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Investment Thesis 

• On October 21, management held its Fall Business Update webcast, featuring President & Chief 
Executive Officer Walt Bettinger and Senior Executive Vice President & Chief Financial Officer 
Joe Martinetto. 

o The event updated a Winter outlook provided in February. 
• The company noted that client cash migration to its bank’s balance sheet has now been 

occurring for more than a decade.  
o Schwab moved $3 billion of client funds to the bank in 3Q, expects up to $4 billion of 

movement in 4Q. 
o As of June 1, it has migrated away from money market funds as a sweep option for new 

accounts.  
o Plans a 4Q issuance of preferred stock to fund continued cash migration. 

• With $209 billion in assets, the company noted that it is preparing for the $250 billion threshold 
that will give it an Advanced Approach bank designation from regulators and additional capital 
requirements.  

• Management noted that a December 2016 rate hike is already in the expected run-rate of 
revenues: 

o The February update expected a June 2016 rate hike that did not occur. 
o Schwab is seeing headwinds from long-term yields remaining below year earlier levels. 

• YTD revenue growth in 2016 of 17% is running at the high end of the February forecast for mid-
teens growth. 

• Management now sees a 2016 operating margin of 40%, above the February 39% forecast.  
 
 
 
 



• Schwab is actively preparing for April 2017 DOL regulations requiring a change to a fiduciary 
standard for financial advisors: 

o Expects revenue pressure on the industry and potential consolidation. 
o As wire house firms move toward fee-advisory, Schwab sees movement to the 

independent RIA model, which would be beneficial to Schwab. 
o The company views the implementation of the fiduciary standard as hastening the 

inevitable and good for clients with respect to fee awareness.  
o Sees scale as increasingly important. 

• Earlier this week, Schwab reported 3Q EPS of $0.35, $0.02 ahead of the consensus forecast. 
• Schwab continues to grow above the industry average aided by market share gains, helped by 

low cost funds and product innovation.  
• We maintain our BUY rating to a price target of $36.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 
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 Research Co., 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 whose parent company, Argus Investors’ Counsel, Inc., is registered with the U.S. Securities and 
Exchange Commission. Argus Investors’ Counsel is a subsidiary of The Argus Research Group, Inc. Neither 
The Argus Research Group nor any affiliate is a member of the FINRA or the SIPC. Argus Research is not a 
registered broker dealer and does not have investment banking operations. 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. 
 
Argus Investors’ Counsel (AIC), a portfolio management business based in Stamford, Connecticut, is a 
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Research Group, have certain employees in common, including those with both research and portfolio 
management responsibilities, and that Argus Research Co. employees participate in the management and 
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