hesitant to “tie their money up” for extended periods of 
time for fear they will need it sooner than expected or miss out on a 
subsequent opportunity.  When a certificate of deposit matures the 
investor is entitled to a full return of the initial principal.  This does not 
mean that they cannot access the funds prior to the maturity date.  While 
accessing the funds prior to the maturity will usually result in an “early 
withdrawal penalty” the funds are available in the event of an emergency or 
opportunity.  In some cases the penalty for early withdrawal only results in 
a reduction to the interest amount paid on the initial deposit and the 
investor suffers no principal loss.  Increasingly, however, more and more 
banks are imposing penalties that may cut into the principal.  
  
Market Linked Certificates of Deposit have a maturity date at which time 
the investor will receive a guaranteed full return of principal.  Prior to that 
maturity date the investor may be able to sell the market linked CD back to 
the issuing bank or on a  



secondary market for the CD’s current market value.  That current market 
value may be more or less than the original deposit.  This is rather like a 
government bond where if it is held to maturity the investor receives a full 
return of principal.  If an investor would like to get out of the bond prior to 
maturity they can.  They simply have to sell the bond to another investor 
for its current market value which may be higher or lower than the original 
principal.  In general, Market Linked CDs work much the same way, 
making them one of the most liquid of investments.  However, not all 
Market Linked CDs have a secondary market and not all issuing banks will 
repurchase the CDs from the investor.  Liquidity is a feature that should be 
discussed with a competent Financial Professional.  
  
  

8. BE AWARE OF FEES AND PENALTIES  
 
  
In order to receive a higher interest rate CD investors commit to leave their 
funds on deposit with the bank for a specified period of time.  If they 
choose to remove their funds prior to the end of that time commitment the 
bank usually imposes a penalty.  Until recently this penalty had no impact 
on the original principal.  However, some banks are now imposing early 
withdrawal penalties that may result in some loss of principal. Investors 
should be sure to know what the penalties are.  
  
Market Linked Certificates of Deposit and other forms of Brokered CDs 
require a custodial account to hold electronic  evidence of the CD for the 
benefit of the investor.  A fee may be charged for this custodial account and 
any investor should know what that fee is prior to making an investment 
decision.  They should also be aware if the Financial Professional includes 
Certificates of Deposit in an assets under management account where a fee 
is being charged against the total assets in the  



account.  It does not make sense to pay a 1% management fee on a passive 
investment like a Certificate of Deposit.  
  
Additionally, non-FDIC insured products may have surrender charges if you 
exceed a free withdrawal amount.  Withdrawing money prior to age 59 ½ 
on tax qualified accounts may result in a tax penalty.  
  
  

9. MAXIMIZE  FDIC PROTECTION  
 
  
Just placing assets in a bank deposit does not insure that those assets are 
totally protected by the FDIC.  FDIC insurance is regulated by statute and 
its coverage is limited.  The current threshold is $250,000 per account 
ownership category, per bank.  If an investor’s bank assets exceed this 
amount, a consultation with a Financial Professional is in order to assure 
that all funds are protected.  Additionally, the FDIC features a coverage 
calculator on its official website.  
  
  

10. DON’T ALLOW THE IMPORTANCE OF FDIC 
INSURANCE TO BE DISCOUNTED  
  
Most conservative investors have some portion of their assets that they 
choose not to place in a non-FDIC insured vehicle.  Competitors of the 
banks, whose products do not have the added security of FDIC insurance, 
may try to discount the importance of this added layer of security and even 
question its’ validity.  According to the official FDIC website not one penny 
of insured deposits has ever been lost by an investor.  Anyone who 
attempts to discount the validity of FDIC insurance is likely trying to sell the 
investor something else.  While there are  



perfectly sound investment choices without FDIC coverage it is without 
question a valuable aspect of CD investing.  
  
  
Many investors take a very careful approach to their non-FDIC insured 
investments but are less demanding with their Certificate of Deposit 
decisions.  The purpose of this report is to enlighten conservative investors 
as to the many options and strategies that they should examine with any CD 
investment.  While an investor may have numerous discussions with an 
advisor on other investment options, the same discussions often do not 
occur in regard to CDs.  They should.  We urge you to meet with the 
Financial Professional or firm that provided you with this report and discuss 
how you can achieve higher returns on Certificates of Deposit.  
.  
  
  

  
  
  
  

  
  
  



  


