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A DIFFERENT TAKE

On Investing is now available as part of Insights & Ideas on schwab.com. You can 
find the same smart, helpful insights you’re used to—whether you’re on a desktop 
computer, tablet or mobile phone.
-  Explore the magazine and more at schwab.com/OIinsights. 
-  Sign up to receive email alerts when a new issue of On Investing is available at 

schwab.com/OIpaperless.

1Source: Schwab Center for Financial Research. This example compares the outcomes for four hypothetical investors who invested $2,000 a year for 20 years. The first investor 
invested each year at the market’s lowest point. The second invested immediately on the first day of each year. The third invested each year at the market’s highest point. The 
fourth stayed in T-bills. The first and third investors invested their yearly $2,000 investments in T-bills while waiting to invest in stocks. Stocks are represented by the S&P 500 
Index, with all dividends reinvested. Fees and expenses would lower returns. This hypothetical investment is for illustrative purposes only. The actual annual rate of return will 
fluctuate with market conditions. 
2Source: Schwab Center for Financial Research with data provided by Standard & Poor’s. Return data is annualized based on 252 trading days within a calendar year. The year 
begins on the first trading day in January and ends on the last trading day of December, and daily total returns were used. Returns assume reinvestment of dividends. When out 
of the market, cash is not invested. Market returns are represented by the S&P 500 Index, which represents an index of widely traded stocks. Top days are defined as the best 
performing days of the S&P 500 during 2014. 

Past performance is no indication of future results.

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

©2015 Charles Schwab & Co., Inc. All rights reserved. Member SIPC.
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A Question of Time
No one can predict the market’s biggest gains, so 
staying invested is your best option. 

One of the most common questions 
we hear from investors is whether 
it’s a good time to get in or out of 

the markets. Even for experienced investors, 
this question might be top of mind when 
markets are volatile, as they have been this 
past year. Likewise when a bull market is 
extending to a historic length. 

Temporary setbacks in pursuit of our 
investing goals can be unnerving. And yet, 
what we have found at Schwab after more 
than 40 years of studying the markets, 
is that successfully timing their ups and 
downs is almost impossible. 

For example, when we compared 
hypothetical investors who invested 
$2,000 a year for 20 years, we found that 
investing consistently on the first day of 
each year, regardless of market conditions, 
generated some of the best returns.  Only a 
hypothetical investor with perfect timing—
that is, one who waited until the market hit 
its lowest level of the year before investing—
did slightly better. Of course, it’s highly 
unlikely anyone would be able to do that 
consistently over 20 years.

Timing the market is difficult because in 
any given year, the biggest gains tend to be 
randomly concentrated in just a few days. 
For example, the S&P 500  Index delivered 
a 13.7% return in 2014. Missing just the top 
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1Source: Schwab Center for Financial Research. This example compares the outcomes for four hypothetical investors who invested $2,000 a year for 20 years. The first investor 
invested each year at the market’s lowest point. The second invested immediately on the first day of each year. The third invested each year at the market’s highest point. The 
fourth stayed in T-bills. The first and third investors invested their yearly $2,000 investments in T-bills while waiting to invest in stocks. Stocks are represented by the S&P 500 
Index, with all dividends reinvested. Fees and expenses would lower returns. This hypothetical investment is for illustrative purposes only. The actual annual rate of return will 
fluctuate with market conditions.  
2Source: Schwab Center for Financial Research with data provided by Standard & Poor’s. Return data is annualized based on 252 trading days within a calendar year. The year 
begins on the first trading day in January and ends on the last trading day of December, and daily total returns were used. Returns assume reinvestment of dividends. When out 
of the market, cash is not invested. Market returns are represented by the S&P 500 Index, which represents an index of widely traded stocks. Top days are defined as the best 
performing days of the S&P 500 during 2014. 

Past performance is no indication of future results.

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

©2015 Charles Schwab & Co., Inc. All rights reserved. Member SIPC.
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A Question of Time
No one can predict the market’s biggest gains, so 
staying invested is your best option. 

10 days in the market that year would have 
resulted in a loss of 3.1%—worse than the 
0.03% return you would have earned from 
three-month T-bills.2 That’s why if anyone 
tells you they can time the market, you 
should hold on tight to your wallet. 

As difficult as it can be to endure the 
market’s gyrations, I encourage you to keep 
the big picture and your long-term goals 
in mind. Your portfolio’s ups and downs 
are influenced by your investments’ level 
of risk—which is why it’s so important to 
factor in your personal risk tolerance. If 
you’re not sure how much risk to take on, 
or how to balance that risk against your 
desired investment outcomes, one of our 
experienced Schwab professionals can help. 
As we enter a new year, it’s a perfect time to 
take a fresh look at your portfolio. That way 
you’ll have greater peace of mind through 
all the market’s inevitable twists and turns.

Sincerely,

Walt Bettinger
President & CEO

One of the most common questions 
we hear from investors is whether 
it’s a good time to get in or out of 

the markets. Even for experienced investors, 
this question might be top of mind when 
markets are volatile, as they have been this 
past year. Likewise when a bull market is 
extending to a historic length. 

Temporary setbacks in pursuit of our 
investing goals can be unnerving. And yet, 
what we have found at Schwab after more 
than 40 years of studying the markets, 
is that successfully timing their ups and 
downs is almost impossible. 

For example, when we compared 
hypothetical investors who invested 
$2,000 a year for 20 years, we found that 
investing consistently on the first day of 
each year, regardless of market conditions, 
generated some of the best returns.1 Only a 
hypothetical investor with perfect timing—
that is, one who waited until the market hit 
its lowest level of the year before investing—
did slightly better. Of course, it’s highly 
unlikely anyone would be able to do that 
consistently over 20 years.

Timing the market is difficult because in 
any given year, the biggest gains tend to be 
randomly concentrated in just a few days. 
For example, the S&P 500® Index delivered 
a 13.7% return in 2014. Missing just the top 

“I encourage you to 
keep the big picture 
and your long-term 
goals in mind.”
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During the past five years, U.S. 
companies have faced a wave of new 
rules, from stricter banking regulations 

to sweeping health care reform. Complying 
with changing regulations can cost time and 
money, potentially reducing a company’s 
earnings and hurting its stock performance.

But it would be a mistake to avoid 
companies simply because they happen  
to be in closely scrutinized sectors. 

The greatest risk tends to arise not from 
the  of regulation, but the possibility 
that regulations will , bringing new 
compliance costs or forcing modifications to 
a company’s operations. 

“Generally speaking, companies often learn 
to live with new rules as time goes by, and they 
become less of a factor,” says Brad Sorensen, 
Director of Market and Sector Analysis at the 
Schwab Center for Financial Research. 

A case in point is the experience of the 
financial services sector following the 

F loating-rate notes—or “floaters,” as they are widely called—
are bonds with a coupon rate that “floats,” meaning they 
don’t have a fixed interest payment. Rather, the interest rate 

fluctuates based on the rate of a benchmark index or security. If 
the benchmark rises, so does the amount of interest paid by the 
floater (and the reverse if the benchmark falls).

When the U.S. Treasury launched its first batch of floaters 
in early 2014, economic conditions didn’t exactly highlight 
the appeal of such securities. Treasury floaters are initially 
issued with two-year maturities and offer interest payments 
that fluctuate based on the rates at the most recent 13-week 
Treasury bill auction. As a result, their performance has 
differed little from regular three-month Treasuries. 

That might be changing now that the market generally 
expects a slow and steady rise in interest rates in the months 

Rule Reversal 
New regulations can cause 
uncertainty, but the effects 
fade over time.

Buoyed by Rates
Rising interest rates increase the appeal 
of floating-rate notes.

Money Measure 
Free cash flow can help you evaluate a 
company’s financial health. 

W hen it comes to gauging a firm’s 
financial health, many investors 
look at a measure known as “free 

cash flow.” In fact, many see it as a potentially 
more useful metric than earnings. What is it?

Let’s start by looking at operating cash 
flow. This is what you get when you take a 
company’s earnings and adjust them to reflect 
operating activities that either decrease cash 
on hand (e.g., selling products on credit rather 
than for cash) or increase it (e.g., buying raw 
materials on credit rather than for cash). 

Once you know the operating cash flow, 
you subtract any investments in long-term 
assets like property and equipment. The 
result is the company’s free cash flow. (1115-5034)

If the figure is positive (and, ideally, 
growing over time), it means that after 
maintaining or even expanding its 
production facilities, a firm has cash left for 
shareholder-friendly actions such as paying 
down debt, initiating or increasing dividends 
or repurchasing shares. A negative number 
could mean a business isn’t making enough 
cash to support itself.

So why do some investors find free cash 
flow a more reliable metric than earnings? 
There are two reasons. 

First, earnings are based on accruals, 
which is another way of saying “estimates.” 
For example, if a company sells products on 
credit—which many do—it assumes it will 
eventually be paid in cash. Its earnings  
are an estimate based on that assumption.  
The trouble is that estimates can be 
wrong—a recession could make it difficult 
for customers to pay their bills or inventories 
may turn out to be obsolete—and the 
company may have to restate its financial 
results. That can impact a company’s  
share price. 

Second, because cash transactions aren’t 
based on estimates and can be verified by 
audit, they are less subject to manipulation 
(and outright fraud) than accrual-based 
earnings measures. No one wants an 
investigation of accounting fraud to blow a 
hole in their investment portfolio. -

Do the 
ReseaRch
Schwab Equity 
Ratings® includes 
free cash flow 
analysis in its 
stock ratings. To 
find out more, visit 
schwab.com/
oIseR.

How do you find 
cash flow information? 
You can do your own calculations using 
a company’s cash flow statement, and 
some analyst reports include such 
information. You can also find cash 
flow information on schwab.com. 

-- Log in to your account, click  
on “Research,” and enter a  
ticker symbol.

-- To the right of the stock’s 
“Summary” page, click on 
“Statements,” then select “Cash 
Flow Statement” (both quarterly and 
annual versions are available).

dOI_Wi15_04-05_BL.indd   4 10/9/15   5:20 PM
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During the past five years, U.S. 
companies have faced a wave of new 
rules, from stricter banking regulations 

to sweeping health care reform. Complying 
with changing regulations can cost time and 
money, potentially reducing a company’s 
earnings and hurting its stock performance.

But it would be a mistake to avoid 
companies simply because they happen  
to be in closely scrutinized sectors. 

The greatest risk tends to arise not from 
the amount of regulation, but the possibility 
that regulations will change, bringing new 
compliance costs or forcing modifications to 
a company’s operations. 

“Generally speaking, companies often learn 
to live with new rules as time goes by, and they 
become less of a factor,” says Brad Sorensen, 
Director of Market and Sector Analysis at the 
Schwab Center for Financial Research. 

A case in point is the experience of the 
financial services sector following the 

2007–08 financial crisis. That led to stricter 
regulations on lending and the amount  
of cash banks are required to keep on  
hand to weather future market turmoil. 
While the debate over the new rules—
coupled with legal challenges stemming 
from the crisis—was a challenge to financial 
services stocks in the years following the 
crisis, most of the changing costs have been 
absorbed and investors have factored them 
into their expectations.

Meanwhile, health care stocks jumped in 
late June after the Supreme Court upheld the 
federal subsidies included in the Affordable 
Care Act (ACA), ending uncertainty over 
the outcome of a major challenge to the law. 
While the ACA has led to broad changes 
in the health care delivery model in recent 
years, at this point most provisions have 
been implemented and companies generally 
know what to expect.

“Investors shouldn’t ignore—nor should 
they obsess over—regulatory shifts,” Brad 
says. “Because regulations apply to almost 
every industry, and because companies 
typically figure out how to adapt to new 
rules, the potential for additional oversight 
shouldn’t be the lone consideration for a 
long-term investment decision.” -

The Schwab Center for Financial 
Research is a division of Charles 
Schwab & Co., Inc. 

(1215-4804)

F loating-rate notes—or “floaters,” as they are widely called—
are bonds with a coupon rate that “floats,” meaning they 
don’t have a fixed interest payment. Rather, the interest rate 

fluctuates based on the rate of a benchmark index or security. If 
the benchmark rises, so does the amount of interest paid by the 
floater (and the reverse if the benchmark falls).

When the U.S. Treasury launched its first batch of floaters 
in early 2014, economic conditions didn’t exactly highlight 
the appeal of such securities. Treasury floaters are initially 
issued with two-year maturities and offer interest payments 
that fluctuate based on the rates at the most recent 13-week 
Treasury bill auction. As a result, their performance has 
differed little from regular three-month Treasuries. 

That might be changing now that the market generally 
expects a slow and steady rise in interest rates in the months 

ahead. Floating-rate notes could represent a convenient way to 
quickly capture changes in short-term interest rates.

“With a two-year floater, if rates rise an investor can benefit 
without having to roll over investments several times a year,” 
says Collin Martin, Director, Fixed Income, at the Schwab 
Center for Financial Research. 

Corporations also issue floating-rate bonds, which tend to offer 
higher yields than those issued by the Treasury, but Collin says 
such securities should be approached with a bit more caution. 

“Corporate bonds are inherently more risky than those issued 
by governments,” he says. “Investment-grade floaters could be 
an attractive option, but investors should be cautious about 
lower-rated high-yield floaters. If rates rise, a financially stressed 
company might find it difficult to service its floating debt.” -

Rule Reversal 
New regulations can cause 
uncertainty, but the effects 
fade over time.

Do the ReseaRch
Read Brad’s biweekly 
sector outlook 
at schwab.com/
oIsectors.

Buoyed by Rates
Rising interest rates increase the appeal 
of floating-rate notes.

See page 42 for important information.
(1115-5044)

call Us
For help with your bond investments, call 866-893-6699 
to speak with a Schwab Fixed Income Specialist.

If the figure is positive (and, ideally, 
growing over time), it means that after 
maintaining or even expanding its 
production facilities, a firm has cash left for 
shareholder-friendly actions such as paying 
down debt, initiating or increasing dividends 
or repurchasing shares. A negative number 
could mean a business isn’t making enough 
cash to support itself.

So why do some investors find free cash 
flow a more reliable metric than earnings? 
There are two reasons. 

First, earnings are based on accruals, 
which is another way of saying “estimates.” 
For example, if a company sells products on 
credit—which many do—it assumes it will 
eventually be paid in cash. Its earnings  
are an estimate based on that assumption.  
The trouble is that estimates can be 
wrong—a recession could make it difficult 
for customers to pay their bills or inventories 
may turn out to be obsolete—and the 
company may have to restate its financial 
results. That can impact a company’s  
share price. 

Second, because cash transactions aren’t 
based on estimates and can be verified by 
audit, they are less subject to manipulation 
(and outright fraud) than accrual-based 
earnings measures. No one wants an 
investigation of accounting fraud to blow a 
hole in their investment portfolio. 
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Source: Schwab Center for Financial Research

Although short-
term bond funds 
could initially 

see their prices fall, short-term 
bond investors can benefit from 
higher coupons as rates rise.

These usually 
track short-term 
interest rates and 

are likely to gradually move higher.

 
Auto loans
These tend to 
move along with 
short-term rates, 
but auto-loan 

rates will vary depending on sales 
incentives and other factors.

 
Adjustable-
rate mortgages 
(ARMs)
Usually tied to 
short-term rates, 

the rates on ARMs will increase 
as the Federal Reserve raises its 
key rate.

 
Utilities 
stocks
As interest 
rates rise, 
utilities 

stocks tend to underperform 
as investors move to bonds to 
lock in their higher yields.

 
Financial 
stocks
Higher interest 
rates could 
mean income 

gains and more investor 
confidence in the financial-
services sector.

 
Stock market
Stocks 
typically have 
performed well 
ahead of a rate 

increase and during the first 
year afterward.

 
Savings
Bank savings 
rates should 
rise gradually, 
benefiting 

investors with savings accounts.

 
Certificates of 
deposit (CDs)
The rates that 
CDs pay should 
rise but not all 

CD rates will necessarily rise by 
the same amount.

 
Cash
Yields on cash 
are expected 
to rise but 
the impact 

on various cash-related 
investments will vary.

ShoRt teRm

L earn more about the 
impact of a rising 
federal funds rate on 

the financial markets and 
many consumer rates.

Fe
de

ra
l f

un
ds

 r
at

e

20%

15%

10%

5%

0%

1980

Expected impact of rising rates on investments and      personal finances

OI-Wi15-Q4-6

Charles sChwab  •  WINTER 2015 6

dOI_Wi15_06-07_Infographic.indd   6 10/7/15   5:06 PM



 Periods of recession

INTERMEDIATE TERM LONG TERM

 
Mortgage rates
Fixed mortgage rates 
generally track yields on 
10-year Treasury notes, 
meaning that an increase in 

the Fed’s key rate doesn’t necessarily mean 
that mortgage rates will quickly move higher.

 
Long-term bonds
Long-term bond yields 
aren’t closely linked to 
the federal funds rate—
they’re tied more to 

growth and inflation expectations.
 

intermediate-term 
bonds
Higher yields mean lower 
prices. When rates go 
up, price declines for 

intermediate-term bonds tend to be greater 
than for bonds with shorter maturities.

 
Asset-based loans
Rates on loans such as 
pledged asset lines and 
margin loans may gradually 
rise. These types of loans 

still can be a low-cost borrowing choice for 
investors who can mitigate the risk.

 
short-term 
bonds
Although short-
term bond funds 
could initially 

see their prices fall, short-term 
bond investors can benefit from 
higher coupons as rates rise.

 
Home equity 
loans
These usually 
track short-term 
interest rates and 

are likely to gradually move higher.

These tend to 
move along with 
short-term rates, 
but auto-loan 

rates will vary depending on sales 
incentives and other factors.

Adjustable-
rate mortgages 
(A
Usually tied to 
short-term rates, 

the rates on ARMs will increase 
as the Federal Reserve raises its 
key rate.

Source: St. Louis Federal Reserve Effective Federal Funds Rate (FEDFUNDS), percent, monthly, not seasonally adjusted. Data as of 7/2015.
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LET’S TALK
Call us at 888-484-5340 to discuss how rising rates might affect your portfolio.

 
Paul Volcker targeted 
money supply growth, 
allowing short-term interest 
rates to approach 20% in 
1981. He is credited with 

“breaking the back” of inflation.
 

In response to the financial 
crisis, Ben Bernanke 
cut the fed funds rate to 
zero, expanded the Fed’s 
balance sheet to 25% of 

GDP and used unconventional measures to 
stabilize the economy.  

Janet Yellen, 
the current 
Fed chair, 
faces the task 
of managing 

the pace of rate increases after 
a long period of low rates. 

Alan Greenspan oversaw an era of 
low inflation and steady economic 
growth known as the Great 
Moderation. The era ended with the 
bursting of the tech bubble.

Expected impact of rising rates on investments and      personal finances  PositiVe iMPAct     neGAtiVe iMPAct     UncertAin iMPAct
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Dear Carrie,
“I’m in my early 40s and 
have two young children. My 
wife and I want to save for 
retirement and our children’s 
college education, plus 
understand what we can 
afford for other goals (like a 
bigger house). How can we 
get a handle on it all?” 
—A Reader

The Case for 
Financial Planning
Having a financial roadmap can help you work 
toward your goals. 
By CARRie SChwAB-PomeRAnTz

Dear Reader,

y ou are absolutely correct: 
As life gets more complex, 
so do our finances. With 

children, retirement, large 
purchases, vacations—what have 
you—you can feel pulled in far 
too many directions. What once 
seemed like a clear path becomes 
a more complicated journey with 
lots of twists and turns. So to keep 
moving forward, I suggest you 
get a good map—in the form of a 
comprehensive financial plan. 

Drawing up your plan
First, creating a financial plan is about 
developing a realistic and informed 
perspective on how you can put all of 
your financial resources to their best 
use. The process starts by examining 
and articulating your goals (some 
that you’ve already thought about, 
and some that may not be obvious), 
and then sorting out your priorities. 
This can be an excellent opportunity 
for you and your wife to step back, 
rethink and agree on what’s most 
important to you. 

Second, a successful financial 
plan is holistic. It looks at all the 
interrelated parts of your financial 
life—income, expenses, investments, 
debt, retirement planning, the role 
of insurance in risk management, 
income-tax liability, estate planning 
needs and desires—to make sure 
they’re all working in sync. This is 
essential, because if you don’t have 
a handle on how much money is 
coming in and going out every 

month, it’s next to impossible to know 
how much you can save. If you don’t 
have a savings plan, you won’t be 
able to manage your most important 
goals like buying that bigger home, 
paying for your children’s education or 
funding a comfortable retirement. And 
if you don’t have adequate insurance, 
you may not be able to protect these 
savings in the face of an unexpected 
event, like an illness or a job loss.

Finally, a good financial plan 
will include a series of concrete 
recommendations to help you achieve 
the goals that you have identified and 
prioritized. Without this component, 
your experience remains an academic 
exercise: interesting, perhaps, but not 
that useful. The goal of a financial plan, 
after all, is to make your goals a reality.

What a financial  
plan includes
At Schwab, a financial plan may include 
all or some of the following parts:

-- A personal net worth statement 
to provide a snapshot of what 
you own and what you owe. This 
will help you know exactly where 
you stand, and also give you a 
benchmark against which you can 
measure your progress.

-- A look at your cash flow so you can 
get a grasp on how much money 
comes in and goes out every year, 
and understand if it’s likely to be 
sustainable in the long term. This 
is the foundation for your budget 
(including identifying what’s 
fixed and what’s discretionary). 
It could also form the basis of a 
debt management plan, if one is 
necessary.

-- A retirement plan specifying how 
much you should save each year to 
have a good chance of achieving 
the lifestyle you and your wife 
hope to maintain. This includes 
a recommendation on how to 
potentially maximize your Social 
Security benefit (individually 

--

--

--

--

--

--

w
A financial plan generally follows a 
six-step process, designed to keep all 
the pieces on track as you progress 
from your initial consultation 
to eventual implementation and 
follow-up. This process includes: 

1  At this 
point it’s important to ask lots of 
questions so that you’ll understand 
exactly what you can expect in terms 
of deliverables, cost and time frame. ©
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month, it’s next to impossible to know 
how much you can save. If you don’t 
have a savings plan, you won’t be 
able to manage your most important 
goals like buying that bigger home, 
paying for your children’s education or 
funding a comfortable retirement. And 
if you don’t have adequate insurance, 
you may not be able to protect these 
savings in the face of an unexpected 
event, like an illness or a job loss.

Finally, a good financial plan 
will include a series of concrete 
recommendations to help you achieve 
the goals that you have identified and 
prioritized. Without this component, 
your experience remains an academic 
exercise: interesting, perhaps, but not 
that useful. The goal of a financial plan, 
after all, is to make your goals a reality.

At Schwab, a financial plan may include 
all or some of the following parts:

A look at your cash flow so you can 
get a grasp on how much money 
comes in and goes out every year, 
and understand if it’s likely to be 
sustainable in the long term. This 
is the foundation for your budget 
(including identifying what’s 
fixed and what’s discretionary). 
It could also form the basis of a 
debt management plan, if one is 
necessary.
A retirement plan specifying how 
much you should save each year to 
have a good chance of achieving 
the lifestyle you and your wife 
hope to maintain. This includes 
a recommendation on how to 
potentially maximize your Social 
Security benefit (individually 

and as a couple), and can also 
incorporate any other pension 
funds you might receive. 

-- An analysis of how your current 
investment portfolio aligns 
with your long-term goals. 
Your Financial Consultant 
can recommend appropriate 
adjustments based on your  
goals, resources, risk profile  
and time frame.

-- A plan for education funding 
based on your resources, timing 
and aspirations.

-- A review of your employee 
benefits, including equity 
compensation planning.

-- A review of your insurance 
coverage. The key here is to make 
sure you have the right types 
and amounts to cover your most 
significant risks.

-- Planning for the special needs of a 
child, parent or other dependent.

-- Recommendations for creating 
or updating your estate plan, 
including charitable giving and 
legacy planning. Your Financial 
Consultant won’t offer tax or 
legal advice, nor will he or she 
create or prepare legal documents 
associated with such plans, but 
these conversations can help lay 
down the foundation for your 
ultimate work with an estate- 
planning attorney.

What you can expect
A financial plan generally follows a 
six-step process, designed to keep all 
the pieces on track as you progress 
from your initial consultation 
to eventual implementation and 
follow-up. This process includes: 

1 Agreeing how you’ll work together 
and setting expectations. At this 

point it’s important to ask lots of 
questions so that you’ll understand 
exactly what you can expect in terms 
of deliverables, cost and time frame. 

At Schwab, you will likely consult 
with both your Financial Consultant 
as well as a member of the financial 
planning team as you establish your 
relationship.

2 Gathering information and 
setting goals. Once you’ve set 

the ground rules, your financial 
planner will start the process of 
obtaining a full understanding of 
your resources, obligations and 
expectations. At the same time, your 
planner will delve into your goals, 
time horizon and risk tolerance. This 
is your chance to make your wishes 
clear, so that your plan will truly 
reflect your values and priorities. 

3 Evaluating your financial status 
and creating a strategy. Once 

you’ve provided your input, your 
planner will craft a preliminary plan, 
based on all of the information listed 
in step 2. 

4 Understanding recommendations 
and possible alternatives. 

Upon being presented with the 
preliminary plan, your goal is to 
understand your options and make 
choices. 

5 The rubber hits the road. You 
and your team have spent 

a considerable amount of time 
gathering data, examining priorities, 
looking at what’s realistic and making 
choices. Now it’s time to put your plan 
in motion. Your Schwab Financial 
Consultant will be fully involved in 
this implementation phase, helping 
you select products and accounts  

to help achieve your goals. Note  
that the implementation of the plan 
may result in trade commissions 
or other fees, charges and expenses 
based on the types of products and  
services selected. At this point you 
might also begin to work with other 
professionals, including an accountant, 
attorney or insurance agent. 

6 Monitoring your progress. 
It’s essential that you and your 

planning team continue to monitor 
your progress and make adjustments 
as your goals, priorities and time 
frame evolve. 

Many people think a financial 
plan is only for the wealthy. But I 
would strongly disagree with that 
assessment because a financial plan 
can be invaluable to anyone who 
wants to make thoughtful decisions 
about their money—even as their 
goals and priorities evolve. In fact, in 
today’s extraordinarily complicated 
world, it could be the one guide you 
need most. -

Carrie Schwab-Pomerantz, CFP ®, 
is President of Charles Schwab 
Foundation and Senior Vice President 
of Schwab Community Services at 
Charles Schwab & Co., Inc.

Charles Schwab Foundation is a 501(c)(3) nonprofit, private foundation that is not part of Charles 
Schwab & Co., Inc. or its parent company, The Charles Schwab Corporation. 

The information provided 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 
that you consult with a qualified tax advisor, CPA, financial planner or investment manager.

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

(1115-5345)

LET’s TALk
Call us at 888-484-5340 
to get started on your 
financial plan.
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High-Yield 
Munis 
Under the 
Microscope
Higher yields bring added risks.
BY Cooper J. Howard and roB williaMs

i nvestors seeking more income from their 
bond portfolios often look to the “high-
yield” end of the spectrum, where returns 

can be higher but credit ratings are below 
investment grade. And although their first 
choice might be a high-yield corporate bond, 
high-yield municipal bonds or bond funds 
might also appeal, especially to investors 
who want to lower their tax bills. 

After all, the interest on most municipal 
bonds, or “munis,” is exempt from federal 
taxes, as well as state and local taxes for 
bonds bought in an investor’s home state. 
(Some types of munis are not tax-exempt, 
and some investors may be subject to the 
Alternative Minimum Tax for interest paid 
on certain types of munis.) 

Of course, higher yields usually mean 
more risk, and munis are no exception. 
Bond ratings are an opinion about an 
issuer’s ability to repay its debt, based on its 
history of borrowing, repayment and other 
factors. Issuers rated below investment 
grade—anything rated below Baa3 by 
Moody’s or BBB– by Standard & Poor’s—
are considered the highest-risk, most 
speculative bonds available. The higher 
rates of interest these issuers pay on their 
bonds are intended to compensate for that 
risk. Just because munis are issued by public 
enterprises—which tend to have low default 
rates—doesn’t mean things can’t go wrong. 

Since 2004, average annual returns 
from high-yield munis have been 1.3 
percentage points higher than those from 
their investment-grade counterparts. But 
that doesn’t tell the whole story. While it’s 
tempting to focus on returns in a low-yield 
environment, investors should weigh the 
added risks and think about how they fit 
with their goals. We see three risks yield-
hungry investors should consider before 
investing in high-yield munis.

1 More prone to wild rides
Since 2004, high-yield munis have  

been twice as volatile as their investment-
grade counterparts, as you can see in the 
chart at right.

High-yield munis, like high-yield 
corporate bonds, are generally more 
sensitive to market-wide credit conditions. 
In a credit crisis or when the economy is 
weak, investors tend to dump riskier, lower-
rated bonds. This pushes down prices, as we 
saw during the credit crisis in 2008 when 
the total return for high-yield munis was 
–27% compared to –2.5% for investment-
grade munis.  

At the same time, the cost of borrowing 
tends to rise during crises and times 
of weak economic growth. Financially 
strapped municipalities may find they have 
to offer higher rates to entice more risk-
averse buyers. Such pressure can lead to a 
rise in defaults. 

2
Rising interest rates cause bond prices to fall, 
and with rates likely to rise in the foreseeable 
future high-yield muni bonds could be in for 
some price volatility.
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“If you’re 
considering 
high-yield 
muni bonds, 
you should 
recognize and 
be comfortable 
with the risks 
you’re adding to 
your portfolio.”

nvestors seeking more income from their 
bond portfolios often look to the “high-
yield” end of the spectrum, where returns 

can be higher but credit ratings are below 
investment grade. And although their first 
choice might be a high-yield corporate bond, 
high-yield municipal bonds or bond funds 
might also appeal, especially to investors 
who want to lower their tax bills. 

After all, the interest on most municipal 
bonds, or “munis,” is exempt from federal 
taxes, as well as state and local taxes for 
bonds bought in an investor’s home state. 
(Some types of munis are not tax-exempt, 
and some investors may be subject to the 
Alternative Minimum Tax for interest paid 
on certain types of munis.) 

Of course, higher yields usually mean 
more risk, and munis are no exception. 
Bond ratings are an opinion about an 
issuer’s ability to repay its debt, based on its 
history of borrowing, repayment and other 
factors. Issuers rated below investment 
grade—anything rated below Baa3 by 
Moody’s or BBB– by Standard & Poor’s—
are considered the highest-risk, most 
speculative bonds available. The higher 
rates of interest these issuers pay on their 
bonds are intended to compensate for that 
risk. Just because munis are issued by public 
enterprises—which tend to have low default 
rates—doesn’t mean things can’t go wrong. 

Since 2004, average annual returns 
from high-yield munis have been 1.3 
percentage points higher than those from 
their investment-grade counterparts. But 
that doesn’t tell the whole story. While it’s 
tempting to focus on returns in a low-yield 
environment, investors should weigh the 
added risks and think about how they fit 
with their goals. We see three risks yield-
hungry investors should consider before 
investing in high-yield munis.

High-yield munis, like high-yield 
corporate bonds, are generally more 
sensitive to market-wide credit conditions. 
In a credit crisis or when the economy is 
weak, investors tend to dump riskier, lower-
rated bonds. This pushes down prices, as we 
saw during the credit crisis in 2008 when 
the total return for high-yield munis was 
–27% compared to –2.5% for investment-
grade munis.1 

At the same time, the cost of borrowing 
tends to rise during crises and times 
of weak economic growth. Financially 
strapped municipalities may find they have 
to offer higher rates to entice more risk-
averse buyers. Such pressure can lead to a 
rise in defaults. 

2 Higher sensitivity to  
rising rates  

Rising interest rates cause bond prices to fall, 
and with rates likely to rise in the foreseeable 
future high-yield muni bonds could be in for 
some price volatility.

Most municipal issuers are organizations 
designed to function in perpetuity, and they 
often spread the cost of borrowing to build 
public projects over time. That tends to 
mean they issue longer-term bonds, which 
are usually more sensitive to interest rate 
changes than shorter-term ones. 

Investors can look at a bond’s duration— 
a measure of future cash flows that can 
signal a bond’s interest rate sensitivity—to 
understand how it might react to rising rates. 
Typically, a bond’s price will fall 1% per 
year of duration for each percentage point 
increase in interest rates.

As of the end of July, the duration of 
the Barclays Municipal Bond High Yield 
Index was nearly 50% higher than that of 
the Barclays Municipal Bond Index.2 That 
means the average high-yield municipal 
bond or bond index fund may be more 
sensitive to rising rates than the average 
muni bond or fund. 

For investors holding individual high-yield 
munis, the price volatility that can come from 

Source: Barclays, monthly data from January 2004 to May 2015.

For illustrative purposes only. Past performance is no guarantee of future results.

Not all bonds are the same
High-yield munis have been twice as volatile as their investment-grade 
counterparts since 2004.
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The Puerto Rico factor

T he debt crisis in Puerto Rico, one of 
the largest issuers in the high-yield 
muni market, may have some investors 

wondering about the broader muni market—
especially after the U.S. territory defaulted 

on securities sold by one of its agencies in early August. 
In our view, the situation in Puerto Rico isn’t likely to 

affect the investment-grade municipal bond market. 
Puerto Rico faces a combination of issues that no other 
state or territory faces. Credit conditions for most state 
and local governments have been improving lately. Also, 
Puerto Rico’s problems have been widely discussed in 
the marketplace, which has given investors time to react 
and adjust their investments. -

rising rates may not be much of an issue if 
they’re holding the bonds to maturity. Barring 
default, they’ll receive the principal back at 
maturity. It could be more worrisome for 
investors with high-yield muni bond funds.

Shares of bond funds are based on the 
value of the underlying bonds and have 
no maturity date, so there’s no return of 
principal. If you decide to sell fund shares 
after interest rates rise, they may fetch a 
lower price than when you initially bought 
them. For more on bond exchange-traded 
funds (ETFs), see page 13.

Of course, returns from bond funds 
come from two sources: interest payments 
(paid out as fund distributions) and 
changes in price. Higher rates can boost 
interest payments and help buffer negative 
price returns over time. 

3 Less liquidity 
The high-yield municipal bond market 

is less than one-tenth the size of the high-
yield corporate bond market.3 Why might 
this be a problem? Unlike stocks or ETFs, 
bonds do not have a single exchange where 
investors can count on a steady market. 
Instead, they trade investor-to-investor, or 
“over the counter.” 

If there are few buyers and sellers, that 
means it’s much more difficult to execute a 
trade when you want or at the price you want. 
This could be a real problem for investors 
if volatility picks up and the market turns 
turbulent: They may find it impossible to sell 
their potentially risky bond.

It could also affect bond funds and ETFs 
because if it’s difficult to trade the underlying 
investment, it will be difficult to trade the 
fund. As a result, funds holding less liquid 
bonds could see their prices drop when 
markets are volatile. 

If you’re considering high-yield muni bonds, 
you should recognize and be comfortable with 
the risk you’re adding to your portfolio. 

If you are willing to accept this risk in 
return for the potentially higher yields, we 
suggest that you consider doing so through an 
actively managed mutual fund. Again, rising 
interest rates could lead to some volatility, 
but those higher rates could help make up for 
losses over time. In addition, this approach 
will give you exposure to a diversified group 
of bonds, as well as access to a fund manager 
or team of managers who specialize in 
analyzing and selecting securities. 

Finally, because of the risks involved, 
we suggest limiting these investments to a 
supporting role in the taxable allocation of 
your fixed income portfolio. -

Cooper J. Howard, CFA®, is Senior Research 
Analyst of Fixed Income and Income Planning  
at the Schwab Center for Financial Research.

Rob Williams, CFP®, is Managing Director 
of Income Planning at the Schwab Center for 
Financial Research.

LeT’s TaLk 
Call a Schwab Fixed 

Income Specialist 
at 866-893-6699 

to determine if 
high-yield muni 
bonds or bond 

funds are right for 
your portfolio.
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See page 42 for important information.
1Source: Barclays. Investment-grade munis are represented 
by the Barclays Municipal Bond Index and high-yield munis 
are represented by the Barclays Municipal Bond High Yield 
Index. Data from 1/1/2008 to 12/31/2008. 
2Source: Barclays. The modified adjusted duration of the 
Barclays Municipal Bond High Yield Index was 9.83, while 
that of the Barclays Municipal Bond Index was 6.60. Data as 
of 7/31/2015. 
3Source: Barclays. As represented by the Barclays U.S. 
Corporate High Yield Index and the Barclays Municipal Bond 
High Yield Index. Data as of 7/31/2015. 
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The Nuts and Bolts 
of Bond ETFs
How to decide which ones are right for you.
BY MichaEl iachiNi

i n the past, investors looking for steady income and portfolio diversification 
tended to buy individual bonds. However, the rise of bond exchange-traded 
funds (ETFs) over the last dozen or so years has given investors new ways to 

access the fixed income market. 
Like other ETFs, many bond ETFs offer broadly diversified exposure to entire 

segments of the market in a single investment. Bond ETFs are often a lower-cost 
alternative to individual bonds, which can be expensive to trade. These funds also 
trade intraday on an exchange just like stocks.
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As you can see in the chart above, inflows into 
bond ETFs have been on the rise. 

Bond ETFs have unique attributes that may 
or may not be a good fit for every investor. It’s 
important to understand how they work and what 
to consider when selecting one of these funds.

How they work
Like most ETFs, bond ETFs seek to track an 
index of underlying investments. Some track very 
broad indexes of investment-grade bonds—or 
those rated from Aaa to Baa3 by Moody’s, or 
AAA to BBB by Standard & Poor’s—such as the 
Barclays U.S. Aggregate Bond Index. Others 
might track foreign bonds, corporate bonds, 
municipal bonds or high-yield bonds. 

The value of a bond ETF rises and falls each day 
based on the value of the underlying bonds in the 
index. These fluctuations can confuse many first-
time bond ETF investors. 

Unlike individual bonds that pay back the  
face value at maturity (barring default), most 
bond ETFs don’t “mature,” so an investor would 
have to sell his or her ETFs to cash out. If the 
value of the underlying bonds in the ETF has 

dropped since he or she bought it, the ETF may 
also be worth less, meaning the investor could 
be in for a loss. In other words, the principal 
guarantees investors might expect from a bond 
don’t apply with bond ETFs. 

Finally, bond ETFs provide income in the 
form of a dividend, typically monthly, while 
capital gains (if any) are distributed by way of  
an annual dividend. 

Types of bond ETFs
Of course, not all bond ETFs are alike. The three 
most popular types are core bonds, corporate 
bonds and high-yield bonds. 

-- Core bonds. The biggest ETFs in the bond 
world, at least in terms of assets, are those that 
track broad U.S. indexes like the Barclays U.S. 
Aggregate Bond Index. This index is heavily 
weighted toward U.S. government-related 
bonds, such as Treasury bonds, agency bonds 
and mortgage-backed bonds. Less than a 
quarter of the index is made up of investment-
grade corporate bonds.1 ETFs tied to this index 
tend to be large, liquid and low-cost.

-- Corporate bonds. Most corporate bond ETFs 
focus on investment-grade bonds. These bonds 
tend to pay higher interest rates than Treasuries, 
but carry some risk of default.

-- High-yield bonds. Riskier bonds go by 
several names—high-yield bonds, sub-
investment-grade bonds or junk bonds. Such 
bonds are issued by companies, countries 
or municipalities that credit-rating agencies 
believe carry a higher risk of default. As the 
name “high-yield” implies, these bonds offer 
investors higher returns in exchange for the 
increased risk. High-yield bonds are usually 
some of the hardest bonds to trade, with many 
not trading at all most days. 

There are many other varieties of bond ETFs out 
there. For example, you can find ETFs that hold 
Treasury Inflation-Protected Securities (TIPS), 
which are government bonds whose ultimate 
payouts rise with the rate of inflation. Target 
maturity bond ETFs hold bonds that all mature 
in the same year, after which the ETF liquidates 
and returns cash to shareholders. And municipal 

bond ETFs hold bonds issued by states, cities and 
territories. The interest is typically exempt from 
federal and sometimes state income taxes. (For 
more on high-yield munis, see page 10.)

Bond ETF risks
Broadly speaking, bond ETFs combine some of 
the risks inherent in both bonds and ETFs and it’s 
important to understand them before investing. 

--

--

--

1Barclays U.S. Aggregate Bond Index Fact Sheet, 5/4/2014.

See page 42 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.

(1115-5183)

Net flow into bond ETFs (billions)

Source: Morningstar Direct. 2015 data is through 7/31/2015. The dip in inflows in 2013 reflects 
the selloff that hit bond markets during the so-called Taper Tantrum after the Federal Reserve 
said it would start scaling back its bond purchases.
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“Bond ETFs 
are often a 
lower-cost 
alternative 

to individual 
bonds.”
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 ETFs tied to this index 
tend to be large, liquid and low-cost.

 Most corporate bond ETFs 
focus on investment-grade bonds. These bonds 
tend to pay higher interest rates than Treasuries, 
but carry some risk of default.

 Riskier bonds go by 
several names—high-yield bonds, sub-
investment-grade bonds or junk bonds. Such 
bonds are issued by companies, countries 
or municipalities that credit-rating agencies 
believe carry a higher risk of default. As the 
name “high-yield” implies, these bonds offer 
investors higher returns in exchange for the 
increased risk. High-yield bonds are usually 
some of the hardest bonds to trade, with many 
not trading at all most days. 

There are many other varieties of bond ETFs out 
there. For example, you can find ETFs that hold 
Treasury Inflation-Protected Securities (TIPS), 
which are government bonds whose ultimate 
payouts rise with the rate of inflation. Target 
maturity bond ETFs hold bonds that all mature 
in the same year, after which the ETF liquidates 
and returns cash to shareholders. And municipal 

bond ETFs hold bonds issued by states, cities and 
territories. The interest is typically exempt from 
federal and sometimes state income taxes. (For 
more on high-yield munis, see page 10.)

Bond ETF risks
Broadly speaking, bond ETFs combine some of 
the risks inherent in both bonds and ETFs and it’s 
important to understand them before investing. 

-- Interest-rate risk. This refers to the potential 
for a bond to lose value if interest rates rise. In 
general, the longer a bond has until maturity, 
the more sensitive its value is to changes in 
rates. This affects all bonds, but the dynamics 
are a little different for bond ETFs. Remember, 
bond ETF prices are based on the market value 
of the underlying securities, so if rates rise and 
bond prices fall, the value of an ETF holding 
those bonds will also fall. If you decide to sell 
a bond ETF after a rate hike, you could suffer 
a loss. On the other hand, returns from bond 
ETFs come from both dividends and price 
changes. Higher interest rates generally boost 
dividends, which could help offset price losses 
over time. 

-- Credit risk. This is the possibility that a bond 
issuer will fail to pay the interest and/or 
principal it owes to bondholders. If the issuer 
defaults, bondholders may not get anything. 
Defaults can drag down the price of ETFs 
that hold that bond. High-quality bonds like 
U.S. Treasuries might have little to no credit 
risk, while high-yield bonds from low-rated 
companies could have a great deal.

-- Liquidity risk. This refers to the risk that a 
lack of trading opportunities could make it 
more difficult to execute a trade at a desired 
price. When a market becomes less liquid and 
it’s hard to trade the underlying investment, 

Do THE 
REsEaRCH
To find our experts’ 
bond ETF picks, go 
to schwab.com/
oIselectlist.

1Barclays U.S. Aggregate Bond Index Fact Sheet, 5/4/2014.

See page 42 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.

(1115-5183)

it becomes hard to trade the ETF, too. ETFs 
that own the least-liquid types of bonds (for 
example, high-yield and emerging market 
bonds) are at the highest risk of illiquidity 
in a crisis. If you try to sell these ETFs while 
markets are volatile, the price you get might 
be lower than what the underlying bonds are 
worth at that moment. 

-- Tracking error risk. This refers to differences 
between the performance of an ETF and the 
index it’s designed to track. A high degree of 
tracking error means an ETF’s performance 
is significantly different from its benchmark 
index, which could signal the fund manager’s 
strategy isn’t working as planned. This can be a 
problem for investors because their returns may 
differ from what they might expect based on the 
performance of their index. It can be tough for 
bond ETFs to fully replicate the performance 
of some bond indexes because many of the 
underlying bonds can’t be traded easily. In such 
cases, the fund manager will substitute more 
liquid fixed income securities that share the same 
risk and return characteristics as the illiquid 
bonds in the index. Such substitutions could 
potentially increase tracking error. 

Bond ETFs can be a convenient way to  
access the bond market—whether you’re  
seeking diversified exposure to the highest-rated 
bonds or a particular niche within the market—
with very low ongoing expenses. Just be sure to 
keep in mind the risks of the bonds themselves 
and the unique risks ETFs bring to trading and 
portfolio management. -

Michael Iachini, CFA®, CFP®, is Managing Director 
of Mutual Fund and ETF Research at Charles Schwab 
Investment Advisory, Inc.
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Lost in 
Translation
Avoiding double taxation on 
foreign investments.
BY Rande SpiegeLman

“The key question 
is whether to 

take an itemized 
deduction for  

the foreign taxes 
you paid or a  

tax credit.”

W hen it comes to investing 
overseas, two words might give 
investors pause: double taxation. 

As Americans, we can expect a tax 
bill from Washington for any dividends, 
interest income or capital gains earned 
from foreign stocks, bonds or American 
Depositary Receipts held in taxable 
accounts. The same is true for “indirect” 
investments such as mutual funds or 
exchange-traded funds (ETFs). 

But it might not end there. Every  
country has its own system for taxing the 
income investors from other countries 
earn on local investments. Where some 
countries might not collect any tax at all, 
others can have high rates—even higher 
than the United States. 

Foreign investments can offer attractive 
diversification benefits and potential 
returns. It would be a shame to allow extra 
taxes to chip away at some of their appeal. 
Fortunately, you have a few options to avoid 
paying double taxes on your investment 
income. U.S. tax law allows you to claim 
either an itemized deduction for foreign 
taxes paid (or accrued) or a foreign tax credit 
on your U.S. income tax return. 

Let’s take a closer look at how you could 
manage the tax burden.

Know what you paid
If your foreign investment income is subject 
to tax overseas, your financial institution 
will generally withhold any taxes you might 
owe and remit them to the foreign country 

on your behalf. You can verify the amounts 
withheld by checking your Form 1099-DIV 
or Form 1099-INT. Foreign taxes should be 
listed in Box 6 on both forms. 

deduction or credit?
Once you have verified the amount you’ve 
paid in foreign taxes, you’ll want to make 
sure to claim it on your U.S. taxes. The key 
question is whether to take an itemized 
deduction for the foreign taxes you paid 
or a tax credit. Each has its advantages 
and disadvantages, depending on how you 
approach your tax filing. 

deduction. If you already make itemized 
deductions using Schedule A of Form 
1040—for example, by deducting mortgage 
interest or charitable contributions—then 
taking a deduction for foreign tax payments 
might be the easier way to go. An itemized 
deduction can reduce your tax bill by 
lowering your taxable income. 

more than $300 for the year in foreign taxes 
(or $600 if married and filing jointly) and 
you want to claim a tax credit, in general 
you must fill out Form 1116. The form can 
be complicated, although most mutual 
funds and brokers include the necessary 
information in their year-end tax statements.

You could also face a cap on the size of 
your credit depending on how your foreign 
income and taxes stack up against your U.S. 
income and taxes. In short, your foreign tax 
credit cannot be larger than your total U.S. 
tax liability. 

For example, imagine you earned $1,000 
from your foreign investments and paid 

$200 ×   .33 =   $66
Foreign 

taxes
Income tax 

bracket
 Tax bill 

reduction
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itemized deduction 
Imagine you paid $200 in foreign 
taxes for your overseas investments. 
If you’re in the 33% income tax 
bracket, a $200 deduction could 
reduce your tax bill by $66, assuming 
full deductibility. 

Credit. Claiming a tax credit for foreign 
taxes can give you more bang for your buck 
by providing a dollar-for-dollar reduction 
of your actual tax bill. Consider that 
hypothetical $200 in foreign taxes again. A 
credit could reduce your U.S. tax liability by 
the full $200, assuming you’re eligible for the 
entire amount. Taking a tax credit seems like 
the obvious choice, right? 

Unfortunately, the foreign tax credit has 
a few limitations. First of all, if you pay 
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 If you already make itemized 
deductions using Schedule A of Form 
1040—for example, by deducting mortgage 
interest or charitable contributions—then 
taking a deduction for foreign tax payments 
might be the easier way to go. An itemized 
deduction can reduce your tax bill by 
lowering your taxable income. 

more than $300 for the year in foreign taxes 
(or $600 if married and filing jointly) and 
you want to claim a tax credit, in general 
you must fill out Form 1116. The form can 
be complicated, although most mutual 
funds and brokers include the necessary 
information in their year-end tax statements.

You could also face a cap on the size of 
your credit depending on how your foreign 
income and taxes stack up against your U.S. 
income and taxes. In short, your foreign tax 
credit cannot be larger than your total U.S. 
tax liability. 

For example, imagine you earned $1,000 
from your foreign investments and paid 

A sample tax bill
Foreign dividend income $1,000

Foreign tax due $350

U.S. tax due $250

Maximum foreign tax credit $250
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 Claiming a tax credit for foreign 
taxes can give you more bang for your buck 
by providing a dollar-for-dollar reduction 
of your actual tax bill. Consider that 
hypothetical $200 in foreign taxes again. A 
credit could reduce your U.S. tax liability by 
the full $200, assuming you’re eligible for the 
entire amount. Taking a tax credit seems like 
the obvious choice, right? 

Unfortunately, the foreign tax credit has 
a few limitations. First of all, if you pay 

$350 in taxes overseas. Now let’s assume that 
the U.S. tax bill on the same income would 
have been $250. Your maximum credit 
would be $250. 
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Reporting foreign accounts

I f you hold title, directly or indirectly, to a foreign financial 
account or trust, you should consult a tax professional 
to ensure you’re complying with the Foreign Account Tax 

Compliance Act, or FATCA. Designed to cut down on offshore 
accounts and trusts used for illegal activity, FATCA enhances U.S. 
laws regarding account tax documentation, withholdings and 
reporting for foreign accounts. 

Depending on the value of your foreign assets during and at 
the end of the tax year, the IRS may require that you report your 
foreign accounts or offshore assets on Form 8938. The reporting 
thresholds vary, and the reporting requirements are complex, 
so it’s important to consult a tax professional. (Note: This isn’t 
something you have to worry about if you simply invest in an 
international mutual fund in your U.S. brokerage account.) 

The Report of Foreign Bank and Financial Accounts, or FBAR, 
is closely related to FATCA. FBAR applies to investors who have a 
financial interest in or signature authority over a foreign financial 
account such as a bank account, brokerage account, mutual fund 
or trust. If these accounts exceed certain thresholds, the Bank 
Secrecy Act may require you to file reports yearly with the U.S. 
Treasury. If you believe you may fall under these requirements, 
consult a tax professional because both the requirements and 
the reporting process are complicated, and the penalties for 
noncompliance can be stiff. 

you’ll have to file an amended return for 
the previous tax year. You also can carry 
the excess forward for 10 more years. In 
either case, you will have to fill out Form 
1116, and some limits on the amount you 
can carry backward or forward will apply. 

Tax-advantaged accounts
What if you’re holding your foreign 
investments in a U.S. tax-deferred 
account such as an IRA or 401(k)? 
Some countries may have a favorable 
withholding rate for income from 
retirement assets, while others may 
require you to pay the regular rate. In 
any case, you won’t be able to claim any 
deductions or credits because no U.S. 
taxes will be assessed. In general, that 
means you won’t have any options for 
claiming tax relief from the IRS. 

One final thing to note: You can’t take 
a credit for some taxes and a deduction 
for others. If you choose to take a credit 
for qualified foreign taxes, you can only 
take a credit. Conversely, if you choose 
to deduct qualified foreign taxes, you can 
only make deductions. 

Foreign taxes can add a wrinkle to 
your tax filing. However, that shouldn’t 
be taken as a strike against having an 
overseas allocation, even in retirement 
accounts where there isn’t a clear tax 
advantage, as the diversification benefits 
and potential returns outweigh what 
might be an immaterial amount of 
foreign tax in the grand scheme of things.

No matter how you handle your 
foreign taxes, just be sure to claim 
something. You don’t want to end up 
paying more than you have to. -

Rande Spiegelman, CPA, CFP®, is Vice 
President of Financial Planning at the  
Schwab Center for Financial Research.

See page 42 for important information.
(1215-4931)

LeaRn MoRe
Read more of Rande’s 
commentary on taxes 
and personal finance 

at schwab.com/
oIcommentary.

One final word about Form 1116. 
If you have investments in several 
countries, you will have to list the 
amount of taxes paid to each of them 
when you complete the form. In the 
case of mutual funds, this information 
is generally provided annually by the 
fund, but the IRS will allow you to 
aggregate foreign-sourced income for 
mutual funds on Form 1116.

Move a credit
You may also have the option of using 
this kind of credit to offset your tax 
bill for other years. If you paid more 
foreign tax during the current year than 
you can claim as a credit, you can carry 
back the excess for one year. To do this, 
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Focus on 
Fundamentals
Traders can benefit from analyzing a 
company’s growth and value signals.
BY RandY FRedeRick and nathan PeteRson

s ome traders discount the value of fundamental 
analysis—the study of a company’s financial 
statements, management, competitors and other 

factors—to help determine a stock’s value. Perhaps they 
think fundamental analysis is primarily for the long-
term and doesn’t help with shorter-term trading. But 
understanding the health of the underlying business and 

its prospects can help support—or scuttle—
the case for a potential trade. 

Using fundamental analysis alongside 
technical analysis—the study of market 
activity, including past prices and trading 
volume—can be a powerful combination. 
Fundamental analysis can help with security 
selection, or “what to buy,” while technical 
analysis can help answer the question of 
“when to buy” by focusing on supply and 
demand for shares. 

So how should traders think about 
fundamental analysis? It can be useful to 
divide it into two groups of factors: Growth 
factors are good indicators of a business’s 
health and can help signal where it’s headed. 
Value factors can help you determine 
whether a stock’s market valuation is 
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appropriate. Here we’ll look at both and 
discuss how you might use them when  
you trade.

Narrow your list
Before performing fundamental analysis you 
have to pick your stocks. How you do this 
depends on whether you tend to research 
stocks from the bottom up or top down. 
With the former approach, you identify a 
stock through technical analysis or other 
means and then use fundamental analysis  
to see how it stacks up to its peers and 
industry benchmarks. 

With the latter approach, you identify a 
sector of the market that appears ripe for 
appreciation and then use a stock screener 
to narrow the choices down to a manageable 
list of candidates for fundamental analysis. 

Another way to screen stocks would 
be to look at those that score highly in 
Schwab Equity Ratings® or Schwab Industry 
RatingsTM. You could also focus on stocks 
that meet minimum thresholds for average 
daily volume or market capitalization. 

Once you’ve picked your stocks, it’s time 
to look at some fundamental criteria.

Growth factors
While the corporate structure is designed for 
growth, most companies aim to eventually 
turn a profit and maximize shareholder 
value. Whether a company is able to generate 
earnings and increase them over time is a 
key consideration for fundamental traders: 
Investors buy shares in publicly traded 
companies in the hope that the share price 
will rise as the value of the overall business 
grows, which is directly tied to a company’s 
ability to increase revenue and profits. 

For this reason, many investors place a 
premium on a company’s historical growth 
rate and projected future growth rate, as well 
as other factors: 

-- Historical growth refers to the annualized 
rate at which a company has increased 
its earnings per share (or revenue) over 
a given period. Many analysts consider 
consistent earnings growth to be the 
primary driver of a stock’s price over the 

long run. Publicly traded companies, even 
relatively new ones, report revenue and 
earnings on at least a quarterly basis. 

-- Projected growth looks at the rate at which a 
company is expected to increase its earnings 
per share or revenue over some future period. 
Companies often provide future earnings 
and revenue guidance in conjunction with 
quarterly earnings reports. Brokerages and 
research analysts may also do their own 
calculations. Whether the company is beating 
or missing earnings estimates, and by what 
margin, can provide insight into the health of 
the underlying business.

-- Free cash flow tells you how much money 
the company generates after subtracting 
the capital expenditures required to grow 
the business. A company with strong free 
cash flow can develop new products, make 
acquisitions and pay down debt more easily 
than a company with weak cash flow. (To 
learn more about free cash flow, see page 4.) 

These are just a few of the many growth 
metrics you might consider. You can also use 
more granular measures of performance—
same-store sales, number of subscribers or 
new product sales are a few examples—for 
additional insights. 

A company’s sector and age are also 
important. For example, same-store sales are 
a key metric in the retail sector but would 
be of little value when assessing a service 
organization. And looking at historical 
growth can help you determine how well an 
established company has adapted to changing 
trends within its industry, whereas projected 
revenue growth may be more appropriate when 
analyzing a new company.  

Value factors
Not every company is able to consistently 
increase its earnings over time. Still, all 
companies have value as long as they continue 
to operate. A question for investors is whether a 
company’s current share price accurately reflects 
the true underlying value of the business. 

You can look at several measures of value to 
assess a given company, and use them as a basis 
for comparing a company to its peers:

--

--

--

--

Fundamental analysis at work
Both growth and value factors can be 
useful—but in different situations. 

Growth factors could be more 
revealing if you’re assessing smaller 

“You don’t 
have to be a 

buy-and-hold 
investor to 

benefit from 
a deeper look 
at the stocks 

you trade.”

OI-Wi15-Q4-20

Charles sChwab  •  WINTER 2015 20

Trading

dOI_Wi15_19-21_Trading.indd   20 10/7/15   5:14 PM



Next StepS
Stay abreast of the 
markets with Charting 
the Market, a live analysis 
and Q&A session about 
current market action. 
Join us Tuesdays at  
7 p.m. Eastern time and 
Thursdays at 1:30 p.m. 
Eastern time. Sign up at  
schwab.com/
OItradinglearningcenter.

See page 42 for important information.
(1115-5114)

 looks at the rate at which a 
company is expected to increase its earnings 
per share or revenue over some future period. 
Companies often provide future earnings 
and revenue guidance in conjunction with 
quarterly earnings reports. Brokerages and 
research analysts may also do their own 
calculations. Whether the company is beating 
or missing earnings estimates, and by what 
margin, can provide insight into the health of 
the underlying business.

 tells you how much money 
the company generates after subtracting 
the capital expenditures required to grow 
the business. A company with strong free 
cash flow can develop new products, make 
acquisitions and pay down debt more easily 
than a company with weak cash flow. (To 
learn more about free cash flow, see page 4.) 

These are just a few of the many growth 
metrics you might consider. You can also use 
more granular measures of performance—
same-store sales, number of subscribers or 
new product sales are a few examples—for 
additional insights. 

A company’s sector and age are also 
important. For example, same-store sales are 
a key metric in the retail sector but would 
be of little value when assessing a service 
organization. And looking at historical 
growth can help you determine how well an 
established company has adapted to changing 
trends within its industry, whereas projected 
revenue growth may be more appropriate when 
analyzing a new company.  

Not every company is able to consistently 
increase its earnings over time. Still, all 
companies have value as long as they continue 
to operate. A question for investors is whether a 
company’s current share price accurately reflects 
the true underlying value of the business. 

You can look at several measures of value to 
assess a given company, and use them as a basis 
for comparing a company to its peers:

-- price-to-earnings ratio (p/e) is a 
company’s stock price divided by 
its annualized earnings. It is the 
most common metric for gauging 
relative valuations of publicly traded 
corporations. If a company’s P/E is 
below what is normal for a given sector, 
that may signal its stock is undervalued 
(and vice versa for a P/E that is higher 
than normal). You can calculate the P/E 
ratio on a historical basis (the prior four 
quarters of earnings) or on a forward-
looking basis (using projections over  
the next four quarters). What is 
considered an “appropriate” P/E ratio 
varies by industry.

-- price-to-book ratio (p/B) compares the 
present stock price to the amount that 
shareholders would theoretically receive  
if the company were liquidated. A stock 
that is trading below book value is 
typically considered to be undervalued—
traders are willing to sell the stock for less 
than the company’s underlying value (in 
other words, for less than the sum of its 
parts). Like the P/E ratio, P/B ratios can 
vary by industry.

-- price-to-sales ratio (p/S) compares  
the present stock price to the dollar 
amount of sales the company generates 
per share. The lower the P/S value, the 
more undervalued the stock.

-- Dividend yield measures the amount of 
dividends a company pays out relative 
to its share price. Many investors look 
to dividends as a way to generate 
income from their portfolios above 
and beyond share price appreciation. 
Investors generally favor companies that 
consistently increase dividends, as this 
indicates the company is comfortable 
with its cash flow. Some traders, by 
contrast, favor high-growth companies 
that often pay little or no dividends at all. 

Fundamental analysis at work
Both growth and value factors can be 
useful—but in different situations. 

Growth factors could be more 
revealing if you’re assessing smaller 

companies, especially new companies in 
the technology sector, because of their 
potential to increase sales and profits 
from a relatively low base. In some 
cases, a high rate of earnings or revenue 
growth may justify a high stock price 
valuation, particularly if the company has 
a competitive advantage in its market. 

And generally speaking, a growth 
approach may prove more profitable when 
the overall market is on an upward trajectory. 

Value factors could be more useful  
when it comes to assessing larger companies 
whose earnings growth rates have moderated 
but remain dominant in their sectors. 
Instead of using all of their cash to reinvest 
for growth, such companies might look for 
opportunities to return excess capital to 
shareholders in the form of dividends, share 
buybacks or retirement of debt. Fundamental 
investors who are more conservative, either 
because they are approaching their financial 
goals or are simply more risk averse, might 
pay closer attention to such factors. 

Traders may find a strategy that 
combines both factors to be the most 
effective in reducing volatility in their 
portfolios and generating gains. Some 
measures bridge the divide on their own. 
A stock’s PEG ratio—its price-to-earnings 
ratio divided by the growth rate of its 
earnings—often is considered a more 
complete assessment of a company’s 
current valuation than a P/E ratio because 
it takes earnings growth into account.

In any case, understanding fundamental 
analysis can help identify potentially 
profitable trading opportunities. You don’t 
have to be a buy-and-hold investor to benefit 
from a deeper look at the stocks you trade. -

Randy Frederick (@randyafrederick) is 
Managing Director of Trading and Derivatives at 
the Schwab Center for Financial Research.

Nathan Peterson is Senior Derivatives Analyst at 
the Schwab Center for Financial Research.
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1 SectorS matter  
more than countrieS.

When investing outside the United States, 
investors often make decisions first by 
country or region, rather than by sector. But 
buying the stock of a company in a certain 
country isn’t the same as owning a share in 
that country. The sector in which a company 
operates can be much more important than 
its location.

Our research has found that the stocks of 
big, global companies are much more likely 
to behave like other stocks in the same sector 
than like the stocks of companies that just 
happen to be from the same country. 

For example, you might assume that 
stocks in Europe’s consumer discretionary 
sector have languished over the past few 
years, given the region’s double-digit 
unemployment rate, recessions in some 
European countries and decreased lending 
to households. Yet Europe’s consumer 
discretionary stocks, as measured by the 
MSCI Europe Consumer Discretionary 

Index, rose an annualized 21% in dollar 
terms between June 30, 2012, and June 
30, 2015—just shy of the 23% return of 
the MSCI USA Consumer Discretionary 
Sector Index during the same period.

“Where a company is headquartered 
matters relatively little compared with its 
sector and other global macroeconomic 
drivers,” Jeffrey says. “The point is to look 
for opportunities wherever they may be.”

However, he also cautions that while 
global sectors are generally more important 
than geography for large-cap stocks in 
developed countries, this may not always 
be true for other stock classes. 

“Regional and country-specific factors 
tend to have more influence on the 
performance of international small-cap 
and emerging market stocks,” he says. 
“This means it is still possible to obtain 
country-specific diversification benefits in 
the global stock markets by investing in 
the stocks of small and emerging market-
based companies.”
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A
t the supermarket, you may put Budweiser beer, Hellmann’s mayonnaise 
or Ben & Jerry’s ice cream in your cart. Chances are you don’t care that an 
overseas company owns each of those brands. Most people buy a brand 
because they think it’s the best, or the best value, regardless of where its 
parent company is headquartered.

It may be worth taking the same approach to your investments. Because 
of globalization, even a portfolio invested only in U.S. stocks is likely to 
be influenced by global developments. Many U.S. stocks actually have 

direct exposure to international markets through foreign sales and operations. Likewise, 
a portfolio invested entirely in non-U.S. stocks will still typically have some indirect 
exposure to the United States. 

But just because you get a dash of international exposure from your domestic investments 
doesn’t mean you should forgo allocating part of your portfolio to foreign assets. Rather, you 
should be thinking about your portfolio with a global point of view. Looking at the whole 
world gives you access to the widest selection of opportunities. Why limit yourself? 

“The world has increasingly become one global marketplace in which companies sell and 
operate,” says Jeffrey Kleintop, Charles Schwab’s Chief Global Investment Strategist. “This 
new reality means investors should think less about borders and more about adopting a 
global perspective.”

Here’s why. 
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See page 42 for important information.
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NEXT STEPS
Find out more about 

global investing 
at schwab.com/

OIglobalinvesting 
or call Schwab’s 
Global Investing 

Services Team™ at 
877-806-4209. 

3 ThErE arE OPPOrTuNiTiES  
fOr grOwTh aNd  

divErSificaTiON abrOad. 
By limiting your international exposure, you 
may be missing out on attractive growth 
opportunities. More than 50% of the world’s 
stock market capitalization now lies outside 
the United States. Additionally, at least half of 
the top 10 stocks in the global financial, health 
care, telecommunications services, energy 
and materials sectors are headquartered 
abroad, based on the constituents of the MSCI 
World Index (which includes both U.S. and 
international stocks). 

International exposure also offers 
increased diversification that can help 
buffer your portfolio against market 
downturns. For example, during the worst 
10-year period for stocks over the past 45 
years, which was from February 1999 to 
February 2009, the MSCI USA Index fell 
an annualized 4.2%, while the global stocks 
in the MSCI World Index—which includes 
some U.S. stocks—lost an annualized 2.5%. 
(It’s worth noting that the developed-
market international stocks measured by 
the MSCI EAFE Index lost just 1% during 
that period.) That may not seem like a 
dramatic difference, but compounded 
over the 10-year period it amounted to a 
difference of 13% in portfolio value between 
U.S. and global stocks.

For decades investors have asked:  
“What is the right international stock 
market weighting for a portfolio?” A better 
question now is: “How should you allocate 
your investments to take advantage of the 
global opportunity and fully benefit from a 
global perspective?”

In general, allocating between 25% 
and 50% of your stock holdings (or 
more, depending on your risk and return 
objectives) to international equities 
could give your portfolio a more global 
perspective. This may sound high, but the 
international weighting necessary for truly 
global exposure is likely to increase over time 
as opportunities evolve and globalization 
becomes even more entrenched. -
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2 ThE grOwTh ENgiNES Of  
ThE fuTurE cOuld PrOvidE 

NEw OPPOrTuNiTiES.
A lack of international exposure would 
mean missing out on some major worldwide 
investment themes, most significantly the 
rise of the global middle class. By 2030, 
93% of the global middle class will be from 
emerging markets, according to World Bank 
estimates. Global providers of household 
products, cars and many other items may 
benefit from the middle-class megatrend.

Meanwhile, demand for financial and health 
care services is also likely to grow. Increasing 
incomes may mean emerging market citizens 
have more savings and accumulate more 
wealth. In addition, as people move into the 
middle class, they tend to consume more 
meat, dairy and sugar. The broader adoption 
of higher-calorie diets could lead to health 
problems when combined with the less-active 
lifestyle resulting from increased urbanization. 

Another theme is the global adoption of 
mobile technology. The traditional notion 
that consumers in developed countries are 
quick adopters of new technologies, with 
the emerging world slow to catch up, may 
no longer hold. For example, the adoption 
pattern of mobile phones in emerging-
market countries such as Turkey, Chile and 
Lebanon is similar to that of the United States, 
according to data from the Pew Research 
Center. And the percentage of adults who 
own a mobile phone in China and Russia—
two emerging market countries—is even 
higher than our domestic rate.

Broad themes like this could provide new 
growth opportunities for companies around 
the globe. 
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Jean Paryl, a Schwab 
Financial Consultant in 
Southlake, Texas, helps 
clients find smart ways 

to donate to charity.

Donating appreciated 
assets can help boost 
your charitable impact 
and offset taxes.
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Selling vs. donating
You can sell your stock and then donate 
what’s left over after you pay capital gains 
tax, or you can donate securities directly. 
But with the second option, you get a 
bigger deduction and the charity gets a 
bigger donation. 

Here’s an example of what the numbers 
might look like if you’re in the 28% tax 
bracket and you want to donate $100,000 
worth of stock.

G
iving to charity is a great way to support causes close 
to your heart. It can also be good for your finances—
you can generally use charitable donations to reduce 
your tax liability.

But not every donation packs the same punch. 
Many investors don’t realize that donating appreciated 
investments or assets to a donor-advised fund—be they 
publicly traded stock or mutual fund shares, real estate 
or other investments—can be a much more efficient 

way to support charitable goals than selling them first and donating the 
proceeds afterward. The end result is lower tax liability for the investor and 
potentially a larger gift to the charity.

Jean Paryl, a Schwab Financial Consultant based in Southlake, 
Texas, has worked with many clients who wanted to share the fruit of 
their success but weren’t aware of the potential benefits of donating 

appreciated investments or assets 
instead of cash.

“We have a lot of clients who feel 
very strongly about philanthropy, 
and they want to be tax-smart while 
making a bigger impact,” she says. 
“Over the past few years, more of 
my clients have expanded their 
philanthropy and have begun to think 
about donating some of their more 
complex investments and assets.”

While cash remains the most 
popular way to make donations, giving 
appreciated investments or assets that 
you’ve held for more than a year can 
make more sense. Let’s compare the 
benefits of giving appreciated assets 
instead of cash and then consider some 
of the additional advantages that come 
with using a charitable vehicle known as 
a donor-advised fund.

Giving assets vs. cash
Normally, selling an investment or asset that has 
appreciated in value saddles you with taxable 
capital gains. That is not the case when you 
transfer it directly to a charity. Avoiding those 
capital gains taxes means a potentially bigger 
donation to charity—and possibly a bigger tax 
deduction. 

The same process applies to appreciated 
investments or assets that aren’t traded 
publicly, though there are a few additional 
requirements. The IRS requires independent 
appraisals to be conducted for all non-
cash gifts worth more than $5,000 that are 
not readily marketable and traded on an 

by Schwab Charitable can come in handy. These 
charitable accounts can help you meet your 
charitable giving goals, make grants at your own 
pace, reap potential tax benefits and potentially 
increase the amount of the donation. Keep in 
mind all charitable contributions to donor-
advised fund accounts are irrevocable.

One significant benefit of donor-advised fund 
accounts is their flexibility. As a donor, you decide 
when and how much to contribute to the account 
and can claim an immediate tax deduction. You 
can direct subsequent grants to 501(c)(3) charities 
that are in good standing with the IRS according to 
your own schedule—donations don’t need to occur 
in the same year you claim the tax deduction. 
Schwab Charitable accounts offer a choice of 
investment pools. For larger accounts, you have 
the option of recommending that an independent 
investment advisor manage the assets.  

Jean recalls working with one couple looking 
for ways to offset the tax liability arising from the 
sale of their business. They had owned a parcel 
of land for several years and decided selling it 
would allow them to make a significant donation 
while also reducing their tax bill. 

Jean put them in contact with Schwab 
Charitable to help facilitate the contribution.  
For real estate, you may take a full fair-market-
value tax deduction on the date of donation, 
while also avoiding capital gains tax on the sale. 

Schwab Charitable, with the assistance of a 
third party, can help find buyers for a piece of 
donated property, though in the case of Jean’s 
clients they had already been approached with 
offers. The proceeds of the sale are then placed 
in the donor-advised fund account and can be 
donated to charity.

In the end, Jean’s clients donated their property 
and secured a tax deduction that helped offset 
the burden of the bill arising from the sale of 
their business. 

Generally speaking, most complex asset 
contributions will be processed within several 
weeks, though more liquid assets, such as publicly 
traded securities, can be processed in far less time.

Donating appreciated non-cash assets held 
longer than one year can be a tax-efficient way 
to support your charitable goals. Making those 
donations through a donor-advised fund can also 
make your philanthropy more strategic, giving you 
the tools to shepherd your resources so you can 
use them when and as you’d like. 

Sell stock and donate 
net proceeds
Current fair-market 
value of securities: 

$100,000

Long-term capital  
gains tax:

($14,250)1

Amount donAted 
to ChArity (CASh or 
vAlue of StoCk):

$85,750

Personal income tax 
savings (0.28 × amount 
donated to charity):

$24,010

donate appreciated stock
Current fair-market 
value of securities:

$100,000

Long-term capital  
gains tax:

$0 

Amount donAted 
to ChArity (CASh or 
vAlue of StoCk):

$100,000

Personal income tax 
savings (0.28 × amount 
donated to charity):

$28,0002
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“We have a lot 
of clients who 

feel very strongly 
about philanthropy 

and they want to 
be tax-smart while 

making a bigger 
impact. ” 

— Jean Paryl, Schwab 

Financial Consultant

established exchange, so these types of gifts 
should be valuable enough to justify the time 
and expense. 

 
donor-advised funds
Not all charities have the ability to accept gifts 
of appreciated investments directly. That’s where 
donor-advised fund accounts like those offered 
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Selling vs. donating Schwab Charitable accounts
You can open a Schwab Charitable donor-advised fund account with an 
initial contribution of $5,000 or more in cash or marketable securities. 
Other appreciated assets, such as restricted stock, private company 
shares, real estate, private equity or hedge fund holdings, are also 
accepted on a case-by-case basis. 

SChwab Charitable aCCountS are: 

1Assumes cost basis of $5,000, that the investment has been held for more than a year, and that all 
realized gains are subject to a 15% long-term capital gains tax rate. Does not take into account any 
state or local taxes. 
2Assumes donor is in the 28% federal income tax bracket, and does not take into account any state or 
local taxes. Certain federal income tax deductions, including the charitable contribution, are available 
only to taxpayers who itemize deductions, and may be subject to reduction for taxpayers with adjusted 
gross income (AGI) above certain levels. In addition, deductions for charitable contributions may be 
limited based on the type of property donated, the type of charity and the donor’s AGI. For example, 
deductions for contributions of appreciated property to public charities generally are limited to 30% of 
the donor’s AGI. Excess contributions may be carried forward for up to five years. 

3Professionally managed accounts are available only through independent investment advisors working 
with Schwab Advisor ServicesTM, a business segment of The Charles Schwab Corporation serving 
independent investment advisors and including the custody, trading and support services of Charles 
Schwab & Co., Inc. Although donors may recommend an advisor, Schwab Charitable Fund must approve 
the recommendation. Advisors must meet certain eligibility requirements and adhere to fund fee and 
investment guidelines. You may request a copy of the investment guidelines by calling 800-746-6216.

A donor’s ability to claim itemized deductions is subject to a variety of limitations 
depending on the donor’s specific tax situation.
Contributions of certain real estate, private equity or other illiquid assets may be accepted via a 
charitable intermediary, with proceeds of your donation transferred to your donor-advised account 
upon liquidation. This intermediary considers donations on a case-by-case basis, and assets typically 
must be valued at $250,000 or more. Call Schwab Charitable for more information at 800-746-6216.

Schwab Charitable does not provide specific individualized legal or tax advice. Please consult a 
qualified legal or tax advisor where such advice is necessary or appropriate.

Schwab Charitable is the name used for the combined programs and services of Schwab Charitable 
Fund, an independent nonprofit organization. Schwab Charitable Fund has entered into service 
agreements with certain affiliates of The Charles Schwab Corporation. 

©2015 Schwab Charitable. All rights reserved. 

(1115-5379)

next StepS
To learn more about Schwab Charitable or to open an account, 
call 888-484-5340 or visit schwab.com/oIschwabcharitable.

by Schwab Charitable can come in handy. These 
charitable accounts can help you meet your 
charitable giving goals, make grants at your own 
pace, reap potential tax benefits and potentially 
increase the amount of the donation. Keep in 
mind all charitable contributions to donor-
advised fund accounts are irrevocable.

One significant benefit of donor-advised fund 
accounts is their flexibility. As a donor, you decide 
when and how much to contribute to the account 
and can claim an immediate tax deduction. You 
can direct subsequent grants to 501(c)(3) charities 
that are in good standing with the IRS according to 
your own schedule—donations don’t need to occur 
in the same year you claim the tax deduction. 
Schwab Charitable accounts offer a choice of 
investment pools. For larger accounts, you have 
the option of recommending that an independent 
investment advisor manage the assets.3 

Jean recalls working with one couple looking 
for ways to offset the tax liability arising from the 
sale of their business. They had owned a parcel 
of land for several years and decided selling it 
would allow them to make a significant donation 
while also reducing their tax bill. 

Jean put them in contact with Schwab 
Charitable to help facilitate the contribution.  
For real estate, you may take a full fair-market-
value tax deduction on the date of donation, 
while also avoiding capital gains tax on the sale. 

Schwab Charitable, with the assistance of a 
third party, can help find buyers for a piece of 
donated property, though in the case of Jean’s 
clients they had already been approached with 
offers. The proceeds of the sale are then placed 
in the donor-advised fund account and can be 
donated to charity.

In the end, Jean’s clients donated their property 
and secured a tax deduction that helped offset 
the burden of the bill arising from the sale of 
their business. 

Generally speaking, most complex asset 
contributions will be processed within several 
weeks, though more liquid assets, such as publicly 
traded securities, can be processed in far less time.

Donating appreciated non-cash assets held 
longer than one year can be a tax-efficient way 
to support your charitable goals. Making those 
donations through a donor-advised fund can also 
make your philanthropy more strategic, giving you 
the tools to shepherd your resources so you can 
use them when and as you’d like. -©
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Convenient. All of 
your charitable giving 
is consolidated in one 
place. Contribute to 
your account, manage 
your investments and 
recommend grants online 
or via your mobile device 
integrated with your 
Schwab accounts. 

tax-smart.  
Be eligible for a 
current-year tax 
deduction when you 
contribute. Potentially 
avoid capital gains 
taxes by contributing 
appreciated assets 
and have more to  
give to charity. 

flexible. 
Recommend grants 
as small as $50 
to your favorite 
charities when and 
where you want. 
Schwab Charitable 
handles all of 
the charity due 
diligence.

Not all charities have the ability to accept gifts 
of appreciated investments directly. That’s where 
donor-advised fund accounts like those offered 
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Women face unique financial challenges 
when it comes to retirement.

A merican women, on average, are living longer 
and spending more time in retirement. More 
than a third of women who turn 65 in 2015 are 

likely to live to age 90, and they’re nearly 40% more likely 
to reach that age than their counterparts 50 years ago.1

6 StepS 
for  

Women 
SaverS
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retirement by four years could 
boost a woman’s monthly income 
from savings in retirement by 
nearly $1,170, according to 
research by the Schwab Center  
for Financial Research using data 
from Bankrate.

4 The longer you 
put off collecting Social 

Security, the bigger the monthly 
payout. For people retiring 
today at age 62, the maximum 
benefit is $2,025. For those age 
66 (full retirement age if you 
were born between 1943 and 
1954), the maximum benefit is 
$2,663 a month. For those who 
wait until age 70, when benefits 
are capped, the maximum 
monthly payout is $3,501.

If delaying Social Security 
and working longer aren’t an 
option, a woman may be able to 
claim spousal benefits and get 
up to 50% of her spouse’s benefit 
(even if she’s divorced). Consult 
a professional, as spousal 
benefits are complicated—but 
they could increase a woman’s 
monthly income.

5 As we’ve 
seen, women tend to live 

longer than men. That means 
many women are likely to outlive 
their husbands. In fact, 76% of 
women 85 and older are widows, 
according to the 2012 Medicare 
Current Beneficiary Study. Most 
women won’t have someone to 
help care for them if they develop 
a chronic disability. 

Quality in-home care for 
activities such as bathing, dressing 
and eating can be very expensive, 
especially for those who have 
suffered injuries, strokes or 
Alzheimer’s disease. And if you 

Such longevity has implications 
for women’s retirement savings 
plans. Some of those who stop 
working at age 65 will spend 
more than a quarter of their lives 
in retirement. The trouble is 
that many women aren’t saving 
enough to support themselves 
later in life. The Employee 
Benefit Research Institute (EBRI) 
estimates that Americans overall 
face a retirement savings shortfall 
of about $4.13 trillion.2 But that 
shortfall doesn’t fall equally—
women face much bigger deficits.

Looking just at those who face 
a savings deficit, single women 
on the verge of retirement 
face a shortfall of $104,821, 
compared with $93,576 for men 
and $71,299 per individual for 
married households.3 Women 
also appear to be saving less 
than men. EBRI found that as of 
2012, women age 60–64 had on 
average just 60% as much in their 
IRAs as their male counterparts 
($116,433 versus $195,191).4 

Several factors are at work here. 
First of all, women tend to live 
longer than men, so they generally 
spend more time in retirement. 
Then there’s the closing but still 
present gender pay gap and career 
interruptions that many women 
face when they stop working to 

raise children or care for family. 
All these things can hamper a 
woman’s ability to save. 

But these obstacles can be 
overcome. Here are some ways 
women can rethink their finances 
to get ahead of the game.

1 cloSe the gaP. Women 
earn about 80% of what men 
do.5 As a result, they often 

end up saving less for retirement 
than men do, even when the 
percentage they sock away is 
the same. A man who makes 
$100,000 a year and saves 5% is 
setting aside $5,000 per year. A 
woman in a similar job might 
make $80,000. If she saves 5%, 
she’ll be setting aside just $4,000.

However, there may be 
opportunities for women who 
are still working to close the gap. 

“Women in their early and 
mid-50s often have more time to 
devote to their careers, especially 
if they have kids who are starting 
to leave the nest,” says Carrie 
Schwab-Pomerantz, CFP®, 
Senior Vice President at Schwab. 
“Don’t be afraid to be assertive at 
this stage of the game and ask for 
a raise or a promotion.” 

2 coorDinate with 
your SPouSe.  
Less than half of all women 

participate in retirement plans 
such as an IRA or 401(k), 
according to the Department 
of Labor. This is partly because 
women are more likely to hold 
part-time jobs that don’t qualify 
for such a plan or because they 
put their careers on hold to 
take care of family. As a result, 
many women are missing out 
on opportunities for growth—as 
well as different tax advantages, 
depending on the type of 
account—over time.

Couples have options for 
plugging the savings gap. Even 
if a woman earns no income for 
a period of time, her spouse can 
contribute to a spousal IRA on her 
behalf. Once she resumes working, 
a couple can keep their spending 
steady, socking away as much as 
possible of that second paycheck.

Carrie says the bottom line 
is not to take a break from 
retirement savings. “Spouses need 
to plan together like a team and 
figure out how both can save for 
retirement and stay invested.”

3 Delay retirement. 
Women tend to retire 
earlier than men—age 62 

for women, versus 64 for men, 
according to the Center for 
Retirement Research at Boston 
College.6 This is often because 
women are younger than their 
spouses, and many couples 
decide to retire around the  
same time. 

But it can make sense for women 
to stay in the workforce for a 
few more years. Working longer 
means you can save more and give 
your investments more time to 
compound. It also means you aren’t 
draining your savings. Postponing 

“You need at least some exposure to equities 
even into your 70s or 80s ... that nest egg could 
need to last another 20 years or more, so a little 
growth can make a big difference.”—Carrie Schwab-Pomerantz, CFP®
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retirement by four years could 
boost a woman’s monthly income 
from savings in retirement by 
nearly $1,170, according to 
research by the Schwab Center  
for Financial Research using data 
from Bankrate.7 

4 Delay taking Social 
Security. The longer you 
put off collecting Social 

Security, the bigger the monthly 
payout. For people retiring 
today at age 62, the maximum 
benefit is $2,025. For those age 
66 (full retirement age if you 
were born between 1943 and 
1954), the maximum benefit is 
$2,663 a month. For those who 
wait until age 70, when benefits 
are capped, the maximum 
monthly payout is $3,501.

If delaying Social Security 
and working longer aren’t an 
option, a woman may be able to 
claim spousal benefits and get 
up to 50% of her spouse’s benefit 
(even if she’s divorced). Consult 
a professional, as spousal 
benefits are complicated—but 
they could increase a woman’s 
monthly income.

5 Plan for long-
term care. As we’ve 
seen, women tend to live 

longer than men. That means 
many women are likely to outlive 
their husbands. In fact, 76% of 
women 85 and older are widows, 
according to the 2012 Medicare 
Current Beneficiary Study. Most 
women won’t have someone to 
help care for them if they develop 
a chronic disability. 

Quality in-home care for 
activities such as bathing, dressing 
and eating can be very expensive, 
especially for those who have 
suffered injuries, strokes or 
Alzheimer’s disease. And if you 

1David Boddy, Jane Dokko, Brad Hershbein and Melissa S. Kearney, “Ten Economic Facts About Financial Well-Being in 
Retirement,” The Hamilton Project, 6/2015. 
2Jack VanDerhei, “Retirement Savings Shortfalls: Evidence from EBRI’s Retirement Security Projection Model®,” Employee 
Benefit Research Institute, 2/2015. The aggregate national retirement deficit is for all U.S. households where the head of the 
household is between 25 and 64. 
3Ibid. 
4Craig Copeland, “Individual Retirement Account Balances, Contributions, and Rollovers, 2012; With Longitudinal Results 
2010–2012: The EBRI IRA Database,” Employee Benefit Research Institute, 5/2014.  
5Ariane Hegewisch, Emily Ellis and Heidi Hartmann, “The Gender Wage Gap: 2014,” Institute for Women’s Policy Research, 
3/2015. 
6Alicia H. Munnell, “The Average Retirement Age—An Update,” Center for Retirement Research at Boston College, 3/2015. 
7Scenario based on hypothetical assumptions and cannot predict or project the performance of any specific investment or 
investments. Assumes a 66-year-old and 70-year-old saved $250,000 by age 50 and then saved $6,500 per year until retiring, 
so that the 66-year-old has $707,000 by retirement and the 70-year-old has $889,000. Assumes both live until age 95 and a 
5% annualized rate of return before retirement and 3% thereafter. Fees, taxes and dividends not included.

See page 42 for important information.
The Personal Portfolio Review is complimentary, although the implementation of any recommendations made during the 
consultation may result in trade commissions or other fees, charges or expenses. The Personal Portfolio Review is available 
only to clients with at least $25,000 in assets at Schwab or prospects with at least $25,000 in assets available to bring to 
Schwab. Individualized recommendations are available only to Schwab clients and are limited to assets held in a Schwab 
retail brokerage account. Information provided to prospects, or pertaining to assets held outside of Schwab, as part of a 
Personal Portfolio Review are examples of the kinds of recommendations available on assets held at Schwab; these examples 
do not constitute recommendations, solicitations or investment advice.

Past performance is no guarantee of future results.

Schwab Community Services and the Schwab Center for Financial Research are divisions of Charles Schwab & Co., Inc.

Charles Schwab Foundation is a private, nonprofit organization funded by The Charles Schwab Corporation. The Foundation is 
classified by the IRS as a charity under section 501(c)(3) of the Internal Revenue Code. The Foundation is not part of Charles 
Schwab & Co., Inc. (member SIPC) or its parent company, The Charles Schwab Corporation.
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call uS
Talk to us about your 
retirement. Call  
888-484-5340 or 
visit a branch near 
you to schedule  
your Personal 
Portfolio Review.

need to move into an assisted-
living facility, the expenses tend to 
skyrocket, particularly if you need 
to stay for many months or years. 
If you’re concerned about such 
costs, consider buying long-term 
care insurance.

“Women are much more likely 
to need long-term care as they 
age,” Carrie adds. “And while it 
can be quite expensive, long-term 
care insurance can provide a 
critical safety net. But be sure to 
carefully review the coverage of 
any policy so you don’t have any 
surprises later on.”

6 take the reinS. Given 
their longer life spans, 
women might have room to 

be more aggressive. With inflation 
steadily eating away at people’s 
purchasing power, it’s critical for 

most investors to keep at least 
some money invested in equities, 
which have a proven track record 
of long-term growth. “I would 
argue that you need at least some 
exposure to equities even into 
your 70s or 80s,” Carrie says. 
“Especially if you have a history of 
longevity in your family. That nest 
egg could need to last another 
20 years or more, so a little growth 
can make a big difference.”

Women face particular 
challenges when it comes to 
saving for retirement, but they 
aren’t insurmountable. Developing 
a plan that keeps you working  
toward your goals is a good place 
to start. It may also make sense 
to speak with a professional. And 
if you’re half of a couple, make 
sure your spouse comes along. 
Working as a team can help. -

Less than half of all women 
participate in retirement plans 
such as an IRA or 401(k), 
according to the Department 
of Labor. This is partly because 
women are more likely to hold 
part-time jobs that don’t qualify 
for such a plan or because they 
put their careers on hold to 
take care of family. As a result, 
many women are missing out 
on opportunities for growth—as 
well as different tax advantages, 
depending on the type of 
account—over time.

Couples have options for 
plugging the savings gap. Even 
if a woman earns no income for 
a period of time, her spouse can 
contribute to a spousal IRA on her 
behalf. Once she resumes working, 
a couple can keep their spending 
steady, socking away as much as 
possible of that second paycheck.

Carrie says the bottom line 
is not to take a break from 
retirement savings. “Spouses need 
to plan together like a team and 
figure out how both can save for 
retirement and stay invested.”

 This is often because 
women are younger than their 
spouses, and many couples 
decide to retire around the  
same time. 

But it can make sense for women 
to stay in the workforce for a 
few more years. Working longer 
means you can save more and give 
your investments more time to 
compound. It also means you aren’t 
draining your savings. Postponing 
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W ith the holidays upon us, it’s tempting to put tax 
planning on the back burner. But year-end is 
actually a good time to evaluate your investments 

and get a handle on your taxes. Plus, early preparation can 
help minimize the pain when it comes time to file.

To help us compile a list of things investors need to 
consider, we spoke with two Schwab Financial Consultants 
who regularly talk with clients about their investments and 
year-end tax considerations. 

Jason Pence, who works in Schwab’s Westlake, Ohio, 
branch, and Steve Saulnier, who works in Schwab’s Boston 
office, both say having a checklist can help you stay 
focused—and potentially help you reduce your tax bill.  
After all, it’s what you keep that counts. Here are some 
items you could consider adding to your own checklist.

Year-end 
Tax PreP
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W ith the holidays upon us, it’s tempting to put tax 
planning on the back burner. But year-end is 
actually a good time to evaluate your investments 

and get a handle on your taxes. Plus, early preparation can 
help minimize the pain when it comes time to file.

To help us compile a list of things investors need to 
consider, we spoke with two Schwab Financial Consultants 
who regularly talk with clients about their investments and 
year-end tax considerations. 

Jason Pence, who works in Schwab’s Westlake, Ohio, 
branch, and Steve Saulnier, who works in Schwab’s Boston 
office, both say having a checklist can help you stay 
focused—and potentially help you reduce your tax bill.  
After all, it’s what you keep that counts. Here are some 
items you could consider adding to your own checklist.

RevieW  
youR tax 
deductions

Would it make sense to take 
the standard deduction on 
your taxes? (In 2015, it’s $6,300 
for individuals and $12,600 
for married couples filing 
jointly.) Or should you itemize? 
The standard deduction is 
straightforward, but if you have 
enough eligible expenses—for 
example, if you can claim 
mortgage interest, charitable 

RevieW  
RetiRement 
accounts

Contributions to retirement accounts, 
such as 401(k) plans and other tax-
deferred accounts, reduce taxable 
income. It’s important to review your 
contributions every year to ensure that 
you’re getting the most out of these 
retirement savings vehicles. For the 2015 
tax year, the maximum contribution for 
401(k) plans is $18,000 for investors age 
49 and younger, and $24,000 for those 
50 and older (even if you turn 50 on the 
last day of the year). Contributions must 
be made by December 31 to qualify for 
the current tax year. 

For IRAs, the contribution limit is 
$5,500 for investors age 49 and younger, 
and $6,500 for those 50 and older. 
Investors have until April 15 of next year 
to make eligible contributions for the 
current tax year.

For investors who aren’t close to 
putting the maximum amount in 
their retirement accounts, Steve may 
recommend ramping up contributions 
as they get closer to the end of the year 
to maximize their tax benefit. 

If you’re self-employed, you could 
also consider setting up your own 
individual 401(k) or SEP IRA before 
the end of the year. They’re tax 
deferred—like a traditional IRA or 
401(k)—and you can contribute as 
much as 25% of your self-employment 
income, up to a maximum of $53,000 
for 2015. 

donations or certain work-
related expenses—then itemizing 
might lead to a lower tax bill. 

You should also review the 
timing of tax deductions. If 
you think your tax liability for 
2015 might be higher than what 
you’ll likely face in 2016, you 
could consider “accelerating” 
some deductions by claiming 
them in 2015 instead of  
waiting. For example, you 
could bring forward charitable 
contributions or prepay state 
and local taxes or property 
taxes. That way you could 
itemize more deductions for 
2015 and then take the standard 
deduction for 2016.

Jason says this kind of 
approach might appeal to clients 
who have retired, paid off their 
homes and suddenly find they 
no longer have enough expenses 
to itemize. 

Multi-year tax planning can 
be complex, especially when 
the Alternative Minimum Tax 
comes into play, so we always 
recommend clients speak with 
their tax advisors first.©
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Take  
required 
minimum 

dis
If you’re age 70½ or older, make 
sure to take required minimum 
distributions (RMDs) from tax-
deferred accounts such as IRAs by 
December 31. If you have multiple 
IRAs, you must calculate RMDs for 
each one individually, although you 
can choose to take your full RMD 
amount from a single account or a 
combination of the accounts.

RMDs from qualified retirement 
plans (QRPs)/Keoghs, individual 
401(k) accounts or inherited IRAs  
must be calculated separately  
for each account and must be 
taken from their respective 
accounts. If your withdrawal for 
any given year is less than your 
RMD, the IRS may impose a 
50% penalty on the shortfall.

“It can get confusing for  
some retirees if they may have 
multiple IRAs from different  
firms,” Steve says. 

Because the distributions 
don’t have to be taken until the 
last day of the year, investors 
often wait until the last few 
weeks of December to make the 
withdrawal. But this isn’t always 
the best approach—make sure 
you have enough time to plan 
how to use the money.

importantly, they’ll continue to 
be invested in the market. 

If you decide to buy another 
security after locking in a loss, 
you should be aware of the IRS’s 
“wash sale” rule, which prohibits 
investors from selling a security 
and buying a “substantially 
identical” one 30 days before or 
after the sale. The goal in this 
case would be to find a new 
investment that fits your strategy 
but won’t cause you to run afoul 
of the wash sale rule. 

For example, if Jason is 
working with a client who locks in 
a loss by selling a fund that tracks 
the S&P 500® Index, he might 
recommend that the client buy a 
fund that tracks the Russell 1000® 
Index to replace it. Securities 
tracking either index could work 
as part of a core equity allocation, 
and since these are two different 
indexes, selling one and buying 
the other wouldn’t be considered 
a wash sale. 

One final note on tax-loss 
harvesting. There’s no reason 
to wait until the end of the year 
to look for losing investments 
to sell. You may not have many 
options if the market happens to 
be doing well. Harvesting losses 
regularly and proactively—when 
you rebalance your portfolio, for 
instance—can save you money 
over the long run. You might want 
to keep that in mind as you think 
about your investing plans for the 
coming year. 

If you have more losses than 
gains, you can use them to 
reduce your ordinary taxable 
income by up to $3,000.1 And 
you can carry over any losses 
you can’t use this year into future 
tax years without expiration 
during your lifetime.

Deciding to take a loss isn’t 
always easy, though. Many 
investors struggle with the idea 
of selling a losing investment 
and feel as if they’re giving 
up. To help make his clients 
feel better about the decision, 
Jason often recommends they 
reinvest the remaining principal 
in an alternative security. That 
way they’ll get the tax benefit 
as well as a new security for 
their portfolio—and, most 

“Year-end is actually a good time to 
evaluate your investments and get a 
handle on your taxes.” 

HarvesT 
losses
Consider selling a 

losing position: You may be  
able to use the losses to lower 
your tax bill and better position 
your portfolio going forward. 
When you sell a stock for less 
than the original purchase 
price—a process known as  
“tax-loss harvesting”—you can 
use the loss to offset capital 
gains on your tax return, as 
long as the loss sale occurs in a 
taxable account.

For example, if you had 
a long-term capital gain of 
$20,000 and offset that gain with 
a $20,000 loss, you could avoid 
paying capital gains taxes (at 
15%), saving about $3,000.
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Donate  
to charity
The tax aspects 

of charitable giving can be 
complex, so it’s a good idea to 
consult a tax professional about 
your personal giving strategy. In 
general, you’ll want to itemize 
deductions on your tax return 
if you plan to deduct charitable 
donations, so be sure to request 
a receipt if you make a single 
donation of $250 or greater to 
a charity. If the donation is in 
cash, you’ll need a receipt or 
a corroborating bank record, 
regardless of amount.

You could also consider 
donating appreciated securities 
that you’ve held for more than a 
year for a full fair-market value 
deduction and no capital gains 
tax. (Though if you’re holding 
securities at a loss, sell them first 

take  
requireD 
minimum 

Distributions 
If you’re age 70½ or older, make 
sure to take required minimum 
distributions (RMDs) from tax-
deferred accounts such as IRAs by 
December 31. If you have multiple 
IRAs, you must calculate RMDs for 
each one individually, although you 
can choose to take your full RMD 
amount from a single account or a 
combination of the accounts.

RMDs from qualified retirement 
plans (QRPs)/Keoghs, individual 
401(k) accounts or inherited IRAs  
must be calculated separately  
for each account and must be 
taken from their respective 
accounts. If your withdrawal for 
any given year is less than your 
RMD, the IRS may impose a 
50% penalty on the shortfall.

“It can get confusing for  
some retirees if they may have 
multiple IRAs from different  
firms,” Steve says. 

Because the distributions 
don’t have to be taken until the 
last day of the year, investors 
often wait until the last few 
weeks of December to make the 
withdrawal. But this isn’t always 
the best approach—make sure 
you have enough time to plan 
how to use the money.

and then donate the cash. That 
way, you can claim the capital 
loss on your tax return.) For 
example, let’s say you own shares 
that have appreciated by $10,000. 
By donating the stock, you avoid 
paying $1,500 in capital gains 
tax, assuming you’re in the 15% 
tax bracket (for the highest 
earners, the tax rate could be  
up to 23.8%). Also, the charity 
gets a bigger donation than if 
you’d sold the shares first and 
you’ll get a deduction for the full 
market price of the stock.

Steve notes that donating 
appreciated securities instead  
of cash not only helps lower 
your tax bill, but it can also help 
rebalance your portfolio. If you are 
heavily concentrated in a security 
that has risen sharply, donating 
it could help bring your portfolio 
back to its target allocation. 

You could also 
consider setting up 
a donor-advised 
fund so you can take 
a more strategic 
approach to your 
donations. With 
donor-advised 
funds, anything you 
contribute in the 
current year can be 
used as a charitable 
deduction, even 
if you don’t make 
any distributions 
until later. Schwab 
clients can typically 
donate to a Schwab 
Charitable account 
until the last trading 
day of the year, but it’s 
best to sit down and 
plan your year-end 
gifts earlier rather 
than wait until the last 
minute. (See page 25 
to learn more about 
donor-advised funds.)©
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Past performance is no guarantee of future results. Investors should carefully 
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 
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.
com/mutualfunds, or contact your financial advisor. Read the prospectus 
carefully before you invest or send money.
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 (XXXX-XXXX).

Smaller Companies...

Bigger Opportunities.

Value Line Small Cap 
Opportunities Fund

(VLEOX)

A Lower Volatility,

Smaller Company Solution.

Trusted by Investors for Over 60 Years

Equity Funds

Premier Growth Fund
(VALSX)

Value Line Mid Cap Focused Fund
(VLIFX)

Larger Companies Focused Fund
(VALLX)

Small Cap Opportunities Fund 
(VLEOX)

Hybrid Funds

Asset Allocation Fund
(VLAAX)

Income and Growth Fund
(VALIX)

Value Line Equity and Hybrid Funds
Available Through Charles Schwab:

1$1,500 for married couples filing separately. 

See page 42 for important 
information.
(1115-5194)

Next StepS
For more tax 
tips, visit  
schwab.com/
OItax.

Be prepared 
The end of the year is 
fast approaching, but 

there’s still time to review your 
finances and make adjustments. 
If you’re not sure about a tax 
question, don’t hesitate to talk 
with a qualified tax professional. 

Finally, if you’re not already 
doing so, this could also be a 
good time to think about how 
you can make financial planning 
a year-round exercise in 2016. 

“Review your situation 
throughout the year,” Steve 
says. “If you’ve planned ahead, 
then you’ll just have to make 
adjustments, not start from 
scratch when you get to the  
end of the year.” -
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See page 42 for important information.

Investors should carefully consider 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 value will fluctuate, and shares, when redeemed, may be worth more or less than their original cost.

The funds are subject to increased market volatility and risks associated with the addition of new asset classes. 
International investments are subject to additional risks such as currency fluctuation, geopolitical risk and the 
potential for illiquid markets. Investing in emerging markets may accentuate these risks. Historically, small-cap 
stocks have been more volatile than the stocks of larger, more-established companies.

Fundamental Index is a registered trademark of Research Affiliates, LLC. Charles Schwab & Co., Inc. and Research 
Affiliates are unaffiliated entities.

(0815-3850)

SPOTLIGHT:
productsSchwab MarketTrack Portfolios 

These portfolio solutions reflect Schwab’s evolved approach to asset allocation. 

S chwab’s 
MarketTrack 
Portfolios have 

evolved to offer increased 
diversification by including 
additional asset classes 
and multiple investment 
strategies, all within a 
mutual fund structure. 
These portfolio solutions 
are available for a variety 
of risk-tolerance levels.

NexT STePS
To learn more about 
Schwab MarketTrack 
Portfolios, visit  
schwab.com/
OImarkettrackportfolios.

Schwab MarketTrack 
Growth Portfolio™ 
(SWHGx)

-- Seeks high capital growth 
with less volatility than an 
all-stock portfolio

-- Designed for investors who 
want long-term growth 
with less volatility than a 
100% stock investment

Schwab MarketTrack 
All equity Portfolio™ 
(SWeGx) 

-- Seeks high capital growth 
through an all-stock 
portfolio 

-- Designed for investors 
with longer time horizons 
and more tolerance  
for risk 

 U.S. Large-Cap

 U.S. Small-Cap

 International Large-Cap

 International Small-Cap

 emerging Markets   Intermediate Bonds

 Cash equivalents

MarketTrack Portfolios now include:
-- Non-traditional asset classes, such 
as international small-company 
stocks and emerging market stocks. 
Our research shows that adding such 
assets to a portfolio can potentially 
enhance returns over time. 

-- A mix of different indexing 
strategies, including both traditional 
market-capitalization index strategies 
and Fundamental Index® strategies. 
We believe that combining the two 

Schwab MarketTrack 
Balanced Portfolio™ 
(SWBGx)

-- Seeks both capital 
growth and income 

-- Designed for investors 
who want lower volatility 

Schwab MarketTrack 
Conservative Portfolio™ 
(SWCGx)

-- Seeks income and more  
growth potential than an  
all-bond portfolio

-- Designed for investors with 
less tolerance for risk

Let’s take a closer look at the Schwab MarketTrack Portfolios:

45%
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5% 5%
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20%

13.3%

3.3%
3.3%

15%

5%

30%

5%

15%

10%

2.5%
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35%

20%
5%

10%

6.7%1.7%

1.7%

55%

indexing strategies helps create the 
potential for more attractive long-term 
risk-adjusted returns.
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SPOTLIGHT:
products

Brokerage Products: Not FDIC Insured • No Bank Guarantee • May Lose Value
1Unlimited ATM fee rebates apply to cash withdrawals using the Schwab Bank Visa® Platinum Debit Card wherever it is accepted. ATM fee rebates do not apply to any fees 
other than fees assessed for using an ATM to withdraw cash from your Schwab Bank account. Schwab Bank makes its best effort to identify those ATM fees eligible for rebate, 
based on information it receives from Visa and ATM operators. In the event that you have not received a rebate for a fee that you believe is eligible, please call a Schwab Bank 
Client Service Specialist for assistance at 888-403-9000. Schwab Bank reserves the right to modify or discontinue the ATM fee rebate at any time. 
2If you use your debit card to withdraw foreign currency from an ATM or to pay for a purchase with foreign currency, we charge your account only for the U.S. dollar equivalent 
of the transaction. There is no additional percentage added for the foreign currency transaction. See the Schwab Bank Visa® Debit Card Agreement for details. 
3Funds deposited at Charles Schwab Bank are insured, in aggregate, up to $250,000, based on account ownership type, by the Federal Deposit Insurance Corporation (FDIC).  
4The Schwab Mobile Deposit™ service is subject to certain eligibility requirements, limitations and other conditions. Enrollment is not guaranteed, and standard hold policies 
apply. Requires a wireless signal or mobile connection. 
5Schwab Bank High Yield Investor Checking accounts are available only as linked accounts with Schwab One accounts. There are no minimum balance requirements, 
minimum balance charges, or minimum trade requirements in order to open or maintain the Schwab One brokerage account when you also open a linked High Yield Investor 
Checking account. 

Apple®, Apple Pay™, the Apple logo, iPhone, iPad, Apple Watch and App Store are trademarks of Apple Inc., registered in the U.S. and other countries.

Android is a trademark of Google Inc. Use of this trademark is subject to Google Permissions.

Charles Schwab & Co., Inc. and Charles Schwab Bank are separate but affiliated companies and subsidiaries of The Charles Schwab Corporation. Brokerage products 
and services are offered by Charles Schwab & Co., Inc., Member SIPC. Deposit and lending products and services are offered by Schwab Bank, Member FDIC and an 
Equal Housing Lender.

©2015 Charles Schwab Bank. All rights reserved. Member FDIC. Equal Housing Lender. CC0132536 (0815-7L2P)

An Investor 
Approach to 
Checking

A s an investor, you recognize the 
importance of saving time and 
money. Your goal is to manage 

your finances quickly and easily, while 
avoiding excessive fees. 

Charles Schwab Bank’s High Yield 
Investor Checking® account is designed 
with the same goals in mind. You’ll earn 
interest on your balance, with no account 
minimum or monthly account service fee. 
ATM withdrawals are free, worldwide, 
no matter whose ATM you use. Bill pay, 
mobile services, Visa® Platinum debit 
card? All free.

Some advantages to consider:
-- Unlimited ATM fee rebates. There’s no 
fee to use a Schwab Bank ATM, and 
we’ll reimburse ATM fees incurred when 
withdrawing cash from other ATMs, 
anywhere in the world.1

-- No foreign transaction fee. When 
traveling outside the United States, we 
won’t charge you an extra fee for using 
your debit card for purchases or ATM 
withdrawals in foreign currency.2

NEXT STEPS
To learn more about the 
advantages of Schwab bank  
High Yield Investor Checking,  
go to schwab.com/OIchecking 
or call 888-484-5340. 

-- FDIC Insured. Enjoy peace of mind 
knowing your deposit account funds 
are insured up to $250,000 per account 
by the Federal Deposit Insurance 
Corporation (FDIC).3 

-- Bank anytime, anywhere. Use Schwab 
Mobile™ apps to view your balances, 
transfer funds and pay bills. Apply for 
Schwab Mobile Deposit™ to make 
deposits with iPhone® or Android™ 
smartphones.4 

-- Apple Pay™. Add your Schwab Bank 
debit card to Passbook to use your 
iPhone 6, iPhone 6 Plus, iPad Air®, 
Apple Watch™ or iPad mini™3 to  
make convenient purchases at more 
than 220,000 retailers and in many 
apps. Plus, with Apple Pay your 
card number stays with you, so your 
transaction is safe and secure. 

-- A linked Schwab One® brokerage 
account. With the Investor Checking 
Account, you will also get a linked 
Schwab One brokerage account.5  
This is a convenient way to manage 
both your day-to-day finances and your 
investment needs with a single login. 

→ You expect your investment portfolio to 
work for you. Perhaps it’s time to expect 
as much from your checking account. 
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important disclosures

All expressions of opinion are subject to change without notice in reaction 
to shifting market conditions. (p. 10–12, 16–18, 22–24, 28–31)

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. 5, 10–12, 16–18, 19–21, 22–24, 28–31)

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. 10–12, 16–18, 
32–36)

Examples provided are for illustrative purposes only and not intended to be 
reflective of results you can expect to achieve. (p. 16–18, 28–31)

Indexes are unmanaged, do not incur management fees, costs and 
expenses, and cannot be invested in directly. (p. 10–12, 13–15, 22–24, 44)

Diversification strategies do not ensure a profit and do not protect against 
losses in declining markets. (p. 13–15, 22–24, 37, 44)

Rebalancing and tax-loss harvesting strategies do not ensure a profit and 
do not protect against losses in declining markets. (p. 32–36)

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. Investing 
in emerging markets may accentuate these risks. (p. 16–18, 22–24)

While ETFs offer intraday trading, they may be more susceptible to liquidity 
challenges during market hours compared to mutual funds that are priced 
after the market close. (p. 13–15)

Investments in managed accounts should be considered in view of a larger, 
more diversified investment portfolio. (p. 44)

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. Lower-rated securities are subject to greater credit risk, 
default risk and liquidity risk. (p. 5, 10–12, 13–15)

Treasury Inflation Protected Securities (TIPS) are inflation-linked 
securities issued by the U.S. government whose principal value is adjusted 
periodically in accordance with the rise and fall in the inflation rate. Thus, 
the interest amount payable is also impacted by variations in the inflation 
rate as it is based upon the principal value of the bond. It may fluctuate up 
or down. Repayment at maturity is guaranteed by the U.S. government and 
may be adjusted for inflation to become the greater of either the original 
face amount at issuance or that face amount plus an adjustment for 
inflation. (p. 13–15, 44)

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. 10–12, 22–24, 28–31)

The MSCI Europe Consumer Discretionary Index is designed to capture the 
large- and mid-cap consumer discretionary securities across 15 developed-
market countries in Europe. (p. 22–24)

The MSCI USA Consumer Discretionary Sector Index is designed to capture 
the large- and mid-cap U.S. consumer discretionary securities. (p. 22–24)

The MSCI World Index captures large- and mid-cap representation across 
23 developed-market countries. (p. 22–24)

The MSCI EAFE Index is a free float-adjusted market capitalization index 

that is designed to measure the equity market performance of developed 
markets, excluding the U.S. and Canada. The MSCI EAFE Index consists of 
21 developed market country indexes. (p. 22–24)

The MSCI USA Index is designed to measure the performance of the large- 
and mid-cap segments of the U.S. market. With 639 constituents, the index 
covers approximately 85% of the free float-adjusted market capitalization in 
the United States. (p. 22–24)

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. 32–36, 44)

The Russell 1000 Index measures the performance of the large-cap 
segment of the U.S. equity universe. (p. 32-36)

The Barclays U.S. Aggregate Bond Index is a broad-based measure of the 
investment-grade, U.S. dollar-denominated, fixed-rate taxable bond market. 
(p. 13–15)

The Barclays Municipal High Yield Bond Index is an unmanaged index of 
sub-investment-grade or unrated bonds with a remaining maturity of at 
least one year. (p. 10–12)

The Barclays Municipal Bond Index is an unmanaged broad-based total 
return index of approximately 40,000 investment-grade, fixed-rate and tax-
exempt issues, with a remaining maturity of at least one year. (p. 10–12)

The Schwab Center for Financial Research is a division of Charles Schwab 
& Co., Inc. (p. 5, 16–18, 22–24)

Charles Schwab Investment Advisory, Inc., is an affiliate of Charles Schwab 
& Co., Inc. (p. 13–15, 44) 

Schwab Equity Ratings and the general buy/hold/sell guidance are not 
personal recommendations for any particular investor or client and do not 
take into account the financial, investment or other objectives or needs 
of, and may not be suitable for, any particular investor or client. Investors 
and clients should consider Schwab Equity Ratings as only a single factor 
in making their investment decision while taking into account the current 
market environment. (p. 19–21)

Schwab Charitable is the name used for the combined programs and 
services of Schwab Charitable Fund, an independent nonprofit organization. 
Schwab Charitable Fund has entered into service agreements with certain 
affiliates of The Charles Schwab Corporation. (p. 32–36)

A donor’s ability to claim itemized deductions is subject to a variety of 
limitations depending on the donor’s specific tax situation. Consult your 
tax advisor for more information. (p. 32–36)

Charles Schwab Investment Management, Inc. (“CSIM”), the investment 
adviser for Schwab’s proprietary funds, and Charles Schwab & Co., Inc. 
(“Schwab”), the distributor for Schwab Funds, are separate but affiliated 
companies and subsidiaries of The Charles Schwab Corporation. (p. 37)

©2015 Charles Schwab & Co., Inc. All rights reserved. Member SIPC.  
(1115-5855)

CorrECtion 
Our Fall 2015 article “Inflation and the Long View,” on page 3, included 
a citation to Bureau of Labor Statistics data as of 4/23/2014. That is 
incorrect. The data is from 4/23/2015.

Also, in the article “Information Security at Schwab,” on page 34,  
we say that a secure URL will start with https:\\. That is incorrect.  
A secure URL will start with https://.

We regret the errors.
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Brokerage Products: Not FDIC-Insured • No Bank Guarantee • May Lose Value

If you are not a Kansas taxpayer, before investing consider whether your or the benefi ciary’s home state offers a 529 plan that provides its taxpayers with 
state tax benefi ts and other benefi ts not available through this plan. 

As with any investment, it is possible to lose money by investing in this plan.

The Schwab 529 College Savings Plan is available through Charles Schwab & Co., Inc. and is managed by American Century Investment Management, Inc. The plan 
was created by the Kansas State Legislature under the provisions of Section 529 of the Internal Revenue Code and is administered by Kansas State Treasurer Ron Estes. 
Notice: Accounts established under the Schwab 529 College Savings Plan and their earnings are neither insured nor guaranteed by the State of Kansas, the Kansas 
State Treasurer, American Century Investments®, or Charles Schwab & Co., Inc. Accounts established under the Schwab 529 College Savings Plan are domiciled at 
American Century Investments and not Schwab. American Century Investment Services, Inc., Distributor and Underwriter.

©2015 Charles Schwab & Co., Inc. All rights reserved. Member SIPC. IAN (0715-4UGL) ADP76005-01 (07/15)

Tuition, fees, books, room and board. It all adds up, and quickly. 
Whether you are saving for your child, grandchild, or other loved 
ones, a Schwab 529 Plan can offer the tax advantages, professional 
management, and fl exibility you’ll need to pursue your college 
savings goals.

Learn more at Schwab.com/529 or call 1-888-302-1559.

 Saving for college?

Consider the 
benefi ts of a 
Schwab 529 Plan.

ADP0715-4UGL.indd   1 7/29/15   4:53 PM
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It’s What You  
Keep That Counts
Forget what the market’s doing.  
How are you doing?

N o index is going to replicate your 
experience as an investor. Sure, it’s 
nice when the S&P 500® Index has 

a good run. But it’s even nicer when your 
portfolio does.

Your portfolio should be a reflection of 
you. It should embody your goals, your 
risk tolerance and your time horizon. 

This starts with your asset allocation. 
Ideally, you are taking advantage of the 
latest thinking on portfolio construction. 
This means diversifying across a wide 
variety of asset classes and making use 
of both market cap- and fundamentally 
weighted index strategies. We’ve found 
that this kind of mix can help smooth the 
performance of a portfolio over time.

Then you have to ask yourself:
How are you doing after taxes? After 

asset allocation, taxes are among the 
most important factors affecting returns, 
especially in this era of higher capital gains 
taxes (and the 3.8% Medicare investment 
income surtax for some filers). Seeing your 
returns eroded by taxes can be painful. 

That’s why it’s so important to invest as 
tax-efficiently as possible. If you have both 
taxable and tax-advantaged accounts, you 
should think about how you can make the 
most of them. Investments that tend to 
lose less of their return to taxes—stocks 
you plan to hold for more than a year, 
index funds and most municipal bonds—
are good candidates for taxable accounts. 
Investments that lose more of their return 
to taxes—short-term stock investments, 
actively managed funds and real estate 
investment trusts—would make more 
sense in tax-advantaged accounts. 

1Charles Schwab Investment Advisory, Inc. (“CSIA”), an 
affiliate of Charles Schwab & Co., Inc. (“Schwab”), as of 
4/21/2015.

See page 42 for important information.
(1115-5370)

How are you doing after inflation? 
There’s no denying that a steady rise in 
consumer prices will also eat away at 
your returns. The long-term inflation rate 
forecast is 1.8% over the next 20 years.1 
That may not sound like much, especially 
compared to the high rates of decades past, 
but it would be a mistake not to factor 
rising prices into your plans. We believe 
inflation-hedging investments have a role 
to play even when inflation looks mild. 

How are you doing after expenses?  
The fees and other expenses linked to  
your investments matter. Over time, even 
small expenses can make a big dent in  
your bottom line. 

If you have a managed portfolio, 
you’ll likely have to pay a management 
fee. If you’re buying or selling an 
investment yourself, there may be trading 
commissions. For funds, you may also have 
to pay operating expenses to cover fund 
management, sales and other costs. Over 
time, these expenses can add up. Of course, 
there are low-cost and commission-free 
options out there, so keep that in mind 
when picking investments. 

Indexes are useful tools for keeping track 
of your portfolio’s performance. But you 
need to look beyond them to get a holistic 
picture of your investments. The market’s 
fluctuations aren’t the only forces at work 
on your bottom line. 

If you need help making sense of all of 
this, please let us know. We love to help 
clients hold onto more of their returns.

Charles R. Schwab,
Founder & Chairman

“Your portfolio 
should be a 

reflection of you. 
It should embody 

your goals, your 
risk tolerance 
and your time 

horizon.”

OI-Wi15-Q4-44
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On your side
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Share Schwab  
with a friend. 

Schwab Personal Referral Program

Refer a friend  
to Schwab, and  
they could earn a 
$100 bonus award.

schwab.com/refer 
or call 1-800-398-8640

To earn $100, open an eligible account and make a qualifying net deposit of $10,000 within 45 days of enrolling in the offer. Schwab reserves the right to change the offer terms or terminate 
the offer at any time without notice. Offer valid for new clients who do not have a Schwab brokerage account. Net deposits are assets deposited into the account minus assets withdrawn 
from the account and transferred out of Schwab. Only outside assets new to Schwab’s retail division qualify. For taxable accounts, you must maintain the net deposit amount at Schwab for 
at least one year. Offer is limited to one per account, with no more than one account enrolled per client, and does not apply to accounts managed by independent investment advisors, the 
Schwab Global Account™, ERISA-covered retirement plans, or education savings accounts. Available to U.S. residents only. Other restrictions apply. Consult with your tax advisor about the 
appropriate tax treatment of the Bonus Award before enrolling. Any related taxes are your responsibility. See schwab.com/refer for complete terms and conditions.
©2015 Charles Schwab & Co, Inc. (“Schwab”) All Rights Reserved. Member SIPC. 
AHA (0915-8DVJ) ADP88414-00 (09/05)
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Ready to buy 
or refi nance? 
Schwab Bank 
can help.

Visit schwab.com/

mortgagerates to 

see today’s rates.

Today could be the perfect time to consider purchasing a vacation or investment property, or refi nancing an 
existing loan. With Charles Schwab Bank’s home lending program provided by Quicken Loans,® you will enjoy 
strategic support when you are evaluating your next mortgage.

Call 1-877-490-6837 or visit schwab.com/mortgagerates to get started.

Highest in Customer Satisfaction in the U.S.
2010-2014 Primary Mortgage Origination and 2014 Mortgage Servicing1

In order to participate, you must agree that the lender, Quicken Loans, may share your 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.
1. Quicken Loans received the highest numerical score in the proprietary J.D. Power Primary Mortgage Origination (2010–2014) and Servicer (2014) Studies.SM 2014 Origination 
Study based on 3,393 total responses measuring 12 lenders and the opinions of consumers who originated a new mortgage. Servicer Study based on 5,120 responses measuring 
20 companies and the satisfaction of consumers with their current mortgage servicer. Proprietary study results are based on experiences and perceptions of consumers surveyed in 
July through September 2014 (Origination) and March through April 2014 (Servicer). Your experiences may vary. Visit jdpower.com. 
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 The Charles Schwab Corporation, Charles Schwab & Co., Inc., or Charles Schwab Bank. Deposit and other lending products are offered by Charles Schwab Bank, Member 
FDIC and an 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. 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. Charles Schwab Bank, 211 Main Street, San Francisco, CA 94105. 

  ©2015 Charles Schwab Bank. All rights reserved. Member FDIC. Equal Housing Lender. 
CLB(615-3011) ADP86890-00 (06/15)

Printed on 10% post-consumer recycled paper.

00131232

PRSRT STD
US Postage 

PAID
Permit No. 62
Columbus WI

OI-Wi15-Q4-C4dOI_Wi15_C2-C4.indd   4 10/7/15   6:17 PM



Ready to buy 
or refi nance? 
Schwab Bank 
can help.

Visit schwab.com/

mortgagerates to 

see today’s rates.

Today could be the perfect time to consider purchasing a vacation or investment property, or refi nancing an 
existing loan. With Charles Schwab Bank’s home lending program provided by Quicken Loans,® you will enjoy 
strategic support when you are evaluating your next mortgage.

Call 1-877-490-6837 or visit schwab.com/mortgagerates to get started.

Highest in Customer Satisfaction in the U.S.
2010-2014 Primary Mortgage Origination and 2014 Mortgage Servicing1

In order to participate, you must agree that the lender, Quicken Loans, may share your 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.
1. Quicken Loans received the highest numerical score in the proprietary J.D. Power Primary Mortgage Origination (2010–2014) and Servicer (2014) Studies.SM 2014 Origination 
Study based on 3,393 total responses measuring 12 lenders and the opinions of consumers who originated a new mortgage. Servicer Study based on 5,120 responses measuring 
20 companies and the satisfaction of consumers with their current mortgage servicer. Proprietary study results are based on experiences and perceptions of consumers surveyed in 
July through September 2014 (Origination) and March through April 2014 (Servicer). Your experiences may vary. Visit jdpower.com. 
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 The Charles Schwab Corporation, Charles Schwab & Co., Inc., or Charles Schwab Bank. Deposit and other lending products are offered by Charles Schwab Bank, Member 
FDIC and an 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. 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. Charles Schwab Bank, 211 Main Street, San Francisco, CA 94105. 

  ©2015 Charles Schwab Bank. All rights reserved. Member FDIC. Equal Housing Lender. 
CLB(615-3011) ADP86890-00 (06/15)

Printed on 10% post-consumer recycled paper.

00131232

PRSRT STD
US Postage 

PAID
Permit No. 62
Columbus WI

OI-Wi15-Q4-C4OI-Wi15-Q4-C4b

PRSRT STD
U.S. Postage

PAID
Permit No. 1789
Bolingbrook IL

dOI_Wi15_C2-C4.indd   4 10/7/15   6:17 PM


