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CORRECTION 
Thank you to the readers who pointed out errors in our 
Spring 2015 article “Social Security for Two.” On page 28, we 
stated that at age 62 a married partner can file for a spousal 
benefit that is 50% of his or her partner’s benefit. However, 
the recipient spouse would have to wait until reaching full 
retirement age (FRA) before being eligible for a spousal 
benefit that was 50% of the higher earner’s FRA benefit. 
Taking a spousal benefit before FRA would result in a reduced 
benefit (as would be the case whether the benefit was based 
on one’s own record or that of a higher-earning spouse).
We also said that if the higher-earning spouse filed for 
Social Security at age 62, the spousal benefit would be 
half of a reduced benefit. That is incorrect. As explained 
above, the spousal benefit would be equal to half the 
primary earner’s FRA benefit and would only be reduced to 
the extent the spousal recipient elected early benefits prior 
to his or her own FRA.
We also said, on page 29, that one partner could start 
collecting a spousal benefit at age 62, while leaving their 
own benefit to grow until age 70. However, the Social 
Security Administration allows you to suspend benefits 
only at FRA. If you took a spousal benefit before you 
reached FRA, you would continue to receive that amount. 
Finally, we said for married couples filing jointly, up to 
85% of your Social Security income may be taxable if your 
modified adjusted gross income is more than $32,000. 
That figure is for single filers. The correct figure for 
married couples filing jointly in 2015 is $44,000.
We regret the errors.
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IMPORTaNT dIsClOsuREs

Diversification strategies do not ensure a profit and do not protect against losses in declining markets. (p. 5, 
18–20, 24–27)
The information provided here is for general informational purposes only and should not be considered an 
individualized recommendation or personalized investment advice. The investment strategies mentioned here 
may not be suitable for everyone. Each investor needs to review an investment strategy for his or her own 
particular situation before making any investment decision. (p. 4, 5, 8, 9, 10–11, 12–14, 15–17, 18–20, 21–23) 
This information is not intended to be a substitute for specific individualized tax, legal or investment planning 
advice. Where specific advice is necessary or appropriate, Schwab recommends consultation with a qualified tax 
advisor, CPA, financial planner or investment manager. (p. 4, 10–11) 
The information presented does not consider your particular investment objectives or financial situation and 
does not make personalized recommendations. This information should not be construed as an offer to sell or 
a solicitation of an offer to buy any security. The investment strategies and the securities shown may not be 
suitable for you. We believe the information provided is reliable, but Charles Schwab & Co., Inc. (“Schwab”) and its 
affiliates do not guarantee its accuracy, timeliness or completeness. (p. 28–31) 
All expressions of opinion are subject to change without notice in reaction to shifting market conditions. (p. 5, 8, 9, 
12–14, 18–20, 21–23) 
Data contained herein from third-party providers is obtained from what are considered reliable sources. However, 
its accuracy, completeness or reliability cannot be guaranteed. (p. 18–20, 21–23) 
Examples provided are for illustrative purposes only and not intended to be reflective of results you can expect to 
achieve. (p. 21–23, 28–31) 
Fixed income securities are subject to increased loss of principal during periods of rising interest rates. Fixed 
income investments are subject to various other risks, including changes in credit quality, market valuations, 
liquidity, prepayments, early redemption, corporate events, tax ramifications and other factors. (p. 12–14) 
International investments involve additional risks, which include differences in financial account standards, 
currency fluctuations, geopolitical risk, foreign taxes and regulations, and the potential for illiquid markets. 
The information provided here is for general informational purposes only and should not be considered an 
individualized recommendation or personalized investment advice. The investment strategies mentioned here 
may not be suitable for everyone. Each investor needs to review an investment strategy for his or her own 
particular situation before making any investment decisions. (p. 18–20) 
Indexes are unmanaged, do not incur management fees, costs or expenses, and cannot be invested in 
directly. (p. 9, 21-23, 24–27) 
The S&P 500® Index is a market-capitalization-weighted index comprising 500 widely traded stocks chosen for 
market size, liquidity and industry group representation. (p. 9, 21–23, 24–27) 
The Russell 1000® Index measures the performance of the large-cap segment of the U.S. equity universe. It 
is a subset of the Russell 3000® Index and includes approximately 1,000 of the largest securities based on a 
combination of their market cap and current index membership. (p. 24–27) 
The Russell Fundamental U.S. Large Company Index ranks companies in the Russell 3000 Index by fundamental 
measures of size and tracks the performance of those companies whose fundamental scores are in the top 87.5% 
of the Russell 3000 Index. The index uses a partial quarterly reconstitution methodology in which the index is split 
into four equal segments at the annual reconstitution and each segment is then rebalanced on a rolling quarterly 
basis. Performance includes reinvestment of dividends. (p. 24–27) 
Russell Investments and Research Affiliates, LLC have entered into a strategic alliance with respect to the Russell 
Fundamental Index Series. Subject to Research Affiliates’ intellectual property rights in certain content, Russell 
Investments is the owner of all copyrights related to the Russell Fundamental Index Series. Russell Investments 
and Research Affiliates jointly own all trademark and service mark rights in and to the Russell Fundamental Index 
Series. Charles Schwab & Co., Inc. is not affiliated with Russell Investments or Research Affiliates. (p. 24–27) 
The MSCI EAFE Index is recognized as the preeminent benchmark in the United States to measure international 
equity performance. Developed markets countries in the MSCI EAFE Index include: Australia, Austria, Belgium, 
Denmark, Finland, France, Germany, Hong Kong, Ireland, Israel, Italy, Japan, the Netherlands, New Zealand, 
Norway, Portugal, Singapore, Spain, Sweden, Switzerland and the UK. (p. 24–27) 
Commodity-related products, including futures, carry a high level of risk and are not suitable for all investors. 
Commodity-related products may be extremely volatile, illiquid and significantly affected by underlying 
commodity prices, world events, import controls, worldwide competition, government regulations and economic 
conditions, regardless of the length of time shares are held. Investments in commodity-related products may 
subject the fund to significantly greater volatility than investments in traditional securities and involve substantial 
risks, including risk of loss of a significant portion of their principal value. (p. 5) 
The Charles Schwab Corporation provides a full range of brokerage, banking and financial advisory services 
through its operating subsidiaries. Its broker-dealer subsidiary, Charles Schwab & Co., Inc. (member SIPC), offers 
investment services and products, including Schwab brokerage accounts. Its banking subsidiary, Charles Schwab 
Bank (member FDIC and an Equal Housing Lender), provides deposit and lending services and products. (p. 44) 
Charles Schwab & Co., Inc., a licensed insurance agency, distributes certain life insurance and annuity contracts 
that are issued by non-affiliated insurance companies. Not all products are available in all states. (p. 28–31) 
Charles Schwab Investment Advisory, Inc. (“CSIA”) is an affiliate of Charles Schwab & Co., Inc. (“Schwab”). 
(p. 5, 15–17) 
The Schwab Center for Financial Research is a division of Charles Schwab & Co., Inc. (p. 9, 18–20, 24–27, 28–31) 
Schwab Equity Ratings are assigned to approximately 3,000 of the largest (by market capitalization) U.S.-
headquartered stocks using a scale of A, B, C, D and F. Schwab’s outlook is that A-rated stocks, on average, will 
strongly outperform and F-rated stocks, on average, will strongly underperform the equities market over the next 
12 months. Each of the approximately 3,000 stocks rated in the Schwab Equity Ratings universe is given a score 
that is derived from several research factors. The assignment of a final Schwab Equity Rating depends on how well 
a given stock scores on each of the factors and then how that stock stacks up against all other rated stocks. (p. 5) 
©2015 Charles Schwab & Co., Inc. All rights reserved. Member SIPC. (0515-2231)

I nformed investors tend to be 
successful investors. That’s 
why at Schwab, we like to 

dig into new and complex 
financial topics and then share 
our conclusions with clients. 
Weighing the pros and cons 
of different investments can 
help clarify how—or whether—
they might serve different types 
of portfolios. 

In this issue of , 
we examine “smart beta” 
strategies, an increasingly 
popular approach to screening 
and weighting securities that 
goes beyond price. The smart 
beta category is home to a 
diverse array of strategies. Some 
weight securities according to 
financial measures like sales, 
cash flow and dividends plus 
buybacks, while others might 
focus on volatility. 

However, not all of these 
strategies live up to the name, so 
it’s important to tread carefully 
before investing in one. 

We believe smart beta 
strategies have a role to play 

See page 2 for important information.
(0515-0686)

Informed Choices
Insights to help you make sense of investments.
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Diversification strategies do not ensure a profit and do not protect against losses in declining markets. (p. 5, 
18–20, 24–27)
The information provided here is for general informational purposes only and should not be considered an 
individualized recommendation or personalized investment advice. The investment strategies mentioned here 
may not be suitable for everyone. Each investor needs to review an investment strategy for his or her own 
particular situation before making any investment decision. (p. 4, 5, 8, 9, 10–11, 12–14, 15–17, 18–20, 21–23) 
This information is not intended to be a substitute for specific individualized tax, legal or investment planning 
advice. Where specific advice is necessary or appropriate, Schwab recommends consultation with a qualified tax 
advisor, CPA, financial planner or investment manager. (p. 4, 10–11) 
The information presented does not consider your particular investment objectives or financial situation and 
does not make personalized recommendations. This information should not be construed as an offer to sell or 
a solicitation of an offer to buy any security. The investment strategies and the securities shown may not be 
suitable for you. We believe the information provided is reliable, but Charles Schwab & Co., Inc. (“Schwab”) and its 
affiliates do not guarantee its accuracy, timeliness or completeness. (p. 28–31) 
All expressions of opinion are subject to change without notice in reaction to shifting market conditions. (p. 5, 8, 9, 
12–14, 18–20, 21–23) 
Data contained herein from third-party providers is obtained from what are considered reliable sources. However, 
its accuracy, completeness or reliability cannot be guaranteed. (p. 18–20, 21–23) 
Examples provided are for illustrative purposes only and not intended to be reflective of results you can expect to 
achieve. (p. 21–23, 28–31) 
Fixed income securities are subject to increased loss of principal during periods of rising interest rates. Fixed 
income investments are subject to various other risks, including changes in credit quality, market valuations, 
liquidity, prepayments, early redemption, corporate events, tax ramifications and other factors. (p. 12–14) 
International investments involve additional risks, which include differences in financial account standards, 
currency fluctuations, geopolitical risk, foreign taxes and regulations, and the potential for illiquid markets. 
The information provided here is for general informational purposes only and should not be considered an 
individualized recommendation or personalized investment advice. The investment strategies mentioned here 
may not be suitable for everyone. Each investor needs to review an investment strategy for his or her own 
particular situation before making any investment decisions. (p. 18–20) 
Indexes are unmanaged, do not incur management fees, cost or expenses, and cannot be invested in directly. 
(p. 9, 21-23, 24–27) 
The S&P 500

 Index and includes approximately 1,000 of the largest securities based on a 
combination of their market cap and current index membership. (p. 24–27) 
The Russell Fundamental U.S. Large Company Index ranks companies in the Russell 3000 Index by fundamental 
measures of size and tracks the performance of those companies whose fundamental scores are in the top 87.5% 
of the Russell 3000 Index. The index uses a partial quarterly reconstitution methodology in which the index is split 
into four equal segments at the annual reconstitution and each segment is then rebalanced on a rolling quarterly 
basis. Performance includes reinvestment of dividends. (p. 24–27) 
Russell Investments and Research Affiliates, LLC have entered into a strategic alliance with respect to the Russell 
Fundamental Index Series. Subject to Research Affiliates’ intellectual property rights in certain content, Russell 
Investments is the owner of all copyrights related to the Russell Fundamental Index Series. Russell Investments 
and Research Affiliates jointly own all trademark and service mark rights in and to the Russell Fundamental Index 
Series. Charles Schwab & Co., Inc. is not affiliated with Russell Investments or Research Affiliates. (p. 24–27) 
The MSCI EAFE Index is recognized as the preeminent benchmark in the United States to measure international 
equity performance. Developed markets countries in the MSCI EAFE Index include: Australia, Austria, Belgium, 
Denmark, Finland, France, Germany, Hong Kong, Ireland, Israel, Italy, Japan, the Netherlands, New Zealand, 
Norway, Portugal, Singapore, Spain, Sweden, Switzerland and the UK. (p. 24–27) 
Commodity-related products, including futures, carry a high level of risk and are not suitable for all investors. 
Commodity-related products may be extremely volatile, illiquid and significantly affected by underlying 
commodity prices, world events, import controls, worldwide competition, government regulations and economic 
conditions, regardless of the length of time shares are held. Investments in commodity-related products may 
subject the fund to significantly greater volatility than investments in traditional securities and involve substantial 
risks, including risk of loss of a significant portion of their principal value. (p. 5) 
The Charles Schwab Corporation provides a full range of brokerage, banking and financial advisory services 
through its operating subsidiaries. Its broker-dealer subsidiary, Charles Schwab & Co., Inc. (member SIPC), offers 
investment services and products, including Schwab brokerage accounts. Its banking subsidiary, Charles Schwab 
Bank (member FDIC and an Equal Housing Lender), provides deposit and lending services and products. (p. 44) 
Charles Schwab & Co., Inc., a licensed insurance agency, distributes certain life insurance and annuity contracts 
that are issued by non-affiliated insurance companies. Not all products are available in all states. (p. 28–31) 
Charles Schwab Investment Advisory, Inc. (“CSIA”) is an affiliate of Charles Schwab & Co., Inc. (“Schwab”). 
(p. 5, 15–17) 
The Schwab Center for Financial Research is a division of Charles Schwab & Co., Inc. (p. 9, 18–20, 24–27, 28–31) 
Schwab Equity Ratings are assigned to approximately 3,000 of the largest (by market capitalization) U.S.-
headquartered stocks using a scale of A, B, C, D and F. Schwab’s outlook is that A-rated stocks, on average, will 
strongly outperform and F-rated stocks, on average, will strongly underperform the equities market over the next 
12 months. Each of the approximately 3,000 stocks rated in the Schwab Equity Ratings universe is given a score 
that is derived from several research factors. The assignment of a final Schwab Equity Rating depends on how well 
a given stock scores on each of the factors and then how that stock stacks up against all other rated stocks. (p. 5) 

“Informed 
investors tend 
to be successful 
investors.”

I nformed investors tend to be 
successful investors. That’s 
why at Schwab, we like to 

dig into new and complex 
financial topics and then share 
our conclusions with clients. 
Weighing the pros and cons 
of different investments can 
help clarify how—or whether—
they might serve different types 
of portfolios. 

In this issue of On Investing, 
we examine “smart beta” 
strategies, an increasingly 
popular approach to screening 
and weighting securities that 
goes beyond price. The smart 
beta category is home to a 
diverse array of strategies. Some 
weight securities according to 
financial measures like sales, 
cash flow and dividends plus 
buybacks, while others might 
focus on volatility. 

However, not all of these 
strategies live up to the name, so 
it’s important to tread carefully 
before investing in one. 

We believe smart beta 
strategies have a role to play 

in most portfolios—as long 
as a particular strategy aligns 
with an individual investor’s 
goals. Smart beta strategies 
tend to perform differently than 
market-capitalization-based 
approaches, so having exposure 
to both could unlock additional 
diversification benefits for your 
portfolio. You’ll find some 
guidelines in this issue about 
how to approach investing with 
these strategies. 

As always, we’re here to help 
you make decisions not just 
about individual investments 
but also your larger financial 
goals, because we know how 
important it is to get these 
matters right. 

Sincerely,

Walt Bettinger
President & CEO

See page 2 for important information.
(0515-0686)

Informed choices
Insights to help you make sense of investments.
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Emotions  
Running High?
Stay objective to avoid this  
investing pitfall.

H ave you ever had an idea and then found 
yourself gravitating toward evidence 
that supports it? People often favor 

information that fits with their preconceptions—
and ignore information that doesn’t.

Psychologists call this process “confirmation 
bias.” The tendency to unconsciously filter 
information according to one’s worldview affects 
many types of behavior, and when it creeps into 
the world of investing, the results can be costly.

Making disciplined investment decisions can 
be challenging under the best conditions. Here 
are a few ways to limit the effect of judgment-
impairing biases on your investing.

-- Acknowledge the issue. Recognize that 
confirmation bias can cloud your investment 
decisions and consider probing your 
assumptions for potential irrationalities. 
Being aware of confirmation bias could be a 
first step toward managing it.

-- Understand what you are buying. Before 
you buy a stock, seek out information that 
might contradict your investment idea. Is 
there anything you’ve been overlooking? You 
should also think about any potential changes 
in the business or markets that would make 
your investment less attractive. For example, 
would the emergence of an innovative 
competing product upend the business 
model of the company you want to invest in? 
Writing down a list of pros and cons 
can help you make a more thoughtful, 
balanced decision.

-- Know when to sell. Create a list of sell 
triggers when you buy a stock. Monitor 
those triggers, and if any are tripped, sell. 
Deteriorating company fundamentals are 
one possible sell signal. You should also 
think about a stock’s role in your overall 
portfolio. Does maintaining a certain position 
push your portfolio away from your target 
allocation? If so, you might consider selling.

-- Limit your downside. It may be worthwhile 
to set a limit on how much capital you devote 
to a single investment. For example, you 
could impose a cap of 5% of your portfolio 
for long-shot ventures and then stick to it. -NExt StEpS

Read more about other ways to 
keep your investments on track 
at schwab.com/OIinsights. See page 2 for important information.
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Reversals in momentum investing can happen quickly.

E very investor knows the mantra “buy 
low and sell high,” but sometimes it 
can pay to buy high and sell higher. 

The name for such a strategy is momentum 
investing. Does it work?

To find out, we looked at data compiled 
by University of Chicago professor Eugene 
Fama and Dartmouth College professor Ken 
French. We found that a portfolio invested 
in the top 10% of the best-performing 
stocks over the trailing 12 months going 
back to 1927 had an average annual return 
of 20.36%, compared to the average annual  
market return of 11.90% during the same 
period.  So over very long periods, buying 
stocks that have done better than their peers
has delivered outsized returns.

Momentum investing isn’t a one-way 
street, though. The potential for strong 
returns comes with increased risk. During 
the period covered by the data, a portfolio 
of the top 10% of the best-performing 
stocks was about 36% more volatile than 
the broader market.

Why is there so much volatility with 
momentum stocks? They tend to move

OI-Su15-Q2-4
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ave you ever had an idea and then 
found yourself gravitating toward 
evidence that supports it? People 

often favor information that fits with their 
preconceptions—and ignore information  
that doesn’t.

Psychologists call this process “confirmation 
bias.” The tendency to unconsciously filter 
information according to one’s worldview affects 
many types of behavior, and when it creeps into 
the world of investing the results can be costly.

Making disciplined investment decisions can 
be challenging under the best conditions. Here 
are a few ways to limit the effect of judgment-
impairing biases on your investing.

 Before 
you buy a stock, seek out information that 
might contradict your investment idea. Is 
there anything you’ve been overlooking? You 
should also think about any potential changes 
in the business or markets that would make 
your investment less attractive. For example, 
would the emergence of an innovative 
competing product upend the business 
model of the company you want to invest in? 
Writing down a list of pros and cons 
can help you make a more thoughtful, 
balanced decision.

Create a list of sell 
triggers when you buy a stock. Monitor 
those triggers, and if any are tripped, sell. 
Deteriorating company fundamentals are 
one possible sell signal. You should also 
think about a stock’s role in your overall 
portfolio. Does maintaining a certain position 
push your portfolio away from your target 
allocation? If so, you might consider selling.

 It may be worthwhile 
to set a limit on how much capital you devote 
to a single investment. For example, you 
could impose a cap of 5% of your portfolio 
for long-shot ventures and then stick to it. 
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Commodities 
and the Dollar
A strong dollar could spell 
tough times for commodities.

T he U.S. dollar had a strong showing in 
2014 relative to other major currencies. It 
gained about 5% against the euro and also 

strengthened against the British pound and Japanese 
yen, among others. 

That may be welcome news to U.S. consumers. 
A strong dollar lowers the cost of imported goods 
and gives Americans more buying power when they 
travel overseas.

But a strong dollar isn’t so positive for 
commodities—basic physical goods such as 
metals, food and oil. Commodity prices tend to 

NexT STepS
Find out about 
the latest 
market trends at 
schwab.com/
OIcommentary.

BewAre THe BANDwAgON
Reversals in momentum investing can happen quickly.

e very investor knows the mantra “buy 
low and sell high,” but sometimes it 
can pay to buy high and sell higher. 

The name for such a strategy is momentum 
investing. Does it work?

To find out, we looked at data compiled 
by University of Chicago professor Eugene 
Fama and Dartmouth College professor Ken 
French. We found that a portfolio invested 
in the top 10% of the best-performing 
stocks over the trailing 12 months going 
back to 1927 had an average annual return 
of 20.36%, compared to the average annual  
market return of 11.90% during the same 
period.1 So over very long periods, buying 
stocks that have done better than their peers 
has delivered outsized returns.

Momentum investing isn’t a one-way 
street, though. The potential for strong 
returns comes with increased risk. During 
the period covered by the data, a portfolio 
of the top 10% of the best-performing 
stocks was about 36% more volatile than 
the broader market.2

Why is there so much volatility with 
momentum stocks? They tend to move 

1Charles Schwab Investment Advisory, Inc., using 
Fama and French data. Average market return 
represented by the capitalization weighted index used 
by Fama and French from 1/1/1927 to 12/31/2013. 
2Ibid.
3Mark Hulbert, “Momentum Investing: Big Risk, Rare 
Reward,” Barron’s, 9/2/2014.

See page 2 for important information.

Investors should consider carefully information 
contained in the prospectus, including 
investment objectives, risks, charges and 
expenses. You can request a prospectus by 
calling Schwab at 800-435-4000. Please read 
the prospectus carefully before investing.
Past performance is no guarantee of  
future results.

(0515-0524)

based on supply and demand rather 
than the financial health of the underlying 
companies. As a result, reversals can be 
sharp and rapid. 

Another report using the same 
data set found that a portfolio of the best-
performing stocks gained an average of 
15% in the three months leading up to 
a peak in the stock market.3 However, 
that same portfolio then surrendered 
all of its gains in the months after the 
market peaked. 

This isn’t to suggest that momentum 
stocks don’t have a place in portfolios. 
Researchers have found that combining 
momentum stocks and value stocks—
those with a low price relative to their 
fundamentals—can be an effective 
diversification strategy because they tend 
to perform well at different points in the 
market cycle. Schwab Equity Ratings®

tries to capitalize on this phenomenon. 
Momentum and value factors, among 
others, are used to identify stocks that we 
believe will outperform or underperform 
the market over the next 12 months. -

move in the opposite direction of the dollar. 
So when the dollar gains against other major 
currencies, commodity prices typically fall. Some 
commodities are more sensitive to the dollar’s 
changing value than others. Precious metals, 
agriculture and energy have all tended to 
move in an inverse direction to the dollar over 
the past 20 years.

What’s behind this relationship? About 80% 
of the world’s globally traded commodities 
are priced in U.S. dollars—the world’s reserve 
currency. When the value of the dollar increases, 
it takes fewer dollars to buy commodities, which 
pushes down prices. In addition, a stronger dollar 
curbs the buying power of commodity buyers in 
countries with weaker currencies, which can hurt 
overall demand—further depressing prices. 

Investors interested in commodities or 
commodity funds would do well to pay attention 
to the dollar. -

See page 2 
for important 
information.
Past performance is 
no guarantee of future 
results.

(0515-0367)

DO THe reSeArCH
To screen ETFs for momentum-
focused strategies, go to  
schwab.com/OIeTFscreener 
and select portfolio and weighting 
scheme: momentum.
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How mucH international exposure do you need? 
Depending on your time horizon and risk tolerance, Schwab recommends that you  

have between 5% and 25% of your assets allocated to international stocks.

Investors should consider carefully information contained in the prospectus, including investment objectives, risks, charges and expenses. 
You can request a prospectus by calling 800-435-4000. Please read the prospectus carefully before investing.
Investment returns will fluctuate and are subject to market volatility, so that an investor’s shares, when redeemed or sold, may be worth more or less than their original 
cost. Unlike mutual funds, ETF shares are bought and sold at market price, which may be higher or lower than the net asset value. 
International investing may involve greater risk than U.S. investments due to currency fluctuations, unforeseen political and economic events, and legal and regulatory 
structures in foreign countries. Investing in emerging markets may accentuate these risks.

Indices are unmanaged, do not incur fees or expenses, and cannot be invested in directly. 

Past performance is no guarantee of future results.

(0515-2836)

1
You have access to  
more oPPortunItIes.
Roughly half of the global stock market capitalization  
available to U.S. investors is overseas.

wHy you sHould 
consider international 
stocks
there are compelling reasons 
to allocate at least part of 
your portfolio to international 
stocks. Here’s why:

Source: MSCI, data as of 12/31/2014.

5%
10% 15% 20%

25%
Conserva

tive

Moderate aggressive

Moderately

Aggressive

Developed 
International 

39%
united  
states

51%

emerging  
markets

10%

conservativeModerately

OI-Su15-Q2-6

Charles sChwab  •  summer 2015 6

dOI_Su15_06-07_BL_Infographic.indd   6 4/16/15   1:34 PM



Investors should consider carefully information contained in the prospectus, including investment objectives, risks, charges and expenses. 
You can request a prospectus by calling 800-435-4000. Please read the prospectus carefully before investing.

TALK TO US 
Looking for 
international stocks, 
mutual funds 
and ETFs?

Call Schwab’s 
Global Investing 
Services Team™ 
at 877-806-4209.

Find your local 
Schwab branch 
at schwab.com/
OIbranch.

YOU CAN LOWER THE OVERALL RISK OF YOUR STOCK 
PORTFOLIO WITH AN INTERNATIONAL ALLOCATION.
We tracked three hypothetical stock portfolios from 1970-2014: one with just international 
stocks, one with just U.S. stocks and one allocated 90% to U.S. stocks and 10% to international 
stocks. We found that the 90% U.S./10% international allocation delivered strong results with 
lower risk than a U.S.-only portfolio.

3

2 INTERNATIONAL MARKETS PERFORM DIFFERENTLY THAN U.S. MARKETS.

Source: Schwab Center for Financial Research with data from Morningstar, Inc. The graph shows the rolling 5-year annualized total returns of the S&P 500 Index, 
representing U.S. stocks, and MSCI EAFE® Index net of taxes, representing international stocks, from January 1970 through December 2014. The fi rst rolling 
5-year period is January 1970 through December 1974. Returns assume reinvestment of dividends. Index data does not account for fees or expenses and if it had, 
performance would have been lower.

Source: Schwab Center for Financial Research with data from Morningstar, Inc. U.S. stocks are represented by the S&P 500 Index and 
international stocks are represented by the MSCI EAFE Index, net of taxes. Data shows annualized returns from January 1970 through 
December 2014. Returns assume reinvestment of dividends. Risk is represented by standard deviation. The international-only portfolio 
had a standard deviation of 23.42%, the U.S.-only portfolio had a standard deviation of 18.65%, and the 90% U.S./10% international 
portfolio had a standard deviation of 18.42%.
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Higher risk Lower risk

U.S. 
stocks alone

Return: 

10.48%

U.S. & international 
stocks 
Return: 

10.33%

International 
stocks alone 

Return: 

9.01%

U.S. and international stocks often move in tandem, but there are periods where one or the other will outperform. 
Below, we’ve called out periods when international stocks outperformed U.S. stocks.
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Savings and the Young
Debt-laden Millennials face tough choices.

Y oung people face challenges when 
it comes to saving. For most people, 
their 20s and 30s are a time of 

relatively low earnings, and splurging on big-
ticket items such as a fancy vacation, car or 
house can mean going deeply into debt. 

Recent research shows how this dynamic 
is affecting the current generation of young 
people. According to Moody’s Analytics, 
adults under age 35—the so-called Millennial 
generation—had a savings rate of negative 
2% in late 2014.1 That means Millennials are 
spending more money than they are earning. 
Their negative savings rate contrasts with a 
savings rate of about 3% for those aged 35 to 
44 and 13% for those 55 and older.

Keep in mind that those rates are just 
a snapshot. Looking back several decades 
reveals that Millennials aren’t necessarily 
more profligate than previous cohorts of 
young people,2 and over a lifetime, rising 
wages can make it possible to save more in 
middle age than earlier in one’s career. 

That’s not to say that failing to save while 
young is just a natural part of growing up, 
and therefore not a problem. The issue is 
that a lack of savings often means a lack 
of investments. Not being invested means 
forgoing the benefits of compound growth—
when the earnings from an investment are 
reinvested and can generate earnings of their 
own. Even a small amount of money taken 
out of every paycheck and invested early on 
can make a big difference later in life. 

Here’s an example of how compounding 
works. If you put away $600 annually for 
10 years and never invested it or earned 
interest on it, you’d have $6,000 at the end of 
10 years. But if you invested that same amount 
over the same time and earned 6% each year, 
you’d end up with $8,383, almost 40% more. -

1Josh Zumbrun, “Younger Generation Faces a Savings Deficit,” The Wall Street Journal, 
11/9/2014. 
2Catherine Rampell, “The Coming-of-Age Ritual of Spend Now, Save Later,” The Washington 
Post, 11/13/2014.

See page 2 for important information.
(0515-0420)

Rocked 
by Rates?
How this interest-rate 
cycle might affect  
stock sectors.

W ith the Federal Reserve 
laying the groundwork for 
its first interest-rate increase 

in more than six years, investors may 
be wondering how stocks will react 
when the hike comes. In our last issue, 
Brad Sorensen, Director of Market and 
Sector Analysis at the Schwab Center for 
Financial Research, looked at the sectors 
that tend to do well leading up to a rate 
hike. But what happens afterward?

Brad and his colleagues studied the 
past seven Fed-tightening cycles and 
found that the higher borrowing costs 
and increased Treasury yields that 
follow a hike have generally worked 
against most sectors. 

Of the S&P 500  Index’s 10 market 
sectors, only two—health care and 
consumer staples—posted gains in the 
six months following an initial rate 
increase, on average. Investors tend 

Next StepS
Keep track of your spending with a monthly budget 
planner at schwab.com/OIbudgetplanner.

the power of compound interest
Compounding creates a snowball effect, as savings plus income 
grow together over time.

Source: Charles Schwab & Co., Inc.

The example shown above is hypothetical, and is provided for illustrative 
purposes only, and is not representative of any specific investment or trade. 

Past performance is no guarantee of future results.
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The Washington 
Post

Rocked 
by Rates?
How this interest-rate 
cycle might affect  
stock sectors.

W ith the Federal Reserve 
laying the groundwork for 
its first interest-rate increase 

in more than six years, investors may 
be wondering how stocks will react 
when the hike comes. In our last issue, 
Brad Sorensen, Director of Market and 
Sector Analysis at the Schwab Center for 
Financial Research, looked at the sectors 
that tend to do well leading up to a rate 
hike. But what happens afterward?

Brad and his colleagues studied the 
past seven Fed-tightening cycles and 
found that the higher borrowing costs 
and increased Treasury yields that 
follow a hike have generally worked 
against most sectors. 

Of the S&P 500® Index’s 10 market 
sectors, only two—health care and 
consumer staples—posted gains in the 
six months following an initial rate 
increase, on average. Investors tend 

DO THE RESEARCH
Read Brad’s biweekly  
sector outlook at  
schwab.com/OIsectors.

See page 2 for important information.
Past performance is no guarantee of future results.

(0515-0366)

to flock to health care and consumer 
staples, which includes food and 
household items, because consumers 
consider them essential. That generally 
bodes well for demand.

On the flip side, the following stock 
sectors were the worst performers during 
the six months following a rate hike.

-- Consumer discretionary, which 
includes nonessentials such as cars, 
luxury items and leisure goods, was 
the worst performer in the study. 
Why? Discretionary spending 
typically takes a hit as higher interest 
rates hurt demand for loans. 

-- Materials, which covers an array of 
commodity-related manufacturing 
industries, was the second-worst 
performer. This sector tends to suffer 
as higher rates depress housing and 
construction activity. 

-- Utilities was the third-worst- 
performing sector. Utilities can 
struggle with debt payments if 
rates rise rapidly. Income-oriented 
investors also tend to pull money out 
of dividend-paying utilities and funnel 
it toward U.S. Treasuries, which have 
historically offered better yields after a 
hike and are seen as safer than stocks. 

Brad cautions that the Fed is only one 
factor influencing sectors. He notes that 
because rates have been at historical 
lows, things could look a little different 
this time around. Investors might look 
to past “easy hiking” periods—when 
the federal funds rate was less than 
the growth in gross domestic product 
(GDP)—to gain insight into how 
different sectors might perform after the 
Fed lifts rates. In the eight easy hiking 
periods since 1961, the S&P 500 has 
posted an average annualized return of 
10.6%, and gains were generally seen 
in the more cyclical sectors—tech, 
industrials, energy and materials, 
according to BCA Research.

“Rates have been so low for so long that 
we’re still in an easy-money environment 
that is going to benefit a lot of companies 
and industries,” Brad says. -

©
R

ob
 W

ils
on

OI-Su15-Q2-9

summer 2015 •  on investing 9

dOI_Su15_4-5and8-9_BottomLineb.indd   9 4/16/15   2:06 PM



Dear Reader,

Y our question raises 
very important issues. 
As workers, we Baby 

Boomers have spent decades 
building our nest eggs. But as we 
think about winding down our 
careers, many of the old rules 
and time frames for “retirement” 
don’t apply. Personally, I have to 
look no further than my friends, 
colleagues and family. Our 
needs and wishes are as diverse 
as we are, and most of us aren’t 
contemplating a hard stop at 
age 65. In fact, those of us who 

Dear Carrie,
I’m turning 65 and am 
still working. I have no 
immediate plans to retire, 
but I’m wondering what I 
need to know as I navigate 
through this transition over 
the next few years. 
—A Reader

Not Ready 
to Retire
Working past age 65 can be 
personally—and financially—
rewarding, but beware of 
potential snags. 
BY CARRie SChwAB-PomeRANtz

you leave your job, you have 
eight months to enroll in Part 
B, or face a penalty. Medicare 
Part D also has a late enrollment 
penalty if you go more than 
63 days without prescription 
drug coverage. 

m SAs 
don’t mix
Many people don’t understand 
that once you enroll in Medicare, 
you’re no longer eligible to 
contribute to a health savings 
account (HSA). Therefore, if 
you’re relying on your HSA to 
boost your savings, you’ll need 
to postpone Medicare. 

Continue to sock away 
for retirement
No one should ever, ever walk 
away from their employer’s 
401(k) match. That’s clear. 
But beyond that, you may be 
wondering how long you should 
continue funneling money to 
your retirement accounts and 
how much you should contribute 
each month. The good news is 
that as long as you’re working, 
you can continue to contribute 
the legal maximum ($24,000 in 
2015) to your 401(k) regardless 
of your age. If you anticipate 
being in a high tax bracket come 
retirement, you might want to 
consider using a Roth 401(k) if 
one is available. 

Once you reach 70½, you 
can no longer contribute to a 
traditional IRA. Roth IRAs don’t 
have an age limit, but they are 
restricted to those who earn 
less than $193,000 (married) or 
$131,000 (single).

On the other side of the 
equation, earning a paycheck 
can also help you delay having 

are the most fortunate plan to 
continue working well into our 
late 60s or 70s.

Personal fulfillment aside, 
working longer provides 
indisputable financial 
advantages: more money 
and less time to spend it. But 
because our financial system is 
largely designed for retirement 
in our 60s, we have to keep a 
few things in mind. 

Wait to file for 
Social Security
One of the most common 
mistakes people make is filing for 
Social Security benefits too soon. 
In fact, the term “full retirement 
age” (FRA) is misleading because 
in general, your benefits will 
continue to increase well past 
that date—until age 70. So before 
you leap on board, understand 
the math. Your monthly benefit 
will generally increase between 
5–7% for every year you delay 
from age 62 to your FRA. And 
it will continue to increase 8% 
between your FRA and age 70. 
In other words, if you’re healthy 
and longevity runs in your 

family, you stand a good chance 
of increasing your lifetime benefit 
by postponing your start date.

Enroll in 
medicare Part A
If you’ve already filed for Social 
Security, you will be automatically 
enrolled in Medicare Parts A and 
B when you turn 65. But if you’ve 
followed the advice above, and you 
haven’t filed for Social Security, 
you have a choice to make.

Most people benefit by enrolling 
in Medicare Part A at age 65, 
whether or not they continue to 
work. There are no premiums, 
and enrolling now will help you 
avoid potential penalties or delays 
down the road. If you’re covered 
by your employer’s plan and 
your company has 20 or more 
employees, that plan will remain 
your primary coverage. If you 
work for a company with fewer 
than 20 employees, Medicare will 
be your primary insurer.

Medicare Parts B and D are 
another matter. Both have high-
income premium surcharges, so 
you may be better off sticking 
with your employer plan. Once 
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“We Baby Boomers have spent decades building our 
nest eggs. But as we think about winding down our 
careers, many of the old rules and time frames for 
‘retirement’ don’t apply.”

you leave your job, you have 
eight months to enroll in Part 
B, or face a penalty. Medicare 
Part D also has a late enrollment 
penalty if you go more than 
63 days without prescription 
drug coverage. 

Medicare and HSAs 
don’t mix
Many people don’t understand 
that once you enroll in Medicare, 
you’re no longer eligible to 
contribute to a health savings 
account (HSA). Therefore, if 
you’re relying on your HSA to 
boost your savings, you’ll need 
to postpone Medicare. 

Continue to sock away 
for retirement
No one should ever, ever walk 
away from their employer’s 
401(k) match. That’s clear. 
But beyond that, you may be 
wondering how long you should 
continue funneling money to 
your retirement accounts and 
how much you should contribute 
each month. The good news is 
that as long as you’re working, 
you can continue to contribute 
the legal maximum ($24,000 in 
2015) to your 401(k) regardless 
of your age. If you anticipate 
being in a high tax bracket come 
retirement, you might want to 
consider using a Roth 401(k) if 
one is available. 

Once you reach 70½, you 
can no longer contribute to a 
traditional IRA. Roth IRAs don’t 
have an age limit, but they are 
restricted to those who earn 
less than $193,000 (married) or 
$131,000 (single).

On the other side of the 
equation, earning a paycheck 
can also help you delay having 

See page 2 for important 
information.
(0515-1065)

Next StepS
Get the facts on 
retirement planning 
from Carrie’s book, 
The Charles Schwab 
Guide to Finances 
After Fifty (Crown 
Business, 2014). 
Visit schwab.com/
OIbook for more 
details.

family, you stand a good chance 
of increasing your lifetime benefit 
by postponing your start date.

If you’ve already filed for Social 
Security, you will be automatically 
enrolled in Medicare Parts A and 
B when you turn 65. But if you’ve 
followed the advice above, and you 
haven’t filed for Social Security, 
you have a choice to make.

Most people benefit by enrolling 
in Medicare Part A at age 65, 
whether or not they continue to 
work. There are no premiums, 
and enrolling now will help you 
avoid potential penalties or delays 
down the road. If you’re covered 
by your employer’s plan and 
your company has 20 or more 
employees, that plan will remain 
your primary coverage. If you 
work for a company with fewer 
than 20 employees, Medicare will 
be your primary insurer.

Medicare Parts B and D are 
another matter. Both have high-
income premium surcharges, so 
you may be better off sticking 
with your employer plan. Once 

to take required minimum 
distributions (RMDs) from your 
401(k). As long as you’re working 
(and you don’t own more than 5% 
of the company), that requirement 
is waived until April 1 following 
the year that you retire. You will, 
however, have to take RMDs 
from your traditional IRAs and 
from 401(k)/403(b) plans linked 
to former jobs once you hit 70½. 
There is no such requirement for 
a Roth IRA.

Should you pay off 
your mortgage? 
Conventional wisdom is that we 
should pay off our mortgages by 
the time we leave the workforce. 
This is an understandable way 
of looking at it, especially if you 
want to simplify your life and 
rein in your expenses. However, 
it’s important to look at your 
mortgage in the context of your 
complete financial profile. A 
low-interest, tax-deductible 
fixed loan may not be such a bad 
thing for those who can count 
on a reliable pension or other 
income. So before you rush to 
pay off your mortgage, especially 
if that involves selling securities 
or reducing your liquidity, I 
advise you to consult with your 
financial advisor and think 
through your options.

turn your portfolio 
into your paycheck
Switching from being a saver 
to a spender can be a difficult 

transition. After socking away 
your savings for decades, it 
can be unsettling to be on the 
other side, depleting what 
you’ve worked so hard to 
achieve. This discomfort is 
so universal that my advice 
to anyone approaching this 
transition is to take it slowly 
and create a safety net. 

Before you stop working, 
review your net worth statement 
so that you understand exactly 
where you stand. Make a 
retirement budget and stash 
away a minimum of a year’s 
worth of cash. Review your 
portfolio to make sure you have 
the appropriate balance of risk 
and safety. And consult your 
financial advisor to create  
the most tax-efficient draw-
down strategy.

We Boomers have never 
been ones to blindly follow 
the rules. But it’s important to 
understand what the various 
systems expect and require. 
That way, we can navigate our 
own futures and continue to 
live life to the fullest! -

Carrie Schwab-Pomerantz, 
CFP ®, is President of Charles 
Schwab Foundation and Senior 
Vice President of Schwab 
Community Services at Charles 
Schwab & Co., Inc.
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A Bond Buyer’s 
Yield Guide
Which measure should you use?
BY KAthY Jones

“Finding the 
most relevant 
yield for your 

bond purchase 
depends on what 

type of bond 
you’re buying— 

and how long you 
expect to hold it.”

s hopping for bonds isn’t as 
straightforward as shopping 
for stocks. In the stock market, 

investors can make purchase decisions 
based on a single quoted price for a given 
security. Bond buyers aren’t as lucky.

Each bond offers a particular yield—or 
expected return—based on its coupon, 
price and other factors. But because bond 
prices fluctuate in response to changes 
in interest rates, yields are constantly in 
motion. In addition, there are several ways  
to calculate yield.

To help clarify things, let’s look at a few 
different types of yield and then discuss 
which measure might be most relevant to a 
given investment. 

Yield to maturity
The most commonly quoted measure of yield 
is the yield to maturity. This measures the 
annual rate of return on a bond investment 
if you hold the bond to maturity, covering 
both the interest payments you receive over 
the life of a bond and the return of principal 
when it matures. It also assumes you will 
reinvest all of the interest payments at a rate 
equal to the yield to maturity. 

Of course, if interest rates change you 
won’t be able to reinvest at a constant rate, 
meaning your actual rate of return will 
differ from the original yield to maturity 
calculation. Also, if you’re not planning to 
hold a bond to maturity or if the bond is 
callable (which we discuss later), then the 
yield to maturity may not be relevant. After 

all, you can’t know in advance what price 
you’ll receive when you sell, nor can you 
know if a bond will actually be called.

Yield to call
If you buy a callable bond, then you may 
want to focus on the yield to call. Callable 
bonds can be redeemed (repurchased) by 
the issuer—or “called in”—prior to maturity. 
The yield to call is the annual rate of return 
assuming a bond is redeemed on the first or 
next call date, depending on when you buy ©
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. Callable 
bonds can be redeemed (repurchased) by 
the issuer—or “called in”—prior to maturity. 
The yield to call is the annual rate of return 
assuming a bond is redeemed on the first or 
next call date, depending on when you buy 

the bond. Some bonds can be called at 
their par value, but other bonds may be 
callable at a price higher than par value 
or “premium.” There are also bonds with 
a scaled call structure, where the calls 
start at a premium and then decline with 
each successive call date, usually ending 
at a $1,000 par value. 

Yield to worst
The most conservative measure of a 
bond’s yield is the yield to worst, or the 

lower of the yield to maturity or the yield to 
call. The name sounds ominous, but yield to 
worst is just another way of calculating the 
lowest potential return you might get from 
a bond. In other words, it can tell you the 
worst-case scenario, aside from default, for a 
given investment. 

Current yield
Some investors may prefer to look at the 
current yield, perhaps the simplest way 
of thinking about returns. You calculate ©
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CALL US
For help with your bond investments, 
call 866-893-6699 to speak with a 
Schwab Fixed Income Specialist.

See page 2 for important information.
(0515-1033)

What is yield?

So what exactly do we mean when we say yield? 
In essence, it’s another name for the return you 
can expect to receive from a bond. It generally 

comprises a series of interest payments and the return 
of principal (barring default), either at maturity or upon 
redemption during a sale or call. However, as we show 
in the accompanying article, there are different ways to 
think about the returns you receive from a bond. And in 
most cases, discussions of “yield” are really about the 
yield to maturity.

Yield shouldn’t be confused with a bond’s coupon, 
which is the fixed interest payment you receive, typically 
every six months. The coupon is usually expressed as an 
annual percentage of the bond’s face value. For example, 
a $1,000 10-year bond with a 2% coupon will pay $20 a 
year (usually in two semiannual payments of $10).

The limitation here is that you can’t always buy bonds 
at their face value, and prices change in response to 
fluctuations in interest rates. This is because changes 
in interest rates affect the relative value of a “fixed” 
income stream.

To understand the difference between a bond’s coupon 
and its yield to maturity, let’s imagine that you bought the 
same $1,000 bond mentioned above, but at a discounted 
price of $950. At that price, $20 of annual payments 
would mean a coupon of 2% but a yield to maturity of 
2.58%. If you bought the same bond at a premium price 
of $1,050, $20 in annual coupon payments would give 
you a yield to maturity of 1.46%. 

As you can see, prices and yields are inversely related. 
So when the price falls, the yield rises, and vice versa. 

When you buy a bond, its price, and hence its yield, 
will fluctuate. However, this needn’t concern you if you’re 
holding to maturity. The yield you receive will be based 
on the original purchase price, not on the ever-shifting 
market price.

the current yield by dividing a bond’s 
annual interest payments by the price 
you paid for it. The main limitation of 
this approach is that it doesn’t account 
for the return of principal, whether at 
maturity or upon redemption during a 
sale or call. For example, if you bought a 
bond at a discount to its face value, you 
would expect to record a gain when you 
received the full face value at maturity. 
Current yield doesn’t factor in such 
gains. In that sense, it isn’t useful for 
measuring total return.  

Which yield should you use?
Finding the most relevant yield for your 
bond purchase depends on what type of 
bond you’re buying—and how long you 
expect to hold it. For a noncallable bond 
that you intend to hold to maturity, the 
yield to maturity is the most useful. For 
such bonds, yield to maturity and yield 
to worst are always the same. 

For a callable bond, the yield to call 
or yield to worst would work. If you 
buy a callable bond at a premium to its 
par value and look only at the yield to 
maturity, you may be disappointed with 
the return you get if the bond is called 
in. That’s where the yield to worst can 
help you determine what the lowest 
potential return would be.

Investing in bonds isn’t easy these 
days. But understanding the yield you 
can expect is a great place to start when 
choosing between bonds. -

Kathy Jones is Senior Vice President, 
Fixed Income Strategist at the Schwab 
Center for Financial Research.
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I nvestors looking to diversify their stock and bond holdings at relatively low 
cost—without having to buy scores of specific securities—often turn to the 
world of funds. Exchange-traded funds (ETFs), index mutual funds and 

actively managed mutual funds can provide broad, diversified exposure to an 
asset class or region or to a specific market niche.

So how do you decide what’s right for you? Whether you trade actively or 
you’re a buy-and-hold investor, your investing style, your tax sensitivity and 

ETFs vs. Mutual Funds
Which investment best fits your style?
BY MIchaEl IachInI
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your interest in a fund’s market-beating 
potential may all figure into your 
decision. With 1,700 ETFs, around  
350 index mutual funds and more than 
7,200 unique actively managed mutual 
funds in the market,1 you certainly have 
plenty of choices.

Let’s look at the benefits of each type of 
fund and a few trading scenarios.

ETFs
ETFs have been around for a little more 
than 20 years but have already become 
extremely popular. The assets held by U.S. 
ETFs had grown to just shy of $2 trillion 
as of January 2015, according to the 
Investment Company Institute (ICI), an 
industry association.

ETFs trade like stocks and are 
primarily passive investments because 
they seek to replicate the performance 
of a particular index. This is the source 
of one of their key strengths: Passively 
managed funds tend to have lower 
costs than actively managed ones. ETFs 
generally have low annual operating 
expenses, averaging 0.60% across all ETFs 
and going as low as 0.04%.2 In many 
cases, an ETF may be the least expensive 
way to gain exposure to a given asset 
class. ETFs are also generally tax efficient 
because they tend not to distribute a 
lot of capital gains, as tracking an index 
usually doesn’t require frequent trading. 
ETFs may involve trading commissions, 
but some brokerages offer commission-
free ETFs. 

Looking at an ETF’s returns relative 
to the benchmark it tracks can give 
you a sense of how successful it has 
been in following its strategy. When 
the returns of a given ETF and the 
underlying index differ, this is called 
“tracking error.” A high tracking error 
means the fund is straying from the 
index it is designed to mirror.

Consider investing in an ETF if:

-- You trade actively. Intraday trades, stop 
orders, limit orders, options and short 
selling are all possible with ETFs, but not 
with mutual funds.

-- You want niche exposure. ETFs focused 
on specific industries or commodities 
can give you exposure to particular 
market niches. Niche investing often 
isn’t possible with index mutual funds, 
though some actively managed niche 
funds might be available. 

-- You’re extremely tax sensitive. In 
general, ETFs have the edge over index 
mutual funds and actively managed 
mutual funds. 

Mutual funds
Mutual funds are very popular among 
investors, with U.S. assets totaling nearly 
$16 trillion as of January 2015, according 
to the ICI. You generally buy mutual 
funds directly from investment companies 
instead of on an exchange, so their prices 
reflect their net asset value (NAV), or the 
underlying value of the securities the funds 
hold, rather than supply and demand. 
Unlike ETFs, mutual funds don’t have 
trading commissions, but you’ll have to pay 
operating expenses and, potentially, other 
sales fees, or “loads.”

Costs can also vary depending on 
whether a mutual fund is actively or 
passively managed.

Index mutual funds
Like ETFs, index mutual funds are 
considered passive investments because 
they mirror an index. That means they 
can also offer low operating expenses—an 
average of 0.40% and a low end of 0.02%, 
even lower than ETFs.3 Differences in how 
these two investments are structured, 
though, mean they might be appropriate 
for different circumstances. 

Consider investing in an index mutual fund if:

--

--

--

Actively managed mutual funds
The investments in an actively managed 
mutual fund are selected and managed 
by a portfolio manager and a group of 
research analysts. As a result, such funds 
can adjust to changing market conditions. 
For example, an active manager can adopt a 
more conservative posture in rough markets 
and play defense. Such responsiveness 
comes at a premium, though. Actively 
managed funds are the most expensive 
of the three options considered here, as 
they include expenses to compensate the 
management team.

“Whether you 
trade actively or 

you’re a buy-and-
hold investor, 

your investing 
style, your tax 
sensitivity and 

your interest 
in a fund’s 

market-beating 
potential may all 

figure into your 
decision.”
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1Morningstar as of 7/31/2014. 
2Morningstar Direct as of 12/31/2014. 
3Ibid.

See page 2 for important information.

Investors should consider carefully information 
contained in the prospectus, including investment 
objectives, risks, charges and expenses. You  
can request a prospectus by calling Schwab 
at 800-435-4000. Please read the prospectus 
carefully before investing.
Past performance is no guarantee of future results.

Some specialized (or “niche”) exchange-traded funds can be 
subject to additional market risks. Investment returns will 
fluctuate and are subject to market volatility, so that an investor’s 
shares, when redeemed or sold, may be worth more or less than 
their original cost. Unlike mutual funds, shares of ETFs are not 
individually redeemable directly with the ETF. Shares are bought 
and sold at market price, which may be higher or lower than the 
net asset value.

(0515-0717)

Do the 
ReseaRch
Ready to start 
comparing ETFs or 
mutual funds? Log 
in to schwab.com/
oIetFscreener 
or schwab.com/
oIfundscreener.

 ETFs focused 
on specific industries or commodities 
can give you exposure to particular 
market niches. Niche investing often 
isn’t possible with index mutual funds, 
though some actively managed niche 
funds might be available. 

Mutual funds are very popular among 
investors, with U.S. assets totaling nearly 
$16 trillion as of January 2015, according 
to the ICI. You generally buy mutual 
funds directly from investment companies 
instead of on an exchange, so their prices 
reflect their net asset value (NAV), or the 
underlying value of the securities the funds 
hold, rather than supply and demand. 
Unlike ETFs, mutual funds don’t have 
trading commissions, but you’ll have to pay 
operating expenses and, potentially, other 
sales fees, or “loads.”

Costs can also vary depending on 
whether a mutual fund is actively or 
passively managed.

 Differences in how 

Consider investing in an index mutual fund if:

-- You’re making small, regular 
investments. Consider index mutual 
funds if you make monthly or quarterly 
IRA deposits or use dollar-cost averaging, 
a strategy in which you manage risk 
by investing fixed sums of money at 
regular intervals. Making regular small 
investments can be particularly cost-
effective if you’re investing in a no-load, 
no-transaction-fee mutual fund. In 
contrast, making regular trades with 
ETFs could mean you have to pay trading 
commissions (if you’re not investing in 
commission-free ETFs, that is). 

-- You can buy an index mutual fund that 
has lower annual operating expenses.
Don’t assume ETFs are always going to 
be the lowest-cost option. You may be able 
to find an index fund with lower costs 
than a comparable ETF, and spare yourself 
the potential trading costs. 

-- the etF is thinly traded. If the ETF 
you’re considering trades infrequently, 
this could lead to a large bid-ask spread, 
or a discrepancy between the price you 
pay and the NAV per share of the fund’s 
underlying securities. Mutual funds, by 
contrast, always trade at NAV without any 
bid-ask spreads.

actively managed mutual funds
The investments in an actively managed 
mutual fund are selected and managed 
by a portfolio manager and a group of 
research analysts. As a result, such funds 
can adjust to changing market conditions. 
For example, an active manager can adopt a 
more conservative posture in rough markets 
and play defense. Such responsiveness 
comes at a premium, though. Actively 
managed funds are the most expensive 
of the three options considered here, as 
they include expenses to compensate the 
management team.

Consider investing in an actively managed 
mutual fund if:

-- You want a fund that potentially 
could beat the market. The main reason 
people invest in actively managed funds 
is the potential that they might beat their 
benchmarks (though most aren’t able to  
do so consistently).

-- You want the broadest possible selection 
of funds. There are many more actively 
managed mutual funds than there are actively 
managed ETFs (which work similarly, with 
a fund manager making frequent changes to 
the portfolio, except in an ETF structure). As 
you’ll have more choices, you’ll likely want to 
go with a mutual fund.

ETFs, index mutual funds and actively 
managed mutual funds can provide broad 
diversification at relatively low cost, but the 
details matter. Make sure that a given investment 
aligns with your goals before you buy. -

Michael Iachini, CFA, CFP ®, is Managing 
Director of Mutual Fund and ETF Research at 
Charles Schwab Investment Advisory, Inc.
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Global Reach
A trader’s travel guide for foreign stock investing.

S tock investors on the hunt for diversification 
and growth potential often look to the wide 
world of opportunities beyond this country’s 

borders. It’s easy to see why. 
The New York Stock Exchange and NASDAQ 

may top the list of the world’s 10 largest exchanges 
by market capitalization, but the next eight are 
all outside the United States.1 Among them are 
exchanges in global financial centers such as Hong 
Kong, Tokyo and several European capitals. These 
exchanges are home to thousands of companies, 
offering a diverse collection of potential growth, 
income and risk characteristics.

With a global perspective, you have access to a 
much broader array of potential rising stars. The 
best performing non-U.S. stock in 2014 was Hong 
Kong-based Hanergy Thin Film Power Group, 

which rose 249% through late December in U.S. 
dollar terms.2 Indeed, there may be times when 
big things are happening overseas, and staying at 
home is one sure way to miss out on them. 

Many investors choose to take on international 
exposure through exchange-traded funds (ETFs), 
which can be a cost-effective approach to global 
diversification. But what if you’re interested in a 
particular international stock? Here, we look at 
the benefits and risks of three methods of trading 
individual foreign securities. 

Trading foreign securities at home
If you’re looking to invest less than $5,000, your 
best option may be to invest in a foreign security 
trading in the United States. Trading volume for 
such a security likely won’t be as high as in the 

company’s home market, so prices may not be as 
attractive, but the relative simplicity of trading at 
home may have other advantages. 

For smaller orders, an American Depositary 
Receipt (ADR) is a straightforward option. An ADR 
is a certificate representing a specified number of 
shares in a foreign company listed overseas. These 
securities are issued by a bank or brokerage firm that 
holds the underlying shares. They trade like stocks on 
U.S. exchanges and in the over-the-counter (OTC) 
market—a computer- and telephone-based system in 
which competing broker-dealers, known as “market 
makers,” negotiate directly with each other to price 
securities. In either case, trading occurs during U.S. 
market hours, and trades are reported in U.S. dollars. 
Prices reflect changes in the value of the company’s 
shares at home as well as currency fluctuations. 

Some of the advantages of ADRs are that the 
issuing firm will collect any dividend payments and 
convert them into U.S. dollars for you. Also, ADRs 
listed on an exchange must file quarterly results 
because they are registered with the U.S. Securities 
and Exchange Commission and are subject to U.S. 
accounting rules. This means investors potentially 
have access to more information than they would if 
they’d invested directly overseas. 

Keep in mind, though, the institutions that issue 
ADRs charge investors annual custody fees, which 
are detailed in an ADR’s prospectus. When ADRs 
trade on exchanges, they are subject to regular 
stock trading commissions. Also, liquidity for 
some ADRs may be low, which may affect bid-ask 
spreads. Finally, not every foreign company has 
an ADR. Usually only larger firms in developed 
countries offer them.

If an ADR isn’t available, you may be able to trade 
the company’s foreign stock in the OTC market. 
This is known as trading “foreign ordinaries.” The 
OTC market has become increasingly attractive 
to international companies in recent years due to 
the rigorous reporting requirements and related 
expenses involved in listing on registered exchanges. 
Again, trades are in U.S. dollars and take place 
during U.S. trading hours. 

One consideration with trading foreign 
ordinaries in the OTC market is that market 
makers may mark up the price to cover currency 
and other risks associated with maintaining an 
inventory of foreign securities. These trades may 
also be subject to a foreign transaction fee, and  
foreign ordinaries in the OTC market may not be as 
liquid as a security trading on a local exchange.
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“With a 
global 
perspective, 
you have 
access to 
a much 
broader 
array of 
potential 
rising stars.”

company’s home market, so prices may not be as 
attractive, but the relative simplicity of trading at 
home may have other advantages. 

For smaller orders, an American Depositary 
Receipt (ADR) is a straightforward option. An ADR 
is a certificate representing a specified number of 
shares in a foreign company listed overseas. These 
securities are issued by a bank or brokerage firm that 
holds the underlying shares. They trade like stocks on 
U.S. exchanges and in the over-the-counter (OTC) 
market—a computer- and telephone-based system in 
which competing broker-dealers, known as “market 
makers,” negotiate directly with each other to price 
securities. In either case, trading occurs during U.S. 
market hours, and trades are reported in U.S. dollars. 
Prices reflect changes in the value of the company’s 
shares at home as well as currency fluctuations. 

Some of the advantages of ADRs are that the 
issuing firm will collect any dividend payments and 
convert them into U.S. dollars for you. Also, ADRs 
listed on an exchange must file quarterly results 
because they are registered with the U.S. Securities 
and Exchange Commission and are subject to U.S. 
accounting rules. This means investors potentially 
have access to more information than they would if 
they’d invested directly overseas. 

Keep in mind, though, the institutions that issue 
ADRs charge investors annual custody fees, which 
are detailed in an ADR’s prospectus. When ADRs 
trade on exchanges, they are subject to regular 
stock trading commissions. Also, liquidity for 
some ADRs may be low, which may affect bid-ask 
spreads. Finally, not every foreign company has 
an ADR. Usually only larger firms in developed 
countries offer them.

If an ADR isn’t available, you may be able to trade 
the company’s foreign stock in the OTC market. 
This is known as trading “foreign ordinaries.” The 
OTC market has become increasingly attractive 
to international companies in recent years due to 
the rigorous reporting requirements and related 
expenses involved in listing on registered exchanges. 
Again, trades are in U.S. dollars and take place 
during U.S. trading hours. 

One consideration with trading foreign 
ordinaries in the OTC market is that market 
makers may mark up the price to cover currency 
and other risks associated with maintaining an 
inventory of foreign securities. These trades may 
also be subject to a foreign transaction fee, and  
foreign ordinaries in the OTC market may not be as 
liquid as a security trading on a local exchange.

Finally, because companies trading in the OTC 
market have minimal reporting requirements and 
aren’t required to file quarterly results with the 
SEC, it’s more difficult to research them.

Trading in overseas markets
If you’re planning to invest more than $5,000, the 
best approach is probably to invest directly on a 
foreign company’s home exchange. One of the main 
advantages in going directly to an overseas market 
is that local market trading tends to be more liquid, 
which generally means you’ll get better quotes than if 
you were trading at home. 

You can generally place broker-assisted trades 
overseas in a brokerage account using U.S. dollars. 
Some specialized accounts allow you to trade in the 
local currencies (see sidebar). Orders are executed 
during local market hours, and if trades are made 
after local hours, they are placed in a queue and 
executed when the market reopens. 

Trading overseas may involve a variety of 
transaction fees and taxes. Some countries impose 
controls that restrict or delay currency conversions 
for overseas traders, meaning it can take time 
to access your funds. Reporting, clearing and 
settlement of trades may add additional time. You 
also may be required to place trades in round lots 
(standard trading amounts).

Here, too, research can be difficult since foreign 
countries have different rules and regulations for 
reporting, and reports may not be in English.

Schwab Global Account  
Direct foreign market access
The Schwab Global Account™ allows you to execute real-time 
online trades in 12 countries during local market hours, using 
local currencies.* You can also trade ADRs on U.S. exchanges and 
foreign ordinaries in the U.S. OTC market using U.S. dollars.

Here are some other benefits:
-- No fee to open or maintain an account. No trade minimums. 
(Other account fees, fund expenses and brokerage commissions 
may apply.)

-- Multi-currency statement reporting. 
-- Assistance from Global Investing Specialists. 

For more information, visit schwab.com/OIglobalaccount or call 
the Global Investing Services desk at 877-806-4209. 

*Real-time quotes are not available to professional investors.
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1Calculation in U.S. dollar terms by Charles Schwab using data from 
the World Federation of Exchanges. Data as of 12/2014. 
2Benjamin Steverman, “The Best and Worst Investments of 2014,” 
Bloomberg, 12/22/2014. 
3Calculation by Charles Schwab using Bloomberg data as of 2/4/2014. 
4Ibid.

See page 2 for important information.

Investors should consider carefully information contained 
in the prospectus, including investment objectives, risks, 
charges and expenses. You can request a prospectus 
by calling Schwab at 800-435-4000. Please read the 
prospectus carefully before investing.
Investment returns will fluctuate and are subject to market volatility, 
so that an investor’s shares, when redeemed or sold, may be worth 
more or less than their original cost. Unlike mutual funds, ETF shares 
are bought and sold at market price, which may be higher or lower 
than the net asset value. 

Past performance is no guarantee of future results.

The Schwab Global Account is restricted to certain account types. 
Only U.S. citizens/U.S. residents are eligible. 

(0515-1421)

Consider the performance of the European stocks 
measured by the STOXX Europe 600 Index. The 
index posted a total return of more than 7% in 
January 2015 in euro terms, the best start to a 
year for European stocks since 1989.3 However, 
calculated in dollar terms, the index was flat 
(0.07%), reflecting the euro’s weakness.

Country risk. You’re also taking on the risk that 
political or economic events in a foreign company’s 
home country will harm your investment. 

Russia is an example of how the two types 
of risk can work together. Sanctions related 
to Russia’s foreign policy, combined with the 
country’s heavy reliance on oil exports at a  
time when prices were falling, have wreaked 
havoc with the Russian stock market and 
depressed the value of the ruble. U.S. investors 
who bet on Russia in 2014 had a rough time.  
The Russian MICEX Index returned a loss of 
2.09% (including dividends) for the full year  
in ruble terms. Calculated in dollars, the  
drop was 42.1%.4 -

American 
Depositary 
Receipts (ADRs)

Foreign ordinaries 
traded in the  
over-the-counter 
(OTC) market

Foreign ordinaries 
traded on local 
exchanges 
overseas

Liquidity* Varies by ADR Low Generally high; 
depends on the 
security and 
market

Minimum  
position 
size

None None None. Round lot 
trades required in 
some countries.

Trading 
hours†

U.S. market hours U.S. market hours Foreign market 
hours

Currency 
exposure

Yes Yes Yes

Settlement 
date

Trade date plus 
three days (T+3 )

Varies by country, 
but usually T+3

Varies by country, 
but usually T+3

Online 
trading

Yes Yes Yes, through 
Schwab Global 
Account

Margin†† Yes Rarely Rarely

Ongoing 
management 
expenses

ADRs have 
custody fees that 
are levied on a 
regular basis, 
such as annually 
or quarterly

None None

What are the risks?
Investors who trade foreign stocks will have 
to think about risk, particularly currency and 
country risk. 

Currency risk. When you invest in a foreign 
security, you’re exposing yourself to the 
possibility that weakness in a company’s local 
currency will erode the value of your investment 
in U.S. dollar terms (on the other hand, a 
strong local currency will inflate that value). 

NEXT STEPS
Find out more about global investing at 
schwab.com/OIglobalinvesting or call a 
Schwab Global Investing Services broker 
at 877-806-4209 between 5:30 p.m. ET 
Sunday and 5:30 p.m. ET Friday.

How do they stack up? 
Considerations for investing in foreign stocks

Source: Schwab Center for Financial Research.
*Liquidity refers to the ability to quickly buy or sell an asset without affecting the asset’s price 
in a significant manner, not the ability to receive cash quickly. 
†Foreign market hours vary. Broker-assisted order placement hours are different from order 
execution. 
††Most ADRs listed on U.S. stock exchanges are marginable. ADRs that are traded through the 
U.S. OTC market are not marginable.
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Data
Making sense 
of econoMic 

inDicators.

T
hroughout the year, government 
agencies and other organizations 
release data intended to give us 
a sense of how the economy is 
faring. Many investors sift through 
these statistics—which measure 

things such as gross domestic product (GDP) 
growth, unemployment and inflation—to get a 
sense of the economy’s health and divine possible 
investment trends.

awashin
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The trouble is that there is a lot of data 
out there, but not all of it is useful in gauging stock 
market behavior. While sudden changes in economic 
conditions can lead to a short-term reaction by the 
stock market, the effect of economic growth on share 
prices fades over longer periods, providing little 
insight into the future direction of the market. Ned 
Davis Research has found that since 1948, changes in 
U.S. GDP explain less than 2% of the year-over-year 
changes in U.S. stock prices on average.

Let’s take a closer look at some economic 
snapshots and how investors might use them to 
think strategically about shifting conditions.

“If you’re thinking about the relationship 
between the economy and the stock 
market and using one to forecast the other, 
you’re better off using the stock market 
to forecast the economy than the other 
way around,” says Liz Ann Sonders, Chief 
Investment Strategist at Charles Schwab  
& Co., Inc. 

This doesn’t mean the market is always 
right, but if you hold off on investing until 
the economy is growing strongly, you will 
likely miss some of the best market gains.

Predicting the future
It’s simply not possible to know how the 
economy will perform in the future, and 
there are times when economic conditions 
can exert a powerful influence on markets. 
For example, there is no way to predict 
when an unexpected spot of weakness in 
the economy might cause a sudden short-
term swoon in the stock market. 

So, while there is little long-term value 
in basing your investing plans on the pace 
of growth, in some cases signals about the 
health of the economy might prepare you 
for short-term bouts of volatility.

Liz Ann says the LEI can occasionally 
deliver useful signals to investors about the 
stock market. While the index’s individual 
components might not mean much on 
their own, there are times when they 
all start moving in tandem and markets 
sometimes follow.

“When they all start moving up, that’s 
usually a pretty powerful environment 
for the stock market,” Liz Ann says. 
Conversely, “when they start to diverge—
when you see five, six or seven of the 
leading indicators start to roll over, 
while the market has been doing well—
that’s worrying.”

1Elroy Dimson, Paul Marsh and Mike Staunton, “Credit 
Suisse Global Investment Returns Yearbook 2014,” 2/2014.

See page 2 for important information.
Copyright 2015 Ned Davis Research, Inc. Further distribution 
prohibited without prior permission. All rights reserved.

(0515-0820)

The yield spread component of the 
LEI, which measures the difference 
between the 10-year Treasury rate and 
the federal funds rate, has had the best 
track record of the bunch when it comes 
to signaling a recession. Historically, 
when the 10-year rate slipped beneath 
the federal funds rate—what economists 
call an “inverted yield curve”—a 
recession has almost always followed.

“Every bear market in history has  
been preceded by an inverted yield 
curve,” Liz Ann says. 

Planning and rebalancing
Rather than focusing too much on 
indicators, Liz Ann urges investors to 
formulate and adhere to a long-term 
investing plan that accounts for their 
time horizon and tolerance for risk. 
Regularly rebalancing to keep your 
investments in line with your target asset 
allocation is a disciplined way to buy low 
and sell high, she says.

“The best advice we try to give 
investors is: Don’t try to forecast the 
market because it’s impossible,” Liz Ann 
says. “Any one data point can move 
markets in the short term, but over the 
long term they have much less influence. 
Planning and rebalancing minimizes 
the common mistakes driven by crowd 
psychology, and is much more conducive 
to achieving your long-term investing 
objectives.” 

Economic growth and markets
It seems reasonable to assume that 
economic growth helps drive stock markets. 
After all, a growing economy should 
generate higher corporate profits, which 
you would expect to boost equity returns. 

However, this is not necessarily the 
case. Researchers have found there is 
essentially no correlation between U.S. 
equity returns and per capita changes in 
real U.S. GDP. If anything, stock market 
returns are more closely related to 
economic growth in the following year.1

This is likely because markets anticipate 
changes in economic conditions and 
the potential future effect on corporate 
earnings—meaning investors’ ideas about 
the future are generally reflected in share 
prices today. In fact, the predictive power 
of markets is why the S&P 500® Index is 
one of the 10 components of the Leading 
Economic Index® (LEI) compiled by the 
Conference Board, a non-profit business 
and research association.
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1Elroy Dimson, Paul Marsh and Mike Staunton, “Credit 
Suisse Global Investment Returns Yearbook 2014,” 2/2014.

See page 2 for important information.
Copyright 2015 Ned Davis Research, Inc. Further distribution 
prohibited without prior permission. All rights reserved.

(0515-0820)

Category DeSCription What it meanS

average 
workweek

The average weekly 
hours of workers in the 
manufacturing sector

Gains may presage an 
increase in hiring and 
spending

Building 
permits

Permits filed for new 
private housing units

A good indicator of future 
household formation and the 
health of the housing sector

Consumer 
sentiment

Average consumer 
expectations for business 
and economic conditions

When consumers feel  
better about their prospects, 
they tend to spend more

Credit 
conditions

The Leading Credit Index 
aggregates data on credit 
availability and cost

Gains may presage 
increases in lending activity 
and therefore spending

interest 
rate spread

The difference between 
the yields of 10-year 
Treasury bonds and the 
federal funds rate

When long-term rates  
dip below short-term  
rates, a recession typically 
follows

new orders Three separate 
gauges measure new 
orders across the U.S. 
manufacturing sector

Gains can portend  
increases in spending

Stock prices S&P 500 stock index Movements can affect 
consumer sentiment and 
spending

Unemployment 
claims

The average number of 
initial applications for 
unemployment insurance

Decreases in claims suggest 
underlying job growth

The yield spread component of the 
LEI, which measures the difference 
between the 10-year Treasury rate and 
the federal funds rate, has had the best 
track record of the bunch when it comes 
to signaling a recession. Historically, 
when the 10-year rate slipped beneath 
the federal funds rate—what economists 
call an “inverted yield curve”—a 
recession has almost always followed.

“Every bear market in history has  
been preceded by an inverted yield 
curve,” Liz Ann says. 

Planning and rebalancing
Rather than focusing too much on 
indicators, Liz Ann urges investors to 
formulate and adhere to a long-term 
investing plan that accounts for their 
time horizon and tolerance for risk. 
Regularly rebalancing to keep your 
investments in line with your target asset 
allocation is a disciplined way to buy low 
and sell high, she says.

“The best advice we try to give 
investors is: Don’t try to forecast the 
market because it’s impossible,” Liz Ann 
says. “Any one data point can move 
markets in the short term, but over the 
long term they have much less influence. 
Planning and rebalancing minimizes 
the common mistakes driven by crowd 
psychology, and is much more conducive 
to achieving your long-term investing 
objectives.” -

NEXT STEPS
Find more of Schwab’s market research and 
commentary at schwab.com/OIcommentary.

What’s indicated?
Each month, the Conference Board publishes its Leading Economic Index 
(LEI) reading for the economy. The LEI score is based on 10 components 
and is intended to pick up on turning points in the economy. The table 
below takes a broad look at what is covered and what it might mean for 
the economy.
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GettinG 
Smart
on Beta

Are these strategies a  
good fit for your portfolio?
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“Smart beta” is the flashy name for 
an array of investment 

strategies that have attributes of both active and passive management. On 
the one hand, these strategies attempt to deliver better returns or lower 
volatility than a given benchmark, much like an active manager would. 
On the other, they can also offer some of the tax and cost advantages of 
passive management. 

These strategies—also known as “strategic beta” or “alternative beta”—
have become increasingly popular in recent years. The value of assets in 
exchange-traded funds (ETFs) pursuing smart beta strategies grew from 
around $200 billion at the start of 2013 to $400 billion by the end of 2014.1

Some of these strategies are worth considering. But before adopting a 
smart beta strategy, it’s important to understand how loosely defined the 
category is, says Tony Davidow, Vice President, Alternative Beta and Asset 
Allocation Strategist at the Schwab Center for Financial Research.

“There are now many different types of strategies calling themselves smart 
beta,” Tony says. “But not all smart beta strategies are alike and investors 
need to know what they’re buying.”

Here, we’ll take a closer look at how these strategies can differ and 
provide some guidelines to help you determine if they might be a good fit 
in your portfolio. 

Like traditional passive index strategies, smart beta strategies track 
indexes of stocks or bonds. Where they differ is in the methodologies they 
use to weight individual securities. 
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A look At mArket cAp 
Traditionally, the most common way to 
assemble an index has been to look at 
market capitalization, which is calculated by 
multiplying the price of each individual stock 
by its number of shares outstanding. Using this 
methodology, the largest companies have the 
largest weight in the index. Some well-known 
market-cap indexes are the S&P 500® Index, 
Russell 1000® Index and MSCI EAFE Index. 

If the biggest stocks in an index are among 
the top performers, having an outsized 
exposure to them is ideal. But what if the 
biggest stocks aren’t the best performers?

Different flAvors of smArt betA
To address this possibility, smart beta strategies 
screen and weight securities using methods 
aimed at delivering different risk or return 
characteristics. 

“Smart beta strategies essentially are trying 
to break the reliance on price when it comes 
to weightings,” Tony says. “These strategies are 
designed in different ways and many try to capture 
outperformance by weighting holdings based on 
relative attractiveness and not just sheer size.”

A few of the more popular approaches to 
smart beta are fundamental, equal weighting 
and low-volatility strategies.

Fundamental strategies weight securities 
by financial measures such as sales, cash flow 
and dividends plus buybacks. A market-cap 
index and fundamentally weighted index 
will typically own similar stocks, but the 
proportions can be quite different. 

For example, the tables below show the top 10 
holdings of the Russell Fundamental U.S. Large 
Company Index and the market-cap-based 
Russell 1000 Index. You’ll notice that Exxon 
Mobil Corp. has a much heavier weighting 
in the fundamentally weighted index than 
in the market-cap index. This is because the 
fundamentally weighted index’s methodology 
assigns more value to the company’s sales, cash 
flow and dividend payment characteristics. 

Another popular smart beta strategy is 
to weight all the stocks in an index equally, 
meaning all companies, whether big or 
small, have the same representation in a 
portfolio. Proponents of this approach say 
giving every company in an index an equal 
weighting allows smaller and potentially  

faster-growing companies to contribute 
more to a strategy’s performance.

Other strategies vary holdings based on 
volatility, aiming to reduce wide up or down 
swings. For example, a strategy targeting low-
volatility companies may overweight sectors like 
utilities and consumer staples, which historically 
have been less volatile than other sectors. 

c
Tony says demand for innovative indexes has 
led to a surge in smart beta strategies—but 
quality hasn’t always kept pace with quantity. 

Historically, smart beta strategies have 
tended to have higher tracking errors than 
market-cap strategies, meaning they haven’t 
always been as successful in mirroring the 
benchmarks they’re supposed to follow. 
Market-cap strategies provide little or 
no tracking error. The benefit of having 
strategies with low tracking error is that you 
know what type of exposure you’re getting 
when you buy one.

Fees are also important. Smart beta 
strategies generally offer lower costs than 
most actively managed strategies, but they 
are typically more expensive than market-
cap strategies.

tA
No strategy performs well in every market 
environment. The Schwab Center for 
Financial Research has found that combining 
market-cap strategies with the appropriate 
smart beta strategies can help smooth a 
portfolio’s performance. 

“Because of the different weighting 
methodologies, the two types of strategy 
perform quite differently over time,” Tony 
says. “What we’ve seen is one holding tends 
to complement the other and combining 

Russell Fundamental  
u.s. laRge Company Index

company Weight

Exxon Mobil Corp. 4.51%

Chevron Corp. 2.45%

AT&T Inc. 2.08%

Microsoft Corp. 1.91%

Wal-Mart Stores Inc. 1.60%

Procter & Gamble Co. 1.60%

Intel Corp. 1.42%

JPMorgan Chase & Co. 1.34%

ConocoPhillips 1.32%

General Electric Co. 1.29%

Russell 1000® Index 
(traditional market-cap index)

company Weight

Apple Inc. 3.16%

Exxon Mobil Corp. 1.89%

Microsoft Corp. 1.82%

Johnson & Johnson 1.41%

Berkshire Hathaway Inc. 1.31%

Wells Fargo & Co. 1.24%

General Electric Co. 1.20%

Procter & Gamble Co. 1.17%

JPMorgan Chase & Co. 1.13%

Chevron Corp. 1.01%

For illustrative purposes only.  
Source: Russell Indexes. Data as of 12/31/2014.

What’s 
In youR 
Index? 
While 
fundamental 
and market-
cap indexes 
contain similar 
stocks, they 
weight them 
differently. 
These tables 
show how the 
top 10 holdings 
can vary.
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them both in a portfolio is likely to produce 
better risk-adjusted results.”

Tony says most investors should consider 
using smart beta strategies to provide some 
diversification from traditional market-cap 
index strategies. He suggests following  
these steps to decide whether a strategy is 
right for you.

-- Research the underlying methodology.
Determine how the strategy is weighting 
securities and which index it is using. 

-- Check for unwanted bias. See if the 
strategy introduces certain biases or bets 
through its weighting methodologies—for 
example, does it provide more exposure 
to certain sectors than others? Make sure 
you’re comfortable with the allocation. 

-- Monitor the track record. Though 
many of these strategies are new, it’s 
worth checking to see how they have 
performed—and if they have lived 
up to expectations. -

AlphA  
vs. betA
Fund companies often 
throw around the terms 
“alpha” and “beta” 
when naming new 
strategies and there’s a 
big difference between 
them. Alpha measures 
the extra return an 
investment delivers 
over a benchmark, 
while beta measures 
an investment’s risk 
in comparison to the 
market as a whole. Some 
“smart beta” strategies 
look to provide both 
in that they seek to 
minimize volatility while 
enhancing returns.

1Morningstar Direct as of 12/31/2014.

see page 2 for important information.

Investors should consider carefully information 
contained in the prospectus, including 
investment objectives, risks, charges and 
expenses. You can request a prospectus by 
calling schwab at 800-435-4000. please read 
the prospectus carefully before investing.
past performance is no guarantee of future results.

(0515-0643)

NEXT STEPS 
To learn more about ETFs and 
mutual funds that use fundamental 
strategies, go to schwab.com/
OIfundamentalETFs or  
schwab.com/OIfundamentalfunds.

A few of the more popular approaches to 
smart beta are fundamental, equal weighting 
and low-volatility strategies.

Fundamental strategies weight securities 
by financial measures such as sales, cash flow 
and dividends plus buybacks. A market-cap 
index and fundamentally weighted index 
will typically own similar stocks, but the 
proportions can be quite different. 

For example, the tables below show the top 10 
holdings of the Russell Fundamental U.S. Large 
Company Index and the market-cap-based 
Russell 1000 Index. You’ll notice that Exxon 
Mobil Corp. has a much heavier weighting 
in the fundamentally weighted index than 
in the market-cap index. This is because the 
fundamentally weighted index’s methodology 
assigns more value to the company’s sales, cash 
flow and dividend payment characteristics. 

Another popular smart beta strategy is 
to weight all the stocks in an index equally, 
meaning all companies, whether big or 
small, have the same representation in a 
portfolio. Proponents of this approach say 
giving every company in an index an equal 
weighting allows smaller and potentially  

faster-growing companies to contribute 
more to a strategy’s performance.

Other strategies vary holdings based on 
volatility, aiming to reduce wide up or down 
swings. For example, a strategy targeting low-
volatility companies may overweight sectors like 
utilities and consumer staples, which historically 
have been less volatile than other sectors. 

ChOOSE CaREFully
Tony says demand for innovative indexes has 
led to a surge in smart beta strategies—but 
quality hasn’t always kept pace with quantity. 

Historically, smart beta strategies have 
tended to have higher tracking errors than 
market-cap strategies, meaning they haven’t 
always been as successful in mirroring the 
benchmarks they’re supposed to follow. 
Market-cap strategies provide little or 
no tracking error. The benefit of having 
strategies with low tracking error is that you 
know what type of exposure you’re getting 
when you buy one.

Fees are also important. Smart beta 
strategies generally offer lower costs than 
most actively managed strategies, but they 
are typically more expensive than market-
cap strategies.

TakE a balaNCEd aPPROaCh 
No strategy performs well in every market 
environment. The Schwab Center for 
Financial Research has found that combining 
market-cap strategies with the appropriate 
smart beta strategies can help smooth a 
portfolio’s performance. 

“Because of the different weighting 
methodologies, the two types of strategy 
perform quite differently over time,” Tony 
says. “What we’ve seen is one holding tends 
to complement the other and combining 

“Not all smart beta strategies 
are alike and investors need to 
know what they’re buying.”
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Part
OF THE

Plan
ANNUITIES CAN GENERATE A PAYCHECK 
WHEN YOU’RE DONE WORKING.
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other guarantees from annuities 
are subject to the financial 
strength and claims-paying 
ability of the issuing insurer. 

“Annuities are often maligned 
because of the confusing cost 
structure or high commissions 
charged for some products. 
However, not all annuities are 
high-cost or high-commission, 
and they add useful insurance 
and planning features that 
may be difficult to achieve 
otherwise,” says Rob Williams, 
Managing Director of Income 
Planning at the Schwab Center 
for Financial Research.

Let’s look at how two 
common types of annuities—a 
fixed immediate annuity and 
a variable deferred annuity 
with an optional rider called a 
guaranteed lifetime withdrawal 
benefit (GLWB)—can help 

transform savings into a stream 
of paychecks and simplify 
income planning. 

Fixed immediate 
annuity 
Buying a fixed immediate 
annuity is a little like setting up 
a pension for yourself—you’re 
basically converting some of 
the savings in your 401(k), IRA 
or non-retirement investment 
account into a steady stream 
of payments. When you buy 
this type of annuity you make a 
single up-front payment to an 
insurer. In exchange, the insurer 
will deliver a series of steady 
payments based on your initial 
lump sum, your age, interest 
rates and other factors at the 
time of purchase. 

As the word “fixed” implies, the 
size of these payments generally 
doesn’t change over the life of an 
annuity, though some contracts 
allow for increases at a defined 
rate or that are linked to the 
pace of inflation. In such cases, 
the payments you receive will 
generally start at a lower level and 
then rise over time. 

To see how a fixed annuity 
can help simplify your income 
and spending plans, imagine 
you had $1 million in savings 
and expected to spend $20,000 a 
year on essentials after retiring. 
If you were 65, you could buy a 
$400,000 fixed annuity offering 
to pay out $24,000 per year 
for the rest of your life.1 That 
translates to an annual payout of 

F
or many investors, saving for 
retirement is the effort of a lifetime. It 
takes discipline to craft a savings plan 
and then stick to it. But when they 
finally stop working, some investors 
may find themselves unprepared 

for the reality of turning their savings into a 
steady income. Spend too much too fast, and 
there may not be enough to cover essentials in 
the years ahead. Spend too little, and you risk 
leaving too much behind. And what happens 
if the market dips or low interest rates make it 
difficult to generate income?

Investors who are looking for 
a way to generate a stream of 
reliable income could consider 
an annuity to fund part of 
their retirement spending. An 
annuity is a contract with an 
insurance company under which 
an investor turns over a lump 
sum or pays annual premiums 
in exchange for a guaranteed 
stream of income. Annuities can 
last for a defined period or for 
the rest of your life—and can 
include the life of a spouse. 

Annuity payments, along 
with Social Security and other 
sources of regular income, can 
serve as a reliable source of 
funds for essential expenses. 
There are some tradeoffs, 
though. Annuities may not be as 
flexible as traditional investment 
accounts, and the costs can be 
complicated. Also, payments and 

OI-Su15-Q2-29

summer 2015 •  on investing 29

©
G

et
ty

 Im
ag

es

dOI_Su15_28-31_FT_Annuitiesb.indd   29 4/14/15   2:51 PM



   Income guarantees* LIquIdIty market partIcIpatIon

Insurer guarantees an income 
stream that lasts for a fixed 
period or life.

No liquidity after a lump sum 
is turned over to the annuity 
provider, although some may 
offer provisions to access 
some value.

None. Annuity provider 
assumes market risk.

Insurer guarantees a baseline 
amount of income that is 
guaranteed for life, even if the 
contract value is depleted.

While variable annuities 
shouldn’t be considered liquid, 
you do retain control over your 
assets.

You have the potential to 
participate in market growth, 
after accounting for fees and 
withdrawals.

No guarantees on lifetime 
income; interest paid on bonds 
subject to credit risk of issue. 
You may withdraw principal to 
supplement portfolio income.

Most liquid, depending on 
investment choices and market 
performance.

Maximum market participation, 
though accompanied by the 
most market risk.

income stream. You cannot 
liquidate a fixed immediate 
annuity if you change your  
mind after buying one. 

VarIabLe 
deFerred annuIty
A variable deferred annuity is a 
very different way to structure 
your income plans. Unlike a 
fixed immediate annuity, a 
variable annuity is both an 
investment product and an 
insurance contract. 

This type of annuity allows 
you to invest in the market on 
a tax-deferred basis, and then 
provides guaranteed lifetime 
income based on the value 
of your investments. Many 
contracts also offer an optional 
GLWB—which you can add 
for an additional charge—that 
sets a baseline for the lifetime 
income guarantee. That baseline 
holds even if you deplete the 

value of your account or the 
market tumbles. It can also reset 
at a higher level if the value of 
your investments rises (after 
taking withdrawals and fees 
into account). In other words, a 
variable annuity with a GLWB 
can offer growth potential on the 
upside, while also setting a floor 
under future income streams on 
the downside. 

One area where a variable 
annuity with a GLWB differs 
from a fixed annuity is that you 
retain control of your money 
and can access the value of the 
assets in your account if you need 
to, rather than converting your 
savings irrevocably into a series 
of fixed pension-like payments.2

Given these dynamics, you 
could start investing through a 
variable annuity with a GLWB 
before you reach retirement 
age, potentially giving your 
investments time to grow. 

about 6% of your original lump 
sum payment.  

As expenses are already 
built into the income stream 
you’ve purchased, there are 
no ongoing fees with a fixed 
immediate annuity. When you 
make your initial payment, 
the insurer adds your money 
to a pool of funds from which 
it makes payments to you and 
other annuity holders. Some 
of the people whose savings 
are in the pool will pass away 
before retrieving the full value 
of their contributions. Others 
will live longer, collecting more. 
In other words, annuity holders 
who pass away at a younger age 
are effectively subsidizing the 
income streams of those who 
live longer than average.

One tradeoff is that when 
you buy a fixed annuity, it is 
irrevocable. Your money is in 
essence converted into an  

“Annuities 
can provide 

a reliable 
stream of 

income that 
you can’t 
outlive.”

You could then start making 
withdrawals once you need  
the income.

To see how you could make a 
variable annuity with a GLWB 
part of your income and spending 
plans, let’s say you had $1.25 
million in savings and expected to 
spend $25,000 a year on essentials 
after retiring. At age 65, you 
could buy a $500,000 variable 
annuity with a GLWB offering a 
guaranteed annual withdrawal rate 
of 5%, or roughly $25,000 a year. 
(As with a fixed annuity, the 
guarantees are subject to the 
financial strength and claims-
paying ability of the issuing 
insurance company.)

One of the potential strikes 
against variable annuities with a 
GLWB is that some of them can 
be costly. Generally, you pay a base 
annuity fee as well as an extra cost 
for the GLWB. In addition, you 
will have to pay the underlying 

Annuities vs. a traditional portfolio

Fixed 
immediAte 
Annuities

VAriAble 
Annuities 
with Glwbs

trAditionAl 
portFolio†

Factors to 
consIder
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FLexIbILIty cost

Least flexible. Irrevocable. No ongoing fees beyond the 
embedded costs. “Cost” 
depends on the insurer’s 
longevity assumptions and 
other factors.

More flexible than fixed 
immediate annuities. You retain 
control over investments, 
subject to limitations on choices 
available through your annuity.

Annual investment fees, 
insurance costs, fees for 
optional riders and other 
possible expenses.

May have most flexibility. You 
retain full control over your 
investments.

No added insurance or annuity 
fee; costs of underlying 
investments, including possible 
management fees and trade 
commissions, still apply.

1Source: CANNEX Financial Exchanges. This example is based on rates as 
of 2/4/2015 and assumes a single female age 65, lifetime only, qualified 
funds, in California, with income starting one month after purchase. 
2Withdrawals in excess of the specified annual amount will reduce your 
future income and withdrawals prior to age 59½ may be subject to tax 
penalties. 
3There are base variable annuity fees of 0.6% for the Schwab Retirement 
Income Variable Annuity® and 0.65% for the Schwab OneSource Choice 
Annuity Variable™ as well as a 1% GLWB fee. This total cost does not 
include fees associated with underlying investment options and/or any 
death benefits, as applicable. 
4The benefit base is the notional value on which your guaranteed annual 
income is calculated. 

see page 2 for important information.

Variable annuities are sold by prospectus only. you can 
request a prospectus by calling 888-311-4887 or by  
visiting schwab.com/annuity. before purchasing a variable 
annuity, you should carefully read the prospectus and 
consider the annuity’s investment objectives and all risks, 
charges and expenses associated with the annuity and its 
investment options.
The contract value of a variable annuity may be more or less than the 
premiums paid and it is possible to lose money.

All annuity guarantees, including an annuity’s payment guarantees, are 
provided by and only as strong as the financial position and claims-paying 
ability of the issuing insurance company. Neither Schwab nor its affiliates 
provides insurance or other guarantees. Consult the insurance company’s 
ratings for its financial strength and read the annuity contract and/or 
prospectus before investing. Insurance company ratings do not apply to 
the performance of variable subaccounts. Ratings are subject to change.

The Guaranteed Lifetime Withdrawal Benefit is an optional rider available 
for an additional charge. It is not a contract value, cannot be accessed like 
a cash value, and will not preserve your account value, which will deplete 
with each withdrawal until it reaches zero, though payments under the 
terms of the rider will still continue for life. On certain contracts, the 
GLWB must be elected at the time of purchase and cannot be changed 
later. Upon electing the rider, you may be limited to a pre-specified 
selection of investment options. Withdrawals in excess of the specified 
annual payout amount may permanently and significantly reduce your 
future income.

Variable annuities are long-term investment vehicles designed for retirement 
purposes and offer tax deferral on potential growth; however, withdrawals 
prior to age 59½ may be subject to a 10% federal tax penalty in addition to 
applicable income taxes. Variable annuities are also subject to a number 
of fees including mortality and risk expense charges, administrative fees, 
premium taxes, investment management fees and charges for additional 
optional features. Although there are no surrender charges on the variable 
annuities offered by Schwab, such charges do apply in the early years of 
many contracts.

(0515-0751)

value of your account or the 
market tumbles. It can also reset 
at a higher level if the value of 
your investments rises (after 
taking withdrawals and fees 
into account). In other words, a 
variable annuity with a GLWB 
can offer growth potential on the 
upside, while also setting a floor 
under future income streams on 
the downside. 

One area where a variable 
annuity with a GLWB differs 
from a fixed annuity is that you 
retain control of your money 
and can access the value of the 
assets in your account if you need 
to, rather than converting your 
savings irrevocably into a series 
of fixed pension-like payments.

Call Us
To learn more 
about Schwab’s 
annuities, call 
888-745-9675 
or visit a branch 
near you to speak 
with a Schwab 
Consultant. 

You could then start making 
withdrawals once you need  
the income.

To see how you could make a 
variable annuity with a GLWB 
part of your income and spending 
plans, let’s say you had $1.25 
million in savings and expected to 
spend $25,000 a year on essentials 
after retiring. At age 65, you 
could buy a $500,000 variable 
annuity with a GLWB offering a 
guaranteed annual withdrawal rate 
of 5%, or roughly $25,000 a year. 
(As with a fixed annuity, the 
guarantees are subject to the 
financial strength and claims-
paying ability of the issuing 
insurance company.)

One of the potential strikes 
against variable annuities with a 
GLWB is that some of them can 
be costly. Generally, you pay a base 
annuity fee as well as an extra cost 
for the GLWB. In addition, you 
will have to pay the underlying 

investment expenses, such as the 
operating expenses charged by the 
funds in which you’re invested. 
At Schwab, the base fee and rider 
together range between 1.60–
1.65%,3 but across the industry fees 
can vary widely. 

And it is important to note 
that although the GLWB sets 
a baseline for a guaranteed 
stream of income, the value of 
that baseline isn’t equivalent to 
an account value and can’t be 
withdrawn as cash when you 
want.4 As with a traditional 
investment portfolio, your 
account value will shrink with 
each withdrawal. 

a tooL For 
generatIng Income
Annuities can provide a reliable 
stream of income that you can’t 
outlive. Whether an annuity 
would make sense for you really 
comes down to how much you 

value the added protections 
to your income plan. Some 
investors may feel confident 
in their ability to sustainably 
support themselves with 
withdrawals from a traditional 
portfolio or to reduce 
spending in a down market. 
Others may feel reassured by 
the protected lifetime income 
offered by annuities. -
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This spring, Charles Schwab introduced 
Schwab Intelligent Portfolios™, an innovative, 
low-cost way to tap into the power of 
professional portfolio management. Schwab 

Intelligent Portfolios, o� ered through Schwab 
Wealth Investment Advisory, Inc., is a technology 
solution that uses a sophisticated algorithm and 
the professional insight of the experts at Charles 
Schwab Investment Advisory, Inc. to create and 
manage diversi� ed portfolios of exchange-traded 
funds (ETFs) that re� ect a variety of goals and risk 
sensitivities. With Schwab Intelligent Portfolios, the 
kind of investment advisory solutions once available 
only to institutions or the very wealthy are now 
accessible to virtually all investors.

To � nd out more about this innovative new 
o� ering, we spoke to David Koenig, Chief Investment 
Strategist for Schwab Intelligent Portfolios.

Schwab has been empowering investors for 
decades and has been at the forefront of investing 
innovation. Schwab Intelligent Portfolios is 
another leap forward.

Q: How does it work?
DK: � e process is pretty straightforward. Investors 
start by answering an online questionnaire. � at 
provides information about an individual’s goals, 
time horizon and tolerance for risk. � en the 
algorithm matches them with a portfolio compatible 
with their target investment allocation.

Q: What kind of investments are in 
the portfolios?
DK: Each portfolio is composed of low-cost, 
relatively liquid ETFs that track well-established 
indexes. Each ETF focuses on an asset class such as 

32 CHARLES SCHWAB  •  SUMMER 2015 

Q: What led to the introduction of 
Schwab Intelligent Portfolios?
David Koenig: We’ve been listening to investors. 
� ey want investment solutions that can support 
a diverse array of investing styles. � ey also want 
something that is simple but not simplistic. � ere 
are many steps to creating and maintaining a 
well-diversi� ed portfolio. � ese steps—such 
as determining an appropriate asset allocation, 
identifying investments, constructing the 
portfolio, rebalancing and tax-loss harvesting—
are time-consuming. � e more investments you 
add to your portfolio, the more demanding this 
process becomes. 

In response to this investor need, we created 
Schwab Intelligent Portfolios. We view Schwab 
Intelligent Portfolios as a continuation of the 
� rm’s legacy of democratizing investing. Charles 

A look at Schwab 
Intelligent Portfolios™, 

an innovative, 
low-cost portfolio 

management solution.

Tech tonic
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Schwab has been empowering investors for 
decades and has been at the forefront of investing 
innovation. Schwab Intelligent Portfolios is 
another leap forward.

Q: How does it work?
DK: � e process is pretty straightforward. Investors 
start by answering an online questionnaire. � at 
provides information about an individual’s goals, 
time horizon and tolerance for risk. � en the 
algorithm matches them with a portfolio compatible 
with their target investment allocation.

Q: What kind of investments are in 
the portfolios?
DK: Each portfolio is composed of low-cost, 
relatively liquid ETFs that track well-established 
indexes. Each ETF focuses on an asset class such as 

stocks, bonds, commodities or real estate—and 
the portfolios can have up to 20 asset classes in all. 
We also include an FDIC-insured cash allocation 
that helps provide liquidity and stability for the 
portfolios. And to help ensure that you are truly 
diversi� ed, the portfolios have ETFs that track 
di� erently constructed indexes. � ey include 
both traditional market-cap-weighted and 
fundamentally weighted ETFs, which select and 
weight securities by a company’s � nancial measures, 
with the goal of helping to enhance diversi� cation 
and improve risk-adjusted results over time.

� e big attraction of ETFs within Schwab 
Intelligent Portfolios is that they provide low-
cost diversi� cation. � at diversi� cation can help 
your portfolio weather volatility, and their low 
cost reduces the potential for fees to erode long-
term returns.

Shift
Tech tonic

Shift
tonic
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Schwab Intelligent Portfolios is made available through Schwab Wealth Investment Advisory, Inc. (“SWIA”), a registered investment advisor. Portfolio management services 
are provided by Charles Schwab Investment Advisory, Inc. (“CSIA”). SWIA and CSIA are affi liates of Charles Schwab & Co., Inc. (“Schwab”) and subsidiaries of The Charles 
Schwab Corporation. 

The cash allocation in Schwab Intelligent Portfolios™ will be accomplished through enrollment in the Schwab Intelligent Portfolios Sweep Program (Sweep Program), a 
program sponsored by Charles Schwab & Co., Inc. (“CS&Co.”). By enrolling in Schwab Intelligent Portfolios, clients consent to having the free credit balances in their Schwab 
Intelligent Portfolios brokerage accounts swept to deposit accounts at Charles Schwab Bank through the Sweep Program. Schwab Bank is an FDIC-insured depository 
institution affi liated with SWIA, Schwab and CSIA. Cash balances held in the Sweep Program at Schwab Bank are eligible for FDIC insurance up to allowable limits.

Schwab Intelligent Portfolios charges no advisory fee. Schwab affi liates do earn revenue from the underlying assets in Schwab Intelligent Portfolios accounts. This revenue 
comes from managing Schwab ETFs and providing services relating to certain third-party ETFs that can be selected for the portfolio, and from the cash feature on the 
accounts. Revenue may also be received from the market centers where ETF trade orders are routed for execution.

Accounts must maintain a minimum balance of $5,000 to be eligible for automatic rebalancing.

Tax-loss harvesting is available for clients with invested assets of $50,000 or more in their Schwab Intelligent Portfolios account. Clients must enroll to receive this service.

Schwab investment professionals are employees of Charles Schwab & Co., Inc.

Diversifi cation, automatic investing and rebalancing strategies do not ensure a profi t and do not protect against losses in declining markets.

Please read the Schwab Intelligent Portfolios’ disclosure brochures for important information. 

Charles Schwab & Co., Inc., and Charles Schwab Bank are separate but affi liated companies and subsidiaries of The Charles Schwab Corporation. Brokerage products, 
including the Schwab One brokerage account, are offered by Charles Schwab & Co., Inc., Member SIPC. Deposit and lending products are offered by Charles Schwab Bank, 
Member FDIC and an Equal Housing Lender.

©2015 Charles Schwab & Co., Inc. All rights reserved. Member SIPC. 
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e�  ciently perform complex tasks. Schwab 
Intelligent Portfolios simply extends this idea to 
the world of investment management.

Automation can provide several key bene� ts. 
� e � rst is cost. Schwab Intelligent Portfolios doesn’t 
charge advisory fees. � is means that cost-conscious 
investors can still bene� t from sophisticated 
professional management. 

A second bene� t is rebalancing. � at means 
buying and selling assets to re� ect the periodic 
rotation of gains and losses among asset classes to 
maintain targeted weightings over time. It’s time-
consuming to monitor a portfolio, and sometimes 
emotional biases can make investors stick to an 
investment too long or get out of one altogether. 
Schwab Intelligent Portfolios does this work for you, 
monitoring accounts daily and removing emotion 
from investing decisions. 

� ere’s also the tax-loss harvesting mentioned 
earlier. Schwab Intelligent Portfolios can help you 
mine tax e�  ciencies from your portfolio if you have 
$50,000 or more in assets.

A third bene� t is � exibility. Schwab Intelligent 
Portfolios can work for investors who are just getting 
started as well as those who have complex portfolio 
needs. It can function either as part of a portfolio or 
as a complete portfolio solution. 

Finally, there’s the time savings involved. Portfolio 
construction, rebalancing, tax-loss harvesting—these 
things take time, and Schwab Intelligent Portfolios 
can do the work for you. 

where the prices of traditional assets o� en move in closer 
harmony. ETFs o� er access to dozens of asset classes that 
can help your portfolio stand up to volatility and o� er 
growth potential over time.

Q: How is the portfolio managed? 
DK: An automated algorithm monitors the portfolios 
closely. � ere are daily checks to ensure that each asset 
class stays within its targeted range. If a particular 
asset—say, an international stock ETF—exceeds an 
allocated portion of your portfolio, the excess ETF 
shares will be sold automatically and the proceeds 
used to buy positions that fall below their allocated 
percentage size. � is process is called “rebalancing,” 
and it’s something the algorithm does for accounts that 
maintain at least a $5,000 balance, to keep the portfolio 
consistent with its target allocation.

For those who invest $50,000 or more, there’s an 
opportunity to enroll in automated tax-loss harvesting, 
which means that your account will be tracked daily 
for opportunities to o� set capital gains by strategically 
realizing losses while still maintaining targeted asset 
class exposures, potentially reducing your tax burden.

Q: Why would an investor put 
assets into an automated service like 
Schwab Intelligent Portfolios? 
DK: People already rely on algorithms to help them 
drive places with GPS, � nd the best-priced airline 
ticket and look up information online. Technology 
can help simplify our lives through its ability to 

“We view Schwab 
Intelligent 

Portfolios as a 
continuation of 

the fi rm’s legacy 
of democratizing 

investing.”
— DAVID KOENIG, 

CHIEF INVESTMENT
STRATEGIST,

SCHWAB INTELLIGENT
PORTFOLIOS
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Fees can eat away 
at your bottom line

Source: Schwab Center for Financial Research. Portfolio example 
assumes annualized return of 6% and an investment advisory fee of 
1% vs. 0%. Not representative of any specifi c investment or product. 
Past performance is no guarantee of future results. Schwab 
Intelligent Portfolios charges no advisory fees. Schwab affi liates 
earn revenue from the underlying assets in Schwab Intelligent 
Portfolios accounts. This revenue comes from managing Schwab 
ETFs™ and providing services relating to certain third-party ETFs 
that can be selected for the portfolio, and from the cash feature 
on the accounts. Revenue may also be received from the market 
centers where ETF trade orders are routed for execution.
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0% fees = 
$60,643 more.

Q: How are the ETFs in the 
portfolio selected?
DK: ETFs are screened based on a variety of factors, 
including, but not limited to, size, share price and 
consistency in tracking their underlying index. Once 
the ETFs that don’t meet our criteria are eliminated, 
the ones with the lowest expense ratios are selected. 
In this way, a list of more than 1,600 ETFs is pared 
down to 54 that meet our standards and that we 
believe best represent their targeted asset class. ETFs 
are evaluated quarterly to make sure they continue to 
meet our stringent criteria.

Q: I can buy ETFs anywhere.
What makes Schwab Intelligent 
Portfolios different?
DK: � e key di� erence is that this is an automated 
investment advisory service—providing you with 
daily monitoring without charging advisory fees 
or commissions. Schwab Intelligent Portfolios’ 
sophisticated technology builds, monitors and 
rebalances portfolios of ETFs. � ese portfolios 
incorporate our thinking on how to stay diversi� ed. 
Most investors, especially those without an advisor, 
simply don’t have a diversi� ed portfolio aligned with 
their goals. Diversi� cation no longer means just a mix 
of stocks and bonds, particularly in today’s market, 
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Spotlight on Schwab 
Intelligent Portfolios
Schwab Intelligent Portfolios charges no advisory fees, 
commissions or account service fees—and the minimum 
investment is just $5,000. In addition, Schwab Intelligent 
Portfolios offers:

 - Diversifi ed portfolios that invest in both Schwab ETFsTM 
and ETFs from third-party managers

 - Access to up to 20 globally diversifi ed asset classes, 
including equities, fi xed income, real estate and 
commodities across U.S. and international developed 
and emerging markets

 - An FDIC-insured cash allocation
 - Technology-driven daily portfolio monitoring
 - Automatic rebalancing, for balances of $5,000 or more, to 
keep the portfolios aligned to your target asset allocation

 - Automated tax-loss harvesting at no cost for portfolios of 
$50,000 or more

 - The ability to set up automatic deposits on a recurring basis
 - Fully paperless account opening and account management
 - Access to Schwab investment professionals 24 hours a 
day, seven days a week, 365 days a year

NEXT STEPS
To learn more about Schwab Intelligent 
Portfolios, visit schwab.com/
OIintelligentportfolios.

Schwab Intelligent Portfolios is made available through Schwab Wealth Investment Advisory, Inc. (“SWIA”), a registered investment advisor. Portfolio management services 
are provided by Charles Schwab Investment Advisory, Inc. (“CSIA”). SWIA and CSIA are affi liates of Charles Schwab & Co., Inc. (“Schwab”) and subsidiaries of The Charles 
Schwab Corporation. 

The cash allocation in Schwab Intelligent Portfolios™ will be accomplished through enrollment in the Schwab Intelligent Portfolios Sweep Program (Sweep Program), a 
program sponsored by Charles Schwab & Co., Inc. (“CS&Co.”). By enrolling in Schwab Intelligent Portfolios, clients consent to having the free credit balances in their Schwab 
Intelligent Portfolios brokerage accounts swept to deposit accounts at Charles Schwab Bank through the Sweep Program. Schwab Bank is an FDIC-insured depository 
institution affi liated with SWIA, Schwab and CSIA. Cash balances held in the Sweep Program at Schwab Bank are eligible for FDIC insurance up to allowable limits.

Schwab Intelligent Portfolios charges no advisory fee. Schwab affi liates do earn revenue from the underlying assets in Schwab Intelligent Portfolios accounts. This revenue 
comes from managing Schwab ETFs and providing services relating to certain third-party ETFs that can be selected for the portfolio, and from the cash feature on the 
accounts. Revenue may also be received from the market centers where ETF trade orders are routed for execution.

Accounts must maintain a minimum balance of $5,000 to be eligible for automatic rebalancing.

Tax-loss harvesting is available for clients with invested assets of $50,000 or more in their Schwab Intelligent Portfolios account. Clients must enroll to receive this service.

Schwab investment professionals are employees of Charles Schwab & Co., Inc.

Diversifi cation, automatic investing and rebalancing strategies do not ensure a profi t and do not protect against losses in declining markets.

Please read the Schwab Intelligent Portfolios’ disclosure brochures for important information. 

Brokerage Products: Not FDIC Insured •  No Bank Guarantee •  May Lose Value

Charles Schwab & Co., Inc., and Charles Schwab Bank are separate but affi liated companies and subsidiaries of The Charles Schwab Corporation. Brokerage products, 
including the Schwab One brokerage account, are offered by Charles Schwab & Co., Inc., Member SIPC. Deposit and lending products are offered by Charles Schwab Bank, 
Member FDIC and an Equal Housing Lender.

©2015 Charles Schwab & Co., Inc. All rights reserved. Member SIPC. 
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e�  ciently perform complex tasks. Schwab 
Intelligent Portfolios simply extends this idea to 
the world of investment management.

Automation can provide several key bene� ts. 
� e � rst is cost. Schwab Intelligent Portfolios doesn’t 
charge advisory fees. � is means that cost-conscious 
investors can still bene� t from sophisticated 
professional management. 

A second bene� t is rebalancing. � at means 
buying and selling assets to re� ect the periodic 
rotation of gains and losses among asset classes to 
maintain targeted weightings over time. It’s time-
consuming to monitor a portfolio, and sometimes 
emotional biases can make investors stick to an 
investment too long or get out of one altogether. 
Schwab Intelligent Portfolios does this work for you, 
monitoring accounts daily and removing emotion 
from investing decisions. 

� ere’s also the tax-loss harvesting mentioned 
earlier. Schwab Intelligent Portfolios can help you 
mine tax e�  ciencies from your portfolio if you have 
$50,000 or more in assets.

A third bene� t is � exibility. Schwab Intelligent 
Portfolios can work for investors who are just getting 
started as well as those who have complex portfolio 
needs. It can function either as part of a portfolio or 
as a complete portfolio solution. 

Finally, there’s the time savings involved. Portfolio 
construction, rebalancing, tax-loss harvesting—these 
things take time, and Schwab Intelligent Portfolios 
can do the work for you. -

where the prices of traditional assets o� en move in closer 
harmony. ETFs o� er access to dozens of asset classes that 
can help your portfolio stand up to volatility and o� er 
growth potential over time.
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SPOTLIGHT:
FROM THE WEB

On Investing’s 
New Home on 
schwab.com

Y ou can fi nd articles from the 
magazine—and plenty of additional 
high-quality content—as part of 

Insights & Ideas on schwab.com.
This new editorial section offers the same 

smart, helpful insights you’re used to in 
more modern, visually appealing formats.

> WHAT’S IMPORTANT TO YOU. We talked 
with investors to fi nd out what topics they’re 
most interested in. What we heard: retirement 
income generation, wealth management, savings 
strategies and more—so it’s all covered here.

> MULTIMEDIA. In a 
hurry? Learn what you 
need to know by fl ipping 
through a slideshow. 
Have a little more time to 
spare? Read an in-depth 
article. Infographics and 
videos offer different 
angles on the topics you 
care about.

> MOBILE. Whether you’re on a desktop 
computer, a tablet or a mobile phone, you’ll 
enjoy a customized experience.

OI-Su15-Q2-36
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NEXT STEPS
Explore the magazine and more 
at schwab.com/OIinsights .

GO PAPERLESS
Log in to schwab.com/
OIpaperless to receive email 
alerts when new issues of 
On Investing are available online.

(0515-2548)

> A FRESH TAKE. 
Frequent updates give 
you the latest Schwab 
thinking—showing 
you what’s surprising, 
unusual and noteworthy 
in the world of investing.

OI-Su15-Q2-37

Past performance is no guarantee of future results. Investors should carefully 
consider the investment objectives, risks, charges and expense of a fund. This 
Past performance is no guarantee of future results. Investors should carefully 
consider the investment objectives, risks, charges and expense of a fund. This 
Past performance is no guarantee of future results. Investors should carefully 

and other important information about a fund is contained in the fund’s 
consider the investment objectives, risks, charges and expense of a fund. This 
and other important information about a fund is contained in the fund’s 
consider the investment objectives, risks, charges and expense of a fund. This 

prospectus. For more complete information about these Value Line Funds and a 
and other important information about a fund is contained in the fund’s 
prospectus. For more complete information about these Value Line Funds and a 
and other important information about a fund is contained in the fund’s 

copy of a prospectus, contact Schwab at 800-435-4000 or go to www.schwab.
prospectus. For more complete information about these Value Line Funds and a 
copy of a prospectus, contact Schwab at 800-435-4000 or go to www.schwab.
prospectus. For more complete information about these Value Line Funds and a 

com/mutualfunds, or contact your financial advisor. Read the prospectus 
copy of a prospectus, contact Schwab at 800-435-4000 or go to www.schwab.
com/mutualfunds, or contact your financial advisor. Read the prospectus 
copy of a prospectus, contact Schwab at 800-435-4000 or go to www.schwab.

carefully before you invest or send money.
com/mutualfunds, or contact your financial advisor. Read the prospectus 
carefully before you invest or send money.
com/mutualfunds, or contact your financial advisor. Read the prospectus 

The Value Line Mid Cap Focused Fund and Value Line Larger 
Companies Focused Fund were formerly named the Value Line Fund 
and Value Line Larger Companies Fund, respectively.
There are risks associated with investing in small and mid-cap stocks, 
which tend to be more volatile and less liquid than stocks of large 
companies, including the risk of price fluctuations.
Charles Schwab & Co., Inc., Member SIPC, receives remuneration from 
fund companies and/or their affiliates in the Mutual Fund OneSource® 
service for recordkeeping, shareholder services and other administrative 
services. The amount of fees Schwab or its affiliates receive from funds 
participating in the Mutual Fund OneSource service is not considered in 
the Select List selection, nor does any fund pay Schwab to be included in 
the Select List (0415-3067).

Q2 2015 Mutual Fund 
OneSource Select List®

Value Line Asset Allocation Fund 
(VLAAX)

Included on the

THE MARKET IS OFTEN COMPLEX 

YOUR PORTFOLIO 
SHOULDN’T BE.

Asset Allocation Fund (VLAAX)
1993

Small Cap Opportunities Fund (VLEOX)
1993

Larger Companies Focused Fund (VALLX)
1972

Value Line Mid Cap Focused Fund (VLIFX)
1950

Income and Growth Fund (VALIX)
1952

Premier Growth Fund (VALSX)
1956

Value Line Equity and Hybrid Funds Available Through Charles Schwab:

Trusted by Investors for Over 60 Years

Introducing our newest Fund in 2015:
Worthington Value Line Equity Advantage Fund (WVLEX)
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Looking for 
Quality Mutual 
Funds for Your 
Portfolio?
Our mutual fund lists help you 
fi nd expert fund choices.

Mutual Fund OneSource Select List®

Schwab’s Mutual Fund OneSource Select List 
helps investors identify the most favorably 
evaluated OneSource funds based on research 
by Charles Schwab Investment Advisory, Inc. 
� ese funds all meet stringent screening criteria 
and have no loads or transaction fees. It’s easy 
to use our experts’ list of actively managed 
funds to � nd the right selection for you.

The Mutual Fund OneSource Select List 
prescreens quality, no-load mutual funds 
in many categories:
- Large-cap stock funds
- Small- and mid-cap U.S. stock funds
- International stock funds
- Specialty funds
- Taxable bond funds
- Tax-free bond funds

Access our lists of selected funds at 
schwab.com/OIaboutfunds.

Income Mutual Fund Select List®

As you near retirement, your investment focus 
will likely shi�  from accumulating wealth to 
generating income. You want your portfolio 
to sustain you through your retirement with 
regular income, but you don’t want to sacri� ce 
the potential for growth. � e Income Mutual 
Fund Select List was developed to help investors 
like you achieve an income-producing portfolio 
through either interest or dividend payments.  

The Income Mutual Fund Select List gives you:
- Prescreened, no-load, no-transaction fee mutual 

funds that match your portfolio goals 
- Mutual funds with a history of making income 

distributions on a regular basis
- Yield-enhancing mutual fund categories such as 

multi-sector bonds, international bonds and real 
estate investment trusts (REITs)

Access our lists of selected funds at 
schwab.com/OIaboutfunds.

SPOTLIGHT:
RESEARCH

EXCHANGE-TRADED FUNDS

 *	“Gross	expenses”	reflect	a	fund’s	total	annual	operating	expenses	as	stated	in	the	fund’s	prospectus	and	do	not	reflect	any	expense	reimbursements	or	waivers	that	may	exist.	Some	ETFs	appearing	on	this	List	may	
be	subject	to	expense	reimbursements	and	waivers,	and	less	such	reimbursements	and	waivers	may	have	lower	total	annual	operating	expenses	(i.e.,	“net	expenses”)	than	indicated	herein.	Please	read	the	fund	
prospectus	carefully	to	determine	the	existence	of	any	expense	reimbursements	or	waivers	and	details	on	their	limits	and	termination	dates.

 †	 Conditions	Apply:	Trades	in	ETFs	available	through	Schwab	ETF	OneSource 	are	the	only	
funds	available	on	Schwab	ETF	OneSource 	in	certain	categories.	Service	charges	apply	for	trade	orders	placed	through	a	broker	($25)	or	by	automated	phone	($5).	An	exchange	processing	fee	applies	to	sell	
transactions.	Certain	types	of	Schwab	ETF	OneSource
to	change	the	ETFs	we	make	available	without	commissions.	All	ETFs	are	subject	to	management	fees	and	expenses.	Please	see	pricing	guide	for	additional	information.

 Charles	Schwab	&	Co.,	Inc.	receives	remuneration	from	third-party	ETF	companies	participating	in	Schwab	ETF	OneSource 	for	record	keeping,	shareholder	services	and	other	administrative	services,	including	
program	development	and	maintenance.	Investment	returns	will	fluctuate	and	are	subject	to	market	volatility,	so	that	an	investor’s	shares,	when	redeemed	or	sold,	may	be	worth	more	or	less	than	their	original	
cost.	Unlike	mutual	funds,	shares	of	ETFs	are	not	individually	redeemable	directly	with	the	ETF.	Shares	are	bought	and	sold	at	market	price,	which	may	be	higher	or	lower	than	the	net	asset	value	“(NAV)

	 No	mention	of	particular	funds	or	fund	families	here	should	be	construed	as	a	recommendation	or	considered	an	offer	to	sell	or	a	solicitation	of	an	offer	to	buy	any	securities.	This	information	provided	here	
is	for	general	informational	purposes	only	and	should	not	be	considered	an	individualized	recommendation	or	personalized	investment	advice.	The	securities	listed	may	not	be	suitable	for	everyone.	Each	
investor	needs	to	review	a	securities	transaction	for	his	or	her	own	particular	situation.	Schwab	or	its	employees	may	sometimes	hold	positions	in	the	securities	listed	here.	Data	contained	here	is	obtained	
from	what	are	considered	reliable	sources;	however,	its	accuracy,	completeness	or	reliability	cannot	be	guaranteed.	

	 International	investments	involve	additional	risks,	which	include	differences	in	financial	accounting	standards,	currency	fluctuations,	political	instability,	foreign	taxes	and	regulations,	and	the	potential	for	
illiquid	markets.	Investing	in	emerging	markets	may	accentuate	these	risks.

	 Small-cap	funds	are	subject	to	greater	volatility	than	those	in	other	asset	categories.
	 Charles	Schwab	Investment	Management,	Inc.,	(“CSIM”)	the	investment	advisor	for	the	Schwab	ETFs	and	an	affiliate	of	Schwab,	receives	fees	from	the	Schwab	ETFs	for	investment	advisory	and	fund	administration	
services.	The	amount	of	fees	CSIM	receives	from	the	Schwab	ETFs	is	not	considered	in	ETF	Select	List	selection,	nor	do	the	Schwab	ETFs	or	any	third-party	ETF,	or	any	of	their	affiliates,	pay	Schwab	to	be	included	
in	the	ETF	Select	List.

	 Please	note	this	List	is	not	exhaustive.	Many	high-quality	ETFs	could	be	appropriate	for	you	based	on	your	portfolio	goals	and	trading	strategies.	Schwab	offers	additional	tools	and	resources	on	schwab.com	to	help	you	find	them,	
such	as	the	ETF	Screener,	in-depth	fund-level	analysis,	and	expert	opinions	covering	a	wide	variety	of	products	and	investing	strategies.

 Some	specialized	exchange-traded	funds	can	be	subject	to	additional	market	risks.	Investment	returns	will	fluctuate	and	are	subject	to	market	volatility,	so	that	an	investor’s	shares,	when	redeemed	or	sold,	
may	be	worth	more	or	less	than	their	original	cost.	Unlike	mutual	funds,	shares	of	ETFs	are	not	individually	redeemable	directly	with	the	ETF.

FOR THE QUARTER ENDED DECEMBER 31, 2014

Would you still like to receive a printed copy 
of a Select List? 
quarterly mailing. 

OUR FUND LISTS 
ARE NOW ONLINE
The list of selected funds will no longer 
appear in On Investing, but  you can access 
and print the same information online at 
schwab.com/OIaboutfunds. 

MUTUAL FUNDS—LARGE-CAP U.S. STOCK FUNDS
Perspectives and Fourth Quarter 2014 Summary
We believe the secular bull market is intact despite heightened potential for near-term headwinds; 
globally-focused companies could see downside earnings pressure on the rally in the U.S. dollar, 
volatility could ramp up on global events and/or leading up to the Federal Reserve’s initial rate hike, 
and the energy sector is likely to bear the brunt of the negative impact of the sharp sell-off in crude 
oil prices. Underpinning our optimism toward U.S. stocks is our positive outlook toward the domestic 
economy, with the consumer likely benefitting from the drop in energy costs, while signs that 
businesses are set to ramp up capital spending could bolster an already accelerating labor market.  

 Large-cap U.S. stocks rose modestly, with the Standard & Poor’s 500 Composite Index edging 
4.93% higher. Stronger economic data, a strong dollar and strong corporate earnings buoyed 
returns in domestic large cap stocks.

 Large-cap U.S. stocks underperformed small- and mid-cap stocks. Large-cap Growth Category 
led the way returning gains of 4.42%, with Large-cap Blend and Large-cap Value close behind 
with returns of 4.19% and 3.59%, respectively.

All perspectives are as of January 20, 2015 
For the latest up-to-date perspectives, please visit schwab.com

FOR THE QUARTER ENDED DECEMBER 31, 2014

FUND NAME (FUND INCEPTION DATE)
MORNINGSTAR
CATEGORY

QUOTE
SYMBOL

AVERAGE ANNUALIZED TOTAL RETURN UPSIDE 
MARKET 
CAPTURE

DOWNSIDE 
MARKET 
CAPTURE

GROSS 
EXPENSE 
RATIOa

NET
EXPENSE
RATIOa

TOTAL  
ASSETS  

($M) 
1

YEAR
3

YEARS
5

YEARS
10

YEARS
SINCE

INCEPTION

LEADING SCHWAB AFFILIATE FUNDSd

Schwab Core Equity Fund (07/01/96) Large Blend SWANX 14.91 20.08 14.43 7.71 8.57 100.68 106.73 0.73 0.73 2,389 

Laudus U.S. Large-Cap Growth Fund (10/14/97) Large Growth LGILX 8.72 20.93 15.42 10.53 6.62 104.65 110.96 0.77 0.77 2,292 

Schwab Dividend Equity Fund (09/02/03) Large Value SWDSX 11.75 18.15 14.28 7.63 9.33 94.99 109.92 0.89 0.89 2,092 

FUNDAMENTAL INDEX FUNDS

Schwab Fundamental U.S. Large Co Index Fund (04/02/07) Large Value SFLNX 12.26 20.57 15.93 — 7.92 100.99 101.77 0.41 0.35 4,615 

MARKET CAP-WEIGHTED INDEX  FUNDS

Schwab S&P 500 Index Fund (05/20/97) Large Blend SWPPX 13.57 20.30 15.36 7.64 7.06 99.63 100.01 0.09 0.09 21,050 

LEADING 3RD PARTY FUNDS

Janus Contrarian T (2/29/00) Large Blend JSVAX 17.32 26.25 13.48 8.89 8.15 106.19 51.21 0.76 0.76 4,505 

Parnassus Core Equity Investor (9/1/92) Large Blend PRBLX 14.49 20.98 14.73 10.23 11.03 97.68 84.13 0.87 0.87 11,515 

TIAA-CREF Social Choice Eq Retail (3/31/06) Large Blend TICRX 10.98 19.11 14.27 7.58 7.35 97.44 106.93 0.48 0.48 2,683 

Glenmede Large Cap Core Port (2/27/04) Large Blend GTLOX 16.35 23.47 17.93 9.20 9.42 112.34 108.15 0.86 0.86 846 

Oakmark I (8/5/91) Large Blend OAKMX 11.51 22.80 16.17 8.78 13.27 107.60 98.70 0.95 0.95 17,180 

Parnassus (12/27/84) Large Growth PARNX 14.67 24.72 16.55 9.99 10.35 120.55 123.58 0.86 0.86 670 

Lord Abbett Growth Leaders A (6/30/11)e Large Growth LGLAX 3.79 18.76 — — 13.02 99.96 90.88 1.24 0.85 1,396 

Morgan Stanley Growth A (1/2/96)e Large Growth MSEGX 0.67 19.85 15.38 9.16 8.72 107.16 106.75 0.96 0.96 3,334 

Glenmede Large Cap Growth (2/27/04) Large Growth GTLLX 20.01 24.64 19.21 9.74 9.85 116.92 111.02 0.87 0.87 976 

TIAA-CREF Large-Cap Growth Retail (3/31/06) Large Growth TIRTX 10.89 21.58 15.51 — 8.36 105.25 105.08 0.85 0.85 2,737 

American Century Equity Income Inv (8/1/94) Large Value TWEIX 12.47 14.43 11.94 6.99 10.88 72.19 72.47 0.93 0.93 10,001 

JPMorgan Equity Income A (2/18/92)e Large Value OIEIX 7.50 16.86 15.20 7.99 8.80 91.72 87.01 1.09 1.04 8,975 

JPMorgan Intrepid Value A (2/18/05)e Large Value JIVAX 7.78 19.79 14.04 7.34 7.31 106.33 104.34 1.14 0.84 1,660 

Principal Equity Income A (5/31/39)e Large Value PQIAX 6.08 14.76 12.95 6.94 8.77 88.36 100.57 0.93 0.93 5,655 

Delaware Value® A (9/14/98)e Large Value DDVAX 6.90 17.54 15.40 7.36 7.31 90.11 69.39 1.02 1.02 7,076 

PERFORMANCE BENCHMARKS

Schwab 1000 Index® (Dividends Reinvested) 13.06 20.43 15.58 8.02 —

S&P 500 Index® (Dividends Reinvested) 13.69 20.41 15.45 7.67 —

New to the Select List this quarter 

Asset Class and Performance Benchmark Definitions
Large-cap U.S. stock funds invest primarily in stocks that fall in the top 70% of the U.S. market capitalization range as defined by Morningstar, Inc. Growth funds invest in companies that may be experiencing 
rapid growth in earnings, sales or return on equity. Value funds invest in companies that may have share prices below estimated fair market value, undervalued assets, an opportunity to “turnaround” or lower 
price-to-earnings or price-to-book ratios. Blend funds invest in a combination of value and growth stocks.
The S&P 500® Index includes common stocks of 500 widely held companies. S&P 500 is a registered trademark of The McGraw-Hill Co., Inc.
If an expense waiver was in place during the period, the net expense ratio was used to calculate fund performance. A net expense ratio lower than the gross expense ratio may reflect a cap on or contractual 
waiver of fund expenses. Please read the fund prospectus for details on limits or expiration dates for any such waivers.

Performance quoted is past performance and is no guarantee of future results. Current performance may be lower or higher. Visit schwab.com for month’s 
end performance information. Investment value will fluctuate, and shares, when redeemed, may be worth more or less than original cost.
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Investors should consider carefully information contained 
in the prospectus, including investment objectives, risks, 
charges and expenses. You can obtain a prospectus 
by calling 800-435-4000. Please read the prospectus 
carefully before investing. 
Past performance is no guarantee of future results.

Investment value will fl uctuate, and shares, when redeemed, may be worth 
more or less than original cost. If an expense waiver was in place during the 
period, the net expense ratio was used to calculate fund performance.

(0515-2388)

Do You Need 
Help Finding 
the Right 
ETF for Your 
Portfolio? 
The ETF Select List® provides a 
list of low-cost ETFs picked by 
our experts. 

W ith more than 1,600 ETFs 
available and more coming out 
every week, choosing an ETF can 

seem more overwhelming than ever. Our 
quarterly ETF Select List is designed to help 
you find a low-cost ETF and make more 
confident investing decisions.

The ETF Select List gives you:
- Low-cost ETFs: All ETFs on this list have 

been picked because they have the lowest 
cost among the qualifying ETFs in their 
respective category. 

- Broad diversifi cation: Representing more 
than 65 asset categories, you can build a 
portfolio of ETFs or explore niche categories 
to help you meet your goals. 

- Expert research: All ETFs have gone 
through a rigorous analytical and qualitative 
review by the investment experts at Charles 
Schwab Investment Advisory, Inc.

Access our lists of selected funds at 
schwab.com/OIaboutfunds.

EXCHANGE-TRADED FUNDS

 *	“Gross	expenses”	reflect	a	fund’s	total	annual	operating	expenses	as	stated	in	the	fund’s	prospectus	and	do	not	reflect	any	expense	reimbursements	or	waivers	that	may	exist.	Some	ETFs	appearing	on	this	List	may	
be	subject	to	expense	reimbursements	and	waivers,	and	less	such	reimbursements	and	waivers	may	have	lower	total	annual	operating	expenses	(i.e.,	“net	expenses”)	than	indicated	herein.	Please	read	the	fund	
prospectus	carefully	to	determine	the	existence	of	any	expense	reimbursements	or	waivers	and	details	on	their	limits	and	termination	dates.

 †	 Conditions	Apply:	Trades	in	ETFs	available	through	Schwab	ETF	OneSource™	(including	Schwab	ETFs™)	are	available	without	commissions	when	placed	online	in	a	Schwab	account.	Schwab	ETFs™	are	the	only	
funds	available	on	Schwab	ETF	OneSource™	in	certain	categories.	Service	charges	apply	for	trade	orders	placed	through	a	broker	($25)	or	by	automated	phone	($5).	An	exchange	processing	fee	applies	to	sell	
transactions.	Certain	types	of	Schwab	ETF	OneSource™	transactions	are	not	eligible	for	the	commission	waiver,	such	as	short	sells	and	buys	to	cover	(not	including	Schwab	ETFs™).	Schwab	reserves	the	right	 
to	change	the	ETFs	we	make	available	without	commissions.	All	ETFs	are	subject	to	management	fees	and	expenses.	Please	see	pricing	guide	for	additional	information.

 Charles	Schwab	&	Co.,	Inc.	receives	remuneration	from	third-party	ETF	companies	participating	in	Schwab	ETF	OneSource™	for	record	keeping,	shareholder	services	and	other	administrative	services,	including	
program	development	and	maintenance.	Investment	returns	will	fluctuate	and	are	subject	to	market	volatility,	so	that	an	investor’s	shares,	when	redeemed	or	sold,	may	be	worth	more	or	less	than	their	original	
cost.	Unlike	mutual	funds,	shares	of	ETFs	are	not	individually	redeemable	directly	with	the	ETF.	Shares	are	bought	and	sold	at	market	price,	which	may	be	higher	or	lower	than	the	net	asset	value	“(NAV)”.

	 No	mention	of	particular	funds	or	fund	families	here	should	be	construed	as	a	recommendation	or	considered	an	offer	to	sell	or	a	solicitation	of	an	offer	to	buy	any	securities.	This	information	provided	here	
is	for	general	informational	purposes	only	and	should	not	be	considered	an	individualized	recommendation	or	personalized	investment	advice.	The	securities	listed	may	not	be	suitable	for	everyone.	Each	
investor	needs	to	review	a	securities	transaction	for	his	or	her	own	particular	situation.	Schwab	or	its	employees	may	sometimes	hold	positions	in	the	securities	listed	here.	Data	contained	here	is	obtained	
from	what	are	considered	reliable	sources;	however,	its	accuracy,	completeness	or	reliability	cannot	be	guaranteed.	

	 International	investments	involve	additional	risks,	which	include	differences	in	financial	accounting	standards,	currency	fluctuations,	political	instability,	foreign	taxes	and	regulations,	and	the	potential	for	
illiquid	markets.	Investing	in	emerging	markets	may	accentuate	these	risks.

	 Small-cap	funds	are	subject	to	greater	volatility	than	those	in	other	asset	categories.
	 Charles	Schwab	Investment	Management,	Inc.,	(“CSIM”)	the	investment	advisor	for	the	Schwab	ETFs	and	an	affiliate	of	Schwab,	receives	fees	from	the	Schwab	ETFs	for	investment	advisory	and	fund	administration	
services.	The	amount	of	fees	CSIM	receives	from	the	Schwab	ETFs	is	not	considered	in	ETF	Select	List	selection,	nor	do	the	Schwab	ETFs	or	any	third-party	ETF,	or	any	of	their	affiliates,	pay	Schwab	to	be	included	
in	the	ETF	Select	List.

	 Please	note	this	List	is	not	exhaustive.	Many	high-quality	ETFs	could	be	appropriate	for	you	based	on	your	portfolio	goals	and	trading	strategies.	Schwab	offers	additional	tools	and	resources	on	schwab.com	to	help	you	find	them,	
such	as	the	ETF	Screener,	in-depth	fund-level	analysis,	and	expert	opinions	covering	a	wide	variety	of	products	and	investing	strategies.

 Some	specialized	exchange-traded	funds	can	be	subject	to	additional	market	risks.	Investment	returns	will	fluctuate	and	are	subject	to	market	volatility,	so	that	an	investor’s	shares,	when	redeemed	or	sold,	
may	be	worth	more	or	less	than	their	original	cost.	Unlike	mutual	funds,	shares	of	ETFs	are	not	individually	redeemable	directly	with	the	ETF.

FOR THE QUARTER ENDED DECEMBER 31, 2014

ETF SELECT LIST CATEGORY
QUOTE
SYMBOL FUND NAME INDEX

GROSS
EXPENSES*

ONLINE
COMMIS-

SION DESCRIPTION

U.S. EQUITY ETFs

Large	Core SCHX Schwab	U.S.	Large-Cap Dow	Jones	U.S.	Large	Cap	 
Total	Stock	Market	Index 0.04% $0† Index	covers	over	700	largest	U.S.	firms	which	comprise	 

about	80%	of	the	U.S.	market	(by	capitalization)

Large	Growth SCHG Schwab	U.S.	Large-Cap	Growth Dow	Jones	U.S.	Large	Cap	Growth	 
Total	Stock	Market	Index 0.07% $0† ETF	has	diversified	exposure	to	large	growth	names	such	as	

Apple,	Berkshire	Hathaway	and	Google

Large	Value SCHV Schwab	U.S.	Large-Cap	Value Dow	Jones	U.S.	Large	Cap	Value	 
Total	Stock	Market	Index 0.07% $0† ETF	has	diversified	exposure	to	large	value	names	such	as	

ExxonMobil,	GE,	and	Wells	Fargo

Mid	Core SCHM Schwab	U.S.	Mid-Cap Dow	Jones	U.S.	Mid	Cap	 
Total	Stock	Market	Index 0.07% $0† Around	500	holdings	providing	U.S.	equity	exposure	to	the	

mid-cap	portion	of	the	broader	U.S.	stock	market

Mid	Growth MDYG SPDR	S&P	MidCap	400	Growth S&P	MidCap	400	Growth	Index 0.25% $0† U.S.	growth	stocks	with	market	caps	between	$850M	and	$3.8B	
selected	based	on	sales	growth,	earnings	growth,	&	momentum	

Mid	Value VOE Vanguard	Mid-Cap	Value CRSP	US	Mid	Cap	Value	Index 0.09% $8.95 Mid-cap	value	style	index.	Main	sectors	are	financials,	indus-
trials	and	consumer	discretionary

Small	Core SCHA Schwab	U.S.	Small-Cap Dow	Jones	U.S.	Small	Cap	 
Total	Stock	Market	Index 0.08% $0† Focuses	on	over	1700	small-cap	companies;	index	excludes	

the	smallest	micro-cap	stocks

Small	Growth SLYG SPDR	S&P	SmallCap	600	Growth S&P	Small	Cap	600	Growth	Index 0.25% $0† Holds	small-cap	stocks	with	growth	characteristics	and	
market	caps	ranging	from	$250M	to	$1.2B

Small	Value SLYV SPDR	S&P	SmallCap	600	Value S&P	Small	Cap	600	Value	Index 0.25% $0† Holds	stocks	with	value	characteristics	selected	from	the	
S&P	600	Small	Cap	600	index

Total	Stock	Market SCHB Schwab	U.S.	Broad	Market	ETF Dow	Jones	U.S.	Broad	Stock	 
Market	Index 0.04% $0† Holds	over	1900	large	to	small-cap	firms;	covers	virtually	the	

entire	U.S.	stock	market	(by	capitalization)

Dividend-focused SCHD Schwab	U.S.	Dividend	Equity	ETF Dow	Jones	U.S.	Dividend	100	Index 0.07% $0† Holds	U.S.	companies	that	consistently	pay	dividends	and	have	
strong	relative	fundamental	strength	based	on	financial	ratios

INTERNATIONAL EQUITY ETFs

Developed	Core SCHF Schwab	International	Equity	ETF FTSE	Developed	ex	U.S.	Index 0.08% $0† Canada	included	in	this	index	which	highlights	large	and	 
mid-cap	stocks	from	20	developed	markets

Developed	Growth EFG iShares	MSCI	EAFE	Growth	Index MSCI	EAFE	Growth	Index 0.40% $8.95 Developed	stock	markets	excl.	U.S.	and	Canada.	Top	index	
weights	are	U.K.,	Japan	and	Switzerland

Developed	Value EFV iShares	MSCI	EAFE	Value	Index MSCI	EAFE	Value	Index 0.40% $8.95 Developed	stock	markets	excl.	U.S.	and	Canada.	Index	heavy	
in	Japan,	U.K.,	and	financial	services

Developed	Small SCHC Schwab	International	 
Small-Cap	Equity

FTSE	Developed	Small	Cap	 
ex-U.S.	Liquid	Index 0.19% $0† The	fund	has	diversified	exposure	to	international	small-cap	

companies	in	over	20	developed	international	markets

Emerging	Market	Stock SCHE Schwab	Emerging	Markets	Equity	ETF FTSE	Emerging	Index 0.14% $0† Large	and	mid-cap	stocks	from	over	20	emerging	 
markets.	Financials	are	over	25%	of	the	holdings

All	World	ex-U.S.	Stock CWI SPDR	MSCI	ACWI	ex-U.S. MSCI	All	Country	World	Index	 
ex	USA	Index 0.34% $0† Tracks	a	cap-weighted	index	of	developed	and	emerging	

market	countries	excluding	the	U.S.

Global	Stock VT Vanguard	Total	World	Stock	 
Index	ETF FTSE	Global	All	Cap	Index 0.18% $8.95 Holds	over	6000	stocks	spanning	the	investable	global	 

stock	markets,	including	emerging	markets

Europe	Stock FEU SPDR	STOXX	Europe	50 STOXX	Europe	50	Index 0.29% $0† Holds	50	of	the	largest	companies	in	Europe,	including	
Nestle,	HSBC,	and	Royal	Dutch	Shell

Pacific	Asia	Stock VPL Vanguard	FTSE	Pacific	ETF FTSE	Developed	Asia	Pacific	Index 0.12% $8.95 Features	about	800	stocks,	approximately	55%	from	Japan;	
also	includes	Australia,	South	Korea	and	Hong	Kong

Pacific	Asia	 
ex-Japan	Stock EPP iShares	MSCI	Pacific	ex-Japan MSCI	Pacific	ex-Japan	Index 0.50% $8.95 Includes	publicly	traded	stocks	from	Australia,	 

Hong	Kong,	and	Singapore

Japan	Stock DXJ WisdomTree	Japan	Hedged	Equity WisdomTree	Japan	Hedged	Equity	Index 0.48% $8.95 Provides	exposure	to	Japanese	equities,	while	hedging	fluctua-
tions	between	the	value	of	the	U.S.	dollar	and	the	Japanese	yen

China	Stock GXC SPDR	S&P	China S&P	China	BMI	Index 0.59% $0† Tracks	a	broad,	cap-weighted	index	of	investable	Chinese	
shares.	The	fund’s	holdings	stretch	across	all	cap	sizes

New	to	the	ETF	Select	List	this	quarter

Would you still like to receive a printed copy 
of a Select List? Call 800-540-0078 to request a 
quarterly mailing. 

We believe the secular bull market is intact despite heightened potential for near-term headwinds; 
globally-focused companies could see downside earnings pressure on the rally in the U.S. dollar, 
volatility could ramp up on global events and/or leading up to the Federal Reserve’s initial rate hike, 
and the energy sector is likely to bear the brunt of the negative impact of the sharp sell-off in crude 
oil prices. Underpinning our optimism toward U.S. stocks is our positive outlook toward the domestic 

 Large-cap U.S. stocks underperformed small- and mid-cap stocks. Large-cap Growth Category 
led the way returning gains of 4.42%, with Large-cap Blend and Large-cap Value close behind 
with returns of 4.19% and 3.59%, respectively.

TOTAL  
ASSETS  

($M) 

Schwab Core Equity Fund (07/01/96) Large Blend SWANX 14.91 20.08 14.43 7.71 8.57 100.68 106.73 0.73 0.73 2,389 

Laudus U.S. Large-Cap Growth Fund (10/14/97) Large Growth LGILX 8.72 20.93 15.42 10.53 6.62 104.65 110.96 0.77 0.77 2,292 

Schwab Dividend Equity Fund (09/02/03) Large Value SWDSX 11.75 18.15 14.28 7.63 9.33 94.99 109.92 0.89 0.89 2,092 

Schwab Fundamental U.S. Large Co Index Fund (04/02/07) Large Value SFLNX 12.26 20.57 15.93 — 7.92 100.99 101.77 0.41 0.35 4,615 

Schwab S&P 500 Index Fund (05/20/97) Large Blend SWPPX 13.57 20.30 15.36 7.64 7.06 99.63 100.01 0.09 0.09 21,050 

Janus Contrarian T (2/29/00) Large Blend JSVAX 17.32 26.25 13.48 8.89 8.15 106.19 51.21 0.76 0.76 4,505 

Parnassus Core Equity Investor (9/1/92) Large Blend PRBLX 14.49 20.98 14.73 10.23 11.03 97.68 84.13 0.87 0.87 11,515 

TIAA-CREF Social Choice Eq Retail (3/31/06) Large Blend TICRX 10.98 19.11 14.27 7.58 7.35 97.44 106.93 0.48 0.48 2,683 

Glenmede Large Cap Core Port (2/27/04) Large Blend GTLOX 16.35 23.47 17.93 9.20 9.42 112.34 108.15 0.86 0.86 846 

Oakmark I (8/5/91) Large Blend OAKMX 11.51 22.80 16.17 8.78 13.27 107.60 98.70 0.95 0.95 17,180 

Parnassus (12/27/84) Large Growth PARNX 14.67 24.72 16.55 9.99 10.35 120.55 123.58 0.86 0.86 670 

Lord Abbett Growth Leaders A (6/30/11) Large Growth LGLAX 3.79 18.76 — — 13.02 99.96 90.88 1.24 0.85 1,396 

Morgan Stanley Growth A (1/2/96) Large Growth MSEGX 0.67 19.85 15.38 9.16 8.72 107.16 106.75 0.96 0.96 3,334 

Glenmede Large Cap Growth (2/27/04) Large Growth GTLLX 20.01 24.64 19.21 9.74 9.85 116.92 111.02 0.87 0.87 976 

TIAA-CREF Large-Cap Growth Retail (3/31/06) Large Growth TIRTX 10.89 21.58 15.51 — 8.36 105.25 105.08 0.85 0.85 2,737 

American Century Equity Income Inv (8/1/94) Large Value TWEIX 12.47 14.43 11.94 6.99 10.88 72.19 72.47 0.93 0.93 10,001 

JPMorgan Equity Income A (2/18/92) Large Value OIEIX 7.50 16.86 15.20 7.99 8.80 91.72 87.01 1.09 1.04 8,975 

Large Value JIVAX 7.78 19.79 14.04 7.34 7.31 106.33 104.34 1.14 0.84 1,660 

Principal Equity Income A (5/31/39) Large Value PQIAX 6.08 14.76 12.95 6.94 8.77 88.36 100.57 0.93 0.93 5,655 

Delaware Value Large Value DDVAX 6.90 17.54 15.40 7.36 7.31 90.11 69.39 1.02 1.02 7,076 
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ARMs vs. Fixed-Rate 
Mortgages: What to Consider
Think strategically about your financing plans this home-buying season.

F or most people, buying a home means 
committing to more than just a particular 
house. It also means taking on the financial 

obligations that come with a mortgage. That’s why it’s 
important to think strategically. Finding a mortgage 
that fits your situation can have a big impact on your 
future financial well-being. 

Let’s look at how two different types of mortgages—
fixed-rate and adjustable-rate—can serve different 
types of borrowers.

Fixed-rate mortgages
A fixed-rate mortgage locks in both your interest rate 
and monthly payments for the life of your loan—
offering the peace of mind that comes with stability. 
If you’re living on a fixed income, then a fixed-rate 
mortgage might appeal to you. 

Here are other reasons to consider a  
fixed-rate mortgage:

-- Flexible term potential. You can opt for a  
shorter-term loan that will allow you to pay it off 
more quickly.

-- Predictable budgeting. Your repayment obligations 
will always be clear. 

-- Interest rate assurance. Your principal and interest 
payment will hold steady if interest rates rise. 

Adjustable-rate mortgages
An adjustable-rate mortgage (ARM) has a fixed 
interest rate for a specified initial term—generally 
five, seven or 10 years—after which the rate will 
vary as market rates change. An ARM might make 
sense if you would like greater cash flow flexibility in 
the near term, or your income fluctuates because of 
commissions or bonuses—and if you’re not concerned 
about the impact of a potential increase in interest 
rates. With this type of loan, remember, if rates rise, 
your monthly payments will increase once the initial 
fixed-rate period has ended.

Here are some additional considerations:
--

--

--

1Interest-only mortgages have an initial interest-only payment period followed by a fully amortizing payment period. After the interest-only period ends, your monthly 
payments will increase because you will be paying both principal and interest. 
2In order to participate, the borrower must agree that the lender, Quicken Loans, may share their information with Charles Schwab Bank. This offer is subject to change 
or withdrawal at any time and without notice. Nothing herein is or should be interpreted as an obligation to lend. Loans are subject to credit and property approval. Other 
conditions and restrictions may apply. Hazard insurance may be required. Program terms and conditions are subject to change. 
3Average monthly closing time for purchase and refinance loans between August 2014 and January 2015 was 40 days or fewer from the date the interest rate was locked.

Charles Schwab Bank and Charles Schwab & Co., Inc., are separate but affiliated companies and subsidiaries of The Charles Schwab Corporation. Investment products are offered 
by Charles Schwab & Co., Inc. (Member SIPC). Charles Schwab & Co., Inc., does not solicit, offer, endorse, negotiate or originate any mortgage loan products and is neither a 
licensed mortgage broker nor a licensed mortgage lender. Home lending is offered and provided by Quicken Loans, Inc., Equal Housing Lender. Quicken Loans, Inc., is not affiliated 
with Charles Schwab Bank, Equal Housing Lender. Deposit and other lending products are offered by Charles Schwab Bank, Member FDIC and Equal Housing Lender.

Lending services provided by Quicken Loans Inc., a subsidiary of Rock Holdings Inc. “Quicken Loans” is a registered service mark of Intuit Inc., used under license. 

Quicken Loans [NMLS ID #3030] is licensed in all 50 states. State-specific license information: Arizona: Quicken Loans Inc., 16425 North Pima, Suite 200, Scottsdale, AZ 
85260, Mortgage Banker License #BK-0902939; Arkansas: Quicken Loans Inc., 1050 Woodward Avenue, Detroit, MI 48226-1906, 1-888-474-0404; California: Licensed by 
Department of Corporations, CA Residential Mortgage Lending Act; Colorado: Quicken Loans Inc., NMLS #3030, 1-888-474-0404, regulated by the Division of Real Estate; 
Georgia: Residential Mortgage Licensee (#11704)—1050 Woodward Avenue, Detroit, MI 48226-1906; Illinois: Residential Mortgage Licensee #4127—Department of Financial 
and Professional Regulation, 1050 Woodward Avenue, Detroit, MI 48226-1906; Maine: Quicken Loans Inc., Supervised Lender License NMLS #3030; Massachusetts: Quicken 
Loans Inc., Mortgage Lender License #ML-3030; Minnesota: Not an offer for a rate lock agreement; Mississippi: Licensed by the Mississippi Department of Banking and 
Consumer Finance; Nevada: Quicken Loans Inc., 8860 S. Maryland Parkway, Las Vegas, NV 89123, License #356738; New Hampshire: Licensed by the NH Banking Department, 
#6743MB; New Jersey: Licensed Mortgage Banker—NJ Department of Banking, first (and/or second) mortgages only; New York: Licensed Mortgage Banker—NYS Banking 
Department; Oregon: Quicken Loans Inc.—License #ML-1387; Pennsylvania: Licensed as a first Mortgage Banker by the Department of Banking and licensed pursuant to the 
Pennsylvania Secondary Mortgage Loan Act; Rhode Island: Licensed Lender; Texas: Quicken Loans Inc., 1050 Woodward Avenue, Detroit, MI 48226-1906; Virginia: Quicken 
Loans Inc., NMLS ID #3030 (www.nmlsconsumeraccess.org); Washington: Consumer Loan Company License CL-3030; Quicken Loans 
Nationwide Mortgage Licensing System #3030. Restrictions may apply. Equal Housing Lender.

©2015 Charles Schwab Bank. All rights reserved. Member FDIC and Equal Housing Lender.
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NEXT STEPS
To see current 
rates, go to 
schwab.com/
OImortgage. 
To apply for a 
loan or discuss 
which loan is 
right for you, call 
877-261-7872.

or most people, buying a home means 
committing to more than just a particular 
house. It also means taking on the � nancial 

obligations that come with a mortgage. � at’s why it’s 
important to think strategically. Finding a mortgage 
that � ts your situation can have a big impact on your 
future � nancial well-being. 

Let’s look at how two di� erent types of mortgages—
� xed-rate and adjustable-rate—can serve di� erent 
types of borrowers.

Your repayment obligations 
will always be clear. 

 Your principal and interest 
payment will hold steady if interest rates rise. 

An adjustable-rate mortgage (ARM) has a � xed 
interest rate for a speci� ed initial term—generally 
� ve, seven or 10 years—a� er which the rate will 
vary as market rates change. An ARM might make 
sense if you would like greater cash � ow � exibility in 
the near term, or your income � uctuates because of 
commissions or bonuses—and if you’re not concerned 
about the impact of a potential increase in interest 
rates. With this type of loan, remember, if rates rise, 
your monthly payments will increase once the initial 
� xed-rate period has ended.

Here are some additional considerations:
- Lower initial rate. � e interest rate during 

the initial � xed period is generally lower than 
what you would get with a � xed-rate mortgage, 
which can save you money over the short term. 

- Interest rate caps. To protect you against 
rising interest rates, many ARMs o� er limits 
on how much your rate might increase in a 
given adjustment period or over the life of the 
loan. And if interest rates fall, you may be able 
to enjoy savings without having to re� nance—
your rate could automatically be lowered. 

- Interest-only options. Some ARMs o� er 
an interest-only payment option to lower 
your initial monthly payments even further, 
allowing for even greater cash-� ow � exibility 
over the initial term. However, it is important 
to remember that during the initial interest-
only period, your minimum monthly 
payments will not reduce your loan principal 
unless you choose to pay more than the 
minimum billed payment amount.1 And at 
the end of the initial � xed-rate period, your 
payments will rise.

1Interest-only mortgages have an initial interest-only payment period followed by a fully amortizing payment period. After the interest-only period ends, your monthly 
payments will increase because you will be paying both principal and interest.
2In order to participate, the borrower must agree that the lender, Quicken Loans, may share their information with Charles Schwab Bank. This offer is subject to change 
or withdrawal at any time and without notice. Nothing herein is or should be interpreted as an obligation to lend. Loans are subject to credit and property approval. Other 
conditions and restrictions may apply. Hazard insurance may be required. Program terms and conditions are subject to change.
3Average monthly closing time for purchase and refi nance loans between August 2014 and January 2015 was 40 days or fewer from the date the interest rate was locked.

Charles Schwab Bank and Charles Schwab & Co., Inc., are separate but affi liated companies and subsidiaries of The Charles Schwab Corporation. Investment products are offered 
by Charles Schwab & Co., Inc. (Member SIPC). Charles Schwab & Co., Inc., does not solicit, offer, endorse, negotiate or originate any mortgage loan products and is neither a 
licensed mortgage broker nor a licensed mortgage lender. Home lending is offered and provided by Quicken Loans, Inc., Equal Housing Lender. Quicken Loans, Inc., is not affi liated 
with Charles Schwab Bank, Equal Housing Lender. Deposit and other lending products are offered by Charles Schwab Bank, Member FDIC and Equal Housing Lender.

Lending services provided by Quicken Loans Inc., a subsidiary of Rock Holdings Inc. “Quicken Loans” is a registered service mark of Intuit Inc., used under license. 

Quicken Loans [NMLS ID #3030] is licensed in all 50 states. State-specifi c license information: Arizona: Quicken Loans Inc., 16425 North Pima, Suite 200, Scottsdale, AZ 
85260, Mortgage Banker License #BK-0902939; Arkansas: Quicken Loans Inc., 1050 Woodward Avenue, Detroit, MI 48226-1906, 1-888-474-0404; California: Licensed by 
Department of Corporations, CA Residential Mortgage Lending Act; Colorado: Quicken Loans Inc., NMLS #3030, 1-888-474-0404, regulated by the Division of Real Estate; 
Georgia: Residential Mortgage Licensee (#11704)—1050 Woodward Avenue, Detroit, MI 48226-1906; Illinois: Residential Mortgage Licensee #4127—Department of Financial 
and Professional Regulation, 1050 Woodward Avenue, Detroit, MI 48226-1906; Maine: Quicken Loans Inc., Supervised Lender License NMLS #3030; Massachusetts: Quicken 
Loans Inc., Mortgage Lender License #ML-3030; Minnesota: Not an offer for a rate lock agreement; Mississippi: Licensed by the Mississippi Department of Banking and 
Consumer Finance; Nevada: Quicken Loans Inc., 8860 S. Maryland Parkway, Las Vegas, NV 89123, License #356738; New Hampshire: Licensed by the NH Banking Department, 
#6743MB; New Jersey: Licensed Mortgage Banker—NJ Department of Banking, fi rst (and/or second) mortgages only; New York: Licensed Mortgage Banker—NYS Banking 
Department; Oregon: Quicken Loans Inc.—License #ML-1387; Pennsylvania: Licensed as a fi rst Mortgage Banker by the Department of Banking and licensed pursuant to the 
Pennsylvania Secondary Mortgage Loan Act; Rhode Island: Licensed Lender; Texas: Quicken Loans Inc., 1050 Woodward Avenue, Detroit, MI 48226-1906; Virginia: Quicken 
Loans Inc., NMLS ID #3030 (www.nmlsconsumeraccess.org); Washington: Consumer Loan Company License CL-3030; Quicken Loans 
Nationwide Mortgage Licensing System #3030. Restrictions may apply. Equal Housing Lender.

©2015 Charles Schwab Bank. All rights reserved. Member FDIC and Equal Housing Lender.

(0515-1849)

Brokerage Products: Not FDIC Insured •  No Bank Guarantee •  May Lose Value

Solutions from Schwab Bank
No matter what type of loan you choose, here’s 
what you can expect with Schwab Bank’s home-
lending program, provided by Quicken Loans®:2

Helpful guidance. A dedicated Quicken Loans 
team will help you throughout the mortgage 
process, and Schwab Bank will provide support 
if you need it. You may also enjoy same-day 
preapproval. And specialists will provide regular 
updates on your loan.

A straightforward closing process. A team of 
loan experts will work to close your loan in 40 
days or fewer.3 You can also access online tools 
that help you monitor your home loan status and 
sign and upload documents electronically.

Competitive costs. A� ordable rates on 
conforming and jumbo loans ranging up to 
$4 million. 

� e bottom line is that di� erent types of 
mortgages are appropriate for di� erent situations. 
If you’re planning to buy a house this home-
buying season, we’re here to help review your 
� nancing needs and implement your customized 
� nancing plans.

F R O M  C H A R L E S  S C H W A B  B A N K
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SPOTLIGHT:
PRODUCTS

Tools of 
the Trade
Trade Source™: a 
powerful new way to 
trade on schwab.com.

I t’s one of the challenges every trader 
faces: How do you � nd, synthesize and 
act on the information that matters most 

to your portfolio? 
� e new Trade Source tab on schwab.com

brings research and trading functions 
together in a single destination for traders. 
Now you can spend less e� ort getting the 
information you want and more time acting 
on it. Portfolio information, market data, 
securities analysis and order-entry tools 
are all brought together in one place—it’s a 
powerful new way to trade on schwab.com. 

You can use Trade Source to:
 - Track your portfolio at a glance. � e 
Portfolio tab displays your whole portfolio 
or just certain accounts. Use it to quickly 
scan positions, values and intraday gain/
loss information.

 - Monitor the market. � e Stay Connected™
Module contains market news relevant 
to your positions, including developing 
technical conditions and fundamental 
events such as corporate earnings or 
actions. On the right-hand side of your 
screen, major U.S., European and Asia/
Paci� c index quotes are displayed. A 
visual gauge of the advancers versus 
decliners provides the underlying context. 
You can also check current prices of the 
securities on your watch list. 

The speed and performance 
of streaming data may vary 
depending on your modem 
speed and ISP connection. 
Access to electronic services 
may be limited or unavailable 
during periods of peak demand, 
market volatility, systems 
upgrades or maintenance, or 
for other reasons.

©2015 Charles Schwab & 
Co., Inc. All rights reserved. 
Member SIPC.

(0515-1398)

NEXT STEPS
To see what 
Trade Source is 
all about, go to 
schwab.com/
OItradesource.

Securities and market data are shown for illustrative purposes only, and should not be 
considered recommendations, offers to sell or solicitations of offers to purchase any security.

SAM
PLE

 - Find trade ideas. � e Symbol tab 
combines fundamental, technical and 
general information about a security. � is 
tab also features customizable charting 
that allows you to adjust the scale, time 
frame and plotting style. You can add data 
such as technical indicators, corporate 
events and comparative overlays. You 
can also access a detailed share pro� le, 
short interest stats, stock-speci� c news 
and ratings from Schwab and third-party 
sources.

 - Take action. Use the new All-In-One 
Trade Ticket to place orders easily. � is 
redesigned order entry system is located 
directly on the Trade Source tab so that it 
� ts with your work� ow. 

Trade Source was designed with traders’ 
needs and work� ow in mind. Trading 
Services clients can try it today. 

OI-Su15-Q2-42
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“Discussions 
about the value 

of financial 
planning are a 

helpful antidote 
to the concerns 

young people may 
have about their 

finances.”

Getting Started
Young people can benefit from financial planning.

W e’ve all seen the 
headlines about the 
many challenges 

facing the current generation 
of young people. A difficult 
employment picture, costly 
student debt burdens and low 
savings rates are among the 
obstacles crowding the path 
to what would otherwise be a 
promising future for so many. 

The situation can start to feel 
pretty dire. But it’s important 
to keep these challenges in 
perspective. For most people, 
the financial obstacles that 
loomed so large in youth start 
to look less daunting as they 
age. Experience brings better 
jobs and higher wages, making 
it easier to save. Knowing that 
may make it easier to plan for 
the future. 

After all, young people are 
rich in one thing that can 
make it easier to build wealth: 
time. Thanks to the power of 
compounding, contributing even 
a small sum to an investment 
account when you’re young can 
make a huge difference when 
it comes time to think about 
retirement. Such contributions 

needn’t take place every month—
not everyone will be able to make 
that kind of sacrifice—but setting 
aside some money when you can 
is a great way to start preparing 
for the future. 

We believe discussions about 
the value of financial planning are 
a helpful antidote to the concerns 
young people may have about 
their finances. If you’re a member 
of the so-called Millennial 
generation, we would encourage 
you to draft a savings plan that 
would be appropriate for your 
individual situation. Or if you’re 
a parent or grandparent, think 
about how you can involve the 
young person in your life in your 
financial planning discussions. 

We’re proud of our heritage of 
bringing families together to talk 
about financial issues. We would 
be happy to do the same for you 
and yours.

Charles R. Schwab,
Founder & Chairman

See page 2 for important information.
The Charles Schwab Corporation provides a full range of brokerage, banking and financial advisory services through its operating subsidiaries. Its broker-dealer subsidiary, 
Charles Schwab & Co., Inc. (member SIPC), offers investment services and products, including Schwab brokerage accounts. Its banking subsidiary, Charles Schwab Bank 
(member FDIC and an Equal Housing Lender), provides deposit and lending services and products. 

(0515-0869)
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