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MANAGEMENT DISCUSSION SECTION

GAAP AND NON-GAAP FINANCIAL MEASURES

e During the call, the company may also discuss non-GAAP financial measures

e Forareconciliation of such non-GAAP measures to the comparable GAAP figures and for a discussion of
additional risks, and uncertainties that may affect the future results of EXTRADE Financial, pleaserefer to

our earningsrelease furnished with Form 8-Kand our 10-K’s, 10-Q’s and other documents the company
has filed with the SEC

Paul Thomas ldzik

Chief Executive Officer & Director
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BUSINESS HIGHLIGHTS
Opening Remarks

e Itistruly apleasureto bejoining youto share our perspectives on E*TRADE'’s performance and progress
in 2014

e This wasa momentousyearfor E*TRADE, one in which we benefited from a more focused organization
and reshaped our brand, both to better connect with our customers

e Avyearofsustained operation under a significantly upgraded risk management framework, ensuring we
executed deliberately and with the right controls

¢ Andevenmorestriking, all our accomplishments are buoyed by the strong financial position and
regulatory standing we’ve had inyears, leading to consistent delivery on our capital plan and value
creation for our shareholders while positioning us to createeven more in the future

Leverage Ratio

e Building on this momentum and on behalfofthe board and my colleagues, I am incredibly proud to
announce the most significant developments the company has seen in years with respectto capital
efficiency and company structure

o To quickly summarize the announcements we made today, we received the go -ahead from ourregulators
to operate EXTRADEBank ata leverageratio of9%and to remove our broker dealers from underthe
bank, placing them closer to the parent, enabling us to distribute to the parent excess capital of
approximately $430mm

o We willcoverthese itemsin more detail shortly

Key Highlights

e Nowbackto 2014 and aquickwalk-through ofour key highlights
e During the year, we posted our strongest bottom line results since 2006
o Sawrecord customer engagement across a host of metrics, particularly in asset and account
growth
Evolved the public face of E*TRADE with a revamped brand platform
Enhanced the digital experience for our customers
Seized opportunities to eliminate asymmetric risks by sellinglegacy assets and anon-core
business
Navigated ourfirst required stress test submission with satisfying results and feedback
Received regulatory approval for consistent quarterly capital distributions from ourbank
And paid down corporate debt with cash for the first time in the company’s history
» This is a distinguished list ofachievements and I cannot thank my colleagues enough for
theirhard workthisyear

Operating Structure

e When I begantwo years, ago we went to great lengths to realign our internal operating structureto
empower colleagues to execute more effectively
e We thentookahardlookatour processesto see what we could improve

e During 2014 we were well into implementation, and we are just starting to see the benefits ofincreased
rigor, improved connectivity across the firm, and the upgraded quality ofour delivery, all centeringon a
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resolute drive in everything we do results inimprovements to the customer and driveslong -term value for
our owners
o With these many internal changes, we are well positioned to deliver the industry -leading products
and top-notch services our customers deserve

e We're justbeginning to see this culture impact ourresults and look forward to more fully witnessing the
productofourlaborsinthe comingyears

ETRADE.COM

e You'veheard metalkalotabout our commitment to reclaim our disruptive digital roots

e Inpursuitofthisgoal, we’'ve also realigned our technology development to be moreintricately woveninto
the fabric ofour entire organization

e Our technologists now work moreseamlessly across the company to wipe outcustomer pain points and
deliver innovative products backed by more rigorous and robustdesign and testing

e Asaresult, thisquarter caps ayear ofsignificant additions and enhancements to the digital experience for
our customers

o Mostrecently, we rolled out new customer navigation for etrade.com, delivering a more elegant and
intuitive web experience

e We also further enhancedthe mobileexperience through added stock plan functionality, which builds on
ayear ofimpressive mobile advancements, including our iOS 8 app with first-to-market functionality,
new ETF screeners and additional research tools and resources, just to name a few

Innovative Browser Trading App

¢ Ourinnovativebrowser trading app came outofbeta this quarter, which deliversreal -time quotes,
research and trade execution at any webpage being browsed
e This followsthe year in which we enhanced ouronline advisor and fixed income solution center,added
more functionality to our elitetrading platform, E*TRADE Pro, and launched back-end enhancements
allowing us to be more nimble with deliverofweb content
o Theseefforts, atop our already strong offerings, resulted in external recognition throughout the
year across anumberofrenowned publications
e  We received afour-starrating from Barron’s and Best-In-Mobile from Kiplinger’s
e StockBrokers.comawarded us number one ratings for mobile and client dashboards, along with five best -
in-classratings for customer service,investor education, research, mobiletrading and new investors
o We were named mostimproved in the industry by J.D.
e Powerandgiven anumber one rating for Client Satisfaction and Loyalty for the third consecutive yearby
industry critic Group Five for our stock plan management platform, Equity Edge Online

Digital-Centric Organization

e Asadigital-centric organization, we devote significant time and energy to make sure we deliver an
industry-leading mobile experience

e The accoladeswe havereceived attest to my colleagues’success in building a robust, digital mobile
environment, which is only increasing importance across the industry

e Abouti12%ofourtrades came through our mobile app during Q4 and even moretelling,overa quarterof
customerlog-ins occurred through this channel; proofthat the future of personal financeis increasingly
quite literally in the palm ofour customers’hands
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NEW LEADERSHIP

e Our digital experience, however, is only one side ofthe E¥TRADE coin, asit’sbacked by personal support
and expert guidance

e So,this year, we also enhanced the human experience, capitalizing on the newleadership in our corpor ate
services division,customer serviceteams, financial consultants, sales and branches,and arming our front -
line employees with better tools to meetour customers’ wants and needs

Q4 RESULTS

Earnings and Debt Transaction

e Turningto our financial results,we recorded earnings of $1.12for the year, anetincome of $330mm,
excluding $59mm pre-tax charge related to our debt transaction in November

e Earningsbenefited from increased customerengagement, low creditcosts, and an elevated net interest
spread

e Following Q1’s multi-yearhigh-end DARTS, trading activity held in well increasing 12%for the year
inclusiveofa10%sequential increase in Q4

e Optionscontinue to accountfor about22%oftradesin Q4, consistent with the full year mix

e Our customers’trading across otherasset classes continues to be minimal, with futures accounting for
1.5%oftrades and forex making up about 30BPS.

Trading

e Tradingin January to dateis holding quitesteady compared to December, currently up 3%thus far
o While solid, not exactly the jump in activity we’d like to see at the start ofthe year asinvestors
haveremained somewhat sidelined in light ofuncertainty around oil and major turbulence within
European markets and currencies
e Anotherimportantindicator of customers’engagement with the market is margin receivables which
reached recordlevels duringthe yearand ended at $7.7B, down from $8.1Bat the end 0ofQ3
e The yield actually ticked up this quarterfor the first time since 2011 as aresult of the balances shifting to
higher pricing tier accounts

Net New Assets and Accounts

e Intermsofbringingin net newassets and accounts, we added over 17,000 net new accounts in the
quarter, bringing our full year total to 146,000, the highestin over adecade

e Meanwhile, attrition improved for the seventh consecutive year, albeit modestly to 8.7% from 8.8% and
Q4 was consistent with the prior quarter at 9.1% annualized

e Net newassetsof$3.5Bin Q4 broughtour20o14 totalto $10.9B, yet another record and up from $10.4Bin
each ofthe previous two years

e These numbersare encouraging and even more so when noted that one-third ofour net new assets for the
year are inretirement accounts

o This is a strategically important area for us as we strive to do more for our customers across the
full spectrum oftheir investing activity

e Building onour unbiased approach to investment products and investment solutions, we’ve had alot of

success growing ourmanaged assets —which ended the year at $3.1B, up a third from theend of2013
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e Movingonto expensesand investmentsin 2015, we intend to carry our momentum forward and continue
investing in the business, aswe’ve made alot of progress and feel good about our continued prospects and
related value generation

Investments

e Let’stake a step back, the motive forcesbehind ourinvestments are, first,our focus on the business and
customer offering
e This includes everything from our back office to ourmarketing dollars
e We'vedonealotin thiscategoryandIcantell youthat we've benefitted tremendously from our attention
here
o We operateinamore deliberate manner, with more cross-collaboration, and more discipline
across the business
o Alongwith our foundation, we are investing in customer-facing roles
e We continueto elevate the stateofplay ofour serviceand sales organizations, while technology remains at
the forefront ofour effort
o We also continueto spend opportunistically on marketing, environment permitting
e And, whilewe are clocking records across assets, accounts and margin, we haveyet to truly yield benefits
of ourinternal improvements here, butI feel sanguine about ourprospects

LEGAL, RISK AND COMPLIANCE

¢ Andthesecond categoryis farless elective, falling squarely in the table stakes category and that relates to
the investments we’ve madein response to the heightened demands oftoday’s regulatory and security
environments

e Our spendin legal, riskand compliance alonefor 2014 totaled approximately $9omm,whichisan
increase of50%from what we spent just two years prior

e Andweexpectthatnumber to continue its rise into 2015to upwards of $ 100mm, certainly not
insignificant, but absolutely necessary to progress with confidence in today’s operating and regulatory
landscape

Risk Management

e  While these areas — legal, risk, and complianceare often lumped into the category ofenterprise risk
management, ourbroader efforts go beyond thislevel of spend and truly encapsulate the fact that riskis
now engrained in everything we do across the company

¢ We haveinvested in risk management within all other departments ofthe firm, as well as our sy stems and
technology related to risk

e Our headway inbuilding out theseareas hasbeen paramount to our regulatory progress and was
prerequisiteto our ability to securethe approvals we announced today

Capital Plan

e Movingonto the capital plan and the jolly important announcements we made today, all of our progress
de-risking the company and executing on the components of our plan culminated in significant approvals
o First,wereceived regulatory approval to operate E*TRADE Bank at a Tier 1 leverage ratioof9%
providing moreopportunities for capital utilization, upon which Matthew will expand
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o Second, ourregulators approved ourplans to simplify our legal entity structure removing our
broker-dealer subsidiaries from under E*TRADE Bank which more efficiently positions asource
of earnings and capital

Dividend

¢ Andin conjunction with these approvals, excess capital at the broker-dealers ofapproximately $430mm
will be distributed to the parent during Q1 2015

o Going forward the excess capital generatedby these entities will also be available to the parent

e Separately, we planto request adividendofanother $75mm from the bankto the parentin Q1 and
beginning in Q2, we willrequest quarterly dividends equal to the bank’s net income, one quarterin
arrears

E*TRADE Bank

e Forabriefhistorylesson,in2009, as part ofthe company’s efforts to shore up the bank’s financial
position, and with some logical regulatory encouragement, ourintroducing broker -dealer, E*TRADE
Securities, was moved under E*TRADE Bank, where our clearing broker-dealer, E*TRADE Clearing,
already resided

o This wasdoneto ensure that the bankcould stand onitsown during a time ofsignificant global
stress

e Sufficeit to say, our bankisnow in a much healthier position, so with regulatory approval, we have taken
the stepsto remove both broker-dealers from under E*TRADE Bank in order to create a more streamlined
corporate structure

Brokerage Operations

e So whatdoesthismean?The income, and therefore the capital generation from ourbrokerage operations
will nowbe housed directly below our parent company greatly simplifying the movement of capital

e Moreover, given the explicit regulatory approval to operate the bankat a 9% Tier 1 leverage ratio,we have
much greater flexibility to utilize bank capital generated abovethat threshold

Debt

o We are now faced with the high-quality challenge ofwhat to do with this capital,and I assure youitistop
of mind for us

e Reducingourdebtbyanother $400mm continuesto be a priority ofours, though asyou canimagine, we
are evaluating the most appropriateuses beyond that

e Again, Matthew willupdate you more on the process
Capital

e Afinal note onthe capital front, thisyearwe received five full notch upgrades by ourthreecredit ratings
agencies, two of which occurred in conjunction with our Novemberdebt pay down and refinance
o While we’d ultimately like to be investment grade, theseupgrades are a sound testament to the
progress we’re making and the greatly improved health ofthe company
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Management Team

e On the managementteam, I regretto announcethat our ChiefMarketing Officer, Liza Landsman has
decided to leavethe company to pursueother opportunities

e Liza wasone of my first hires here and she made significant contributions during her tenure

e She revolutionized ourapproach to marketing turning what was historically an advertising -centric
organization into a data-driven, analytical onethat allows us to continue to make deeper and more
meaningful connections with customers and prospects

e I'msorry toseehergo

RISK OVERSIGHT COMMITTEE

e Attheboardlevel, we've made significant progress to round outand strengthen ourdirector composition,
introducing two talentedindividuals overthe last few months

e Shelley Leibowitzand Jim Healy, both of whom sit on the Risk Oversight Committee

e Ms. Leibowitzhas a deep history with information technology and most recently worked at the World
Bank overseeing its product delivery infrastructure and managing its cybersecurity program

e Mr. Healy has 25 years ofexperience with the financial markets in investment banking at Credit Suisse,
and as an economist at the International Monetary Fund

o Both Shelley and Jim are exceptional managers ofrisk and seasoned operatorsin their respective
fields

e With the addition ofthese two, and after bringing on a distinguished former Fed President in the past
year, our board governance and support is strongerthan ever with adepth ofknowledge and expertise
across all aspects ofour business

CLOSING REMARKS

e Inclosing,I wantto reiterate howproudI am ofall the team and all thatitaccomplishedin2014

e Asweenter 2015, we have the backbone in place to enhance our relationships with our customers and
continue to grow the business

e Thaveeveryconfidence that everything we have doneto set up the business for executional excellence will
continue to benefit our customers and our owners

New Corporate Structure

e AndIam particularly proud ofour commitment to continuously improveour regulatory standing and all
we have accomplished to bring us to a position ofannouncing some ofthe most significantprogress we’ve
made since the financial crisis

e The vote ofconfidence from our regulators and the improved capital efficiency in our new corp orate
structure underscoreall that we have doneto reduce and manage our legacy risks over the past several
years, and to install and maintain enterpriserisk management capabilities of which we are quite proud

Matthew J. Audette

Chief Financial Officer & Executive Vice President
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FINANCIAL HIGHLIGHTS
Performance

e 2014trulyadefiningyear for the company as we operationalized a very clear focus and path forward that
was startedin2013

e Froma financial standpoint —afterlaying out a planlessthanthree years ago, and executing on all the
major components,we tookyet anothergiant step forward with our announcements today

Corporate Debt Transactions and Net Interest Income

¢ Our unwavering commitment to executing on that plan is quite literally paying dividends

e But beforeIgetinto that,I’dlike to go overour results for the quarter and year

e We reported fourth quarter netincome of $78mm, or $0.26 pershare,excluding $59mm pre-tax charge
related to our corporate debttransactions

o This comparesto netincome of$86mm or $0.29 per share in Q3, and netincome of $58mm or
$0.20 pershare inthe year-ago quarter

e Netrevenuesof$461mm wereup from $440mm in the prior quarter and $446mm in the year-ago
quarter

e Revenueincludednetinterestincomeof$283mm —up $14mm from the prior quarter, as net interest
spread increased15BPSand our averageassets contracted $400mm

Stock Lending

e Our Q4 spread of269BPS reflected an outsized benefit from stocklending and margin receivables
e On stocklending, while we are obviously thrilled with the results over the past couple of quarters, we have
noted abig pullbackin stocklending revenue toward the end ofthe quarter, which has continued into Q1
o So,from where we sit today, stockloan yields are down meaningfully fro m Q4
e Marginreceivables,on a similar note, which benefitted from record -high average balances and an uptick
in yield during the quarter, declined toward the quarter-end and remain nearthoselevels today

Macro Environment

e The macro environmenthas also failed to cooperate with the unprecedented drop in oil prices, followed
by asteep dropininterestrates —obviously having animpact on our marginal rates ofreinvestment

e So whilethe environment in Q4 was quite beneficial to spread, the environment we find ourselves in
today is much morechallenging

e Andifwe assume this current environmentholds,our net interestspread would declineto the low to mid
$240smillion

Balance Sheet

e QOur balance sheetended the quarterat $45.5B, down $0.3Bfrom the prior quarter asaresult of $1.2Bof
customer net buying and $240mm decline in wholesale funding
e The decline in wholesale funding was driven by atemporary funding need in Q3 related to customer
activity, and rolled offduring Q4 as planned
o We have $365mm ofwholesale obligations expiring during 2015, all of which occur during Q2
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e Commissions, fees and service charges, and other revenue in Q3 were $172mm, up 6% from the prior
quarter and up 8% from the year-ago quarter

e Average commission per trade of$10.84 declined $0.21 from the priorquarterand $0.13from the year-
ago period

e The sequential decrease was primarily driven by our mix of options and stock plan trades

Fees and Service Charges Revenue

e Feesandservicechargesrevenuesof$48mm included $23mm of payment for order flow, compared with
$22mm inthe prior quarter

e Net gainsonloansand securities were $6mm this quarter, down from $8mm in the prior quarter
e Overthenextfewquarters, we expect gains to continue to be in our range of $ 5mm to $10mm, though if
rates persist at their current lowlevels, gains would likely be at the high end ofthat range

Operating Expenses

e Our operating expenses for the quarter were $294mm, up from $277mm in the prior quarter, largely
related to marketing and professional services
e Inmarketing, where we typically see a seasonal increase, we also spent dynamically as the environment
permitted
e Andin professional services,therewas a mix ofboth increased hiring as well as some temporary project
related engagements
o So thereissomeroom for thisto decline going forward

Headcount

e TForthefull year 2015, we expect alowto mid single digit percent increasein fullyear 2015 expenses

e The increaseis driven mostly by headcount as we hired throughout 2014 and will have the full year run
ratein2015

e TItalsoincludesamid to high single digitincrease in marketing,the area where we obviously maintain the
most flexibility
o However, with multi-yearrecords in net new accounts and assetsin 2014, we are feeling good
aboutourreturns onthosedollars

Loan Portfolio

e Theloanportfolioended the quarterat $6.4B, down $320mm from the prior quarter
e This was again predominantly prepayments, while charge-offs remained minimal at just $7mm
o We expect quarterly runofffor 2015to remainintherange 0f4% to 5% per quarter

Loan Losses

e Provisionforloanlosses was $10mm in Q4, flat with the prior quarter

e Forallof2014,ourprovisionof $36mm declined 75% from the prior year

e  While thatis tremendousimprovement, I want to againreiterate that we expectprovision to increase in
2015 and 2016, when the majority of our HELOCs are scheduled to convert to amortizing
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o With thatin mind, there isno change to our $10mm to $30mm per quarter range, but abit more
coloronour expected timing with 2015 expected to be at the lower halfofthat range, and 2016 to
be at the upper half

e Our allowance forloanlosses ended the quarterat $404mm, up marginally from the prior quarter

e Reservesforthe1-4bookremained stable at $27mm, as charge-offs again netted to zero and the release of
reserves abated, as we foreshadowed last quarter

e Meanwhile, the home equity allowance again inched upward, ending the quarter at $367mm, $7mm
increase

Loan Portfolio

¢ One last point ontheloan portfolio
e  While CLTVs of both portfolios were unchanged from the prior quarter, at 7 9%for 1-4 family, and 92% for
home equity, they trended downward during 2013 (sic) [2014], driven by anincrease inhome prices as
well as voluntary principal reductions
e Now,withrespectto progressonour capital plan, it wasabusy yearand we accomplished a tremendous
amount
o While I knowyouhaveheard thisbefore, at least for now, I won’t get tired ofdelivering the recap
e So to quickly hit the highlights
e  We successfully cleared our first round of Dodd-Frank Act Stress Tests
e We reduced significant tail risk through actions taken on our legacyinvestments, including the sale of
$800mm of TDRs, the elimination ofour remaining non-agency CMOs, and the early termination of
$100mm ofwholesale funding
e We demonstrated the sustainability of our Enterprise Risk Management capabilities
o We endedtheyearwithabankTier1leverageratioof10.6%, even afterdividending a total of
$300mm from the bankto the parent
e Andwe putthatcapital to workwith $400mm reduction of corporate debt, in conjunction with $540mm
refinance at the lowest couponsin our company’s history
e Andweare certainly starting 20150n ahigh note

Tier 1 Leverage Ratio

e AsMr. Idzikcovered earlier, we are delighted to announceregulatory approval on one ofthe key
componentsofour capital plan,operating the bankat a Tier 1 leverageratio 0f9.0%
o Additionally,we received regulatory approval to moveour broker-dealers outfrom under the
bank which marks tremendous progress in achieving ongoing capital flexibility

Dividend

e Andlastly, we planto dividend to the parent excess capital in the broker -dealers ofapproximately
$430mmin Q1, taking yet another significant steptoward putting capital to work for our shareholders

e With respectto the bank’s Tier 1 leverage ratio,we ended the year at 10.6%

e Proformaforthebrokerageentity moves, it would be 9.2%, so stillabove ournew 9%target

Broker-Dealer Entities

o Regardingthe movement ofour broker-dealerentities, post the financial crisis, we were left with a
constraininglegal entity structure, where our brokerage subsidiaries resided under our bank
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e The planned realignment involves moving the two subsout from the bankin an effort to create amore
streamlined and simplified legal entity structure:
o E*TRADE Securities, which was moved underthe bankin 2009 to serveas a source of strength at
a time when the bankneeded it, willbe moved in early February

e And E*TRADE Clearing, which previously resided underthe bank, willbe moved laterin the year

Bank Regulatory Approvals

e Underouroldstructure, this meant that substantially all of E“TRADE’s earnings were generated within
the bank and were subject to bank regulatory approvals in order to extract the resulting capital

e TFollowingthis reorganization, a significant amount of capital generation will be within closer proximity to
the parent

e To putthisin context around dividends, ourold methodology of $75mm per quarter led to $300mm in
2014 dividends to the parent

e Assumingour new structure had beenimplemented onJanuary 1, 2014, we would have moved
approximately $225mm ofearnings from the bank, along with approximately $200mm of capital
generation at the broker-dealers

e Intotal, thiswould haveled to dividends ofapproximately $425mm to the parent
Capital

e AsforQi, once E*TRADE Securities is moved, we plan to dividend excess capital to the parent, which we
estimate to be around $430mm

e InQ1 2015,wealso planto requestapproval for another $75mm

e Andin Q2 2015, we will transition to ournew methodology ofrequesting the fullamount of the prior
quarter’s earnings from the bank, as well as distributing the excess capital generated at the broker-dealers

BASEL III

e Nowwith respectto capital calculations and the forthcoming implementation of BASEL I1I, we've sp enta
lot of time applying the U.S. final BASEL rules to our capital ratios and there areseveral items which
meaningfully impact us

o Afew ofthese we’ve highlighted previously

o Theseinclude the phase-out of TRUPs from the parent capital which willhave a negativeimpact,
and changesto the risk weighting across our assets will resultin net favorable impactto our
ratios, predominantly driven by the way we risk weight margin receivables

e One additional impact we’veidentified is quite positive in that we will be able to include amuch larger
portion ofour DTA in regulatory capital

o While we stillhave not finalized the impact of these changes, we do expect a meaningful benefit to
our capital ratios. Andas areminder, these rules became effective at the beginning ofthis year, so
the impact will be reflected in our Q1 ratios

Capital Ratios

e One otheritemthatimpacted our capital ratiosin 2014
e We benefited from exceptionally robustcustomer net buying activity of $7.7B, which muted natural
balance sheet growth
o This is wellabove normalized levels,which are in the $2B $3Brange
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e Aswe’vementionedinthe past, customeractivity-related growth is one element that can be challenging to
control
e To addressthis, we areinthe process ofredesigning our program that sweeps balances to third party
banks that will enable us to manage the size of our balance sheet with greater precision while staying in
tune with the quality ofthe customer experience
o We expectittobeup and running in the coming months

Cash and Dividend

e With regard to the cash at the parent, we ended the quarter with corporatecash of $233mm
e Assumingour planned Q1 dividends of $430mm and $75mm, pro forma corporate cash would be
$738mm
e Aftertakinginto account debt service needs, thisis approximately $500mm aboveour target of
maintaining two years’ debt service coverage
o Additionally,at the time we completed our recent debttransactions, we installed $200mm
revolving creditfacility, giving us an added layerofliquidity and flexibility

Capital Plan

e Givenallwe have accomplished on ourcapital plan, the questions we are now faced with are less around
the timing and process ofaccessing capitaland more around how to putitto use
¢ Andthatis squarely where ourfocuslies today
e Asyou’reaware, reducing our corporate debtto $1Bremains a high priority
o While the nearest callability on our debtis still 10 months away, we are analyzing whether it
makes sense to do something sooner, obviously keeping economics at the top of mind

e Andthereareotheroptionsavailable to us as well, one ofthe most obvious of which is growing the
balance sheet, nowthat we haveregulatory approval to operatethe bank at an explicitratio

Loan Portfolio

e Also,whiletheloan portfolio continues to be most valuable in our hands and we have no intention of
disposing ofit in the foreseeable future, the secondary marketcontinues to firm up, so we are keeping a
watchful eye on marketactivity

e Lastly,and veryimportantly, we are mindful ofthe merits ofreturning capital directly to our shareholders
viabuybacks and/or dividends

o So while there are several potential iterations, those arethe broad strokes for capital utilization
and we will obviously keep you posted as we make decisions and prepare to take action

SUMMARY

e So in summary,we accomplished alotin2014 and are even better positionedfor 2015

e I'mexcited about the opportunities thatlie ahead, both for the business and for our customers as well as
our capital structureand for our shareholders
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QUESTION AND ANSWER SECTION

Richard H. Repetto
Sandler O'Neill & Partners LP

It’s definitely a notable step forward. So I guess my question, Paul and Matt, isyou went through the laundry list
of potential things that you could possible do. I guess one question is, when would we expecta decision, or outline
onwhatyou’re actually going to implement? And then, you mentioned potentially increasing the balance sheet
and from what I understand, even ifyou separatethe broker from the bank, it would have no impact on the SIFI
designation. So you're saying yourenow entertaining potentially growing the balancesheetat the bankto be in
that cap of $50Bcategory?

Paul Thomas ldzik
Chief Executive Officer & Director

Rich, it’s always nice to hear from you, thanks for dialing in. I'll take the second partofthat question first and then
Matthew will answer the first part of that questionifthat’s okay with you. On that $50Bmark, Rich, we stillhave
no intention ofgoing past that number. We think it would raise some significant costs in the near term with
limited returns, particularly given where the yield curveis. But where our balance sheet is today, we still have
some room to grow ifwe so choose. And with someofthe new facilities putin place, we havethe ability to manage
our balance sheet to alittle better degreethan we have in the past. And now Matthew will turn and answer the
first part of the question.

Matthew J. Audette

Chief Financial Officer & Executive Vice President

Yes. That’sright onthe second,Paul. On the first, Rich, I thinkthe broad strokes that Ilaid out in the prepared
remarks are the things that we are thinking through. I thinkyou know us pretty well at this point; as we make
decisions on things, we’ll update you and — you, the public, and tell you what’s going on. I think our primary focus
remains on getting our debt down to $1B, but I thinkwe’re in that place where we’ve got thathigh quality problem
of figuring out what to do. We are analyzing everything that we highlighted and we 'l just tell you as we make
decisions going along. But where we sit today, the debt reduction is still high on our list.

Richard H. Repetto
Sandler O'Neill & Partners LP

Okay.And thenI guess my follow-up, staying on thistopic, I can —you certainly did agood job at explaining the
added capital flexibility by having it closer to the parent, the broker, the meaningful generator ofearnings.I guess
arethere any —I know thisis a sensitive question, but is there more flexibility from a corporate tr ansaction
standpoint now that that entity is out from underneath bank regulators?

Paul Thomas Idzik

Chief Executive Officer & Director

Rich, irrespective of where the broker dealers sit, we will always be having constructive discussions with our
regulators to make sure that they’re comfortable with whatever we might do with the business, with our business
model or anything else. So —and we don’tintend to change wanting to have that typeofrelationship. So, no, it
doesn’treally in practice change that very much at all.
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Alexander V. Blostein

Goldman Sachs & Co.

So just picking up on the last topic, maybe we can spend a minute kind ofdissecting the opportunities now that we
have the kind ofHoldco, excess cash and then there’s the bank. So I guess on the Holdco level, maybe helpus
understand alittle bit what are the constraints for youguys to use that excess cash, which I guess you guys defined
as about $500mm pro forma for the transfer? Do you haveto askthe regulator for any additional approval for
either buyback or debtrepurchase? Doesthe Tier I leverage at the Holdcolevel comeinto effect? So that’s the first
part ofthe question.

Paul Thomas ldzik

Chief Executive Officer & Director

Yes. We would need to get regulatory approval. And as I said, evenifthat wasn’t a formal requirement, it’s
something that we would do as a matter ofhow we like to run the business. We not only haveleverageratio
requirements at the Holdco, but we also will continueto have that leverage ratiorequirement at the bank, and
both ofthose ratios will be carefully examined by us to make sure that we maintain the appropriate leverage ratios
as expected by the regulators priorto us even thinking about doing it.

AlexanderV. Blostein

Goldman Sachs & Co.

Got you. And then so the second part ofthe question, moving on to the bank piece, so 9.2% perform the transfer,
to your point alittle bit above 9%, but even with the new methodology you guys I think will still be generating
excess capital atthe bankkind of over and above the dividend because ofthe DTA utilization? And that’s obviously
without even goingto even lower target as you guys have outlined before. So maybespend a minute on how we
should thinkabout utilization ofthat extra capital piece at the bank?

Matthew J. Audette

Chief Financial Officer & Executive Vice Presicent

Yeah. Sure, Alex. So you summarized it well. Ifhistoryis a guide, we would still be generating a little bit more
capital atthe bankand growing that ratio. I thinkthereisa couple things to think through, both ofwhich go back
to balance sheet size. Firstis the point I highlighted in the prepared remarks. Our balance sheet really didn’t grow
during the year because ofall the customernet buying, nearly 8Bofcustomer net buying. You typically would not
havethatamount,right? So when I thinkabout capital utilization, you're going to have a — as things return to
normallevel, you're going to haveanatural bias up in the balance sheetsize.

And then second to the comments we made and then Paul highlighted on an earlier question on our ability to
bring depositsback onbalance sheet, we’regoingto get to a place inthe next couple of months ofcustomer
activity driving the amount of deposits that areon balance sheet transitioning to weaken effectively the size very
quickly with good precision ofhow much deposits to put backon balancesheet. That, combined with having an
explicit Tier 1 leverage ratio 0f9%, those two things together I think will give us comfort to bring those deposits
backonbalance sheetvs. where we’vebeen for the last few quarters. We’vebeen running well below that $50B
markto have amuch bigger buffer. So, I thinkdeposits back on balance sheet is one ofthe primary things. But just
reiterating a few of the other things that we highlighted in the prepared remarks, we’ll be looking at things like
making sure we're following the loan portfolio, things like the wholesale funding, all the things we’ve talked about
before we will continue to analyze.

Alexander V. Blostein
Goldman Sachs & Co.
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Got it. Andyou guys willbe — and again, the way we talk about the balance sheet size is just total consolidated
basis, right. So like you guys are at $46Bor so right nowand you'd be comfortable going up almost to the $50B
level. Isthat the right way to characterize that?

Matthew J. Audette

Chief Financial Officer & Executive Vice President

Yeah. It’s definitely consolidated balance sheet. And then when thinking through bringing deposits backon as
wholesale funding runs off, that creates capacity to bring deposits back on without increasing balance sheetsize.

AlexanderV. Blostein

Goldman Sachs & Co.

Yeah. Makes sense. Andjust the last one for me. Matt, I thinkyou mentionedboth ofthese numbers butI just
want to make sure we get it right. When we thinkabout the actual just capital generation now at the bank sub and
the broker dealersub, what are those two numbers now? I knowyou said kind of with respect to the dividend that
youwould've paid, but just from a capital generation perspective would be helpful just to get those two numbers.

Matthew J. Audette

Chief Financial Officer & Executive Vice President

Yeah, sure. So we did a pro formaof2014,it’dbe $225mm from the bank and $20o0mm from the brokers, so
$425mm total.

Steven J. Chubak

Nomura Securities International, Inc.

So Ijustfirst want to do a quickie on the capital side. Matt, I was hoping you could verify where the BASEL III
ratio stands today and potentially dissect the benefit from the DTA side. And also where the assets as well as
RWAS sit?

Matthew J. Audette

Chief Financial Officer & Executive Vice President

Yes. Well,on RWA, whenyoulookat our risk-weighted ratios, they are incredibly high and only going higher. So
they’re notgoingtobe —I'd be quite surprised ifthere were constraints. So we focus on the leverage side. AndI
think while we don’t have the numbers completed,just to give you some directional direction on thosenumbers.
So atthe parent there’stwo things going on. The trust preferred securities will be coming out of capital, 75%in
2015 and thenthe remainderin 2016. Andthen, on the DTA side, there’llbe alarger amount ofthe DTA will be
included in capital. When I put those two thingstogether,the DTA being a positive and the trust preferred beinga
negative, we estimatethe netimpact ofthatis goingto be an increase to thatleverageratio at the parent, not
dramatic, but anincrease.

Down at the bank, there isthe impactto the TRUPs — there is no impact to the TRUPs. So the primary driver
down atthe bankis goingto be —is going to be the deferred tax asset. Now the deferred tax asset overallis around
$1B. $600omm ofthat, roughly $60omm ofthatis down at the bankand I would say broadly $300mm —half of
that $60omm isincluded in capital today. So when I thinkthrough what’s the max increase the DTA could have
down at the bank, it’d be another $300mm.So I think that at least gives you some direction on what benefit we
would expect under Basel ITI.

Steven J. Chubak

Nomura Securities International, Inc.
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Okay.That’s really helpful. And then, switching over to the expenseside, you guided to low single -digit growth for
2015, and I appreciate the color on the incremental, I guess cost build that we expect just relating to regulatory
and compliance related matters. How should we be thinking about thatbalance in terms ofwhat’s driving the
growth to the extent that it’sinvesting in revenue generating activities vs. regulatory cyber security and other
related functions,which are simply part ofthe new normal?

Paul Thomas Idzik

Chief Executive Officer & Director

We’ve — that’s afair question, and we’ve been pretty clearon where we’vebeeninvesting. And it ll be the same in
2015, which isinvesting more and improving the client experiencethey have with E¥TRADE and that involves
customers facing professionals as well as spending more on technology. There is no doubt that there hasbeen a
tremendous shift and the bar hasbeenraised on the whole cyber front. And so, we are absolutely investing in that
as well as making sure that the networks we operate, the way we control and manage datais state ofthe art. And
so we’re investing there as well. So those would be the threeplaces whereyou’d seeheadcount added. And then, as
Matthew mentioned, we’ll invest in marketing as it makes sense and as we can be focused in order to drive the
type ofcustomernumbers you sawin Q4. So that’s where we’re going to continueto thinkabout investing as well
as keeping an eye on what’s happening in the revenue line, so that we can protect our margins.

Steven J. Chubak

Nomura Securities International, Inc.
Thanks. And just last one from me, when thinking about managing to a specific capital constraint that the parent,

is 9% goingto be the change Tier 1 leverage bar thatyou’re going to managing to in terms ofhow much capitalyou
have availablefor deployment? And could that potentially evolve over time?

Matthew J. Audette

Chief Financial Officer & Executive Vice President
Well, I mean, we don’t have a specific ratio there, but I thinkwhen youfactor in our goal ofgetting down to $1Bof

debt, right, inherently there’s going to be somedouble leverage, which means the parent ratio will be something
lessthan 9%. So other than that directional, we don’t have an explicit ratio that we’re focusedon yet.

Steven J. Chubak

Nomura Securities International, Inc.

Okay, but we shouldn’t be looking at something like the well capitalized threshold, which is clearly much lower
around, I believeit’s 5%actually, that’simposed by the regulators as being the bar that you would manageto?

Matthew J. Audette

Chief Financial Officer & Executive Vice President

Well, I'm sure every financial institution would enjoy being able to go down to thatlevel and be surprised ifany of
us could.

Michael R. Carrier

Bank of America MerrillLynch

Hey, Matt, just on the balance sheet, whenyou thinkabout what youare talking about for the net interest spread
for 2015 whenyou set guidance, areyou assuming that thatkind ofnew plan is in place and should we be thinking
like low single-digit would be normal growth ofclient-cash balances, move more normal, meaning there’s not as
much buying activity into the market?
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Matthew J. Audette

Chief Financial Officer & Executive Vice Presicent

Youwere talking about the spread guidance?

Michael R. Carrier

Bank of America MerrillLynch

Yeah, meaning when you gave the spread guidance, are you assuming in that, that you have amore kind of normal
level ofclient cash moving, relative to what happenedin2014.

Matthew J. Audette

Chief Financial Officer & Executive Vice President

Yeah. The answerisno. The spread guidance was more —was less guidance, it was more as we sithereina more
difficult environment today, which is not only a few weeks removed from Q4, and even each timeI'lldo a
calculation onthe impact ofthe yield curve,as I'm doing the calculation, rates move dramatically in that hour. So
it was more just to highlight ifthe environment we're in at this moment the impact thatenvironment would have.
Itis nota forecast on any other changes thatwe make including the deposits on balance sheet.

Michael R. Carrier

Bank of America MerrillLynch

Okay. Got it. And then, just as a follow-up, I don’t knowifyou can give us any update on what you’re seeing in the
HELOC portfolio.I know in the pastyou’ve given some metrics and maybe you didn’t give them just be cause
nothing hasreally changed or there wasn’t anything to bring up. But justin terms ofany ofthe payment rates that
you’re seeing among the customers. Just any update there.

Matthew J. Audette

Chief Financial Officer & Executive Vice President

High level stuff, Mike, I think would be helpful. I mean, the most —the primary thing we’re focused on are the
home equities converting from interest only to amortizing. I think everybody knows very littleofthat’s occurred so
far, the majority ofthathappensin2016 of$1Band then $600mmin 2015. So we’ve had very little occur so far.
But for the amountsthat have occurred so far, ifyou justlookat from a quarter -to-quarter basis our delinquency
metrics, ouractuallosses, all of those things continue to be stable or improved. So at least that’s ahigh level on
what we see going on there; keeping in mind again its small balances, they’re the oldestvintages that have come
through, so it’s a better quality stock. Beyond that, I wouldn’t really highligh tanything going on in the portfolio
otherthan we continueto focus onthe [oil drop] movements.

Chris M. Harris

Wells Fargo Securities LLC

Another onereal quick onthe capital, underthe old plan, there’s the goal ofstepping the bank down to 8%
ultimately. I knowyou've got this restructuring going on that you announcedtoday. Is that 8% bogie kind of
completely offthe table for the interim? Or is that possibly a target you could lookto seekinayear or two’s time?

Paul Thomas ldzik
Chief Executive Officer & Director

We'vebeen consistent thatthat’s the target we’re shooting for. We’ll continue to aim that way. Ifwe change that,
we’llletyouknow. It’s atarget that we will continueto have discussion and dialog with ourregulators. And as
things continue in that vein,we will update you ifwe have anything to report.
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Chris M. Harris

Wells Fargo Securities LLC

Okay . Fair enough. A follow-up question on yourloan portfolio, this might be alittle tough question to answer, but
have youguys done any stress testing on that portfolio as to whetherthere’reany concentrations in areas that
might have anegativeimpact from falling energy prices? Just wondering ifthere’s any significantconcentration in
areas like Texas or similar places?

Matthew J. Audette

Chief Financial Officer & Executive Vice President

Sure.I mean — it’s not specific to falling oil prices, but being subjectto the stress testing process, DFAST stress
process. We definitely stress the loan portfolio. As far as concentrations go, our portfolio was built by us buying it
in the secondary market, meaning our concentrations are pretty consistent with where mortgages simply reside in
America, which means our biggest concentration by far is California, then New Y ork and things like that. So
there’snothing uniqueto oil or anything that we wouldbe concerned about.

DevinP. Ryan
JMP Securities LLC

Most of my questions were asked.Ijust have a couple clean-ups here. So following up onthe loan resets and
thinking about just the next couple ofyears, arethereany months herekind ofin thisyear that $700omm is going
to amortize whereit’s concentrated just as we’re looking toward that? And then, the bigger chunkin the nextyear,
is that front-end loaded or back-end loadedbecause I'm assuming that would impact kind ofthe 12-month look-
through for provisioning.

Matthew J. Audette

Chief Financial Officer & Executive Vice President

So,well,youcan...

Paul Thomas ldzik
Chief Executive Officer & Director

$600mm.

Matthew J. Audette

Chief Financial Officer & Executive Vice Presicent

Yeah.So $600mm in2015.

DevinP. Ryan
JMP Securities LLC

$7o0omm total, right?

Matthew J. Audette

Chief Financial Officer & Executive Vice President

$600mmin2015,and $1Bin2016,so0 $1.6Btotal that’s going to start to amortize. While it’s not exactly split by
every quarter,I’d say there’s nothing dramaticthat one quarter isincredibly low and another quarter is incredibly
high, right. It’snot the same every quarter,but I don’t thinkthere’s anything I would highlight on be aware ofthis
quarter or that quarter.
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DevinP. Ryan

JMP Securities LLC

Okay. Fair enough. And thenjust onthe fees and service charges, nice tick-up from the priorquarter. And I think I
heard we’re running fees a little bit higher, butis there anything else in there that’s seasonal or should we think
about this as a reasonable starting point?

Matthew J. Audette

Chief Financial Officer & Executive Vice President

It’s a reasonable starting point. The biggest itemin there is payments for order flow. The secondbiggestitem is
basically arecurring fee income, whetherit’d be from our managed products or from ourmutual funds. And as
those balances continue to grow, those amounts continue to grow as well. It’s up to roughly $12mm a quarter now.
So that’s, the nature ofthat stuffis pretty consistent and should grow, we would hopewould grow overtime. And
theneverythingelsein there is pretty small. So those are the two biggest buckets.

Chris J. Allen

Evercore Partners (Securities)

Just onthe NIM outlook. Obviously, seclending hasbeen the key driver. Inrecent periods, you talked about it
kind of comingback down. Arewe talking about more towards levels thatwe sawin the b ackhalfof2013,early
2014? And anything to think about in terms ofthe securities portfolio moving forward? Are currentrun rates kind
of stable or do you expect those to kind ofroll over alittle bit too, given where we'reseeing the yield curve right
now?

Matthew J. Audette

Chief Financial Officer & Executive Vice President

So onthe stockloanside, I thinkifyoulookattheyieldtable inthe release, it was on the stockborrowside it was
north of20% yield.

Chris J. Allen

Evercore Partners (Securities)

Yes.

Matthew J. Audette

Chief Financial Officer & Executive Vice Presicent

I'would say where we are today is probably something north of10%, right?It’scomebackin a pretty big way. And,
again, this stuff is very volatile. There is no way to know whether it goes down from hereor returns backto Q4
levelstomorrow. It could move pretty quickly. But that’s where it is at the moment.

On the securities side, I thinkthe primary driverthereis goingto be, assuming the balance sheet grows, which
means we would buying securities, what's the interest rate environment looklike. And specifically, what's the
interestrate environment looklike where we buy bonds which is more in the belly ofthe curve.

So whenyoulookatthe 10-year coming down in a big way in Q4, well, the belly ofthe curve didn’t movemuch at
all, so it didn’thave ahuge impact on things vs. the last two or three weeks, the three-yearto five-year point ofthe
curvemoveddownin a pretty bigway. So it all depends on where that plays out and how much balance sheet
growth we have will drive whether ornot there’d be a meaningful changein security yields going forward.
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Chris J. Allen

Evercore Partners (Securities)

Got it. And just — I mean, onthe balance sheet growthtopic, the simpleway to thinkabout it, in terms of maybe
accelerated depositsisthe 9.2%adjusted Tier 1 ratio plus the potential ofthe $300mm from Basel I11, is that kind
ofthe key leverifyou wanted to increase your deposits and bankbalance sheets specifically?

Matthew J. Audette

Chief Financial Officer & Executive Vice President

Yeah. The $300mm was just arange, the potential benefit ofthe DTA, but when we thinkthroughin2o15and
managing to the 9%, yeah, we will be subject to Basel IIIthen. So ifthere is a positive impact there, it would be
capital capacity and growing the balance sheetcould be one ofthe potential options there.

Chris J. Allen

Evercore Partners (Securities)

Thanks. And just onelast question, are you also considering paying down your wholesale debt with the excess
cashyouhave onhere?Isthatone ofyourbetter options?

Matthew J. Audette

Chief Financial Officer & Executive Vice President

Yeah. So when we thinkthrough overthe long-term, the things that we want to accomplish, running offthe
wholesale bookis an objective, running offthe loan portfolio is an objective. So sitting here today, we have no
plansto change that natural runoffbut we’re always analyzing and looking to see ifthat dynamic changes. So
where we sit today, no plans to do that, but we’re always analyzing it.

Brian B. Bedell

Deutsche Bank Securities, Inc.

Congrats onthe announcement. Just Matt and/or Paul, as you thinkabout the long-term implications ofthe
excess capital, asidefrom the additional DTA that comes backinto the capital, have you modeled to what extent
youthinkyouwill be generating more excess capital in this new structure vs. the prior structure, say overthe next
three or four years?

Paul Thomas Idzik

Chief Executive Officer & Director

Well....

Brian B. Bedell

Deutsche Bank Securities, Inc.

I think there’salotof moving partsto that.

Paul Thomas ldzik

Chief Executive Officer & Director

Yeah, well we definitelylook at it. I mean, the thing I can highlight for youis more the proformaof2014, whichI
suspectyou heard, butjust to repeatit, ifwe tookthe process we hadin 2014 thatgenerated the $300mm,under
the new structureit would be $425mm. So I don’t have guidance going forward but hopefully that gives you an
idea of the difference.
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Brian B. Bedell

Deutsche Bank Securities, Inc.

Right, okay. So you use that, that’s helpful. And then just, Paul or actually Matt, ifyou want to talk alittle bit more
about the mechanicsofthe cash management. How quickly can you movebalances between sweep deposits off-
balance sheet and onbalance sheet, is that something you can do pretty much inter-quarter oris there a timeline
to that?

Matthew J. Audette

Chief Financial Officer & Executive Vice President

So, where we sit today, it’s a little bit difficult and time consuming to do it. There’s a bunch of different buckets.
There’s a deposits with third -party banks, there’s deposits in money funds and there’s a bunch of different
processes and procedures to do that. Over time, as we implement this new program, we willhave muchmore
controlto move itback on balance sheet quite quickly. So, as we put thatin place I thinkwe’ll be in a positionin
future quarters to walkyou through with more specificity how that works but just know thatit’ll put usin a
positionto act fasterin the future.

Brian B. Bedell

Deutsche Bank Securities, Inc.

Okay, great. And then maybe just lastly just the — Paul, you mentioned alot oftechnology improvements that
you’ve worked on allyear. I guess, maybejust to frame what you thinkhow that might improve your organic
growth rate and even growth in DARTS as the year progresses. Obviously the macro environmentdetermines alot
more from that, but do you see sortofaninflection upward in organic growthas aresult ofthe initiatives that
you’ve putin place?

Paul Thomas Idzik

Chief Executive Officer & Director

Well, certainly — I'm quite hopeful that we’retaking the right stepsto do that and I think we’re just starting to see
those shootsstart to emergein Q4. This is aretail business and accretion of new accounts and value related to
those accounts takes abit oftime. And so, we're feeling good about what we’ve doneand we're hearing good th ings
from our customers. And anything we do to improve the experience and engagethem morehas historically led to
higher account values and more activity to those customers. So, yeah, I'd stickto my —what I said during the
prepared remarks. I’'m sanguine about our opportunities.

Patrick J. O'Shaughnessy

Raymond James & Associates, Inc.

So my question would be how close an eye do you guys keep on the conversation about potentially raising the SIFI
cap? Andifit were changed,how much would that change yourcalculusinterms ofpotential capital uses?

Paul Thomas ldzik

Chief Executive Officer & Director

We stay pretty close to that discussion, Patrick, and without giving too snappy ofreply on this one, the —it would
absolutely just reducesome ofthe anxiety we have about going over $50B. And so it would just make those
economics more attractive in the mix ofall the other things we’re doing in determining how to create value, paying
down debt, returning capital to shareholders, investing in the business, bringing deposits on;all those things go in
the mix. If $50Bwere to move up and quite frankly I think it should moveup, that would just make it easier to
lookat that without some ofthe ambiguity ofestimating the complete economics.
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