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Understanding brokered CDs
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Summary: Brokered CDs offer more flexibility to investors who want to add a lower-risk, short-term investment to their portfolio.
But it’s important to understand the potential risks.

How can E*TRADE from Morgan Stanley help?

Investors often use certificates of deposit (CDs) to inject stability to a portfolio during times of market
volatility. Fixed-income investors often invest in CDs because compared to many other types of investments,
they can offer shorter terms, competitive yields and FDIC insurance.

Brokered CDs vs. Bank CDs
While purchasing a bank CD is the most straightforward way to add CDs to a portfolio, CDs purchased
through a broker (brokered CDs) offer more versatility and potentially higher returns—although they also
come with additional risks . Brokered CDs are similar to bank CDs in several ways, but they also have some
features that resemble more traditional investment products. Here’s what you need to know:
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What are certificates of deposit?
CDs are “cash equivalent” bank accounts, opened as either an individual or a joint account, in which you
deposit a certain amount of money with a bank upfront, and they agree to pay you back at a set annual
percentage yield for a set period, no matter what happens to interest rates during that period.

At the end of that term, which can range from one month to several years, you can either cash out the CD or
roll it over into a new CD with market terms. If you need to cash out before maturity, you may have to pay an
early withdrawal penalty, typically a few months’ interest.

What are brokered CDs?
If you have a brokerage account you can also use it to purchase a brokered CD. In that case, you can:

Choose from newly issued CDs from banks throughout the country and purchase that CD with funds in
your brokerage account.

Also purchase a brokered CD on the secondary market and potentially sell your brokered CDs on the
secondary market before they reach maturity.

One other important difference between bank and brokered CDs: Bank CDs pay compound interest and
brokered CDs pay simple interest.

Like all financial products, there are pros and cons to brokered CDs.

What are the benefits of brokered CDs?
One of the biggest advantages of brokered CDs is that they may provide more flexibility to investors than
bank CDs. Rather than having to choose a CD from the handful offered by your bank, you can select a CD
from the many banks, nationwide, that have made their CDs available for purchase through brokerages. That
means, you can often find brokered CDs with more competitive rates, different maturities (up to 20 years
long), and variable interest rate structures.

Other advantages include:

Potential for broader insurance coverage: FDIC insurance covers up to $250,000 in CDs per depositor
at a given bank. However, if you purchase brokered CDs issued by different banks, you are eligible for
FDIC insurance up to $250,000 per bank.

You must aggregate all deposits that you maintain with the bank by account ownership,
including those that you hold at the bank through other intermediaries. There are conditions for
obtaining FDIC insurance coverage held through such intermediaries.

Liquidity: Rather than paying early withdrawal fees to cash out a CD before it reaches maturity,
brokered CD owners may be able to sell their CD in the secondary market, subject to market
conditions.

Survivor’s options: Most brokered CDs offer estate protection, meaning that if the CD owner dies, their
heirs can redeem the CD at face value, regardless of the current market price.

Streamlined management: If you have multiple brokered CDs through one brokerage account, it’s easy
to see and track them all at once, without having to log into multiple accounts.

What are the risks of brokered CDs?
Brokered CDs involve more complexity than bank CDs. So before investing in brokered CDs, it’s important to
understand the risk involved. These include:

Liquidity Risk
While you may be able to sell brokered CDs on the
secondary market, there is no guarantee that you will
be able to sell brokered CDs prior to maturity. If
interest rates have gone up since you bought the CD,
you may need to sell at a discount to what you paid,
leading to a loss on your investment.

Interest rate risk
The market value of a brokered CD may decrease if
prevailing interest rates go up.

Credit risk
There is a possibility that the bank issuing your CD
could default.

Call features
Some brokerage CDs are callable, meaning that the
bank issuing the brokered CD can buy it back from
you before it matures, which may reduce your total
return. (Callable brokered CDs typically pay slightly
higher rates.)

“While brokered CDs offer many advantages to investors,
they also involve more complexity than bank CDs.”

To help mitigate the above risks , consider purchasing brokered CDs with a plan to hold them until maturity,
and to keep your holdings at any given bank below the $250,000 insurance limit.

With predictable returns, brokered CDs are one way to diversity a portfolio using fixed income, especially in
times of market volatility. Whether they make sense as an investment for you will depend on several factors,
including the amount you want to invest, your risk tolerance, and your personal financial goals.
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Link to recent SEC Investor Bulletin on brokered CDs, 2024; Link to E*TRADE’s CD disclosure statement1

Open a Brokered CD
Brokered CDs can help investors find competitive interest
rates for their cash that includes FDIC coverage from
hundreds of banks all over the country.

Learn more !

Consider a retirement account
Invest in the future, with retirement accounts from
E*TRADE.

Learn more about our retirement accounts !

What to read next...

What's the difference between saving and investing?
Because saving and investing are in some ways similar, many of the same ideas apply to both, including the
risk of losing money, how easy it is to access your funds, and potential gains. But there are significant
differences in exactly how those ideas apply and in how you actually go about saving versus investing. Let's
break down the details.

Which IRA could be right for me?
An Individual Retirement Account is a smart, easy way to boost your retirement savings. No matter your
financial situation, E*TRADE has an IRA that can help you make progress toward your retirement goals.

Looking to expand your financial
knowledge?

Explore our library !
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Please read all the important disclosures below.

Investing:

Check the background of Morgan Stanley Smith Barney LLC on FINRA's BrokerCheck and see the Morgan Stanley Smith Barney LLC
Relationship Summary.

Investment Products • Not FDIC Insured • No Bank Guarantee • May Lose Value

 

 

 

Banking:

Banking products and services are provided by Morgan Stanley Private Bank, National Association, Member FDIC.

Banking Products • FDIC Insured • Bank Guarantee

 

 Equal Housing Lender

 

 

 

A brokered CD is a deposit obligation of a depository institution in the United States or one of its territories, the deposits of which are insured by the
Federal Deposit Insurance Corporation (the "FDIC") within applicable limits. An investor's deposits at any one depository institution, including any CDs of
that institution that the investor purchases, are eligible for FDIC insurance up to $250,000 (including principal and accrued interest) for each insurable
capacity (e.g., individual, joint, IRA, etc.).  For purposes of the $250,000 federal deposit insurance limit, an investor must aggregate all deposits that they
maintain with the depository institution in the same insurable capacity, including deposits held directly with the depository institution and deposits held
through Morgan Stanley Smith Barney LLC and other intermediaries. 

Morgan Stanley Smith Barney LLC is not an FDIC-insured depository institution and deposit insurance only covers the failure of an insured depository
institution. FDIC insurance available for CDs purchased through Morgan Stanley Smith Barney LLC is subject to certain conditions; please review the
expanded disclosure statement here and any other disclosure available for a particular CD. For additional important information about brokered CDs,
please review the expanded disclosure statement here. For more information about FDIC insurance, please visit the FDIC website at www.fdic.gov.

Like all investments, Brokered CDs are subject to risk. Before you buy a brokered CD, you should understand the risks and rewards, determine if your
Brokered CD has a "call" provision, and check the issuer's bank rating. If you decide to sell your brokered CD prior to maturity, there is no guarantee that
there will be a market for your Brokered CD or that you will get back what you originally paid. Expanded disclosure statement can be found here.

Diversification does not ensure profit or protect against loss in declining markets.

Unless stated otherwise, the web content provided by E*TRADE is for educational purposes only. The information and tools provided neither are, nor
should be construed as, an offer, or a solicitation of an offer, or a recommendation, to buy or sell securities or other instruments by E*TRADE. Unless stated
otherwise, no information presented constitutes a recommendation by E*TRADE to buy, sell, or hold any security, financial product, or instrument
discussed therein, or to open a particular account or to engage in any specific investment strategy. This information neither is, nor should be construed, as
an offer, or a solicitation of an offer, or a recommendation, to buy, sell, or hold any security, financial product or instrument or to open a particular account
or engage in any specific investment strategy.

Securities products and investment advisory services offered by Morgan Stanley Smith Barney LLC, Member SIPC and a Registered Investment Adviser.
Commodity futures and options on futures products and services offered by E*TRADE Futures LLC, Member NFA. Stock plan administration solutions and
services offered by E*TRADE Financial Corporate Services, Inc., and are a part of Morgan Stanley at Work. Banking products and services provided by
Morgan Stanley Private Bank, National Association, Member FDIC. All entities are separate but affiliated subsidiaries of Morgan Stanley. E*TRADE from
Morgan Stanley and Morgan Stanley at Work are registered trademarks of Morgan Stanley.

E*TRADE is a business of Morgan Stanley.

System response and account access times may vary due to a variety of factors, including trading volumes, market conditions, system performance,
and other factors.

For information on the E*TRADE Customer Protection Guarantee visit the Security Center.
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