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CEO’s NOTE

Walt Bettinger
President & CEO

why exposure to multiple asset 
classes is so important: Even if one 
area of the market is in free fall, others 
can be poised for outperformance. 
In fact, our research shows that a 
diversified portfolio of stocks and 
bonds generally loses less than an all-
stock portfolio during down cycles, 
while still capturing significant gains 
during up cycles.2

If you’re unsure whether your 
portfolio is diversified enough, a 
good first step is to compare your 
current holdings against your target 
asset allocation using the Portfolio 
Checkup tool on schwab.com, by 
talking to your financial consultant or 
by calling us at 888-484-5340. 

As we approach the end of the year, 
it’s a great time to give us a call or stop 
by your local branch for a portfolio 
review. We can help you strategize 
about how to keep on track so you’re 
ready to face the future—whatever 
may come.

Sincerely,

See page 42 for important information. ◆ Diversification and rebalancing strategies do not ensure a profit and  
do not protect against losses in declining markets. (1117-7BTM)

1“Is There Ever 
a ‘Bad’ Time to 
Invest?” schwab.
com, 02/17/2017. 
| 2“7 Investing 
Principles,” 
schwab.com.

espite the obvious virtues 
of investing, many find it 

hard to stomach the market’s 
unpredictability. When it’s up, they 
brace themselves for a correction; 
when it’s down, they worry it might 
never recover. And yet, over the long 
haul, those who stay invested during 

periods of market turmoil almost 
invariably come out ahead of those 
who don’t—regardless of whether 
they invest at the market’s trough or 
its peak.1

Of course, even the most stalwart 
among us can lose their nerve in the 
face of a market downturn. That’s 

D

Expect the Unexpected
 
Exposure to multiple asset classes is the key to riding out the 
next market swing.

Over the long 
haul, those who 
stay invested 
during periods 
of market 
turmoil almost 
invariably come 
out ahead of 
those who  
don’t.
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Deutsche X-trackers ETFs are not FDIC-insured and there is no bank guarantee and they may lose value. MSCI and MSCI Index are service marks of MSCI Inc. (MSCI) and have been licensed for use by DBX. The 
ETFs are not sponsored, endorsed, issued, sold, or promoted by MSCI Inc., nor does this company make any representation regarding the advisability of investing in the ETFs. WisdomTree Funds are distributed by 
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Rethinking 
Retirement 
Spending
Preserving wealth takes 
you only so far.

aced with the prospect of 
outliving their savings, many 

retirees tend to be overly cautious, 
unnecessarily preserving wealth at the 
expense of a more comfortable and 
fulfilling retirement. Indeed, a recent 
study found that today’s retirees are so 
committed to pinching pennies that 
their portfolios are actually growing, 
rather than shrinking, as they enter 
their 80s.1

“Most people know how to save 
for retirement,” says Rob Williams,  
managing director of income planning 
at the Schwab Center for Financial 
Research, “but they often struggle 
with spending what they’ve saved.”

Rob notes that although many 
financial advisors tout the merits of the 
4% rule—in which a retiree withdraws 
4% of her or his assets in the first year 
of retirement, adjusting for inflation 

CONTENTS   PORTFOLIO MANAGEMENT  |   VOLATILITY  |  DIVORCE  |  SOCIAL SECURITY  |  AND MORE

F
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THE BOT TOM LINE

Source: Schwab Center for Financial Research. 
Percentage withdrawal amounts are for a 75% 
level of confidence that funds will not be com-
pletely depleted over the given time horizon. 
Assumptions are based on a moderate portfolio 
allocation. For illustrative purposes only.

Source: Federal Reserve Bank of St. Louis. Data from 01/03/2007 
through 08/08/2017.

Learn about how Schwab can help 
you generate income in retirement at 
schwab.com/retirementincome.

1Ben Steverman, “Rich Retirees Are Hoarding 
Cash Out of Fear,” bloomberg.com, 05/16/2017.

See page 42 for important information. 
(1117-7C96)

NEXT 
STEPS

each year thereafter—there’s often 
a better way to go. “You want a plan 
that’s specific to your situation, not 
one that’s based on a generic rule of 
thumb,” he says. “You aren’t a math  
formula and neither is your retirement- 
spending plan.”

While those who expect to live well 
into their 80s or even 90s—or who 
wish to pass money on to their heirs—
should aim for smaller withdrawals, 
those who are further along in 
retirement or otherwise less concerned 

with outlasting their savings may be 
able to live a bit larger (see “What’s your 
number?” left).

No matter which withdrawal rate 
you land on, remember that you 
can always reassess, as necessary. 
“Even the most optimistic among us  
may need to adjust our plans from time 
to time to make our retirement savings 
last,” Rob says.

The bottom line Make sure your retire-
ment-spending plan is realistic—but not 
overly pessimistic.

What’s your number?
Your time horizon should inform your 
withdrawal level.

he Chicago Board 
Options Exchange 

Volatility Index® (a.k.a. VIX®) 
fell to a decade low of 9.36 
earlier this year,1 half its 
long-term average of around 
19. That’s raised concerns 
among some analysts that 
investors aren’t worried 
enough about the market’s 
downside. The last time the 
VIX fell below 10 was about 
10 months before the onset 
of the Great Recession.

T

Turbulence 
Ahead?
The last time market 
volatility was this low  
was prior to the Great 
Recession.

So does this recent 
low signify a similar 
tumble? Probably not, 
says Randy Frederick, 
vice president of 
trading and derivatives 
at the Schwab Center 
for Financial Research, 
who explains that the 
VIX merely measures 
how much volatility 

investors can expect 
to see in the S&P 500® 
over the coming 30 
days, based on the 
index’s options prices. 
“A low VIX reading has 
provided an accurate 
signal of a short- or 
long-term pullback 
only once in the past 
25 years,” he says. “Of 

course, it could happen 
again, but it’s more 
likely to be coincidence 
than correlation.”

Rather than fretting 
over whether there’s 
enough worry in the 
market, Randy suggests 
that investors focus 
on fundamentals and 
adequately diversify 
their holdings. “You 
can’t control the 
markets,” he says, “but 
you can try to control 
the overall health of 
your portfolio.”

 
The bottom line  
Staying focused on 
long-term goals can help 
you ride out market 
volatility.
1Federal Reserve Bank of  
St. Louis, as of 07/21/2017.

See page 42 for important information. ◆ Past performance is no guarantee of future results. 
◆ All market data shown above are for illustrative purposes only and are not a recommendation, 
offer to sell or a solicitation of an offer to buy any security. Supporting documentation for any 
claims or statistical information is available upon request. (1117-7XBG)

Dead calm
The VIX hasn’t been this low since early 2007.

NEXT 
STEPS

Review your holdings’ fundamentals at 
schwab.com/research.
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Need help working through the 
financial aspects of divorce? Call 
888-484-5340 to speak with a 
Schwab investment professional.

LET’S 
TALK

mericans ages 40 and older are at an ever- 
increasing risk of divorce. From 1990 through 

2015, the incidence of divorce rose 14% among those 
aged 40 to 49—and a whopping 109% among those 
50 and older—according to the Pew Research Center.1

Beyond the emotional toll of divorce, there’s the 
challenge of divvying up marital property. Although 
many couples do so on the basis of fair-market value, 
that may not be the best approach. “Two assets of 
similar value can be taxed very differently, making 
one worth substantially less than the other,” says 
Marianne Hayes, a Schwab wealth strategist.

For example, investments liquidated from broker-
age accounts may be subject to capital gains taxes, 
while those transferred from Individual Retirement 
Accounts and 401(k)s often retain their tax- 
advantaged status (so long as the divorce decree  
specifies their division and they are rolled into simi-
larly tax-advantaged accounts). “Make sure you review 
the tax status of each asset individually,” Marianne says.

Beyond the division of assets, 
she suggests considering how the 
following may affect your post- 
divorce tax bill:

 
Dependent exemption
The custodial parent typically receives 
this exemption, though the IRS allows 
the noncustodial parent to claim the 
tax deduction—worth $4,050 per 
qualifying child in 2017—under certain 
conditions. Bear in mind, however, that 
the value of the exemption is reduced 
by 2% for each $2,500 above $287,650 
in income, up to $410,150, at which 
point it phases out completely.

Alimony
Although it’s deemed taxable income 
by the person who receives it, it is tax-
deductible by the person who pays it 
(provided the payments are laid out 
in the divorce decree and disbursed in 
cash or by check).

Tax withholding
Alimony is generally not subject to tax 
withholding, so recipients may need 
to consult a tax advisor about the best 
way to satisfy the resulting tax liability. 
In addition, you’ll no longer be eligible 
for the tax benefits conferred upon 
married couples, so be sure to revisit 
your W-4 after the divorce is finalized 
to ensure enough taxes are being 
withheld from your paycheck.

Robert Aruldoss, a senior financial 
planning analyst at the Schwab Center 
for Financial Research, also suggests 
consulting a tax attorney as part of the 
divorce process. “The tax implications 
of divorce can be quite consequential,” 
he says, “but enlisting a professional can 
help ensure each party gets a fair shake.”

The bottom line  Make sure you 
understand how your new marital 
status could affect your tax bill.

AUntying 
the Knot
Don’t overlook 
the considerable 
tax consequences 
of divorce.

See page 42 for important information. ◆ This information does not constitute and 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. (0817-73T9)

1Renee Stepler, “Led by Baby Boomers, Divorce 
Rates Climb for America’s 50+ Population,” 
03/09/2017.
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THE BOT TOM LINE

64 6862 65 6963 66 7067

$5,000
monthly 
income

$0

Age at which you begin collecting Social Security
NEXT 

STEPS

See page 42 for important information. (1117-7B1V)

ccording to AARP and 
the Financial Planning 

Association, 90% of retirees 
know that waiting to collect 
Social Security will get 
them a bigger benefit—but 
only 5% know how much 
bigger.1 Here’s a look at how 
postponing Social Security 
can increase your monthly 
check—and thus reduce your 
reliance on your retirement 
portfolio.

The bottom line Waiting to 
collect your Social Security 
benefit can be beneficial to 
your portfolio.

1Social Security Planning in 2015 
& Beyond: Perspectives of Future 
Beneficiaries and Financial 
Planners, 2015.

A

Prolonging 
Your 
Principal
Putting off Social 
Security can help 
conserve your nest 
egg—but by how 
much?

Visit schwab.com/retirementincome  
for help planning your retirement-
income needs.

Collect as 
early as 
possible 
and you’d 
have to rely 
on your 
retirement 
portfolio for 
78% of your 
monthly 
income.

Wait until 
age 70—
beyond 
which 
there is no 
incremental 
benefit—
and you’d 
need to 
tap your 
portfolio for 
just 60% 
of your 
monthly 
income.

Delayed gratification
The bigger your Social Security check, the less you may need to dip into your 
retirement savings.

Source: U.S. Social Security Administration. This hypothetical example assumes the retiree was born 
between 01/01/1943 and 12/31/1954, is eligible for $1,500 in monthly benefits at full retirement age and 
requires $5,000 in monthly income. 

  Income from Social Security        Income from portfolio

$3,800
$1,200

$3,700
$1,300

$3,600
$1,400

$3,500
$1,500

$3,260
$1,740

$3,140
$1,860

$3,020
$1,980

$3,875
$1,125

$3,380
$1,620

76%

72%
70%

68%
65%

63%
60%

74%

78%
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Save the 
Dates
Keep your financial 
house in order with 
our checklist of 
deadlines and to-dos.

See page 42 for important information.  
◆ This information does not constitute and 
is not intended to be a substitute for specific
individualized tax, legal or estate-planning 
advice. Where specific advice is necessary or
appropriate, Schwab recommends consul-
tation with a qualified tax advisor, CPA, 
estate planner or attorney. (1117-772A)

BY YEAR-END

❑  Take required minimum distribu-
tions (RMDs): If you’re 70½ or older,
you’re required by the IRS to take RMDs 
from certain retirement accounts by
December 31—or face a penalty equal 
to 50% of the sum you failed to with-
draw. If you turned 70½ this year, you 
have until April 1, 2018, to take your
first RMD, albeit with potential conse-
quences (see “Take first RMD,” right).

❑ Reduce capital gains taxes: 
Any capital losses you realize before
December 31 can be used to offset
your gains. If your net losses exceed
your gains, you can offset an additional 
$3,000 of ordinary income; any losses
beyond that limit can be carried for-
ward to future years.

❑ Fund Health Savings Account
(HSA): For 2017, those in high-deduct-
ible health-insurance plans can sock
away as much as $3,400 before taxes.
For families, the figure is $6,750, and
those age 55 and older can contribute 
an additional $1,000.

❑ Spend flex dollars: Unused funds
in Flexible Spending Accounts are typ-
ically forfeited at year’s end, so make
sure to tap them for eligible health
and medical expenses by December
31. That said, some plans don’t follow 

the calendar year, so check with your 
employer to confirm your plan’s 
deadlines.

❑ Contribute to a 529: Such contri-
butions must be made before the end
of the year in order to take advantage of 
any state-income-tax benefits or to be
eligible for the federal gift-tax exclusion.1

BY NEXT SPRING

❑ Take first RMD: If you turned
70½ this year and decide to delay
your first RMD, you have until April
1, 2018, to take it without penalty.
Note that deferring your first RMD to
the following year will mean taking
two distributions in the second year,
which could bump you into a higher
tax bracket.

❑  File taxes: Tax Day falls on April 17  
in 2018. Even if you’re applying for an 
extension, you still must pay any taxes 
due by this date.

❑ Fund Individual Retirement
Account (IRA): You also have until
April 17, 2018, to max out your IRA for 
the 2017 tax year ($5,500, or $6,500 if
you’re age 50 or older).

ANNUALLY

❑  Revisit tax withholding: Changes 
in dependents, income and marital
status can all affect your tax bill. 
Use the IRS’s withholding calculator
(irs.gov/individuals/irs-withholding- 
calculator) to ensure you’re withhold-
ing enough—but not too much.

❑  Confirm beneficiary designations: 
Make sure your current designations
are still in line with your estate plan.

❑  Request credit reports: With data 
breaches and identity theft on the rise, 
it’s increasingly important to stay on
top of fraudulent activity. Thanks to
the Fair Credit Reporting Act, each of
the national credit-reporting agencies 
is required to provide you with a
free copy of your credit report, upon
request, once every 12 months. Get
yours at annualcreditreport.com.

❑  Reassess portfolio: A professional 
can help you evaluate whether you’re 
on track to meet your goals, if you need 
to rebalance and more. Call 888-484-
5340 or visit schwab.com/consultant
to request an appointment with a
Schwab financial consultant near you.

The bottom line Following a checklist 
of financial milestones can help set you 
up for success.

1In 2017, an individual can gift up to $14,000 
per person without incurring gift taxes.
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THE BOT TOM LINE

Call 888-484-5340 to speak with a Schwab 
investment professional about whether gold 
might be right for your portfolio.

LET’S 
TALK

n September 2011, gold hit 
an all-time high of more than 

$1,900 an ounce amid mounting debt 
concerns in Europe and the United 
States. However, its price has since 
declined by nearly a third, bumping 
along around the $1,300 mark.

Given its lackluster performance, 
does it still make sense to invest in 
the precious metal? Tony Davidow, 
asset allocation strategist at the 
Schwab Center for Financial Research, 
thinks so. “Gold has historically 
shown low correlation to traditional 
investments, making it attractive from 
a diversification perspective,” he says 
(see “Divergent,” right).

Correlations aside, there are three 
economic environments in which 
gold tends to shine:
 
1  Geopolitical unrest

Unlike governments and public  
companies, gold cannot default 
on debt obligations or enter into 
bankruptcy, so it can serve as a useful 
hedge against losses in other areas 
of your portfolio during periods of 
economic and political unrest abroad.

I

See page 42 for important information. ◆ Past performance is no guarantee of future results 
and the opinions presented cannot be viewed as an indicator of future performance. ◆ 
Investing involves risks, including loss of principal. ◆ Commodity-related products, including 
futures, carry a high level of risk and are not suitable for all investors. Commodity-related 
products can be extremely volatile, illiquid, and significantly affected by underlying commodity 
prices, world events, import controls, worldwide competition, government regulations and 
economic conditions, regardless of the length of time shares are held. (1117-7ND7)

Is Gold Right 
for You?
Why the precious metal 
might deserve a place in 
your portfolio.

2  Rising inflation
As goods get more expensive, so do 
the materials used to produce them. 
As a result, the demand for gold and 
other commodities often increases 
during periods of steadily rising 
inflation.

3  Weak U.S. dollar
When the greenback declines, inves-
tors often look for other ways to help 
preserve value. Thus, the price of gold 
tends to rise as the dollar falls.

“Gold also serves as a defensive 
asset—buffering volatility in times of 
overall market stress,” Tony says. “As a 
result, a small allocation to gold may 
be appropriate for even the average 
investor.”

The bottom line  A little bit of gold 
goes a long way.

Divergent
During the past decade, there’s been 
little correlation between the S&P 
500® Index and gold.

Source: Federal Reserve Bank of St. Louis. Data 
from 06/20/2007 through 06/20/2017. The daily 
price of gold is taken from the London Bullion 
Market as of 10:30 a.m. local time and is not 
seasonally adjusted; the daily performance of 
the S&P 500 is not seasonally adjusted.

2,500

2,000

1,500

1,000

500

6/20/2007 6/20/2017

 S&P 500 

  Gold (U.S. dollars per troy ounce)
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Dear Reader,
At 80 million strong, millennials 
outnumber every other generation in 
America.1 As a group they tend to be 
socially responsible, committed to 
their values, and less likely than pre-
vious generations to follow traditional 
family or career paths.

But here’s the rub: According to 
Deloitte, many millennials also have 
an innate distrust of financial institu-
tions. On top of that, they tend to be 
risk averse, with less than 30% of their 
wealth invested in the stock market.2

This concerns me not only as a 
financial planner but also as a parent. 
As a proud mother of three millen-
nials, I want to do my best to help 
them—and their peers—become 
fulfilled, independent and productive 
adults. And I believe a big part of that 
is introducing them to prudent money 
management and investing.

If you have millennials in your 
life who could use some help getting 
started, consider passing along these 
three tips I always give to young  
investors—including my own.

1  Make saving a habit
Building a secure financial future starts 
with saving. That might sound simple, 
but knowing how much to set aside 
and where to put it can get confus-
ing, especially when you’re working 
toward multiple goals. That’s why the 
Schwab Center for Financial Research 
developed our Savings Fundamentals, 
listed here in order of priority:

 Capture your match: If your 
employer offers to match a percentage 
of your contribution to the company 
401(k) or other retirement plan, 

BY CARRIE SCHWAB-POMERANTZ

Financial 
Tips for 
Millennials

How young 
adults can set 
themselves up 
for success.

Dear Carrie, 
My son just graduated from 
college and soon will be 
starting his first job. I don’t 
want to overwhelm him with 
information, but I do want to 
make sure he starts off on the 
right foot with his finances. 
What would you suggest?

Q A
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ASK CARRIE

Schwab Intelligent Portfolios® is a simple way 
for the young to start investing. Learn more at 
schwab.com/intelligent.

NEXT 
STEPS

SHARE THIS ARTICLE AT  schwab.com/sharecarrie

contribute at least enough to capture 
the maximum. Otherwise, you’re 
walking away from “free money.”

 Cut back on credit card debt: Yes, 
credit cards are convenient, but they 
also can lure you into spending more 
than you can afford, leaving less for 
savings. Personally, I can think of no 
bigger waste of money than paying 
interest on credit card debt. If you’re in 
over your head, make a plan to pay off 
persistent balances as soon as possible, 
then redirect that money to savings.

 Build a rainy-day fund: Even if you’re 
young and healthy, expensive and unex-
pected events can occur. Aim to save 
enough to cover three to six months’ 
worth of necessary expenses, such as 
food, insurance, rent and utilities.

 Prioritize retirement: Finally, revisit 
your retirement savings. When you’re 
in your 20s, a good goal is to put away 
10% to 15% of your gross income. If 
you wait until your 30s or later to start, 
you’ll need to set aside a much bigger 
chunk of your paycheck.

Once you’re on board with these four 
steps, you can expand your horizons. 
This can be a good time to save toward 
the down payment on a home or 
a major vacation, or to accelerate 
payments on long-term debt such as 
student loans. Calculate how much 
you’ll need, and start socking away any 
disposable income.

2  Start investing
With your savings in place, the next 
step is to start accumulating long-term 
wealth by investing. Before you begin, 
make sure you understand the basics:

 Go slow but steady: Sometimes, 
the hardest part of investing is getting 
started, and that’s where dollar-cost 
averaging comes in. With this strategy, 
you invest a set amount of money at 

index like the S&P 500®) have grown 
in value—and quite a bit more so than 
bonds or cash investments.

I also urge young investors to take 
advantage of technology such as robo 
advisors, which use algorithms to 
construct and manage a cost-effective 
portfolio based on your goals, time 
horizon and risk tolerance.

3  Seek advice
My final suggestion for every young 
investor is to ask lots of questions 
along the way. Talk with your parents, 
take advantage of online resources 
and in-person workshops, and ask for 
help if you hit a roadblock. The world 
of investing is large and complex, but 
turning to a knowledgeable and trust-
worthy expert can help you become a 
confident and informed investor.

 

Carrie Schwab-Pomerantz  
(@carrieschwab), CFP®, is president of 
Charles Schwab Foundation and senior vice 
president of Schwab Community Services 
at Charles Schwab & Co., Inc.

1Anthony Cilluffo and D’Vera Cohn, “10 Demographic Trends Shaping the U.S. and the World 
in 2017,” Pew Research Center, 04/27/2017. | 2Daniel Kobler, Felix Hauber and Benjamin Ernst, 
“Millennials and Wealth Management: Trends and Challenges of the New Clientele,” 06/2015.

See page 42 for important information. ◆ The 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. ◆ Dollar-cost averaging does not ensure a profit and 
does not protect against loss in declining markets. It involves continuous investing regardless 
of fluctuating price levels. Investors should consider their ability to continue investing through 
periods of fluctuating market conditions. ◆ Diversification strategies do not ensure a profit 
and do not protect against losses in declining markets. ◆ Schwab Intelligent Portfolios is made 
available through Schwab Wealth Investment Advisory, Inc. (SWIA), a registered investment 
advisor. Portfolio management services are provided by Charles Schwab Investment Advisory, 
Inc. (CSIA). SWIA and CSIA are affiliates of Charles Schwab & Co., Inc., and subsidiaries of 
The Charles Schwab Corporation. ◆ Please read the Schwab Intelligent Portfolios disclosure 
brochure for important information. (1117-7PRT)

regular intervals—say, once a month. 
When the market is down, your allot-
ment buys more shares; when it’s up, 
your allotment buys fewer shares. Over 
time, this approach allows you to build 
a sizable portfolio without having to 
venture too much, too quickly.

 Put your eggs in many baskets: 
Diversification means spreading out 
your investments across and within 
asset classes—by distributing your 
money across different sectors, indus-
tries and companies, for instance.

 Take advantage of your age: 
Sustained time in the market is 
perhaps a young person’s greatest 
investing asset, thanks to the miracle 
of compounding and the cumulative 
growth potential of stocks. Dipping 
in and out of the market, on the other 
hand, is a good way to derail your plan.

 Understand your assets: Markets 
go up and down, but over the long run 
stocks (as measured by a broad market 
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Trader, Heal Thyself
How to overcome four common 

behavioral biases.
By Lou Mercer
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hen it comes to investing, everybody hates mistakes—like losing money 
on a bad investment or cashing out before the market rebounds. However, 

the stakes are even higher for traders, who buy and sell far more frequently than 
long-haul investors, and whose trading accounts may not be as diversified as, say, 
a retirement portfolio.

Here are some of the most widespread behavioral biases I’ve witnessed among 
active traders—and my advice for overcoming each.

1  Loss aversion

The average person feels the pain of 
financial loss twice as much as he or 
she does the pleasure from financial 
gain1—and traders are no different. 
The trick, then, is not to avoid loss but to 
manage it. Before you initiate any trade, 
decide how far you’re willing to let the 
stock drift before you sell. All things 
being equal, you want your winners to 
earn double to triple the amount you’re 
willing to sacrifice on your losers.

This is where so-called bracket 
orders can help. By placing limit 
orders for both profits and losses, you 
can mitigate the natural inclination to 
exit your profitable positions too soon 
and maintain your losing positions too 
long. For example, say you bought XYZ 
Corp. at $50 per share. With a bracket 
order, you can set a stop-loss order 

at $48 and an exit-limit order at $55. 
That way, the most you’re risking is $2 
per share, while maintaining a profit 
potential of $5 per share—an approach 
that, theoretically, allows you to accu-
mulate more losses than gains and still 
come out ahead. (See “Breaking down 
bracket orders,” below.)

W

LET’S
TALK

Call 888-245-6864 to enroll in Schwab 
Trading Services and access the support 
of experienced trading specialists.

2  Revenge trading

When a trade is going against you, 
you may be tempted to try countering 
those losses by doubling or tripling 
down as the stock continues to drop—
something known as revenge trading. 
But it can take months or even years for 
such a stock to recover—if it recovers at 
all—and that’s much too long for most 
traders to hold a losing position. Worse, 
you increase the odds that an already 
bad trade will turn catastrophic.

So what’s a trader to do? Make sure 
you identify in advance how much 
you’re willing to lose with each trade—
no more than 1% to 2% of your total 
trading capital, all things being equal. 
That means a trader with $50,000 on 
hand shouldn’t risk more than $1,000 
on any single transaction.

Breaking 
down 
bracket 
orders
A trader purchasing 
100 shares of XYZ 
Corp. at $50 per share 
sets an exit-limit order 
and a stop-loss order; 
this so-called bracket 
order allows for a 
potential gain that’s 
two-and-a-half times 
the potential loss. Stop-loss order:

$48

Exit-limit order:
 $55

Potential 
loss

Potential 
gain

Price per share: 
$50

$200 
(–4%)

$500 
(10%)
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See page 42 for important information. u There is no guarantee that execution of a stop order will be at or near the stop price. u Examples provided are for 
illustrative purposes only and not intended to be reflective of results you can expect to achieve. (1117-7PV9)

3  Shirking the blame
 
Although it’s natural to blame losses on outside forces 
instead of our own oversights, it sets us up for further 
failure down the road. The solution lies in an impar-
tial grading mechanism that tells you how strong your 
performance truly is. (See “Test your strength,” right.)

Comparing your trading portfolio to a benchmark 
or group of benchmarks is another way to go. The 
most widely used stock market benchmark is the 
S&P 500® Index, but it isn’t always the best gauge of  
an individual’s trading portfolio. If you consistently 
fall short, it may be time to revisit your strategy or 
seek out the help of a professional.

4  Negativity
 

The length of the current bull market has plenty of 
traders convinced of its imminent collapse, despite all 
evidence to the contrary. So do your homework, and 
if a longtime trend still appears to have legs, let your 
winners run. Even if the market turns against you, your 
stop-loss orders and other risk-management strategies 
can help protect your downside—before you pivot 
your portfolio to take advantage of the correction. n

Lou Mercer, CMT, is a trading solutions 
regional manager at Schwab Trading 
Services.

1Daniel Kahneman and Amos Tversky, 
“Prospect Theory: An Analysis of Decision 
Under Risk,” Econometrica, Vol. 47, No. 2, 
1979.

GO-TO GUARDRAILS
Five tips for trading smart.

 *After logging in, select Portfolio Performance from the Accounts page, then select Risk & 
Return under the Rate of Return tab. | †After logging in, select Trade Source under the Trade tab 
and look for Gain/Loss Analyzer in the column at right.

Limit your losses 
Identify in advance how much you’re willing to lose with each trade—no 
more than 1% to 2% of your total trading capital, all things being equal.

Overweight your winners
Generally speaking, you want your winners to earn double to triple the 
amount you’re willing to sacrifice on your losers—by setting an exit-limit 
order at two to three times your stop-loss, for example.
 

Go your own way
If, after doing your homework, a longtime trend still appears to have 
legs, let your winners run—however contrary to conventional wisdom.

Measure your progress
Schwab clients can compare their portfolios’ risk and return to a benchmark 
or group of benchmarks using Schwab’s Portfolio Risk & Return tool 
(schwab.com/riskandreturn).*

Test your strength
Schwab clients enrolled in Schwab Trading Services can use the Gain/Loss 
Analyzer (schwab.com/analyzertool), shown below, to accurately gauge 
their performance.† It reveals not only a trader’s average gain and loss but 
also the ratio of gains to losses. 



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 the Kansas State Treasurer. 
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. (Schwab). Accounts established under the Schwab 529 College Savings Plan are 
domiciled at American Century Investments and not Schwab. American Century Investment Services, Inc., Distributor.

©2017 Charles Schwab & Co., Inc. All rights reserved. Member SIPC. IAN (0617-Y091) ADP76005-02 (04/17)

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 1-888-903-3863.

 Saving for college?
Consider the 
benefi ts of a 
Schwab 529 Plan.
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ividend-paying stocks are an 
essential part of many investors’ 

portfolios—though not always for the 
same reasons.

Those with a long time horizon, 
for example, often reinvest their divi-
dends as a means of boosting returns. 
In fact, $10,000 invested in a hypo-
thetical S&P 500® Index fund in 1988 
would have swelled to more than 
$180,000 by mid-2017 had dividends 
been reinvested but only $95,000 
had dividends not been reinvested 
(see “The dividend dividend,” on the 
following page).

Sizing Up 
Dividend 
Stocks
Why and how to invest  
in equities that  
make regular payouts.
By Steven P. Greiner, Ph.D.

CONTENTS   DIVIDENDS   |   EXCHANGE-TRADED FUNDS  |  MUNICIPAL BONDS

For retirees, on the other hand, 
the regular payouts from dividend- 
producing stocks have the potential 
to provide a steady stream of income. 
And whereas dividend yields from S&P 
500 companies may have declined over 
time, it’s important to consider them in 
the context of inflation.

When inflation is high, it erodes 
your purchasing power, meaning your 
dividends must be greater to keep pace 
with rising prices. The opposite is also 
true: A low-inflation environment, like 
the current one, puts less pressure on 
income. Consequently, you want your 

D
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Log in and screen for 
dividend-paying stocks at 
schwab.com/stocks.

NEXT
STEPS

dividends to regularly exceed, or at least 
keep pace with, the rate of inflation—
something the S&P 500 has been doing 
for the better part of five years (see 
“Preserving purchasing power,” below).

Not all companies pay dividends, 
of course. Smaller and less-established 
companies, which often provide share-
holders with above-average returns, 
can justify reinvesting in themselves 
rather than paying out dividends.

Larger and more-established compa-
nies, by comparison, tend to see slower 
growth and lower stock returns, and 
so will typically pay dividends to help 
retain existing shareholders and attract 
new ones. Indeed, of the 500 large-cap 
stocks tracked by the S&P 500, more 
than four-fifths pay dividends.1

Finding dividend payers

When it comes to investing in dividend 
stocks, many investors turn to mutual 
funds or exchange-traded funds that 
offer access to dividend-paying com-
panies across industries.

Those who prefer to hold individual 
stocks might instead want to follow 
in the footsteps of famed investor 

Benjamin Graham, who favored com-
panies with three attributes:

1   A history of steady dividend 
growth: Consistently increasing 
dividends is generally an indicator of 
healthy corporate fiscal policy.

2   A low payout ratio: When compa-
nies exhibit a low ratio of dividends to 
earnings, it suggests they’re retaining 
some earnings, making it less likely 
they’ll reduce dividends in the future.

3   A respectable current dividend 
rate: According to research by Robert 
D. Arnott and Clifford S. Asness, low 
dividends beget lower stock prices, 
while high dividends beget higher 
stock prices.2 However, unusually high 
dividends can be a sign of corporate 
distress, so a good rule of thumb is to 
look for those yielding at least as much 
as the current 10-year Treasury but no 
more than twice that amount.

Not only may these key characteristics 
help you identify worthy dividend 
payers, but companies exhibiting 
such attributes also tend to be higher 
quality with lower leverage and debt—
which could help your portfolio better 
weather a downturn.

A word of caution

That said, no investment vehicle is per-
fect. Dividend stocks are subject to the 
same vicissitudes as all other equities. 
And unlike bonds—whose coupon 
payments are nearly guaranteed, 
barring default—their payouts could 
be trimmed or eliminated altogether 
without warning.

All of which is to say that dividend 
stocks should not be viewed as a 
replacement for traditional fixed 
income investments but rather as a 
complement to a diversified portfolio. n

The dividend dividend
Over 30 years, a portfolio that reinvested its dividends far outpaced one that did not.
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Source: Standard & Poor’s. Data from 01/04/1988 through 08/29/2017. Portfolio 1 assumes an 
initial investment of $10,000 and that all dividends were reinvested. Portfolio 2 assumes an initial 
investment of $10,000 and that no dividends were reinvested. Returns are represented by the 
S&P 500 Total Return Index and the S&P 500 Index, respectively. This chart shows a hypothetical 
investment and is for illustrative purposes only. It does not reflect the effects of expenses, fees or 
taxes. Past performance is no guarantee of future results.

Steven P. Greiner, Ph.D., 
is a senior vice president 
at the Schwab Center for 
Financial Research.

Preserving  
purchasing power
Dividend yields from S&P 500 
companies may have declined over 
time, but they have still surpassed 
inflation since 2012.
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Source: Robert Shiller and the U.S. Bureau  
of Labor Statistics. Data are from 01/01/1979 
through 07/31/2017. Past performance  
is no guarantee of future results.

S&P 500  
dividend yield

Consumer Price 
Index

Portfolio 1

Portfolio 2

See page 42 for important information. u Past performance is no guarantee of future results.  
u Examples provided are for illustrative purposes only and not intended to be reflective  
of results you can expect to achieve. u Indexes are unmanaged, do not incur management fees, 
costs and expenses, and cannot be invested in directly. (1117-78YD)

1Compustat®, as of 09/01/2017. | 2“Surprise! 
Higher Dividends = Higher Earnings Growth,” 
Financial Analysts Journal, 2003.
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When it comes to funding your 
retirement, you might not know  
what choices are right for you. 
Schwab can help you develop an 
income-generating portfolio that 
makes sense for your current and 
future goals.

We can offer:

• Access to a Financial Consultant who can 
partner with you to create a tailor-made 
retirement plan 

• Guidance from specialists at Schwab who have 
deep knowledge of specific investment areas

• A broad range of income products from asset 
managers across the industry

• A commitment to straightforward, low pricing 
so you can keep more of your money invested

We’re ready to answer your questions.

Visit schwab.com/income  
or call 1-800-305-1455.

Retirement 
income.
Get smart solutions 
and guidance from 
Schwab.
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PERSPECTIVES   |    EXCHANGE-TRADED FUNDS

anEck Vectors® Junior Gold 
Miners ETF (GDXJ) made head-

lines this past April when it diverged 
from its benchmark of micro- and 
small-cap firms in the gold- and 
silver-mining industries and began 
acquiring the stocks of larger miners.

During the previous 17 months, 
GDXJ had grown from $1.2 billion in 
assets to more than $5.2 billion. That 
made it difficult for authorized par-
ticipants—those entities tasked with 
obtaining an ETF’s underlying assets—
to acquire adequate stakes in the small 
mining firms the fund required to 
efficiently track its index. Rather than 
halt the creation of new shares, GDXJ 
decided to accommodate stocks with 
bigger market caps—and in June its 
benchmark followed suit in order to 
eliminate the mismatch with its ETF.

GDXJ’s situation, while notable, 
isn’t all that surprising. ETFs that offer 
exposure to niche asset classes may 
outgrow their indexes if demand for 
new ETF shares increases beyond 
what the underlying securities can 
bear. When that happens, an ETF typ-
ically takes one of two tacks: It either 
stops issuing new shares or it deviates 
from its original benchmark, as GDXJ 
did in April.

In the first instance, high demand 
for an ETF’s existing shares could drive 
up its market price, causing the fund to 
trade at a premium.

In the second instance, adding 
nonindex holdings to an ETF could  

V

The Price of 
Popularity
What happens when an 
exchange-traded fund (ETF) 
gets too big for its britches?
By Emily Doak

in turn alter the portfolios of its  
investors in ways that may no longer  
fit with their overall objectives.

So, how do you know if your ETF is 
parting ways with its benchmark?

Warning signs

Schwab’s research has found that the 
ETFs most prone to outgrowing their 
indexes are those that hold:

n International emerging-market 
and small-cap stocks, especially those 
focusing on a single sector.
n International fixed income, espe-
cially local currency–denominated 
emerging-market bonds.
n Target-maturity bonds, especially 
those with longer durations holding 
less-liquid sectors of the fixed income 
market.

If you own such an ETF and are con-
cerned about it outgrowing its index, 
start by checking its holdings. Should 
the ETF begin investing outside its 
mandate, that could indicate the 
authorized participants are having 
trouble acquiring the its target assets 
in sufficient quantities.

You might also monitor an ETF’s 
tracking difference, or the discrepancy 

between an ETF’s performance and 
that of its stated benchmark; a higher 
tracking difference could indicate the 
ETF is struggling to acquire stakes in its 
underlying securities.

Look before you leap

By and large, new shares of ETFs 
are created every day with relative 
ease. Nevertheless, as ETF providers 
continue to launch highly specialized 
products that tap into less-liquid cor-
ners of the market, index deviations 
may continue to occur.

When that happens, investors in 
an ETF that opts to diverge from its 
benchmark should reassess its place in 
their overall portfolios.

Those looking to join the stampede 
into an especially popular niche ETF, 
in particular, should examine the 
liquidity of the underlying securi-
ties—lest what you purchase today 
morph into something else entirely 
tomorrow. n

Emily Doak, CFA®, 
is a senior research 
analyst at Charles 
Schwab Investment 
Advisory, Inc.

NEXT 
STEPS

To check an ETF’s holdings, log in to 
schwab.com/ETFs, enter its ticker 
symbol and click the Holdings tab.

See page 42 for important information. u Investors should carefully consider information contained 
in the prospectus or, if available, the summary 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. u Past performance is no guarantee of future 
results. u Investment returns and principal value will fluctuate and are subject to market volatility, so 
that an investor’s shares, when redeemed or sold, may be worth more or less than their original cost. 
Unlike mutual funds, shares of ETFs are not individually redeemable directly with the ETF. Shares of 
ETFs are bought and sold at market price, which may be higher or lower than the net asset value. 
Brokerage commissions will reduce returns. All fund names and market data shown above are for 
illustrative purposes only and are not a recommendation, offer to sell or a solicitation of an offer to 
buy any security. (1117-7PPW)



New clients who are referred, open an account, and enroll in the offer can earn $100. 
See schwab.com/referred for details. Schwab may change the terms or terminate the offer at any time.
©2017 Charles Schwab & Co., Inc. All rights reserved. Member SIPC. 
CC0866078 (0317-S171) ADP95192-00 (12/16)

Friendship. 
There is 
no better 
investment.

Refer your friends and family 
to Schwab, and they can get

$100.

To learn more, invite them to:

• Visit schwab.com/referred,

• Call 1-800-398-8640, or

• Drop by any Schwab branch. 
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PERSPECTIVES   |    MUNICIPAL BONDS

f you invest in municipal bonds, 
it’s probably for their tax 

benefits. Interest payments are often 
exempt from federal income taxes, and 
munis from your home state may also 
be exempt from state and local income 
taxes. What investors in state-specific 
bond funds might not be aware of, 
however, is that fund managers can—
and often do—invest in munis from 
other states or U.S. territories (see 
“Altered states,” page 23).

Most fund managers opt for invest-
ment-grade bonds when crossing state 
lines. However, that’s not always the 
case when investing in munis from 
U.S. territories, particularly general- 
obligation bonds from Guam and 
Puerto Rico and the senior-most bonds 
issued by the U.S. Virgin Islands Public 
Finance Authority—all three of which 
have lower credit ratings than their 

I

LET’S 
TALK

Call a Schwab fixed income specialist at  
866-893-6699 for help assessing your  
muni-bond portfolio.

Crossing  
the Line
Your state-specific 
municipal-bond fund may 
be investing elsewhere. 
By Cooper Howard

lowest-rated mainland counterparts 
(see “Credit crunch,” page 23). 

Puerto Rico has had a particularly 
troubled recent history. On May 3, the 
Financial Oversight and Management 
Board for Puerto Rico filed a peti-
tion to put the central government 
into bankruptcy-like protection—a  
byzantine process further complicated 
by September’s hurricanes—which is 
why Schwab now classifies Puerto Rico’s 
bonds as speculative investments.

Fund managers 
don’t always opt for 
investment-grade 
bonds when crossing 
state lines.
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See page 42 for important information. u Investors should consider carefully information contained in the prospectus or, if available, the summary 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. u Past performance is no guarantee of future results. u Diversification strategies do not ensure a profit and do not protect against 
losses in declining markets. u This information does not constitute and 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. u Tax-exempt bonds are not necessarily suitable for all investors. Information related to a security’s tax-exempt status (federal and in-state) is 
obtained from third parties, and Schwab does not guarantee its accuracy. Tax-exempt income may be subject to the alternative minimum tax. Capital appreciation 
from bond funds and discounted bonds may be subject to state or local taxes. Capital gains are not exempt from federal income tax. (1117-77JK)

Cooper Howard, CFA®, 
is a senior research 
analyst at the Schwab 
Center for Financial 
Research.
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Source: Schwab.com and Bloomberg L.P., as of 08/03/2017. A fund’s exposure to sub-investment-grade bonds must 
be less than 10% to be eligible for the Schwab OneSource State Tax-Free Bond Fund List. Reporting dates of mutual 
funds may differ and actual current exposure to bonds may vary. All funds and market data shown are for illustrative 
purposes only and are not a recommendation, offer to sell or a solicitation of an offer to buy any security.

Allocation of portfolio

1As represented by yield to worst on the 
Bloomberg Barclays Municipal Bond Index, as 
of 06/30/2017.

So why might fund managers invest 
in bonds from sub-investment-grade 
territories?

1  Tax-free income

As with many munis, bonds from U.S. 
territories offer interest income that’s 
exempt from federal, state and local 
taxes—regardless of where you reside.

2  Potentially higher yields

Many munis from Puerto Rico and 
the U.S. Virgin Islands, for example, 
currently offer yields of 4% or more, 
compared with roughly 2.3% for a 
broad municipal bond index.1 Of 
course, higher yields generally reflect a 
greater risk of default. This may not be 
an issue if a fund has a relatively low 
exposure to such bonds, but not all 
fund managers are so restrained.

3  Diversification

Some states have so few munis out-
standing that they must cross state lines 
to maintain adequate diversification.

What to do
Don’t avoid state-specific muni-bond 
funds merely because they include 
out-of-state bonds—but do look under 
the hood. Those with relatively high 
exposures to sub-investment-grade U.S. 
territories, for example, may increase a 
fund’s risk profile beyond what you’re 
comfortable with. n

Source: Moody’s and Standard & Poor’s, as of 09/19/2017. Ratings listed are for Connecticut’s, Guam’s, Illinois’, 
New Jersey’s and Puerto Rico’s general-obligation bonds and the U.S. Virgin Islands Public Finance Authority’s 
senior-most bonds. For illustrative purposes only. Not a recommendation.

NOAZX
FLNCX
NCITX
FTNTX
FOHTX
BCITX

SWCAX
PRXCX
BCLTX
PRNYX
GTFBX

PRMDX
ALNYX
MDXBX
ETOHX

NMAAX
USVAX
FCTTX
NJTFX
PRVAX

AMAAX
CFMOX
WWTFX

C   Ca   Caa3   Caa2    Caa1   B3   B2    B1    Ba3   Ba2   Ba1 Baa3  Baa2  Baa1  A3  A2  A1  Aa3  Aa2  Aa1  Aaa

D   C   CC   CCC-  CCC   CCC+   B-   B   B+  BB-  BB   BB+ BBB-  BBB   BBB+  A-   A   A+  AA-  AA  AA+ AAA

S&P

Moody’s

No 
rating

Guam Puerto 
Rico

Puerto Rico Illinois

U.S. Virgin 
Islands

GuamU.S. Virgin Islands Connecticut
New  

Jersey

Illinois New 
Jersey

Connecticut

Sub-investment grade Investment grade

Credit crunch
Bonds from Guam, Puerto Rico and the U.S. Virgin Islands are all sub-investment grade—
unlike their lowest-rated mainland counterparts.

Altered states
Of the 23 funds on the Schwab OneSource State Tax-Free Bond Fund List, 12 have 
allocations to states other than their home state—and 16 have allocations to Guam, Puerto 
Rico and/or the U.S. Virgin Islands.

  States other than primary state        U.S. territories
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9/11 terrorist  
attacks

The 
Black 
Swan 
Effect
The long-term 
consequences 
of these one-
time market 
disruptions can 
be nearly as 
uncommon as 
their namesake.

*Date indicates the S&P 500’s close on the trading day immediately preceding the black swan event. | Source: Standard & Poor’s. 

Fukushima Daiichi 
nuclear disaster 

In an effort to mitigate panic 
selling, Nasdaq and the  
New York Stock Exchange 
halted trading in the aftermath 
of the attacks. When markets 
reopened the following Monday, 
the S&P 500 plummeted 
12.1%—before rebounding 19 
trading days later.

The S&P 500 fell 
3.6% after the 
Japanese power 
plant was hit by a 
15-meter tsunami 
that triggered a 
Chernobyl-like 
meltdown, but it 
bounced back in  
nine trading days.

Greek government  
debt crisis  

High-profile, hard-to-predict market disruptions—collectively 
known as black swans—are said to have catastrophic, long-
lasting consequences. But are all black swans created equal? 
“It really depends on how far and wide the impact is felt,” says 
Steven Greiner, a senior vice president at the Schwab Center 
for Financial Research. Steven draws a distinction between 
discrete crises and systemic events of global consequence, such 
as 2000’s dot-com crash or the collapse of Lehman Brothers 
eight years later: “Many crises have been destructive at the local 
level but have had a fairly limited impact on the broader global 
economy.” Here’s a look at how the S&P 500® Index reacted to 
five such calamities—and how long it took to recover from each.

1,500

1,250

1,000

2,250

2,000

1,750

11
Trading days 

to recover

2015

When the 
European nation 
shuttered its 
banks to stave 
off imminent 
economic 
collapse, the S&P 
500 slipped 2.6%, 
then rallied in 11 
trading days.

9
Trading days 

to recover

20113/11* 3/24

6/26* 7/14



ILLUSTRATIONS BY VESA SAMMALISTO 

9/11 terrorist  
attacks

See page 42 for important information. ◆ Past performance is no guarantee of future results. (1117-7P73)

Brexit 

NEXT 
STEPS

Stay focused 
on your plan 
and ignore 
the noise. 
Learn more at 
schwab.com/
principles.
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10
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to recover
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2016

When Brits 
unexpectedly 
voted in favor 
of a referendum 
to leave the 
European 
Union, the S&P 
500 dropped 
5.3% before 
recouping its 
losses 10 trading 
days later.

2010

2001

Flash crash 

Although extreme 
market volatility 
sent the S&P 
500 tumbling 7% 
in less than 15 
minutes—ending 
the day down 
4.7%—the 
market fully 
recuperated in 
five trading days.

5/5* 5/12

6/23*

9/10* 10/11

7/8
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What you can do today to help avoid 

paying unnecessary taxes tomorrow.

10
Tips  
for 
Taming 
Taxes
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10 TIPS FOR TAMING TAXES

LET’S 
TALK

Discuss your portfolio’s tax efficiency with a 
Certified finanCial Planner™ Professional when you 
enroll in Schwab Intelligent Advisory™. Go to 
schwab.com/intelligentadvisory to learn more.

“ Minimizing fees and taxes is one of 
Schwab’s 7 Investing Principles,” 
says Rob Williams, director of 
income planning at the Schwab 
Center for Financial Research. 
“However, taxes tend to be the 
more complex of the two.”

account holder is age 55 or older). 
Contributions are generally tax- 
deductible;3 capital gains, dividends 
and interest accumulate tax-free; and 
you pay no tax on withdrawals for 
qualified medical expenses.

Minimize RMDs: Of course, 
maxing out traditional 
IRAs or 401(k)s today 

could mean a larger portfolio—and 
tax bill—tomorrow. That’s because 
required minimum distributions 
(RMDs) kick in at age 70½. The big-
ger your portfolio, the bigger your 
RMDs—potentially pushing you into 
a higher tax bracket.

For example, if you had $3 million 
in a traditional IRA, you’d need to 
withdraw roughly $110,000.4 Add 
other sources of income—Social 
Security, say, or earnings from a rental 
property—and you could easily land in 
the 28% bracket or higher in 2017. The 

good news is there are several ways to 
try to minimize both your bracket and 
your tax bill in retirement, Rob says.

One strategy, if you have a large 
traditional IRA or 401(k) balance, is 
to withdraw money from retirement 
accounts before you reach age 70½ 
(though not so much that it would land 
you in a higher bracket).

“Once you reach age 59½, you can 
take distributions from a traditional 
IRA without penalty,” Rob says. “If you 
start taking small withdrawals at that 
age, you can reduce the size of your 
portfolio and thus the size of your 
RMDs when you reach 70½.”

Open a Roth IRA: Another 
strategy is to contribute to 
a Roth IRA, to which RMD 

rules don’t apply because it’s funded 
with after-tax dollars. What’s more, 
withdrawals of earnings made after 
age 59½ are tax-free, provided you’ve 

A Roth IRA conversion involves pulling 
money out of a traditional IRA, paying 
ordinary income tax on the distributed 
amount and then putting the money into 
a Roth IRA within 60 days. “It may sound 
counterintuitive, but paying taxes now 
can sometimes result in a lower tax bill 
later,” says Susan Bober, a Schwab wealth 
strategist in Indianapolis.

For example, workers in the 28% 
bracket might find themselves catapulted 
into the 33% bracket or higher in 
retirement once Social Security and 
RMDs are factored in. “Even if you end up 
in the same tax bracket in retirement as 
you’re in today, you might still come out 
ahead (so long as you pay the tax liability 
resulting from the Roth IRA conversion 
with non-IRA funds). That’s because 
gains on the converted amount can be 
withdrawn tax-free, subject to certain 
requirements,” Susan says. “That alone 
can make a conversion a smart strategy 
for some people.”

Consider a 
conversion
 
Why switching from 
a traditional to a 
Roth IRA sometimes 
makes sense.

Taxes can be particularly tricky for 
high-income earners, who often don’t 
qualify for certain credits, deductions 
and tax-advantaged accounts. That 
said, there are a number of steps all 
investors may be able to take now to 
help minimize their tax bills in both 
the short and long terms.

Step one is to reduce your annual 
taxable income through tax-deferred 
savings accounts. To that end:

Maximize your 401(k):  
You can shield up to $18,000 
($24,000 if you’re over age 50) 

in annual income through an employer- 
sponsored 401(k) plan.

Fund an Individual Retire- 
ment Account (IRA): You 
may also be able to deduct 

up to $5,500 ($6,500 if you’re over 
age 50) through contributions to a 
traditional IRA.1

Enroll in a Health 
Savings Account (HSA): 
Individuals who have high- 

deductible health plans2 can shield up 
to $3,400 in annual income through 
an HSA ($4,400 if you’re age 55 or 
older), and families can generally 
shield up to $6,750 ($7,750 if the 

1

4

5

2

3
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held the account at least five years.
“If you think your tax bracket might 

be the same or higher in retirement 
than it is today, or want flexibility to 
manage the size of distributions and the 
taxes paid when you reach retirement, 
a Roth is worth considering,” Rob says.

Under current law, only those indi-
viduals who earn less than $118,000 
($186,000 if you’re married) can con-
tribute the full amount to a Roth IRA 
for the 2017 tax year. However, even 
investors who exceed those limits can 
avail themselves of a Roth IRA conver-
sion. (See “Consider a conversion,” 
bottom left.)

Rather than settle for any single 
strategy, investors might consider all 
of the above. For people who have 
saved a healthy sum for retirement, 
it can be helpful to diversify retire-
ment savings—dividing their money 
among traditional IRAs, Roth IRAs and 
taxable accounts holding long-term 
investments.

Put your assets in the 
right place: You should 
also try to hold your least 

tax-efficient investments in your most 
tax-advantaged accounts.

The income thrown off by real estate 
investment trusts (REITs), for example, 
makes them well suited to an IRA, 
where any income won’t be taxed until 
retirement.

Conversely, tax-efficient mutual 
funds, exchange-traded funds and 
stocks make more sense in a taxable 
investment account—provided you 
hold on to them for a year or more. 
That’s because any realized gains are 
subject only to long-term capital gains 

1If you do participate in a 401(k) or similar workplace plan, the deduction may be limited or not allowed at 
all. | 2High-deductible health plans are defined as those with a minimum annual deductible of $1,300 for 
individuals and $2,600 for families. Enrollees can’t be claimed as a dependent on someone else’s tax return 
or covered by another health plan without a high deductible, including Medicare. | 3Contributions to HSA 
accounts are tax-deductible on a taxpayer’s federal return. You should consult with a tax professional on 
your ability to deduct HSA contributions on your state return. | 4RMD Calculator on schwab.com. Example 
assumes an account balance of $3 million at age 70½ and a primary beneficiary who is less than 10 years 
younger than the account owner.

See page 42 for important information. u This information does not constitute and 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. u Schwab Intelligent 
Advisory™ is made available through Charles Schwab & Co., Inc., a dually registered investment 
advisor and broker-dealer. (1117-72NZ)

Estate-tax tactics
 
For individuals subject to estate 
taxes, proper planning can 
cushion the blow.

Choose charity:
Our government gives us 
the opportunity to donate 

unlimited amounts to charity,” says 
Marilin Walker, a Schwab wealth 
strategist in Indianapolis. “If your 
assets exceed the federal estate-tax 
threshold, a charitable contribution 
during your lifetime or at death can 
reduce your exposure to this tax.” 

Give a gift:
Proper planning can 
increase the amount you 

can transfer before taxes hit. In 
2017, for example, you can give 
up to $14,000 a year ($28,000 for 
a married couple) to an unlimited 
number of people without paying 
taxes. How much of an impact 
might this make? Consider a couple 
with five grandchildren who gifted 
the maximum amount for 10 years. 
That’s $1.4 million not subject 
to estate taxes—or a savings of 
$560,000 in federal taxes alone.

While income taxes matter to all 
investors, estate taxes apply to 
relatively few. That’s because the tax 
applies only when passing more than 
$5.49 million (in 2017) to someone 
other than your spouse or a qualified 
charity.

Once your estate exceeds that 
threshold, the government’s take is 
substantial: Federal estate tax alone 
is 40%, and your overall tax bill 
gets even bigger if you live in one 
of the 18 states (plus the District of 
Columbia) that impose estate and/or 
inheritance taxes.

For those looking to lessen the 
bite, there are really only two places 
your wealth can go:

rates, which are generally lower than 
ordinary income taxes.

Pay attention to tax 
efficiency: Just as you 
might compare expense 

ratios of similar mutual funds, you can 
also assess the relative tax efficiency 
of mutual funds you plan to hold in 
a taxable account. You can determine 
how often fund managers trade—and 
if they produce taxable short-term 
gains—or whether the securities in 
the fund produce income in the form 
of dividends and/or interest.

The Compare Funds tool (schwab.
com/comparefunds) allows you to 
view the one-year tax-cost ratio—that 
is, the percentage-point reduction in 
returns resulting from federal income 
taxes—for up to five funds.

Don’t go it alone: Of 
course, the strategies Rob 
suggests depend in part on a 

reasonably accurate estimate of how 
much money you’re likely to have 
after you’re no longer working—
which can be difficult to calculate, 
especially if retirement is a decade or 
more away. 

Working with a financial planner is 
one way to anticipate what both your 
savings and income might look like 
in retirement. And as you layer uncer-
tainties about savings, investment 
performance and future spending 
on top of the complexities of the tax 
code, you might also want to enlist 
a certified public accountant or tax 
attorney. After all, a penny saved from 
unnecessary taxes is a penny earned 
toward your long-term savings. n
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Three active investors  
             share their resources, 
routines, tips and tools.

hile many investors prefer 
the relative ease of buying 
and holding securities for 
the long term, others have 

developed an appetite for more-active 
trading—a pursuit that can be as 
rewarding as it is risky. “The good 
news is that it’s possible to mitigate 
the downside,” says Kevin Horner, a 
senior manager with Schwab’s trading- 
education team, “but doing so consis-
tently requires discipline and a plan.”

Interviews with several Schwab 
clients who trade frequently bear that 
out. All three manage their long-term 
holdings separately from any actively 
traded positions. (Kevin recommends 
keeping at least 75% of your portfolio 
in diversified, long-term investments.) 
And all have their own resources, 
routines and tools for identifying 
opportunities and managing risk.

Even if you don’t have a passion for 
trading individual securities, you might 
be able to learn something from those 
who do. Here’s how these three active 
traders spend their days.

Traders

All

Tell
W



“Even really 
experienced traders 
don’t always have all 

the answers.” 
          —Jim Seeto

“Companies that  
are doing well tend to continue 

to do well, and companies 
that are doing poorly tend to 

continue to do poorly.”
                       —Carson Levit

“You don’t have  
to limit yourself to 

online tools.”
      —Tribune Marcus
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TRADERS TELL ALL

Routine: Jim works a full-time job in 
San Francisco but rises early to look at 
sites like Seeking Alpha; its “Wall Street 
Breakfast” daily briefing, in particular. 
He’ll check on his various positions 
during his lunch hour and often does 
more research in the evening, includ-
ing watching CNBC’s “Nightly Business 
Report” on YouTube.

Tools: Keeping a detailed record of 
one’s own trading experiences can be 
instructive. Jim maintains a spread-
sheet that tracks the performance of 
his various trades. Reviewing it at the 
end of each year helps him improve his 
overall approach, he says.

Schwab’s Kevin Horner agrees 
that keeping even simple notes on 
open positions can be helpful. While 
StreetSmart Edge allows you to pin 
notes to stock charts and keep compre-
hensive records on why some trades 

Tools: Tribune starts by looking at 
global macroeconomic trends. “I then 
use Schwab’s fundamental-analysis 
tools within StreetSmart Edge to 
search for best-in-class companies 
within particulary promising coun-
tries and sectors, and then technical 
trading tools to determine buy and sell 
targets,” he says.

Once, when a retail stock caught his 
eye, he even made a point of stopping 
by one of the company’s stores during 
his frequent travels, identifying him-
self as a potential shareholder and 
asking to speak with the manager. 
“That’s the kind of work you can do in 
areas you’re not so familiar with,” he 
says. “You don’t have to limit yourself 
to online tools.”

Inspiration: Tribune regularly attends 
biotech and technology conferences in 
search of ideas and to commune with 
like-minded investors. He also checks 
in with the online Schwab Trading 
Community, “which I often use either 
to challenge existing assumptions or 
gain new insights,” he says.

Routine: Having spent decades as a 
fund manager closely monitoring the 
markets, Carson now spends most 
mornings with The Wall Street Journal 
and Barron’s to keep abreast of finan-
cial news and for insights that might 
lead to trading opportunities.

Tools: Carson uses technical analysis 
to determine the right entry price for 
a given stock. He says the advance- 
decline line, or the number of advanc-
ing stocks minus the number of 
declining stocks, can signal trends in 
the broader market.

He’s also been teaching his son about 
investing—and learning something 
along the way himself—by attending 
seminars at his local Schwab branch.

Routine: This former tech CEO goes 
by the name Tribune Marcus among 
the Schwab Trading Community, 
an online group of more than 
10,000 Schwab traders who discuss 
strategies and tactics. Tribune rises 
early and sits down before a mix of 
monitors—one showing Bloomberg 
Television or CNBC, another with 
Schwab StreetSmart Edge® (see “The 
right stuff,” far right), and a third with 
a trading screen at the ready.

Tribune estimates he manages from 
three dozen to six dozen holdings on 
any given day. He jokes that he works 
longer hours now than he did as a 
CEO, arriving at his desk before mar-
kets open and staying put until they 
close—after which he often reads up 
on long-term trends for a more-macro 
perspective on his portfolio.

When he does step away from his 
desk, he keeps up with the market 
using the Schwab Mobile app, along 
with CNBC, Yahoo Finance and Twitter 
(where a “$” preceding any stock 
symbol indicates real-time news and 
commentary).

 Tribune Marcus

Jim Seeto

Carson Levit



W I N T E R  2 0 1 7    |    O N  I N V E S T I N G    |    3 3

Ready to start trading 
at Schwab? Call  
888-245-6864  
to enroll in Schwab 
Trading Services.

NEXT 
STEPS

See page 42 for important information. u The testimonials may not be 
representative of the experience of other clients and are not a guarantee of 
future performance or success. (1117-7EV7)

The  
right stuff
Designed as a 
sophisticated 
trading tool that is 
nevertheless simple 
and intuitive to use, 
StreetSmart Edge 
displays streaming 
market data and news, 
enables fundamental 
and technical analysis, 
and facilitates 
complex actions like 
entering conditional 
trade orders for 
multiple security 
types. “StreetSmart 
Edge and most other 
trading platforms 
allow you to automate 
exit strategies,” says 
Schwab’s Kevin Horner. 
“That not only gives 
you the freedom to 
step away, but it also 
helps remove emotion 
from the process.”

worked out and others didn’t, “you 
can also use something as low-tech as a 
sticky note on a monitor to remind you 
of the exit price you established when 
opening the trade,” he says. “Believe 
it or not, documenting your strategy 
can be one of the greatest tools. It 
forces you to recognize when you’re 
departing from that approach—and 
ask yourself why.”

Inspiration: Jim follows earnings 
releases and other events that can 
move a stock. He’ll set up calendar 
alerts in advance of company reporting 
dates, aiming to buy a week or so ahead 
of the announcement if he’s expecting 
results to exceed consensus estimates.

Jim also keeps in touch with a 
handful of friends through a group 
chat on WhatsApp. “Our experience 
ranges from the novice to the really 
experienced—and the latter don’t 
always have all the answers,” he says.

Inspiration: Despite his years of 
professional experience, Carson still 
relies on wisdom from a book that 
influenced him early on: Peter Lynch’s 
One Up on Wall Street, which advises 
investors to pay particular attention to 
the products and services they rely on 
day to day.

“Another thing I try to take advan-
tage of—which may be obvious but is 
nevertheless often underestimated—is 
that companies that are doing well 
tend to continue to do well, and com-
panies that are doing poorly tend to 
continue to do poorly,” Carson says. He 
points to the Schwab Equity Ratings® 
assigned to approximately 3,000 of 
the largest U.S. stocks, using a scale of 
A through F. “There is quite a bit of his-
tory that shows that the higher-ranked 
stocks do better over time,” he says.
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Develop a plan for managing risk when  
you enroll in Schwab Intelligent Advisory™  
at schwab.com/intelligentadvisory.

NEXT 
STEPS

5 RISKS WORTH WORRYING ABOUT

you’ve ever lost sleep worrying 
that a dramatic event might 
derail your finances—your 
brokerage failing à la Lehman 
Brothers, for example, or the 
stock market tumbling as a 
result of a technical glitch—
you may be focused on the 
wrong things.

For one, there are robust protections 
for individual investors in the unlikely 
event a bank or brokerage goes under, 
and many so-called black swan events 
caused only limited market disruptions 
(see “The Black Swan Effect,” page 24).

More important, it’s the subtler 
pitfalls—the ones that can creep up on 
you over time—that are really worth 
guarding against, says Mark Riepe, 
senior vice president at the Schwab 
Center for Financial Research. “It’s one 
thing to take a calculated risk,” he says. 
“It’s another to get blindsided by the 
sorts of day-to-day risks to which we’re 
all susceptible.”

With that in mind, here are five 
hazards investors too often neglect.

1.
Procrastination

 
When it comes to retirement, doing 
nothing may be the biggest risk of all. 
The longer you delay establishing goals 
and putting a savings plan in motion, 
the less time you have to benefit from 
compounding, or earning returns 
on your returns. “And if you wait too 
long,” Mark says, “it can become almost 
impossible to catch up.”

Suppose a hypothetical 25-year-old 
invested just $250 a month until retiring 
at age 65. At the end of four decades, 
assuming an annualized return of 6%, 
this early and consistent saver would 
have accumulated nearly half a million 
dollars—more than three-quarters of it 
attributable to compounding (see “The 
snowball effect,” right).

If that person had delayed saving 
until age 35, by comparison, he or she 
would have had to save nearly twice 
as much a month to achieve the same 
net savings.

2.  
Unrealistic 
expectations
 
Even after you’ve set goals and estab-
lished healthy savings habits, you still 
risk coming up short in retirement 
if your expectations for returns are 
unreasonably high. Although it’s 
impossible to say for certain how your 
investments will fare over time, there’s 
broad consensus about what to expect 
in the coming decade.

Charles Schwab Investment 
Advisory, for example, expects U.S. 
large-cap stocks to return an average of 
6.7% annually from 2017 through 2026, 
counting dividends and share-price 
appreciation, and investment-grade 
bonds to return just 3.1%. That’s one-
third and one-half lower, respectively, 
than the averages experienced during 
the past half century.

 For proof of why this matters, look 
no further than the headlines about 

states facing funding shortfalls in their 
public-employee pensions. In almost 
every instance, politicians were overly 
optimistic about the returns their fund 
managers could achieve.

“With almost all of these under-
funded pension plans, we see a 
dramatic example of what happens 
when you don’t save enough—and fool 
yourself into thinking that the market 
will bail you out with an unrealistic 
rate of return,” Mark says.

3.
Neglected portfolio

 
A lot of risks needlessly pile up if you 
don’t update your plan and portfolio 
from time to time. An approach that 
made sense for a married couple with 
no kids may be all wrong once the 
family expands, for example, and an 
aggressive investment strategy when 
you’re 50 might be downright detri-
mental a decade later. Even the most 
forward-looking portfolio can drift 
from its goals as some asset classes 
stagnate while others surge.

“There’s no such thing as one and 
done,” Mark says. “Your situation 
changes, the world changes—and 

Source: Schwab Center for Financial Research. This hypothetical example is for illustrative purposes 
only and is not intended to represent a specific investment product. It assumes an annualized return 
of 6% and that dividends and interest were reinvested, and does not reflect the effects of fees or taxes.

T H E  S N OW BA L L E F F E CT
Investing just $250 a month for 40 years would earn  
you nearly $375,000 in compound returns—or more than  
three times your principal investment.
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your portfolio may need to change 
with it. You should review absolutely 
everything at least once a year.”

4.  
Inflation

 
Inflation in the United States has been 
at historically low levels for the better 
part of a decade. Indeed, “there’s now 
an entire generation that has little or 
no experience dealing with the risks 
associated with inflation,” Mark says. 
That said, you shouldn’t ignore the pos-
sibility that the purchasing power of 
your long-term investments might be 
badly eroded by a rising cost of living, 
particularly as it compounds over time.

Inflation is a risk for retirees, in 
particular, because an outsize percent-
age of their spending goes to health 
care, which has seen much steeper 
price increases relative to the other 
goods and services that make up the 
Consumer Price Index (CPI).

One way to combat this risk is 
to set a higher retirement-savings 
goal to prepare for this eventuality. 
Another is to recalibrate your invest-
ing approach—by shortening the 
duration of your bonds so their prices 

1Annamaria Lusardi and Olivia S. Mitchell, Financial Literacy and 
Planning: Implications for Retirement Wellbeing, National Bureau 
of Economic Research, 05/2011.

See page 42 for important information. u Schwab Intelligent 
Advisory is made available through Charles Schwab & Co., Inc., 
a dually registered investment advisor and broker-dealer. u 
Investing involves risk, including loss of principal.  
(1117-7G67)

↣ In-person workshops: Visit 
schwab.com/workshops to find 
a seminar in your area. Topics 
include estate planning, investing 
fundamentals, retirement planning 
and more.
↣ Online insights: Find a wealth of 
financial guidance at schwab.com/ 
insights, along with invaluable 
trading commentary at  
schwab.com/tradinginsights.
↣ Professional support:  
Call your Schwab financial 
consultant—or find one near you at  
schwab.com/consultant.

BAC K TO  SC H O O L
Take charge of your finances with  
these robust resources.

aren’t as vulnerable to the rising 
interest rates that often accompany 
inflation, for example.
 5.  
Lack of learning

 
Research has shown that those with 
even a basic level of financial liter-
acy—including an understanding of 
compounding, diversification and infla-
tion—are more likely to achieve their 
retirement goals than those without.1 
“There’s a risk in not taking the time 
to understand key financial concepts,” 
Mark says. “Conversely, there’s an 
opportunity for those who do make 
the effort.” (See “Back to school,” right.)

The risk is especially acute for young 
adults, who often enter the workforce 
with a limited understanding of finan-
cial fundamentals. “Time is a young 
person’s greatest advantage,” Mark 
says, “but they need to know why and 
how to leverage it.”

Mark suggests we all take the time to 
educate those just starting out. “Teach 
them the basics and introduce them to 
your go-to resources,” he says. “Often, 
it’s just a matter of pointing them in 
the right direction.”
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Brokerage Products: Not FDIC-Insured • No Bank Guarantee • May Lose Value

SPOTLIGHT 
PRODUCTS A Safer Way to Pay

Protect your financial 
data by adding your 
Schwab Bank Visa debit 
card to your digital wallet.

Digital wallet apps, such as those from Android, Apple, Microsoft and Samsung (see 
below), help protect your information using a unique code for each purchase—
meaning merchants never see your debit card number or store your payment 
details. And if your phone is ever lost or stolen, you can secure your wallet through 
your bank or another digital device.

NEXT STEPS
Add your Schwab Bank Visa debit card  
to your digital wallet today or visit  
schwab.com/digitalwallets to learn more.

See page 42 for important information. u Use of your debit card through a digital wallet 
is subject to the terms and conditions of your Schwab Bank Deposit Account Agreement 
(which contains information on any potential liability for unauthorized transactions); your 
Visa Debit Card Agreement; the terms, conditions and privacy policy of the digital wallet 
you use; and the privacy policy set forth at schwab.com. (1117-7KZH)

Paying in person 
1  At the point of purchase, look for the icon 
for your digital wallet app (above) or 
contactless payment (right).

2  Place your phone near the payment terminal.

3  If required, use your fingerprint or mobile device PIN 
to complete the purchase.

Paying online 
1  Look for the icon for 
your digital wallet app 
(above).

2  Select the “buy” button.

3  Complete the checkout.

Android Pay: Find it 
pre-installed on your  
device or download it from 
Google Play.

Apple Pay: Find it 
pre-installed on your device 
or download it from Apple’s 
App Store.

Microsoft Wallet: Find it 
pre-installed on the Lumia 
950 and 950XL or download 
it from the Microsoft Store.

Samsung Pay: Find it 
pre-installed on your  
device or download it from 
Google Play.

Once you’ve 
downloaded and 
opened the digital 
wallet app, follow 
the prompts to enroll 
your Schwab Bank 
Visa debit card.
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SPOTLIGHT 
SERVICES

See page 46 for important 
information. (1117-7DNC)

Your Enhanced  
schwab.com Summary

The new 
Summary page 
on schwab.com  
gives you 
a powerful 
view into your 
finances.

Understanding how 
your goals, 
investments and 
time horizons work 
together is essential 
to measuring your 
progress. That’s why 
we’ve redesigned the 
Summary page on 
schwab.com to bring 
you more information 
in a single view. The 
customizable page 
allows you to:

Track your portfolio 
With the Personal 
Value chart, you can 
monitor your overall 
progress or drill 
down on specific 
accounts and/or 
time frames.

 

Customize your 
experience 
You can nickname 
accounts, adjust the 
order in which 
they’re displayed, 
and collapse or 
expand certain 
information—and 
your preferences will 
be saved for the next 
time you log in.

Monitor your 
positions
We’ve made it easy 
to review your 
holdings across all 
your accounts, keep 
track of market 
activity, and conduct 
research and place 
trades with just a 
few clicks.

Stay informed 
Remain up-to-date 
on the markets, 
check the status of 
your orders, and get 
the latest financial 
news and other 
information relevant 
to your portfolio.

All corporate names 
and market data shown 
above are for illustrative 
purposes only and are not 
a recommendation, offer to 
sell or a solicitation of an 
offer to buy any security. 
Securities were selected 
randomly and prices are 
dated.

NEXT STEPS
To try the new Summary, log in 
to schwab.com today.
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SPOTLIGHT 
TOOLS

New Personalized Portfolio 
Builder on schwab.com

With thousands of fund 
choices available, building 
a diversified portfolio can 
be challenging. Schwab’s 
new Personalized 
Portfolio Builder 
simplifies the selection 
process by helping you 
find the mutual funds or 
ETFs that meet your 
needs.

How does it work?

The tool helps you create a 
portfolio of funds using 
Schwab’s asset-allocation 
models. These models help 
you determine an appropriate 
allocation across various 
asset classes, based on your 
financial goals, risk tolerance 
and time horizon.

How do I get started?
Log in to schwab.com/ 
portfoliobuilder to build a  
portfolio in five easy steps:

Select your fund preference. 
You can build an all-mutual- 
fund portfolio—and choose 
taxable-bond funds or 
municipal-bond funds—or 
an all-ETF portfolio.

Choose from a selection of 
funds within each asset 
class and click “Trade” to 
complete your portfolio.

Choose the account in 
which you want to build 
your portfolio.

Specify your initial 
investment. There is no 
minimum, but we suggest 
at least $5,000 to ensure 
proper diversification.

Select your risk tolerance, 
ranging from conservative 
to aggressive.

1
Step

2
Step

3
Step

4
Step

5
Step
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Create a customized portfolio of mutual funds or exchange-traded funds (ETFs) 

in just a few clicks.

See page 42 for 
important information. 
u Investors should 
consider carefully 
information contained 
in the prospectus or, if 
available, the summary 
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. u When 
using the Personalized 
Portfolio Builder, be 
aware that Schwab 
is not analyzing your 
investment portfolio; 
your individual 
circumstances;
or considering or 
recommending what 
you should buy, hold 
or sell in your account. 
u This is an example 
of a screen you might 
see when using the 
Personalized Portfolio 
Builder tool. This is for 
illustrative purposes 
only and does not 
depict actual funds or 
results. (1117-761M)

How do I get started?
Log in to schwab.com/ 
portfoliobuilder to build a  
portfolio in five easy steps:

GET STARTED NOW
at schwab.com/portfoliobuilder.

QUESTIONS?
Call us at 888-484-5340.
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IMPORTANT DISCLOSURES

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. 

All opinions are subject to change without notice in reaction to shifting 
market conditions. Data contained herein from third-party providers are 
obtained from what are considered reliable sources. However, their accuracy, 
completeness and reliability cannot be guaranteed.

Pg. 5: Confidence level is defined as the number of times a simulated 
portfolio ended up with a balance greater than zero, using forward-looking 
portfolio return projections and the spending rate.

Pg. 5, 6, 7, 10, 17–18, 22–23, 24–25, 26–29, 34–37: The Schwab Center for 
Financial Research is a division of Charles Schwab & Co., Inc.

Pg. 5, 26–29, 30–33, 34–37: Examples provided are for illustrative purposes 
only and not intended to be reflective of results you can expect to achieve. 

Pg. 6: Investing involves risk, including loss of principal.

Pg. 6, 10, 17–18, 20: Diversification strategies do not ensure a profit and do 
not protect against losses in declining markets.

Pg. 7, 26–29: Schwab wealth strategists and financial 
planners are employees of Schwab Private Client 
Investment Advisory, Inc., a registered investment advisor 
and an affiliate of Charles Schwab & Co., Inc.

Pg. 17–18, 22–23: 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.

Pg. 20, 34–37: Charles Schwab Investment Advisory, Inc.,  
is an affiliate of Charles Schwab & Co., Inc.

Pg. 22–23: Please note that this content was created as 
of the specific date indicated and reflects the author’s 
views as of that date. It will be kept solely for historical 
purposes, and the author’s opinions may change, without 
notice, in reaction to shifting economic, business and 
other conditions. ◆ All fund names and market data are for 
illustrative purposes only and are not a recommendation, 
offer to sell or a solicitation of an offer to buy any security. 
Supporting documentation for any claims or statistical 
information is available upon request.

Pg. 38: Charles Schwab & Co., Inc., and Charles Schwab 
Bank are separate but affiliated companies and subsidiaries 
of The Charles Schwab Corporation. Brokerage products 
are offered by Charles Schwab & Co., Inc., Member SIPC. 
Deposit and lending products and services are offered by 
Charles Schwab Bank, Member FDIC and an Equal Housing 
Lender. Android, Android Pay and the Android Logo are 
trademarks of Google Inc. ◆ Apple, the Apple logo, iPhone 
and iPad are trademarks of Apple Inc., registered in the 
U.S. and other countries. Apple Pay, Touch ID and Apple 
Watch are trademarks of Apple Inc. ◆ ©2017 Samsung 
Electronics America, Inc. Samsung, Samsung Pay, Samsung 
Gear, Galaxy S and Gear S (and other device names) 
are trademarks or registered trademarks of Samsung 
Electronics Co., Ltd. Use only in accordance with law. 
Other company and product names mentioned may be 
trademarks of their respective owners. Samsung Pay is 
available on select Samsung devices. ◆ Microsoft and 
Microsoft Wallet are trademarks of Microsoft Corporation.

Pg. 44: Charles Schwab Investment Management, Inc. 
(CSIM) is the investment advisor for Schwab Funds and 
Schwab ETFs. Schwab Funds are distributed by  
Charles Schwab & Co., Inc. (Schwab), Member SIPC. 
Schwab ETFs are distributed by SEI Investments 
Distribution Co. (SIDCO). CSIM and Schwab are separate 
but affiliated companies and subsidiaries of The Charles 
Schwab Corporation, and are not affiliated with SIDCO.

Index definitions
The Bloomberg Barclays Municipal Bond Index is a broad-
based benchmark that measures the investment-grade,  
U.S.-dollar-denominated, fixed-rate tax-exempt bond 
market. The index includes state and local general-obligation, 
revenue, insured and pre-refunded bonds. ◆ The Chicago 
Board Options Exchange Volatility Index (CBOE VIX) is an 
index that provides a general indication on the expected level 
of implied volatility in the U.S. market over the next 30 days. 
◆ 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.

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

©2017 Charles Schwab & Co., Inc., All rights reserved. 
Member SIPC. (1117-7RHF)

ONLINE

Find this issue and archives  
of On Investing at  
schwab.com/oninvesting.



*157 of our 332 mutual funds had a 10-year track record as of 6/30/17. (Includes all share classes and excludes funds used in insurance products.) 134 
of these 157 funds (85%) beat their Lipper averages for the 10-year period. 215 of 317 (68%), 183 of 225 (81%), 149 of 180 (83%), of T. Rowe Price funds 
outperformed their Lipper average for the 1-, 3-, 5-year periods ended 6/30/17, respectively. Calculations are based on cumulative total return. Not all 
funds outperformed for all periods. (Source for data: Lipper Inc.). Schwab and Mutual Fund OneSource are trademarks of Charles Schwab & Co., Inc. 
Used with permission. T. Rowe Price Investment Services, Inc., Distributor.

Request a prospectus or summary prospectus at Schwab.com/OneSource; each includes investment objectives, risks, fees, expenses, 
and other information that you should read and consider carefully before investing.
Past performance cannot guarantee future results. All funds are subject to market risk, including possible loss of principal, and are 
subject to management fees and expenses. Charles Schwab & Co., Inc., Member SIPC, receives remuneration from fund companies 
and/or their affi  liates in the Mutual Fund OneSource® service for recordkeeping, shareholder services and other administrative services. 
The amount of fees Schwab or its affi  liates 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.

Whether it’s navigating your career, raising kids, or planning 
for retirement, being actively involved matters in achieving 
better results.

When it comes to managing our funds, we share the same 
active philosophy. Our investment teams navigate down 
markets and help manage risk so you can stay on track in 
reaching your goals.

85% of T. Rowe Price mutual funds beat their 10-year 
Lipper average as of 6/30/17.*

Put our active investment approach to work for you today.

Life isn’t a passive activity. Investing shouldn’t be either.

Over 100 funds now available with 
no transaction fee, including 25 
funds on the Q3 2017 Mutual Fund 
OneSource Select List®.

Visit Schwab.com/troweprice

Active Matters in 
taking care of the 
ones who matter most.
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started Schwab because I saw an opportunity to 
change the status quo for investors. In the 1970s, 

long before the internet gave rise to online trading, 
individual investors faced complex pricing schemes 
that ended up costing a pretty penny. The deregulation 
of brokerage commissions in 1975 changed all that: 
While some firms raised the fees they charged individ-
ual investors, we took the opportunity to lower ours.

I’ve always believed in the value of simple, low 
pricing—a conviction that continues to underpin 
all Schwab does as a firm. We offer standard online 

I

ON YOUR SIDE

Why Pay More?
 

Keeping fees low can help propel your portfolio.

low-cost equity trades at just $4.951—regardless of 
the size of your account. We also offer the lowest-cost 
market-cap index mutual funds and exchange-traded 
funds (ETFs) with no minimums2—whether you’re 
investing one dollar or a million. 

If you have questions about our pricing or would 
like to compare our fees with those of other firms, give 
us a call or visit schwab.com/indexfunds. We pride 
ourselves on our competitive pricing, and we’d be 
happy to discuss how even minor differences in fees 
can significantly impact your returns over time.

Charles R. Schwab
Founder & Chairman

See page 42 for important information. ◆ Investors should consider carefully information contained in the prospectus or, if available, the summary prospectus, 
including investment objectives, risks, charges and expenses. You can request a prospectus by visiting schwabfunds.com/prospectus. Please read the 
prospectuses carefully before investing. (1117-7BVD)

1Restrictions apply: The $4.95 standard online equity commission does not apply to certain transactions.  See  schwab.com/pricing for details. | 2This claim is based on prospectus net ex-
pense ratio data comparisons between Schwab market-cap index mutual funds and ETFs and non-Schwab market-cap index mutual funds and ETFs in their respective Lipper categories. 
Schwab operating expense ratios (OERs) and competitor net OERs represent the lowest OERs reported from prospectuses and Strategic Insight Simfund, as reflected on 07/31/2017. 
Funds in the same Lipper category may track different indexes, have different holdings and perform differently. Competitors may offer more than one index mutual fund or ETF in a 
Lipper category, including funds that are not market-cap index funds. Expense ratios and minimums are subject to change, and ETFs require an investment of at least one share.
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In order to participate, the borrower must agree that the lender, Quicken Loans, may share their information with Charles Schwab Bank.
This offer is subject to change or withdrawal at any time and without notice. Nothing herein is or should be interpreted as an obligation to lend. Loans are subject to credit and property approval. 
Other conditions and restrictions may apply. Hazard insurance may be required. Program terms and conditions are subject to change.
IRA account balance eligibility and the IRA benefi t package is not available for clients of independent investment advisors. Details for the discount program available for these clients can be found 
by visiting www.schwab.com/advisors.
Only one discount eligible per loan. Discounts available for all Adjustable-Rate Mortgage (ARM) loan sizes, and the 15-Year Fixed-Rate Jumbo loan. Discount for ARMs applies to initial fi xed-rate 
period only or to the margin depending upon the eligible loan. Qualifying balance based on Schwab brokerage (including Schwab IRAs) and Schwab Bank combined account balances, including 
the following retirement account types: Traditional, Roth, Rollover, and Inherited IRAs. Clients that utilize an eligible IRA account balance to qualify for certain discounts may qualify for one special 
IRA benefi ts package per loan. This includes: a $200 bonus award into your Schwab IRA account with the largest balance, and an in-depth personal fi nancial plan analysis to include a detailed 
review of your IRA(s) by a Certifi ed Financial Planner. This information does not constitute and is not intended to be a substitute for specifi c individualized tax, legal, or investment planning advice. 
Where specifi c advice is necessary or appropriate, Schwab recommends consultation with a qualifi ed tax advisor, CPA, fi nancial planner, or investment manager.
Eligible balance must be verifi ed 15 days prior to your anticipated closing for an on-time close. If you deposit your eligible assets with less than 15 days remaining before closing, your closing date 
may be delayed and your eligibility to receive the promotional rate may be affected. 
Loan application documentation is valid for 90 days from the date of receipt. Preapproval may be voided if there are changes. Contact Quicken Loans, Inc. regarding any conditions and restrictions 
that may apply.
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.
Quicken Loans is licensed in all 50 states Quicken Loans Nationwide Mortgage Licensing System #3030. Restrictions may apply. Equal Housing Lender. Lending services provided by Quicken Loans 
Inc., a subsidiary of Rock Holdings Inc.

Save with a
0.250% interest
rate discount on
eligible home
purchase loans.

©2017 Charles Schwab Bank. All rights reserved. Member FDIC. Equal Housing Lender.
Third Rail Creative (1117-7L0L) ADP92439-05 (07/17)
00195181

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

Charles Schwab Bank, 211 Main Street, San Francisco, CA 94105

Investor Advantage Pricing, exclusively for Schwab clients.
When you need a home loan, look to Schwab Bank and mortgage lender Quicken Loans® for value and award-winning 
service. You’ll lower your interest rate and quickly go from preapproval to close. It’s an opportunity to help you save on 
your monthly home purchase loan payments so you can invest more in your portfolio.

Call 1-877-490-6837 or visit schwab.com/mortgagerates to get started.
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A new way 
to plan and 
invest for your 
fi nancial goals.

Start with our planning tool.
Use our interactive tool to identify your 
goals and organize your fi nancial information, 
including Schwab accounts and other 
outside accounts.

Meet with a Planning Consultant.
Schedule a virtual appointment with a 
Planning Consultant, who is a CERTIFIED

FINANCIAL PLANNER™ professional, to 
create a personalized Action Plan that 
offers investment advice and portfolio 
recommendations.

Get a portfolio managed by intelligent 
technology.
After you’ve funded your account, our 
sophisticated algorithm can monitor your 
portfolio daily and automatically rebalance it 
when needed.

All for one of the lowest advisory fees around. And pay no 
commissions.1 You’ll pay just a 0.28% annual advisory fee on 
the assets in your account, excluding cash.

Get started today.
Visit schwab.com/intelligentadvisory. 
Call 1-800-548-5574.

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

1 Schwab Intelligent Advisory charges no commissions or account service fees. Schwab affi liates do earn revenue from the underlying assets in Schwab Intelligent Portfolios®

accounts. This revenue comes from managing Schwab ETFs™ and providing services relating to certain third-party ETFs that can be selected for the portfolio, and from 
the cash feature on the accounts. Revenue may also be received from the market centers where ETF trade orders are routed for execution.

Please read the Schwab Intelligent Advisory disclosure brochures for important information about this program at schwab.com/secure/fi le/SIA-disclosure-brochure.

Schwab Intelligent Advisory is made available through Charles Schwab & Co., Inc. (“Schwab”), a dually registered investment advisor and broker-dealer. Portfolio management 
services for Schwab Intelligent Portfolios are provided by Charles Schwab Investment Advisory, Inc. (CSIA), a registered investment advisor. Please refer to the disclosure 
brochures for details about Schwab Intelligent Advisory. Free credit balances are swept into deposit accounts at Charles Schwab 
Bank (“Schwab Bank”). Brokerage products and accounts are offered by Schwab, Member SIPC. Deposit and lending products 
are offered by Schwab Bank, Member FDIC and an Equal Housing Lender. Schwab, CSIA, and Schwab Bank are affi liates and 
subsidiaries of The Charles Schwab Corporation.

Schwab Intelligent Portfolios program monitoring and trading are subject to systems as well as technology constraints and 
availability, and therefore may not take place daily.

©2017 Charles Schwab & Co., Inc. All rights reserved.
CC1372373 (0517-VEUE) ADP98722OI (08/17) 00198941

For illustrative purposes only.

Say hello to Schwab Intelligent Advisory .™
It’s our unique approach to investing 
that combines professional advice with 
intelligent technology.

A new way 
to plan and 
invest for your 
fi nancial goals.

Start with our planning tool.
Use our interactive tool to identify your 
goals and organize your fi nancial information, 
including Schwab accounts and other 
outside accounts.

Meet with a Planning Consultant.
Schedule a virtual appointment with a 
Planning Consultant, who is a CERTIFIED

FINANCIAL PLANNER™ professional, to 
create a personalized Action Plan that 
offers investment advice and portfolio 
recommendations.

Get a portfolio managed by intelligent 
technology.
After you’ve funded your account, our 
sophisticated algorithm can monitor your 
portfolio daily and automatically rebalance it 
when needed.

All for one of the lowest advisory fees around. And pay no 
commissions.1 You’ll pay just a 0.28% annual advisory fee on 
the assets in your account, excluding cash.

Get started today.
Visit schwab.com/intelligentadvisory. 
Call 1-800-548-5574.

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

1 Schwab Intelligent Advisory charges no commissions or account service fees. Schwab affi liates do earn revenue from the underlying assets in Schwab Intelligent Portfolios®

accounts. This revenue comes from managing Schwab ETFs™ and providing services relating to certain third-party ETFs that can be selected for the portfolio, and from 
the cash feature on the accounts. Revenue may also be received from the market centers where ETF trade orders are routed for execution.

Please read the Schwab Intelligent Advisory disclosure brochures for important information about this program at schwab.com/secure/fi le/SIA-disclosure-brochure.

Schwab Intelligent Advisory is made available through Charles Schwab & Co., Inc. (“Schwab”), a dually registered investment advisor and broker-dealer. Portfolio management 
services for Schwab Intelligent Portfolios are provided by Charles Schwab Investment Advisory, Inc. (CSIA), a registered investment advisor. Please refer to the disclosure 
brochures for details about Schwab Intelligent Advisory. Free credit balances are swept into deposit accounts at Charles Schwab 
Bank (“Schwab Bank”). Brokerage products and accounts are offered by Schwab, Member SIPC. Deposit and lending products 
are offered by Schwab Bank, Member FDIC and an Equal Housing Lender. Schwab, CSIA, and Schwab Bank are affi liates and 
subsidiaries of The Charles Schwab Corporation.

Schwab Intelligent Portfolios program monitoring and trading are subject to systems as well as technology constraints and 
availability, and therefore may not take place daily.

©2017 Charles Schwab & Co., Inc. All rights reserved.
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For illustrative purposes only.

Say hello to Schwab Intelligent Advisory .™
It’s our unique approach to investing 
that combines professional advice with 
intelligent technology.
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