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SmartersCDssm- Market Linked Certificates of Deposit
How do Market Linked Certificates of Deposit (CDs) work?
A Market Linked CD is an investment product based on one or more underlying asset classes, 
such as a basket of securities or market indices. The structure of a Market Linked CD allows the 
investor to participate in the growth of the underlying asset class while retaining the characteristics 
of a traditional certificate of deposit - including protection against market decline. When held to 
maturity, a Market Linked CD’s principal is protected with the investor receiving interest based 
on the performance of the underlying asset class during the term of the CD or on the redemption 
date. If the CD is redeemed prior to maturity, the principal will not be protected and the investor 
may realize a loss, even if the underlying asset has appreciated.

Who should invest in Market Linked CDs?

While anyone can invest in Market Linked CDs, 
purchasers are commonly looking to secure their 
wealth and benefit from market growth while re-
ceiving protection from possible declines. Young 
families, conservative investors, families saving 
for college, baby boomers and retirees are exam-
ples of those who may choose to address these 
objectives by investing in Market Linked CDs.

 
As an alternative investment product, Market 
Linked CDs can complement an overall balanced 
portfolio while offering the potential to realize 
enhanced returns compared to traditional savings 
or deposit options.

Performance
Market Linked CDs have the potential to earn 
greater returns than traditional fixed income 
instruments over the same duration. This per-
formance is generated by the assets the CD is 
linked to and the payoff structure used. Market 
Linked CDs can be designed for growth strate-
gies, income strategies or a combination of both. 

Protected Growth
Market Linked CDs provide the potential for capi-
tal appreciation based on the performance of an 
underlying asset or basket of assets with complete 
protection of the original deposit, when held to 
maturity. When issued by an FDIC insured bank, 
the FDIC insures the original deposit if the issu-
ing bank becomes insolvent. The FDIC standard 
maximum deposit insurance amount is $250,000 
per depositor per FDIC-insured institution.

Diversification
Asset Class: Market Linked CDs can be linked to 
a wide variety of underlying asset classes such as 
equities, commodities, currencies, market indi-
ces, fixed income, inflation and more.
 
Geography: Exposure can be provided to foreign 
and emerging markets without the additional cur-
rency risks of direct market investment.
 
Sophistication: Market Linked CDs can be struc-
tured with various levels of complexity to accom-
modate specific investment needs that could be 
difficult to replicate by independent investors.

The development of Market Linked CDs came from the increasing demand of clients 
willing to limit their upside performance in order to protect their principal investment.
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Changing the status quo

Market Linked CDs have been developed due to demands from both investors and depositors as they 
searched through traditional investment and deposit products to suit their needs in today’s markets. While 
the balance between risk and reward has always been a mutual challenge, Market Linked CDs may bridge 
the gap between both worlds. The protection of invested principal with financial market exposure is what 
makes Market Linked CDs an innovative and increasingly accepted product among investors and deposi-
tors alike.

Considerations

Like all investments or deposits, clients 
should review all of the risks associated 
with that specific deposit or investment. 
Market Linked CDs should be consid-
ered as a part of a balanced portfolio. The 
following risks may apply: performance/ 
market risk, liquidity risk, costs and tax 
treatment. In addition, although Market 
Linked CDs are FDIC insured, any pur-
chase greater than the limits set by the 
FDIC will be subject to the credit risk of 
the Issuer.

Performance / Market Risk

The performance of Market Linked CDs is based 
on the performance of the underlying asset(s) with 
respect to the type of payoff structure. Generally, 
a Market Linked CD’s posessive performance 
may be less than investing directly in the same 
underlying asset(s). Clients run the risk of under-
performing a traditional fixed income instrument 
if the asset(s) used to determine the performance 
of the MLCD devalue over the life of the CD.

Tax Treatment

Market Linked CDs may be subject to different tax 
treatments that are based upon the type of struc-
ture. Clients should review the offering document 
in order to determine what type of tax liabilities 
the holder may be responsible for annually. The 
client typically does not have tax liabilities if pur-
chased in a qualified account like an IRA.

Liquidity Risk

Market Linked CDs do not trade on a secondary 
market and can only be redeemed prior to matu-
rity if the Issuer is able to unwind the CD early.
Clients should purchase Market Linked CDs with 
the intent to hold the CD till maturity.

Costs

Clients selling back their CD prior to maturity can 
realize some of the built in costs that were created 
when constructing the MLCD like hedging costs, 
placement fees, and breakage fees. These costs 
are likely to adversely affect the price at which 
the client can liquidate their CD prior to maturity.

Market Linked CDs combine the upside potential of investing in the financial markets with the 
safety of a Certificate of Deposit.
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SmarterCDssm Market Linked Certificates of Deposit

How the Rate is Determined 
SmarterCDssm offer annual income potential that may be significantly higher than current traditional CD 
rates. Payment is typically determined each year by the average cumulative performance of a basket of 
stocks which may be individually subject to a cap and/or floor. However, SmarterCDssm adjust the return 
of any stock which has a zero or positive return to the maximum cap. Therefore, SmarterCDssm investors 
tend to have a mild to strong bullish market outlook.

Since the annual income potential relies heavily on a handful of stocks, the stock selection method of the 
basket may be crucial to the performance of the CD.

How it Works
Each year, a  SmarterCDssm coupon payment is deter-
mined by the three step process below. Since the coupon 
payment may vary each year, this evaluation process is  
repeated on each coupon determination date.

Hypothetical  SmarterCDssm Terms
Maturity: 6 Years
Linked to: basket of 10 stocks with each stock subject to 
a 10% cap
Maximum Annual Coupon: 10%
Minimum Annual Coupon: 0%
100% Principal Protection; FDIC Insured
(subject to the applicable limits); any amount that ex-
ceeds the FDIC limits is subject to the credit risk of the 
issuing bank.

Why invest in SmarterCDs?
SmarterCDssm are designed for investors with a very mild 
to strong bullish outlook that desire 100% principal pro-
tection and FDIC insurance for their investment portfolio. 
SmarterCDssm may provide a high income stream based 
on the performance of a basket of stocks. In a worst-case 
scenario, due to poor performance of the underlying ref-
erence stocks, a SmarterCDssm investor will not receive 
any interest and will just receive the return of principal 
at maturity.

SmarterCDssm may outperform a direct investment in the 
underlying reference stocks in a mild bull market, a rela-
tively flat, but positive market, and a bear market.

Benefits of Investing
100% Principal Protection: The issuing bank promises to return principal at maturity, regardless of equity market 
performance, provided the SmarterCDssm is held to maturity.

Annual Income Potential: SmarterCDssm may pay a variable interest payment that may be significantly higher than 
current traditional CD rates and other comparable low risk investments.

FDIC Insurance: SmarterCDssm are protected by federal deposit insurance administered by the FDIC up to a maxi-
mum amount for all deposits held in the same capacity per depositor, per institution. FDIC insurance does not 
protect against loss if the SmarterCDssm is sold or redeemed prior to maturity. (FDIC insurance has been temporarily 
increased to $250,000, but is scheduled to revert back to $100,000 after December 31, 2013, unless extended. 
Amounts in excess of the FDIC limit are subject to the credit risk of the issuer.)

Estate Feature: Commonly referred to as a “survivor’s option” or “death put”, the estate feature generally allows for 
the redemption of the full principal amount at par without interest upon dealth or the delaration of incompetence 
of the beneficial owner under certain circumstances.

Flexibility: Can be customized to fit an investor’s market view, risk tolerance, need for minimum return, and invest-
ment time horizon. Minimum investment requirement is $25,000.
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Hypothetical Example:

Step 1 Step 2 Step 3

 Initial Current Cumulative
Stock Level Level Performance

 Cumulative  Adjusted Performance 
Performance  (subject to cap)

Adjusted Performance                Coupon
                                                       Payment

Find the performance of each 
stock from the initial trade date 
to present

Client receives a coupon that is equiv-
alent to the average of the adjusted 
and negative stock returns

If the performance is zero or positive then 
the stock’s performance is boosted to the 
maximum cap. Positive perfomrmance that 
exceeds the cap is adjusted to the capped 
level. If the performance is negative, then 
use the negative return.

 (subject to cap)

Average
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SmarterCDssm Market Linked Certificates of Deposit

The chart below illustrates the coupon payments for a hypothetical SmarterCDssm using the same terms on the previous page. To 
keep things simple, all 10 stocks will start at $100 per share and increase or decrease by the same amount each year.

Year 1:  All 10 stocks increase 2% from the initial level. Each stock return is boosted to the cap of 10%. Year 1 coupon: 10%.

Year 2:  All 10 stocks increase to 12% of the initial level. Since the cap for each stock is 10%, the return for each one is adjusted 
to 10%. Year 2 coupon: 10%.

Year 3:  All 10 stocks remain flat for the year, but are still 12% higher than the initial level. This is considered a 12% initial-to-
date return that is adjusted to 10% since each stock is capped at that level. Year 3 coupon: 10%.

Year 4:  All 10 stocks drop from 112 to 100. However, the initial-to-date performance is 0%. Each stock return is boosted to the 
cap of 10%. Year 4 coupon: 10%.

Year 5:  All 10 stocks drop from 100 to 90. The initial-to-date performance is -10% for each stock. No coupon paid in Year 5.

Year 6:  All 10 stocks increase from 90 to 99. However, the initial-to-date performance is still negative at -1%. No coupon paid 
in Year 6; principal returned.

Conclusion: In this hypothetical scenario, a SmarterCDssm investor would have received four 10% coupon payments resulting 
in a total return of 40% over this 6 year period. An investor holding an equal weighted basket of the same 10 stocks would have 
suffered a -1% return in the same period.

Important Considerations

Tax Implications: Interest income and any potential gain are generally taxed as ordinary interest income for U.S. federal income 
tax purposes. Please consult a tax advisor for additional tax implications.

No Early Redemption: SmarterCDssm should be purchased with the intention of holding them until maturity. Some 
SmarterCDssm may offer an early redemption opportunity, allowing holders the option to redeem prior to maturity. Gener-
ally, SmarterCDssm held to maturity are entitled to full return of the principal amount invested. A secondary market for the 
SmarterCDssm may develop, although there is no guarantee that any person will maintain a secondary market. The value of 
the SmarterCDssm sold prior to maturity in the secondary market will be subject to then prevailing market conditions and may 
include a transaction charge. The sale proceeds may be less than or more than the original purchase amount paid.

Liquidity Risk: Although many issuers of SmarterCD generally intend to maintain a secondary market, they are not obligated to 
do so. Liquidity risk may exist if the issuer chooses not to maintain a secondary market. Available liquidity may vary by issuer. 
Some issuers may maintain daily liquidity while others may be more limited. Early withdrawal is generally not permitted.

Secondary Market Risk: If a SmarterCD is sold in the secondary market, the investor is subject to secondary market risk, includ-
ing the risk of loss, as the market price may be less than the initial principal or face value. There is no guarantee of principal 
return unless the SmarterCD is held to maturity. Factors that determine secondary market pricing may include, but are not 
limited to, supply and demand, general market conditions, then-current interest rates, the level, liquidity and volatility of any 
relevant index and time remaining until maturity. These factors differ from the parameters used to calculate the CD’s final return 
at maturity. Therefore, secondary market pricing may not be equivalent to a return determined by the calculation method used 
at maturity.

May Not Pay Periodic Interest Payments: Most Equity-Linked CDs pay a contingent interest payment only at maturity. Equity-
Linked CDs generally pay a variable-interest rate, ranging from zero to a pre-determined maximum amount, periodically de-
pending on the performance of the underlying reference asset or index.

Credit Risk: Any amount higher than the maximum amount insured by the FDIC is an obligation of the issuer and is not insured 
by the FDIC.This portion is subject to the credit risk of the issuer.

Opportunity Costs: The opportunity cost of investing in SmarterCDssm can be defined as the forgone “risk-free rate of return” that 
would be received if the principal was invested in other fixed-income investments.

Before making any investment decision, you should obtain advice from your financial, legal and tax advisers for information 
about and analysis of the investment, its risks and its suitability in your particular circumstances.

Stock Initial Level  Year 1 Year 2 Year 3 Year 4 Year 5 Year 6
#1 100 102  112  112  100  90 99   
#2 100 102  112  112  100  90 99  
#3 100 102  112  112  100  90 99  
#4 100 102  112  112  100  90 99  
#5 100 102  112  112  100  90 99  
#6 100 102  112  112  100  90 99  
#7 100 102  112  112  100  90 99 
#8 100 102  112  112  100  90 99  
#9 100 102  112  112  100  90 99  
#10 100 102  112  112  100  90 99
               Adjusted Initial-to-Date Returns, Capped at 10% 

Stock  Year 1 Year 2 Year 3 Year 4 Year 5 Year 6
#1  10%  10%  10%  10%  -10% -1%   
#2  10%  10%  10%  10%  -10% -1%  
#3  10% 10%  10%  10%  -10% -1%  
#4  10%  10%  10%  10% -10% -1%  
#5  10%  10%  10%  10%  -10% -1%  
#6  10% 10%  10%  10%  -10% -1%  
#7  10%  10%  10%  10%  -10% -1% 
#8  10%  10%  10%  10% -10% -1%  
#9  10%  10%  10%  10% -10% -1%  
#10  10%  10%  10%  10%  -10% -1%
Average of Capped Performances:  10.00% 10.00% 10.00% 10.00% -10.00% -1.00%
Minimum Return:  0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
Annual Coupon:  10.00% 10.00% 10.00% 10.00% 0.00% 0.00% 
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SmarterCDssm- FAQs:

Market Linked certificates of deposit offer investors the ability to conveniently access underlyings 
and return profiles not typically available with other investment  products. 

1-855-SMART-41 • SmarterCDs.com

What are Market Linked certifi-
cates of deposit?
Market Linked certificates of deposit (CDs) 
are medium term, Federal Deposit Insur-
ance Corporation (FDIC) insured savings 
investments representing the deposit of a 
specified amount of funds for a fixed pe-
riod with an FDIC insured bank or savings 
institution. Unlike traditional fixed-rate 
CDs, Market Linked CDs are packaged in-
vestments that pay a variable rate of return 
based on the performance of an underly-
ing asset (such as equities, commodities, 
interest rates or currencies), typically at 
maturity.

 
Who backs the payment of Market 
Linked CDs?
Investors have credit risk to the bank for 
all payments due on Market Linked CDs 
– this includes the deposit amount as well 
as any amounts in excess of the deposit 
amount, if applicable, such as periodic in-
terest or any return paid at maturity.

However, under certain circumstances 
and subject to specific rules, the deposit 
amount of Market Linked CDs is insured 
by the FDIC, an independent agency 
of the U.S. government, subject to ap-
plicable insurance limits. FDIC insur-
ance protects investors against the loss of 
their deposit in the event that the issuing 
FDIC-insured bank fails. Amounts above 
the maximum deposit insurance amount 
are subject to the creditworthiness of the 
bank. Furthermore, the FDIC has taken the 
position that any amounts payable above 
the deposit amount that have not yet been 
ascertained and become due as well as  
secondary market premiums above the 
deposit amount (if any) are not insured by 
the FDIC.

 
How much insurance, if any, is pro-
vided?
On July 21, 2010, the FDIC maximum 
deposit insurance amount was perma-
nently raised for all account ownership 
categories to $250,000 per depositor per 

insured bank. CDs are eligible for FDIC 
insurance up to $250,000 for deposits 
held in the same ownership category (for 
example, individual accounts are insured 
separately from joint accounts, self-direct-
ed retirement accounts and/or revocable 
trust accounts). The table on the next page 
provides an overview of FDIC insurance 
coverage . For questions about FDIC cov-
erage limits and requirements, visit www.
FDIC.gov/deposit/deposits, call toll-free 
1-877-ASK-FDIC, or ask your financial ad-
visor. To calculate your deposit insurance 
coverage use the FDIC’s Electronic Depos-
it Insurance Estimator (EDIE) at www.fdic.
gov/edie.

 
What is a “Death Put” or “Estate” 
Feature?
To the extent provided in the fact sheet, 
terms supplement and disclosure state-
ment of a particular CD, upon the death 
or legal incapacitation of the depositor 
of the Market Linked CD, the beneficiary 
of the estate of the deceased or the legal 
representative of the adjudicated incom-
petent has the right (but not the obliga-
tion) to withdraw the deposit amount at 
par (which is equal to the initial amount 
invested) without penalty prior to maturity 
of the investment.
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SmarterCDssm  - FAQs 
 
Market Linked Certificates of Deposit

Is there a secondary market for Market 
Linked CDs?
The bank or its affiliates may, but are not required 
to, maintain a secondary market for Market Linked 
CDs. If a secondary market is provided, pricing will 
be determined by the issuing bank of the CD, its  
affiliates or a designated market maker. Market 
Linked CDs will not be listed on any exchange and, 
if a secondary market is provided, may trade at a 
discount or premium to par, depending on market 
conditions and other factors, including but not lim-
ited to the performance of the underlying assets, in-
terest rates and time to maturity. As such, investors 
should be willing to hold their Market Linked CDs 
until maturity.

Where and how can I obtain more informa-
tion on Market Linked CDs?
Please refer to the term sheet, fact sheet, terms sup-
plement and disclosure statement, as applicable, 
for the specific details of any Market Linked CD of-
fering (which can be obtained from the bank, or any 
broker dealer or selling agent participating in the of-
fering). Financial advisors should refer to their com-
pliance representative for additional information. 
Individual investors should contact their financial 
advisor for additional information.

Before purchasing a Market Linked certificate of deposit, investors should carefully consider the 
risks associated with an investment in the Market Linked certificate of deposit and whether the 
Market Linked certificate of deposit is a suitable investment for them. Before investing, prospective 
investors should read the terms supplement or disclosure statement, as applicable, relating to the 
particular Market Linked certificate of deposit. In addition, investors are encouraged to consult 
with their investment, legal, accounting, tax and other advisers in connection with any investment 
in a Market Linked certificate of deposit.

FDIC Deposit Insurance Coverage Summary
FDIC deposit insurance coverage limits by account ownership category. 
 
 Single Accounts (owned by one person) $ 250,000 per owner

 Joint Accounts (owned by two or more persons) $ 250,000 per co-owner

 Certain Retirement Accounts (includes IRAs) $ 250,000 per owner

 Revocable Trust Accounts  $ 250,000 per owner per beneficiary up to  
5 beneficiaries (more coverage available with  
6 or more beneficiaries subject to specific  
limitations and requirements)

 Corporation,Partnership and Unincorporated  $ 250,000 per corporation, partnership or
 Association Accounts unincorporated association  
  

 Irrevocable Trust Accounts  $ 250,000 for the non-contingent,  
ascertainable interest of each beneficiary

 Employee Benefit Plan Accounts $ 250,000 for the non-contingent,  
  ascertainable interest of each plan participant

Source: www.fdic.gov/deposit/deposits (as of July 21, 2010).
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Office: 631-546-5403 • 1-800-240-9202 • Fax 1-888-311-9879 
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ConTACT US

This material is for informational purposes only and is not intended to be a complete and full description of a SmarterCDssm. Additional information is available 
upon request which contains lengthy descriptions, definitions and operations of all aspects of the products. Neither the information nor any opinion in this 
material constitutes a solicitation or offer to buy or sell any security, futures contract, options contract, derivative instrument, financial instrument or service, 
nor shall it be deemed to provide investment, tax, legal, accounting or other advice. All opinions, information, and estimates in this material constitute Plan-
ning Financial Futures, Inc. and its affiliate’s judgment as of the date of this material. This material is only intended to generate discussions regarding particular 
instruments and investments and is subject to change, or may be discontinued, without notice. This material should neither be regarded as comprehensive nor 
sufficient for making decisions, nor should it be used in place of professional advice. Information contained herein is derived from sources generally believed 
to be reliable, but no warranty is made that such information is accurate, complete or fair and should not be relied on as such. This document is for the use 
of intended recipients and may not be reproduced (in whole or part) or delivered or transmitted to any other person without the prior consent of Planning 
Financial Futures, Inc.
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