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September 11th, 2023 
 
Greetings, 
 
In this special edition of our SeniorFinances Newsletter we are exploring the topic of 
alternatives to CD’s (Certificate of Deposits) for short term to midterm funds.  Many people are 
familiar with CD’s offered by banks which pay a set interest rate for a set period of time.  They 
are considered to be among the safest financial instruments for funds that need to be 
somewhat liquid and guaranteed.  But are they?  We’ll explore this concept further as we 
compare CD’s to another type of investment that can also be used for savings.   
 
What is a CD? 
 
Bank of America describes a CD as follows.  A certificate of deposit (CD) is a low-risk savings 
tool that can boost the amount you earn in interest while keeping your money invested in a 
relatively safe way.  Like savings accounts, CDs are considered low risk because they are 
FDIC-insured up to $250,000. However, CDs generally allow your savings to grow at a faster 
rate than they would in a savings account.   

In exchange for depositing your money into a bank for a fixed period (usually called the term or 
duration), the bank pays a fixed interest rate that’s typically higher than the rates offered on 
savings accounts. When the term is up (or when the CD matures), you get back the money you 
deposited (the principal) plus any interest that has accrued. If you need to access your funds 
before the CD’s term ends, you are subject to an early withdrawal penalty, which can 
significantly reduce the interest you earned on the CD. 

How “safe” is a CD? 
 
The FDIC insures up to $250,000 per depositor, per FDIC-insured bank, per ownership 
category. That means if you have a checking account balance of $20,000, a savings 
account balance of $100,000, and a CD in the amount of $50,000 all at the same bank, you 
have a total of $170,000 that is covered by the FDIC insurance.  

However, if those balances in total or individually exceed $250,000, the FDIC wouldn't cover 
any amount more than the limit. Therefore, it’s important to keep an eye on your account 
balances because you may need to move an account to a different bank to make sure your 
total assets are covered by the FDIC. 1 

But a little-known fact is that while the FDIC will insure up to the $250,000 per depositor there is 
only about $80 Billion (total) on hand to cover ALL the financial accounts insured by the FDIC.  
Yes, $80 Billion is a lot of money but not nearly enough to cover all the banking institutions and 
depositors should there be a major set of banking failures.  In fact, that equates to about 3 
cents on the dollar that the FDIC can cover should it need to cover all of its insured accounts. 
Does that make you feel “safe”?  Probably not and with good reason.   

https://www.investopedia.com/terms/c/checkingaccount.asp
https://www.investopedia.com/terms/s/savingsaccount.asp
https://www.investopedia.com/terms/s/savingsaccount.asp
https://www.investopedia.com/should-you-have-cds-at-multiple-banks-5248689
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Alternatives to CD’s 
 
Historically, CD rates have been low because the interest rates set by the Fed has been very 
low in the past decade.  However, with the recent interest rate hikes, CD’s are now becoming 
more competitive but the rates are not guaranteed.  Once you purchase a CD the rate is 
guaranteed for the time period set forth in a CD agreement but upon but at the end of the term 
– the renewal rate is re-set according to the current interest rate environment.   
 
There are other alternatives to CD’s and the following section introduces another option to 
consider which is called Multi-Year Guaranteed Annuities (MYGA’s).  MYGA’s offer higher rates 
than typical CD’s and provides a 100% guarantee on the funds even though it is not covered by 
the FDIC. 
 
 

Multi-Year Guaranteed Annuities 
 
What is a Multi-Year Guaranteed Annuity (MYGA)?  It is a very simple and straightforward fixed 
annuity.  It is similar to a CD in that a MYGA will guarantee a fixed interest rate for set period of 
time (usually from 3 to 10 years).  But there is another benefit too.  The annuities can be 
structured to provide a stream of guaranteed income if needed.  Most MYGA owners opt for just 
the guaranteed growth aspect and use them as a savings alternative to a CD. 
 
You can fund a MYGA with as little as $5,000 and up to $2,000,000 or more with insurance 
company approval.  Another advantage of a MYGA is that the interest earned in the account is 
tax-deferred until a withdrawal is taken as opposed to a CD that produces a 1099 at the end of 
the calendar year.  Therefore, the savings aspect of a MYGA offers further growth by keeping 
the earned interest in the account growing on a compounding basis. 
 
MYGA’s interest rates are very competitive with CD rates and most every insurance company 
offers a multi-year guaranteed annuity.  Another benefit is that if you need to withdraw some 
funds before the end of the annuity contract has ended, many companies will allow you to do so 
without a penalty or fee.  The amount and frequency of withdrawal vary so be sure and check 
with the annuity company.  A CD will most likely not have this option since financial institutions 
require you to hold your money in the account until the end of the term or you may forfeit all of 
your earned interest.  
 
Current MYGA rates change daily and vary slightly from carrier to carrier. Currently, the best 
rate for a MYGA with a 10-year surrender period was 5.35%, while the rate for a MYGA with a 
two-year surrender period was 5.00%.  MYGA rates are usually higher than CD rates and they 
also compound each year. A contract with more limiting withdrawal provisions may have higher 
rates and may be more appealing if you do not plan on taking any withdrawals.   
 
A note on the safety of MYGA’s.  All insurance companies are backed by a state guaranty 
association that protects a contract owners’ position in an annuity.  An annuity is not FDIC 

https://www.annuity.org/annuities/rates/
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insured, but each state’s guaranty association works similarly as the FDIC should an insurance 
company cease operations or become insolvent.   

5 Differences Between MYGAs and CDs (From Annuity.org) 

1. A CD is issued by a bank or a broker; a MYGA is a contract with an insurance company. 
2. A CD is FDIC-insured; a MYGA is not insured by the federal government, but insurance 

companies must belong to their state’s guaranty association. 
3. A CD typically imposes a penalty for withdrawing money prior to maturity; a MYGA may 

allow you to take out some of the money annually without incurring fees. 
4. A CD may have a lower interest rate than a MYGA; a MYGA may have fees (many do not). 
5. A CD’s interest rate is taxed each year; a MYGA offers tax-deferred growth. 

In summary, I believe you can now appreciate why using a MYGA as a substitute for a CD has 
extra benefits and you can incorporate both into your financial plan.  MYGA’s are another great 
tool for retirees or anyone nearing retirement because there is ZERO market risk, they are fully 
guaranteed, and offer higher rates than CD’s.  Remember, the tax deferral benefit on an MYGA 
can also have a positive impact on your income taxes as well.   

 
If you would like more information or to discuss these topics, please feel free to reach out to our 
office. Thank you for being a part of our newsletter community!  
 
Best Regards,  
Micheal C. Holt  
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https://www.annuity.org/annuities/regulations/state-guaranty-associations/
http://www.listrategies.com/
http://www.anofe.com/

