
Brokered Certificates of Deposit

Certificates of Deposits
Certificates of Deposit (CDs) are a common savings product offered by many banks and credit unions. An investor 
will deposit a fixed sum of money for a fixed period of time, and in exchange, the issuing bank pays the client 
interest, typically at regular intervals. At maturity, the client receives the original deposit plus accrued interest. If 
access to cash is needed prior to the CD’s maturity, there may be an ‘early withdrawal’ penalty, or a portion of the 
interest may be forfeited.

Brokered CDs are different from bank-issued CDs because the CDs are bought in bulk by brokerage firms from a 
bank and then resold to clients. Brokered CDs may be more complicated than traditional CDs because a brokered 
CD is similarly structured to a traditional bond. Brokered CDs generally have predefined terms and may have 
more risk associated with them than bank CDs. Brokered CDs may be callable, have varying rates and terms or 
may have other features that a bank CD does not have. Because of these possible features, brokered CDs may 
have more risk than a bank CD. Brokered CDs pay coupon income at certain intervals, and maturities range from 
three months to 20 years. Both CDs and brokered CDs are insured by the Federal Deposit Insurance Corporation 
(FDIC), which is further explained below.

Brokered CDs may be non-callable or callable. Non-callable CDs have a set maturity date and a fixed interest rate, 
and they are not callable prior to maturity. Callable CDs are CDs that can be called by the issuer before maturity. 
The issuer has the sole discretion to call the CD. Because of this feature, banks generally provide a higher rate of 
interest on callable CDs relative to otherwise equivalent non-callable CDs.

CDs are insured by the Federal Deposit Insurance Corporation (FDIC) to a maximum amount1 for all deposits 
held in the same capacity per depository institution. In addition, deposits for self-directed individual retirement 
accounts are insured up to the aggregate amount allowed, separately from other non-retirement deposits held 
at the same institution. Depending on the ownership title, other accounts or deposits you may maintain directly 
with a particular depository institution or through another brokerage firm in the same depository institution 
may be aggregated with the CDs purchased at NMIS for purposes of the current applicable FDIC limit. It is your 
responsibility to monitor the total amount of deposits held with any one issue

1

Northwestern Mutual Investment Services, LLC (NMIS) periodically prepares information for its clients on a variety 
of securities-related topics. This document is meant to provide clients with important information about brokered 
certificates of deposit. This material is not intended as an endorsement or recommendation of any particular 
investment or security.

1  The current FDIC coverage limit is $250,000 per depositor, per FDIC insured bank, per ownership category.
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Types of Brokered CDs
Interest-Bearing Fixed-Rate CDs | This type of CD provides a guaranteed fixed-interest rate that is determined 
at purchase and remains constant for the duration of the CD, with maturities ranging from three months to  
10 years. Interest is typically paid twice a year.

Interest-Bearing Variable-Rate CDs | This CD’s rate of interest is periodically adjusted based on a specified 
benchmark, such as the prime rate. Different than the guaranteed rate that fixed-rate CDs provide, the interest 
rate on variable CDs may increase or decrease from the initial rate at pre-determined time periods (step rates)  
or may be reset at specified times based on the change in a specific index or indices (floating rates).

Zero-Coupon CDs | Zero-coupon CDs do not earn interest but rather are issued at a substantial discount from 
the face, or par, amount. The discount, which is accreted to maturity, is considered taxable income by the IRS 
and must be declared annually. Investors should be aware of the tax implications of holding these securities in a 
taxable account. Maturities typically range anywhere from five to 20 years.

Inflation-Indexed CDs | These types of CDs provide investors with inflation protection and are indexed to 
inflation through adjustments to their principal and/or coupon, made on the basis of changes in the Consumer 
Price Index (CPI). Coupon payments are calculated by applying changes to the CPI index, plus a known fixed 
component, to the par amount of the CD.

Step-Rate CDs | Step-rate CDs provide a variation on the simple fixed-rate CD by offering a predetermined 
schedule of coupon rates that either increase or decrease with time. The two forms of step-rate CDs are step-up 
CDs and step-down CDs; both types generally are issued in callable form. Step-up CDs pay an interest rate below 
the prevailing market interest rate for a defined period of time and then start to increase at preset rates that 
are paid until maturity (unless the CD is called before maturity). Step-down CDs are the opposite. They pay an 
interest rate above the prevailing market interest rate for a defined period of time and then decrease at preset 
rates until maturity (unless the CD is called before maturity). Because there is a chance step-rate CDs can be 
called by the issuer, they are subject to call risks and secondary market risks described below.

Risks
No investment strategy can guarantee a profit or protect against loss, including loss of principal. The following 
risks should be considered when purchasing any brokered CD: 

Liquidity | The risk that investors may not be able to sell CDs at the time and price they choose. Because of a 
CD’s fixed maturity date, there are limitations on the transferability of CDs, and no assurance can be given that  
a secondary market will exist for the resale of CDs. Prematurely selling a CD may result in loss of principal.

Interest Rate | The risk that changes in interest rates may reduce (or increase) the market value of a CD. If 
interest rates increase, the market value of a CD will typically decrease, and if interest rates decrease, the market 
value will typically increase.

Call/Redemption | The risk that the issuer may call the CD at a time when interest rates available on alternative 
investments are lower than the rate the CD holder is being paid. If called, the security will be redeemed at the  
call price.



Reinvestment Rate | The risk that interest rates may be lower at the time of maturity or call than interest rates 
at the time of the original purchase. As a result, alternative investments available to the investor at the time of 
maturity or call may not yield a rate of return similar to that at the time of the original CD purchase.

Credit/Default | The risk that the issuer will be unable to pay the interest or principal on their debt obligation or 
otherwise become insolvent.

Secondary Market Risk | The risk that a secondary market will not exist or provide enough liquidity for investors 
to sell CDs prior to their maturity. If an investor is able to sell a CD in a secondary market, the price the investor 
will receive will reflect the prevailing market conditions, which may be less than the amount paid for the CD.

Market | The risk that a CD’s value will decrease due to factors that affect the overall performance of financial 
markets. It is also referred to as systematic risk.

Inflation | The risk that the general rise in the prices of goods and services will cause a decline in purchasing 
power. Over time, the amount of money received on a CD’s interest and principal payments will have less 
purchasing power.

Step-Rate Risk | Coupon payments for step-up CDs are increased over a period of time according to a 
predetermined schedule. Coupon adjustments may not reflect changes in interest rates. When investing in a 
step-rate CD, you may be accepting lower yields initially than comparable fixed-rate securities in return for the 
potential of receiving higher yields over the life of the investment. However, there is a greater likelihood that the 
issuer will call these bonds when prevailing interest rates are lower than the current coupon. This may affect the 
yield on the security.

With step-down CDs, the investor should expect to earn the stepped-down rate of interest income after the first 
scheduled step-down date. Typically, the rate of interest paid at the first stepped-down rate is lower than non-
stepped-rate callable CDs with an equivalent time to maturity or call. Step-down CDs are not likely to be called 
prior to maturity unless general interest rates fall significantly. When determining whether to invest in a stepped-
rate CD, investors should not focus on the highest stated interest rate, which usually is the initial or final stepped 
rate of interest.
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Northwestern Mutual is the marketing name for The Northwestern Mutual Life Insurance Company, Milwaukee, WI (NM) and its subsidiaries. Investment brokerage services 
are offered through Northwestern Mutual Investment Services, LLC (NMIS) a subsidiary of NM, broker-dealer, registered investment adviser, and member FINRA and 
SIPC. Investment advisory and trust services are offered through Northwestern Mutual Wealth Management Company® (NMWMC), Milwaukee, WI, a subsidiary of NM and 
a federal savings bank. Products and services referenced are offered and sold only by appropriately appointed and licensed entities and financial advisors and professionals. 
Not all products and services are available in all states. Not all Northwestern Mutual representatives are advisors. Only those representatives with “Advisor” in their title 
or who otherwise disclose their status as an advisor of NMWMC are credentialed as NMWMC representatives to provide investment advisory services.


