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THIRD-PARTY REFERRALS PROMISING ABOVE-MARKET
RATES ON CERTIFICATES OF DEPOSIT

Summary: FDIC-insured institutions should be aware of any unsolicited deposits received through third-
party referrals. Certain insurance companies and other financial services firms (third parties) are advertising
above-market rate certificates of deposit (CDs) to attract customers. When a customer buys the advertised
CD, the customer is referred to the Web site of an FDIC-insured institution with the third party “making up” the
difference between the insured institution’s actual rate and the advertised above-market rate. This practice
may cause a contradiction with the terms in the insured institution’s Truth-in-Savings disclosures. In some
cases, these third parties have used the FDIC official sign, seal, logo, or similar representations in connection
with these offers.
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FDIC-insured ingtitutions should be aware of any unsolicited deposits received through third-
party referrals. Certain insurance companies and other financial services firms are offering
above-market rate certificates of deposit (CDs) through FDIC-insured institutions to attract
customers. However, the actua rate offered by the insured institution is usually much lower.
In some cases, these third parties use the FDIC official sign, seal, logo or similar
representations in connection with these offers.

When a customer expresses an interest in buying a CD, the third party takes the customer’s
contact information for future marketing opportunities. When the customer buys the FDIC-
insured CD, the third party refers the customer to an insured institution’s Web site. For the
customer to receive the above-market rate CD, the third party must make a payment to the
issuing institution on behalf of the customer to “make up” the difference between the
ingtitution’ s actual rate and the above-market rate. This may misrepresent the actua rate
offered by the insured institution by adding “promotional” funding to the principal balance of
the CD, and therefore could be contradictory with the institution’ s Truth-in-Savings
disclosures. Institutions may become aware of such practices when they receive two checks
for the purchase of asingle CD. All insured institutions should have controlsin place to flag
unusual deposit activity.

The marketing methods used by these third parties and the subsequent funding of the CD
may cause an insured depository institution to unknowingly receive brokered deposits. Even
if unsolicited, these deposits are brokered and must be treated as such. Further, being
associated with companies that may be misrepresenting the status of FDIC-insured deposits
exposes insured ingtitutions to reputation risk. Insured institutions are responsible for
managing third party relationships, regardliess of the existence of aformal agreement. (Refer
to FIL-44-2008, “Third-Party Risk: Guidance for Managing Third-Party Risk,” for more
information.)

Funds received in this manner are brokered deposits and subject to the restrictions detailed in
Part 337 of the FDIC Rules and Regulations. Brokered deposits are considered volatile
funding sources. Management must be aware that such deposits can impact the asset quality,
earnings, liquidity, and interest rate risk of an insured depository institution. Financial
ingtitutions prohibited from accepting brokered deposits, per the restrictionsin Part 337.6,
cannot accept these third-party referral deposits. Further, when financia institution
management becomes aware of third-party referrals, these deposits must be reported as
brokered deposits, and management should notify the appropriate FDIC Regional Director of
the situation.



Financial institutions should ensure that any third-party arrangements comply with all laws
and guidance, including the newly enacted statutory prohibitions on false advertising, misuse
of FDIC names, and misrepresentation of insured status, 12 U.S.C. § 1828(a)(4). Under
federal law, the FDIC will take legal action against entities that mislead the public about
being an FDIC-insured institution, misrepresent the true nature of deposit insurance
coverage, or otherwise misuse the FDIC official sign or symbol. Thisincludesfalse
advertising, misuse of FDIC names or logo, or misrepresentations of insured status.
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