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Scope and Intro  

It's Wednesday evening, July 28, 2021, Ferdinand Franco is sitting on the couch, enjoying a 

glass of Barolo di Montalcino and trying to gather his strength for the busy week ahead. Franco 

works for “FINvest NYC” as a hedge fund manager. “FINvest” will have to evaluate whether 

to invest in neobroker Robinhood, which will officially take the plunge and go public the next 

day. To assess whether an investment in Robinhood is profitable and worthwhile, it is crucial 

not to disregard any aspect of the company. A broker app that rains confetti down your screen 

after executing your first trade? Robinhood is an online broker that features commission-free 

trading and investing, using gamification elements, and a very simplified mobile user interface. 

After undergoing several funding rounds in recent years and reporting all-time highs in 

revenues and user numbers for the last year, the company has now decided to go public in order 

to grow even further. The gamification of seamless investing, however, can have consequences. 

In the recent past, Robinhood has been in the headlines exceptionally often for various fines 

and lawsuits have even been levied on the company. Furthermore, online brokers are a dime a 

dozen these days: Therefore, the direct counterparts, the entire industry, and the associated 

business models must be scrutinized thoroughly. Future growth projections, potential profits, 

and the number and demographics of users can be used to evaluate this IPO. Having fun while 

investing in an easy and inviting app, was what attracted millennials to trading apps like 

Robinhood, especially during the Covid restrictions. Franco resumes, as much new excitement 

as there is around Robinhood right now, there is also massive uncertainty about the company's 

future. As the world begins to emerge from the pandemic, Robinhood's IPO is the trust test for 

the company that has set out to "democratize finance".  

The minds behind 

Robinhood's story began at Stanford, which is where co-founders Baiju Bhatt and Vlad Tenev 

were roommates and classmates. After graduation, they packed their bags for New York City 

and started two financial companies, selling their proprietary trading software (high-frequency 
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trading platforms) to hedge funds. In doing so, they discovered that the big Wall Street firms 

paid practically nothing for stock trades, while most Americans had to pay a commission on 

every single trade. Determined to change that, they returned to California intending to develop 

a financial product that would give everyone, not just the wealthy, access to the financial 

markets, and thus founded their company, Robinhood, in April 2013.  

Vladimir Tenev was born in Bulgaria. Tenev got a degree in mathematics at Stanford 

University, when he met Baiju Bhatt. He then went to UCLA to earn a Ph.D. in mathematics 

but canceled to start a business with Bhatt. Baiju Bhat enrolled in the mathematics master's and 

graduated from Stanford in 20081. Bhatt was, to Tenev's side, the co-CEO of Robinhood until 

November 2020, when he decided to step down from that position. He continued in his role as 

co-founder, supporting key business initiatives and serving on Robinhood's board of directors. 

In 2021, Robinhood employs 3400 employees, having its headquarters in Palo Alto. 

Democratize finance for all – Company overview 

The corporate name is derived from the legendary hero Robin Hood, who fought for social 

justice, taking from the rich and giving to the poor. Hence the company's mission is to 

"democratize finance for all”, to provide access to financial markets for everyone, not just the 

wealthy. First released on the AppStore in December 2014, Robinhood officially launched its 

app in March 2015. Three years later, Robinhood announced a waiting list for commission-free 

cryptocurrency trading which grew to more than 1,250,000 interested individuals on the first 

day. However, it's not simply commission-free trading that is intended to attract and retain 

users: Robinhood wants to keep its users engaged and achieves this specifically through 

applications for various devices such as smartphones, tablets, or smartwatches. Those captivate 

with a simple layout, ease of use, and many features that are intended to bring the user fun while 

using them. An example is amusing emojis in private messages to investors or even the in-app 

illustration of stock numbers that turn like slot machines. The platform is therefore designed for 

the younger audience, which could forget that real money is involved. In June 2021, Robinhood 
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can claim to have 21.3 million active users on its platform. The average age of users in 2021 is 

31 years, an increase of five years since the launch in 20152. In 2021, 68% of Robinhood’s 

users are male, and the rest female3. Over 50% of the customers are first-time investors. 

Furthermore, 55% are white, 24% Hispanic, 15% of users are black and 6 % are of another race. 

In general, the Robinhood userbase has become less diverse, but wealthier since 20194. 

App offering. Robinhood offers the trading of stocks, with long-only, no short selling is 

possible. Thereby, more than 6900 symbols can be bought or sold as fractions of shares. The 

broker offers both stocks and ETFs. Both single and multi-leg options are provided. The add-

on "Robinhood Crypto" later added support for commission-free trading of 7 cryptocurrency 

options such as Bitcoin Cash, Dogecoin, Ethereum Classic, and Litecoin. During the 

coronavirus pandemic and the 2020 stock market crash, Robinhood trading increased5.  

Revenue streams. The positive development of Robinhood's financial and operating 

results over the past several years are concisely highlighted by Exhibit 1. As displayed in 

Exhibit 2 and derived from Exhibit 3 and Exhibit 4, Robinhood gets the vast majority (81%) 

of revenue from payment for order flow (PFOF) and Transaction Rebates. That means that 

Robinhood derives transaction-based revenue by referring its users' orders for options, stocks, 

and cryptocurrencies to particular market makers such as Citadel Securities or Two Sigma 

Securities. Hereby, Robinhood receives a fixed rate per spread from the market makers. As 

depicted in Exhibit 5, last year, the majority of Robinhood’s PFOF revenues were generated 

from spreads based on options trading. Consequently, revenues are presently largely dependent 

on these fees. The compensation here is usually only a fraction of a penny per share, if a large 

number of orders are traded, like for Robinhood, it becomes a sizeable source of revenue. PFOF 

is an important contributor to Robinhood's ability to offer trading without commissions6.  

Net interest revenues, received from securities lending transactions, are another important 

profitable contributor to Robinhood's business. This means revenues are derived from 

uninvested cash that does not flow into the program banks' cash management network, 
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principally through the placement of that cash into interest-bearing accounts. Interest income is 

also earned on margin loans to users. In this case, lending is used to help customers buy shares 

"on margin": This involves users borrowing money to buy shares, options, or other securities 

as they hope to maximize their investment returns. The remaining 8% of revenue is generated 

through multiple revenue streams such as the premium membership fees from Robinhood Gold, 

which grants users the right to see professional research, Level II market data, instant transfers 

up to your Portfolio Value, and margin trading if accepted. Further streams are share credits, 

interest on uninvested cash, interchange fees related to its debit card, and other smaller revenue 

streams.  

In numbers, as can be seen in Exhibit 3 and compiled in Exhibit 6, in 2020, Robinhood 

achieved Total Revenue of $959 million and an adjusted EBITDA of $155 million, and further, 

as of June 30, 2021, additional 3-month revenue growth of 131% over the prior year. As of June 

2021, Robinhood achieved 21.3 million (109% year-over-year growth) Monthly Active Users 

(MAU). Furthermore, the level of engagement was sustained at scale, with 22,5 million Net 

Cumulative Funded Accounts as of June 30, 2021. For those users, Robinhood is accounting 

for a staggering $102,035 million in Assets Under Custody (AUC), which translates into year-

over-year growth of 205%. This translates into another key metric for those platforms, which 

shows the Average Revenues Per User (ARPU) being $111.7 compared to an average of $115.2 

in 2020, which is a 3% year-over-year decline (Exhibit 7). 7 

Funding. As depicted in Exhibit 8, Robinhood advanced through 23 funding rounds. 

Since the seed funding of $3 million in 2013 to Series G-2 funding in September 2020 (Total 

funding of $5.6 b), in aggregate, an additional 3.4 billion we raised in January ($1.02 billion 

emergency funding) and February of 2021. The financing round was guided by Ribbit Capital. 

Robinhood names 4 investors with more than 5% ownership, including DST Global, Index, New 

Enterprise Associates, and Ribbit Capital. With this latest financial boost, Robinhood has raised 

more capital in one week than at any time since its founding in 2013. Robinhood stated that 
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they would use the provided funding to invest in record customer growth: “This round of 

funding will help us scale to meet the incredible growth we've seen and the demand for our 

platform”, Chief Financial Officer Jason Warnick said8. 

Doubts about the app offering. Robinhood has faced its fair share of criticisms and 

difficulties over the years. Robinhood provides users with only five technical indicators 

(Volume, Moving Average (MA), Exponential Moving Average (EMA), Relative Strength 

Index (RSI), Moving Average Convergence Divergence (MACD))9, other competitors give 

users up to 400 tools. Although Robinhood is number one in “Ease of Use”, they are ranked 

last in the categories “Trading Platform and Tools” and “Research”. Thus, by providing only 

five of these tools to its users, Robinhood prevents its users from being able to develop a trading 

strategy that is vastly distinct from that of other Robinhood users, or even from developing 

strategies for less rudimentary trading approaches. This lack of quantitative data reinforces the 

culture of stock trading as entertainment, based on transient emotions or moods among other 

inexperienced retail traders. Further, regarding Robinhood’s product lineup in the app, there 

have been criticisms that Robinhood provides very few research or educational resources for 

customers. If clients want more than basic stock quotes, they must subscribe to Robinhood 

Gold, but even still, the offer lacks resources compared to competing offerings. In Exhibit 9, 

the app offerings compared to the biggest direct competitors TD Ameritrade, Charles Schwab 

& E*Trade can be found. Robinhood doesn't offer mutual funds or fixed-income investment 

products, and you can't trade commodities, forex, or futures10. Further, PFOF statistics are 

usually published by brokers. It’s the best way for investors to compare and ensure accurate 

and timely executions. By not publicly disclosing this important information the company thus 

faces criticism for this lack of transparency. 

Manipulated customers? But even beyond the specific in-app offering, Robinhood has 

been the subject of serious complaints and lawsuits. In June 2020, 20-year-old Alex K. 

committed suicide because he was shown a $750,000 shortfall by Robinhood after 
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experimenting with complex options. Robinhood had merely not yet fully executed the trade, 

which is why a false deficit amount was created. Against the complaint that many users gained 

access to advanced and risky options trading products, even with no or limited investment 

experience, Robinhood announced plans to hire hundreds of new customer service employees 

in August 2020. In the same year, Robinhood was also accused of aggressively luring 

inexperienced investors to its platform and using gamification techniques to manipulate 

customers (March 2021: Robinhood eliminated the famous “confetti rain” in their app for 

making first trades) which creates an environment that is more like a casino. Also in 2020, 

Robinhood was charged by the Securities and Exchange Commission (SEC) for misleading 

customers because “orders of Robinhood's customers were executed at prices above those of 

other brokers” which is not consistent with the “Best Execution” policy under which brokers 

must trade. Despite savings from the commission-free trading offer, customers were missing 

out on a total of $34.1 million because of these inferior prices. As a result, Robinhood agreed 

to pay $65 million to resolve the allegations. By noting when many users bought securities 

based on their popularity with other Robinhood users, it was also possible to identify certain 

"herding" effects among users. During the rush of new investors in 2020 and into 2021 - the 

largest one-day surge in the history of the Dow Jones - Robinhood, like other brokers, 

experienced system-wide, all-day outages and other technical issues that disrupted service11.  

01/2021: Meme stock crisis. In January 2021, the app came under heavy fire for limiting 

trading during extreme market volatility surrounding GameStop and other heavily shorted 

stocks. The restrictions were put in place when retail investors, largely from Reddit subreddits 

(Reddit is a website, which provides users with news and a place where they can create 

communities), created a buzz in heavily shorted stocks12. Starting on January 22, the subreddit 

group decided to publish several posts on Reddit calling people to acquire GameStop shares. 

As a result, the price skyrocketed 600% in four days, forcing the major Wall Street firms that 

had shorted the stock to lose billions in their portfolios. Robinhood accessed a line of credit 
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from various banks (up to $600 million revolvers from banks including JPMorgan Chase & 

Co., Goldman Sachs Group Inc., and Morgan Stanley) to meet the higher margin or lending 

requirements of the central clearing facility for stock trader. Still, Robinhood decided to draw 

in 18m funded accounts because the company couldn’t afford to embed the $3 billion of 

deposits that were asked from the NSCC. Later that night, Robinhood contacted several 

investors, which offered the mentioned emergency funding to assure stock trading for users. As 

a result, the company has faced a mountain of criticism from regulators and users and, as shown 

in Exhibit 10, the number of downloads of the Robinhood app in the subsequent months 

significantly dropped. Even the Senate Banking Committee began a public examination of the 

GameStop saga, aimed at addressing opposite positions on the value and dangers of a new retail 

trading landscape.  

Consequences. As a result of all, FINRA reported on June 30, 2021, executing a $57 

million fine against Robinhood and ordering it to pay approximately $12.6 million in 

compensation to thousands of its customers who suffered "significant harm" from the broker. 

Millions of customers would have received false or misleading information from Robinhood 

and were affected by system failures. Further, FINRA found that algorithmic bots enabled 

thousands of customers to trade options13. Even though these users were not authorized or had 

red flags in their accounts. These were meant to prevent them from participating in the advanced 

trading strategy. The total of $70 million is the largest fine ever imposed by FINRA.  

Giant net loss of 2021. Robinhood recorded a net loss of $1.4 billion in 2021. It included 

a $1.5 billion fair value adjustment to convertible notes and warrant liability. As noted above, 

during the meme stock peak, in late January, Robinhood encountered a liquidity shortage. In 

consequence, Robinhood issued two tranches of convertible notes (short-term debt that converts 

into equity) in February 2021, consisting of Tranche I and Tranche II (aggregate principal 

amounts of $2.53 billion and $1.02 billion, respectively). Such bonds will automatically be 

converted into ordinary shares in the IPO at a conversion price that is the lesser of 70% of the 
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cash price per share paid by investors in the IPO and $38.29 (Tranche I) or $42.12 (Tranche II). 

As illustrated in Exhibit 3, the total of the notes is recorded as a warrant liability using a fair 

market value and as such reflects a loss of $1.5 billion in Q1 of 202114. As shown in Exhibit 

11 this money is also significantly noticeable in the cash flows from operating activities and 

financing activities for the year 2021. 

The rise of neobrokers 

Especially among the young generation of investors, neobrokers have gained tremendous 

popularity in the past years. Further, the distribution of online brokerage customers shows, that 

around 14% of online brokerage customers use established providers and neobrokers at the 

same time. As outlined in Exhibit 12, the revenue in the segment has been steadily increasing 

over the past few years and is expected to reach $2,743 million in 2021. Moreover, it is expected 

that the revenue will show a compound annual growth rate of 5.00%. A global comparison 

shows that the highest revenue from neobrokers is generated in the US, followed by China and 

Germany, as illustrated in Exhibit 13, while at the same time the highest amount of assets under 

management is achieved in the US. The number of users is expected to reach 66.36 million by 

2025. In Exhibit 14 it can be observed that in the context of user penetration, the share of users 

of neobrokers in the market, the U.S. recorded the highest percentage value (4.9%) in 2021. 

Competition. In recent years, the market has been flooded with neobrokers. Robinhood's 

biggest rivals include E*Trade, an electronic platforms veteran founded back in 1982, which 

was acquired by Morgan Stanley in 2020 for $13 billion. In addition, at the time of the IPO, 

brokers Charles Schwab and TD Ameritrade are another two of the largest competitors. Schwab 

acquired TD Ameritrade for $22 b back in 2020 and expects the merger of their platforms and 

services to take place within three years from the close of the deal, which makes the 

conglomerate even more threatening for Robinhood15. A comparison of the offerings for 

customers can be reviewed in Exhibit 9, it shows that Robinhood has strong deficits when 

comparing the range of offerings. Contrasted to other online share trading services in the U.S., 
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Robinhood had an exploding monthly number of active users, especially since the beginning of 

the pandemic in February 2020, as displayed in Exhibit 15. Robinhood’s revenues in 

comparison with named competitors and other players worldwide are shown in Exhibit 16, 

where it can be witnessed that Robinhood, despite the largest number of users, does not generate 

the largest revenues. Charles Schwab, together with TD Ameritrade, generated by far the largest 

turnover. Exhibit 17 showcases the quarterly PFOF received by security type, for Robinhood 

and the three important competitors in 2020. A comparison of key numbers for traditional 

brokers and important high-growth FinTechs is provided through Exhibit 18.  

Best Execution. In the world of neobrokers, one important mechanism is the above-

mentioned Best Execution. These are legal obligations that require brokers to serve their clients 

with the most advantageous order execution considering the underlying market conditions. Best 

Execution includes several key attributes that brokers must review, track and document.  In 

doing so, they must decide how to route a stock, option, or bond order for execution. In Europe, 

Best Execution rules have been implemented in 2018 under the name MiFID II. With this, the 

original MiFID regulations from 2007 were strengthened. This new regulation states that 

brokers must take "sufficient steps" to ensure favorable execution for clients, as opposed to 

“reasonable steps”. At one of Robinhood's largest European counterparts, “Trade Republic”, 

there are serious differences in the execution of orders: Trade Republic accepts orders to buy 

or sell securities exclusively based on a client's authorization. The client bears the risk of 

selecting the appropriate execution venue. “Trade Republic” is subsequently not obliged to 

achieve the best possible result (Best Execution) according to these execution principles. As 

noted above in connection with FINRA's fines, there were many complications concerning the 

Best Execution regulations and Robinhood. FINRA determined that Robinhood's supervisory 

system was not sufficiently designed to assure compliance with Best Execution responsibilities. 

Specifically, the firm did not conduct systematic reviews of Best Execution for various types 

of orders and orders received outside of regular trading hours16. Consequently, thousands of 
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orders fell outside the Company's “regular and rigorous” review process each month. 

Going Public 

Robinhood's IPO has investors worldwide on the edge of their seats: Hotly anticipated, and as 

controversial as the neobroker itself. Finally, Robinhood debuts on the stock exchange Nasdaq 

on Thursday, July 29, 2021 - claiming the issue price of $38 per share. But Franco seems 

surprised: Didn’t Robinhood want to aim for a higher price? Although the IPO had already been 

widely advertised for quite some time in advance, investors now seem to hesitate a bit. 

Robinhood hired Goldman Sachs, J.P. Morgan, Barclays, and Wells Fargo Securities, among 

others, to advise and guide them in the IPO process and underwrite the shares to be offered. 

Background. Like any business, Robinhood's purpose behind the IPO is to offer shares 

to the public to raise money - and, significantly, to do so quickly and in large amounts. The 

company aimed initially to raise $2.3 billion in its IPO. Robinhood intends to use this cash 

infusion to develop new products, increase its marketing spend, and grow its business. Thus, it 

is expected to raise more than a third of the amount raised in the 23 separate rounds of funding. 

An initial public offering, consequently, could likely benefit Robinhood's future shareholders 

as well. Before the IPO, only Robinhood employees, venture capitalists, and accredited 

secondary market investors have been able to acquire shares of the company. The IPO opens 

that opportunity to millions of retail investors. If investors' appetite for the stock is anything 

like their recent interest in trading shares through the Robinhood app, then one could think that 

a successful IPO appears to be on the horizon. That's because the IPO price implies a valuation 

of about $1,350 per active and funded account, based on an estimated 22.5 million accounts in 

the second quarter of 2021. By comparison, E*Trade is valued at $2,500 per account.   

The offering. Under the symbol HOOD, the FinTech set its issue price at $38 shortly 

before the stock market launch - Robinhood had initially targeted up to $42 (and consequently 

a company valuation of $35 billion) and is thus at the very bottom end of the originally targeted 

price range. As a result, the company is now valued at $32 billion. Of the registered amount, 
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on July 28, Robinhood itself will offer 52,375,000 Class A shares, and 2,625,000 Class A 

common stock shares will be offered by the selling stockholders (Exhibit 19). There further is 

a Underwriters’ option to purchase additional shares of Class A common stock, solely to cover 

over-allotments, which will amount to 5,500,000 shares. The sum raised will thus add up to 

$1.99 billion. After this offering, there will be outstanding 131,807,224 shares of Class B 

common stock, and 835,675,280 (plus 5,500,000 stocks if underwriters exercise in full their 

option to purchase shares) of common stock17. As of the date of the IPO, Tenev and Bhatt both 

hold a beneficial interest of 7.9% of the outstanding capital stock, and they hold approximately 

26.2% and 39%, respectively, of the voting rights of the outstanding capital stock18. At the IPO, 

Robinhood reserves up to 35 % of its shares, reservable via the app, for its users in an 

uncommon measure: Instead of only selling stock through investment banks to their wealthy 

clients and institutions, shares are also allocated to its users, mostly retail investors19. In doing 

so, the FinTech company takes a risk - the debut thus is more unpredictable compared to 

ordinary IPOs, where investment banks try to ensure an orderly process and stable prices.  

Multi-class shares. Robinhood offers three classes of authorized common stock, Class 

A common stock, Class B common stock, and Class C common stock. Big enterprises like the 

Tech giant Google and its parent entity, Alphabet, also use this structure of offering multi-class 

shares and as can be depicted in Exhibit 20, multi-class shares are becoming more and more 

common among tech companies in the US. In general, dual or multi-class structures are 

common at tech companies like Google, Facebook, and LinkedIn and are usually instituted to 

keep control of a venture with the founders and top executives. The holders' rights of Class A 

common shares, Class B common shares and Class C common shares are equal, except for 

voting rights and conversion. Each Class A common share traded is eligible for one vote per 

share. Each Class B common share carries 10 votes per share and is convertible into a Class A 

common share at any time. Shares of Class C common stock come with no voting rights20. The 

founders own 135 million shares and have voting control through holding Class B super-voting 
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shares, which give them 65% of the vote. Robinhood further announced “to be required to issue 

additional shares of Class A common stock upon the exercise of outstanding warrants and 

options and settlement of our RSUs and future equity-based awards. These and other additional 

issuances of the capital stock, including issuances of Class B common stock and Class C 

common stock, could result in significant dilution”: Shareholders own a smaller stake in the 

company than they did before the new shares were issued, because the existing shareholders’ 

equity in the company is reduced, but not the dollar value of their stake21. 

Market conditions. As illustrated in Exhibit 21, until now, 2021 was quite a year for 

IPOs. After the number had already more than doubled from 2020 to 2021, until July 2021, 

there were 675 IPOs in the United States. This is 244 more IPOs for the first 7 months than the 

previous years, with supposably many more to come. This high number was largely influenced 

by the significant rise in the number of special-purpose acquisition companies (SPACs) that 

went public. Thereby, the Nasdaq exchange, which is headquartered in New York City, was the 

world's leading exchange in terms of the number of IPOs filed in the first half of 202122. 

Favorable for Robinhood, the Nasdaq asks for only half of listing fees compared to NYSE and 

has lower minimum revenue requirements for companies. As depicted in Exhibit 22, 161 IPOs 

were completed on Nasdaq in the first six months of 2021, nearly as many as in all of 2020. In 

the preceding year, the Shanghai Stock Exchange recorded the most IPOs. In fact, among all 

these IPOs, as can be seen in Exhibit 23, 33.6% of the 2021 IPOs closed below their placement 

price to date, which is relatively close to the longer-term average of around 31%. On the whole, 

despite variants of the COVID-19 virus, global equity markets are relatively stable and vibrant 

in 202123. While the second half of 2020 saw a rebound in IPO activity from the low point of 

the pandemic, the IPO numbers for 2021 certainly reflect at least some catch-up activity. 

Companies that had originally hoped to go public in 2020 instead decided to make this step in 

2021, when it appeared likely that the market environment would continue to be supportive. 

Investors risk. Robinhood provides insight into the risks to potential investors in the 
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scope of its S1 File. Robinhood has a history of limited operating experience, which hinders 

valuations of the company and future projections, and fosters the risks linked with an 

investment in the common stock. Robinhood has enlarged quickly in recent years and therefore 

has limited experience at its current size. As a result, its financial performance, brand, and 

corporate culture could be harmed should it be unable to effectively manage its growth. As a 

large portion of revenues is transaction-based, reduced spreads in prices of securities, reduced 

trading activity in general, changes in business relationships with market makers, and new 

regulations or a ban on PFOF and similar methods could result in lower revenues24. Moreover, 

as a broker, Robinhood (RHS and RHF, Exhibit 24) is bound by "Best Execution" guidelines, 

so they may be fined for not meeting these requirements (as happened in the past), and these 

requirements could be changed in the future in ways that could harm their business. In the 

future, Robinhood may also need further capital to meet its liquidity requirements and boost 

company growth and its objectives, which could result in dilution for shareholders. A change 

in global economic, political, or business circumstances, or a market occurrence could also 

harm Robinhood's reputation. In addition, Robinhood has recently been subject to regulatory 

investigations, lawsuits, and payments, and at the same time anticipate that the company will 

continue to be subject to such proceedings in the future. This may result in significant costs and 

could require Robinhood to change practices25. In brief, the above and the universal troubles 

Robinhood has faced in the past, other foreseen difficulties may also affect the company's 

future. The threat of hacker attacks aimed at obtaining customer data is omnipresent for 

FinTechs. In addition, changing regulations, for example, concerning the business model based 

on PFOF, may bring drastic new developments for these rather new business models of 

neobrokers. For users and potential investors, all these factors matter.  

Disrupting traditional Banks (?) 

To get a more holistic picture, Franco further looks at the interrelations of neobrokers and 

traditional banks. Who can learn from whom? Who needs whom? 
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What connects. Like many other money apps, Robinhood relies on old-fashioned 

partner banks such as Goldman Sachs Bank USA, HSBC Bank USA, Wells Fargo Bank, and 

Citibank. Small and mid-sized commercial lenders offer start-ups so-called banking-as-a-

service services to insure against losses through partnerships. Here, both the bank and the 

FinTech company make money by sharing the fees and offering Banks an opportunity to 

participate in the hype around FinTechs. 

What distinguishes. Neo-brokers are inferior to traditional banks mainly because they 

have fewer functions, tradable products, and order types. Also, the trading venue is usually not 

always freely selectable.  But neobrokers are improving more and more in these areas and thus 

exert more price pressure on classic brokers. But there are also many advantages for the 

customer. First, they distinguish themselves by executing trades quickly. Secondly, they offer 

an advantage through their digital character by primarily focusing on a mobile offer. This 

creates an attractive and user-friendly app interface. 

Banks should react. FinTechs represent a challenge for traditional banks but can also 

be seen as an opportunity to meet the current demands. To face these, processes must be 

optimized and organized in a digital way, such as opening an account electronically, since the 

readiness of customers for purely online services increases. This makes the new customer 

process faster and less complicated, and more processes may be digitalized or eliminated to 

save costs. Especially the user experience should be improved through simplification and the 

use of gamification elements. For example, different front ends can be created for customer 

groups with different experiences with investment products26. A survey conducted in 2020 

found that nearly two-thirds of Americans would prefer buying or using financial products 

through a technology company's platform over a traditional financial services provider. In fact, 

that figure increases to 81% amongst Americans between 18 and 34 years27. In addition, about 

60% of all Americans have not invested outside of their retirement accounts and an even larger 

percentage (68%) of young adults aged 18-29 have no money invested in the stock market at 
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all.28 

Looking ahead 

Can Robinhood find its place among the 66.4% that close at a higher price than the IPO price 

on the day of its debut? Do investors get as hooked on the stock as they have in the past with 

the app itself? How will planned regulations affect neo brokers and banks? Millennials and 

Generation Z's growing awareness of the need for stable financial security, along with 

increasing digitalization drove the growth of the neobroker-market. For Robinhood, the current 

product offerings represent “only the beginning”: By the end of the fiscal year, Robinhood plans 

to double the number of its programmers and announced it is eyeing expansion into Europe and 

Asia. Founder Tenev also announced Robinhood's plans to become a "single money app" with 

payment services, a digital currency wallet, and retirement savings plans. Nevertheless, 

Robinhood must keep pace with changes in the industry and technology and continue to offer 

new innovative products, and there is a possibility that Robinhood's platform may be subject to 

instabilities in the future. Franco is aware that the retail industry is very cyclical and at the time 

of the IPO, Robinhood was at a high point in their corporate performance as the retail stock 

market was booming. With the end of the pandemic and the initial hype fading away, it would 

be reasonable to assume that the retail stock market will slow down, which would hit Robinhood 

directly, as most of their revenues are directly linked to the amount of trades executed. Franco 

is concerned that with all of these signals, yet such a high valuation for the shares, there is a 

possibility that the value of the stock may be affected by over-hyped retailers, like Robinhood's 

users. Given potential further implementation of PFOF regulations in the US and Europe, which 

may knock Robinhood off its feet, and even more lawsuits coming Robinhood's way, some 

things are causing Franco a headache, thinking about approving an investment. For a company 

with the self-stated “future vision to become the most trusted and most culturally relevant 

money app worldwide” there is still a long way to go.  
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Appendix 
Exhibit 1: Financial and operating results of Robinhood for the periods presented29 

 
 
 

Exhibit 2: Robinhood Revenue Streams Breakdown30 
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Exhibit 3: Consolidated Statements of Operations Data Robinhood31 

 
 
 

Exhibit 4: Quarterly Consolidated Statements of Operations Data Robinhood32 
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Exhibit 5: Robinhood's PFOF Revenue distribution33 

 
 
 

Exhibit 6: Estimated Preliminary Results June 30, 202134 
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Exhibit 7: Key Performance Metrics Robinhood35 

 
 
 

Exhibit 8: Timeline Fundings & Valuation Robinhood 2013- Q2 202136 
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Exhibit 9: Comparison of range of offerings Robinhood vs TD Ameritrade vs Charles Schwab vs E*Trade37 

 
 

Exhibit 10: Number of global downloads Robinhood App Dec 2018- Apr 202138 

 
 
 
Exhibit 11: Cash Flow Activities 2019-202139 
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Exhibit 12: Neobrokers Revenue US, Europe, Worldwide 2017-202540 
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Exhibit 13: Top 5 countries with the biggest revenue in 2021 in million USD gained by Neobrokers41 

 

 

 

Exhibit 14: Top 5 countries with the biggest user penetration rate by Neobrokers42 
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Exhibit 15: Monthly active users comparison leading neobrokers US 2017-Jul 202143 

 
 

 

Exhibit 16: Total revenue comparison of brokers, worldwide, 202044 
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Exhibit 17: Quarterly Payment for order flow (PFOF) received by security type, Robinhood and competitors, 
202045 

 
 

 

Exhibit 18: Robinhood's Competition: Traditional Brokers and High Growth FinTechs Key Numbers46 
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Exhibit 19: Robinhood S1/A Form47 
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Exhibit 20: Multi-class Shares are becoming more commonplace among US IPOs48 

 
 
 

Exhibit 21: Number of IPOs in the U.S. 1999-July 202149 
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Exhibit 22: Number of IPOs completed on selected exchanges worldwide in 2020 and H1 202150 
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Exhibit 23: Percentage of IPOs closing above IPO price on debut51 

 

Exhibit 24: Robinhood's Organizational Chart52 
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