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Key Statistics & Ratios 

52-Week Low $23.35 

52-Week High $31.00 

Average Daily Volume (Mil) 7.380 

Market Cap. (B) $36.77 

Shares Out (B) 1.31 

Dividend Yield 0.80% 

Payout Ratio 26.0% 

RECOMMENDATION SELL 
One-Year Price Target  $26.21 
Market Price January 5, 2015  $29.21 
Implied Return  (10.26%) 
  

 
 

 

 

• Market leader in brokerage industry  

• Market challenger in the advising industry 

• Slowing client asset growth rates YoY for the past 3 years  

• Unclear future growth strategy 

• PE ratio is 19% higher than Schwab’s historical average 
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Business Description 

General Overview  
The Charles Schwab Corporation (NYSE: SCHW), 
headquartered in San Francisco, California, is one of the 
biggest financial companies in the United States with a 
market cap of $37.7 billion and revenues of $5.4 billion to 
fiscal year-end 2013. Although Schwab mainly operates in 
the United States, they have branches in the United 
Kingdom and Hong Kong as well. The company currently 
employs 13,800 full time employees and operate over 300 
branches. As of December 31, 2013 Schwab has $2.25 
trillion in assets under management serving millions of 
accounts.  

Operating Segments 
Schwab operates in two key segments; investor services and advisor services. Through these segments they offer 
clients retail brokerage and bank services, retirement plans, corporate brokerage service, custodial trading, and 
individual investment advisors.  

Investor Services: The investor services segment had revenues of $4,174 million in 2013 making up 76.8% of their 
net revenue. Investor Services include products such as Schwab Private Client™ that provides individualized 
investment consulting and Schwab Equity Rating™ which assists clients by offering quantitative analysis on 
approximately 3,000 stocks.  

Advisor Services: The Advisor services segment makes up the remainder 23.2% of revenues with revenues of $1,261 
million. Advisor Services include services that assist independent advisors (IA) with custodial, trading, and support 
services. Schwab has a dedicated sales force to grow their IA client base.  

Management  
Management plans to remain competitive mainly by offering a broad range of products, one of which is shown in 

their new product developments such as the Robo-Advisor platform (Schwab Intelligent Portfolios™). In addition to 
the Robo-Advisor platform, additional revenues are expected on an increase of the federal funds rate (Schwab is 
currently not charging fees on money market funds because the funds rate is low). 

Leadership  

Charles R. Schwab: Charles R. Schwab is the Chairman of the Board and a Director for Charles Schwab Corporation. 

He started the business in 1971 from nothing and then pioneered it to be one of the largest discount brokers in the 

world. It is also worth mentioning that Mr. Schwab was the Chief Executive Officer (CEO) for the company from 1986 

to 2008. His successor is Walter W. Bettinger 

Walter W. Bettinger II: Mr. Bettinger is the current CEO of Charles Schwab. In addition to this, he also serves as a 

member of the Board of Directors for Charles Schwab Corporation. Mr. Bettinger is highly regarded for leading the 

company through the financial crisis in 2008. Throughout the crises, Charles Schwab Corporation grew its client 

assets significantly more than its direct competitors.  

 

Key Data 
  Projected Annual Dividend Growth 7.5% 

WACC 10.79% 

CAPM 12.35% 

Fama-French 6.30% 

Beta 1.3 

After-Tax Cost of Debt 2.26% 

Cost of Preferred Equity 7.02% 
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Investment Summary 

We recommend a sell of Charles Schwab 
Corporation with a price target of $26.21, a 
10.26% discount from January 5th’s price of 
$29.21.  

Relative Value: Historically, Schwab has traded 
at 27 times earnings, already a premium over 
its direct competitors, its industry, and the 
S&P as a whole.  Currently Schwab is trading at 
over 32 times TTM earnings. 

Asset Growth: While we expect consistent revenues going forward, the rate at which Schwab has been acquiring 
assets has been declining, even with recent acquisitions. In an industry that measures performance by assets under 
management, this is not a good sign. 

Market Share: Schwab currently has one of the highest market shares accompanied by profitability, these are 
equally important to driving income higher. This is great news for the company, however it also means that they 
have little room for improvement. 

Future Growth: Schwab doesn’t have a specific strategy for 
attaining organic growth.  The company has made several recent 
acquisitions and will be releasing their new Robo-Advisor, 
however they do not have any long term strategies in place.  

Strong Cash Flows: We expect strong future cash flows from 
Schwab primarily due to steady revenues and historically low 
capital expenditure requirements as a percentage of top line. 

Economic Outlook: 

The overall economic outlook in 2015 is relatively positive with an average GDP growth rate of about 3% 
(International Monetary Fund). Also we estimate the broader market (S&P 500) will return 10%. The federal funds 
rate currently stands at 0-25 bps. It is unlikely that rates will rise in a substantial way. However, with recent changes 
to Fed language we believe a slight increase of about 25 bps to 25-50 bps is possible. This potential rise in rates will 
have little to no effect for Schwab because Schwab needs a rate increase surpassing 55bps to benefit revenues. Also 
rates would have to surpass about 75bps to completely eliminate fee waivers. 

Industry Overview & Competitive Advantage 

Industry Analysis 
Charles Schwab is under the Financials Sector of the S&P 500; more specifically in the Asset Management Industry. 
In 2013, this major industry directed the allocation of over $53 trillion of financial assets according to the United 
States Office of Financial Research. The Asset Management industry is an ever evolving and fast paced industry. 
Institutions in this industry act as custodians for their clients and work as a guide for the achievement of financial 
goals. Because the goals of their clients are ever changing, companies are required to constantly innovate and create 
products that match these goals to maintain their clientele. In an effort to grow and expand, companies often turn 
to mergers and acquisitions to grow their market share.   

 

 

Comparison of Cumulative 

Total Returns: 

Source: Company Reports 
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Major Competitors 
Since Charles Schwab operates on two fronts, Investor Services and Advisor Services, competition between the two 
levels is differentiated.  On the Investor Services level, which is primarily focused on brokerage services and online 
trading, competition is focused on trading platforms to service individual retail investors. 

E*TRADE (NASDAQ:ETFC) 

E*TRADE, founded in 1982 and headquartered out of New York City, is one of the few publicly traded major 
competitors in terms of Investor Service. The company currently maintains 30 retail branches across the United 
States and employs about 3,100 workers. The company was the first to offer electronic trading dating back to about 
30 years ago. As of November 2014, E*TRADE currently has 3.1 million brokerage accounts which equate to $282 
billion in customer assets. Net Revenue for Q3 was reported at $1,799 million for the last twelve months, which is 
far less compared to Schwab. Daily Average Revenue Trades amounts to about 153 thousand according to 
E*TRADE’s Q3, nearly half the activity of Schwab. E*TRADE has worked extensively to introduce their new brand, 
TYPE E*, by shifting marketing towards targeted segments. 

TD Ameritrade Holding Corporation (NYSE:AMTD) 
TD Ameritrade (TDA), the second competitor that is actively traded, is based out of Omaha, Nebraska. TDA focuses 
primarily on their online brokerage services, but has grown substantially over the past decade and now has branches 
across the nation. The company owns 100 plus operating branches with 5,800 full time associates.  As of late 
September, TDA reportedly has 6.3 million client funded accounts. The combined total customer assets from these 
accounts are nearly $653 billion. Their net revenue as of the end of September was $3,123 million. TDA’s 
tdameritrade.com web based platform is their core product. It provides a customizable workplace for investors to 
conduct research and execute trades. 

Scottrade Incorporated (Privately Owned) 
Scottrade Incorporated is a privately held firm headquartered in St. Louis, Missouri. There are roughly 500 branches 
nationwide. One of their two National Service Centers is located just outside of Denver, Colorado. They offer 
brokerage/investment service for retail investors. Scottrade also offers support services for thousands of RIA’s. 
Through Scottrade Bank and other subsidiaries, the company has $18.89 billion of deposits on their balance sheet. 
Recently the company has been working to expand service by providing investment advice through their Scottrade 
Advisor Services (SAS).  

Fidelity Investments (Privately Owned) 
Fidelity Investments (Fidelity), another privately owned and operated firm, is one of Schwab’s biggest competitors. 
Headquartered in Boston, Massachusetts, Fidelity employs over 41,000 individual across the United States and into 
Canada. Fidelity operates 184 Investor Centers. Their Sector Investing Division is based in Denver, Colorado as well. 
Across the firm, the assets under management total about $4.9 trillion, a combined total of their 19.5 million 
brokerage accounts. 

Competition among the Advisor Services Segment 
Since Advisor Services is primarily focused on custodial and trading services to independent investment advisors, 
interaction between advisors and clients is key. This market is highly competitive, with a number of major players. 

Morgan Stanley (NYSE: MS) 
Morgan Stanley is one of the largest multinational financial services firms worldwide. The company operates 
through its three business functions: Institutional Securities, Wealth Management, and Investment Management. In 
the United States alone, their revenues as of Q3 2014 totaled nearly $6.4 billion (about 70% of their net revenue). Its 
wealth Management division has 16,162 Advisors across 631 retail locations. These Advisors maintain custody of 
$2,003 billion of client assets.  

Edward D. Jones & Co., LP (Privately held) 
A subsidiary of the Jones Financial Companies, Edward D. Jones is an LLLP that operates 11,083 branches housing 
13,158 financial advisors throughout all 50 states.  Edward Jones offers its clients a wide range of advisory services 
through its advisory solutions segment. In total, Edward Jones has $787 billion of client assets under care, of which 
$115 billion falls under the advisory services umbrella. 
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Merrill Lynch & Co. (Privately held) 
Merrill Lynch, a subsidiary of bank of America, is the largest brokerage firm in the world with $2.2 trillion worth of 
assets under management.  The company has more than 15,000 advisors and offers a broad range of services very 
similar to Schwab’s offerings. Merrill Lynch operates similar to Schwab with their designation of “Affluent” at 
$250,000 investable assets. For clients whose assets are less than $250,000, the company provides an integrated 
service for individual investors looking for a self-directed experience. Clients at or above $250,000 investable assets 
have access to financial advisors who provide tailored solutions through a full set of products. 

Porter’s Five Forces 
After a careful analysis of the industry, we have concluded that the overall competitiveness of the industry is 
MEDIUM. A high rating was given to competition among rivals. A medium rating was given for the bargaining power 
of suppliers and threats of substitutes. Lows were given to threats of new entrants and bargaining power of 
customers. For a more in-depth analysis, please refer to Figure 1 in the Appendix. 

Financial Analysis 

Revenue Growth 
We expect Charles Schwab to grow revenues at a moderate pace through 
2015 and then have a slight jump in 2016 and 2017 due to the effect of an 
anticipated higher federal funds rate, favorable market conditions, and 
future organic revenue growth from Schwab’s upcoming Robo-Advisor 
service. Even though Schwab’s revenues have historically trended upwards, 
there have been intermittent swings seemingly uncorrelated to market 
conditions 

We regressed Schwab’s year-over-year (YoY) revenue growth on the S&P’s 
YoY growth and found a very low correlation with an R-squared of 0.28. We 
also regressed Schwab’s quarterly revenues over the past decade on GDP 
and the Federal Funds Rate for the same period, with each model returning 
low predictability. While these revelations have no effect on our target 
price, it is important to note that just because the economy is in an upswing 
or the S&P is tracking a certain way does not equate to Schwab (in terms of 
revenue) performing a certain way. 

 
We are expecting a slight initial cannibalization effect from Schwab’s upcoming 
Robo-Advisor, which is built into 2015’s revenue projections, however longer 
term (2016 and beyond) we expect Schwab to re-coupe the lost advisory fees 
as well as experience organic growth from the targeted “millennial” 
demographic over the long-term. 

We have projected a terminal growth rate of 5%; primarily due to the 
incredible branding that Schwab has built for itself as well as the industry 
Schwab participates in, which has a strong long-term outlook even in economic 
downturns. 
 

Margins 
Margins have been steadily improving since 2009. In the most recently reported FYE (2013), Schwab operated at 
19.71% net income margin, which has grown from 10.69% since 2010. This is especially impressive considering 
Schwab has been waiving roughly $180 million in fees per quarter from their money market accounts. While 
historically the average net income margin has averaged 17.35%, the highest net income margin was 48.2% 
recorded in 2007. While that is unlikely to be a consistently attainable margin, it is telling as to how lean Schwab is 
capable of operating. EBT margins and EBITDA margins follow the same upward trend as net income margins. 
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Balance Sheet 
Schwab’s total assets have grown from just over $51 billion in 2008 to just 
over $143 billion in FY 2013. This is likely due to numerous acquisitions of 
other asset management firms throughout the years. While Schwab’s client 
assets have been growing, FY 2013 client asset growth YoY was 70% less 
than in 2012. 2012 growth was also less than 2011, although only 
marginally.  While total client assets are still growing, the growth rate is 
shrinking. We have priced in the slowing growth rate and the fact that the 
growth has been due to acquisitions, indicating inorganic growth, into our 
projections.  

Long-term, Schwab’s goal is to keep debt-to-total capital below 30% (they 
are currently well below this at 15.4%) and their overall debt levels have 
been decreasing over the past few years. This is likely due to their 
impressive margins. One thing to consider with this target is that it could 
possibly mean increased share count in the future in order to keep below 
the 30% threshold. 

Cash Flows 
Schwab has historically returned consistent, positive unlevered free cash 
flows, and we anticipate this trend to continue. Schwab’s capital 
expenditures (capex) have been relatively low since this is not a typical 
brick-and-mortar type of business. The company has been spending 
roughly 3-5% of net revenues on capex for the past few years.  Schwab is 
expected to have higher capex for the next few years related to their 
transitioning of a large portion of their workforce from San Francisco to 
Denver. However, this is a cost saving measure outside the scope of 
ordinary business. 

Valuation 

We approached valuing Schwab from multiple angles, notably a DCF model as well as a DDM Model. We also 
compared historical price/earnings ratios for Schwab in order to get a relative valuation of itself, along with the 
industry and S&P 500. 

Revenues 
We project top line growth of 12% for FYE 2015, increasing to 15% in FYE 2016, and then tapering off in FYE 2017 
and beyond.  This revenue growth comes primarily from increased participation from the Millennial demographic as 
well as a strengthening economy and increased investor confidence as we move further away from the Great 
Recession.  

Modeling 
Our revenue projections flow through all three financial statements 
within our operating model. We based our assumptions off internal 
trends looking at the past 15 years of annual and quarterly data 
and relating those trends to economic outlooks, competition, the 
industry as a whole, and other relevant information discussed 
above. 
 
 
 
 

Competitor ROE/ROA 
  

 ROE ROA 
E-Trade 

2011 3.49% 0.33% 

2012 (2.29%) (0.24%) 

2013 1.76% 0.18% 

2014 6.14% 0.68% 

Average 2.28% 0.24% 

 ROE ROA 

TD Ameritrade 

2011 16.17% 4.00% 

2012 13.72% 3.20% 

2013 14.83% 3.26% 

2014 16.70% 3.45% 

Average 15.36% 3.48% 

 ROE ROA 

Schwab 

2011 12.40% 0.86% 

2012 10.74% 0.73% 
2013 11.08% 0.73% 

2014 12.42% 0.85% 
Average 11.66% 0.79% 
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Our operating model ties projected depreciation to net property, plant, and equipment (PPE) via their historical 
average life of long term assets, meaning depreciation will grow proportional to growth in PPE which is a very slow 
rate. Operating expenses as a percentage of net revenues have been very consistent throughout the years averaging 
75% of net revenues.  While there has been some variance, we anticipate expenses to be slightly lower primarily due 
to Schwab’s transition from San Francisco to Denver, equating to lower SG&A costs. We modeled capex as a 
percentage of net revenue, which as previously mentioned has been between 3-5% with a slight uptick projected 
over the next year before it returns to normal levels. 

Discounted Cash Flow 
We used the discounted cash flow (DCF) model targeting 
unlevered free cash flows to the firm (UFCF) that was 
based on our EBITDA, capex, and other key data from our 
operating model. Using this method along with a 12% 
revenue growth target for 2015, we reached a value-per-
share price of $26.21.  This is the value we used as it 
placed Schwab in line with our projected relative 
valuations.  

Dividend Discount Model 
According to the FYE 2013 10-K, Schwab has paid out common dividends for 99 consecutive quarters since 1989 and 
raised it 19 times, or about every 5 quarters. Their intent is to pay between 20 and 30 percent of net income per 
annum as common dividends.   

We projected an average dividend growth rate of 7.5% per year.  We then performed a dividend discount model, 
however the value was unrealistically low and thus discarded ($4.04 per share). 

Terminal Value Assumptions 
We project at 5% terminal growth rate. We derived this number from historical growth rates within Schwab, GDP, 
and inflation.   

Historically inflation has been between 2-5% per year, depending on the time period from which the data is 
observed.  GDP has grown 198% since 1990, while the S&P has grown 526% for the same period. 

Schwab has strong value within their branding as it is a household name, more so than any other discount broker.  
What this means, along with GDP, inflation, and historical S&P data, is that combining all these factors equates to a 
healthy terminal revenue growth of 5%. 

WACC 
We calculated WACC at 10.79% using the CAPM model for the cost 
of common equity, calculating the cost of preferred based on data 
from FYE 2013 10-K, and using an after-tax cost of debt rate of 
2.26% (using their long term debt rate located in the 10-K and 
adjusting for taxes). For CAPM, we used a risk-free rate of 2.18% 
(10-year Treasuries,) a beta of 1.3 (calculated ourselves) and an 
expected market return of 10%. This result yielded a 12.35% cost of 
equity. 

When we looked at different sources for beta, we got a range between 1.3 and 1.5 – not knowing their data used, 
we decided to calculate it ourselves. The beta we use has one of the highest correlations to the S&P, albeit it was 
still only an R-square of .45.  We ultimately used monthly data from 1.10.05-present; although we modeled different 
time lengths and periods. 
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Relative Valuation 
In looking at PE ratios and EV/EBITDA ratios for Schwab, E-Trade, 
and TD Ameritrade, we found that currently Schwab is trading at 
32.3 times earnings while historically they have traded at 27.2 
times earnings. Our target price of $26.21 brings their PE ratio back 
down to 26.6 times 2015E earnings. TD Ameritrade averages a PE 
ratio of 19 while E-Trade averages 27.2 (note: E-Trade has only 
reported positive earnings in 5 of the last 10 reported years). The 
average PE ratio of the S&P is 16.3 while the Investment-Brokerage 
sub-sector is 17. Schwab is currently relatively overvalued 
compared to its historical self, its competitors, its sector, as well as 
the S&P. 

EV/EBITDA ratios revealed the same: Schwab is currently trading 
higher than E-Trade and TD Ameritrade and has been trending up. 
Our target price brings their EV/EBITDA ratio back down closer 
(although still higher) than its peers. 

 

 
 

Additional Assumptions 
We competed regressions looking for various relationships and found virtually no correlation between Schwab’s 
earnings or share price between GDP and the Federal Funds rate. The strongest correlation was with the S&P. 
However, none of the models have any significant predictability.   

What this means to us is that there has been a lot of talk about the raising of the Federal Funds Rate and the 
positive effect on the financial sector or other various companies – our models indicate it will not have a substantial 
effect, at least on Charles Schwab. While we believe it will help with their revenues (specifically waiving money 
market fees), it is not going to significantly help or hurt Schwab either way.  

0

10

20

30

40

50

2
0

0
5

2
0

0
6

2
0

0
7

2
0

0
8

2
0

0
9

2
0

1
0

2
0

1
1

2
0

1
2

2
0

1
3

2
0

1
4

Benchmark P/E

Schwab S&P 500
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2012A 9.1 14.3 12.0 

 

  ETFC   AMTD  SCHW 

 

2013A 12.4 14.4 18.5 
 2014A 10.7 14.3 20.2 
 2015E   ---   --- 16.4 
 

 

Competitor P/E 
  

2005 18.0 29.8 26.2 
 

  ETFC    AMTD  SCHW 
 
2006 15.6 16.7 28.0 
 2007  *** 16.4 27.8 
 2008  *** 11.5 15.2 
 2009  *** 19.1 27.7 
 2010  *** 18.6 45.0 
 2011 14.7 13.8 16.0 
 2012  *** 14.9 20.7 
 2013 65.5 24.5 33.3 
 2014 22.5 25.0 32.3 
 Avg 27.2 19.0 27.2 
 2015E   ---   --- 26.6 
 *** Negative EPS 
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Competitive Positioning 

SWOT Analysis 

Strengths 

Brand Name – Charles Schwab has a well-known brand name among Americans. It is a long standing company that 

many Americans have trusted and will continue to trust. With a 1 year investment horizon, it is in our opinion that 

the Charles Schwab Brand name will not be enough to give Schwab an exceptional stock price. 

Employment – Charles Schwab is a large employer in the United States employing over 13,800 full-time workers. This 

is a positive effect to the American economy as Schwab is a good source of employment. 

Weaknesses 

Not a huge international presence – Charles Schwab does not have a huge international presence; its presence is 

mostly in the United States. Schwab briefly attempted to grow their international business in the past but currently 

has no plans for international growth.  The company is leaving a huge potential market on the table. 

Opportunities 

Retirement – With baby boomers retiring, there is opportunity for Charles Schwab to target them as potential 

customers. This has potential to increase Schwab’s revenue greatly for the next decade or so. 

International Markets – There is much room for Schwab to expand international markets, including China. Growing 

into this economy, Schwab could potentially have many customers that are part of an ever booming economy. 

Millennials – Schwab has an opportunity to attract young investors which are expected to having rising income in 

the future, resulting in rising revenue for Schwab. Attracting young investors could potentially incur a greater 

amount of clients for the future. Schwab’s upcoming Robo-Advisor to be released this year is a right step in the right 

direction. This platform gives clients with a lesser amount of money to invest an alternative to paying fees for a 

personal advisor.  

Threats 

Millennial Attracting Competition – Competitors and new startup companies are targeting young investors more 

than Charles Schwab. One example is of Robinhood, a zero-commission stock brokerage. This new company offers 

trading services for those with little money to begin investing. Their goal is to mostly attract a younger generation 

that will help eventually grow the company. Schwab is just starting to put their foot in this door with their upcoming 

Robo-Advisor services, but they do face competition in this area of business.  

Volatile Economic Conditions – The current economic conditions have improved since 2008, but have still been 

experiencing some major up and down swings. This creates uncertainty for investors which can have a negative 

impact on Charles Schwab’s stock price. 

Comparison of Mutual Funds 
Similar to many of its competitors, Schwab has a variety of actively managed mutual funds. Currently 14 funds are 

offered that have a range of asset allocations and investment objectives. We chose a few of Schwab’s 14 mutual 

funds and compared their overall returns to other funds with similar objectives and allocations from Vanguard, 

Oppenheim Funds, and Fidelity. Overall, Schwab funds on average were middle of the pack. Even though in the most 

recent year they outperformed their peers with 12.72% return, the 5 and 10 year returns were average. Another 

interesting note is that Schwab had on average the highest expense ratio meaning even though returns were higher, 

clients were paying more. (Refer to figures 2 & 3 for visual representation, Note: Fidelity funds charge no transaction 

fees) 
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Schwab Intelligent Portfolios™ 

Schwab is developing Schwab Intelligent Portfolios™, a "flagship trading platform [featuring] an intuitive workflow 

that aligns with the way you think about trading, making advanced trading software tools and charting easy to use." 

This product is being developed for lower-wealth clients.  

Due to the nature of the client target, this product does not appear to be a move toward profitability as much as an 

industry follower and safety hedge. A majority of competitors have released similar products, and the release of 

Intelligent Portfolios™ will allow Schwab to remain competitive. Further, this product will allow more internal 

flexibility in terms of employee costs (e.g. individual brokers can be moved to a more profitable position in favor of 

letting StreetSmart's automated platform transact with the client). If Schwab's expenses continue to rise, and if 

interest rates continue to remain depressed, this feature could allow Schwab to further control employee cost 

enough to maintain profitability. 

Investment Risks 

Operational Risks 
Charles Schwab is a participant in the securities, banking, and financial services industry. As a result, the company is 

subject to many risks to their operations. The two main operational concerns for Schwab stem from regulations and 

technology. 

New regulation changes, such as the Dodd-Frank Act, imposes many changes to laws governing financial service, 

such as Schwab’s, which affects its business. A few examples of the changes include, but are not limited to, higher 

minimum capital ratios, higher risk weightings on certain assets, and, perhaps most importantly, more oversight.  

Also, as a financial services company that provides services mainly online, Schwab risks the chance of system failures 

and/or security breaches. These risks pose a threat to Schwab's reputation and open them up to potential lawsuits.  

Market Risks 
Schwab may incur losses from their credit exposures. For example, if clients with a margin or options trading 

account defaults and cannot meet their obligations, substantial losses are possible. 

Schwab is also exposed to changes in interest rates. Currently Schwab is positioned to possibly benefit if rates rise. 

However, if rates remain stagnate within the next year, Schwab will have to continue to waive money market fees 

which could negatively impact net income.  

External Policy Risks 
The industry in which Schwab operates in has undergone a period of consolidation resulting in fierce competition in 
many aspects of their business. Schwab faces competition for their clients due to mergers of competitors offering 
more services and products. Also, they face competition for recruitment of high quality employees. Schwab's 
challenge is to obtain and retain extraordinary human capital. 

Conclusion 

Although the company is a strong, long lasting company with a good brand name, we give a “Sell” recommendation 

because we believe that the company is overvalued at this time. We feel that a sell recommendation is called for 

because of a higher than historical average P/E ratio, decreasing client year over year asset growth, and an unclear 

future growth strategy.   



Charles Schwab Corporation 

 
 

 

 CFA Global Investment Research Challenge Page│11 

Appendix 

Figure 1 

 

 

Threat of New Entrants LOW Gaining entrance into the industry is quite a difficult task to take on. One of 
the more difficult barriers to overcome is the staggering layers and complexity of regulation. Through the 
signing of the Dodd-Frank Act in 2009, there is increased pressure on financial institutions to maintain a 
clean balance sheet with a focus on increased liquidity requirement. This coupled with requirements 
through both the Security Exchange Commission (SEC) and the Financial Industry Regulatory Authority 
(FINRA) entrance is tough. The next threat comes with the size of the already established firms as economies 
of scale kick in and more reputable firms can easily outperform newcomers. Clients also tend to be 
extremely brand loyal, only switching to different firms as a last resort. 

Threat of Substitute Services: MEDIUM Across the industry, all companies provide virtually the same 
product and service. All of the previously mentioned brokerage service firms provide, when stripped to its 
bare bones, retail investors the opportunity to direct their own investment strategy. From E*TRADE all the 
way down the line to Schwab, the differentiation between platforms comes down to execution prices of 
different transactions as well as ease of use. Advisor services are the same across the board as well. The 
important factor here is the service provided. Client satisfaction is dependent on the performance and 
service of their financial custodian.  

Bargaining Power of Customers: LOW If a client is unsatisfied they either switch to a different platform or 
take their assets to a different advisor. Unfortunately the cost of closing can be expensive. With this said, 
customer’s tend to be extremely loyal as mentioned earlier. Most customers have a modest level of assets in 
their accounts; if the average client were to leave it would have a little to no effect on the firm’s bottom 
line.  

Competitive Rivalry HIGH Among the major competitors within the industry, Charles Schwab only has about 
13.2% of the market capitalization. In comparison, Morgan Stanley and The Goldman Sachs Group, Inc. 
(NYSE:GS) have 25% and 30%. As those publicly traded companies jockey for market share, let’s not forget 
those previously mentioned privately held companies. All firms are constantly looking for new ways of 
innovating their platforms in an attempt to maintain and attract individual investors. Current examples of 
these attempts are shown through both E*TRADE’s new brand TYPE E* and TD Ameritrade’s recent 
introduction of thinkorswim®, an options trading platform. Merrill Lynch has recognized the growing 
demand and needs of individual investors and has introduced an exclusive platform Merrill Edge.  
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Bargaining Power of Suppliers:  MEDIUM Suppliers for the industry provide software support for the 
different Web-based platforms that each company provides, as well as digital transaction processing 
infrastructure. As brokerage companies are constantly looking for ways to enhance investors’ experiences, 
typically they seek out and purchase companies that provide real-time financial data and assist in the 
decision making process for their clients. Also, with the ever growing importance of cyber security, and the 
need to keep personally sensitive date protected, the industry has been particular active in the acquisition 
of processing infrastructure. DocuSign® one of the leaders in transaction management, particularly with e-
signature support, is widely used across the industry, and has partnered with the likes of TD Ameritrade and 
Charles Schwab.     

Figure 2 

 

Figure 3 

 

  

Ticker Company Description Expense Ratio 1-Year 5-Year (annual) 10-Year (annual)

VDIGX Vanguard Dividend Growth Fund 0.31% 15.71% 15.05% 9.35%

SWDSX Schwab Dividend Equity Fund 0.89% 13.77% 14.69% 7.89%

OSVAX Oppenheimer Dividend Opportunity Fund 1.13% 4.95% 9.01% 4.66%

FDGFX Fidelity Large Cap Value Enhanced (NTF) 0.56% 14.50% 15.80% 5.19%

VEXPX Vanguard Explorer Fund (Small-Cap) 0.52% 6.75% 16.17% 8.98%

SWSCX Schwab Small-Cap Equity 1.11% 7.28% 19.45% 8.39%

OSCAX Oppenheimer Main Street Small Cap Fund (1) 1.37% 11.41% NA NA (Established in 2013)

FCPEX Fidelity Small Cap Enhanced (NTF) 0.73% 5.50% 16.85% NA (Esablished in 2007)

VMGRX Vanguard Mid-Cap Growth 0.51% 11.38% 16.08% 10.63%

SWANX Schwab Core Equity Fund 0.73% 17.88% 14.87% 8.15%

OPTFX Oppenheimer Capital Appricataion 1.06% 15.07% 12.28% 6.09%

FLCSX Fidelity Large Cap Stock Fund (NTF) 0.88% 10.13% 16.58% 8.86%

VSEQX Vanguard Strategic Equity 0.29% 18.53% 18.65% 9.09%

SWHEX Schwab Hedged Equity Fund 2.52% 12.64% 8.90% 5.35%

NA Oppenheimer NA NA NA NA NA

NA Fidelity NA NA NA NA NA

VWUSX Vanguard US Growth Fund 0.44% 18.24% 15.02% 8.09%

SWLSX Schwab Large-Cap Growth Fund 1.05% 18.36% 15.23% 7.63%

OEQAX Oppenheimer Equity Fund 0.99% 12.81% 12.60% 6.43%

FDCAX Fidelity Capital Apppreacaition Fund (NTF) 0.82% 10.84% 16.27% 8.30%

(1) Oppenhimer's Main Streer Small CAp Fund (OSCAX) is simlar to its Main Street Small Cap Fund/VA (CUSIP: 683811871) which is only offered to 

institutional investors. The institutional investor version has had 1 yr, 5yrs., and 10 yrs, returns of  11.93%, 17.58%, and 9.12% respectivly.

NTF: No Transaction Fees

Actively Managed Funds Comparison *Data taken 1/6/15

Company Average Net 1-Year Return Average Net 5-Year Annualized Return Average Net 10-Year Annualized Return Average Expense Ratio

Vanguard 14.12% 16.19% 9.23% 0.41%

Schwab 13.99% 14.63% 7.48% 1.26%

Oppenheimer 11.06% 11.30% 5.73% 1.14%

Fidelity 10.24% 16.38% 7.45% 0.75%

Average Returns Of Actively Managed Funds
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Figure 4 

 

Figure 5 
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Figure 6 

 

Figure 7 
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Figure 8 
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