
 
 
 
ANALYST QUICK NOTES 
New products, M&A announcements, management shakeups, earnings surprises. Whatever the news, 
you want to know what Argus thinks. Our Quick Notes fill this need by providing real-time analysis of 
current news about Argus-covered companies or other market-moving events. Please check back 
regularly for new Quick Notes. Important disclaimer information is on the last page of this document. 
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Investment Thesis 

• On July 18, Schwab reported 2Q EPS of $0.30, up from $0.25 and matching consensus. 
o Revenues up 17% on higher customer balances. 
o Net new inflows reached $58.6 billion in the first half of 2016; on track for fifth 

consecutive year of >$100 billion annual flows.  
• We think Schwab’s business model merits a premium multiple versus discount broker average. 

o More stable earnings due to Schwab Bank, ability to monetize cash balances. 
o Large asset management/admin fees dwarf more volatile client trading revenues (only 

13% of revenues).  
o Proprietary line of ETFs.  

• Second half 2016 catalysts include: 
o Fed’s Dec. 2015 rate hike still providing gains to net interest revenue and margins. 

Higher rates will help Schwab.  
o Moving money fund client balances to bank sweep; up to $8B in second half 2016, 

including $2-3B in 3Q.  
• Schwab can thrive despite sluggish growth in financial services and subdued retail trading: 

o Asset growth well above industry average due to market shares gains from 
discount/wireline brokerages and custodian channels. 

o Product innovation (Robo-advisor, intelligent portfolios, Options Express, etc.). 
o Continues to challenge industry pricing norms with low- and no-cost products used to 

attract accounts and assets (no-commission ETFs, index ETFs with 4 basis point expense 
ratio). 

o Scale and consolidation. 
 
 
 
 



• Schwab has provided specific base-line assumptions for 2016, updated in late July: 
o Mid-teens revenue growth (16% YTD actual). 
o 500 bps gap between revenue and expense growth (8.6% YTD). 
o One 25 bps rate hike (none). 
o Daily average trading down 9% (up 5% YTD). 

• We see Schwab as a beneficiary of several wealth management themes: 
o Regulatory changes (DoL fiduciary rule). 
o Landscape/technology changes (Robo-advisor). 
o Asset movement to low-cost providers. 

•  Schwab typically trades at a P/E premium based, we believe, on faster growth rate, earnings 
consistency and industry leadership.  

o Argus 2016 EPS estimate is $1.25 (versus $1.25 consensus), while 2017 is $1.49 ($1.46), 
implying 19%. 

o Discount brokers TDAmeritrade and eTrade have consensus 2016/2017 EPS growth 
estimates in mid-single digits.  

o Currently trading at 22-times our blended 2016/2017 estimate.  
o Target is $34 (22.8-times 2016 earnings). 
o Shares 14% off highs reached in late 2015 despite record earnings, assets and accounts. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 
DISCLAIMER 
This Note reflects the current thinking of an Argus analyst anticipating or responding to corporate 
earnings reports or other news relevant to covered companies. This Note may be an initial, real-time 
response to developments that are expected to impact stocks under coverage; as such, it does not 
imply that the information in it is correct as of any time after its preparation or that there has been no 
change in the business, financial condition, prospects, creditworthiness or status of a covered 
company. The views or opinions expressed in this Note are subject to change pending further analysis. 
This Note is produced and copyrighted by Argus, and any unauthorized use, duplication, redistribution 
or disclosure is prohibited by law and can result in prosecution. The opinions and information 
contained herein have been obtained or derived from sources believed to be reliable, but Argus 
makes no representation as to their timeliness, accuracy or completeness or for their fitness for any 
particular purpose. This Note is not an offer to sell or a solicitation of an offer to buy any security. The 
information presented in this Note is for general information only and does not specifically address 
individual investment objectives, financial situations or the particular needs of any specific person 
who may receive this Note. Investing in any security or investment strategies discussed may not be 
suitable for you and it is recommended that you consult an independent investment advisor. Nothing 
in this Note constitutes individual investment, legal or tax advice. Argus may issue or may have issued 
other reports that are inconsistent with or may reach different conclusions and opinions than those 
represented in this Note, and all opinions are reflective of judgments made on the original date of 
publication. Those reports may reflect the different assumptions, views and analytical methods of the 
analysts who prepared them and Argus is under no obligation to ensure that other reports are 
brought to the attention of any recipient of this Note or to update or keep current the information 
contained in other reports so that such information is consistent with, or not contrary to, the 
information contained in this Note. Argus Research is an independent investment research provider 
and is not a member of the FINRA or the SIPC. Argus Research is not a registered broker dealer and 
does not have investment banking operations. None of our research is attributable to Argus Investors’ 
Counsel, a registered investment adviser and the asset management arm of Argus Research. Argus 
shall accept no liability for any loss arising from the use of this report, nor shall Argus treat all 
recipients of this report as customers simply by virtue of their receipt of this material. Investments 
involve risk and an investor may incur either profits or losses. Past performance should not be taken 
as an indication or guarantee of future performance. Argus has provided independent research since 
1934. Argus officers, employees, agents and/or affiliates may have positions in stocks discussed in this 
report. No Argus officers, employees, agents and/or affiliates may serve as officers or directors of 
covered companies, or may own more than one percent of a covered company’s stock. 
 
 


