
CHARLES SCHWAB & CO., INC. 

NOTES TO CONSOLIDATED STATEMENT OF FINANCJAL CONDITION 
AS OF DECEMBER 3 1, 2015 
(Tabular amounts in millions, except option price amounts) 

l. Organization and Nature of Business 

Organization - Charles. Schwab & Co., Inc. (Schwab) is a wholly-owned subsidiary of Schwab Holdings, Inc., a 
wholly-owned subsidiary of The Charles Schwab Corporation (CSC). The accompanying consolidated statement of 
financial condition includes Schwab and its wholly-owned subsidiaries (collectively referred to as the Company). 
Schwab is a securities broker-dealer with over 325 domestic branch offices in 45 states, as well as a branch in each of 
the Commonwealth of Puerto Rico and London, England. In addition, Schwab serves clients in Hong Kong through 
one of CSC's subsidiaries. 

The Company is registered as a broker-dealer with the United States Securities and Exchange Commission (SEC), the 
fifty states, and the District of Columbia and Puerto Rico. Schwab is registered as an investment advisor with the 
SEC. Additionally, Schwab is regulated by the Commodities Futures Trading Commission (CFTC) with respect to the 
commodity futures and commodity trading activities it conducts as an introducing broker. Much of the regulation of 
broker-dealers has been delegated to self-regulatory organizations. Schwab is a member of the Financial Industry 
Regulatory Authority, Inc. (FINRA), the Municipal Securities Rulemaking Board (MSRB), NYSE Arca, and the 
Chicago Board Options Exchange. The primary regulators of Schwab are FINRA and, for municipal securities, the 
MSRB. The National Futures Association is Schwab' s primary regulator for futures and commodities trading 
activities. 

2. Summary of Significant Accounting Policies 

Basis of (lresentation 

The accompanying consolidated statement of financia l condition has been prepared in conformity with accounting 
principles generally accepted in the U.S., which require management to make certain estimates and assumptions that 
affect tlhe reported amounts in the accompanying consolidated statement of financial condition. Certain estimates 
relate to valuation of goodwill, allowance for doubtful accounts, and legal and regulatory reserves. Actual results may 
differ from those estimates. lntercompany balances and transactions have been eliminated. 

Cash and cash equivalents 

The Company considers all highly liquid investments with original maturities of tllree montl1s or less that are not 
segregated and on depos it for regulatory purposes to be cash equivalents. Cash and cash equivalents include money 
market funds and deposits with banks. 

Cash and investments segregated and on deposit for regulatory (lurposes 

Cash and investments segregated and on deposit for regulatory purposes include securities purchased under 
agreements to resell (resale agreements), which are collateralized by U.S. Government and agency securities. Resale 
agreements are accounted for as collateralized financing transactions that are recorded at their contractual amounts 
plus accmed interest. Schwab obtains control of collateral with a market value equal to or in excess of the principal 
amount loaned and accrued interest under resale agreements. Collateral is valued daily by the Company, with 
additional collateral obtained to ensure full collateralization. Cash and investments segregated also include certificates 
of deposit and U.S. Government securities. Certificates of deposit and U.S. Government securities are recorded at fair 
value. Pursuant to applicable regulations, client cash balances not used for margin lending are segregated into 
investment accounts maintained for the exclusive benefit of clients. 
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Receivables from brokerage clients 

Receivables from brokerage clients include margin loans to clients and are recorded net of an allowance for doubtful 
accounts. Receivables from brokerage clients that remain unsecured or partially secured for more than 30 days are 
fully reserved. 

Securities owned 

Securities owned are recorded at fair value based on quoted market prices or other observable market data. 

Securities bor rowed and securities loaned 

Securities borrowed require the Company to deliver cash to the lender in exchange for securities and are included in 
receivables from brokers, dealers, and clearing organizations. For securities loaned, the Company receives collateral 
in the form of cash in an amount equal to or greater than the market value of securities loaned. Securities loaned are 
included in payables to brokers, dealers, and clearing organizations. The Company monitors the market value of 
securities borrowed and loaned, with additional collateral obtained or refunded to ensure full collateralization. 

Equipment, offi ce facilities, and p roperty 

Equipment, office facilities, and property are recorded at cost, net of accumulated depreciation and amortization of 
$1.7 billion, at December 31, 2015, except for land, which is recorded at cost. Equipment and office facilities are 
depreciated on a straight-line basis over an estimated useful life of five to seven years. Buildings are depreciated on a 
straight-line basis over 20 to 40 years. Leasehold improvements are amortized on a straight-line basis over the shorter 
of the estimated useful life of the asset or the term of the lease. Software and certain costs incurred for purchasing or 
developing software for internal use are amortized on a straight-line basis over an estimated useful life of three or five 
years. Equipment, office facilities, and property are reviewed for impainnent whenever events or changes in 
circumstances indicate tlhat the carrying amount of such assets may not be recoverable. 

Goodwill 

Goodwill represents the fair value of acquired businesses in excess of the fair value of the individually identified net 
assets acquired. Goodwill is not amortized but is tested for impairment annually or whenever indications of 
impairment exist. The Company's annual impairment testing date is April 1st. The Company can elect to qualitatively 
assess goodwill for impairment if it is more likely than not that the fair value of a reporting unit exceeds its carrying 
value. A qualitative assessment considers macroeconomic and other industry-specific factors, such as trends in short
term and long-tenn interest rates and the ability to access capital, and Company specific factors such as market 
capitalization in excess of net assets, trends in revenue generating activities, and merger or acquisition activity. 

If the Company elects to bypass qualitatively assessing goodwill, or it is not more likely than not that the fair value of 
a reporting unit exceeds its carrying value, management estimates the fair values of each of the Company's reporting 
units (dlefined as the Company' s businesses for which financial information is available and reviewed regularly by 
management) and compares it to their carrying values. The estimated fair values of the reporting units are established 
using an income approach based on a discounted cash flow model 1hat includes significant asswnptions about the 
future operating results and cash flows of each reporting unit, a market approach which compares each reporting unit 
to comparable companies in their respective industries, as well as a market capitalization analysis. Based on the 
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Company's analysis, fair value significantly exceeded the carrying value for all reponing units as of its annual testing 
date. 

In testing for potential impairment of goodwill on Aprill , 2015, management performed an assessment and concluded 
that goodwill was not impaired. 

Guarantees 

The Company recognizes, at the inception of a guarantee, a liability equal to the estimated fair value of the obligation 
undertaken in issuing the guarantee. The fair values of obligations relating to guarantees are estimated based on 
transactions for similar guarantees or expected present value measures. 

Income taxes 

The Company is included in the consolidated federa l income tax return of CSC. It provides for income taxes on all 
transactions that have been recognized in the consolidated financial statement on a pro rata basis with CSC's other 
subsidiaries in the consolidated income tax rehrrn. Accordingly, deferred tax assets are adjusted to reflect the tax rates 
at which future taxable amounts will likely be settled or realized. The effects of tax rate changes on fuhrre deferred tax 
assets and deferred tax liabilities, as well as other changes in income tax laws, are recorded in earnings in the period 
during which such changes are enacted. The Company's unrecognized tax benefits, which are included in accrued 
expenses and other liabilities, represent the difference between positions taken on tax reh1rn filings and estimated 
potential tax settlement outcomes. 

Fair values of assets and liabilities 

Fair value is defined as the price that would be received to sell an asset or the price paid to transfer a liability in an 
orderly transaction between market participants at the measurement date. Fair value measurement accounting 
guidance describes the fair value hierarchy for disclosing assets and liabilities measured at fair value based on the 
inputs used to value them. The fair value hierarchy maximizes the use of observable inputs and minimizes the use of 
unobservable inputs. Observable inputs are based on market pricing data obtained from sources independent of the 
Compa11y. A quoted price in an active market provides the most reliable evidence of fair value and is generally used to 
measure fair value whenever available. 

Unobservable inputs reflect management's judgment about the assumptions market participants would use in pricing 
the asset or liability. Where inputs used to measme fair value of an asset or liability are from different levels of the 
hierarchy, the asset or liability is categorized based on the lowest level input that is significant to the fair value 
measurement in its entirety. Assessing the significance of a particu Jar input requires judgment. The fair value 
hierarchy includes three levels based on the objectivity of the inputs as follows: 

• Level linputs are quoted prices in active markets as of the measurement date for identical assets or liabilities that 
Schwab has the ability to access. 

• Level 2 inputs are inputs other than quoted prices included in Level I that are observable for the asset or liability, 
either directly or indirectly. Level 2 inputs include quoted prices for similar assets and liabilities in active 
markets, and inputs other than quoted prices that are observable for the asset or liability, such as interest rates, 
benchmark yields, issuer spreads, new issue data, and collateral performance. 
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• Level 3 inputs are unobservable inputs for the asset or liability, and include situations where there is little, if any, 
maiket activity for the asset or liability. 

The Company's policy is to recognize transfers of financial instruments between levels as of the beginning of the 
reporting period in which a transfer occurs. 

Assets and liabilities measured at fair value on a recurring basis 

The Company's assets and liabilities measured at fair value on a recurring basis include certain cash equivalents, 
certain investments segregated and on deposit for regulatory purposes, other securities owned, and securities available 
for sale. The Company uses the market and income approaches to determine the fair value of assets and liabilities. 
When available, the Company uses quoted prices in active markets to measure the fair value of assets and liabilities. 
When utilizing market data and bid-ask spread, the Company uses the price within the bid-ask spread that best 
represents fair value. When quoted prices do not exist, the Company uses prices obtained from independent third
party pricing services to measure the fair value of investment assets. The Company generally obtains prices from at 
least three independent pricing sources for assets recorded at fair value. 

The Company's primary independent pricing service provides prices based on observable trades and discounted cash 
flows that incorporate observable information such as yields for similar types of securities (a benchmark interest rate 
plus observable spreads) and weighted-average maturity for the same or similar "to-be-issued" securities. The 
Company compares the prices obtained from its primary independent pricing service to the prices obtained from the 
additional independent pricing services to determine if the price obtained from the primary independent pricing 
service is reasonable. The Company does. not adjust the prices received from independent third-party pricing services 
unless such prices are inconsistent with the definition of fair value and result in a material difference in the recorded 
amowlts. 

Fair value of other financial instruments 

Descriptions of the valuation methodologies and assumptions used to estimate the fair value of other financial 
instruments are described below. The Company's financial instniments not recorded at fair value but for which fair 
value can be approximated and disclosed include: 

• Cash and cash equivalents are short-term in nature and accordingly are recorded at amounts that approximate 
fair value. 

• Cash and inveslments segregated and on deposit for regulatory purposes include cash and securities 
purchased under resale agreements. Securities purchased under resale agreements are short-term in nature 
and are backed by collateral that both exceeds the carrying value of the resale agreement and is highly liquid 
in nature. Accordingly, the carrying values of these financial instruments approximate their fair values. 

• Receivables from/payables to brokers, dealers, and clearing organizations are short-term in nature, recorded 
at contractual amounts and historically have been settled at those values. Accordingly, the carrying values of 
these financial instruments approximate fair values. 

• Receivables from/payables to brokerage clients - net are recorded at contractual amounts and historically 
have been settled at those values and are short-term in nature, and therefore the carrying values of these 
financial instruments approximate their fair values. 
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• Financial instruments included in accrued expenses and other liabilities consist of drafts payable and certain 
amounts due under contractual obligations, which are short-tenn in nature and accordingly are recorded at 
amounts that approximate fair value. 

• Finance lease obligation is recorded at carrying value, wbich approximates fair value. 

• Subordinated borrowings due to The Charles Schwab Corporation include subordinated notes payable to 
CSC. The interest rate on Schwab's subordinated notes is an observable, floating market rate. Accordingly, 
the carrying value of the subordinated borrowings approximates fair value. 

New Accounting Standards Not Yet Adopted 

ln February 2015, the F ASB issued ASU 2015-02, "Consolidation (Topic 810)," which amends the analysis a 
reporting entity must perform to determine whether it should consolidate certain types of legal entities. The new 
guidance became effective January 1, 2016, and is applicable to all entities but provides an exception for reporting 
entities with interests in legal entities that are required to comply with or operate in accordance with requirements that 
are similar to those in Rule 2a-7 of the investment Company Act of 1940 for registered money market funds. The 
adoption of ASU 2015-02 will not have an impact on the Company's consolidated statement of financial condition as 
ofDecember 31 , 2015. 

In April 2015, the FASB issued ASU 2015-05, "Intangibles - Goodwill and Other- Internal-Use Software (Subtopic 
350-40)," which provides new guidance that clarifies customer's accounting for fees paid in a cloud computing 
arrangement. Under the new guidance, if a cloud computing arrangement includes a software license, the customer 
shall account for the software license element of the arrangement consistent with the acquisition of other software 
licenses. If the cloud computing arrangement does not include a software license, the customer shall account for the 
arrangement as a service contract. The guidance became effective January 1, 2016, and applies to any new 
arrangements entered into after that date. The Company does not expect the new guidance will have a significant 
impact on its consolidated statement of financial condition .. 

In January 2016, the FASB issued ASU 2016-01 , "Financial Instnunents- Overall (Subtopic 825-10)," which will 
become effective January 1, 2018. This new guidance addresses certain aspects of recognition, measurement, 
presentation, and disclosure of financial instruments. The Company is currently evaluating the impact of this new 
guidance on its consolidated statement of financial condition .. 

3. Receivables from Brokerage Clients 

Receivables from brokerage clients consist primarily of margin loans to brokemge clients of$15.6 billion at 
December 31, 2015. Securities owned by brokerage clients are held as collateral for margin loans. Such collateral is 
not reflected in the consolidated statement of financial condition. 

8 



CHARLES SCHWAB & CO., INC. 

NOTES TO CONSOLIDATED STATEMENT OF FINANCJAL CONDITION 
AS OF DECEMBER 31, 2015 
(Tabular amounts in millions, except option pr ice amounts) 

4. Securities Owned 

A summary of securities owned at December 31, 2015 is as follows: 

Schwab Funds® money market funds 
Equity and bond mutual funds 
State and municipal debt obligations 
Equity, U.S. Government and corporate debt, and other securities 
Total securities owned 

$ 261 
140 
50 
17 

$ 468 

The Company's positions in Schwab Funds® money market funds arise from certain overnight funding of clients' 
redemption, check-writing, and debit card activities. Equity and bond mutual funds include inventory maintained to 
facilitate certain Schwab Funds and third-party mutual fund clients' transactions. State and municipal debt obligations, 
equity, U.S. Government and corporate debt, and other securities include securities held to meet cliemts' trading 
activities. 

5. Other Assets 

The components of other assets at December 31, 2015 are as follows: 

Accounts receivable 0 > 
Prepaid expenses 
Deferred tax asset - net 
Income taxes receivable 
Receivables from affiliates 
Interest and dividends receivable 
Other 
Total other assets 

(I) Accounts receivable includes accrued service fee income. 

6. Payables to Brokers, Dealers, and Clearing Organizations 

$ 237 
89 
84 
79 
72 
19 
20 

$ 600 

Payables to brokers, dealers, and clearing organizations include securities loaned of $2.2 billion at December 31, 
2015. The cash collatera 1 received from counterparties under securities lending transactions was equal to or greater 
than the market value of the securities loaned. 

7. Payables to Brokerage Clients 

The principal source of funding for Schwab's margin lending is cash balances in brokerage client accounts, which are 
included in payables to brokerage clients. Cash balances in interest-bearing brokerage client accounts were 
$25.7 billion at December 31 , 20I5. 

9 



CHARLES SCHWAB & CO., INC. 

NOTES TO CONSOLIDATED STATEMENT OF FINANCJAL CONDITION 
AS OF DECEMBER 3 1, 2015 
(Tabular amounts in millions, except option price amounts) 

8. Borrowings 

Schwab maintains a $2.5 billion credit facility with CSC. In December 2014, CSC and Schwab agreed to extend the 
expiration date of this facility to December 2017. Borrowings under this facility do not qualify as regulatory capital 
for Schwab. There were no funds drawn under this facility at December 3 1, 2015. 

To manage its regulatory capital requirement, Schwab maintains a $ 1.4 billion subordinated revolving credit facility 
with CSC. The facility is available for general corporate purposes and is scheduled to expire in March 2016. Schwab 
expects to renew the facility at or before the renewal date. The amount outstanding under this facility at December 31 , 
2015, was $465 million. 

Subordinated borrowings are included in Schwab's net capital pursuant to SEC Rule l 5c3-l under the Securities 
Exchange Act of 1934. Such borrowings are subordinated to the claims of general creditors and to thte extent that 
these borrowings are required for Schwab's continued compliance with minimum net capital requirements, they may 
not be repaid (see note" I 6 - Regulatory Requirements"). 

A Schwab subsidiary has a finance lease obligation related to an office building and land under a 20-year lease. At 
December 31, 2015, the carrying value of the office building and land was $90 million. The remaining finance lease 
obligation of $75 million at December 31 , 2015, is being reduced by a portion of the lease payments over the 
remaining lease term of nine years. Schwab has not directly or indirectly guaranteed, endorsed or assumed the 
obligations or Liabilities of the above mentioned Schwab subsidiary. Accordingly, Schwab does not consolidate the 
assets and liabilities of the subsidiary for purposes of its net capital computation. 

To manage short-term liquidity, Schwab maintains unco1mnitted, unsecured bank credit lines with several banks. CSC 
has direct access to certain of these credit lines, which if borrowed, would reduce the amount available to Schwab. 
There were no borrowings outstanding tmder these Lines at December 31 , 2015. 

To partially satisfy the margin requirement of client option transactions with the Options Clearing Corporation (OCC), 
Schwab has unsecured standby letter of credit agreements (LOCs) with several banks in favor of the OCC aggregating 
$225 million at December 3 1, 2015. There were no funds drawn under any of these LOCs at December 31 , 2015. In 
connection with its secur ities lending actnvities, Schwab is required to provide collateral to certa in brokerage clients. 
Schwab satisfies the collateral requirements by providing cash as collateral. 

9. Commitments and Contingencies 

Operating leases and other commitments - Schwab has non-cancelable operating leases for office space and 
equipment. Jn addition, Schwab leases a data center facility from an affiliate under a five-year lease agreement. The 
aggregate future minimum rental commitment under the lease is $13 million at December 31, 2015. The agreement 
includes two additional four-year extension options, which may be exercised at prevailing market rates. 
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Future annual minimum rental co1mnitments under these leases, including the coimuitment on the lease agreement 
with an affiliate, net of contractual subleases, at December 31, 2015, are as follows: 

Operating 
Leases Subleases Net 

2016 $ 105 $ $ 105 
2017 98 98 
2018 78 78 
2019 51 51 
2020 41 41 
Thereafter 137 136 
TQtal $ 510 $ $ 509 

Certain leases contain provisions for renewal options, purchase options, and rent escalations based on increases in 
certain costs incurred by the lessor. 

Purchase obligations - The Company has purchase obligations for services such as advertising and marketing, 
telecommunications, professional services, and hardware- and software-related agreements. At December 31 , 2015, 
the Company has purchase obligations as follows: 

2016 $ 230 
2017 114 
2018 38 
2019 19 
2020 17 
Thereafter 213 
T l 631 

Guarantees- Schwab has clients that sell (i.e., write) listed option contracts that are cleared by the OCC - a clearing 
house that establishes margin requirements on these transactions. Schwab partially satisfies the margin requirements 
by arranging unsecured standby LOCs, in favor of the OCC, which are issued by multiple banks. At December 31, 
2015, the aggregate face amount of these LOCs totaled $225 million. There were no funds drawn under any of these 
LOCs at December 31 , 2015. In connection with its securities lending activities, Scfuwab is required to provide 
collateral to certain brokerage clients. Schwab satisfies the collateral requirements by providing cash as collateral. 

Schwab also provides guarantees to securities clearing houses and exchanges under standard membership agreements, 
which require members to guarantee the performance of other members. Under the agreements, if another member 
becomes unable to satisfy its obligations to the clearing houses and exchanges, other members would be required to 
meet shortfalls. Schwab's liability under these arrangements is not quantifiable and may exceed the cash and securities 
it has posted as collateral. However, the potential requirement for Schwab to make payments under these 
arrangements is remote. Accordingly, no Liability has been recognized for these guarantees. 

Legal contingencies - The Company is subject to claims and lawsuits in the ordinary course of business, including 
arbitrations, class actions and other litigation, some of which include claims for substantial or unspecified damages. 
The Company is also the subject of inquir ies, investigations, and proceedings by regulatory and other governmental 
agencies. 
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The Company believes il has strong defenses in all significant matters currently pending and is contesting liability and 
any darnages claimed. Nevertheless, some of these matters may result in adverse judgments or awards, including 
penalties, injunctions or other relief, and the Company may also determine to settle a matter because of the uncertainty 
and risks of Litigation. 

Based on current infonnation and consultation witl1 counsel, it does not appear reasonably possible that the outcome 
of any pending matter would be material to the financial condition of the Company. However, predicting the outcome 
ofa litigation or regulatory matter is inherent ly difficult, requiring significant judgment and evaluation of various 
factors, including the procedural status of the matter and any recent developments; prior experience and the 
experience of others in similar cases; available defenses, including potential opportunities to dispose of a case on the 
merits or procedural grounds before trial (e.g., motions to dismiss or for summary judgment); the progress of fact 
discovery; the opinions of counsel and experts regarding potential damages; potential opportunities for settlement and 
the status of any settlement discussions; and potential insurance coverage and indemnification. It may not be possible 
to reasonably estimate potential liability, if any, or a range of potential liability until the matter is closer to resolution -
pending, for example, further proceedings, the outcome of key motions or appeals, or discussions among the parties. 
Numerous issues may have to be developed, such as discovery of important factual matters and detennination of 
threshold legal issues, which may include novel or unsettled questions of law. Reserves are established or adjusted or 
further disclosure and estimates of potential loss are provided as the matter progresses and more information becomes 
available. 

10. Financial Instruments Subject to Off-Balance Sheet Credit Risk or Concentration Risk 

Off-Balance Sheet Credit Risk 

Resale and repurchase agreements - Schwab enters into collateralized resale agreements principally with other 
broker-dealers, which could result in losses in the event the counterparty fails to purchase the securities held as 
collateral for the cash adlvanced and the fair value of the securities declines. To mitigate this risk, Schwab requires that 
the counterparty deliver securities to a custodian, to be held as collateral, with a fair value in excess of the resale price. 
Schwab also sets standards for the credit quality of the counterparty, monitors the fair value of the underlying 
securities as compared to the related receivable, including accrued interest, and requires additional collateral where 
deemed appropriate. At December 3 1, 2015, the fair value of collateral received in connection with resale agreements 
that are available to be repledged or sold was $8.2 billion. Schwab utilizes the collateral provided under these resale 
agreements to meet obligations under broker-dealer client protection rules, which place limitations on its ability to 
access such segregated securities. For Schwab to repledge or sell this collateral, it would be required to deposit cash 
and/or securities of an equal amount into its segregated reserve bank accounts in order to meet its segregated cash and 
investment requirement. Schwab' s resale agreements are not subject to master netting arrangements. 

Securities lending- Schwab loans client securities temporarily lo otl1er brokers in connection with its securities 
lending activities and receives cash as collateral for the securities loaned. Increases in security prices may cause the 
fair value of the securities loaned to exceed the amount of cash received as collateral. In the event the counterparty to 
these transactions does not return the loaned securities or provide additional cash collateral, Schwab may be exposed 
to the risk of acquiring the securities at prevailing market prices in order to satisfy its client obligations. Schwab 
mitigates this risk by requiring credit approvals for counterparties, monitoring the fair value of securities loaned, and 
requiring additional cash as collateral when necessary. The fair value of client securities pledged in securities lending 
transactions to other broker-dealers was $1.9 billion at December 31 , 2015. Schwab has also pledged a portion of its 
securities owned in connection with securities lending transactions to other broker-dealers. Additionally, Schwab 
borrows securities from other broker-dealers to fulfiU short sales by clients and delivers cash to the lender in exchange 
for the securities. The fair value of these borrowed securities was $69 million at December 31 , 2015. All of the 
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Company' s securities lending transactions are subject to enforceable master netting arrangements with other broker
dealers. However, the Company does not net securities lending transactions and therefore, the Company' s securities 
loaned and securities borrowed are presented gross in the consolidated statement of financial condition. 

The following table presents information about Schwab's resale agreements and securities lending activity to enable 
the users of Schwab' s statement of financial condition to evaluate the potential effect of rights of setoff between these 
recognized assets and recognized liabilities at December 31 , 2015. 

Gross Amounts Not Offset in the 
Gross Amounts Net Amounts Consolidated Statement of 

OITset in the Presented in the Financial Condition 
Gross Consolidated Consolidated 

Assets I Statement of Statement of Counterparty Net 
Liabilities Financial Condition Financial Condition Offsetting Collateral Amount 

Assets: 
Resale agreements CL 2> $ 8,088 $ $ 8,088 $ $ (8,088) $ 

Securities borrowed <3l 195 195 (69} (l 25} 

Total $ 8,283 $ $ 8,283 $ (69) $ (8,213) $ 
Liabilities: 
Securities loaned <4.5l $ 2,223 $ $ 2,223 $ (69} $ (1,983} $ 171 

Total $ 2 223 $ $ 2 223 $ (69) $ (1 983) $ 171 

(I) Included in cash and investments segregated and on deposit for regulatory purposes in the consolidated statement 
of financial condition. 

C
2> Actual collateral received was greater than or equal to I 02% oftbe related assets. 

C
3
> Included in receivables from brokers, dealers, and clearing organizations in tl1e consolidated statement of 

financial condition. 

C
4
> Included in payables to brokers, dealers, and clearing organizations in the consolidated statement of fmancial 

condition. 
(5) Securities loaned are predominantly comprised of equity securities witll overnight and continuous remaining 

contractual maturities. 

Client trade settlement- Schwab is obligated to settle transactions with brokers and other financial institutions even 
if its clients fail to meet their obligations to Schwab. Clients are required to complete tl1eir transactions on settlement 
date, generally three business days after the trade date. If clients do not fulfill their contractual obligations, Schwab 
may incur losses. Schwab has established procedures to reduce this risk by requiring deposits from clients in excess of 
amounts prescribed by regulatory requirements for certain types of trades, and tllerefore the potential to make 
payments under these client transactions is remote. Accordingly, no liability has been recognized for these 
transactions. 

Margin lending-Schwab provides margin loans to its clients which are collateralized by securities in their brokerage 
accollllts and may be Liable for the margin requirement of its client margin securities transactions. As clients write 
options or sell securities short, Schwab may incur losses if the clients do not fulfill their obligations and the collateral 
in client accounts is insUJfficient to fully cover losses which clients may incur from these strategies. To mitigate this 
risk, Schwab monitors required margin levels and requires clients to deposit additional collateral, or reduce positions 
to meet minimum collateral requirements. The contractual value of margin loans to clients was $15.6 billion at 
December 31, 2015. 
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Clients with margin loans have agreed to allow Schwab to pledge collateralized securities in their brokerage accounts 
in accordance with federal regulations. Under such regulations, Schwab was allowed to pledge securities with a fair 
value of $22.1 billion at December 31 , 2015. The fair value of client securities pledged to fulfill the short sales of its 
clients was $1.3 billion at December 31, 2015. The fair value of client securities pledged to fulfill Schwab's 
proprietary short sales, which resulted from facilitating clients' dividend reinvestment elections, was $303 million at 
December 31 , 2015. Schwab may also pledge client securities to fulfill client margin requirements for open option 
contracts established with the OCC. The fair value of these pledged securities to the OCC was $1.3 billion at 
December 31, 2015. 

Concentration Risk 

Schwab has exposure to concentration risk when holding large positions of financial instruments collateralized by 
assets with similar economic characteristics or in securities of a single issuer or industry. 

The Company also has exposure to concentration risk from its margin and securities lending activities collateralized 
by securities of a single issuer or industry. This concentration risk is mitigated by collateral arrangements that require 
the fair value of such collateral exceeds the amounts loaned, as described above. 

11. Fair Value of Assets and Liabilities 

For a description of the fair value hierarchy and the Company's fair value methodologies, including the use of 
independent third-party pricing services, see note "2 - Sununary of Significant Accounting Policies" . The Company 
did not transfer any assets or liabilities between Level l , Level 2, or Level 3 during 2015. In addition, the Company 
did not adjust prices received from the primary independent third-party pricing service at December 31 , 2015. 
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(Tabular amounts in millions, except option price amounts) 

Assets and Liabilities Measured at Fair Value on a Recurring Basis 

The following table presents the fair value hierarchy for assets measured at fair value on a recurring basis as of 
December 31, 2015. Liabilities recorded at fair value were not material, and therefore are not included in the 
following table. 

Quoted Prices 
in Active Markets Significant Significant 

for Identical Other Observable Unobservable 
Assets Inputs Inputs Balance at 

(Level I) (Level 2) (Level 3) Fair Value 

Assets 

Cash equivalents: 

Money market funds $ 1,00 1 $ $ $ 1,001 

Investments segregated and on deposit for regulatory purposes: 

Certificates of deposit 3,430 3,430 

U.S. Government securities 4 517 4 517 

Total investments segregated and on deposit for regulatory purposes 7,947 7,947 

Securities owned: 

Schwab Funds® money market funds 261 261 

Equity and bond munial funds 140 140 

State and mtmicipal debt obligations 50 50 

Equity. U.S. Government and corporate debt. and other securities 16 17 

Total securities owned 402 66 468 

Total $ I 403 $ 8 013 $ $ 9 4 16 
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CHARLES SCHWAB & CO., INC. 

NOTES TO CONSOLIDATED STATEMENT OF FINANCJAL CONDITION 
AS OF DECEMBER 31, 2015 
(Tabular amounts in millions, except option price amounts) 

12. 

Fair Value of Other Fin ancial Instruments 

Descriptions of the valuation methodologies and assumptions used to estimate the fair value of other financial 
instruments are also described in "Notes - 2. Summary of Significant Accounting Policies." There were no signiftcall't 
changes in these methodologies or assumptions during 2015. The following tables present the fair value hierarchy for 
other financial instruments at December 31 , 2015: 

Quoted Prices 
in Active Markets Significant Significant 

for ld'entical Other Observable Unobservable 
Carrying Assets Inputs Inputs Balance at 
Amount (!&vel I) (Level 2) (Level 3) Fair Value 

Assets: 
Cash and cash equivalents $ 659 $ $ 659 $ $ 659 
Cash and investments segregated and 

on deposit for regulatory purposes 10,723 10,723 10,723 
Receivables from brokers, dealers, and clearing 
organizations 516 516 516 

Receivables from brokerage clients - net 17,175 17,175 17,175 
Other assets 16 16 16 

Total $ 29 089 $ $ 29 089 $ $ 29 089 
Liabilities: 
Payables to brokers, dealers , and clearing 
organizations $ 2,577 $ $ 2,577 $ $ 2,577 

Payables to brokerage clients 32,260 32,260 32,260 
Accrnedl expenses and other liabilities 1,023 1,023 1,023 

finance lease obligation 75 75 75 
Subordinated borrowings due to The Charles 

Schwab Comoration 465 465 465 
Total $ 36400 $ $ 36 400 $ $ 36400 

Related-Party Transactions 

Certain related-party transactions between Schwab, CSC and its affiliates are described below. 

Schwab provides administrative services for Charles Schwab Investment Management, Inc. and Schwab Retirement 
Plan Services, Inc., both subsidiaries of CSC, and other affiliates. 

Schwab enables clients to sweep excess cash held in brokerage accounts into deposit accounts at Charles Schwab 
Bank (Schwab Bank). At December 31 , 2015, these sweep deposit balances totaled $I 06.i billion. Additionally, 
Schwab provides technology, support, and other services to Schwab Bank, a subsidiary of CSC, and other affiliates. 

Schwab pays management fees to affiliates for recordkeeping and administrative services. Clients of other affiliates 
transact certain brokerage business with Schwab, for which Schwab pays these affiliates a percentage of the 
commission and fee revenues generated. 
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CHARLES SCHWAB & CO., INC. 

NOTES TO CONSOLIDATED STATEMENT OF FINANCJAL CONDITION 
AS OF DECEMBER 31, 2015 
(Tabular amounts in millions, except option price amounts) 

Receivables from affiliates were $72 million at December 3 I, 20 15 and are included in other assets. Payables to 
affiliates including the effects of the transactions listed above were $115 million at December 31 , 2015 and are 
included in accrued expenses and other liabilities. 

CSC provides Schwab with a $2.5 billion credit faci lity, which is scheduled to expire in December 2017. There were 
no funds drawn under this facility at December 31 , 2015. 

To manage its regulatory capital requirement, Schwab maintains a $1.4 billion subordinated revolving credit facility 
with CSC. The facility is available for general corporate purposes and is scheduled to expire in March 2016. Schwab 
expects to renew the facility at or before the renewal date. The amount outstanding under this facility at December 31 , 
2015, was $465 million. 

13. Retirement Plan 

Employees of Schwab can participate in CSC's qualified retirement plan, the Schwab Plan® Retirement Savings and 
Investment Plan. CSC may match certain employee contributions or make additional contributions to this plan at its 
discretion. 

14. Stock Incentive Plans - Consolidated CSC Information 

Employees, officers, and directors of Schwab participate in stock incentive plans sponsored by CSC. The following 
summarizes these plans: 

CSC issues shares for stock options and restricted stock awards from treasury stock. At December 31, 2015, CSC was 
authorized to grant up to 57 million common shares under its existing stock incentive plans. Additionally, at 
December 31 , 2015, CSC had 40 million shares reserved for future issuance under its employee stock purchase plan. 

As of December 31 , 2015, there was $201 million of total unrecognized compensation cost, net of forfeitures, related 
to outstanding stock options, restricted stock awards, and restricted stock units, which is expected to be recognized 
through 2019 with a remaining weighted-average service period of2.8 years. 

Stock Option Plan 

Options are granted for the purchase of shares of common stock at an exercise price not less than market value on the 
date of grant, and expire within seven or ten years from the date of grant. Options generally vest annually over a three
to five-year period from the date of grant. Certain options were granted at an exercise price above the market value of 
common stock on the date of grant (i.e., premium-priced options). 
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CHARLES SCHWAB & CO., INC. 

NOTES TO CONSOLIDATED STATEMENT OF FINANCJAL CONDITION 
AS OF DECEMBER 3 1, 2015 
(Tabular amounts in millions, except option price amounts) 

CSC' s stock option activity is su.tmnarized below: 

Outstanding at December 3 l, 2015 
Vested and expected to vest at December 31. 2015 
Vested and exercisable at December 31 2015 

Nwnber 
of Options 

40 
39 
26 

Weighted
Average 

Exercise Price 
per Share 

$ 19.82 
$ 19.6 1 
$ 16.46 

Weighted
Average 

Remaining 
Contractual 

Life (in years) 
6.62 
6.55 
5.51 

Aggregate 
Intrinsic 
Value 

$ 528 
$ 519 
$ 425 

The aggregate intrinsic value in the table above represents the difference between CSC's closing stock price and the 
exercise price of each in-the-money option on the last trading day of the period presented. 

Information on stock options granted and exercised during 2015 is presented below: 

Weighted-average fair value of options granted per share 
Cash received from options exercised 
Tax benefit realized on options exercised 
Aggregate intrinsic value of options exercised 

$ 8.56 
90 
22 
90 

Management uses a binomial option pricing model to estimate the fair value of options granted. The binomial model 
takes into account the contractual term of the stock option, expected volatility, dividend yield, and risk-free interest 
rate. Expected volatility is based on the implied volatility of publicly-traded options on CSC's stock. Dividend yield is 
based on the average historical CSC dividend yield. The risk-free interest rate is based on the yield of a U.S. Treasury 
zero-coupon issue with a remaining term similar to the contractual term of the option. Management uses historical 
option exercise data, which includes employee termination data to estimate the probability of future option exercises. 
Management uses the Bfack-Scholes model to solve for the expected life of options valued with the binomial model 
presented below. The assumptions used to value CSC's options granted during 2015 and their expected lives were as 
follows: 

Weighted-average expected dividend yield 
Weighted-average expected volatility 
Weighted-average risk-free interest rate 
Expected life (in years) 

Restricted Stock Units 

l.22% 
28% 

2.2% 
4.75-7.5 

Restricted stock units are awards that entitle the holder to receive shares of CSC' s common stock fol lowing a vesting 
period. Restricted stock units are restricted from transfer or sale and generally vest annually over a three- to five-year 
period, while some vest based upon CSC achieving certain financial or other measmes. The fair value of restricted 
stock units is based on the market price of CSC's stock on the date of grant. The grant date fair value is amortized to 
compensation expense on a straight-line basis over the requisite service period. The total fair value of the restricted 
stock units that vested during 2015 was $ 126 mm ion. 
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NOTES TO CONSOLIDATED STATEMENT OF FINANCJAL CONDITION 
AS OF DECEMBER 3 1, 2015 
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CSC's restricted stock units activity is summarized below: 

Outstanding at December 31 2015 

15. Taxes on Income 

Restricted Stock Units 

Number 
of Units 

8 

Weighted-
A verage Grant 
Date Fair Value 

er Unit 
$ 25 84 

The Company's tax liability excludes the excess tax benefits from lfl1e exercise of stock options and U1e vesting of 
restricted stock awards. The excess tax benefits, which otherwise would, for accounting purposes, provide a reduction 
of income taxes payable, are remitted to CSC through the payables to affiliates pursuant to the provisions of the 
Company's tax sharing arrangement. Such tax amounts totaled a net reduction in taxes payable of $36 million in 2015. 

Net deferred tax assets of $84 million at December 3 1, 2015 were comprised of deferred tax assets of $204 million, 
offset by deferred tax liabilities of $ 120 million. Deferred tax assets are primarily attributable to employee 
compensation, severance, and benefits of$167 million and facilities lease commitments of $28 million. Deferred tax 
liabilities are attributable to capitalized internal-use software development costs of $97 million and depreciation and 
amortization of $22 million. The Company determined that no valuation allowance against deferred tax assets at 
December 3 I , 2015 was necessary. 

The Company's umecognized tax benefits totaled $38 million as of December 31 , 2015 

At December 3 1, 2015, there were $33 million of unrecognized tax benefits that, if recognized, would affect the 
annual effective tax rate. 

At December 3 1, 2015, Schwab had accrued approximately $1.3 million for the payment of interest and penalties. 

The federal returns for 2011 through 2014 remain open to Federal tax examinations. The years open to examination 
by state and local governments vary by jurisdiction. 

16. Regulatory Requirements 

Schwab is subject to Rule l 5c3- I under the Securities Exchange Act of 1934 (the Uniform Net Capital Rule). Schwab 
computes net capital under the alternative method pennitted by the Unifonn Net Capital Rule. This method requires 
the maintenance of minimum net capital, as defined, of the greater of 2% of aggregate debit balances arising from 
client transactions or a minimum dollar requirement, which is based on the type of business conducted by Schwab. 
Under the alternative method, Schwab may not repay subordinated borrowings, pay cash dividends, or make any 
unsecured advances or loans to its parent company or employees if such payment would result in a net capital amount 
of less than 5% of aggregate debit balances or less than 120% of its minimum dollar requirement. At December 31, 
2015, 2% of aggregate debit balances was $358 million, which exceeded the minimum dollar requirement for Schwab 
of $250,000. At December 31 , 2015, Schwab's net capital was $ 1.7 billion (10% of aggregate debit balances), which 
was $1.4 billion in excess of its minimum required net capital and $851 million in excess of 5% of aggregate debit 
balances. 
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Schwab is also subject to Rule l 5c3-3 under the Securities Exchange Act of 1934 and other applicable regulations, 
which requires Schwab to maintain cash or qualified securities in a segregated reserve account for the exclusive 
benefit of clients. In accordance with Rule l 5c3-3, Schwab had portions of its cash and investments segregated for the 
exclusive benefit of clients at December 31, 2015. Amounts included in cash and investments segregated and on 
deposit for regulatory pu rposes represent actual balances on deposit, whereas cash and investments required to be 
segrega ted and on deposit for regulatory purposes at December 31, 2015 totaled $19.7 billion. On January 5, 2016, the 
Company deposited a net amount of $1.4 billion of cash into its segregated reserve bank accounts. 

Certain broker-dealers have chosen to maintain proprietary securities accounts at Schwab. Schwab computes a 
separate reserve requirement for Proprietary Accounts of Broker-Dealers and had a portion of its cash and investments 
segregated to meet this reserve requirement at December 31 , 2015. 

17. Geographic Concentration 

At December 3 1, 2015, 23% of Schwab' s total client accounts were located in California. 

18. Subsequent Events 

The Company has evaluated the impact of events that have occurred subsequent to December 31, 2015, through the 
date the statement of financial condition was issued. Based on this evaluation, other than as recorded or disclosed 
within this consolidated statement of financial condition and related notes, the Company has detem1ined none of these 
events were required to be recognized or disclosed. 

******** 
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