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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 E“TRADE Financial, please refer to

our earningsrelease furnished with Form 8-Kand our 10-Ks, 10-Qs 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

Asalways, itisa pleasure to sharemy thoughts with you
Later, Mr. Pizzi will dissect the quarter,but first I'd like spend some time reflecting on what has been by
all accountsabanneryearat E*XTRADE
Anadjusted netincomeof$340mm or $1.17 per share represents the company’s strongest financial
performance in nearly adecade

o Itistheproductofexceptional effortsbyour colleagues across the organization

Risk Profile

Debt

Capital

We’ve come so far as a company to bolster our financial and competitive positions, and in the hall of
accomplishments, the 2015 display case houses someofour most celebratedand hard-earnedtrophies
During the year, our risk profile exhibited a step function improvementas the continued reduction in
legacy assets was marked by two consecutive quarters oflowering reserves while our demonstration of
enhanced enterpriserisk controls among otherthings help solidify our regulatory standing

o We embarked upon four major capital deployment actions emblematic of our improved position

and greater flexibility

And mostimportantly, we focused on the customer experience, bringing several digital enhancements and
offerings to market while further sharpening our focus through the discontinuation ofnon-core
businesses

I'll start with our financial position

Faced with tremendous opportunity, my colleagues roseto the challenge exceeding even our own
demanding expectations

To provide a highlight reel of our triumphs, we kicked off 2015 announcing regulatory approval to reduce
our bank’s Tier 1 leverage ratioby 50BPSto alevel 0f9%

Reduced and refinanced our corporate debt to our targetlevel of §1Bat a blended average coupon of5%,
the lowest in company history

Simplified our operating structureby extracting our broker dealer subsidiaries fromthe bank, which now
serve asamore efficient source of capital for the parent
Distributed more than $80omm ofexcess capital to the parent
Terminated costly legacy funding sources from our balance sheet, markedly improving its profileand
returns while creating capacity to fuel growth with the corecustomerdeposits
Andbegan the process ofgrowing the balance sheet to our target ofcirca $49.5B

o Putin place and began executingon an $800mm share repurchase program
And finally, announced yet anotherapproval to reduceour targeted bankleverageratioin early 2016, this
time by 100BPSto 8%, afull year ahead ofexpectations

FACTSET:callstreet 3

1-877-FACTSET www.callstreet.com Copyright © 2001-2016 FactSet CallStreet, LLC



E*TRADE Financial Corp. ETrc) @ Formatted Report
Q4 2015 Earnings Call 21-Jan-2016

Accomplishments

e Our accomplishments numbered large and were significant in scope

¢ Andweendedtheyearinabountifully stronger position than we began it and, frankly, betterand
stronger than the company hasbeenin more thanadecade

e Notably,our progress and resulting position wererecognized by ourregulators and rating agencies across
a few dimensions

e First,the MOUs atboththe bankand parent were lifted early in the year

e Next,reflectiveofour much improved risk profileand regulatory standing, our FDICinsurance rates were
cutby more than half

Balance Sheet

¢ Andfinally, we'vereceivedinvestment grade credit ratings for the first time in the company history,
following seven notches of cumulative upgrades from ourtwo covering agencies during the year with a
BBB designation from S&P in August and Moody’s following suitein December
o While it is more than a pleasure to lookback on these achievements, make no mistake that we are
acutely focusedon what is next, marked by ourunwavering commitment to be faithful stewards of
shareholder capital
e To thatend, we are currently in the midst ofexecuting two important initiatives
e First, we are steadily marching towards our target balancesheet size of $49.5B, which we expect to
achievein Q2

Share Repurchasing

e Second, we are actively executing on our $80omm share repurchase program announced in November

e Throughyear-end, we havepurchased $50mm,and at January to-date, we have put another $26mm to
work

e Meanwhile, we continueto evaluate otherpossibilities for capital deployment

¢ Beyond making prudentinvestments inthe business, chiefamong these possibilities are potential
acquisitions

e I'vementionedthatwe thinkofthese inthree broad categories,of which two continued to rise to the top
of the list

o Thosearescale acquisitions in the brokerage business and opportunities to better capitalize on
our customer deposits through banking

Banking

¢ On thebrokerageside, we havesuperior platforms and systems in place and utilizing the scale inherent
thereinis attractive
e On banking, we see value in optimizing our low cost stable deposits through a more traditional approach
o While an abundance ofsmall and medium-sized opportunities exist in these areas, we are staying
highly objective with an eye on delivering compelling returns on capital, ensuring our customers
will be well servedand remaining closeto our digital ethos
e Asweexamine specific opportunities, management and our board pass each through a robust filter,
ensuring our heightened standards for risk, our demonstrated commitmentto creating value for
shareholdersand our regulatory standing are at the forefrontofany decisions
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Growth and Capital Deployment

e Irrespectiveofacquisitions, as we thinkabout both growth and capital deployment,we have started the
workon sizing the implications ofexceeding $ 50Bin assets

e  While I remain hopeful thatlogicrearsits noble head and that certain regulations might change, we take a
more pragmatic approach to managing our business

e Accordingly, I charged Mr. Pizzi and team with understanding all elements ofcrossing this threshold,
from systems to reporting to personnel and, most relevant for yourpurposes, costs

e  While there’sstillalot of analysisto do and the numbers will be refined, initial estimates suggest about
$50mm over two years related to getting in shape with an additional recurring component of
approximately $15mm annually

¢ Keepin mindthatnotall of these costs, specifically thoserelated to initial build-out,would have
immediate P&Limpact

o Mr. Pizzi will covermoreonthatlater

Costs

e These costsare certainly not insignificant and as we noted on numerous occasions, tiptoeing overthe
$50Bline won’t benefit our owners, particularly in the current rate environment

e However, with cost and benefits were clearly defined, we will be able to make an informed decision
considering rates, growth,and return on capital
e So weare spending a healthy amount oftime working through this exercise

e Fortheavoidanceofany doubt, ourintent for the foreseeable futureisto manage our balance sheet to our
stated target and not cross [ph]into the (08:00)1land of $50B.

INVESTMENTS

e While onthetopic ofexpenses, the team has completed the budgeting work for 2016, and I would like to
give some coloronhow we are thinking about spend going forward

¢ We have made alotofimportantinvestmentsin the business over the pastfew years, in particular,
fortifying the company’s risk and control frameworkin line with our enhanced expectations, bolstering
our foundation through improvements to systems and infrastructure and, finally, upgrading talent

Expense Structure

¢  With much ofthe foundational work complete, we havereally just begun to shift our dollars to chip away
at delivering enhancements truly geared towards improving our competitive position

e Today, with this more rational expense structure, we are transitioning the way we think and talkabout
overall spending to be more directly aligned with the revenue e nvironment, meaning operating margin

e On thismeasure for 2016, we expectittobe 39%

e Thereissubstantial upside in amore normalized rateenvironment where ourtarget should move to the
mid-40%srange

o While Mr. Pizzi will share additional thoughts on expenses in the coming quarter, I wantedto
accentuateour revamped approach on the matter
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Business Metrics

e Turningto our business metrics,customer activity rates slowed amidst global and macroeconomic
uncertainty during the year with DARTs of 155,000,down 8% from 2014

e (4 continued atrend of moderation as DARTs of 147,000 were down 6%from Q3

e 4Optionsduringthe quarterwere stable at 24%oftotal DARTSs consistent with our full year mix

DARTS

e InJanuary to-date,we’ve seen uptickintrading activity amidst volatile markets and in line with seasonal
patterns

e Throughyesterday, DARTs are tracking up 26 % from December

e Despite uncertainty in the markets, ourcustomers showed confidencewhen they acted as they werenet
buyersof$6.8Bofsecurities during the year and maintained relatively healthy margin balances
throughout, ending the year at $7.4B

e Forthequarter, marginbalances averaged $7.5B, down from $8Blast quarter

o Recently, we've seen a decline to about $7B

e Despitethe macroeconomicmorass,our core franchise also continued its steady growthadding 13,000

net new brokerage accounts during Q4, bringing the full year total to 96,000 after we adjust for unique
items

Adjusted Attrition Rate

e Our adjusted attrition ratefor the quarter of8.2%improved from 9.3%in the prior quarter
e That bringsour full year adjusted attritionrate to 8.9%inline with 2014 in arange that we thinkis
healthy given ourbusiness model
e We broughtin $2.8Bofnet newbrokerage assets during the quarter which wasup from $2.1Bin Q3
o That bringsour fullyeartotalto $9.3Brepresenting a 3.8% growthrate
e Importantly, approximately onethird ofthose net new assets were flows into retirement accounts

Retirement Assets

e Retirement, investing and savings continue to represent a key componentofour future growth
e Bothourchallenge and our opportunity is to better engage our customers to broaden their awareness and
showcase ourcapabilitiesas a provider ofinvestment solutions for both the near and long -termfocused
e We ended theyearwith $48Binretirement assets with our 880,000 retirementaccounts, bothofwhich
increased modestly during the year
o We alsohave $3.2Bofassetsin managed accounts, which we think compliments this component
of our business quite nicely

Stock Plan Administration Business

e Anothertremendous area of opportunity for usis our stock plan administration business

e We continued to invest in this business during the year and completed the transition ofclients on to our
award-winning Equity Edge Online platform

e During the year, we added 144,000 net new accounts in thisbusiness and ended the year with 1.4mm plan
participants
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Digital Storefront and Core Platform

e Turningsto the enhancements we’vemade to our digital storefront and core platforms,leading with
etrade.com, we launched a new welcome pagefor prospective customers to better deliverour value
proposition the momenta window shopper stepsinto the store

e Whileitisin theearly days we haveseen animprovement in the funding rate for new accounts dir ected to
this page, whichisup over 2.5 percentage points compared to ourpriorexperience

NEW RETIREMENT CENTER

e Once in the door, all customers were met with several overhauled sections ofour site including a
revamped accountoverview page

o Our new retirement center which provides a simpler interface and inviting content to help
customers engage, take chargeand keep their goals ontrack

o Our new tax center, which brings more efficiency and ease to a process thatis notoriously
stressful and convoluted

TipRanks

e Andfinally, thismorning, we announced the introduction of TipRanks to our platform

e Inlisteningto customers, we heard a strong need for help navigating the scores of public content across
social and financial channels

e The toolwhich presents analyst sentiment on individual stocks in an ultra clear way takes a unique
algorithm-based approach to analyzing and aggregating recommendations from more than 3,700 sell side
analysts and 4,500 financial bloggers

Active Trader Platform

e Turningto ouractivetrader platform, E*TRADE Pro, we made anumber ofupgrades to furtherequip
retailinvestors with professional grade tools

o The bigticketitemsinclude a new Options Analyzer which simplifies very complex strategies

e Inadditionto our newstreamlined design, the revamped tool enables traders to build multiple option
strategies, run through various strike and date scenarios, customize graphing features, and more
seamlessly submitany strategy for trading

¢ Andournew Margin Analyzer, which provides greaterclarity by way ofa new detailed overview ofbuying
power, displaying real time requirements for each position in the customers’ portfolio

DARTS

e Lastly ismobile, which continues to become a more prevalent component ofour offering as mobile DARTs
were arecord 14%oftotal DARTs in 2015and 15%in Q4

e Customersseekanexperience thatrivalsthe desktop interms of power and depth and this year,we
delivered robust enhancements to further empower customers on the go

Market Conditions

e Some of the more noteworthy features we added this year include conditional orders to help customers
more nimbly seizeopportunitiesbased on differentmarket conditions, multi-leg options to execute
complex strategies, abespoke mutual fund trading experience [indiscernible] (14:12) that embraces the
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unique form factor,and several new technologies available on Apple products including home screen
supportoniOS, Apple Pay,and ofcourse, our Apple Watch app, where we’re the only brokeramong our
peersto offer accountlevel data

Digital Offerings

e When it comesto the prowess ofour digital offerings, we receivedsignificantthird party recognition this
year, including earning four out offive stars overall at Barron’s 2015 broker review, threefirst place
awards, along with five best-in-class ratings in StockBrokers.com 2015 review

e Andforthefourthyear running, Equity Edge Online was rated number onefor clientsatisfaction and
loyalty by Group Five

SUMMARY

e So,in summary, 2015 was agreatyear for E¥TRADE

e We’re very proud ofthe accomplish we made, but recognize there ismore to do to drive growth in the
metrics and I know we cando better

e So,as we turnthe page to anew year, I'm enthusiasticabout the many initiatives we have underway to
enhance our offering and grow our franchise, all while keeping focused on continuing to deliver value for
shareholders

e Iam eagertoshareourprogressalongthe way and I am confident 2016 will be another great yearfor
E*TRADE

Michael A. Pizzi

Chief Financial Officer

Q4 RESULTS

Earnings

e TD’llstartwith ourresults

e Forthe quarter, we reported earnings of $8g9mm or $0.30 per share

e That comparesto $98mm or $0.33 per share in the prior quarter after excluding the impact ofthe
wholesale funding transaction

e Italsocomparesto adjusted netincomeof$78mmor $0.26 pershare inthe year ago quarter, after
excluding early extinguishment of corporate debt

e The quarteralsoincluded an elevated tax rate of43%, largely related to the impact of our wholesale
funding transaction on the full year’s pre-tax income and the associated impacton non-deductible items

o We expectedtoreturnto amore normalized 38%to 40%rangein 2016

Revenue and Net Interest Income

e Revenueswere $454mm, up from an adjusted $443mm in the prior quarter, attributableto higher net
interest spread, butdown from $461mm inthe year ago quarter as aresult oflower customeractivity

e Net interestincomeof$285mm,improved $22mm from the priorquarter, driven by a healthy 30 basis
pointimprovementin spread, primarily related to the elimination ofexpensive wholesale funding,
partially offset by $1Blower average balancesheet, again the result ofthe wholesale elimination
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Fed Funds Rate

e Spreadforthe quarter was 288BPS, above the high 270s range we discussedin the last call, as aresult of
better marginloan yields, coupled with meaningfully slower prepayment speeds within oursecurities
portfolio

e Asfor2016spread, holdingthe Fed funds rate constant and doing the same for our most erratic variables
relativeto wherethey ended the year, margin, stocklending, and prepayments fees, we expect our spread
fortheyearto beinthe 27 0to 275basis point range, with Q1 in the high 277 0s

e Iwouldnotethat withmarginrelativeto where it ended the year, there is some downside

Commissions, Fees and Service Charge

¢ Commissions, fees, and servicecharges, and otherrevenues were $160mm, down $10mm from the prior
quarter and down $16mm vs. the year ago quarter, largely attributableto a decline in trading activity
relativeto both periods

e Average commission pertrade of$10.66 declined $0.21 from the prior quarter and $0.18 from the year
ago quarter

e The sequential decrease was driven by a higher mix ofactive traders and fewer contracts per option trade

e The y-over-y declinewas also driven by a higher mix ofactive traders

e Securities gains were $9mm, compared with an adjusted $10mm in the prior quarter

e Forthe full year, we expectgainsto beinthe $30mm to $40mm range, though any given quartercould
vary

Expenses

e Expensesforthe quarter were $305mm,up $12mm from the prior quarter,influenced by a couple of
unique items
o First,we had $6mm of executive severance within the restructuring line
o Second,we had an $8mm, one-time third-party contractcharge in the communicationsline
= Excludingthosetwo items, expenses were $291mm

Revenue and Investments

e Lookingahead, we are truly shifting our framework to be more aligned with the revenue environment and
thatis evidentin the investments we are making going forward

e Theseinvestmentsare onesthat willhaveamore directimpact on the growth in our business

o Asforthe mostsignificant drivers ofthe current year’s expense guidance, which is predicated on an
operating margin of39%, they are the following

Head Count

e First,theimpact ofadding talent

e We grewhead countin 2015 and we’ll have the full yearrun rate ofthose additions as well as continued
hiring throughout 2016

e In2015, many ofthe hires we made related to foundational enhancements and improvements to project
management

e In2016, manyofthe hires we make will be related to business growth
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e Inconjunction with this, we expect consultant head countto decline,which is captured in professional
services
Marketing Spend

e Second,weplantoincreaseour marketing spend in the high single-digit percentagerange during the year
e We maintain flexibility hereand will be mindful of what market conditions warrant
e Andlast,theimpactofourreduced FDICinsurance premiums
e We hadadropinourassessmentratemid-2015and will recognize the full benefit ofthatin2016
o We expectthisexpenseto be approximately $ 6mm perquarter, with $49.5Bbalancesheet

Operating Expenses

e So thosearethe piecesthat willimpact the full year

e Morespecifically for Q1, we expect operating expenses to be around $3 10mm, which includes a sequential
uptickin marketing spend

o That combined with a smaller balance sheet we’ll have in Q1 relative to the rest ofthe year, will
cause our op margin for the quarter to be below ourfull year guidance

e Andtobeclearonouroperating margin guidance, the metricis aligned with that which we reportinour
key performance metrics and is the percentage we make on revenue after provision and operating
expenses, meaning it excludes corporate interestexpense, and other below the line items

e We viewthismetricas animportant measureofhow we are managing the business

Loan Portfolio

e Movingonto theloanportfolio
e Itendedtheyearat$5B,down 6%duringthe quarter,and down 22%for the fullyear
e The allowancereduced yet again as we continueto see positive portfolio relative to our expectations,
endingthe quarter at $353mm, $23mm decline from the prior quarter
o This translated into a benefit to provision for loanlosses of $23mm, as net charge -offs were zero

HELOC:s

e  With respect to HELOCs, we began 2015 with $60omm of HELOCs scheduled to convert to amortizing
payments ormatureduring the year
¢ We managed through the first significant volume of conversions and maturities, and we now have a
sizable sample of converted loan performance, to measureagainst our original expectations
e We enter 2016 armed with even moredatato forecast the performance ofthe future conversions, and
maturities
o Thisyear,wehaveabout $8oomm ofourtotal $2.1Bofhome equity loans, of which $1.7Bare
HELOCs scheduledto do so

MORTGAGE LOAN CHARGE-OFF

e So here’swhatI would emphasize on the topic

e Inthemontha HELOC convertsfrom aninterest-only to an amortizing payment, we observe a significant
increase inthe rate ofnew 30-day delinquencies would ultimately resultin the default rate approximately
twice that ofthe non-converting population

FACTSET:callstreet 10

1-877-FACTSET www.callstreet.com Copyright © 2001-2016 FactSet CallStreet, LLC



E*TRADE Financial Corp. ETrc) @ Formatted Report
Q4 2015 Earnings Call 21-Jan-2016

e Translating thatinto actuallossterms, the 24-month benchmark default rateon non-convertingloans has
been about 6% while those that have converted are closer to 12%

e Furthermore, the charge-offoccurs approximately six months to nine months afterthe conversion event
whentheloanreaches 180 days past two consistent with our standard accounting process for mortgage
loan charge-offs

CLTVs

e Andfinally, ourloss estimatesincorporate ourassumption onloans convertingin 2016 aregenerally a
poor credit quality than the average converted loans to date, as national housing values peaked in 2006
when most ofthem were originated, translating to higher CLTVs and less equity in the properties today

e These conversions and their performance are the single largestfactor impacting our loss modeling and,
while expect charge-offs to increase in 2016, we are comfortable with ourcurrent level ofreserves and
continue to expect provision expensefor the year to be near zero

Capital

e Movingonto capital, we announced four major capital deployment actions in 2015 and we are in the
midst of executing ontwo ofthem, balance sheet growth and share repurchases

e On balance sheet growth, we ex pect to reach our targeted balance sheet size in Q2

e Atthatpoint,onapro formabasis, we would be left with about $70Bofoff-balance sheetdeposits

e Beforeassumingany level ofgrowth in the business, $2Bofthese deposits could be brought on the
balance sheet at our direction

o So takingthisinto account and again before assuming any level of customer cash growth, we have
the ability to cross $50Borganically

Assets and Non-Recurring Expenses

e To expandon Paul’scommentsregarding the workunderway to size the impact ofexpenses ofcrossing
$50Binassets, first, we would have the upfront non-recurring expenses to implement the qualitative
requirements associated with crossing the threshold

e More specifically, those aretied to requirements scripted under Dodd-Frank, namely CCAR, the liquidity
coverage ratio, and resolution planning

e  Within the rough initial estimate of $ 50mm, we’re doing much workto determine what the final number
will be and what portion ofthat would actually flow through the P&Lvs. how much will be capitalized

o This doesnotinclude any additional FDIC costs, which willbe incurred at arate relatively in line
with our cost today

Head Count

e  With respectto the $15mm estimate ofrecurring annual expenses, that would be predominantly
associated with additional head count in various legal compliance, and financial roles

e But while we workthrough thesecalculations,itisimportant to notethat we will only cross the $50B
threshold, ifdoing so presents compelling returns
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Share Repurchasing

e Lastly, withrespectto corporatecash,we ended the quarter with $447mm, up $15mm from the prior
quarter asthe $50mm dividend from E*TRADE Securities was offset by the usage of §50mmto
repurchase shares

e Asareminder, we intend to resume quarterly dividends from the bank to the parentin Q1, and in light of
ourreduced Tier 1 leveragethreshold to 8%at the bank this quarter, we intend to requestdividends in
excess ofits $97mm of Q4 netincome

QUESTION AND ANSWER SECTION

Richard H. Repetto

Sandler O'Neill & Partners LP

I guess my first question is a follow-up to the SIFI sort ofresearch that you've done on the cost. And when you talk
aboutacompelling return, I just wanted to get alittle bit morecolorwhat you’d sort ofcategorize as a compel ling
return? And then, it lookslike you would stillhave $2Bin sweep or off-balance sheet deposits you could add. So,
that would give you some growth, but where could you see growth coming from on the depositside to actually get
that compelling return on the SIFI cost?

Michael A. Pizzi

Chief Financial Officer

A couple things I would pointout there, Rich.One, the $2Bdoesn’t assume any growth in cash. That’s really
where we — what the calculations wouldbe ifwe ranthem asof 12/31.Continuingto —if youlookat our customer
cashbalancesovertimeinatrend, youll see thatovertime that they have been growing. So, we would expect that
number to grow with our business as we grow accounts and grow customers.

The $2Bthatyouhave there, ifyou thinkabout what we giveas our reinvestment rate ofessentially 175BPSor so,
you can use that to estimate the revenuethat’s availableon that $ 2B. When we think of returns, we'renot really
just talking about a dollar return or margin, but we have to put equity against that balance sheet. So, what we’re
really talking about is a compelling ROE to grow the balancesheet through $50B, taking into account those costs.

Richard H. Repetto
Sandler O'Neill & Partners LP

Okay.That’s helpful. And I guess —I'm sure that you're still working through alot ofthe cost here. But, anyway, I
guess my follow-up question wouldbe —this may not be asrelevant today,but interest ratesensitivity and it
seems like the other e-brokers get specific in regards to how they would be impacted by rate hikes, whetherthey
happen, whetheritis as likely now as before. But with the wholesalefunding cleanup, are you able to give us, a
betterideaoftheinterestrate sensitivity for E*TRADE?

Michael A. Pizzi
Chief Financial Officer

Yeah. Inthe past with the various movements on the balancesheet,one, you can see the wholesale funding but
eventhe changesinthe composition and cost of corporate debt, the paydownsin the loan portfolio, the

deleveraging project to bring our balancesheet down to get to atarget capitalratio, and then the sortofre-
leveraging or bringing the balance sheet back up in size that we’re doing now, we have shied away from giving that
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guidance. We are at a point now where we are completing some work, and I would say stay tuned because we'’re
goingto be coming — we’llbe coming with more fulsomedisclosures around ourinterest rate sensitivity.

Richard H. Repetto
Sandler O'Neill & Partners LP

Okay.And maybe I will sneakone in for Paul, if I could. Onthe M&A, Paul, we hear alot that there was an article
about abroker, privatebroker up for sale. Any ofthe properties out there, as far as scale properties, do you find
particularly interesting?

Paul Thomas Idzik

Chief Executive Officer & Director

Rich,it’salways good to hear from you. And I find lots ofthings interesting but you can’t possibly expect me to
answer that question.

Steven J. Chubak

Nomura Securities International, Inc.

So I appreciate all the detail you guys provided on the incremental expense associated with crossing, I guess, what
you calledthe nifty land of $ 50B threshold so just sticking with, I guess, your classification. But if we were to take
that 175 basis point spread on that newly deployed client cash,I’'m just tryingto get sense as to howlong it would
take to actually cross the threshold organically where the economic benefits would intuitively make sense?

Paul Thomas ldzik
Chief Executive Officer & Director

Well, Steven, we, as Michael has said, we’'vebeen doing alot ofanalysis and furrowing our brows a bit about
what’s the right way to talkabout this. But as Mike said, we could go overtoday originally. Mike, I don’t know if
youwantto add anything to thatbecauseit’s difficult to forecast the way exactly Steven is describingit,
particularly given the impactifthere’s a potential rate rise or potential...

Michael A. Pizzi
Chief Financial Officer

Yeah.I mean, I think, you're thinking about itin the correctway. As rates move higher, the spread earned on that
balance sheet will be larger. So, we will need less balanceto earn that compelling return. At alower rate
environment, we’regoing to need more balance. Look at sort ofthe relativeearnings on that relative to a
reasonable equity cost and, therefore, return on equity that youwant to achieve as atarget and I thinkyou can
backinto a number.

Steven J. Chubak

Nomura Securities International, Inc.

Allright. Okay. That’s helpful. And maybe again switching over backto the NIM discussion, just wanted to get a
sense as to given the guidance where you indicateda rebasing presumably in the asset yield side,Ifyou can give
some additional detail in terms of what assumptions are being madein certainitems, particularly t hose that are
more volatilelike stocklending, but also in terms of securities yields and the pro formareturn?

Michael A. Pizzi
Chief Financial Officer
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Yeah. The guidance we gaveholds some ofthose volatilecomponents constant. So we are holding th e margin
balance constant at arate that’slevel there. We are holding stockloan contribution constantthroughoutthat
calculation. And then, essentially running a constant balancesheet at $49.5Bto give you that spread guidance in
the 2770 to 275basis point range. It also assumes no additional movements in federal funds.

Steven J. Chubak

Nomura Securities International, Inc.

Okay. And just one final one from me. With the FDIC expenseguidance update that you provided, does that
contemplatethe step up in fees that’s expected later in the year?

Michael A. Pizzi

Chief Financial Officer

The runrate expense guidancedoes notinclude any step up in fees. The step up in fees isout there as an issue. We
expectittohaveto getclosuresometimein2016. We’ve incorporatedit into our planning and therefore it is
incorporatedinto the operating margin guidancethat we’ve given you. But the run rate because we don’t know the
form that charge is goingto take, it could be a one-time charge, it could be an ongoing assessment, it can actually
be an element ofboth. Becauseofthat, we have not factored it into the dollar guidance, but we have taken it into
the consideration in the calculation ofthe operating margin.

Conor B. Fitzgerald

Goldman Sachs & Co.

Just -- you guys have been pretty aggressive with the sharerepurchase early. I just want to understand kind of
your appetitefor maybe using a chunk ofyourauthorization soonerrather thanlater, just given what’s happening
with the markets and kind of your stock specifically YTD.

Paul Thomas ldzik
Chief Executive Officer & Director

Well, Conor, asyou can will expect and Mr. Pizzi will talk more about this in a bit, we’re subject to the same quiet
period requirements as a corporation as we would as anindividual, and so that hashad some issues with regards
to what we canor can’t do with accelerating or decelerating during this period oftime, but Mike, do you want to...

Michael A. Pizzi
Chief Financial Officer

Yeah.Ithinkasyouprobably understand,we’re operating under a plan, and that’s we’re going to dropthe amount
that we’ve done thus far this yearas we entered the quiet period latein December. With that, that’sbeen a
consistentamountofpurchase. With the movementin prices and the volatility ofthe market, it’sanitem ofactive
discussion between Paul and I as to what the appropriate set ofactions will be when we exit this period in a couple
of days.

Conor B. Fitzgerald
Goldman Sachs & Co.

That’s helpful. And then, I thinkyou were one in the first to raise margin lending rates after the Fed hike. I'm just
wondering ifcould givealittle color on what you're seeing in the early innings in terms ofyour success in passing

through that higher rate, just trying to get a sense, just given kind of competition has been relatively strong on
marginlending balances?
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Michael A. Pizzi
Chief Financial Officer

From what I understand most ofour majorcompetitors have now passed through thatincrease, somedelayed ita
little bit, and we’re not really seeing much in the way ofany movementreally. Butit’sbeenlargely passed through.

Conor B. Fitzgerald

Goldman Sachs & Co.

That’s helpful. And thenif I could just sneakin one last one, that 1.75%number you quoted, that’s net ofthe
money marketfee revenue you lost, and then just one moreyou could —what do you kind ofthink your cost of
capitalis on a lowrisk? Why was revenue stream like this? That should be helpful. Thanks.

Michael A. Pizzi
Chief Financial Officer

The 1.75%isthe marginal rate ofreinvestment. So in terms of where we are effectively buying duration matched
securities in today’s market, please keep in mind, yields have been exceptionally volatile, as have spreads, so that
numberisbouncing around. We could think ofit is as a range ofabout 1.75%to 2% right now. We haven’t
historically disclosed our cost ofequity, butit’s actually fairly straightforward calculation from a CAPM model so
in terms ofwhere we’re coming out, but I think from that you’re goingto get around the 10%-ish type ofrange
cost.

Conor B. Fitzgerald
Goldman Sachs & Co.

Okay.And sorry, so the 1.75% million is the spread revenue, but you do money market fee revenuein the other
revenueline?

Michael A. Pizzi
Chief Financial Officer

Yeah. Soifyoumovedepositsbackonbalance sheet,and you arebuyinginthe 1.75%to 2% range, you aregiving
up the feesthat you are earning on the off-balance sheet portion.

Conor B. Fitzgerald
Goldman Sachs & Co.

AndI'msorry, what’s thatintoday’s rate environment?

Michael A. Pizzi
Chief Financial Officer

It’sabout 23BPS.

Michael Roger Carrier

Bank of America MerrillLynch

Hey, Mike. Just on the expenseoutlook, so, I knowyou just mentioned on Q1 $310mm, it seems like that’s a pretty
decentbump up even with advertising fromlike the adjusted number that I thinkis around $29o0mm in this
quarter. So just wanted to see, what's driving that? I know you mentioned advertising, maybe seasonal comp, but
is there anything else that gets the liftin Q1?
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Michael A. Pizzi
Chief Financial Officer

Yeah. Ifyoubackandlook, you’ll see the comp event is always the highest in Q1, thatisreally related to all ofthe
tax items and resets that go on. So that will be occurring as well as the ramp up in marketing, and then some ofthe
full year head countreally continuing,but that’s really more for the full year, not just for Q1.

Michael Roger Carrier

Bank of America Merrill Lynch

Okay.And thenjustin termsofgoingover the $50B, you guys gave the cost, I'm just curious when y ou think
aboutlike getting positioned for that transition, ifyou determine that it makes sense. Like, what’s like the timeline
in terms ofgetting prepared? Is thereany additional hiring, any additional sy stem costs, meaningis it something
thatyou guys havebeen planning as you've been kind ofrevamping the infrastructure, that it wouldn’t take that
long, or are you still thinking it will take a few quarters to be building that out?

Michael A. Pizzi
Chief Financial Officer

Look, Ithinkthat, one, I’d say there’sreally no decision to cross at this point. We are working on a plan, buta plan
is not a decision point. But I think at some point, yes,with the growth in cash, it willbecome a more and more
likely decision, but at what point thatisis alittle bit off into the future.

How the rules work, some ofthe CCAR rules, youhavefive quarters to comeinto compliance with. So, that gives
you anoperating window oftime, but obviously you want to haveavery detailed and well thought out plan putin
place beforeyou startdown that roadbecauseyou have a fixed window to getitin place. Other rules actually kick
in, thisis the heightened expectation rules, they kickin day one when you cross 50.S0, that workhasto be done
almostimmediately,but some ofthat’s a bit more structural and a bit easier to putin place.

So, as we step backfromit,youdon’thave —it’s not going to take a full two yearsinterms ofthe expense period to
goover 50, butthere is goingto be aperiod oframp up time asyou’re building out the planand asyou’re
beginning on the execution ofthe first phases ofthe plan, particularly personnel to get some ofthis workdone.

Christopher M. Harris

Wells Fargo Securities LLC

Another clearly really strong quarter in credit. And I appreciate your comments about expectations on default
rates and the HELOC book, but I'm just tryingto squarethat with what youguys are actually reporting. This is the
third consecutive quarter ofno charge-offs in the HELOC portfolio. So, it seems like you guys are running way,
way better than that. So, help us maybebridgethe loss experiences you'rekind ofreporting now vs. where you
think they potentially might be going?

Michael A. Pizzi
Chief Financial Officer

I could probably give you alittle bit of coloron that. I think the gross charge -offs for the period were $21mm that
will be comingoutinour 10-Kwhen we file it and we are seeing an elevatedlevel of recoveries thatare driving the
net charge-offnumberto zero. We expect that recovery stream to continuesomewhat, butithasbeen
exceptionally strong, and we are coming up on increased conversion balances. So that really squares to how we get
to theloss modeling that supports the $353mm allowance.
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Christopher M. Harris

Wells Fargo Securities LLC

Okay. Allright. That makes sense then. And then the commentary around acquisitions, would you guys consider
acquiring abankthat had credit risk? Is that part ofthe potential candidates that you’re considering?

Paul Thomas ldzik

Chief Executive Officer & Director

Chris, we're considering a number ofthings across three dimensions, right, which we’ve talked about on a couple
of callsnow. Let’srememberthe reason we brought this up isbecausewe were in [ph] purdah (40:19) for a period
of time and couldn’t entertain these at all. So as the music’s changed here, we wanted to make surethat we were
very clear with the Street, with the sell side, with our investors that we'renow in a different spot and we can
entertain thesethings.

Aswesaid today, two ofthose three categories haveemerged as having more potential attractive opportunities
and I say potential. One is certainly trying to find ways to add scale in the brokerage business because the
operating leverage is so attractive. The secondis in banking, finding a way to monetize the value of our customer
depositsto agreaterdegree than we do today. And that would imply acquiring an institution that has strong
capabilitiesin traditional intermediary activities.

Kenneth W. Hill

Barclays Capital, Inc.

I know you’vetalked alot about acquisitions here, but during the quarter, I thinkyou guys announced an
expansion ofyourrelationship with Jefferies giving clients access to munis you had arelationshipin place on IPOs
foratleastayearnow. So are there any otherin demand products that could maybebe satisfied through more ofa
kind of partnership than anything else?

Paul Thomas ldzik
Chief Executive Officer & Director

That’s a good question, Ken. Welook at partnerships all the time. We recently got involved with a partnership in
our backoffice that we thinknot only provides customers a betterservice level, but provides us b etter economics.
So we lookat those all the time, particularly as people produced new products. And ifyou think about the
introduction of TipRanks today, that’s very much of partnership and that’s providing some additional valued
educational and investing knowledge to our customers through a partnership. So we thinkabout those all the
time.

Kenneth W. Hill
Barclays Capital, Inc.

Okay.And then just modeling question here for the commission.I knowyou guys dropped quite abitand alot of
the peers kind of stabilized on alittle bit higher. And I know you mentioned someofthe higher percentage of
active traders this quarter. Is there anything different that you're seeing from the customer base? Are youguys
targeting a higher group ofactive traders and making it easier for them to trade out a discounted ratethat might
be kind of driving that lower over time and should we expect to stabilize some?

Paul Thomas ldzik
Chief Executive Officer & Director

FACTSET: callstreet 17

1-877-FACTSET www.callstreet.com Copyright © 2001-2016 FactSet CallStreet, LLC



E*TRADE Financial Corp. ETrc) @ Formatted Report
Q4 2015 Earnings Call 21-Jan-2016

Ken, we’re clearly continuing to investin, for example, E*TRADE Pro, which unquestionably signals the fact that
we are absolutely committed to serving the needs ofthose valued customers and much of what we’re introducing
onthe mobile devicesis also aimed at serving that viable client base becaus e they like to stay in touch and like to
be able to take action when they want to take action.

So, our dedicationto that areais very important. Our modeling on that metricthat you just described is influenced
by anumber offactors and including the impactofour corporate services business and a change inbuying
behavior somewhat in Q4 as people repositioned and a few more mutual fund type purchases as opposed to just
straight DARTS, straight equity trades. So, there’sanumber of moving factors, Ken.

Kenneth W. Hill

Barclays Capital, Inc.

Okay. Thanks for taking my questions.

Paul Thomas Idzik

Chief Executive Officer & Director

Of course.

Michael A. Pizzi
Chief Financial Officer

IfI could just make one correction to an earlier comment to Conor’s question. I gave the gross revenuenumberon
the off-balance sheet, the off-balance sheet sweep deposits. Thereare fees paid in that arrangement. So, when I
gave the number of23BPS, we’re actually inthe 10 to 15 basis point range because we haveto pay the

administrator fees, so it’s not quite as high as that. We also expectthat to go up with the full quarter now ofpost
the Federal Reserve increaseinto the 25 to 30 basis point range.

DevinP. Ryan

JMP Securities LLC

Just a question here on excess liquidity. Ifthis market volatility persists, does that changeyourview at all around
the 2 times debt service cushion? I know you’re well above that now but just trying to thinkabout what’s truly
excess. And alsoyou’re nowbeing at the 8% Tier 1 leverage capital plan objective. That’s great. Should we think
aboutthatasanending point or is there still a goal to maybe movethatlowerovertime?

Paul Thomas ldzik

Chief Executive Officer & Director

I'll take the second first. Well, Devin, we just got permission to take it downto 8% so you’ll forgive us for wanting
to catch our breath abit, and I appreciate yourimpatience but I'm going to catch our breath a bit. We do thinkas

theloan portfolio continues to cure, thatthereis some more opportunity to take that down to alevel towards the
7 %handle.

But that’s something that we want to carefully work through with our regulators and make sure that all the right
people are comfortablebefore we even start entertaining thatidea. The dust has justbegun to settleon the trophy
of getting that done. So we’re going to be patient and approach it in the same careful way we did in getting down
to 8%. And then Mike is going to take the other question.

Michael A. Pizzi
Chief Financial Officer
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Yeah. Onthe 2 times debt service, pleasekeep in mind that the 2 times debt serviceis actually a covenant in our
revolverat this pointin time. So we will not go below the $100mm number. We view corporate cash as an ultimate
resource ofliquidity, ifwe needed to use it between ourlegal entities and is also a source of capital. So therefore,
we’re not goingto operate at athinner margin than that 2 timeslevel.

DevinP. Ryan

JMP Securities LLC

Okay. Great. Helpful. And thenjust with respect to the SEClending, the balances bouncearound quitea bit,
revenues tend to be less volatilethere. So just, within the NIM guidance with that line specifically, should we just
think about the revenue level being relatively constant with where it’sbeen or just —how should we think about
thatdynamic?

Michael A. Pizzi
Chief Financial Officer

Well, within the NIM guidance, we are keeping it constant. Now, constant doesn’t mean the constant yield there.
It meansit’sa constant overall contribution. Keep in mind that the hard to borrow component that is essentially
the rebate earned on the stocklendingis put up to the borrowingline and the borrowing balance is driven by
customer activity. So there is going to be alot of volatility in the yield that’s posted there. But from a dollar
perspective, we expectit to be relatively flat.

DevinP. Ryan

JMP Securities LLC

Okay. Great. And thenjust finally to be clear here, the operating margin expectation of39%, thatincludes
provision.I’m assuming I know that there is not much expected this year,but just want to make sure that that
objective includes provision.

Michael A. Pizzi
Chief Financial Officer

That includes provision,and our guidance on provision for the yearis zero.

Brian B. Bedell

Deutsche Bank Securities, Inc.

Maybejust to add on to that question on the 39% op margin with the provision,should the provision vary greatly
in either direction, do you view that as something that would change that operating margin or wouldyou use that
as sort ofcontributing to that 39%target either way?

Paul Thomas ldzik

Chief Executive Officer & Director

Well, as you’d expect, we have to reactto that when it occurs. If provisions comein above what we anticipate, we’ll
havetolookwhere we maybe able to reduce other costs. Those numbers come in big and chunky though so our
ability to movethe othernumber is not quite the flexibility we might have otherwise. And ifit comesin better,
we’llagain take alookand see. We’ve often times on these calls said we like to flex our marketing budget, and
whentimes are good, invest in driving future customer growth and, when times arebad, being as responsible as
we can. So that’s a bit something we haveto handle day-to-day as we see what happens.
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Brian B. Bedell

Deutsche Bank Securities, Inc.

That’s great color. And then maybe just lastly repo in the acquisition spectrum, I guess actually a question both for
you and Mike. Mike, if you can talk alittle bit about the financial metrics or hurdles for deals that you might be
following in terms ofeither accretion timelineor ROE? And then maybe Paul, how do you feel about the RIA
business? It’sone big areathat you'renotinandI could see that scaling via y our capabilities. Thanks.

Paul Thomas Idzik

Chief Executive Officer & Director

Why don’tyoutake the metrics one first?

Michael A. Pizzi
Chief Financial Officer

Sure. I mean, anything we’re looking at is going to have to have an extremely compelling return in terms ofthe
investment that we are making in terms ofeither ROE oritsreturn oninvested capital. We would also expect
accretion commensurate to the deal size and the riskin the deal. So we would expect higher metrics for deals that
are goingto be — that have higher complexity orhigher risk to them in terms of what we can achieve.I guess the
only sort ofthing I would carveout ofthatis probably anything that’s around a capability or product. We haven’t
talked much about that. They would largely be on the smallerside, but any largeramountuse of capital is going to
haveto have an extremely compelling return profile and accretion.

Paul Thomas Idzik

Chief Executive Officer & Director

On RIA,we’ve been pretty consistent in our thinking on this, which is not really all that intrigued by that
opportunity right now for two main reasons. One, we really want to see how the Department of Laborregulations
that I alluded might turn out. That could have quite a significant impact in that business. And secondly, ifyou're
goingto go into that business, I believe you need to enterthat business with scale. And so that would also make us
think twice aboutthat. And so for right now, that'snot quiteat the top ofour mind.

Brian B. Bedell

Deutsche Bank Securities, Inc.

Okay.That’s a great color. Thankyou.

Paul Thomas Ildzik
Chief Executive Officer & Director

I think we’ll take — what do we have, two more, maybe we’ll take? Two more calls, please, Edison.

Andrew Del Medico

Autonomous Research LLP

Just a follow-up on the potential for bank M&A.You've doneagreatjob ofde-risking the balancesheet over the
pastseveral years. So what’s changed in your thinking that will make you want to kind ofget backin and add more
creditrisknow?

Paul Thomas ldzik
Chief Executive Officer & Director
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Well, let me just repeat that we’ve talked about potential acquisitions, thinking about potential acquisitions across
three fronts. And I think considering the typeofcreditriskthat we have been managing overthe past several
years, and howit came onthe booksis not exactly what I would consider traditional banking business.

Andrew Del Medico

Autonomous Research LLP

Okay.I guess whenyou evaluatea potential bank acquisition, I guess whatloan channels and some assets would
youreally be looking at there?

Paul Thomas ldzik

Chief Executive Officer & Director

I think we want to lookat — when we think about things, we think about things that are going to complementour
existing business, ourbusiness model, how we go aboutthings, the typeofcustomers we have, willithave any
resonance even with the E*TRADE Corporate Services business. And so those are the typeofapplications ofour
thinking and the direction we’retaking.

Rob Rutschow
CLSA Americas LLC

First question on expenses, it looks like your head countwas up by about 100, alittle over 100 this quarter. So
doesthe guidance for 2016, for the 39%pre-tax, assume that you're goingto see aramp up in head count expense
and does that mean you would see some offsets elsewherein the expense categories?

Michael A. Pizzi
Chief Financial Officer

The guidance included our projected head count. Butit’snot — the head count projection is not — the continued
growthrateis goingto slow from what it hasbeen. So youdon’t necessarily —you’re not necessarily going to see
offsets. The hiring in Q4 is very much around staffing up just for the tax season and financial season that we enter
thistime of year.

Rob Rutschow

CLSA Americas LLC

Okay.And one more question on the possible —possibly going above $50B. Interms ofthe deposits that you
would want to bringon, are there any impediments to that? Do you have to changeany customer agreements to
bring those on balancesheet? And what would you anticipate the earning assetlevel to be ifyou were to bringon
that additional $2Bin deposits?

Michael A. Pizzi
Chief Financial Officer

Well, we’re working through that, I mean. right now, in terms ofthe actual conversions thatare underway.Y ou’ll
notice that assetsthatare in off-balancesheet came down as we brought someon our balance sheet. We have
additional conversions that aregoingto occur this quarterand that’s goingto be alive process bringingusto our
targetlevel of $49.5Bby sometime in Q2.

The additional $2Bamountisreally part ofthe same process. If we wanted to bring it on, we could. The remaining
amount for various reasons, it’s eitherin money funds that the customer has chosento be on atax exempt
product, itismoney abovethe FDICinsurance threshold. So to beinsured, it hasto be held at a different bank.
Therefore, it cannot be brought back onto ourbalance sheet. So ofthat seven, five ofit cannot be brought back,
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two can be brought back. That’s what we gave inthe prepared remarks. And then as we grow accounts and grow
our business overtime, we expect thattwo to grow.
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