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PART 1

FORWARD-LOOKING STATEMENTS

This report contains forward-looking statements, within the meaning of the Private Securities Litigation Reform Act
of 1995, that involve risks and uncertainties. These statements relate to our future plans, objectives, expectations and
intentions based on certain assumptions and include any statement that is not historical in nature. These statements
may be identified by the use of words such as "assume," "expect," "believe," "may," "will," "should," "anticipate,"
"intend," "plan," "estimate," "continue" and similar expressions. We caution that actual results could differ materially
from those discussed in these forward-looking statements. Important factors that could contribute to our actual results
differing materially from any forward-looking statements include, but are not limited to, those discussed under Part II.
Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations; Part I. Item 1A.
Risk Factors of this Form 10-K; and elsewhere in this report and in other reports we file with the SEC. By their nature
forward-looking statements are not guarantees of future performance or results and are subject to risks, uncertainties
and assumptions that are difficult to predict or quantify. Actual future results may vary materially from expectations
expressed or implied in this report or any of our prior communications. The forward-looking statements contained in
this report reflect our expectations only as of the date of this report. You should not place undue reliance on
forward-looking statements, as we do not undertake to update or revise forward-looking statements to reflect the
impact of circumstances or events that arise after the date the forward-looking statements were made, except as
required by law.

"non

nn

ITEM 1. BUSINESS

OVERVIEW

E*TRADE Financial Corporation is a financial services company that provides brokerage and related products and
services primarily to individual retail investors under the brand "E*TRADE Financial." We also provide
investor-focused banking products, primarily sweep deposits, to retail investors. Our competitive strategy is to attract
and retain customers by emphasizing a hybrid model of digital and technology-intensive channels, backed by
professional support and guidance.

Our corporate offices are located at 1271 Avenue of the Americas, 14% Floor, New York, New York 10020. We were
incorporated in California in 1982 and reincorporated in Delaware in July 1996. We had approximately 3,200
employees at December 31, 2014. We operate directly and through numerous subsidiaries, many of which are
overseen by governmental and self-regulatory organizations. Our most significant subsidiaries are described below:
E*TRADE Securities LLC is a registered broker-dealer and is the primary provider of brokerage products and
services to our customers;

E*TRADE Clearing LLC is the clearing firm for our brokerage subsidiaries and its main purpose is to clear and settle
securities transactions for customers of E¥TRADE Securities LLC;

E*TRADE Bank is a federally chartered savings bank utilized by E*TRADE's broker-dealers to maximize the value
of customer deposits. It provides our customers with Federal Deposit Insurance Corporation ("FDIC") insurance on a
certain amount of customer deposits and provides other banking products to our customers; and

E*TRADE Financial Corporate Services is an operating subsidiary of the parent company and is the provider of
software and services for managing equity compensation plans to our corporate customers.

Our two primary U.S. broker-dealers, E¥TRADE Clearing LL.C and E*TRADE Securities LLC, became operating
subsidiaries of E¥XTRADE Bank in 2007 and 2009, respectively. As a result, the vast majority of our
revenue-generating operations resided within E¥TRADE Bank and its subsidiaries, making capital distributions to our
parent company reliant on approvals from our banking regulators. We recently received regulatory approval to move
both E¥TRADE Clearing LLC and E¥*TRADE Securities LLC out from under E¥TRADE Bank. This revised
organizational structure provides increased capital flexibility as it enables us to dividend excess regulatory capital at
our broker-dealers to the parent company. E¥*TRADE Securities LLC was moved from under E¥TRADE Bank in
February 2015 and we plan to move E¥*TRADE Clearing LLC later in 2015.

A complete list of our subsidiaries at December 31, 2014 can be found in Exhibit 21.1.
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We provide services to customers through our website www.etrade.com, our desktop software E¥TRADE Pro, and
our mobile applications. We also provide services through our network of customer service representatives and

financial consultants, over the phone or in person through our 30 E¥TRADE branches. Information on our website is
not a part of this report.
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STRATEGY

Our business strategy is centered on two core objectives: accelerating the growth of our core brokerage business to
improve market share, and strengthening our overall financial and franchise position.

Accelerate Growth of Core Brokerage Business

Capitalize on secular growth within the direct brokerage industry.

The direct brokerage industry is growing at a faster rate than the traditional brokerage industry. We are focused on
capitalizing on this growth by ensuring our customers' trading and investing needs are met through our direct
relationships.

€nhance digital and offline customer experience.

We are focused on maintaining our competitive position in trading, margin lending and cash management, while
expanding our customer share of wallet in retirement, investing and savings. Through these offerings, we aim to
continue acquiring new customers while deepening engagement with both new and existing ones.

Capitalize on value of corporate services business.

This includes leveraging our industry-leading position to improve client acquisition, and bolstering awareness among
plan participants of our full suite of offerings. This channel is a strategically important driver of brokerage account
growth for us.

Maximize value of deposits through the Company's bank.

Our brokerage business generates a significant amount of deposits, which we monetize through the bank by investing
primarily in low-risk, agency mortgage-backed securities.

Strengthen Overall Financial and Franchise Position

Manage down legacy investments and mitigate credit losses.

We continue to manage down the size and risks associated with our legacy loan portfolio, while mitigating credit
losses where possible.

Continue to execute on our capital plan.

Our capital plan was laid out in 2012 with a key goal of distributing capital from E¥*TRADE Bank to the parent
company. We are now focused on utilizing excess capital created through earnings and by achieving lower capital
requirements at E¥TRADE Bank, while continuing to enhance our enterprise risk management culture and
capabilities.

TECHNOLOGY

Our success and ability to execute on our strategy is largely dependent upon the continued development of our
technologies. We believe our focus on being a technological leader in the financial services industry enhances our
competitive position. This focus allows us to deploy a secure, scalable, and reliable technology and back office
platform that promotes innovative product development and delivery. We continued to invest in these critical
platforms in 2014, leveraging the latest technologies to drive significant efficiencies as well as enhancing our service
and operational support capabilities. Our sophisticated and proprietary technology platform also enabled us to deliver
many upgrades to our retirement, investing and savings customer products and tools across all digital channels.
Significant updates in 2014 include:

revamped site navigation;

new application for iOS 8, with first-to-market technologies such as finger print ID log in;

first-of-its-kind browser trading web application, allowing customers to research assets and place trades without
leaving the page they are surfing;

enhanced fixed income solutions center;

enhanced online robo-advisor tool; and

updates to E¥TRADE Pro, including log in process and technical indicators.

PRODUCTS AND SERVICES

We assess the performance of our business based on our two core segments: trading and investing, including corporate
services, and balance sheet management. With respect to trading and investing, the factors used to judge our
performance include profitability, customer activity and financial metrics, along with the competitiveness of our
overall value proposition to the customer and our customers' engagement with E¥TRADE. We assess the performance

8
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segment using metrics such as regulatory capital ratios, loan delinquencies, allowance for loan losses, enterprise net
interest spread and average enterprise interest-earning assets. Costs associated with certain functions that are
centrally-managed are separately reported in a corporate/other category.
Trading and Investing
Our trading and investing segment offers a comprehensive suite of financial products and services to individual retail
investors. The most significant of these products and services are described below:
Trading Products and Services
our best-in-class customer website, www.etrade.com;
.automated order placement and execution of U.S. equities, futures, options, exchange-traded funds, forex and bond
orders;
E*TRADE Mobile, which allows customers to securely trade, monitor real-time investment, market and account
tnformation, access educational videos and other content, pay bills and transfer funds between accounts via iPhone®,
iPad®, Android™ phones and tablets, Windows® Phone or Kindle Fire;
E*TRADE Pro, our desktop trading software for qualified active traders, which provides customers with customizable
tradmg technology, continuous market visibility, news and information, plus live streaming news via CNBC TV;
margin accounts allowing customers to borrow against their securities, complete with margin analysis tools to help
customers manage positions and risk;
access to 77 international markets with American depositary receipts ("ADRs"), exchange-traded funds ("ETFs"), and
mutual funds, plus online equity trading in local currencies in Canada, France, Germany, Hong Kong, Japan and the
United Kingdom;
research and investing idea generation tools that assist customers with identifying investment opportunities including
fundamental and technical research, consensus ratings, and market commentary from Morningstar, Dreyfus and
BondDesk Group;
advice from our financial consultants at our 30 branches across the country and via phone and email;
no annual fee and no minimum individual retirement accounts, along with Rollover Specialists to guide customers
through the rollover process;
retirement center which offers easy-to-use tools, calculators, education, retirement solutions, and access to Chartered
Retirement Planning CounselorsSM who can provide customers with one-on-one portfolio evaluations and
personalized plans;
OneStop Rollover —a simplified, online rollover program that enables investors to invest their 401(k) savings from a
previous employer into a professionally-managed portfolio;
access to all ETFs sold, including over 100 commission-free ETFs from leading independent providers, and over
7,300 non-proprietary mutual funds;
Managed Investment Portfolio advisory services from an affiliated registered investment advisor, with an investment
of $25,000 or more, which provides one-on-one professional portfolio management;
Unified Managed Account advisory services from an affiliated registered investment advisor, with an investment of
$250,000 or more, which provides customers the opportunity to work with a dedicated investment professional to
obtain a comprehensive, integrated approach to asset allocation, investments, portfolio rebalancing and tax
management;
comprehensive Online Portfolio Advisor to help customers identify the right asset allocation and provide a
range of solutions including a one-time investment portfolio or a managed investment account;
fixed income tools in our Fixed Income Solutions Center aimed at helping customers identify, evaluate and implement
fixed income investment strategies;
access to our redesigned investor education center with over 450 individual educational articles and videos from over
20 independent sources and E¥*TRADE's financial experts, along with live events, webcasts, web seminars, tutorials,
demos, and more than 50 courses; and

10
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FDIC insured deposit accounts, including checking, savings and money market accounts, including those that transfer
funds to and from customer brokerage accounts.

Corporate Services

We offer software and services for managing equity compensation plans for corporate customers. Our Equity Edge
Online'Platform facilitates the management of employee stock option plans, employee stock purchase plans and
restricted stock plans, including necessary accounting and reporting functions. This product serves as an important
introductory channel to E¥TRADE for our corporate services account holders, with our goal being that these
individuals will also use our brokerage products and services. Equity Edge Onlinetecordkeeping and reporting was
rated #1 in overall loyalty and satisfaction for the third year in a row by Group Five, an independent consulting and
research firm, in its 2014 Stock Plan Administration Study Industry Report.

Balance Sheet Management

The balance sheet management segment serves as a means to maximize the value of our customer deposits, focusing
on asset allocation and managing credit, liquidity and interest rate risks. The balance sheet management segment
manages our legacy loan portfolio which has been in runoff mode since 2008, as well as agency mortgage-backed
securities, and other investments. Funding sources consist of customer payables and deposits which originate in the
trading and investing segment, as well as wholesale funding, the majority of which are legacy obligations that are in
run-off mode.

For statistical information regarding products and services, see Item 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations ("MD&A"). Three years of segment financial performance and data
can be found in the MD&A and in Note 22—Segment Information of Item 8. Financial Statements and Supplementary
Data.

SALES AND CUSTOMER SERVICE

We believe providing superior sales and customer service is fundamental to our business. We strive to maintain a high
standard of customer service by staffing the customer support team with appropriately trained personnel who are
equipped to handle customer inquiries in a prompt yet thorough manner. All customer-facing employees are Series 7
registered. Our customer service representatives utilize our proprietary web-based platform to provide customers with
answers to their inquiries. We also have specialized customer service programs that are tailored to the needs of each
customer group.

We provide sales and customer support through the following channels of our registered broker-dealer and investment
advisory subsidiaries:

Branches—we have 30 branches located across the U.S. where retail investors can get face-to-face support and
guidance. Financial consultants are available on-site to help customers assess their current asset allocation and
develop plans to help them achieve their investment goals. Customers can also contact our financial consultants via
phone or e-mail if they cannot visit the branches.

Online—we have an Online Advisor tool available that provides asset allocation and a range of investment solutions that
can be managed online or through a dedicated investment professional. We also have an Online Service Center where
customers can request services on their accounts and obtain answers to frequently asked questions. The online service
center also provides customers with the ability to send a secure message and/or engage in Live Chat with one of our
customer service representatives. In addition, we offer our Investor Education Center, providing customers with
access to a variety of live and on-demand courses.

Telephonic—we have a toll free number that connects customers to the appropriate department where a financial
consultant or Series 7 licensed customer service representative can assist with their inquiry.

COMPETITION

The online financial services market continues to evolve and remains highly competitive. Our trading and investing
segment competes with full commission brokerage firms, discount brokerage firms, online brokerage firms, personal
finance start-ups, Internet banks and traditional "brick & mortar" retail banks and thrifts. Some of these competitors
provide Internet trading and banking services, investment advisor services, touchtone telephone and voice response
banking services, electronic bill payment services and a host of other financial products. Our balance sheet
management segment competes with all users of market liquidity, including the types of competitors listed above, in
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The financial services industry has become more concentrated as companies involved in a broad range of financial
services have been acquired, merged or have declared bankruptcy. We believe we can continue to attract and retain
retail customers by providing them with easy-to-use and innovative financial products and services.

We also face competition in attracting and retaining qualified employees. Our ability to compete effectively in
financial services will depend upon our ability to attract new employees, and retain and motivate our existing
employees while efficiently managing compensation-related costs.

REGULATION

Our business is subject to regulation by U.S. federal and state regulatory agencies and various non-U.S. governmental
agencies and self-regulatory organizations, including, for example, central banks and securities exchanges, each of
which has been charged with the protection of the financial markets and the protection of the interests of those
participating in those markets. We have been, along with other large financial institutions, subject to heightened
expectations from our regulators with respect to compliance with laws and regulations, including our controls and
business processes, which we expect will continue. We also anticipate that regulators will continue to intensify their
supervision through the exam process and increase their enforcement of regulations across the industry. The
regulators' heightened expectations and intense supervision have and will continue to increase our costs and may limit
our ability to pursue certain business opportunities.

Our primary regulators in the U.S. include, among others, the Securities and Exchange Commission ("SEC"), the
Financial Industry Regulatory Authority ("FINRA"), The NASDAQ Stock Market ("NASDAQ"), the Commodity
Futures Trading Commission ("CFTC"), the National Futures Association ("NFA"), the FDIC, the Board of
Governors of the Federal Reserve System ("Federal Reserve"), the Municipal Securities Rulemaking Board, the Office
of the Comptroller of the Currency ("OCC") and the Consumer Financial Protection Bureau ("CFPB").

Both our brokerage and banking entities are subject to the Bank Secrecy Act, as amended by the USA PATRIOT ACT
of 2001 ("BSA/USA PATRIOT Act"), which requires financial institutions to develop anti-money laundering
("AML") programs to assist in the prevention and detection of money laundering and combating terrorism. In order to
comply with the BSA/USA PATRIOT Act, we have an AML department that is responsible for developing and
implementing our enterprise-wide programs for compliance with the various anti-money laundering and
counter-terrorist financing laws and regulations. Our brokerage and banking entities are also subject to U.S. sanctions
laws administered by the Office of Foreign Assets Control and we have policies and procedures in place to comply
with these laws.

For customer privacy and information security, under the rules of the Gramm-Leach-Bliley Act of 1999, our
brokerage and banking entities are required to disclose their privacy policies and practices related to sharing customer
information with affiliates and non-affiliates. These rules also give customers the ability to "opt out" of having
non-public information disclosed to third parties or receiving marketing solicitations from affiliates and non-affiliates
based on non-public information received from our brokerage and banking entities.

Brokerage Regulation

Our broker-dealers are registered with the SEC and are subject to regulation by the SEC and by self-regulatory
organizations, such as FINRA and the securities exchanges of which each is a member, as well as various state
regulators. In addition, E¥TRADE Clearing LLC and E*TRADE Securities LLC are registered with the CFTC as a
futures commission merchant and introducing broker, respectively, and are both members of the NFA. Such
regulation covers various aspects of these businesses, including for example, client protection, net capital
requirements, required books and records, safekeeping of funds and securities, trading, prohibited transactions, public
offerings, margin lending, customer qualifications for margin and options transactions, registration of personnel and
transactions with affiliates. Our international broker-dealers are regulated by their respective local regulators such as
the United Kingdom Financial Conduct Authority and Hong Kong Securities & Futures Commission.

The Dodd-Frank Wall Street Reform and Consumer Protection Act ("Dodd-Frank Act") includes various provisions
that affect the regulation of broker-dealers, futures commission merchants and introducing brokers. For example, the
SEC is authorized to adopt a fiduciary duty standard applicable to broker-dealers when providing personalized
investment advice about securities to retail customers. To date, the SEC has not proposed any rulemaking under this
authority. The U.S. Department of Labor is considering revisions to regulations under the Employee Retirement

13



Edgar Filing: E TRADE FINANCIAL Corp - Form 10-K

Income Security Act of 1974 that could subject broker-dealers to a fiduciary duty and prohibit specified transactions
for a wider range of customer interactions. These developments may impact the manner in which affected businesses
are conducted, decrease profitability and increase potential liabilities.
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Banking Regulation

Our banking entities are subject to regulation, supervision and examination for safety and soundness by the Federal
Reserve, OCC, FDIC and CFPB for compliance with federal consumer finance laws. Such regulation covers all
aspects of the banking business, including lending practices, safeguarding deposits, customer privacy and information
security, capital structure, transactions with affiliates and conduct and qualifications of personnel.

Each of our banking entities has deposits insured by the FDIC and pays quarterly assessments to the Deposit
Insurance Fund ("DIF"), maintained by the FDIC, to pay for this insurance coverage. The Dodd-Frank Act made
permanent the general $250,000 deposit insurance limit for insured deposits. The assessment base for insured
depository institutions is the average consolidated total assets minus average tangible equity. The FDIC's risk-based
methodology for calculating the assessment rate for E¥XTRADE Bank and other large and highly complex depository
institutions, finalized in 2011, utilizes a scorecard method based on a number of factors, including the institution’s
regulatory ratings, asset quality and brokered deposits. In October 2012, the FDIC amended its 2011 rule to revise the
definition of certain higher risk assets used to calculate the quarterly insurance assessment beginning on April 1, 2013.
In November 2014, the FDIC further amended its assessment rule to reflect changes in the Basel III regulatory capital
rules that began to be phased in as of January 1, 2015. The FDIC will continue to assess the changes to the assessment
rates at least annually.

Financial Regulatory Reform Legislation

The Dodd-Frank Act, which was signed into law on July 21, 2010, includes comprehensive changes to the financial
services industry. For example, the Dodd-Frank Act requires all companies, including savings and loan holding
companies, that directly or indirectly control an insured depository institution to serve as a source of strength for the
institution.

In addition, the Dodd-Frank Act requires various federal agencies to adopt a broad range of new rules and regulations.
Although the majority of the required rules and regulations have now been finalized, there remain many still in
proposed form or yet to be proposed, the substance and impact of which may not fully be known for months or years.
The implementation of capital requirements applicable to the parent company will, however, impact us, as the parent
company was not previously subject to regulatory capital requirements. These requirements became effective for us on
January 1, 2015, as further explained below.

Basel III Framework

The risk-based capital guidelines that applied to E¥TRADE Bank as of December 31, 2014 were based upon the 1988
capital accords of the Basel Committee on Banking Supervision ("BCBS"), a committee of central banks and bank
supervisors, as implemented by the U.S. Federal banking agencies, including the OCC, commonly known as Basel I.
The Basel II framework was finalized by U.S. banking agencies in 2007; however, E¥XTRADE Bank did not meet the
threshold requirements for Basel II and, therefore, has never been subject to the requirements of Basel II. In
September 2010, the Group of Governors and Heads of Supervision, the oversight body of the BCBS, announced
agreement on the calibration and phase-in arrangements for a strengthened set of capital and liquidity requirements,
known as the Basel III framework. The final Basel III framework was released in December 2010, subject to
individual adoption by the U.S. and other member nations.

In July 2013, the U.S. Federal banking agencies finalized a rule to implement Basel III in the U.S., which provides the
framework for the calculation of a banking organization’s regulatory capital and risk-weighted assets. The Basel III
rule establishes Common Equity Tier 1 capital as a new tier of capital, raises the minimum thresholds for required
capital, increases minimum required risk-based capital ratios, narrows the eligibility criteria for regulatory capital
instruments, provides for new regulatory capital deductions and adjustments, and modifies methods for calculating
risk-weighted assets (the denominator of risk-based capital ratios) by, among other things, strengthening counterparty
credit risk capital requirements. The Basel III final rule also introduces a capital conservation buffer that limits a
banking organization’s ability to make capital distributions and discretionary bonus payments to executive officers if a
banking organization fails to maintain a Common Equity Tier 1 capital conservation buffer of more than 2.5%, on a
fully phased-in basis, of total risk-weighted assets above each of the following minimum risk-based capital ratio
requirements: Common Equity Tier 1 (4.5%), Tier 1 (6.0%), and total risk-based capital (8.0%). This requirement will
begin to take effect on January 1, 2016, and will be fully phased in by 2019.

15



Edgar Filing: E TRADE FINANCIAL Corp - Form 10-K

The rule became effective on January 1, 2014, for certain large banking organizations, and January 1, 2015, for most
other U.S. banking organizations, including the Company and E¥*TRADE Bank. The fully phased-in Basel III capital
standards will become effective January 1, 2019 for the Company and E¥TRADE Bank. We expect to remain
compliant with the Basel III framework as it is phased in.

Several elements of the final rule are likely to have a meaningful impact to us. Margin receivables will qualify for 0%
risk-weighting, and we believe that we will be able to include a larger portion of our deferred tax assets in regulatory
capital, both having a favorable impact on our current capital ratios. A portion of this benefit will be offset as we
phase out trust preferred securities from the parent company's capital. In addition, the final rule gives the option for a
one-time permanent
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election for the inclusion or exclusion in the calculation of Common Equity Tier 1 capital of unrealized gains (losses)
on all available-for-sale debt securities; we currently intend to elect to exclude unrealized gains (losses).

On September 9, 2014, U.S. Federal banking agencies issued an inter-agency final rule that implements a quantitative
liquidity coverage ratio ("LCR") that is generally consistent with, and in some respects stricter than, the international
LCR standard established by the BCBS. The purpose of the LCR is to require certain financial institutions to hold
minimum amounts of high-quality, liquid assets against its projected net cash outflows, over a 30-day period of
stressed conditions. While the LCR does not apply to companies with less than $50 billion in assets, including the
Company, we believe we would be compliant with the LCR standards set out in the final rule, as they apply to larger
institutions.

Prompt Corrective Action

The Federal Deposit Insurance Corporation Improvement Act of 1991 requires the appropriate federal banking
regulator to take "prompt corrective action" with respect to a depository institution if that institution does not meet
certain capital adequacy standards. While these regulations apply only to banks, such as E¥TRADE Bank, the Federal
Reserve is authorized to take appropriate action against the parent bank holding company, such as E¥xTRADE
Financial Corporation, based on the undercapitalized status of any bank subsidiary. In certain instances, we would be
required to guarantee the performance of the capital restoration plan if our bank subsidiary were undercapitalized.
Derivatives

Title VII of the Dodd-Frank Act subjects or potentially could subject derivatives that we enter into for hedging, risk
management and other purposes to a comprehensive regulatory regime. This regime requires central clearing and
execution on designated markets or execution facilities for certain standardized derivatives and imposes or will
impose margin, documentation, trade reporting and other new requirements. We are currently in compliance with
these requirements as they apply to our activities, and they did not have a material impact on our operations.

Volcker Rule

On December 10, 2013, the Federal Reserve, OCC, FDIC, SEC and CFTC, issued final rules to implement section
619 of the Dodd-Frank Act (these rules collectively known as the "Volcker Rule"). The Volcker Rule imposes
prohibitions and restrictions on the ability of banking entities and nonbank financial companies to engage in
proprietary trading, and to have certain interests in, or relationships with, hedge funds or private equity funds
("Covered Funds"). Since the adoption of the Volcker Rule, there have been questions in the industry as to whether
collateralized debt obligations backed by trust preferred securities ("TruPS CDOs") constituted Covered Funds under
the Rule and on January 14, 2014, the agencies that adopted the Volcker Rule approved an interim final rule to permit
banking entities to retain interests in TruPS CDOs that met certain conditions, including (i) that the TruPS CDO be
established before May 19, 2010; (ii) that the banking entity’s interest in the TruPS CDO be acquired on or before
December 10, 2013; and (iii) that the TruPS CDO be invested in "qualifying" collateral. We have assessed the impact
of the Volcker Rule as it relates to the trust preferred securities that were issued by ETB Holdings, Inc. and have
determined that the trust preferred securities are exempt under the provisions of the interim final rule. On December
18, 2014, the Federal Reserve issued an order extending the Volcker Rule’s conformance period until July 21, 2016,
for investments in and relationships with Covered Funds and certain foreign funds that were in place on or prior to
December 31, 2013. Subject to these extensions, we have until July 2015 to comply with other provisions of the
Volcker Rule. We have assessed the impact of full implementation of the Volcker Rule and expect to be in full
compliance by July 2015, with minimal impact on our operations.

Stress Testing

On October 9, 2012, federal banking regulators issued final rules implementing provisions of the Dodd-Frank Act that
require banking organizations with total consolidated assets of more than $10 billion but less than $50 billion to
conduct annual company-run stress tests, report the results to their primary federal regulator and the Federal Reserve
and publish a summary of the results. Under the rules, stress tests must be conducted using certain scenarios (baseline,
adverse and severely adverse), which the Federal Reserve will publish by November 15 of each year.

Under the OCC stress test regulations, E¥XTRADE Bank is required to conduct stress-testing using the prescribed
stress-testing methodologies. The final OCC regulations required E¥TRADE Bank to conduct its first stress test using
financial statement data as of September 30, 2013, and to submit the results prior to March 31, 2014. E¥TRADE Bank
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submitted the results of its first stress test prior to March 31, 2014, as required. For banking organizations with total
consolidated assets of more than $10 billion but less than $50 billion, including E¥*TRADE Bank, the results of the
first official test will not be public information. E¥TRADE Bank will be required to publish summary results of its
annual stress test between June 15 and June 30 each year, beginning with its second annual stress test in 2015.
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The OCC analyzes and provides feedback on the quality of E¥TRADE Bank's stress test process and results. In the
second quarter of 2014 we received feedback from the OCC on our first official stress test submission that we
remained well above the regulatory well-capitalized levels for all scenarios. We were satisfied with the feedback
around our stress testing process, approach and methodologies.

Under the final Federal Reserve regulations, the parent company will be required to conduct its first stress test using
financial statement data as of September 30, 2016, and it will be required to report the results of its first stress test to
the Federal Reserve on or before March 31, 2017, and to disclose a summary of its stress test results between June 15
and June 30, 2017.

For additional regulatory information on our brokerage and banking regulations, see Note 19—Regulatory Requirements
of Item 8. Financial Statements and Supplementary Data.

AVAILABLE INFORMATION

We make our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and
amendments to those reports, available free of charge at our website as soon as reasonably practicable after they have
been filed with the SEC. Our website address is www.etrade.com. Information on our website is not part of this report.
The public may read and copy any materials we file with the SEC at the SEC’s Public Reference Room at 100 F Street,
NE, Washington, DC 20549. The public may obtain information of the Public Reference Room by calling the SEC at
1-800-SEC-0330. The SEC maintains a website that contains the materials we file with the SEC at www.sec.gov.

ITEM 1A. RISK FACTORS

The following discussion sets forth the risk factors which could materially and adversely affect our business, financial
condition and results of operations, and should be carefully considered in addition to the other information set forth in
this report. These are not the only risks facing our Company. Additional risks and uncertainties not currently known to
us or that we currently do not deem to be material may also adversely affect our business, financial condition and
results of operations.

Risks Relating to the Nature and Operation of Our Business

Turmoil in the global financial markets could reduce trade volumes and margin lending and increase our dependence
on our more active customers who receive lower pricing, resulting in lower revenues.

Digital investing services to the retail customer, including trading, margin lending and sweep deposits, account for a
significant portion of our revenues. Turmoil in the global financial markets could lead to changes in volume and price
levels of securities and futures transactions which may, in turn, result in lower trading volumes and margin lending. In
particular, a decrease in trading activity within our lower activity accounts could impact revenues and increase
dependence on more active trading customers who receive more favorable pricing based on their trade volume. A
decrease in trading activity or securities prices would also typically be expected to result in a decrease in margin
lending, which would reduce the revenue that we generate from interest charged on margin lending and increase our
credit risk because the value of the collateral could fall below the amount of indebtedness it secures.

We may be unsuccessful in managing the effects of changes in interest rates and the enterprise interest-earning assets
in our portfolio.

Net operating interest income is an important source of our revenue. Our results of operations depend, in part, on our
level of net operating interest income and our effective management of the impact of changing interest rates and
varying asset and liability maturities. Our ability to manage interest rate risk could impact our financial condition. We
use derivatives as hedging instruments to reduce the potential effects of changes in interest rates on our results of
operations. However, the derivatives we utilize may not be completely effective at managing this risk and changes in
market interest rates and the yield curve could reduce the value of our financial assets and reduce our net operating
interest income.

Enterprise net interest spread may fluctuate based on the size and mix of the balance sheet, as well as the impact from
changes in market interest rates. Among other items, we periodically enter into repurchase agreements to support the
funding and liquidity requirements of E¥TRADE Bank. If we are unsuccessful in maintaining our relationships with
these counterparties, we could recognize substantial losses on the derivatives we utilized to hedge repurchase
agreements.
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We will continue to experience losses in our mortgage loan portfolio.

At December 31, 2014, the principal balance of our one- to four-family loan portfolio was $3.1 billion and the
allowance for loan losses for this portfolio was $27 million. At December 31, 2014, the principal balance of our home
equity loan portfolio was $2.8 billion and the allowance for loan losses for this portfolio was $367 million. Although
the provision for loan losses has declined in recent periods, performance is subject to variability in any given quarter
and we cannot state with certainty that the declining loan loss trend will continue. Due to the complexity and
judgment required by management about the effect of matters that are inherently uncertain, there can be no assurance
that our allowance for loan losses will be adequate. In the normal course of conducting examinations, our banking
regulators, the OCC and Federal Reserve, continue to review our policies and procedures. This process is dynamic and
ongoing and we cannot be certain that additional changes or actions to our policies and procedures will not result from
their continuing review. We may be required under such circumstances to further increase the allowance for loan
losses, which could have an adverse effect on our regulatory capital position and our results of operations in future
periods.

Certain characteristics of our mortgage loan portfolio indicate an increased risk of loss. For example, at December 31,
2014:

approximately 16% and 35% of the one- to four-family and home equity loan portfolios, respectively, had a current
loan-to-value ("LTV")/combined loan-to-value ("CLTV") of greater than 100%;

approximately 56% and 49% of the one- to four-family and home equity loan portfolios, respectively, were originated
with low or no documentation; and

borrowers with current Fair Isaac Credit Organization ("FICO") scores less than 700 consisted of approximately 34%
and 37% of the one- to four-family and home equity loan portfolios, respectively.

The foregoing factors are among the key items we track to predict and monitor credit risk in our mortgage portfolio,
together with loan type, housing prices, loan vintage and geographic location of the underlying property. We believe
the relative importance of these factors varies, depending upon economic conditions.

Home equity loans have certain characteristics that result in higher risk than first lien, amortizing one- to four-family
loans.

Approximately 85% of the home equity loan portfolio consists of second lien loans on residential real estate
properties. Second lien loans carry higher credit risk because the holder of the first lien mortgage has priority in right
of payment. Therefore, downturns in real estate markets may result in the value of the collateral being insufficient to
cover the second lien positions. The average estimated current CLTV on our home equity loan portfolio was 92% as
of December 31, 2014. We hold both the first and second lien positions in less than 1% of the home equity loan
portfolio, and in loans for which we do not hold the first lien positions we are exposed to risk associated with the
actions and inactions of the first lien lender.

We monitor our borrowers by refreshing FICO scores and CLTV information on a quarterly basis. We do not have
access to complete data on the first lien positions of second lien home equity loans. The majority of home equity lines
of credit convert to amortizing loans at the end of the draw period, which typically ranges from five to ten years.
Approximately 7% of this portfolio will require the borrowers to repay the loan in full at the end of the draw period,
commonly referred to as "balloon loans." At December 31, 2014, 85% of the home equity line of credit portfolio had
not converted from the interest-only draw period and had not begun amortizing. As a result, we do not yet have
sufficient data relating to loan default and delinquency of amortizing home equity lines of credit to determine if the
performance is different than the trends observed for home equity lines of credit in an interest-only draw period.
Actual loan defaults and delinquencies of amortizing home equity lines of credit that exceed our current expectations
could negatively impact our financial performance.

We rely on third party service providers to perform certain key functions.

We rely on third party service providers for certain technology, processing, servicing and support functions. These
third party service providers are also subject to operational and technology vulnerabilities, which may impact our
business. For example, external content providers provide us with financial information, market news, quotes,
research reports and other fundamental data that we offer to clients. Any significant failures or breaches by our service
providers could interrupt our business, cause us to incur losses, subject us to fines or litigation and harm our
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reputation. An interruption in or the cessation of service by any third party service provider and our inability to make
alternative arrangements in a timely manner could have a material impact on our ability to offer certain products and
services and result in loss to the Company. We cannot assure that any of these providers will be able to continue to
provide the products and services in an efficient, cost effective manner, if at all, or that they will be able to adequately
expand their services to meet our needs and those of our customers.

We do not directly service any of our loans and as a result, we rely on third party vendors and servicers to provide
information on our loan portfolio. For example, we rely on third party servicers to provide payment information on
home equity loans, including which borrowers are paying only the minimum amount due. From time to time we have
discovered that
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these vendors and servicers have provided incomplete or untimely information to us about our loan portfolio. For
example, provision for loan losses increased in the third quarter of 2012 in connection with our discovery that one of
our third party loan servicers had not been reporting historical bankruptcy data to us on a timely basis and, as a result,
we recorded additional charge-offs in the third quarter of 2012. In connection with this discovery, we implemented an
enhanced procedure around all servicer reporting to corroborate bankruptcy reporting with independent third party
data.
We expect that our regulators will hold us responsible for any deficiencies in our oversight and control of our third
party relationships and in the performance of those parties with which we have those relationships. If there were
deficiencies in the oversight and control of our third party relationships, and if the regulators held us responsible for
those deficiencies, it could have a negative effect on our business operations, reputation, and possibly profitability.
We have a large amount of corporate debt which limits how we conduct our business.
We have issued a substantial amount of corporate debt and have the capacity to incur substantial additional
indebtedness under our senior secured revolving credit facility, subject to certain restrictive financial and other
covenants. Our expected annual debt service interest payment is approximately $80 million. Our ratio of corporate
debt to equity (expressed as a percentage) was 25% at December 31, 2014. The degree to which we are leveraged
could have important consequences, including:
a substantial portion of our cash flow from operations is dedicated to the payment of principal and interest on our
indebtedness, thereby reducing the funds available for other purposes;

our ability to obtain additional financing for working capital, capital expenditures, acquisitions and other

corporate needs is significantly limited; and
our substantial leverage may place us at a competitive disadvantage, hinder our ability to adjust rapidly to changing
market conditions and make us more vulnerable in the event of a further downturn in general economic conditions or
our business.
In addition, a significant reduction in revenues could have a material adverse effect on our ability to meet our debt
obligations. Our ability to make scheduled payments on or to refinance our debt obligations depends on our financial
condition, operating performance and our ability to receive dividend payments from our subsidiaries, which is subject
to prevailing economic and competitive conditions, regulatory approval and certain financial, business and other
factors beyond our control. We may not be able to maintain a level of cash flows from operating activities sufficient to
permit us to pay the principal and interest on our indebtedness.
If our cash flows and capital resources are insufficient to fund our debt service obligations, we may be forced to
reduce or delay investments and capital expenditures, or to sell assets, seek additional capital or restructure or
refinance our indebtedness. These alternative measures may not be successful and may not permit us to meet our
scheduled debt service obligations. In addition, the terms of existing or future debt instruments may restrict us from
adopting some of these alternatives.
Our ability to restructure or refinance our debt will depend on the condition of the capital markets and our financial
condition at such time. Any refinancing of our debt could be at higher interest rates and may require us to comply with
more onerous covenants, which could further restrict our business operations. In addition, any failure to make
payments of interest and principal on our outstanding indebtedness on a timely basis would likely result in a reduction
of our credit rating, which could harm our ability to incur additional indebtedness.
We conduct all of our operations through subsidiaries and rely on dividends from our subsidiaries for all of our
revenues.
We depend on dividends, distributions and other payments from our subsidiaries to fund payments on our obligations,
including our debt obligations. Regulatory and other legal restrictions limit our ability to transfer funds to or from
certain subsidiaries. In addition, many of our subsidiaries are subject to laws and regulations that authorize regulatory
bodies to block or reduce the flow of funds to us, or that prohibit such transfers altogether in certain circumstances.
These laws and regulations may hinder our ability to access funds that we may need to make payments on our
obligations, including our debt obligations, and otherwise conduct our business.
As of December 31, 2014, the majority of our capital was invested in our banking subsidiary E¥TRADE Bank, which
may not pay dividends to us without approval from the OCC and the Federal Reserve. These agencies may object to a
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proposed capital distribution if, among other things, E¥XTRADE Bank is, or as a result of such dividend or distribution
would be, undercapitalized or the Federal Reserve has safety and soundness concerns. Our primary brokerage
subsidiaries, E*TRADE Securities LLC and E*TRADE Clearing LLC, were both subsidiaries of E¥XTRADE Bank;
therefore, the OCC, together with the Federal Reserve, controlled our ability to receive dividend payments from our

brokerage business as well. We recently received regulatory approval to move our broker-dealers, E¥TRADE
Securities LLC and E*TRADE Clearing LLC, out from
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under E¥TRADE Bank. E¥*TRADE Securities LLC was moved from under E¥TRADE Bank in February 2015 and
subsequently paid a dividend of $434 million to the parent company. We plan to move E*TRADE Clearing LLC later
in 2015. The revised organizational structure provides increased capital flexibility as it enables us to dividend excess
regulatory capital at our broker-dealers to the parent company, without requiring approval from the OCC and the
Federal Reserve. In addition, in each quarter starting in the second quarter of 2015, we plan to request approvals from
the OCC and the Federal Reserve for dividends in the amount of E¥TRADE Bank's net income from the previous
quarter. We cannot be certain, however, that we will receive regulatory approval for such contemplated dividends at
the requested levels or at all.

Under the OCC stress test regulations, E¥XTRADE Bank is required to conduct stress-testing using the prescribed
stress-testing methodologies. The final OCC regulations required E¥TRADE Bank to conduct its first stress test using
financial statement data as of September 30, 2013, and to submit the results prior to March 31, 2014. E¥TRADE Bank
submitted the results of its first stress test prior to March 31, 2014, as required. For banking organizations with total
consolidated assets of more than $10 billion but less than $50 billion, including E¥*TRADE Bank, the results of the
first official test will not be public information. E¥TRADE Bank will be required to publish summary results of its
annual stress test between June 15 and June 30 each year, beginning with its second annual stress test in 2015.

The OCC analyzes and provides feedback on the quality of E¥TRADE Bank's stress test process and results. In the
second quarter of 2014 we received feedback from the OCC on our first official stress test submission that we
remained well above the regulatory well-capitalized levels for all scenarios. We were satisfied with the feedback
around our stress testing process, approach and methodologies. While there is no formal mechanism for the OCC to
"pass" or "fail" E*TRADE Bank's stress test processes and results, it will likely consider these processes and results in
evaluating proposed actions that may affect our bank's capital, including but not limited to dividend payments,
redemption or repurchase of regulatory capital instruments and mergers and acquisitions. If the OCC were to object to
any such proposed action, our business prospects, results of operations and financial condition could be adversely
affected.

We operate in a highly competitive industry where many of our competitors have greater financial, technical,
marketing and other resources.

The financial services industry is highly competitive, with multiple industry participants competing for the same
customers. Many of our competitors have longer operating histories and greater resources than we have and offer a
wider range of financial products and services. Other of our competitors offer a more narrow range of financial
products and services and have not been as susceptible to the disruptions in the credit markets that have impacted our
Company, and therefore have not suffered the losses we have. The impact of competitors with superior name
recognition, greater market acceptance, larger customer bases or stronger capital positions could adversely affect our
revenue growth and customer retention. Our competitors may also be able to respond more quickly to new or
changing opportunities and demands and withstand changing market conditions better than we can. Competitors may
conduct extensive promotional activities, offering better terms, lower prices and/or different products and services or
combinations of products and services that could attract current E¥TRADE customers and potentially result in price
wars within the industry. We may not be able to match the marketing efforts or prices of our competitors due to our
financial position and cost structure. Some of our competitors may also benefit from established relationships among
themselves or with third parties enhancing their products and services.

In addition, we compete in a technology-intensive industry characterized by rapid innovation. We may be unable to
effectively use new technologies, adopt our services to emerging industry standards or develop, introduce and market
enhanced or new products and services. If we are not able to update or adapt our products and services to take
advantage of the latest technologies and standards, or are otherwise unable to tailor the delivery of our services to the
latest personal and mobile computing devices preferred by our retail customers, our business and financial
performance could suffer.

Our ability to compete successfully in the financial services industry depends on a number of factors, including,
among other things:

maintaining and expanding our market position;

attracting and retaining customers;
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providing easy to use and innovative financial products and services;
our reputation and the market perception of our brand and overall value;
maintaining competitive pricing;

competing in a concentrated competitive landscape;

the quality of our technology, products and services;

deploying a secure and scalable technology and back office platform;
tnnovating effectively in launching new or enhanced products;
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the differences in regulatory oversight regimes to which we and our competitors are

subject;
attracting new employees and retaining our existing employees; and
eeneral economic and industry trends.
Our competitive position within the industry could be adversely affected if we are unable to adequately address these
factors, which could have a material adverse effect on our business and financial condition.
If we do not successfully participate in consolidation opportunities, we could be at a competitive disadvantage.
There has been significant consolidation in the financial services industry and this consolidation may continue in the
future. Should we be excluded from or fail to take advantage of viable consolidation opportunities, our competitors
may be able to capitalize on those opportunities and take advantage of greater scale and cost efficiencies to our
detriment.
Although we are currently constrained by the terms of our corporate debt, senior secured revolving credit facility and
the memoranda of understanding we and E*TRADE Bank entered into with our primary banking regulators, we may
seek to acquire businesses in the future. The assets of businesses we have acquired in the past were primarily customer
accounts. In future acquisitions, our retention of customers’ assets may be impacted by our ability to successfully
integrate the acquired operations, products (including pricing) and personnel. Diversion of management attention from
other business concerns could have a negative impact. If we are not successful in our integration efforts, we may
experience significant attrition in the acquired accounts or experience other issues that would prevent us from
achieving the level of revenue enhancements and cost savings that we expect with respect to an acquisition.
We rely heavily on technology, which can be subject to interruption and instability due to operational and
technological failures.
We rely on technology, particularly the Internet and mobile services, to conduct much of our business activity. Our
systems and operations, including our primary and disaster recovery data center operations, are vulnerable to
disruptions from human error, natural disasters, power outages, computer and telecommunications failures, software
bugs, computer viruses or other malicious software, distributed denial of service attacks, spam attacks, security
breaches and other similar events. Extraordinary trading volumes or site usage could cause our computer systems to
operate at an unacceptably slow speed or even fail. Disruptions to or instability of our technology or external
technology that allows our customers to use our products and services could harm our business and our reputation.
Should our technology operations be disrupted, we may have to make significant investments to upgrade, repair or
replace our technology infrastructure and may not be able to make such investments on a timely basis. While we have
made significant investments to ensure the reliability and scalability of our operations, we cannot assure you that we
will be able to maintain, expand and upgrade our systems and infrastructure to meet future requirements and mitigate
future risks on a timely basis or that we will be able to retain skilled information technology employees. Disruptions
in service and slower system response times could result in substantial losses, decreased client service, satisfaction
and harm to our reputation. In addition, technology systems, including our own proprietary systems and the systems of
third parties on whom we rely to conduct portions of our operations, are potentially vulnerable to security breaches
and unauthorized usage. An actual or perceived breach of the security of our technology could harm our business and
our reputation. The occurrence of any of these events may have a material adverse effect on our business or results of
operations.
Unauthorized disclosure of confidential customer information, whether through a breach of our computer systems or
those of our customers or third parties, may subject us to significant liability and reputational harm.
As part of our business, we are required to collect, use and store customer, employee and third party personally
identifiable information ("PII"). This may include, among other information, names, addresses, phone numbers, email
addresses, contact preferences, tax identification numbers and account information. We maintain systems including
cybersecurity procedures designed to securely process, transmit and store confidential information (including PII) and
protect against unauthorized access to such information. We also require our third party vendors to have adequate
security if they have access to PII. However, these risks have grown in recent years due to increased sophistication
and activities of organized crime, hackers, terrorists and other external parties. Despite these security measures, our
systems, and those of our customers and third party vendors, may be vulnerable to security breaches, phishing attacks,
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cyber-attacks, acts of vandalism, information security breaches and computer viruses which could result in
unauthorized access, misuse, loss or destruction of data, an interruption in service or other similar events. Any security
breach involving the misappropriation, loss or other unauthorized disclosure of PII, whether by us or by our customers
or third party vendors, could severely damage our reputation, expose us to the risk of litigation and liability, disrupt
our operations and have a materially adverse effect on our business. Future legislation and regulatory action regarding
cybersecurity or PII could result in increased costs and compliance efforts.

Because our business model relies heavily on our customers’ use of their own personal computers, mobile devices and
the Internet, our business and reputation could be harmed by security breaches of our customers and third parties.
Computer viruses and other attacks on our customers’ personal computer systems, home networks and mobile devices
or against the third-

12

28



Edgar Filing: E TRADE FINANCIAL Corp - Form 10-K

Table of Contents

party networks and systems of internet and mobile service providers could create losses for our customers even
without any breach in the security of our systems, and could thereby harm our business and our reputation. As part of
our E¥*TRADE Complete Protection Guarantee, we reimburse our customers for losses caused by a breach of security
of our customers’ own personal systems. Such reimbursements could have a material impact on our financial
performance.

We may suffer losses due to credit risk associated with margin lending, securities loaned transactions or financial
transactions with counterparties.

We permit certain customers to purchase securities on margin. A downturn in securities markets may impact the value
of collateral held in connection with margin receivables and may reduce its value below the amount borrowed,
potentially creating collections issues with our margin receivables. In addition, we frequently borrow securities from
and lend securities to other broker-dealers. Under regulatory guidelines, when we borrow or lend securities, we must
simultaneously disburse or receive cash deposits. A sharp change in security market values may result in losses if
counterparties to the borrowing and lending transactions fail to honor their commitments. We also engage in financial
transactions with counterparties, including repurchase agreements, that expose us to credit losses in the event
counterparties cannot meet their obligations. See Item 7. Management’s Discussion and Analysis of Financial
Condition and Results of Operations—Risk Management for additional information.

Adpvisory services subject us to additional risks.

We provide advisory services to investors to aid them in their decision making. Investment recommendations and
suggestions are based on publicly available documents and communications with investors regarding investment
preferences and risk tolerances. Publicly available documents may be inaccurate and misleading, resulting in
recommendations or transactions that are inconsistent with investors’ intended results. In addition, advisors may not
understand investor needs or risk tolerances, which may result in the recommendation or purchase of a portfolio of
assets that may not be suitable for the investor. Risks associated with advisory services also include those arising from
possible conflicts of interest, inadequate due diligence, inadequate disclosure, human error and fraud. To the extent
that we fail to know our customers or improperly advise them, we could be found liable for losses suffered by such
customers, which could harm our reputation and business.

We have a significant deferred tax asset and cannot assure it will be fully realized.

We had net deferred tax assets of $951 million at December 31, 2014. We did not establish a valuation allowance
against our federal net deferred tax assets at December 31, 2014 as we believe that it is more likely than not that all of
these assets will be realized. In evaluating the need for a valuation allowance, we estimated future taxable income
based on management approved forecasts. This process required significant judgment by management about matters
that are by nature uncertain. If future events differ significantly from our current forecasts, a valuation allowance may
need to be established, which could have a material adverse effect on our results of operations and our financial
condition. See Item 7. Management’s Discussion and Analysis of Financial Condition and Results of
Operations—Summary of Critical Accounting Policies and Estimates for additional information.

As aresult of a registered offering of the Company's common stock, an exchange of certain of the Company's debt
securities and related transactions in 2009, we believe that we experienced an "ownership change" for tax purposes
that could cause us to permanently lose a significant portion of our U.S. federal and state deferred tax assets.

As a result of a registered offering of the Company's common stock, an exchange of certain of the Company's debt
securities and related transactions in 2009, we believe that we experienced an "ownership change" as defined under
Section 382 of the Internal Revenue Code of 1986, as amended ("Section 382") (which is generally a greater than 50
percentage point increase by certain "5% shareholders" over a rolling three year period). Section 382 imposes an
annual limitation on the utilization of deferred tax assets, such as net operating loss carryforwards and other tax
attributes, once an ownership change has occurred. Depending on the size of the annual limitation (which is in part a
function of our market capitalization at the time of the ownership change) and the remaining carryforward period of
the tax assets (U.S. federal net operating losses generally may be carried forward for a period of 20 years), we could
realize a permanent loss of a portion of our U.S. federal and state deferred tax assets and certain built-in losses that
have not been recognized for tax purposes. We believe the tax ownership change will extend the period of time it will
take to fully utilize our pre-ownership change net operating losses ("NOLs"), but will not limit the total amount of
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pre-ownership change federal NOLs we can utilize. This is a complex analysis and requires the Company to make
certain judgments in determining the annual limitation. As a result, it is possible that we could ultimately lose a

significant portion of deferred tax assets, which could have a material adverse effect on our results of operations and
financial condition.
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Risks Relating to the Regulation of Our Business

We are subject to extensive government regulation, including banking and securities rules and regulations, which
could restrict our business practices.

The securities and banking industries are subject to extensive regulation. Our broker-dealer subsidiaries must comply
with many laws and rules, including rules relating to sales practices and the suitability of recommendations to
customers, possession and control of customer funds and securities, margin lending, execution and settlement of
transactions and anti-money laundering.

Similarly, E¥*TRADE Financial Corporation and ETB Holdings, Inc., as savings and loan holding companies, and
E*TRADE Bank and E*TRADE Savings Bank, as federally chartered savings banks, are subject to extensive
regulation, supervision and examination by the OCC and the Federal Reserve (including pursuant to the terms of the
memoranda of understanding that E¥TRADE Financial Corporation entered into with the Federal Reserve and that
E*TRADE Bank entered into with the OCC) and, in the case of the savings banks, also the FDIC. Such regulation
covers all banking business, including lending practices, safeguarding deposits, capital structure, recordkeeping,
transactions with affiliates and conduct and qualifications of personnel.

In providing services to clients, we manage, use and store sensitive customer data including PII. As a result, we are
subject to numerous laws and regulations designed to protect this information, such as U.S. federal and state laws and
foreign regulations governing the protection of PII. These laws have increased in complexity, change frequently and
can conflict with one another.

While we have implemented policies and procedures designed to ensure compliance with all applicable laws and
regulations, our regulators have broad discretion with respect to the enforcement of applicable laws and regulations
and there can be no assurance that violations will not occur. Failure to comply with applicable laws and regulations
and our policies could result in sanctions by regulatory agencies, litigation, civil penalties and harm to our reputation,
which could have a material adverse effect on our business, financial condition and results of operations. Further, to
the extent we undertake actions requiring regulatory approval or non-objection, our regulators may make their
approval or non-objection subject to conditions or restrictions that could have a material adverse effect on our
business, results of operations and financial condition.

In addition, the profitability of the Company could also be affected by regulations which impact the business and
financial communities generally, including changes to the laws governing taxation, electronic commerce, customer
privacy and security of customer data.

Ongoing regulatory reform efforts may have a material impact on our operations. In addition, if we are unable to meet
any new or ongoing requirements, we could face negative regulatory consequences, which would have a material
negative effect on our business.

On July 21, 2010, the President signed into law the Dodd-Frank Act. This law contains various provisions designed to
enhance financial stability and to reduce the likelihood of another financial crisis and significantly changed the bank
regulatory structure for our Company and its thrift subsidiaries. Portions of the Dodd-Frank Act were effective
immediately, but other portions will be effective following extended transition periods or through numerous
rulemakings by multiple government agencies, some of which have not yet been completed. While there continues to
be uncertainty about the full impact of those changes, we do know that we are subject to a more complex regulatory
framework and we will continue to incur costs to implement the new requirements as well as monitor for continued
compliance.

The Federal Reserve has primary jurisdiction for the supervision and regulation of savings and loan holding
companies, including the Company; and the OCC has primary supervision and regulation of federal savings
associations, such as the Company’s two thrift subsidiaries. Although the Dodd-Frank Act maintains the federal thrift
charter, it eliminates certain preemption, branching and other benefits of the charter and imposes new penalties for
failure to comply with the qualified thrift lender test. The Dodd-Frank Act also requires all companies, including
savings and loan holding companies that directly or indirectly control an insured depository institution, to serve as a
source of strength for the institution, including committing necessary capital and liquidity support.

We are required to file periodic reports with the Federal Reserve and are subject to examination and supervision by it.
The Federal Reserve also has certain types of enforcement powers over us, ETB Holdings, Inc., and our

31



Edgar Filing: E TRADE FINANCIAL Corp - Form 10-K

non-depository institution subsidiaries, including the ability to issue cease-and-desist orders, force divestiture of our
thrift subsidiaries and impose civil and monetary penalties for violations of federal banking laws and regulations or for
unsafe or unsound banking practices. Our thrift subsidiaries are subject to similar reporting, examination, supervision
and enforcement oversight by the OCC. The Federal Reserve has issued guidance aligning the supervisory and
regulatory standards of savings and loan holding companies more closely with the standards applicable to bank
holding companies. For all banks and thrifts with total consolidated assets over $10 billion, including E¥*TRADE
Bank, the CFPB has exclusive rulemaking and examination, and
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primary enforcement authority, under federal consumer financial laws and regulations. In addition, the Dodd-Frank
Act permits states to adopt consumer protection laws and regulations that are stricter than those regulations
promulgated by the CFPB.

For us, one of the most significant changes since the passage of Dodd-Frank has been that savings and loan holding
companies such as our Company are now subject to the same capital and activity requirements as those applicable to
bank holding companies. The phase-in of these capital requirements began January 1, 2015 and we will be required to
comply with the fully phased-in capital standards beginning in 2019. We expect to meet the capital requirements
applicable to thrift holding companies as they are phased in. However, it is possible that our regulators may impose
additional, more stringent capital and other prudential standards, which could be applicable to us, prior to the end of
the five year phase-in period. For example, both the OCC and the Federal Reserve have issued generally applicable
final regulations that required E*TRADE Bank and will ultimately also require the parent company to conduct capital
adequacy tests on their operations. Pursuant to those regulations, E¥TRADE Bank disclosed a summary of these stress
test results to the OCC on or before March 31, 2014 and the Company will ultimately also be required to disclose a
summary of its stress test results to the Federal Reserve on or before March 31, 2017.

If we fail to comply with applicable securities and banking laws, rules and regulations, either domestically or
internationally, we could be subject to disciplinary actions, damages, penalties or restrictions that could significantly
harm our business.

The SEC, FINRA and other self-regulatory organizations and state securities commissions, among other things, can
censure, fine, issue cease-and-desist orders or suspend or expel a broker-dealer or any of its officers or employees.
The OCC and Federal Reserve may take similar action with respect to our banking and other financial activities,
respectively. Similarly, the attorneys general of each state could bring legal action on behalf of the citizens of the
various states to ensure compliance with local laws. Regulatory agencies in countries outside of the U.S. have similar
authority. The ability to comply with applicable laws and rules is dependent in part on the establishment and
maintenance of a reasonable compliance function. The failure to establish and enforce reasonable compliance
procedures, even if unintentional, could subject us to significant losses or disciplinary or other actions.

During 2012, the Company completed a review of order handling practices and pricing for order flow between
E*TRADE Securities LLC and G1 Execution Services, LLC. The Company has implemented the changes to its
practices and procedures that were recommended during the review. Banking regulators and federal securities
regulators were regularly updated during the course of the review and may initiate investigations into the Company’s
historical practices which could subject it to monetary penalties and cease-and-desist orders, which could also prompt
claims by customers of E¥TRADE Securities LLC. Any of these actions could materially and adversely affect the
Company. On July 11, 2013, FINRA notified E¥*TRADE Securities LLC and G1 Execution Services, LLC that it is
conducting an examination of both firms’ routing practices. The Company is cooperating fully with FINRA in this
examination. Under the agreement governing the sale of G1 Execution Services, LLC to Susquehanna International
Group, LLP ("Susquehanna"), the Company remains responsible for any resulting actions taken against G1 Execution
Services, LLC as a result of such investigation.

If we do not maintain the capital levels required by regulators, we may be fined or subject to other disciplinary or
corrective actions.

The SEC, FINRA, the OCC, the Federal Reserve and various other regulatory agencies have stringent rules with
respect to the maintenance of specific levels of regulatory capital by banks and net capital by securities broker-dealers.
E*TRADE Bank is subject to various regulatory capital requirements administered by the OCC, and E¥TRADE
Financial Corporation became subject to specific capital requirements administered by the Federal Reserve on January
1, 2015. Failure to meet minimum capital requirements can trigger certain mandatory, and possibly additional
discretionary actions by regulators that, if undertaken, could harm E¥*TRADE Bank’s and E*TRADE Financial
Corporation’s operations and financial statements.

E*TRADE Bank must meet specific capital guidelines that involve quantitative measures of E¥TRADE Bank’s assets,
liabilities and certain off-balance sheet items as calculated under regulatory accounting practices. In July 2013, the
U.S. Federal banking agencies finalized a rule to implement Basel III in the U.S., which provides the framework for
the calculation of a banking organization’s regulatory capital and risk-weighted assets. The Basel III rule establishes
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Common Equity Tier 1 capital as a new tier of capital, raises the minimum thresholds for required capital, increases
minimum required risk-based capital ratios, narrows the eligibility criteria for regulatory capital instruments, provides
for new regulatory capital deductions and adjustments, and modifies methods for calculating risk-weighted assets (the
denominator of risk-based capital ratios) by, among other things, strengthening counterparty credit risk capital
requirements. The Basel III final rule also introduces a capital conservation buffer that limits a banking organization’s
ability to make capital distributions and discretionary bonus payments to executive officers if a banking organization
fails to maintain a Common Equity Tier 1 capital conservation buffer of more than 2.5%, on a fully phased-in basis, of
total risk-weighted assets above each of the following minimum risk-based capital ratio requirements: Common
Equity Tier 1 (4.5%), Tier 1 (6.0%), and total risk-based capital (8.0%). This requirement will begin to take effect on
January 1, 2016, and will be fully phased in by 2019.
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The rule became effective on January 1, 2014, for certain large banking organizations, and January 1, 2015, for most
other U.S. banking organizations, including the Company and E¥*TRADE Bank. The fully phased-in Basel III capital
standards will become effective January 1, 2019 for the Company and E¥TRADE Bank. We expect to remain
compliant with the Basel III framework as it is phased in.

Several elements of the final rule are likely to have a meaningful impact on us. Margin receivables will qualify for 0%
risk-weighting, and we believe that we will be able to include a larger portion of our deferred tax assets in regulatory
capital, both having a favorable impact on our current capital ratios. A portion of this benefit will be offset as we
phase out trust preferred securities from the parent company's regulatory capital. In addition, the final rule gives the
option for a one-time permanent election for the inclusion or exclusion in the calculation of Common Equity Tier 1
capital of unrealized gains (losses) on all available-for-sale debt securities; we currently intend to elect to exclude
unrealized gains (losses).

The Company’s and E¥TRADE Bank’s capital amounts and classification are subject to qualitative judgments by the
regulators about the strength of components of its capital, risk weightings of assets, off-balance sheet transactions and
other factors. Any significant reduction in the Company’s or E¥TRADE Bank’s regulatory capital could result in
E*TRADE Bank being less than "well capitalized" or "adequately capitalized" under applicable capital rules. A failure
of the Company or E¥TRADE Bank to be "adequately capitalized" which is not cured within time periods specified in
the indentures governing our debt securities or senior secured revolving credit facility would constitute a default under
our debt securities and senior secured revolving credit facility and likely result in the debt securities and senior
secured revolving credit facility becoming immediately due and payable at their full face value.

The OCC and the Federal Reserve may request we raise equity to increase the regulatory capital of the Company or
E*TRADE Bank or to further reduce debt. If we were unable to raise equity, we could face negative regulatory
consequences, such as restrictions on our activities, requirements that we divest ourselves of certain businesses and
requirements that we dispose of certain assets and liabilities within a prescribed period. Any such actions could have a
material negative effect on our business.

Similarly, failure to maintain the required net capital by our securities broker-dealers could result in suspension or
revocation of registration by the SEC and suspension or expulsion by FINRA, and could ultimately lead to the firm’s
liquidation. If such net capital rules are changed or expanded, or if there is an unusually large charge against net
capital, operations that require an intensive use of capital could be limited. Such operations may include investing
activities, marketing and the financing of customer account balances. Also, our ability to withdraw capital from
brokerage subsidiaries could be restricted.

As a non-grandfathered savings and loan holding company, we are subject to activity limitations and requirements that
could restrict our ability to engage in certain activities and take advantage of certain business opportunities.

Under the Gramm-Leach-Bliley Act of 1999, our activities are restricted to those that are financial in nature and
certain real estate-related activities. We believe all of our existing activities and investments are permissible under the
Gramm-Leach-Bliley Act of 1999. At the same time, we are unable to pursue future activities that are not financial in
nature or otherwise real-estate related. We are also limited in our ability to invest in other savings and loan holding
companies. The Dodd-Frank Act also requires savings and loan holding companies like ours, as well as all of our thrift
subsidiaries, to be both "well capitalized" and "well managed" in order for us to conduct certain financial activities,
such as securities underwriting. We believe that we will be able to continue to engage in all of our current financial
activities. However, if we and our thrift subsidiaries are unable to satisfy the "well capitalized" and "well managed"
requirements, we could be subject to activity restrictions that could prevent us from engaging in securities
underwriting as well as other negative regulatory actions.

In addition, E¥TRADE Bank is currently subject to extensive regulation of its activities and investments,
capitalization, community reinvestment, risk management policies and procedures and relationships with affiliated
companies. Acquisitions of and mergers with other financial institutions, purchases of deposits and loan portfolios, the
establishment of new depository institution subsidiaries and the commencement of new activities by bank subsidiaries
require the prior approval of the OCC and the Federal Reserve, and in some cases the FDIC, which may deny
approval or condition their approval on the imposition of limitations on the scope of our planned activity. Also, these
regulations and conditions could affect our ability to realize synergies from future acquisitions, negatively affect us
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following an acquisition and also delay or prevent the development, introduction and marketing of new products and
services. In addition, E*TRADE Clearing LLC, so long as it is an operating subsidiary of E¥TRADE Bank, is subject
to increased regulatory oversight and the same activity restrictions that are applicable to E¥XTRADE Bank. We
recently received regulatory approval to move our broker-dealers, EXTRADE Securities LLC and E¥*TRADE Clearing
LLC, out from under E¥*TRADE Bank. E¥*TRADE Securities LLC was moved from under E¥*TRADE Bank in
February 2015 and we plan to move E¥TRADE Clearing LLC later in 2015, at which point these restrictions will be
no longer applicable.

Risks Relating to Owning Our Stock
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Our business operations are substantially restricted by the terms of our corporate debt.

Our senior secured revolving credit facility and the indentures governing our corporate debt contain various covenants
and restrictions that place limitations on our ability and certain of our subsidiaries’ ability to, among other things:
encur additional indebtedness;

create liens;

pay dividends, make distributions or other payments;

repurchase or redeem capital stock;

make investments or other restricted payments;

enter into transactions with our shareholders or affiliates;

sell assets or shares of capital stock of our subsidiaries; and

merge, consolidate or transfer substantially all of our assets.

As a result of the covenants and restrictions contained in the indentures and senior secured revolving credit facility,
we are limited in how we conduct our business and we may be unable to raise additional debt or equity financing at all
or on terms sufficient to compete effectively or to take advantage of new business opportunities. Each series of our
corporate debt contains a limitation, subject to important exceptions, on our ability to incur additional debt if our
Consolidated Fixed Charge Coverage Ratio (as defined in the relevant indentures) is less than or equal to 2.5 to 1.0
under the terms of our outstanding convertible notes and 2.0 to 1.0 under the terms of our other outstanding series of
notes. As of December 31, 2014, our Consolidated Fixed Charge Coverage Ratio was 5.7 to 1.0.

The senior secured revolving credit facility also contains certain covenants including that we maintain a minimum
fixed charge coverage ratio (as defined in the senior secured revolving credit facility) of 1.5 to 1.0, a maximum total
leverage ratio, a maximum asset quality ratio, certain capitalization requirements for the parent company and certain
of its subsidiaries and at least $100 million in unrestricted cash at the parent company.

The covenants, among other things, generally limit our ability to incur additional debt even if we were to substantially
reduce our existing debt through debt exchange transactions. We could be forced to repay immediately all our
outstanding borrowings under the senior secured revolving credit facility and outstanding debt securities at their full
principal amount if we were to breach these covenants and did not cure such breach within the cure periods (if any)
specified in the respective indentures and senior secured revolving credit facility. Further, if we experience a change
of control, as defined in the indentures, we could be required to offer to purchase our debt securities at 101% of their
principal amount. Under certain of our debt securities a "change of control" would occur if, among other things, a
person became the beneficial owner of more than 50% of the total voting power of our voting stock which, with
respect to the 6 3/8% senior notes due November 2019 ("6 3/8% Notes") and 5 3/8% senior notes due November 2022,
would need to be coupled with a ratings downgrade before we would be required to offer to purchase those securities.
A “change in control” (as defined in the senior secured revolving credit facility) would occur if a person became the
beneficial owner of more than 35% of the total voting power of our voting stock or if a change of control were deemed
to occur pursuant to the terms of certain of our debt securities. In such event, we could be required to repay all loans
outstanding under the credit facility at their full principal amount plus any accrued interest or fees.

We cannot assure that we will be able to remain in compliance with these covenants in the future and, if we fail to
comply, we cannot guarantee that we will be able to obtain waivers from the appropriate parties and/or amend the
covenants. In addition, the terms of any future indebtedness could include more restrictive covenants.

The value of our common stock may be diluted if we need additional funds in the future.

In the future, we may need to raise additional funds via the issuance and sale of our debt and/or equity instruments,
which we may not be able to conduct on favorable terms, if at all. If adequate funds are not available on acceptable
terms, we may be unable to fund our capital needs and our plans for the growth of our business. In addition, if funds
are available, the issuance of equity securities could significantly dilute the value of our shares of our common stock
and cause the market price of our common stock to fall. We have the ability to issue a significant number of shares of
stock in future transactions, which would substantially dilute existing stockholders, without seeking further
stockholder approval.

In recent periods, the global financial markets were in turmoil and the equity and credit markets experienced extreme
volatility, which caused already weak economic conditions to worsen. Continued turmoil in the global financial
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markets could further restrict our access to the equity and debt markets.
The market price of our common stock may continue to be volatile.
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From January 1, 2012 through December 31, 2014, the price per share of our common stock ranged from a low of
$7.08 to a high of $25.58. The market price of our common stock has been, and is likely to continue to be, highly
volatile and subject to wide fluctuations. Among the factors that may affect our stock price are the following:
speculation in the investment community or the press about, or actual changes in, our competitive position,
organizational structure, executive team, operations, financial condition, financial reporting and results, or strategic
transactions;

the announcement of new products, services, acquisitions, or dispositions by us or our competitors; and

increases or decreases in revenues or earnings, changes in earnings estimates by the investment community, and
variations between estimated financial results and actual financial results.

Changes in the stock market generally or as it concerns our industry may also affect our stock price. In the past,
volatility in the market price of a company’s securities has often led to securities class action litigation. Such litigation
could result in substantial costs to us and divert our attention and resources, which could harm our business. We have
been a party to litigation related to the decline in the market price of our stock in the past and such litigation could
occur again in the future. Declines in the market price of our common stock or failure of the market price to increase
could also harm our ability to retain key employees, reduce our access to capital, impact our ability to utilize deferred
tax assets in the event of another ownership change and otherwise harm our business.

We have provisions in our organizational documents that may discourage takeover attempts.

Certain provisions of our certificate of incorporation and bylaws may discourage, delay or prevent a third party from
acquiring control of us in a merger, acquisition or similar transaction that a stockholder may consider favorable. Such
provisions include:

authorization for the issuance of "blank check" preferred stock;

the prohibition of cumulative voting in the election of directors;

a super-majority voting requirement to effect business combinations and certain amendments to our certificate of
incorporation and bylaws;

{imits on the persons who may call special meetings of stockholders;

the prohibition of stockholder action by written consent; and

advance notice requirements for nominations to the Board or for proposing matters that can be acted on by
stockholders at stockholder meetings.

In addition, certain provisions of our stock incentive plans, management retention and employment agreements
(including severance payments and stock option acceleration), our senior secured credit facility, certain provisions of
Delaware law and certain provisions of the indentures governing certain series of our debt securities that would
require us to offer to purchase such securities at a premium in the event of certain changes in our ownership may also
discourage, delay or prevent someone from acquiring or merging with us, which could limit the opportunity for our
stockholders to receive a premium for their shares of our common stock and could also affect the price that some
investors are willing to pay for our common stock.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.

ITEM 2. PROPERTIES
A summary of our significant locations at December 31, 2014 is shown in the following table. Square footage
amounts are net of space that has been sublet or part of a facility restructuring.
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Location Approximate Square Footage
Alpharetta, Georgia 260,000

Jersey City, New Jersey 109,000

Arlington, Virginia 102,000

Sandy, Utah 66,000

Menlo Park, California 63,000

New York, New York 39,000

All facilities are leased at December 31, 2014, including 165,000 square feet of our office in Alpharetta, Georgia. We
executed a sale-leaseback transaction on this office during 2014. See Note 9—Property and Equipment, Net in Item 8.
Financial Statements and Supplementary Data for more information.

All of our facilities are used by either our trading and investing or balance sheet management segments, in addition to
the corporate/other category. All other leased facilities with space of less than 25,000 square feet are not listed by
location. In addition to the significant facilities above, we also lease all 30 E¥TRADE branches, ranging in space from
approximately 2,500 to 8,000 square feet. We believe our facilities space is adequate to meet our needs in 2015.

ITEM 3. LEGAL PROCEEDINGS

On October 27, 2000, Ajaxo, Inc. ("Ajaxo") filed a complaint in the Superior Court for the State of California, County
of Santa Clara. Ajaxo sought damages and certain non-monetary relief for the Company’s alleged breach of a
non-disclosure agreement with Ajaxo pertaining to certain wireless technology that Ajaxo offered the Company as
well as damages and other relief against the Company for their alleged misappropriation of Ajaxo’s trade secrets.
Following a jury trial, a judgment was entered in 2003 in favor of Ajaxo against the Company for $1 million for
breach of the Ajaxo non-disclosure agreement. Although the jury found in favor of Ajaxo on its claim against the
Company for misappropriation of trade secrets, the trial court subsequently denied Ajaxo’s requests for additional
damages and relief. On December 21, 2005, the California Court of Appeal affirmed the above-described award
against the Company for breach of the nondisclosure agreement but remanded the case to the trial court for the limited
purpose of determining what, if any, additional damages Ajaxo may be entitled to as a result of the jury’s previous
finding in favor of Ajaxo on its claim against the Company for misappropriation of trade secrets. Although the
Company paid Ajaxo the full amount due on the above-described judgment, the case was remanded back to the trial
court, and on May 30, 2008, a jury returned a verdict in favor of the Company denying all claims raised and demands
for damages against the Company. Following the trial court’s entry of judgment in favor of the Company on
September 5, 2008, Ajaxo filed post-trial motions for vacating this entry of judgment and requesting a new trial. The
trial court denied these motions. On December 2, 2008, Ajaxo filed a notice of appeal with the Court of Appeal of the
State of California for the Sixth District. On August 30, 2010, the Court of Appeal affirmed the trial court’s verdict in
part and reversed the verdict in part, remanding the case. The Company petitioned the Supreme Court of California for
review of the Court of Appeal decision. On December 16, 2010, the California Supreme Court denied the Company’s
petition for review and remanded for further proceedings to the trial court. The testimonial phase of the third trial in
this matter concluded on June 12, 2012. By order dated May 28, 2014, the Court determined to conduct a second
phase of this bench trial to allow Ajaxo to attempt to prove entitlement to additional royalties. Hearings in phase two
of the trial concluded January 8, 2015, and final written closing statements will be submitted March 16, 2015. The
Company will continue to defend itself vigorously.

On May 16, 2011, Droplets Inc., the holder of two patents pertaining to user interface servers, filed a complaint in the
U.S. District Court for the Eastern District of Texas against E¥XTRADE Financial Corporation, E¥TRADE Securities
LLC, E*TRADE Bank and multiple other unaffiliated financial services firms. Plaintiff contends that the defendants
engaged in patent infringement under federal law. Plaintiff seeks unspecified damages and an injunction against future
infringements, plus royalties, costs, interest and attorneys’ fees. On September 30, 2011, the Company and several
co-defendants filed a motion to transfer the case to the Southern District of New York. Venue discovery occurred
throughout December 2011. On January 1, 2012, a new judge was assigned to the case. On March 28, 2012, a change
of venue was granted and the case was transferred to the United States District Court for the Southern District of New
York. The Company filed its answer and counterclaim on June 13, 2012 and plaintiff moved to dismiss the
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counterclaim. The Company filed a motion for summary judgment. Plaintiffs sought to change venue back to the
Eastern District of Texas on the theory that this case is one of several matters that should be consolidated in a single
multi-district litigation. On December 12, 2012, the Multidistrict Litigation Panel denied the transfer of this action to
Texas. By opinion dated April 4, 2013, the Court denied defendants’ motion for summary judgment and plaintiff’s
motion to dismiss the counterclaims. The Court issued its order on claim construction on October 22, 2013, and by
order dated January 28, 2014, the Court adopted the defendants' proposed claims construction. On March 25, 2014,
the Court granted plaintiff leave to amend its complaint to add a newly-issued patent, but stayed all litigation
pertaining to that patent until a covered business method review could be heard by the Patent and Trademark Appeals
Board. The defendants' petitions for
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covered business method reviews were denied by the Patent and Trademark Appeals Board. Motions for summary
judgment were filed in the U.S. District Court in August 2014 and the parties await the decision. The Company will
continue to defend itself vigorously in this matter, both in the District Court and at the U.S. Patent and Trademark
Office.

Several cases have been filed nationwide involving the April 2007 leveraged buyout ("LBO") of the Tribune
Company ("Tribune") by Sam Zell, and the subsequent bankruptcy of Tribune. In William Niese et al. v. A.G.
Edwards et al., in Superior Court of Delaware, New Castle County, former Tribune employees and retirees claimed
that Tribune was actually insolvent at the time of the LBO and that the LBO constituted a fraudulent transaction that
depleted the plaintiffs’ retirement plans, rendering them worthless. E¥XTRADE Clearing LLC, along with numerous
other financial institutions, is a named defendant in this case. One of the defendants removed the action to federal
district court in Delaware on July 1, 2011. In Deutsche Bank Trust Company Americas et al. v. Adaly Opportunity
Fund et al., filed in the Supreme Court of New York, New York County on June 3, 2011, the Trustees of certain notes
issued by Tribune allege wrongdoing in connection with the LBO. In particular the Trustees claim that the LBO
constituted a constructive fraudulent transfer under various state laws. G1 Execution Services, LLC (formerly known
as E¥TRADE Capital Markets, LLC), along with numerous other financial institutions, is a named defendant in this
case. In Deutsche Bank et al. v. Ohlson et al., filed in the U.S. District Court for the Northern District of Illinois,
noteholders of Tribune asserted claims of constructive fraud and G1 Execution Services, LLC is a named defendant in
this case. Under the agreement governing the sale of G1 Execution Services, LLC to Susquehanna, the Company
remains responsible for any resulting actions taken against G1 Execution Services, LLC as a result of such
investigation. In EGI-TRB LLC et al. v. ABN-AMRO et al., filed in the Circuit Court of Cook County Illinois,
creditors of Tribune assert fraudulent conveyance claims against multiple shareholder defendants and E¥TRADE
Clearing LLC is a named defendant in this case. These cases have been consolidated into a multi-district litigation.
The Company’s time to answer or otherwise respond to the complaints has been stayed pending further orders of the
Court. On September 18, 2013, the Court entered the Fifth Amended Complaint. On September 23, 2013, the Court
granted the defendants’ motion to dismiss the individual creditors’ complaint. The individual creditors filed a notice of
appeal. The steering committees for plaintiffs and defendants have submitted a joint plan for the next phase of
litigation. The next phase of the action will involve individual motions to dismiss. On April 22, 2014, the Court issued
its protocols for dismissal motions for those defendants who were "mere conduits" who facilitated the transactions at
issue. The motion to dismiss Count I of the Fifth Amended Complaint for failure to state a cause of action was fully
briefed on July 2, 2014, and the parties await decision on that motion. The Company will defend itself vigorously in
these matters.

During 2012, the Company completed a review of order handling practices and pricing for order flow between
E*TRADE Securities LLC and G1 Execution Services, LLC. The Company has implemented changes to its practices
and procedures that were recommended during the review. Banking regulators and federal securities regulators were
regularly updated during the course of the review and may initiate investigations into the Company’s historical
practices which could subject it to monetary penalties and cease-and-desist orders, which could also prompt claims by
customers of E¥TRADE Securities LLC. Any of these actions could materially and adversely affect the Company’s
broker-dealer businesses. On July 11, 2013, FINRA notified E*TRADE Securities LLC and G1 Execution Services,
LLC that it is conducting an examination of both firms’ routing practices. The Company is cooperating fully with
FINRA in this examination. Under the agreement governing the sale of G1 Execution Services, LLC to Susquehanna,
the Company remains responsible for any resulting actions taken against G1 Execution Services, LLC as a result of
such investigation.

On April 30, 2013, a putative class action was filed by John Scranton, on behalf of himself and a class of persons
similarly situated, against E¥XTRADE Financial Corporation and E*TRADE Securities LLC in the Superior Court of
California, County of Santa Clara, pursuant to the California procedures for a private Attorney General action. The
Complaint alleged that the Company misrepresented through its website that it would always automatically exercise
options that were in-the-money by $0.01 or more on expiration date. Plaintiffs allege violations of the California
Unfair Competition Law, the California Consumer Remedies Act, fraud, misrepresentation, negligent
misrepresentation and breach of fiduciary duty. The case has been deemed complex within the meaning of the
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California Rules of Court, and a case management conference was held on September 13, 2013. The Company’s
demurrer and motion to strike the complaint were granted by order dated December 20, 2013. The Court granted leave
to amend the complaint. A second amended complaint was filed on January 31, 2014. On March 11, 2014, the
Company moved to strike and for a demurrer to the second amended complaint. On October 20, 2014, the Court
sustained the Company's demurrer, dismissing four counts of the second amended complaint with prejudice and two
counts without prejudice. The plaintiffs filed a third amended complaint on November 10, 2014. The Company filed a
third demurrer and motion to strike on December 12, 2014. The Company will continue to defend itself vigorously in
this matter.

On April 18, 2014, a putative class action was filed by the City of Providence, Rhode Island against forty-one high
frequency trading firms, stock exchanges, market-makers, and other broker-dealers, including the Company, in the
U.S. District Court for the Southern District of New York. The Complaint alleges that the high frequency trading
firms, certain broker-dealers managing dark pools, and the exchanges manipulated the U.S. Securities markets, and
that numerous market-makers and broker-dealers participated in that manipulation by doing business with the high
frequency traders. As to the Company, the Complaint alleges violation of Sections 10(b) and 20(a) of the Exchange
Act. On May 2, 2014, a similar putative class action

20

43



Edgar Filing: E TRADE FINANCIAL Corp - Form 10-K

Table of Contents

was filed by American European Insurance Company against forty-two high frequency trading firms, stock exchanges,
market-makers, and other broker-dealers, including the Company, in the U.S. District Court for the Southern District
of New York. The action filed by American European Insurance Company made allegations substantially similar to
the allegations in the City of Providence complaint. On June 13, 2014, a putative class action was filed by James J.
Flynn and Dominic Morelli against twenty-six firms including the Company in the United States District Court for the
Southern District of New York. The Flynn Complaint made allegations substantially similar to the allegations in the
City of Providence Complaint. The consolidated amended complaint does not identify the Company as a defendant or
make any allegations regarding the Company.

In October 2014, E¥*TRADE Securities LLC and G1 Execution Services, LLC reached a settlement with the SEC in
connection with effecting the sale of certain "penny stock" securities on behalf of three former customers without an
applicable exemption from the registration provisions of the federal securities laws during the period 2007 to 2011.
Without admitting or denying the SEC's findings, E¥TRADE Securities LLC and G1 Execution Services, LLC entered
into a settlement pursuant to which they agreed to be censured and consented to an order of the SEC requiring them to
cease and desist from committing or causing future violations of the registration provisions of the Securities Act of
1933. Pursuant to the settlement agreement, E¥XTRADE Securities LLC and G1 Execution Services, LLC agreed to
pay approximately $1.6 million in disgorgement and prejudgment interest on commissions and a $1 million penalty.
In addition to the matters described above, the Company is subject to various legal proceedings and claims that arise
in the normal course of business. In each pending matter, the Company contests liability or the amount of claimed
damages. In view of the inherent difficulty of predicting the outcome of such matters, particularly in cases where
claimants seek substantial or indeterminate damages, or where investigation or discovery have yet to be completed,
the Company is unable to reasonably estimate a range of possible losses on its remaining outstanding legal
proceedings; however, the Company believes any losses would not be reasonably likely to have a material adverse
effect on the consolidated financial condition or results of operations of the Company.

An unfavorable outcome in any matter could have a material adverse effect on the Company’s business, financial
condition, results of operations or cash flows. In addition, even if the ultimate outcomes are resolved in the Company’s
favor, the defense of such litigation could entail considerable cost or the diversion of the efforts of management, either
of which could have a material adverse effect on the Company’s business, financial condition, results of operations or
cash flows.

The Company maintains insurance coverage that management believes is reasonable and prudent. The principal
insurance coverage it maintains covers commercial general liability; property damage; hardware/software damage;
cyber liability; directors and officers; employment practices liability; certain criminal acts against the Company; and
errors and omissions. The Company believes that such insurance coverage is adequate for the purpose of its business.
The Company’s ability to maintain this level of insurance coverage in the future, however, is subject to the availability
of affordable insurance in the marketplace.

ITEM 4. MINE SAFETY DISCLOSURES
Not applicable.

PART II

ITEM MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED SHAREHOLDER MATTERS AND
5. ISSUER PURCHASES OF EQUITY SECURITIES

Our common stock is listed on the NASDAQ Stock Market under the ticker symbol ETFC.
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Price Range of Common Stock

The following table shows the high and low intraday sale prices of our common stock as reported by the NASDAQ

for the periods indicated:

High

2014:

First Quarter $25.58
Second Quarter $23.87
Third Quarter $24.57
Fourth Quarter $24.58
2013:

First Quarter $11.82
Second Quarter $12.73
Third Quarter $17.73
Fourth Quarter $19.67

Low

$18.86
$19.24
$20.13
$18.20

$9.06
$9.52
$12.66
$15.54

The closing sale price of our common stock as reported on the NASDAQ on February 19, 2015 was $25.64 per share.

At that date, there were 986 holders of record of our common stock.
Dividends

We have never declared or paid cash dividends on our common stock. The terms of our corporate debt currently

prohibit the payment of dividends, subject to certain exclusions. E¥TRADE Bank and its subsidiaries may not pay
dividends to the parent company without approval from its regulators. We recently received regulatory approval to
move both E¥TRADE Securities LLC and E¥*TRADE Clearing LLC out from under E¥TRADE Bank. E¥*TRADE
Securities LLC was moved from under E¥TRADE Bank in February 2015 and we plan to move E¥*TRADE Clearing

LLC later in 2015.
Performance Graph
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The following performance graph shows the cumulative total return to a holder of the Company’s common stock,
assuming dividend reinvestment, compared with the cumulative total return, assuming dividend reinvestment, of the
Standard & Poor ("S&P") 500 Index and the Dow Jones US Financials Index during the period from December 31,
2009 through December 31, 2014.

12/09 12/10 12/11 12/12 12/13 12/14
E*TRADE Financial Corporation 100.00 90.91 45.23 50.85 111.59 137.81
S&P 500 Index 100.00 115.06 117.49 136.30 180.44 205.14
Dow Jones US Financials Index 100.00 112.72 98.24 124.62 167.26 191.67

23

46



Edgar Filing: E TRADE FINANCIAL Corp - Form 10-K

Table of Contents

ITEM 6. SELECTED CONSOLIDATED FINANCIAL DATA
(Dollars in millions, shares in thousands, except per share amounts):

Results of Operations:

Net operating interest income

Total net revenue

Provision for loan losses

Net income (loss)

Basic net earnings (loss) per share
Diluted net earnings (loss) per share
Weighted average shares—basic
Weighted average shares—diluted
(Dollars in millions):

Financial Condition:
Available-for-sale securities
Held-to-maturity securities
Margin receivables

Loans receivable, net
Total assets

Deposits

Corporate debt
Interest-bearing
Non-interest-bearing
Shareholders’ equity

24

Year Ended December 31,

2014 2013 2012
$1,088 $982 $1,085
$1,814 $1,723 $1,900
$36 $143 $355
$293 $86 $(113
$1.02 $0.30 $(0.39
$1.00 $0.29 $(0.39
288,705 286,991 285,748
294,103 292,589 285,748

December 31,

2014 2013

$12,388 $13,592
$12,248 $10,181
$7,675 $6,353
$5,979 $8,123
$45,530 $46,280
$24,890 $25,971

$1,328 $1,726

$38 $42

$5,375 $4.,856

2012

$13,443
$9,540
$5,804
$10,099
$47,387
$28,393

$1,722
$43
$4,904

2011

$1,220
$2,037
$441

) $157

) $0.59

) $0.54
267,291
289,822

2011

$15,651
$6,080
$4,826
$12,333
$47,940
$26,460

$1,451
$43
$4,928

2010

$1,226
$2,078

$779
$(28

$(0.13
$(0.13
211,302
211,302

2010

$14,806
$2,463
$5,121
$15,122
$46,373
$25,240

$1,442
$704
$4,052

Variance
2014 vs.
2013

11%
5%
(75)%
241%
240%
245%
1%
1%

Variance
2014 vs.
2013

9%
20%
21%
(26)%
2)%
4%

(23)%
10)%
11%
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As of or For the Year Ended December 31, Variance
2014 vs.
2014 2013 2012 2011 2010 2013
Customer Activity Metrics:
Daily average revenue trades
("DARTS") 168,474 150,743 138,112 157,475 150,532 12 %
Average commission per trade $10.81 $11.13 $11.01 $11.01 $11.21 3 )%
Ma.rgln receivables (dollars in $77 $6.4 $5.8 $4.8 $5.1 20 %
billions)
End of period brokerage 3,143,923 2,998,059 2,903,191 2,783,012  2,684311 5 %
accounts
Net new brokerage accounts 145,864 94,868 120,179 98,701 54,232 54 %
fartfc’kerage accountattrition g - % 8.8 % 9.0 % 10.3 % 122 % *
Customer assets (dollars in ¢, 5 $260.8 $201.2 $172.4 $176.2 11 %
billions)
Net new brokerage assets ¢ g $10.4 $10.4 $9.7 $8.1 5 %

(dollars in billions)
Brokerage related cash (dollars

. $41.1 $39.7 $33.9 $27.7 $24.5 4 %
in billions)

Company Metrics:
Corporate cash (dollars in ¢35 $415 $408 $484 $471 (44 )%
millions)
E*TRADE Financial Tier 1 ¢ | % 6.7 % 5.5 % 5.7 % 3.6 % 1.4 %
leverage ratio)
E*TRADE Financial Tier 17 % 13.8 % 10.3 % 9.4 % 4.8 % 3.3 %
common ratio(!)

" .
E*TRADE Bank Tier 1 10.6 % 9.5 % 8.7 % 7.8 % 7.3 % 1.1 %
leverage ratio(®
Special mention loan
delinquencies (dollars in $155 $272 $342 $467 $589 (43 )%
millions)
Allowance for loan losses ¢ $453 $481 $823 $1,031 (11 )%
(dollars in millions)
Enterprise net interest spread 2.55 % 2.33 % 2.39 % 2.79 % 291 % 0.22 %
Enterprise interest-earning
assets (average dollars in $41.4 $40.9 $44.3 $42.7 $41.1 1 %
billions)
Total employees (period end) 3,221 3,009 2,988 3,240 2,962 7 %
£

Percentage not meaningful.
E*TRADE Financial Tier 1 leverage ratio is Tier 1 capital divided by average total assets for leverage capital
purposes for the parent company. E¥TRADE Financial Tier 1 common ratio is Tier 1 capital less elements of Tier
1 capital that are not in the form of common equity, such as trust preferred securities, divided by total
risk-weighted assets for the parent company. The Tier 1 leverage and Tier 1 common ratios are non-GAAP
measures as the parent company was not yet held to such regulatory capital requirements for the period presented
and are indications of E¥TRADE Financial’s capital adequacy. See Item 7. Management’s Discussion and Analysis
of Financial Condition and Results of Operations—Liquidity and Capital Resources for a reconciliation of these
non-GAAP measures to the comparable GAAP measures.

(@)
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The Company transitioned from reporting under the OTS reporting requirements to reporting under the OCC
reporting requirements in the first quarter of 2012. The Tier 1 leverage ratio is the OCC Tier 1 leverage ratio at
December 31, 2014, 2013 and 2012 and the OTS Tier 1 capital ratio at December 31, 2011 and 2010. The OTS
Tier 1 capital ratio and OCC Tier 1 leverage ratio are both calculated in the same manner using adjusted total
assets.
The selected consolidated financial data should be read in conjunction with Item 7. Management’s Discussion and
Analysis of Financial Condition and Results of Operations and Item 8. Financial Statements and Supplementary Data.

ITEM 7 MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
‘OPERATIONS
The following discussion should be read in conjunction with the consolidated financial statements and the related

notes that appear elsewhere in this document.
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GLOSSARY OF TERMS

In analyzing and discussing our business, we utilize certain metrics, ratios and other terms that are defined in the
Glossary of Terms, which is located at the end of Item 7. Management’s Discussion and Analysis of Financial
Condition and Results of Operations.

OVERVIEW

Strategy

Our business strategy is centered on two core objectives: accelerating the growth of our core brokerage business to
improve market share, and strengthening our overall financial and franchise position.

Accelerate Growth of Core Brokerage Business

Capitalize on secular growth within the direct brokerage industry.

The direct brokerage industry is growing at a faster rate than the traditional brokerage industry. We are focused on
capitalizing on this growth through ensuring our customers' trading and investing needs are met through our direct
relationships.

€nhance digital and offline customer experience.

We are focused on maintaining our competitive position in trading, margin lending and cash management, while
expanding our customer share of wallet in retirement, investing and savings. Through these offerings, we aim to
continue acquiring new customers while deepening engagement with both new and existing ones.

Capitalize on value of corporate services business.

This includes leveraging our industry-leading position to improve client acquisition, and bolstering awareness among
plan participants of our full suite of offerings. This channel is a strategically important driver of brokerage account
growth for us.

Maximize value of deposits through the Company's bank.

Our brokerage business generates a significant amount of deposits, which we monetize through the bank by investing
primarily in low-risk, agency mortgage-backed securities.

Strengthen Overall Financial and Franchise Position

Manage down legacy investments and mitigate credit losses.

We continue to manage down the size and risks associated with our legacy loan portfolio, while mitigating credit
losses where possible.

Continue to execute on our capital plan.

Our capital plan was laid out in 2012 with a key goal of distributing capital from E*TRADE Bank to the parent
company. We are now focused on utilizing excess capital created through earnings and by achieving lower capital
requirements at E¥XTRADE Bank, while continuing to enhance our enterprise risk management culture and
capabilities.

Key Factors Affecting Financial Performance

Our financial performance is affected by a number of factors outside of our control, including:

customer demand for financial products and services;

weakness or strength of the residential real estate and credit markets;

performance, volume and volatility of the equity and capital markets;

customer perception of the financial strength of our franchise;

market demand and liquidity in the secondary market for mortgage loans and securities;

market demand and liquidity in the wholesale borrowings market, including securities sold under agreements to
repurchase;

the level and volatility of interest rates;

our ability to move capital to our parent company from our subsidiaries subject to various regulatory approvals; and
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changes to the rules and regulations governing the financial services industry.

In addition to the items noted above, our success in the future will depend upon, among other things, our ability to:
have continued success in the acquisition, growth and retention of brokerage customers;

eenerate meaningful growth in our retirement, investing and savings customer products;

enhance our risk management culture and capabilities;

mitigate credit costs;

achieve the capital ratios stated in our capital plan, with a particular focus on the Tier 1 leverage ratio at EXTRADE
Bank;

eenerate capital sufficient to meet our operating needs at both our bank and our parent company;

assess and manage interest rate risk;

maintain disciplined expense control and improved operational efficiency; and

compete in a technology-intensive industry characterized by rapid innovation.

Management monitors a number of metrics in evaluating the Company’s performance. The most significant of these
are shown in the table and discussed in the text below:

As of or For the Variance

Year Ended December 31,

2014 2013 2012 2014 vs. 2013
Customer Activity Metrics:
DARTS 168,474 150,743 138,112 12 %
Average commission per trade $10.81 $11.13 $11.01 3 )%
Margin receivables (dollars in billions) $7.7 $6.4 $5.8 20 %
End of period brokerage accounts 3,143,923 2,998,059 2,903,191 5 %
Net new brokerage accounts 145,864 94,868 120,179 54 %
Brokerage account attrition rate 8.7 % 8.8 % 9.0 % *
Customer assets (dollars in billions) $290.3 $260.8 $201.2 11 %
Net new brokerage assets (dollars in billions) $10.9 $10.4 $10.4 5 %
Brokerage related cash (dollars in billions) $41.1 $39.7 $33.9 4 %
Company Financial Metrics:
Corporate cash (dollars in millions) $233 $415 $408 (44 )%
E*TRADE Financial Tier 1 leverage ratio 8.1 % 6.7 % 5.5 % 1.4 %
E*TRADE Financial Tier 1 common ratio 17.1 % 13.8 % 10.3 % 3.3 %
E*TRADE Bank Tier 1 leverage ratio 10.6 % 9.5 % 8.7 % 1.1 %
Spec?ial mention loan delinquencies (dollars in $155 $272 $342 43 Y%
millions)
Allowance for loan losses (dollars in millions)  $404 $453 $481 (11 )%
Enterprise net interest spread 2.55 % 2.33 % 2.39 % 0.22 %
Enterprise interest-earning assets (average dollars $41.4 $40.9 $44.3 | %

in billions)

* Percentage not meaningful.

Customer Activity Metrics

DARTS are the predominant driver of commissions revenue from our customers.

Average commission per trade is an indicator of changes in our customer mix, product mix and/or product pricing.
Margin receivables represent credit extended to customers to finance their purchases of securities by borrowing
against securities they own and are a key driver of net operating interest income.
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End of period brokerage accounts, net new brokerage accounts and brokerage account attrition rate are indicators of
our ability to attract and retain brokerage customers. The brokerage account attrition rate is calculated by dividing
attriting brokerage accounts, which are gross new brokerage accounts less net new brokerage accounts, by total
brokerage accounts at the previous period end.

Changes in customer assets are an indicator of the value of our relationship with the customer. An increase in
customer assets generally indicates that the use of our products and services by existing and new customers is
expanding. Changes in this metric are also driven by changes in the valuations of our customers’ underlying securities.
Net new brokerage assets are total inflows to all new and existing brokerage accounts less total outflows from all
closed and existing brokerage accounts and are a general indicator of the use of our products and services by new and
existing brokerage customers.

Brokerage related cash is an indicator of the level of engagement with our brokerage customers and is a key driver of
net operating interest income.

Company Financial Metrics

Corporate cash is an indicator of the liquidity at the parent company. It is the primary source of capital above and
beyond the capital deployed in our regulated subsidiaries. See Liquidity and Capital Resources for a reconciliation of
this non-GAAP measure to the comparable GAAP measure.

E*TRADE Financial Tier 1 leverage ratio is Tier 1 capital divided by average total assets for leverage capital
purposes for the parent company. E¥TRADE Financial Tier 1 common ratio is Tier 1 capital less elements of Tier 1
capital that are not in the form of common equity, such as trust preferred securities, divided by total risk-weighted
assets for the parent company. The Tier 1 leverage and Tier 1 common ratios are non-GAAP measures as the parent
company was not yet held to such regulatory capital requirements and are indications of E¥TRADE Financial’s capital
adequacy. See Liquidity and Capital Resources for a reconciliation of these non-GAAP measures to the comparable
GAAP measures.

E*TRADE Bank Tier 1 leverage ratio is Tier 1 capital divided by adjusted total assets for E¥TRADE Bank and is an
indication of E¥TRADE Bank’s capital adequacy.

Special mention loan delinquencies are loans 30-89 days past due and are an indicator of the expected trend for
charge-offs in future periods as these loans have a greater propensity to migrate into nonaccrual status and ultimately
charge-off.

Allowance for loan losses is an estimate of probable losses inherent in the loan portfolio as of the balance sheet date
and is typically equal to management’s forecast of loan losses in the twelve months following the balance sheet date as
well as the forecasted losses, including economic concessions to borrowers, over the estimated remaining life of loans
modified as troubled debt restructurings ("TDR").

Enterprise interest-earning assets, in conjunction with our enterprise net interest spread, are indicators of our ability to
generate net operating interest income.

Recent Significant Events

Received Regulatory Approval to Operate E¥TRADE Bank at a 9.0% Tier 1 Leverage Ratio and to Move
Broker-Dealers from under E¥TRADE Bank

We received regulatory approval to operate E“TRADE Bank at a 9.0% Tier 1 leverage ratio, reflecting significant
progress on our capital plan.

In addition, we received regulatory approval to move our broker-dealers, E¥TRADE Securities LLC and E*TRADE
Clearing LLC out from under E¥TRADE Bank. The revised organizational structure provides increased capital
flexibility as it enables us to dividend excess regulatory capital at our broker-dealers to the parent. E¥XTRADE
Securities LLC was moved from under E¥TRADE Bank in February 2015 and subsequently paid a dividend of $434
million to the parent company. We plan to move E*TRADE Clearing LLC later in 2015.

$300 Million in Dividends Issued from E*TRADE Bank to the Parent Company

We received approval from our regulators for $300 million in dividends from E*TRADE Bank to the parent company
during 2014.
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Elimination of $400 Million of Corporate Debt and Establishment of a $200 million Credit Facility at the Parent
Company

In November 2014, we issued $540 million of 53/8% Senior Notes due 2022. We used the net proceeds together with
approximately $460 million of existing corporate cash to redeem $435 million of 6 3/4% Senior Notes due 2016 and
$505 million of 6% Senior Notes due 2017, reducing our total corporate debt by $400 million and extending the
maturity profile with no debt maturing until 2019.

In addition, in November 2014 we entered into a new $200 million senior secured revolving credit facility as an
additional source of liquidity for the parent company.

Launch of New Brand Platform - Type E*

We launched a new brand platform, Type E*. This campaign underscores our commitment to do more for, and build
deeper relationships with, our customers.

Sale of the Market Making Business and Related Order Flow Agreement

We completed the sale of the market making business, G1 Execution Services, LLC, to an affiliate of Susquehanna on
February 10, 2014, for $76 million. The sale of the market making business did not have a material impact on our
results of operations as the net impact of the removal of principal transaction revenue and associated operating
expenses, predominately in compensation and clearing expenses, was offset by an expected increase in order flow
revenue as a result of routing all of our order flow to third parties.

Additionally, we entered into an order flow agreement whereby we agreed, subject to best execution standards, to
route 70% of our customer equity flow to G1 Execution Services, LLC over the next five years.

Reduction of Legacy Risks

We completed the sale of $0.8 billion of one- to four-family loans modified as TDRs and recognized a net gain of
approximately $7 million on the sale.

We sold our remaining $17 million in amortized cost of our non-agency CMO portfolio and recognized a gain of $6
million on the sale.

We terminated $100 million of our high-cost securities sold under agreements to repurchase and recognized a loss on
early extinguishment of debt of $12 million.

Completed First Official Stress Test under Dodd-Frank Act

We submitted our first official stress test prior to March 31, 2014 as required under the Dodd-Frank Act, and received
feedback from the OCC on our submission in the second quarter of 2014. While the details of our results are not
public, we remained well above the regulatory well-capitalized levels for all capital ratios across all scenarios. We
were satisfied with the feedback around our stress testing process, approach and methodologies.

Enhancements to Our Trading and Investing Products and Services

We launched several mobile enhancements, including a new iPhone® application for iOS 8, with touch ID fingerprint
authentication, and a home screen widget containing market and watch list information, as well as an application for
the Amazon Fire Phone.

We made improvements to our website, including revamping the Fixed Income Solutions Center with updated tools
and resources.

We enhanced and added more functionality to our active trader platform, most prominently a more fulsome
integration of FX trading.

We evolved our offering suite through the launch of browser-based trading, enabling real-time monitoring and
execution.

We launched a new nimble content management system for www.etrade.com, which gives us the tools and flexibility
to deliver faster and more streamlined Web updates to our prospects and customers.
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Market Recognition
Our corporate services business was rated #1 for client satisfaction and loyalty for the third consecutive year by Group
Five, an independent consulting and research firm, in their 2014 Stock Plan Administration Study Industry Report.
EARNINGS OVERVIEW
2014 Compared to 2013
We generated net income of $293 million, or $1.00 per diluted share, on total net revenue of $1.8 billion for the year
ended December 31, 2014. Net operating interest income increased 11% to $1.1 billion for the year ended December
31, 2014 compared to 2013, which was driven primarily by the size and mix of the balance sheet as well as an
increase in net interest spread. Commissions, fees and service charges and other revenue increased 11% to $680
million for the year ended December 31, 2014, compared to 2013, which was driven primarily by increased order flow
revenue and advisor management fees, in addition to increased trading activity. The increases were partially offset by
a decrease in principal transactions following our exit of the market making business, and a decrease in gains on loans
and securities, net for the year ended December 31, 2014 when compared to 2013.
Provision for loan losses decreased 75% to $36 million for the year ended December 31, 2014 compared to 2013. The
decrease was driven primarily by improving economic conditions, as evidenced by the lower levels of delinquent
loans in the one- to four-family and home equity loan portfolios, lower net charge-offs, home price improvement and
loan portfolio run-off. Total operating expenses decreased 10% to $1.1 billion for the year ended December 31, 2014,
compared to 2013, which was driven primarily by $142 million in impairment of goodwill that was recognized in
2013 which increased operating expenses for the year ended December 31, 2013.
The following sections describe in detail the changes in key operating factors and other changes and events that
affected net revenue, provision for loan losses, operating expense, other income (expense) and income tax expense.
Revenue
The components of revenue and the resulting variances are as follows (dollars in millions):

Year Ended December Variance

31, 2014 vs. 2013

2014 2013 Amount %
Net operating interest income $1,088 $982 $106 11 %
Commissions 456 420 36 9 %
Fees and service charges 186 155 31 20 %
Principal transactions 10 73 (63 ) (86 )%
Gains on loans and securities, net 36 61 (25 ) (41 )%
Net impairment — 3 ) 3 *
Other revenues 38 35 3 9 %
Total non-interest income 726 741 (15 ) (2 )%
Total net revenue $1,814 $1,723 $91 5 %

* Percentage not meaningful.

Net Operating Interest Income

Net operating interest income increased 11% to $1.1 billion for the year ended December 31, 2014 compared to 2013.
Net operating interest income is earned primarily through investing deposits and customer payables in assets
including: available-for-sale securities, held-to-maturity securities, margin receivables and real estate loans.

The following table presents enterprise average balance sheet data and enterprise income and expense data for our
operations, as well as the related net interest spread, yields and rates prepared on the basis required by the SEC’s
Industry Guide 3, "Statistical Disclosure by Bank Holding Companies," (dollars in millions):
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Year Ended December 31,

2014 2013 2012

Avera Operatin% A Operati%v A Operatin%

° Interest Lo aS€ AVEIAEE phirestiry o aSe AVEIASE 1o rest 1oy orage
Balance Yield/CosBalance Yield/Codalance Yield/Cost
Inc./Exp. Inc./Exp. Inc./Exp.

Enterprise interest-earning assets:
Loans() $7,298 $297 4.07 % $9,569 $395 4.12 % $12,028 $496 4.13 %
Available-for-sale securities 12,761 289 226 % 13,074 280 2.14 % 15,237 361 237 %
Held-to-maturity securities 11,288 328 290 % 9,772 255 2.61 % 8,409 237 2.82 %
Margin receivables 7,446 264 3.55 % 5,929 224 378 % 5,471 216 395 %
Cash and equivalents 1,279 2 0.15 % 1,434 3 0.20 % 1,668 4 021 %
Segregated cash 736 1 0.10 % 457 — 0.10 % 956 — 0.08 %
Securities borrowed and other 629 98 15.68 % 657 51 776 % 577 49 8.43 %

Zsost;lsemerp“se Interest-caming .\ 137 1279 3.08 % 40,892 1208 2.95 % 44346 1363 3.07 %

Non—ope?atmg 1ntere§t—earn1ng 383 4.624 5.069

and non-interest earning assets(®

Total assets $45,820 $45,516 $49,415

Enterprise interest-bearing

liabilities:

Deposits:

Sweep deposits $19,168 7 0.03 % $19,432 11 0.06 % $20,776 15 0.07 %
Complete savings deposits 4,009 1 0.01 % 4,582 1 0.01 % 5,389 3 0.07 %
Other money marketand savings go7 001 o 941  — 001 % 1016 1 0.07 %
deposits

Checking deposits 1,069 — 0.03 % 1,007 — 0.03 % 890 1 0.08 %
Time deposits 58 — 0.55 % 81 1 1.11 % 166 4 2.59 %
Customer payables 6,417 8 0.13 % 5,494 9 0.15 % 5,649 11 0.18 %

Securities sold under agreements
to repurchase

Federal Home Loan Bank
("FHLB") advances and other 1,288 65 505 % 1,291 68 529 % 2,465 93 3.76 %
borrowings

Securities loaned and other 1,518 — 0.03 % 860 — 0.02 % 676 — 0.04 %
Total enterprise interest-bearing 3¢ 307 504 53 g 38154 238 062 % 41,802 286 0.68 %
liabilities

Non-operating interest-bearing

3,993 123 307 % 4466 148 332 % 4,775 158 332 %

and non-interest bearing 2,272 2,490 2,580
liabilities®

Total liabilities 40,659 40,644 44,382
Total shareholders’ equity 5,161 4,872 5,033
Totgl liabilities and shareholders $45.820 $45.516 $49.415
equity

Excess of enterprise

interest-earning assets over

enterprise interest-bearing $3,050 $1,075 2.55 % $2,738 $970 2.33 % $2,544 $1,077 239 %
liabilities/Enterprise net interest

income/Spread
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Reconciliation from enterprise net interest income to net operating interest income (dollars in millions):

Year Ended December 31,

2014 2013 2012
Enterprise net interest income $1,075 $970 $1,077
Taxable equivalent interest adjustment (1 ) (1 ) (1 )
Customer assets held by third parties®) 14 13 9
Net operating interest income $1,088 $982 $1,085

Nonaccrual loans are included in the average loan balances. Interest payments received on nonaccrual loans are
(1)recognized on a cash basis in operating interest income until it is doubtful that full payment will be collected, at

which point payments are applied to principal.

Non-operating interest-earning and non-interest earning assets consist of property and equipment, net, goodwill,
(2)other intangibles, net and other assets that do not generate operating interest income. Some of these assets generate
corporate interest income.

Non-operating interest-bearing and non-interest bearing liabilities consist of corporate debt and other liabilities that

do not generate operating interest expense. Some of these liabilities generate corporate interest expense.

Includes revenue earned on average customer assets of $14.4 billion, $11.5 billion and $4.3 billion for the years

ended December 31, 2014, 2013 and 2012 respectively, held by third parties outside the Company, including

(4)money market funds and sweep deposit accounts at unaffiliated financial institutions. Fees earned on the customer
assets are based on the federal funds rate plus a negotiated spread or other contractual arrangement with the third
party institutions.

3)
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Year Ended December 31,

2014 2013 2012
Enterprise net interest:
Spread 2.55 % 2.33 % 2.39 %
Margin (net yield on interest-earning assets) 2.59 % 2.37 % 2.43 %
Ratl.o. (?f enterprise interest-earning assets to enterprise interest-bearing 10795 % 10718 % 106.09 %
liabilities
Return on average:
Total assets 0.64 % 0.19 % (0.23 )%
Total shareholders’ equity 5.69 % 1.77 % (2.24 )%
Average total shareholders’ equity to average total assets 11.26 % 10.70 % 10.19 %

The fluctuation in enterprise interest-earning assets is driven primarily by changes in enterprise interest-bearing
liabilities, specifically deposits and customer payables. Average enterprise interest-earning assets increased 1% to
$41.4 billion for the year ended December 31, 2014, compared to 2013. The increase in average enterprise
interest-earning assets was primarily a result of increases in average held-to-maturity securities and margin
receivables, which were partially offset by a decrease in average loans compared to 2013.

Average enterprise interest-bearing liabilities increased 1% to $38.4 billion for the year ended December 31, 2014,
compared to 2013. The increase in average enterprise interest-bearing liabilities was primarily due to increases in
average customer payables and securities loaned and other, partially offset by decreases in average deposits and
securities sold under agreements to repurchase.

As part of our strategy to strengthen our overall financial and franchise position, we focused on improving our capital
ratios by reducing risk and deleveraging the balance sheet. Our deleveraging strategy included transferring customer
deposits to third party institutions. At December 31, 2014, $15.5 billion of our customers' assets were held at third
party institutions, including third party banks and money market funds. Approximately 72% of these off-balance sheet
assets resulted from our deleveraging efforts. We estimate the impact of our deleveraging efforts on net operating
interest income to be approximately 125 basis points based on the estimated current re-investment rates on these
assets, less approximately 28 basis points of cost associated with holding these assets on our balance sheet, primarily
FDIC insurance premiums. We consider our deleveraging initiatives to be complete and maintain the ability to bring
the majority of these customer assets back on the balance sheet with appropriate notification to the third party
institutions and customer consent, as appropriate.

Enterprise net interest spread increased by 22 basis points to 2.55% for the year ended December 31, 2014 compared
to 2013. Enterprise net interest spread is driven by changes in average balances and average interest rates earned or
paid on those balances. During the year ended December 31, 2014, the increase in enterprise net interest spread was
driven primarily by the growth in margin receivables and increased revenue earned from our securities lending
activities, along with lower wholesale borrowing costs due to a decrease in securities sold under agreements to
repurchase. These increases were partially offset by the continued run-off in loans and lower rates earned on margin
receivables. Enterprise net interest spread may further fluctuate based on the size and mix of the balance sheet, as well
as the impact from the level of interest rates.

Commissions

Commissions revenue increased 9% to $456 million for the year ended December 31, 2014 compared to 2013. The
main factors that affect commissions are DARTS, average commission per trade and the number of trading days.
DART volume increased 12% to 168,474 for the year ended December 31, 2014 compared to 2013. Option-related
DARTS as a percentage of total DARTS represented 22% of trading volume for the year ended December 31, 2014,
compared to 24% in 2013.

Average commission per trade decreased 3% to $10.81 for the year ended December 31, 2014 compared to 2013.
Average commission per trade is impacted by customer mix and the different commission rates on various trade types
(e.g. equities, options, fixed income, stock plan, exchange-traded funds, mutual funds, forex and cross border).
Accordingly, changes in the mix of trade types will impact average commission per trade.

59



32

Edgar Filing: E TRADE FINANCIAL Corp - Form 10-K

60



Edgar Filing: E TRADE FINANCIAL Corp - Form 10-K

Table of Contents

Fees and Service Charges
Fees and service charges increased 20% to $186 million for the year ended December 31, 2014 compared to 2013.
The table below shows the components of fees and service charges and the resulting variances (dollars in millions):

Year Ended Variance

December 31, 2014 vs. 2013

2014 2013 Amount %
Order flow revenue $92 $72 $20 28 %
Mutual fund service fees 23 21 2 10 %
Advisor management fees 23 14 9 64 %
Foreign exchange revenue 16 15 1 7 %
Reorganization fees 8 9 (1 ) (11 )%
Other fees and service charges 24 24 — 0 %
Total fees and service charges $186 $155 $31 20 %

The increase in fees and services charges for the year ended December 31, 2014, compared to 2013, was driven
primarily by increased order flow revenue as a result of increased trading volumes and as E¥TRADE Securities LLC
began routing all of its order flow to third parties following the sale of G1 Execution Services, LLC which was
completed on February 10, 2014. In addition, advisor management fees increased, driven by assets in managed
accounts within our retirement, investing and savings products, which were $3.1 billion at December 31, 2014,
compared to $2.4 billion at December 31, 2013.

Principal Transactions

Principal transactions decreased 86% to $10 million for the year ended December 31, 2014 compared to 2013.
Principal transactions were derived from our market making business in which we acted as a market-maker for our
brokerage customers’ orders as well as orders from third party customers. On February 10, 2014, we completed the
sale of the market making business to an affiliate of Susquehanna and no longer generate principal transactions
revenue.

Gains on Loans and Securities, Net

Gains on loans and securities, net decreased 41% to $36 million for the year ended December 31, 2014 compared to
2013. The table below shows the activity and resulting variances (dollars in millions):

Variance

Year Ended December 31, 2014 vs. 2013

2014 2013 Amount %
Gains (losses) on loans, net $4 $(1 ) $5 *
Gains on available-for-sale securities, net 42 61 (19 ) (31 )%
Hedge ineffectiveness (10 ) 1 (11 ) *
Gains on securities, net 32 62 (30 ) (48 )%
Gains on loans and securities, net $36 $61 $(25 ) (41 )%

* Percentage not meaningful.

Gains on loans and securities, net for the year ended December 31, 2014 included a $7 million gain recognized on the
sale of one- to four-family loans modified as TDRs and a $6 million gain recognized on the sale of our remaining $17
million in amortized cost of available-for-sale non-agency CMOs.

Provision for Loan Losses

Provision for loan losses decreased 75% to $36 million for the year ended December 31, 2014 compared to 2013. The
decrease in provision for loan losses was driven primarily by improving economic conditions, as evidenced by the
lower levels of delinquent loans in the one- to four-family and home equity loan portfolios, lower net charge-offs,
home price improvement and loan portfolio run-off for the year ended December 31, 2014. The reduction in the
provision for loan losses was partly offset by enhancements in our quantitative allowance methodology. During the
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management’s forecasted loan losses captured within the general allowance to include the total probable loss on a
subset of identified higher risk home equity lines of credit. These enhancements drove the migration of estimated
losses previously captured on these loans from the qualitative component to the quantitative component of the general
allowance, and drove the majority of the provision for loan losses within the home equity portfolio during the year
ended December 31, 2014. The timing and magnitude of the provision for loan losses is affected by many factors and
we anticipate variability, particularly as home equity lines of credit begin converting to amortizing loans.

For the year ended December 31, 2013, we evaluated and refined our default assumptions related to a subset of the
home equity line of credit portfolio that will require borrowers to repay the loan in full at the end of the draw period,
commonly referred to as "balloon loans". We recorded additional provision related to $235 million of balloon loans at
December 31, 2013. We increased our default assumptions and extended the period of management's forecasted loan
losses captured within the general allowance to include the total probable loss on the higher risk balloon loans as a
result of our evaluation. The overall impact of these refinements drove the substantial majority of provision for loan
losses during the year ended December 31, 2013.

Operating Expense

The components of operating expense and the resulting variances are as follows (dollars in millions):

Year Ended Variance

December 31, 2014 vs. 2013

2014 2013 Amount %
Compensation and benefits $412 $363 $49 13 %
Advertising and market development 120 108 12 11 %
Clearing and servicing 94 124 B0 ) (24
FDIC insurance premiums 79 104 (25 ) 24 Y%
Professional services 112 85 27 32 %
Occupancy and equipment 79 73 6 8 %
Communications 71 69 2 3 %
Depreciation and amortization 78 89 (11 ) (12 )%
Amortization of other intangibles 22 24 2 ) (8 )%
Impairment of goodwill — 142 (142 ) *
Facility restructuring and other exit activities 8 28 20 ) (71 Y%
Other operating expenses 70 66 4 6 %
Total operating expense $1,145 $1,275 $(130 ) (10 )%

* Percentage not meaningful.

Compensation and Benefits

Compensation and benefits increased 13% to $412 million for the year ended December 31, 2014 compared to 2013.
The increase resulted primarily from increased salaries expense due to increased headcount and increased incentive
compensation when compared to 2013.

Advertising and Market Development

Advertising and market development expense increased 11% to $120 million for the year ended December 31, 2014
compared to 2013. The increase in advertising and market development resulted primarily from the launch of Type
E*, our new brand platform during the year ended December 31, 2014, in addition to lower advertising and market
development expenses during the year ended December 31, 2013 driven by the expense reduction initiatives in the
prior period.

Clearing and Servicing

Clearing and servicing decreased 24% to $94 million for the year ended December 31, 2014 compared to 2013. The
decrease resulted primarily from a decrease in clearing fees as a result of the sale of the market making business which
was partially offset by costs associated with an increase in trading volumes, when compared to 2013. Additionally,
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FDIC Insurance Premiums

FDIC insurance premiums decreased 24% to $79 million for the year ended December 31, 2014 compared to the same
period in 2013. The decrease was due to the sale of $0.8 billion of our one- to four-family loans modified as TDRs
during the second quarter of 2014, as well as continued improvement and quality of our balance sheet, improving
capital ratios and overall risk profile when compared to 2013. TDRs are considered underperforming assets and are
assessed at a higher rate in the FDIC insurance calculation. We expect sustained savings on FDIC insurance premiums
as a result of the sale, and as we continue to improve the quality of the balance sheet and capital ratios.

Professional Services

Professional services increased 32% to $112 million for the year ended December 31, 2014 compared to 2013,
primarily driven by professional services engagements focused on improving the customer experience and overall
product offering, as well as our continued enterprise risk management build-out.

Impairment of Goodwill

Impairment of goodwill was $142 million for the year ended December 31, 2013. At the end of June 2013, we decided
to exit the market making business, and as a result recorded $142.4 million in goodwill impairment, representing the
entire carrying amount of goodwill allocated to this business. There were no similar charges during the year ended
December 31, 2014.

Facility Restructuring and Other Exit Activities

Facility restructuring and other exit activities were $8 million for the year ended December 31, 2014 compared to $28
million for 2013. The costs in 2014 were driven by severance costs incurred primarily related to our exit of the market
making business, and were partially offset by the $4 million gain on the sale of that business, which was completed in
February 2014. The costs in 2013 were driven primarily by severance costs incurred as part of the expense reduction
initiatives in prior periods.

Other Income (Expense)

Other income (expense) increased 65% to $181 million for the twelve months ended December 31, 2014 compared to
the same period in 2013 as shown in the following table (dollars in millions):

Year Ended Variance
December 31, 2014 vs. 2013
2014 2013 Amount %

Corporate interest expense $(113 ) $(114 ) $1 (1 )%
Losses on early extinguishment of debt (71 ) — (71 ) *

Equity in income of investments and other 3 4 (1 ) 25 Y%
Total other income (expense) $(181 ) $(110 ) $(71 ) 65 %
* Percentage not meaningful.

Total other income (expense) primarily consisted of corporate interest expense of $113 million for year ended
December 31, 2014, compared to $114 million in 2013. In addition, during the year ended December 31, 2014 we
recognized $12 million of losses on early extinguishment of debt as a result of the early extinguishment of $100
million in repurchase agreements, and $59 million of losses on early extinguishment of debt as a result of the
redemption of all of the outstanding 6 3/4% Notes and 6% Notes, a total of $940 million in aggregate principal
amount.

Income Tax Expense

Income tax expense was $159 million and $109 million for the years ended December 31, 2014 and 2013,
respectively. The effective tax rate was 35% for the year ended December 31, 2014, compared to 56% in 2013.
Income tax expense for the year ended December 31, 2014 included $8 million of benefit primarily related to the
settlement of a state tax audit and $8 million of benefit related to a recent change to the New York state tax code and
its impact on state deferred taxes.

At the end of June 2013, we decided to exit the market making business, and as a result recorded $142 million in
goodwill impairment during the year ended December 31, 2013. The $142 million goodwill impairment charge
associated with the market making business was non-deductible for tax purposes. In addition, the overall state
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benefit of $24 million during the year ended December 31, 2013, the majority of which consisted of releasing
valuation allowances for net operating losses, research and development credits and revaluation of other deferred tax
assets relating to California. Excluding the impact of our decision to exit of the market making business, the effective
tax rate for the year ended December 31, 2013 would have been 40%, calculated in the following table (dollars in
millions):

For the Year Ended December 31, 2013
Tax Expense

Pre-tax Income . Tax Rate
(Benefit)
Tax‘es and tax rate before impact of exit of market making $337 $133 40 %
business
Impact of exit of market making business:
Goodwill impairment charge (142 ) —
State apportionment change — (24 )
Income taxes and tax rate as reported $195 $109 56 %

Valuation Allowance

Our net deferred tax asset was $951 million and $1,239 million at December 31, 2014 and 2013, respectively. We are
required to establish a valuation allowance for deferred tax assets and record a corresponding increase to income tax
expense if it is determined, based on evaluation of available evidence at the time the determination is made, that it is
more likely than not that some or all of the deferred tax assets will not be realized. If we were to conclude that a
valuation allowance was required, the resulting loss could have a material adverse effect on our financial condition
and results of operations. As of December 31, 2014, we did not establish a valuation allowance against our federal
deferred tax assets as we believe that it is more likely than not that all of these assets will be realized. Approximately
40% of our existing federal deferred tax assets are not related to net operating losses and therefore, have no expiration
date. We expect to utilize the majority of the existing federal deferred tax assets within the next four years.

Our evaluation of the need for a valuation allowance focused on identifying significant, objective evidence that we
will be able to realize the deferred tax assets in the future. We determined that our expectations regarding future
earnings are objectively verifiable due to various factors. One factor is the consistent profitability of the core business,
the trading and investing segment, which has generated substantial income for each of the last 11 years, including
through uncertain economic and regulatory environments. The core business is driven by brokerage customer activity
and includes trading, brokerage related cash, margin lending, retirement and investing, and other brokerage related
activities. These activities drive variable expenses that correlate to the volume of customer activity, which has resulted
in stable, ongoing profitability.

Another factor is the mitigation of losses in the balance sheet management segment, which generated a large net
operating loss in 2007 caused by the crisis in the residential real estate and credit markets. Much of this loss came
from the sale of the asset-backed securities portfolio and credit losses from the mortgage loan portfolio. We no longer
hold any of those asset-backed securities and shut down mortgage loan acquisition activities in 2007. In effect, the key
business activities that led to the generation of the deferred tax assets were shut down over seven years ago. In
addition, we have realized the benefits of various credit loss mitigation activities and improving economic conditions,
including home price improvement related to our loan portfolio. As a result, the losses have continued to decline
significantly and the balance sheet management segment has been profitable since 2012.

We maintain a valuation allowance for certain of our state deferred tax assets as we have concluded that it is more
likely than not that they will not be realized. At December 31, 2014, we had total state deferred tax assets of
approximately $143 million related to our state net operating loss carryforwards and temporary differences with a
valuation allowance of $48 million against such deferred tax assets.

Tax Ownership Change

During the third quarter of 2009, we exchanged $1.7 billion principal amount of interest-bearing debt for an equal
principal amount of non-interest-bearing convertible debentures. Subsequent to the 2009 Debt Exchange, $592 million
and $129 million debentures were converted into 57 million and 13 million shares of common stock during the third
and fourth quarters of 2009, respectively. As a result of these conversions, we believe we experienced a tax ownership
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As of the date of the ownership change, we had federal NOLs available to carryforward of approximately $1,886

million. This amount includes $480 million in federal NOLs that were recorded in the third quarter of 2012 due to
amended tax
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returns we filed that related primarily to additional tax deductions on the 2009 Debt Exchange and additional tax
losses on bad debts. Section 382 imposes an annual limitation on the use of a corporation’s NOLS, certain recognized
built-in losses and other carryovers after an "ownership change" occurs. Section 382 rules governing when a change in
ownership occurs are complex and subject to interpretation; however, an ownership change generally occurs when
there has been a cumulative change in the stock ownership of a corporation by certain "5% shareholders" of more than
50 percentage points over a rolling three-year period.

Section 382 imposes an annual limitation on the amount of post-ownership change taxable income a corporation may
offset with pre-ownership change NOLs. In general, the annual limitation is determined by multiplying the value of
the corporation’s stock immediately before the ownership change (subject to certain adjustments) by the applicable
long-term tax-exempt rate. Any unused portion of the annual limitation is available for use in future years until such
NOLs are scheduled to expire (in general, NOLs may be carried forward 20 years). In addition, the limitation may,
under certain circumstances, be increased or decreased by built-in gains or losses, respectively, which may be present
with respect to assets held at the time of the ownership change that are recognized in the five-year period (one-year for
loans) after the ownership change. The use of NOLSs arising after the date of an ownership change would not be
affected unless a corporation experienced an additional ownership change in a future period.

We believe the tax ownership change will extend the period of time it will take to fully utilize our pre-ownership
change NOLs, but will not limit the total amount of pre-ownership change federal NOLs we can utilize. Our updated
estimate is that we will be subject to an overall annual limitation on the use of our pre-ownership change NOLs of
approximately $194 million. The overall pre-ownership change federal NOLs, which were approximately $1,886
million, have a statutory carryforward period of 20 years (the majority of which expire in 13 years). As a result, we
believe we will be able to fully utilize these NOLs in future periods.

Our ability to utilize the pre-ownership change NOLs is dependent on our ability to generate sufficient taxable income
over the duration of the carryforward periods and will not be impacted by our ability or inability to generate taxable
income in an individual year.

2013 Compared to 2012

We generated net income of $86 million, or $0.29 per diluted share, on total net revenue of $1.7 billion for the year
ended December 31, 2013. Net operating interest income decreased 10% to $982 million for the year ended
December 31, 2013 compared to 2012, which was driven primarily by a decrease in enterprise interest-earning assets
and enterprise interest-bearing liabilities as a result of our deleveraging initiatives. Commissions, fees and service
charges, principal transactions and other revenue increased 8% to $683 million for the year ended December 31, 2013,
compared to 2012, which was driven primarily by an increase in trading activity during 2013. In addition, gains on
loans and securities, net decreased 70% to $61 million for the year ended December 31, 2013 compared to 2012,
primarily due to increased gains in 2012 as a result of deleveraging activities.

Provision for loan losses decreased 60% to $143 million for the year ended December 31, 2013 compared to 2012.
The decline was driven primarily by improving economic conditions, including home price improvement and
continued loan portfolio run-off. Total operating expenses increased 10% to $1.3 billion for the year ended

December 31, 2013 compared to 2012. This increase was driven primarily by $142 million in impairment of goodwill
that was recognized in the second quarter of 2013 due to our decision to exit the market making business, which was
partially offset by a decrease in advertising and marketing expense for the year ended December 31, 2013 compared to
2012.

The following sections describe in detail the changes in key operating factors and other changes and events that
affected net revenue, provision for loan losses, operating expense, other income (expense) and income tax expense
(benefit).
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Revenue
The components of revenue and the resulting variances are as follows (dollars in millions):

Variance

Year Ended December 31, 2013 vs. 2012

2013 2012 Amount %
Net operating interest income $982 $1,085 $(103 ) (10 Y%
Commissions 420 378 42 11 %
Fees and service charges 155 122 33 27 %
Principal transactions 73 93 (20 ) 22 )%
Gains on loans and securities, net 61 201 (140 ) (70 )%
Net impairment 3 ) (17 ) 14 86 )%
Other revenues 35 38 3 ) (5 )%
Total non-interest income 741 815 (74 ) (9 )%
Total net revenue $1,723 $1,900 $(177 ) (9 )%

Net Operating Interest Income

Net operating interest income decreased 10% to $982 million for the year ended December 31, 2013 compared to
2012. Average enterprise interest-earning assets decreased 8% to $40.9 billion for the year ended December 31, 2013
compared to 2012. This was primarily a result of decreases in average available-for-sale securities and average loans,
which were partially offset by an increase in average held-to-maturity securities.

Average enterprise interest-bearing liabilities decreased 9% to $38.2 billion for the year ended December 31, 2013
compared to 2012. The decrease in average enterprise interest-bearing liabilities was due primarily to decreases in
average deposits and average FHLB advances and other borrowings as a result of our deleveraging strategy.

Our deleveraging strategy included transferring customer deposits to third party institutions, including $3.2 billion of
sweep deposits transferred during the year ended December 31, 2013. At December 31, 2013, our customers held
$13.8 billion of assets at third party institutions, including third party banks and money market funds. Approximately
68% of these off-balance sheet assets resulted from our deleveraging efforts.

Enterprise net interest spread decreased by 6 basis points to 2.33% for the year ended December 31, 2013 compared to
2012, due to lower yields on margin and reinvestment in securities at lower rates in the current interest rate
environment, partially offset by lower rates on customer payables and deposits.

Commissions

Commissions revenue increased 11% to $420 million for the year ended December 31, 2013 compared to 2012, driven
primarily from DART volumes increasing 9% to 150,743 for the year ended December 31, 2013 compared to 2012.
Option-related DARTS as a percentage of total DARTS represented 24% of trading volume for both years ended
December 31, 2013 and 2012. Average commission per trade increased 1% to $11.13 for the year ended December 31,
2013 compared to 2012.

38

70



Edgar Filing: E TRADE FINANCIAL Corp - Form 10-K

Table of Contents

Fees and Service Charges
Fees and service charges increased 27% to $155 million for the year ended December 31, 2013 compared to 2012.
The table below shows the components of fees and service charges and the resulting variances (dollars in millions):

Variance

Year Ended December 31, 2013 vs. 2012

2013 2012 Amount %
Order flow revenue $72 $58 $14 24 %
Mutual fund service fees 21 17 4 28 %
Advisor management fees 14 6 8 116 %
Foreign exchange revenue 15 10 5 44 %
Reorganization fees 9 8 1 20 %
Other fees and service charges 24 23 1 3 %
Total fees and service charges $155 $122 $33 27 %

The increase in fees and services charges for the year ended December 31, 2013 was driven primarily by increased
order flow revenue due to increased trading activity, as well as increased advisor management fees driven from
managed accounts within our retirement, investing and savings products, which were $2.4 billion at December 31,
2013, compared to $1.3 billion at December 31, 2012.

Principal Transactions

Principal transactions decreased 22% to $73 million for the year ended December 31, 2013 compared to 2012. The
decrease in principal transactions revenue was driven primarily by a decrease in market making trading volume along
with a decrease in average revenue per share earned.

Gains on Loans and Securities, Net

Gains on loans and securities, net decreased 70% to $61 million for the year ended December 31, 2013 compared to
2012. The table below shows the activity and resulting variances (dollars in millions):

Variance

Year Ended December 31, 2013 vs. 2012

2013 2012 Amount %
Gains (losses) on loans, net $(1 ) $1 $2 ) *
Gains on available-for-sale securities, net 61 207 (146 ) (71 )%
Hedge ineffectiveness 1 (7 ) 8 *
Gains on securities, net 62 200 (138 ) (69 )%
Gains on loans and securities, net $61 $201 $(140 ) (70 )%

* Percentage not meaningful.

The decrease in gains on loans and securities, net for the year ended December 31, 2013, was driven by additional
gains recognized during the year ended December 31, 2012 from the sale of available-for-sale securities as a result of
our deleveraging initiatives, primarily related to a reduction in wholesale funding obligations.

Net Impairment

We recognized $3 million and $17 million of net impairment during the years ended December 31, 2013 and 2012,
respectively, on certain securities in our non-agency CMO portfolio due to continued deterioration in the expected
credit performance of the underlying loans in those specific securities. The gross other-than-temporary impairment
("OTTTI") and the noncredit portion of OTTI, which was or had been previously recorded through other
comprehensive income (loss), are shown in the table below (dollars in millions):
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Year Ended
December 31,
2013 2012
Other-than-temporary impairment ("OTTI") $(1 ) $(20
Less: noncredit portion of OTTI recognized into (out of) other comprehensive income (loss) @ ) 3
(before tax)
Net impairment $3 ) $(17

Provision for Loan Losses
Provision for loan losses decreased 60% to $143 million for the year ended December 31, 2013 compared to 2012.

)

The decrease in provision for loan losses was driven primarily by improving economic conditions, as evidenced by the
lower levels of delinquent loans in the one- to four-family and home equity loan portfolios, home price improvement
and loan portfolio run-off. The decrease was partially offset by additional provision recorded related to $235 million

of balloon loans within the home equity line of credit portfolio at December 31, 2013. We increased our default

assumptions and extended the period of management's forecasted loan losses captured within the general allowance to

include the total probable loss on the higher risk balloon loans as a result of our evaluation. The overall impact of
these refinements drove the substantial majority of provision for loan losses during the year ended December 31,
2013.

During the year ended December 31, 2012, provision for loan losses included approximately $50 million in
charge-offs associated with newly identified bankruptcy filings with approximately 80% related to prior years. We

utilize third party loan servicers to obtain bankruptcy data on our borrowers, and during the third quarter of 2012 we

identified an increase in bankruptcies reported by one specific servicer. In researching this increase, we discovered

that the servicer had not been reporting historical bankruptcy data on a timely basis. As a result, we implemented an

enhanced procedure around all servicer reporting to corroborate bankruptcy reporting with independent third party

data. Through this additional process, approximately $90 million of loans were identified in which servicers failed to

report the bankruptcy filing to us, approximately 90% of which were current at the end of the third quarter of 2012.

As

a result, these loans were written down to the estimated current value of the underlying property less estimated selling

costs, or approximately $40 million, during the third quarter of 2012. These charge-offs resulted in an increase to
provision for loan losses of $50 million for the year ended December 31, 2012.

Operating Expense

The components of operating expense and the resulting variances are as follows (dollars in millions):

Variance

Year Ended December 31, 2013 vs. 2012

2013 2012 Amount %
Compensation and benefits $363 $353 $10 3
Adpvertising and market development 108 139 (31 ) (22
Clearing and servicing 124 129 (5 ) 4
FDIC insurance premiums 104 117 (13 ) (12
Professional services 85 86 (1 ) @
Occupancy and equipment 73 74 ¢! ) (2
Communications 69 73 4 ) (6
Depreciation and amortization 89 91 2 ) (2
Amortization of other intangibles 24 25 (1 )y (7
Impairment of goodwill 142 — 142 *
Facility restructuring and other exit activities 28 8 20 269
Other operating expenses 66 67 ¢! )
Total operating expense $1,275 $1,162 $113 10

* Percentage not meaningful.

%
)%
)%
)%
)%
)%
)%
)%
)%

%

)%
%
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Compensation and Benefits
Compensation and benefits increased 3% to $363 million for the year ended December 31, 2013 compared to 2012.
The increase resulted primarily from increased incentive compensation when compared to 2012.

Advertising and Market Development

Advertising and market development expense decreased 22% to $108 million for the year ended December 31, 2013
compared to 2012. The decrease in advertising and marketing were due largely to the planned decrease in advertising
expenditures as part of our expense reduction initiatives.

Clearing and Servicing

Clearing and servicing decreased 4% to $124 million for the year ended December 31, 2013 compared to 2012. The
decrease resulted primarily from lower servicing fees when compared to 2012 as the loan portfolio continues to
run-off. The decrease in servicing fees was offset by increased clearing fees as a result of an increase in DARTSs, when
compared to 2012.

FDIC Insurance Premiums

FDIC insurance premiums decreased 12% to $104 million for the year ended December 31, 2013 compared to 2012.
The decrease for the year ended December 31, 2013 was primarily due to the continued improvement and quality of
our balance sheet, improving capital ratios and overall risk profile when compared to 2012.

Impairment of Goodwill

Impairment of goodwill was $142 million for the year ended December 31, 2013. At the end of June 2013, we decided
to exit the market making business, and as a result recorded $142 million in goodwill impairment, representing the
entire carrying amount of goodwill allocated to this business.

Facility Restructuring and Other Exit Activities

Facility restructuring and other exit activities was $28 million for the year ended December 31, 2013 compared to $8
million for the year ended 2012. These costs were driven primarily by severance incurred as part of our planned
expense reduction initiatives, in addition to costs incurred related to our decision to exit the market making business.
Other Income (Expense)

Other income (expense) decreased 79% to $110 million for the year ended December 31, 2013 compared to 2012 as
shown in the following table (dollars in millions):

Variance

Year Ended December 31, 2013 vs. 2012

2013 2012 Amount %
Corporate interest expense $(114 ) $(180 ) $66 36 )%
Losses on early extinguishment of debt:
Corporate debt — (257 ) 257 *
Wholesale borrowings and other — (78 ) 78 *
Equity in income of investments and other 4 1 3 239 %
Total other income (expense) $(110 ) $(514 ) $404 79 )%
* Percentage not meaningful.

Total other income (expense) included corporate interest expense on interest-bearing corporate debt for the years
ended December 31, 2013 and 2012. Corporate interest expense decreased 36% to $114 million for the year ended
December 31, 2013 compared to 2012 as a result of the refinance of $1.3 billion in higher coupon corporate debt
during the fourth quarter of 2012. Corporate interest expense for the year ended December 31, 2013 was partially
offset by a gain of $4 million related to an investment in a venture fund which was included in equity in income of
investments and other.

In addition, for the year ended December 31, 2012, $257 million in losses on early extinguishment of corporate debt
were recorded, as a result of the early extinguishment of all the 12 1/2% Springing Lien Notes and 7 7/8% Notes
during 2012.
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We also had $78 million in losses on early extinguishment of wholesale borrowings as a result of the early
extinguishment of approximately $1.1 billion in wholesale borrowings during 2012.

Income Tax Expense (Benefit)

Income tax expense was $109 million for the year ended December 31, 2013 compared to a tax benefit of $(18)
million in 2012. The effective tax rate was 56% for the year ended December 31, 2013 compared to (14)% in 2012.
With our decision to exit the market making business at the end of June 2013, we recorded a goodwill impairment
charge of $142 million, which was non-deductible for tax purposes. In addition, the overall state apportionment
increased significantly in California as a result of the decision to exit the market making business. Therefore, we
recognized an income tax benefit of $24 million during the year ended December 31, 2013, the majority of which
consisted of releasing valuation allowances for net operating losses, research and development credits and revaluation
of other deferred tax assets relating to California. Excluding the impact of our decision to exit the market making
business, our effective tax rate for the year ended December 31, 2013 would have been 40%.

During the first quarter of 2012, we recorded an income tax benefit of $26 million related to certain losses on the 2009
Debt Exchange that were previously considered non-deductible. Through additional research completed in the first
quarter of 2012, we identified that a portion of those losses were incorrectly treated as non-deductible in 2009 and
were deductible for tax purposes. The $26 million income tax benefit resulted in a corresponding increase to the net
deferred tax asset.

In November 2012, California voters approved Proposition 39, which requires most multistate taxpayers to use a sales
factor-only apportionment formula, combined with market—based sourcing for sales, other than sales of tangible
personal property, effective for years beginning on or after January 1, 2013. As a result, the overall California
apportionment for the Company’s unitary group decreased significantly and we expected this would decrease our
taxable income in California in future periods. As a result, we no longer expected to utilize net operating losses in
California and we recognized tax expense of $25 million consisting of establishing valuation allowances for California
net operating losses, research and development credits and other deferred tax assets.

Valuation Allowance

The net deferred tax asset was $1,239 million and $1,416 million at December 31, 2013 and 2012, respectively. We
are required to establish a valuation allowance for deferred tax assets and record a corresponding charge to income tax
expense if it is determined, based on evaluation of available evidence at the time the determination is made, that it is
more likely than not that some or all of the deferred tax assets will not be realized. If we were to conclude that a
valuation allowance was required, the resulting loss could have a material adverse effect on our financial condition
and results of operations. As of December 31, 2013, we did not establish a valuation allowance against our federal
deferred tax assets as we believe that it is more likely than not that all of these assets will be realized.

SEGMENT RESULTS REVIEW

We report operating results in two segments: 1) trading and investing; and 2) balance sheet management. Trading and
investing includes retail brokerage products and services; investor-focused banking products; and corporate services.
Balance sheet management includes the management of asset allocation; loans previously originated by the Company
or purchased from third parties; deposits and customer payables; and credit, liquidity and interest rate risk for the
Company as described in the Risk Management section. Costs associated with certain functions that are
centrally-managed are separately reported in a corporate/other category. For more information on our segments, see
Note 22—Segment Information in Item 8. Financial Statements and Supplementary Data.
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Trading and Investing
The following table summarizes trading and investing financial information and key customer activity metrics as of
and for years ended December 31, 2014, 2013 and 2012 (dollars in millions, except for key metrics):

Variance
Year Ended December 31, 2014 vs. 2013
2014 2013 2012 Amount %

Net operating interest income $632 $540 $641 $92 17 %
Commissions 456 420 378 36 9 %
Fees and service charges 185 153 119 32 21 %
Principal transactions 10 73 93 (63 ) 86 Y
Other revenues 32 31 32 1 3 %
Total net revenue 1,315 1,217 1,263 98 8 %
Total operating expense 766 883 769 (117 )y (13 Y%
Trading and investing income $549 $334 $494 $215 64 %
Key Customer Activity Metrics:

DARTS 168,474 150,743 138,112 17,731 12 %
Average commission per trade $10.81 $11.13 $11.01 $032 ) (3 )%
Margin receivables (dollars in billions) $7.7 $6.4 $5.8 $1.3 20 %
End of period brokerage accounts 3,143,923 2,998,059 2,903,191 145,864 5 %
Net new brokerage accounts 145,864 94,868 120,179 50,996 54 %
Brokerage account attrition rate 8.7 % 8.8 % 9.0 % (0.1 V% *
Customer assets (dollars in billions) $290.3 $260.8 $201.2 $29.5 11 %
Net new brokerage assets (dollars in billions) $10.9 $10.4 $10.4 $0.5 5 %
Brokerage related cash (dollars in billions) $41.1 $39.7 $33.9 $14 4 %

* Percentage not meaningful.

The trading and investing segment offers products and services to individual retail investors, generating revenue from
these customer relationships and from corporate services activities. This segment currently generates four main
sources of revenue: net operating interest income; commissions; fees and service charges; and other revenues. Net
operating interest income is generated primarily from margin receivables and from a deposit transfer pricing
arrangement with the balance sheet management segment. The balance sheet management segment utilizes deposits
and customer payables and compensates the trading and investing segment via a market-based transfer pricing
arrangement. This compensation is reflected in segment results as operating interest income for the trading and
investing segment and operating interest expense for the balance sheet management segment, and is eliminated in
consolidation. Other revenues include results from providing software and services for managing equity compensation
plans from corporate customers, as we ultimately service retail investors through these corporate relationships.

2014 Compared to 2013

Trading and investing income increased 64% to $549 million for the year ended December 31, 2014 compared to
2013. We continued to generate net new brokerage accounts, ending the fourth quarter of 2014 with 3.1 million
accounts. Brokerage related cash, which is one of our most profitable sources of funding, increased by $1.4 billion to
$41.1 billion when compared to 2013.

Trading and investing net operating interest income increased 17% to $632 million for the year ended December 31,
2014 driven primarily by the growth in margin receivables coupled with higher yields on securities lending activities
when compared to 2013.

Trading and investing commissions revenue increased 9% to $456 million for the year ended December 31, 2014
compared to 2013. The increase was primarily due to an increase in DARTSs of 12% to 168,474 for the year ended
December 31, 2014, partially offset by a decrease in average commission per trade of 3% to $10.81, compared to
2013.
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Trading and investing fees and service charges increased 21% to $185 million for the year ended December 31, 2014
compared to 2013. The increase in fees and services charges was driven primarily by increased order flow revenue as
a result of increased trading volumes and as E¥*TRADE Securities LLC began routing all of its order flow to third
parties following the
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sale of G1 Execution Services, LLC which was completed on February 10, 2014. In addition, advisor management
fees increased driven by assets in managed accounts within our retirement, investing and savings products, which
were $3.1 billion at December 31, 2014, compared to $2.4 billion at December 31, 2013.

Trading and investing principal transactions decreased 86% to $10 million for the year ended December 31, 2014
compared to 2013. Principal transactions were derived from our market making business in which we acted as a
market-maker for our brokerage customers’ orders as well as orders from third party customers. On February 10, 2014,
we completed the sale of the market making business to an affiliate of Susquehanna and no longer generate principal
transactions revenue.

Trading and investing operating expense decreased 13% to $766 million for the year ended December 31, 2014
compared to 2013. The decrease for the year ended December 31, 2014 was driven by higher operating expenses in
the prior period as a result of $142 million in impairment of goodwill associated with the market making business,
which was recognized in the second quarter of 2013.

As of December 31, 2014, we had approximately 3.1 million brokerage accounts, 1.3 million stock plan accounts and
0.4 million banking accounts. For the years ended December 31, 2014 and 2013, our brokerage products contributed
80% and 78%, respectively, and our banking products contributed 20% and 22%, respectively, of total trading and
investing net revenue.

2013 Compared to 2012

Trading and investing income decreased 32% to $334 million for the year ended December 31, 2013 compared to
2012. The decrease for the year ended December 31, 2013 was driven primarily by $142 million of goodwill
impairment recorded in the second quarter of 2013 related to the decision to exit market making business. We
continued to generate net new brokerage accounts, ending the year with 3.0 million accounts. Brokerage related cash,
which is one of our most profitable sources of funding, increased by $5.8 billion to $39.7 billion when compared to
2012.

Trading and investing net operating interest income decreased 16% to $540 million for the year ended December 31,
2013, compared to 2012. The decrease was driven by lower interest income from the balance sheet management
segment as a result of deleveraging initiatives, in particular as it relates to moving sweep deposits off balance sheet.
Trading and investing commissions increased 11% to $420 million for the year ended December 31, 2013 compared
to 2012. This increase in commissions was primarily the result of an increase in DARTSs of 9% to 150,743 for the year
ended December 31, 2013 compared to 2012.

Trading and investing fees and service charges increased 28% to $153 million for the year ended December 31, 2013
compared to 2012. This increase was driven primarily by increases in order flow revenue due to increased trading
activity, as well as increases in advisor management fees driven from the managed accounts within our retirement,
investing and savings products, which were $2.4 billion at December 31, 2013, compared to $1.3 billion at December
31, 2012.

Trading and investing principal transactions decreased 22% to $73 million for the year ended December 31, 2013
compared to 2012. The decrease in principal transactions revenue was driven primarily by a decrease in market
making trading volume along with a decrease in average revenue per share earned.

Trading and investing operating expense increased 15% to $883 million for the year ended December 31, 2013
compared to 2012. The increase for the year ended December 31, 2013 was driven primarily by impairment of
goodwill of $142 million in the second quarter of 2013 related to the decision to exit the market making business.

As of December 31, 2013, we had approximately 3.0 million brokerage accounts, 1.2 million stock plan accounts and
0.4 million banking accounts. For the years ended December 31, 2013 and 2012, our brokerage products contributed
78% and 71%, respectively, and our banking products contributed 22% and 29%, respectively, of total trading and
investing net revenue.

Balance Sheet Management

The following table summarizes balance sheet management financial information and key financial metrics as of and
for the year ended December 31, 2014, 2013 and 2012 (dollars in millions):
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Year Ended December 31, ;75 lr Zar\::e 2013

2014 2013 2012 Amount %
Net operating interest income $455 $442 $444 $13 3 %
Fees and service charges 1 2 3 (1 ) (50 )%
Gains on loans and securities, net 36 61 201 (25 ) (41 )%
Net impairment — @3 ) (17 ) 3 *
Other revenues 6 4 6 2 50 %
Total net revenue 498 506 637 (8 ) 2 )%
Provision for loan losses 36 143 355 (107 ) (5 )%
Total operating expense 148 179 220 (31 ) (17 )%
Balance sheet management income $314 $184 $62 $130 71 %
Key Financial Metrics:
Special mention loan delinquencies $155 $272 $342 $(117 ) 43 )%
Allowance for loan losses $404 $453 $481 $49 ) (11 )%
* Percentage not meaningful.

The balance sheet management segment primarily generates revenue through net operating interest income. Net
operating interest income is generated from interest earned on available-for-sale and held-to-maturity securities and
loans receivable, net of interest paid on wholesale borrowings and on a deposit transfer pricing arrangement with the
trading and investing segment. The balance sheet management segment utilizes deposits and customer payables to
invest in available-for-sale and held-to-maturity securities, and compensates the trading and investing segment via a
market-based transfer pricing arrangement. This compensation is reflected in segment results as operating interest
income for the trading and investing segment and operating interest expense for the balance sheet management
segment and is eliminated in consolidation.

2014 Compared to 2013

The balance sheet management segment income increased 71% to $314 million for the year ended December 31, 2014
compared to 2013. The increase in balance sheet management income was primarily due to a decrease in provision for
loan losses of 75% to $36 million for the year ended December 31, 2014 compared to 2013.

The balance sheet management net operating interest income increased 3% to $455 million for the year ended
December 31, 2014 compared to 2013. The increase for the year ended December 31, 2014 was driven by the growth
in average balances and increased yields of our securities portfolio, which was partially offset by the decrease in the
interest earned on the loan portfolio.

Gains on loans and securities, net decreased 41% to $36 million for the year ended December 31, 2014 compared to
2013. Gains on loans and securities, net for the year ended December 31, 2014 included a $7 million gain on the sale
of one- to four-family loans modified as TDRs during the second quarter of 2014, and a $6 million gain recognized on
the sale of our remaining $17 million in amortized cost of available-for-sale non-agency CMOs in the first quarter of
2014.

Provision for loan losses decreased 75% to $36 million for the year ended December 31, 2014 compared to 2013. The
decrease in provision for loan losses was driven primarily by improving economic conditions, as evidenced by the
lower levels of delinquent loans in the one- to four-family and home equity loan portfolios, lower net charge-offs,
home price improvement and loan portfolio run-off for the year ended December 31, 2014. The reduction in the
provision for loan losses was partly offset by enhancements in our quantitative allowance methodology to include the
total probable loss on a subset of identified higher risk home equity lines of credit. These enhancements drove the
majority of the provision for loan losses within the home equity portfolio during the year ended December 31, 2014.
The timing and magnitude of the provision for loan losses is affected by many factors and we anticipate variability
particularly as home equity lines of credit begin converting to amortizing loans.

Total balance sheet management operating expense decreased 17% to $148 million for the year ended December 31,
2014 compared to 2013. The decrease in operating expense for the year ended December 31, 2014 resulted primarily
from lower FDIC insurance premiums and reduced servicing expenses due to lower loan balances, partially offset by
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2013 Compared to 2012

The balance sheet management segment income increased 200% to $184 million for the year ended December 31,
2013 compared to 2012. The increase in balance sheet management income was due primarily to a decrease in
provision for loan losses of 60% to $143 million, partially offset by lower gains on loans and securities, net for the
year ended December 31, 2013.

Gains on loans and securities, net decreased 70% to $61 million for the year ended December 31, 2013 compared to
2012. The decreases in gains on loans and securities, net for the year ended December 31, 2013, were driven by
additional gains recognized in the year ended December 31, 2012 from the sale of available-for-sale securities as a
result of our deleveraging initiatives, primarily related to a reduction in wholesale funding obligations.

We recognized $3 million and $17 million of net impairment during the years ended December 31, 2013 and 2012,
respectively, on certain securities in the non-agency CMO portfolio due to continued deterioration in the expected
credit performance of the underlying loans in those specific securities.

Provision for loan losses decreased 60% to $143 million for the year ended December 31, 2013 compared to 2012.
The decrease in provision for loan losses was driven primarily by improving economic conditions, as evidenced by the
lower levels of delinquent loans in the one- to four-family and home equity loan portfolios, home price improvement
and loan portfolio run-off. The decrease was partially offset by additional provision recorded related to $235 million
of balloon loans within the home equity line of credit portfolio at December 31, 2013. We increased our default
assumptions and extended the period of management's forecasted loan losses captured within the general allowance to
include the total probable loss on the higher risk balloon loans as a result of our evaluation.

Total balance sheet management operating expense decreased 19% to $179 million for the year ended December 31,
2013 compared to 2012. The decrease in operating expense for the year ended December 31, 2013 resulted primarily
from lower FDIC insurance premiums, reduced servicing expenses due to lower loan balances and reduced expenses
related to REO when compared the 2012.

Corporate/Other

The following table summarizes corporate/other financial information for the year ended December 31, 2014, 2013
and 2012 (dollars in millions):

Variance

Year Ended December 31, 2014 vs. 2013

2014 2013 2012 Amount %
Total net revenue $1 $— $— $1 *
Compensation and benefits 118 93 82 25 27 %
Professional services 51 43 37 8 19 %
Occupancy and equipment 15 8 5 7 88 %
Communications 2 2 2 — 0 %
Depreciation and amortization 17 16 16 1 6 %
Facility restructuring and other exit activities 8 28 8 (20 ) (71 )%
Other operating expenses 20 23 23 3 ) (13 )%
Total operating expense 231 213 173 18 8 %
Operating loss (230 ) (213 ) (173 ) (17 ) 8 %
Total other income (expense) (181 ) (110 ) (514 ) (71 ) 65 %
Corporate/other loss $(411 ) $(323 ) $(687 ) $(88 ) 27 %

* Percentage not meaningful.

The corporate/other category includes costs that are centrally-managed, technology related costs incurred to support
centrally-managed functions, restructuring and other exit activities, corporate debt and corporate investments.

2014 Compared to 2013

The corporate/other loss before income taxes was $411 million for the year ended December 31, 2014 compared to
$323 million in 2013.
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The operating loss increased 8% to $230 million for the year ended December 31, 2014 compared to 2013. The
increase during the year ended December 31, 2014 was primarily due to increased compensation and benefits,
professional services, and occupancy and equipment partially offset by lower facility restructuring and other exit
activities. The increase in compensation and benefits for the year ended December 31, 2014 resulted primarily from
increased salaries expense driven by higher headcount. Facility restructuring and other exit activities were $8 million
for the year ended December 31, 2014 compared to $28 million for 2013. The costs in 2014 were driven by severance
costs incurred primarily related to our exit of the market making business, and were partially offset by the $4 million
gain on the sale of that business, which was completed on February 10, 2014. The costs in 2013 were driven primarily
by severance costs incurred as part of the expense reduction initiatives in the prior periods.

Total other income (expense) primarily consisted of corporate interest expense of $113 million for year ended
December 31, 2014, compared to $114 million in 2013. In addition, during the year ended December 31, 2014 we
recognized $12 million of losses on early extinguishment of debt as a result of the early extinguishment of $100
million in repurchase agreements, and $59 million of losses on early extinguishment of debt as a result of the
redemption of all of the outstanding 6 3/4% Notes and 6% Notes, a total of $940 million in aggregate principal
amount.

2013 Compared to 2012

The corporate/other loss before income taxes was $323 million for the year ended December 31, 2013, compared to
$687 million in 2012.

The operating loss increased 23% to $213 million for the year ended December 31, 2013 compared to 2012 due
primarily to increased facility restructuring and other exit activities expense as a result of costs incurred as part of our
expense reduction initiatives, in addition to costs incurred related to our decision to exit the market making business
and increased incentive compensation.

Total other income (expense) included corporate interest expense on interest-bearing corporate debt for the years
ended December 31, 2013 and 2012. Corporate interest expense decreased 36% to $114 million for the year ended
December 31, 2013 compared to 2012 as a result of the refinance of $1.3 billion in higher coupon corporate debt
during the fourth quarter of 2012. Corporate interest expense for the year ended December 31, 2013 was partially
offset by a gain of $4 million related to an investment in a venture fund which was included in equity in income of
investments and other.

In addition, for the year ended December 31, 2012, $257 million in losses on early extinguishment of corporate debt
were recorded, as a result of the early extinguishment of all the 12 /2% Springing Lien Notes and 7 7/8% Notes
during 2012. We also had $78 million in losses on early extinguishment of wholesale borrowings as a result of the
early extinguishment of approximately $1.1 billion in wholesale borrowings during 2012.
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BALANCE SHEET OVERVIEW

The following table sets forth the significant components of the consolidated balance sheet (dollars in millions):

December 31,

2014
Assets:
Cash and equivalents $1,783
Segregated cash 555
Securities(!) 24,636
Margin receivables 7,675
Loans receivable, net 5,979
Investment in FHLB stock 88
Other® 4814
Total assets $45,530
Liabilities and shareholders’ equity:
Deposits $24.,890
Wholesale borrowings®) 4,971
Customer payables 6,455
Corporate debt 1,366
Other liabilities 2,473
Total liabilities 40,155
Shareholders’ equity 5,375
Total liabilities and shareholders’ equity $45,530

2013

$1,838
1,066
23,773
6,353
8,123
61
5,066
$46,280

$25,971
5,822
6,310
1,768
1,553
41,424
4,856
$46,280

(1)Includes balance sheet line items available-for-sale and held-to-maturity securities.

(2)Includes balance sheet line items property and equipment, net, goodwill, other intangibles, net and other assets.
Includes balance sheet line items securities sold under agreements to repurchase and FHLB advances and other

3) borrowings.
Segregated Cash

Segregated cash decreased by 48% to $555 million during the year ended December 31, 2014. The level of cash

Variance

2014 vs. 2013

Amount

$(55
(511
863
1,322
(2,144
27
(252
$(750

$(1,081
(851
145
(402
920
(1,269
519
$(750

)
)

)
)

%

3
(48
4
21
(26
44
(5
1

4
(15
2
(23
59
€]
11
2

)%
)%
%
%
)%
%
)%
)%

)%
)%
%
)%
%
)%
%
)%

required to be segregated under federal or other regulations, or segregated cash, is driven largely by customer cash and
securities lending balances we hold as a liability in excess of the amount of margin receivables and securities
borrowed balances we hold as an asset. The excess represents customer cash that we are required by our regulators to

segregate for the exclusive benefit of our brokerage customers.
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Securities
Available-for-sale and held-to-maturity securities are summarized as follows (dollars in millions):
Variance

December 31, 2014 vs. 2013

2014 2013 Amount %
Available-for-sale securities:
Debt securities:
Residential mortgage-backed securities:
Agency mortgage-backed securities and CMOs $11,164 $12,236 $(1,072 ) 9 )%
Non-agency CMOs — 14 (14 ) (100 )%
Total residential mortgage-backed securities 11,164 12,250 (1,086 ) 9 )%
Other debt securities 1,191 1,342 (151 ) (11 )%
Total debt securities 12,355 13,592 (1,237 ) 9 )%
Publicly traded equity securities) 33 — 33 *
Total available-for-sale securities $12,388 $13,592 $(1,204 ) (9 )%
Held-to-maturity securities:
Agency residential mortgage-backed securities and CMOs  $9,793 $8,359 $1,434 17 %
Other debt securities 2,455 1,822 633 35 %
Total held-to-maturity securities $12,248 $10,181 $2,067 20 %
Total securities $24.636 $23,773 $863 4 %

*Percentage not meaningful.

(I)Publicly traded equity securities consisted of investments in a mutual fund related to the Community Reinvestment
Act.

Securities represented 54% and 51% of total assets at December 31, 2014 and 2013, respectively. We classify debt

securities as available-for-sale or held-to-maturity based on our investment strategy and management’s assessment of

our intent and ability to hold the debt securities until maturity. The decrease in available-for-sale securities during the

year ended December 31, 2014 was primarily due to net sales and principal paydowns on agency mortgage-backed

securities and CMOs and agency debt securities included in other debt securities. Additionally, we sold our remaining

$17 million in amortized cost of available-for-sale non-agency CMOs during the first quarter of 2014 as part of our

continued focus to reduce legacy risks. The increase in held-to-maturity securities was a result of the purchase of

agency mortgage-backed securities and CMOs and agency debt securities included in other debt securities.

Loans Receivable, Net

Loans receivable, net are summarized as follows (dollars in millions):

Variance

December 31, 2014 vs. 2013

2014 2013 Amount %
One- to four-family $3,060 $4,475 $(1,415 ) (32 V%
Home equity 2,834 3,454 (620 ) (18 )%
Consumer and other 455 602 (147 ) (24 )%
Unamortized premiums, net 34 45 (11 ) (24 )%
Allowance for loan losses (404 ) (453 ) 49 (11 )%
Total loans receivable, net $5,979 $8,123 $(2,144 ) (26 )%

Loans receivable, net decreased 26% to $6.0 billion at December 31, 2014 from $8.1 billion at December 31, 2013.
We are continuing our strategy of reducing balance sheet risk by allowing the loan portfolio to pay down, which we
plan to do for the foreseeable future. Additionally, we sold $0.8 billion of our one- to four-family loans modified as
TDRs during the second quarter of 2014. As a result of this transaction, we recorded a charge-off of $42 million
related to these one- to four-family loans which drove the majority of the decrease in the allowance for loan losses
during the year ended December 31, 2014.
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Other Assets
Other assets are summarized as follows (dollars in millions):
Variance

December 31, 2014 vs. 2013

2014 2013 Amount %
Property and equipment, net $245 $237 $8 3 %
Goodwill 1,792 1,792 — — %
Other intangibles 194 216 (22 ) (10 )%
Other assets 2,583 2,821 (238 ) (8 )%
Total other assets $4,814 $5,066 $(252 )y (5 )%

Total other assets decreased 5% to $4.8 billion due primarily to the disposition of held-for-sale assets related to our
market making business during the year ended December 31, 2014. At December 31, 2013, held-for-sale assets were
reported in the other assets line item on the consolidated balance sheet, which consisted primarily of $105 million of
trading securities and $21 million of other intangibles, net. We completed the sale of the market making business on
February 10, 2014. See Note 2—Disposition in Item 8. Financial Statements and Supplementary Data for additional
information on the market making business.

Deposits

Deposits are summarized as follows (dollars in millions):

Variance

December 31, 2014 vs. 2013

2014 2013 Amount %
Sweep deposits $19,119 $19,592 $(473 ) (2 )%
Complete savings deposits 3,753 4,303 (550 ) (13 )%
Checking deposits 1,137 1,098 39 4 %
Other money market and savings deposits 833 914 (81 ) 9 )%
Time deposits 48 64 (16 ) (25 )%
Total deposits $24,890 $25,971 $(1,081 ) 4 )%

Deposits represented 62% and 63% of total liabilities at December 31, 2014 and 2013, respectively. At December 31,
2014, 89% of our customer deposits were covered by FDIC insurance. Deposits provide the benefit of lower interest
costs compared with wholesale funding alternatives.

The majority of the deposits balance, specifically sweep deposits, is included in brokerage related cash and reported as
a customer activity metric of $41.1 billion and $39.7 billion at December 31, 2014 and 2013, respectively. The total
brokerage related cash balance is summarized as follows (dollars in millions):

Variance

December 31, 2014 vs. 2013

2014 2013 Amount %
Deposits $24,890 $25,971 $(1,081 ) « )%
Less: bank related cash(V) (5,771 ) (6,379 ) 608 10 Y%
Customer payables 6,455 6,310 145 2 %
Customer assets held by third parties® 15,520 13,783 1,737 13 %
Total brokerage related cash® $41,094 $39,685 $1,409 4 %

Bank related cash includes complete savings deposits, checking deposits, other money market and savings deposits
and time deposits.

Customer assets held by third parties are not reflected on our consolidated balance sheet and are not immediately
available for liquidity purposes.

Increases in brokerage related cash generally indicate that the use of our products and services by existing and new
brokerage customers is expanding.

ey
2
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As part of our strategy to strengthen our overall financial and franchise position, we focused on improving our capital
ratios by reducing risk and deleveraging the balance sheet. Our deleveraging strategy included transferring customer
deposits to third party institutions. At December 31, 2014, our customers held $15.5 billion of assets at third party
institutions, including third party banks and money market funds. Approximately 72% of these off-balance sheet
assets resulted from our deleveraging efforts. We consider our deleveraging initiatives to be complete and maintain
the ability to bring the majority of these customer assets back on the balance sheet with appropriate notification to the
third party institutions and customer consent, as appropriate.

Customer assets held by third parties included $4.7 billion and $4.4 billion of customer sweep deposits at both
December 31, 2014 and 2013, respectively, in the extended insurance sweep deposit account program ("ESDA") that
we have in place for brokerage customers. At December 31, 2014, the ESDA program utilized E¥TRADE Bank in
combination with five additional third party program banks to allow certain customers the ability to insure at least
$1,250,000 of the cash they hold in the ESDA. In addition, customer assets held by third parties at December 31, 2014
and 2013 included $10.8 billion and $9.4 billion, respectively, held in third party money market funds in which our
customers can elect to participate.

Wholesale Borrowings

Wholesale borrowings, which consist of securities sold under agreements to repurchase and FHLB advances and other
borrowings, are summarized as follows (dollars in millions):

Variance

December 31, 2014 vs. 2013

2014 2013 Amount %
Securities sold under agreements to repurchase $3,672 $4,543 $(871 ) (19 Y%
FHLB advances 871 851 20 2 %
Total securities sold under agreements to repurchase and
FHLB advances 4,543 5,394 (851 )y (16 )%
Subordinated debentures 428 428 — 0 %
Total wholesale borrowings $4,971 $5,822 $(851 ) (15 %

Wholesale borrowings represented 12% and 14% of total liabilities at December 31, 2014 and 2013, respectively.
Securities sold under agreements to repurchase and FHLB advances are the primary wholesale funding sources of the
Bank. During the year ended December 31, 2014, total wholesale borrowings decreased by $851 million primarily due
to the scheduled expiration of $600 million of securities sold under agreements to repurchase during the second
quarter of 2014. We also terminated $100 million of securities sold under agreements to repurchase during the first
quarter of 2014, which resulted in a $12 million loss on early extinguishment of debt. During 2015, we expect
securities sold under agreements to repurchase to decrease by approximately $365 million due to planned decreases in
the forecasted issuances of debt.

Corporate Debt
Corporate debt by type is shown as follows (dollars in millions):

Face Value Discount Net
December 31, 2014
Interest-bearing notes:
6 3/8% Notes, due 2019 $800 $G5 ) $795
5 3/8% Notes, due 2022 540 (7 ) 533
Total interest-bearing notes 1,340 (12 ) 1,328
Non-interest-bearing debt:
0% Convertible debentures, due 2019 38 — 38
Total corporate debt $1,378 $(12 ) $1,366
51

91



Edgar Filing: E TRADE FINANCIAL Corp - Form 10-K

Table of Contents

Face Value Discount Net
December 31, 2013
Interest-bearing notes:
6 3/4% Notes, due 2016 $435 $4 ) $431
6% Notes, due 2017 505 4 ) 501
6 3/8% Notes, due 2019 800 (6 ) 794
Total interest-bearing notes 1,740 (14 ) 1,726
Non-interest-bearing debt:
0% Convertible debentures, due 2019 42 — 42
Total corporate debt $1,782 $(14 ) $1,768

In November 2014, we issued an aggregate principal amount of $540 million in 53/8% Notes, due 2022. The proceeds
from the issuance of the new notes and approximately $460 million of existing corporate cash was used to redeem all
of the outstanding 6 3/4% Notes and 6% Notes, a total of $940 million in aggregate principal amount. This resulted in
$59 million in losses on early extinguishment of debt for the year ended December 31, 2014; however, the transaction
reduced our total corporate debt and extended the maturity profile, with no corporate debt maturing until 2019. Further
reducing corporate debt to $1 billion remains a priority for us.
Also in November 2014, we entered into a $200 million senior secured revolving credit facility that expires in
November 2017. We have the ability to borrow against the credit facility for working capital and general corporate
purposes. At December 31, 2014, there was no outstanding balance under this credit facility.
Other Liabilities
Other liabilities increased $0.9 billion to $2.5 billion due primarily to an increase of $0.6 billion in deposits received
for securities loaned during the year ended December 31, 2014.
Shareholders’ Equity
The activity in shareholders’ equity during the year ended December 31, 2014 is summarized as follows (dollars in
millions):

Common Stock /  Accumulated Deficit /

Additional Paid-In Other Total

Capital Comprehensive Loss
Beginning balance, December 31, 2013 $7,331 $ (2475 ) $4,856
Net income — 293 293
Net change from available-for-sale securities — 167 167
Net change from cash flow hedging instruments — 37 37
Other() 22 — 22
Ending balance, December 31, 2014 $7,353 $ (1,978 ) $5,375

(1)Other includes employee share-based compensation and conversions of convertible debentures.

LIQUIDITY AND CAPITAL RESOURCES

We have established liquidity and capital policies to support the successful execution of our business strategies, while
ensuring ongoing and sufficient liquidity through the business cycle. We believe liquidity is of critical importance to
the Company and especially important within E¥XTRADE Bank and our broker-dealer subsidiaries. The objective of
our policies is to ensure that we can meet our corporate, banking and broker-dealer liquidity needs under both normal
operating conditions and under periods of stress in the financial markets.

Our corporate liquidity needs are primarily driven by the amount of principal and interest due on our corporate debt as
well as any capital needs at E¥TRADE Bank. Our banking and brokerage liquidity needs are driven primarily by the
level and volatility of our customer activity. Management maintains a set of liquidity sources and monitors certain
business trends and market metrics closely in an effort to ensure we have sufficient liquidity and to avoid dependence
on other more expensive sources of funding.
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Management believes the following sources of liquidity are of critical importance in maintaining ample funding for
liquidity needs: corporate cash, bank cash, deposits, securities lending, customer payables and unused FHLB
borrowing capacity. In addition, during the fourth quarter of 2014 we obtained a $200 million senior secured
revolving credit facility for the parent company. This senior secured revolving credit facility enhances the ability to
meet liquidity needs at the parent company and there was no outstanding balance under this credit facility at
December 31, 2014. E¥TRADE Clearing LLC also maintains uncommitted lines of credit with unaffiliated banks to
finance margin lending, with available balances subject to approval when utilized.
Management believes that within deposits, sweep deposits are of particular importance as they are the most stable
source of liquidity for E¥TRADE Bank when compared to non-sweep deposits. While in recent periods we have
transferred customer sweep deposits to third party banks that participate in our ESDA program, we maintain the
ability to bring the majority of these off-balance sheet deposits back to E¥TRADE Bank with appropriate notification
to the third party program banks and customer consent, as appropriate. In addition, certain customer payables and
sweep deposits were transferred to third party money market funds. At December 31, 2014, we had $4.7 billion and
$10.8 billion of customer deposits at third party banks and third party money market funds, respectively. We
continually assess our liquidity position with respect to our ESDA program with the third party banks, and maintain
additional sources of liquidity outside of deposits through other programs that are available to us. Refer to Other
Sources of Liquidity within this section for additional information on those programs.
Capital is generated primarily through the business operations of the trading and investing and balance sheet
management segments, which at December 31, 2014 were primarily contained within E¥TRADE Bank; therefore, a
key indicator of the capital generated or used in our business operations was the level of regulatory capital in
E*TRADE Bank. At December 31, 2014, E¥TRADE Bank’s Tier 1 leverage ratio was 10.6%, an increase from 9.5%
at December 31, 2013. We have been focused on improving the Tier 1 leverage ratio at E¥XTRADE Bank through
continued earnings and deleveraging the balance sheet by a reduction in wholesale borrowings, deposits and customer
payables. While we may take some tactical actions in future periods, we consider our deleveraging initiatives to be
complete within E¥TRADE Bank. We are now focused on continuing to generate capital through earnings.
We submitted an initial capital plan to the OCC and Federal Reserve in 2012 and subsequently updated the plan in
2013 and 2014. The plan includes our five-year business strategy; forecasts of our business results and capital ratios;
capital distribution plans in current and adverse operating conditions; and internally developed stress tests. We believe
we have made important progress since we laid out our capital plan, as evidenced by the $475 million in dividends
that our regulators approved from E¥*TRADE Bank, including $300 million during the year ended December 31, 2014
and $175 million during 2013.
We are focused on reducing risk, utilizing excess capital created through earnings and by achieving lower capital
requirements at E¥TRADE Bank, while continuing to enhance our enterprise risk management culture and
capabilities. In line with our capital plan, we recently received regulatory approval to operate E¥XTRADE Bank at a
9.0% Tier 1 leverage ratio. We also received regulatory approval to move our broker-dealers, EXTRADE Securities
LLC and E*TRADE Clearing LLC out from under E¥TRADE Bank. E¥TRADE Securities LLC was moved from
under E¥*TRADE Bank in February 2015 and subsequently paid a dividend of $434 million to the parent company.
The revised organizational structure provides increased capital flexibility as it enables us to dividend excess regulatory
capital at our broker-dealers to the parent company. In addition, starting in the second quarter of 2015, we plan to
request regulatory approval to issue a dividend each quarter in the amount of E¥TRADE Bank's net income from the
previous quarter.
Consolidated Cash and Equivalents
The consolidated cash and equivalents balance decreased by $55 million to $1.8 billion at December 31, 2014 when
compared to December 31, 2013. The majority of this balance was cash held in regulated subsidiaries, primarily the
Bank, outlined as follows (dollars in millions):

December 31,

2014 2013 2012
Corporate cash $233 $415 $408
Bank cash) 1,523 1,402 2,320
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International brokerage and other cash 27 21 34
Total consolidated cash and equivalents $1,783 $1,838 $2,762
Bank cash included $764 million, $507 million and $315 million of cash at December 31, 2014, 2013 and 2012,
(D respectively, held by E¥TRADE Clearing LL.C and E*TRADE Securities LLC, which were broker-dealer
subsidiaries of E¥*TRADE Bank as of December 31, 2014.
Corporate cash is the primary source of liquidity at the parent company. We define corporate cash as cash held at the
parent company as well as cash held in certain subsidiaries that can distribute cash to the parent company without any
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regulatory approval. We believe corporate cash is a useful measure of the parent company’s liquidity as it is the
primary source of capital above and beyond the capital deployed in our regulated subsidiaries. Corporate cash can
fluctuate in any given quarter and is impacted primarily by tax settlements, approval and timing of subsidiary
dividends, debt service costs and other overhead cost sharing arrangements.

Corporate cash ended 2014 at $233 million, down from $415 million at December 31, 2013. During the fourth quarter
of 2014, approximately $460 million of corporate cash along with the proceeds from the issuance of $540 million of
corporate debt was used to redeem $940 million in aggregate principal amount of our higher cost corporate debt. This
transaction resulted in a decrease in our annual debt service costs of approximately $30 million and extended the
maturity profile of our corporate debt, with no debt maturing until 2019. Corporate cash for the year also included $76
million in cash proceeds from the sale of the market making business in the first quarter of 2014 and the $300 million
in dividends from E¥*TRADE Bank to the parent company during the year ended December 31, 2014.

We target corporate cash to cover at least two times our scheduled annual corporate debt service payments and
scheduled maturities over the next 12 months. As such, our target is approximately $160 million, or two times

our annual debt service. Currently we do not have any corporate debt with scheduled maturities in the next 12 months.
With the moving of the broker-dealers out from under E¥TRADE Bank, and assuming we receive regulatory approval
for ongoing dividends from E¥*TRADE Bank, we believe that we will be able to maintain our target corporate cash
balance. E¥TRADE Securities LLC was moved from under E¥*TRADE Bank in February 2015 and subsequently paid
a dividend of $434 million to the parent company, which increased corporate cash. As previously discussed, we
utilized corporate cash during the fourth quarter of 2014 to pay down corporate debt to $1.4 billion. Reducing
corporate debt to $1 billion remains a priority for us, and we believe we are in a position to reduce our debt in the near
term by approximately $340 million, subject to market conditions.

We have the ability to borrow against the senior secured revolving credit facility for working capital and general
corporate purposes. The credit facility contains certain maintenance covenants, including the requirement for the
parent company to maintain unrestricted cash of $100 million. At December 31, 2014, there was no outstanding
balance under this credit facility. Additionally, the parent company had $336 million in net deferred tax assets, which
will ultimately become sources of corporate cash as the parent company’s subsidiaries reimburse the parent company
for the use of its deferred tax assets.

Liquidity Available from Subsidiaries

Liquidity available to us from our subsidiaries is limited by regulatory requirements. In addition, neither E¥xTRADE
Bank nor its subsidiaries (including E*TRADE Clearing LLC) may pay dividends to the parent company without
approval from regulators. Loans by E¥TRADE Bank to the parent company and its other non-bank subsidiaries are
subject to various quantitative, arm’s length, collateralization and other requirements.

E*TRADE Bank is subject to capital requirements determined by its primary regulators. At December 31, 2014 and
2013, E¥TRADE Bank had $2.4 billion and $1.9 billion, respectively, of capital in excess of the amount needed to
meet the regulatory minimum Tier 1 leverage ratio required to be considered "well capitalized."

Our broker-dealer subsidiaries are subject to capital requirements determined by their respective regulators. At
December 31, 2014 and 2013, all of our brokerage subsidiaries met their minimum net capital requirements. Our
broker-dealer subsidiaries had excess net capital of $1.1 billion at December 31, 2014, an increase of $229 million
from $873 million at December 31, 2013. The excess net capital of the broker-dealer subsidiaries at December 31,
2014 included $625 million and $459 million of excess net capital at E*TRADE Clearing LLC and E¥*TRADE
Securities LLC, respectively, which were subsidiaries of E¥TRADE Bank and these amounts were also included in
the excess capital of E¥XTRADE Bank. E¥TRADE Securities LLC was moved from under E¥TRADE Bank in
February 2015 and subsequently paid a dividend to the parent company which reduced E¥*TRADE Securities LLC's
excess capital by $434 million.

Financial Regulatory Reform Legislation and Basel III Framework

The Dodd-Frank Act requires all companies, including savings and loan holding companies, that directly or indirectly
control an insured depository institution to serve as a source of strength for the institution. The implementation of
capital requirements applicable to the parent company for Tier 1 leverage, Tier 1 risk-based capital and total
risk-based capital ratios will impact us as the parent company was not previously subject to regulatory capital
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requirements. These requirements became effective for us on January 1, 2015, subject to a phase-in period for certain
requirements over several years, as further explained below. We are currently in compliance with the Basel III capital
requirements now applicable to us and we have no plans to raise additional capital as a result of these new
requirements.

The Tier 1 leverage, Tier 1 risk-based capital, total risk-based capital and Tier 1 common ratios disclosed below were
calculated under Basel I and are non-GAAP measures as the parent company was not held to the Tier 1 leverage, Tier
1 risk-based capital and total risk-based capital regulatory capital requirements. Additionally, prior to the imposition
of Basel III, we
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had monitored our Tier 1 common ratio, also a non-GAAP measure, which is defined as Tier 1 capital, less elements
of Tier 1 capital that are not in the form of common equity, such as trust preferred securities, divided by total
risk-weighted assets. The Tier 1 leverage, Tier 1 risk-based capital, total risk-based capital and Tier 1 common ratios
are calculated as follows (dollars in millions):

December 31,

2014 2013 2012
Shareholders’ equity $5,375 $4,856 $4,904
Deduct:
Losses in other comprehensive income on available-for-sale debt
securities and cash flow hedges, net of tax (255 ) (459 ) G5 )
Goodwill and other intangible assets, net of deferred tax liabilities 1,592 1,654 1,899
Disallowed servicing assets and deferred tax assets 1,008 1,185 1,279
Tier 1 common 3,030 2,476 2,041
Add:
Quah"fymg restricted core capital elements (trust preferred 433 433 433
securities)(D
Tier 1 capital 3,463 2,909 2,474
Add:
Allowable allowance for loan losses 223 228 252
Total capital $3,686 $3,137 $2,726
Total average assets $45,445 $46,038 $48,152
Deduct:
Goodwill and other intangible assets, net of deferred tax liabilities 1,592 1,654 1,899
Disallowed servicing assets and deferred tax assets 1,008 1,185 1,279
Average total assets for leverage capital purposes $42,845 $43,199 $44,974
Total risk-weighted assets® $17,683 $17,992 $19,850
Tier 1 leverage ratio (Tier 1 capital / Average total assets for 3.1 % 6.7 % 5.5 %
leverage capital purposes)
Tier 1 capital / Total risk-weighted assets 19.6 % 16.2 % 12.5 %
Total capital / Total risk-weighted assets 20.8 % 174 % 13.7 %
Tier 1 common ratio (Tier 1 common / Total risk-weighted assets) 17.1 % 13.8 % 10.3 %

The Company included 100% of its trust preferred securities in E¥TRADE Financial's Tier 1 capital, as the final
(1)ruling issued in July 2013 by the regulatory agencies has the phase-out of trust preferred securities beginning
January 1, 2015 for the Company.
Under the regulatory guidelines for risk-based capital, on-balance sheet assets and credit equivalent amounts of
derivatives and off-balance sheet items are assigned to one of several broad risk categories according to the obligor
(2)or, if relevant, the guarantor or the nature of any collateral. The aggregate dollar amount in each risk category is
then multiplied by the risk weight associated with that category. The resulting weighted values from each of the
risk categories are aggregated for determining total risk-weighted assets.
At December 31, 2014, our Tier 1 leverage ratio was 8.1% compared to the minimum ratio required to be "well
capitalized" of 5%, the Tier 1 risk-based capital ratio was 19.6% compared to the minimum ratio required to be "well
capitalized" of 6%, and the total risk-based capital ratio was 20.8% compared to the minimum ratio required to be
"well capitalized" of 10%. Our Tier 1 common ratio was 17.1% at December 31, 2014.
In July 2013, the U.S. Federal banking agencies finalized a rule to implement Basel III in the U.S., which provides the
framework for the calculation of a banking organization’s regulatory capital and risk-weighted assets. The Basel III
rule establishes Common Equity Tier 1 capital as a new tier of capital, raises the minimum thresholds for required
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capital, increases minimum required risk-based capital ratios, narrows the eligibility criteria for regulatory capital
instruments, provides for new regulatory capital deductions and adjustments, and modifies methods for calculating
risk-weighted assets (the denominator of risk-based capital ratios) by, among other things, strengthening counterparty
credit risk capital requirements. The Basel IlI final rule also introduces a capital conservation buffer that limits a
banking organization’s ability to make capital distributions and discretionary bonus payments to executive officers if a
banking organization fails to maintain a Common Equity Tier 1 capital conservation buffer of more than 2.5%, on a
fully phased-in basis, of total risk-weighted assets above each of the following
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minimum risk-based capital ratio requirements: Common Equity Tier 1 (4.5%), Tier 1 (6.0%), and total risk-based
capital (8.0%). This requirement will begin to take effect on January 1, 2016, and will be fully phased in by 2019.
The rule became effective on January 1, 2014, for certain large banking organizations, and January 1, 2015, for most
other U.S. banking organizations, including the Company and E¥*TRADE Bank. The fully phased-in Basel III capital
standards will become effective January 1, 2019 for the Company and E¥TRADE Bank. We expect to remain
compliant with the Basel III framework as it is phased in.

Several elements of the final rule are likely to have a meaningful impact to us. Margin receivables will qualify for 0%
risk-weighting and we believe we will be able to include a larger portion of our deferred tax assets in regulatory
capital, both having a favorable impact on our current capital ratios. A portion of this benefit will be offset as we
phase out trust preferred securities from the parent company's capital. In addition, the final rule gives the option for a
one-time permanent election for the inclusion or exclusion in the calculation of Common Equity Tier 1 capital of
unrealized gains (losses) on all available-for-sale debt securities; we currently intend to elect to exclude unrealized
gains (losses).

On September 9, 2014, U.S. Federal banking agencies issued an inter-agency final rule that implements a quantitative
LCR that is generally consistent with, and in some respects stricter than, the international LCR standard established by
the BCBS. The purpose of the LCR is to require certain financial institutions to hold minimum amounts of
high-quality, liquid assets against projected net cash outflows over a 30-day period of stressed conditions. While the
LCR does not apply to companies with less than $50 billion in assets, including the Company, we believe we would
be compliant with the LCR standards set out in the final rule, as they apply to larger institutions.

Stress Testing

On October 9, 2012, the U.S. Federal banking agencies, including the OCC and the Federal Reserve, issued final rules
implementing provisions of the Dodd-Frank Act that require banking organizations with total consolidated assets of
more than $10 billion but less than $50 billion to conduct annual company-run stress tests, report the results to their
primary federal regulator and the Federal Reserve and publish a summary of the results. Under the rules, stress tests
must be conducted using certain scenarios (baseline, adverse and severely adverse), which the OCC and Federal
Reserve will publish by November 15 of each year.

Under the OCC stress test regulations, E¥XTRADE Bank is required to conduct stress-testing using the prescribed
stress-testing methodologies. The final OCC regulations required E¥TRADE Bank to conduct its first stress test using
financial statement data as of September 30, 2013, and submit the results prior to March 31, 2014. E¥XTRADE Bank
submitted the results of its first stress test prior to March 31, 2014, as required. For banking organizations with total
consolidated assets of more than $10 billion but less than $50 billion, the results of the first official test will not be
public information. As E¥*TRADE Bank had total consolidated assets of less than $50 billion at the relevant time, the
results of its first official stress test will not be made public. E¥TRADE Bank will be required to publish summary
results of its annual stress test between June 15 and June 30 each year, beginning with its second annual stress test in
2015.

The OCC analyzes and provides feedback on the quality of E¥TRADE Bank's stress test process and results. In the
second quarter of 2014 we received feedback from the OCC on our first official stress test submission that we
remained well above the regulatory well-capitalized levels for all scenarios. We were satisfied with the feedback
around our stress testing process, approach and methodologies. E*TRADE Bank will be required to publish summary
results of its annual stress test between June 15 and June 30 each year, beginning with its second annual stress test in
2015.

Under the final Federal Reserve regulations, the parent company will be required to conduct its first stress test using
financial statement data as of September 30, 2016, and it will be required to report the results of its first stress test to
the Federal Reserve on or before March 31, 2017, and to disclose a summary of its first stress test results between
June 15 and June 30, 2017.

Other Sources of Liquidity

We rely on borrowed funds, from sources such as securities sold under agreements to repurchase and FHLB advances,
to provide liquidity for E¥TRADE Bank. Our ability to borrow these funds is dependent upon the continued
availability of funding in the wholesale borrowings market. In addition, we can borrow from the Federal Reserve
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Bank’s discount window to meet short-term liquidity requirements, although it is not viewed as a primary source of
funding. At December 31, 2014, E¥*TRADE Bank had approximately $2.8 billion and $1.0 billion in additional
collateralized borrowing capacity with the FHLB and the Federal Reserve Bank, respectively. We also have the ability
to generate liquidity in the form of additional deposits by raising the yield on our customer deposit products.

While E¥*TRADE Clearing LLC also maintains uncommitted lines of credit with unaffiliated banks to finance margin
lending, with available balances subject to approval when utilized, there were no outstanding balances at

December 31, 2014.
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Off-Balance Sheet Arrangements

We enter into various off-balance-sheet arrangements in the ordinary course of business, primarily to meet the needs
of our customers and to reduce our own exposure to interest rate risk. These arrangements include firm commitments
to extend credit and letters of credit. Additionally, we enter into guarantees and other similar arrangements as part of
transactions in the ordinary course of business. For additional information on each of these arrangements, see Note
21—Commitments, Contingencies and Other Regulatory Matters of Item 8. Financial Statements and Supplementary
Data.

Contractual Obligations and Commitments

The following table summarizes our contractual obligations at December 31, 2014 and the effect such obligations are
expected to have on our liquidity and cash flow in future periods (dollars in millions):

Payments Due by Period

Less Than 1 1-3 Years 35 Thereafter Other (7 Total

Year Years
Securities s(?ld under agreements to $3.027 $655 $_ $_ $_ $3.682
repurchase()
FHLB advances and other borrowings()(2 286 679 25 619 — 1,609
Corporate debt® 80 160 954 661 — 1,855
Uncertain tax positions 2 12 2 — 314 330
Certificates of deposit and brokered
certificates of deposit(H)(*) 33 1 4 o o 48
Leases® 26 50 42 46 — 164
Purchase obligations® 82 8 — — — 90
Total contractual obligations $3,536 $1,575 $1,027 $1,326 $314 $7,778

Includes annual interest based on the contractual features of each transaction, using market rates at December 31,

2014. Interest rates are assumed to remain at current levels over the life of all adjustable rate instruments.

For subordinated debentures included in other borrowings, does not assume early redemption under current

conversion provisions.

(3)Includes annual interest payments. Does not assume conversion for the non-interest bearing convertible debentures
due 2019.

( 4)Does not include sweep deposits, complete savings deposits, other money market and savings deposits or checking
deposits as there are no stated maturity dates and /or scheduled contractual payments.

Includes future minimum lease payments, net of sublease proceeds under sale-leaseback transaction and operating

leases with initial or remaining terms in excess of one year.

Includes material purchase obligations for goods and services covered by non-cancelable contracts and contracts

with termination clauses. Includes contracts through the termination date, even if the contract is renewable.

(7)Represents uncertain tax positions that we are unable to make a reasonably reliable estimate of the timing of cash
payments in individual years or where a net operating loss carryforward could be used to offset the liability.

At December 31, 2014, the Company had $169 million of unused lines of credit available to customers under home

equity lines of credit. The Company also had $40 million in commitments to fund small business investment

companies, community development financial institutions, affordable housing tax credit partnerships and other limited

partnerships at December 31, 2014. Additional information related to commitments and contingent liabilities is

detailed in Note 21—Commitments, Contingencies and Other Regulatory Matters of Item 8. Financial Statements and

Supplementary Data.

RISK MANAGEMENT

As a financial services company, our business exposes us to certain risks. The identification, mitigation and

management of existing and potential risks are keys to effective enterprise risk management. There are certain risks

that are inherent to our business (e.g. execution of transactions) whereas other risks will present themselves through

the conduct of that business. We seek to monitor and manage our significant risk exposures through a set of board

ey
2)

®)
(6)
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approved limits as well as Key Risk Indicators ("KRIs") or metrics. We have in place a governance framework that
regularly reports metrics, major risks and exposures to senior management and the Board of Directors. Throughout
2014, we enhanced our risk management culture and capabilities, and we will strive to make continued enhancements
in 2015. As of June 1, 2014, our risk management framework became required to satisfy the risk committee
requirement for publicly traded bank holding companies with total consolidated assets of greater than $10 billion and
less than $50 billion, contained in the Federal Reserve’s enhanced prudential standards for bank holding companies
and foreign banking organizations. Our framework, as described below, is in compliance with all applicable
requirements.

We have a Board-approved Risk Appetite Statement ("RAS") which we disseminate to employees. The RAS specifies
the significant risks we are exposed to and our tolerance of those risks. As described in the RAS, our business exposes
us to the following eight major categories of risk:
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Credit Risk—the risk of loss arising from the inability or failure of a borrower or counterparty to meet its credit
obligations.

Interest Rate Risk—the risk of loss of income or value of future income due to changes in interest rates arising
. from the Company’s balance sheet position. This includes convexity risk, which arises from optionality in the

balance sheet, related to prepayments in mortgage assets.
Liquidity Risk—the potential inability to meet contractual and contingent financial obligations either on- or off-balance
sheet, as they come due.
Market Risk—the risk that asset values or income streams will be adversely affected by changes in market conditions.
Operational Risk—the risk of loss due to failure of people, processes and systems, or damage to physical assets caused
by unexpected events.
§trategic Risk—sometimes called business risk, is the risk of loss of market size, market share or margin in any
business.
Reputational Risk—the potential that negative perceptions regarding our conduct or business practices will adversely
affect valuation, profitability, operations or customer base or require costly litigation or other measures.
Legal, Regulatory and Compliance Risk—the current and prospective risk to earnings or capital arising from violations
of, or non-conformance with, laws, rules, regulations, prescribed practices, internal policies, and procedures, or ethical
standards.
We have identified several other risks that could impact our business, financial condition, results of operations or cash
flows in future periods. See Part [—Item 1A. Risk Factors.
We manage risk through a governance structure of risk committees, which consist of members of senior management,
to help ensure that business decisions are executed within our stated risk profile and consistent with the RAS. A
variety of methodologies and measures are used to monitor, quantify, assess and forecast risk. Measurement criteria,
methodologies and calculations are reviewed periodically to assure that risks are represented appropriately. Certain
risks are described in the RAS and related policies which establish processes and limits. The RAS and these policies
are reviewed, challenged and approved by certain risk committees and the Board of Directors on at least an annual
basis.
The Risk Oversight Committee, which consists of independent members of the Board of Directors, reviews,
challenges and approves the RAS and risk policies each year, receives regular reports on the status of certain limits
and KRIs as well as discusses certain key risks. In addition to this Board-level committee, various management risk
committees throughout the Company aid in the identification, measurement and management of risks, including:
Asset Liability Committee—the Asset Liability Committee ("ALCO") has primary responsibility for monitoring of
market, interest rate and liquidity risk, and recommends related risk limits to be approved by the Enterprise Risk
Management Committee ("ERMC").
Credit Committee—the Credit Committee has responsibility for monitoring credit risks and approving risk limits or
recommending risk limits to be approved by the ERMC.
Enterprise Risk Management Committee—the ERMC is the senior-most risk management committee and has primary
responsibility for approving risk limits and monitoring the Company’s risk management activities. The ERMC also
resolves issues escalated by the other risk management committees and in certain instances approves exceptions to
risk policies.
Investment Policy Committee—the Investment Policy Committee has responsibility for reviewing, challenging and
approving investments recommended for investment advisory products and incidental advice services and investment
guidance, including reviewing, challenging and approving capital market assumptions and other underlying
assumptions relating to financial tools and calculators.
Model Risk Management Committee—the Model Risk Management Committee has responsibility for reviewing and
challenging models used across the Company, the assumptions and scenarios that are provided to generate model
results, and model performance.
New Products Review Committee—the New Products Review Committee has responsibility for assessing and approving
the business, risk, regulatory and compliance perspectives of new products to be offered to customers and prospective
customers.
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Operational Risk and Control Committee—the Operational Risk and Control Committee ("ORCC") has responsibility
for the oversight and management of the operational risks in all business lines, legal entities, and departments,
tncluding the development and reporting of key operational risk metrics. The ORCC has oversight of operational risk
management in the existing enterprise risk categories, including: transactions execution risk, cybersecurity and other
security risks, legal and regulatory risks, systems and information technology risks, and employment risks.

Order Routing and Best Execution Committee—the Order Routing and Best Execution Committee ("ORBEC") has
responsibility for evaluating the Company’s execution statistics and order-routing determinations for stock and listed
options and determining how, if at all, the Company will alter its order-routing methodology to improve execution
quality. The ORBEC also reviews order flow rates and payments received from G1 Execution Services, LLC and
other unaffiliated market centers for comparable order flow directed to them.

Vendor Management Committee—the Vendor Management Committee has responsibility for the oversight of the
effectiveness of the Third Party Oversight process, including reviewing the processes for the identification,
measurement, management, mitigation and reporting of operational risks.

Credit Risk Management

Credit risk is the risk of loss arising from the inability or failure of a borrower or counterparty to meet its credit
obligations. We are exposed to credit risk in the following areas:

We hold credit risk exposure in our loan portfolio. We are not currently originating or purchasing loans, and we are
continuing our strategy of reducing balance sheet risk by allowing the loan portfolio to pay down.

We extend margin loans to our brokerage customers which exposes us to the risk of credit losses in the event we
cannot liquidate collateral during significant market movements.

We engage in financial transactions with counterparties which expose us to credit losses in the event a counterparty
cannot meet its obligations. These financial transactions include our invested cash, securities lending, repurchase and
reverse repurchase agreements and derivatives contracts, as well as the settlement of trades.

Credit risk is monitored by our Credit Committee, whose objective is to evaluate current and expected credit
performance of the Company’s loans, investments, borrowers and counterparties relative to market conditions and the
probable impact on the Company’s financial performance. The Credit Committee establishes credit risk guidelines in
accordance with the Company’s strategic objectives and existing policies. The Credit Committee reviews investment
and lending activities involving credit risk to ensure consistency with those established guidelines. These reviews
involve an analysis of portfolio balances, delinquencies, losses, recoveries, default management and collateral
liquidation performance, as well as any credit risk mitigation efforts relating to the portfolios. In addition, the Credit
Committee reviews and approves credit related counterparties engaged in financial transactions with the Company.
Loss Mitigation on the Loan Portfolio

Our credit risk operations team focuses on the mitigation of potential losses in the loan portfolio. Through a variety of
strategies, including voluntary line closures, automatically freezing lines on all delinquent accounts, and freezing lines
on loans with materially reduced home equity, we reduced our exposure to open home equity lines from a high of over
$7 billion in 2007 to $169 million at December 31, 2014.

We have loan modification programs that focus on the mitigation of potential losses in the one- to four- family and
home equity mortgage loan portfolio. We currently do not have any active loan modification program for consumer
and other loans. During the years ended December 31, 2014 and 2013, we modified $20 million and $80 million,
respectively, of one- to four-family loans and $15 million and $18 million, respectively, of home equity loans, in
which the modification was considered a TDR. In order to significantly reduce risk on the legacy loan portfolio, we
sold $0.8 billion of our one- to four-family loans modified as TDRs during the second quarter of 2014.

We also process minor modifications on a number of loans through traditional collections actions taken in the normal
course of servicing delinquent accounts. Minor modifications resulting in an insignificant delay in the timing of
payments are not considered economic concessions and therefore are not classified as TDRs. At December 31, 2014
and 2013, we had $25 million and $32 million, respectively, of mortgage loans with a minor modification that was not
considered a TDR. Approximately 5% and 7% of these loans were classified as nonperforming at December 31, 2014
and 2013, respectively.
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To reduce vendor operational and regulatory risk, we have an initiative to assess our servicing relationships and,
where appropriate, consolidate loan servicing or transfer certain mortgage loans to servicers that specialize in
managing troubled
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assets. During the year ended December 31, 2014, we completed servicer transfers of $962 million of mortgage loans
as a result of this initiative. At December 31, 2014, $2.8 billion gross unpaid principal balance of our mortgage loans
were held at servicers that specialize in managing troubled assets. We believe this initiative has improved and will
continue to improve the credit performance in future periods of the loans transferred compared to the expected credit
performance of these same loans if they had not been transferred.

We continue to review the mortgage loan portfolio in order to identify loans to be repurchased by the originator. Our
review is primarily focused on identifying loans with violations of transaction representations and warranties or
material misrepresentation on the part of the seller. Any loans identified with these deficiencies are submitted to the
original seller for repurchase. During the years ended December 31, 2014 and 2013, we agreed to settlements with
third-party mortgage originators specific to loans sold to us by those originators. One-time payments were agreed
upon to satisfy in full all pending and future requests with those specific originators. We applied the full amount of
payments of $11 million and $13 million for the years ended December 31, 2014 and 2013, respectively, as recoveries
to the allowance for loan losses, resulting in a corresponding reduction to net charge-offs as well as our provision for
loan losses. Approximately $24 million of loans were repurchased by or settled with the original sellers during the
year ended December 31, 2014, for a total of $457 million of loans that were repurchased, including global
settlements, since we actively started reviewing our purchased loan portfolio beginning in 2008. While we may
continue to pursue loans to be repurchased by or settled with the original sellers, we consider this effort to be
substantially complete.

Interest Rate Risk Management

Interest rate risks are monitored and managed by the ALCO, including the analysis of earnings sensitivity to changes
in market interest rates under various scenarios. The scenarios assume both parallel and non-parallel shifts in the yield
curve. See Item 7A. Quantitative and Qualitative Disclosures about Market Risk for additional information about our
interest rate risks.

Liquidity Risk Management

Liquidity risk is monitored by the ALCO. We have in place a comprehensive set of liquidity and funding policies as
well as contingency funding plans that are intended to maintain our flexibility to address liquidity events specific to us
or the market in general. See Item 7. Management’s Discussion and Analysis of Financial Condition and Results of
Operations—Liquidity and Capital Resources for additional information.

Market Risk Management

Market risks are monitored through the ALCO. These risks include holding positions associated with reduced spreads
in securities pricing. See Item 7A. Quantitative and Qualitative Disclosures about Market Risk for additional
information about our market risks.

Operational Risk Management

Operational risks exist in most areas of the Company from processing a transaction to customer service. We are also
exposed to fraud risk from unauthorized use of customer and corporate funds and resources. We monitor customer
transactions and use scoring tools which prevent a significant number of fraudulent transactions on a daily basis.
However, new techniques and strategies are constantly being developed by perpetrators to commit fraud. In order to
minimize this threat, we offer our customers various security measures, including a token based multi-factor
verification system.

The failure of a third party vendor to adequately meet its responsibilities which could result in financial loss and
impact our reputation is another significant operational risk. The Third Party Oversight group regularly reports to the
ERMC and monitors our vendor relationships. The vendor risk identification process includes reviews of contracts,
financial soundness of providers, information security, business continuity and risk management scoring.

Strategic Risk Management

Strategic risks are reviewed, challenged and monitored by various risk committees, the ERMC and Board committees.
These risks include potential loss of customers or adverse changes in customer mix in the brokerage business,
including trading activity as well as income from related businesses, including securities lending and margin lending;
turmoil in the global financial markets which could reduce trade volumes and margin borrowing and increase our
dependence on our more active customers who receive lower pricing; and new entrants into the discount brokerage
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Reputational Risk Management

Reputational risks are reviewed, challenged and monitored by various risk committees and the ERMC. We recognize
that reputational risk can manifest itself in all areas of our business often in conjunction with other risk types. We
acknowledge that there is particular reputational risk from many factors including, but not limited to:

deterioration in the loan portfolios;

tmpact of investigations and lawsuits;

failure of controls supporting the accuracy of financial reports and disclosures;

failure of third party vendors to adequately meet their responsibilities;

risk of business disruption and system failures;

risk of security breaches and identity theft; and

risk of public regulatory findings.

Legal, Regulatory and Compliance Risk Management

Legal, regulatory and compliance risks are reviewed, challenged and monitored by various risk committees and the
ERMC. We recognize that legal, regulatory and compliance risks can manifest in all areas of our business. Particularly
pertinent risks include extensive government regulation, including banking and securities rules and regulations, which
could restrict our business practices; recently enacted regulatory reform legislation which may have a material impact
on our operations; and investigations and lawsuits. In addition, if we are unable to meet these new requirements, we
could face negative regulatory consequences, which would have a material negative effect on our business; not
complying with applicable securities and banking laws, rules and regulations, either domestically or internationally
could subject us to disciplinary actions, damages, penalties or restrictions that could significantly harm our business;
and not maintaining the capital levels required by regulators could subject us to prompt correction actions,
increasingly strong sanctions, cease-and-desist orders, and ultimately FDIC receivership.

These risks also arise in situations where the laws or rules governing certain regulated products or activities may be
ambiguous, untested, or in the process of significant change or revision. This risk exposes us to fines, civil money
penalties, payment of damages, and the voiding of contracts. It can lead to diminished reputation, reduced franchise
value, limited business opportunities, reduced expansion potential, and an inability to enforce contracts.
CONCENTRATIONS OF CREDIT RISK

Loans

One- to four-family loans include interest-only loans for a five to ten year period, followed by an amortizing period
ranging from 20 to 25 years. At December 31, 2014, 42% of our one- to four-family portfolio were not yet amortizing.
However, during the year ended December 31, 2014, based on the unpaid principal balance before charge-offs,
approximately 15% of these borrowers made voluntary annual principal payments of at least $2,500 and slightly over
a third of those borrowers made voluntary annual principal payments of at least $10,000.

The home equity loan portfolio is primarily second lien loans on residential real estate properties, which have a higher
level of credit risk than first lien mortgage loans. Approximately 15% of the home equity loan portfolio was in the
first lien position and we held both the first and second lien positions in less than 1% of the home equity loan portfolio
at December 31, 2014. The home equity loan portfolio consisted of approximately 19% of home equity installment
loans and approximately 81% of home equity lines of credit at December 31, 2014.

Home equity installment loans are primarily fixed rate and fixed term, fully amortizing loans that do not offer the
option of an interest-only payment. The majority of home equity lines of credit convert to amortizing loans at the end
of the draw period, which typically ranges from five to ten years. Approximately 7% of this portfolio will require the
borrowers to repay the loan in full at the end of the draw period, commonly referred to as "balloon loans." At
December 31, 2014, 85% of the home equity line of credit portfolio had not converted from the interest-only draw
period and had not begun amortizing. However, during the year ended December 31, 2014, approximately 40% of the
borrowers of our not yet converted home equity line of credit loans made annual principal payments of at least $500
on their home equity lines of credit and slightly under half of those borrowers reduced their principal balance by at
least $2,500.

The following table outlines when one- to four-family and home equity lines of credit convert to amortizing by
percentage of the one- to four-family and home equity line of credit portfolios, respectively, at December 31, 2014:
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% of One- to % of Home Equity Line of

Period of Conversion to Amortizing Loan Four-Family e quty
. Credit Portfolio

Portfolio
Already amortizing 58% 15%
Year ending December 31, 2015 5% 27%
Year ending December 31, 2016 16% 44%
Year ending December 31, 2017 or later 21% 14%

We track and review factors to predict and monitor credit risk in the mortgage loan portfolio on an ongoing basis.
These factors include: loan type, estimated current LTV/CLTYV ratios, delinquency history, documentation type,
borrowers’ current credit scores, housing prices, loan vintage and geographic location of the property. In economic
conditions in which housing prices generally appreciate, we believe that loan type, LTV/CLTV ratios and credit
scores are the key factors in determining future loan performance. In a housing market with declining home prices and
less credit available for refinance, we believe the LTV/CLTYV ratio becomes a more important factor in predicting and
monitoring credit risk. Credit scores and LTV/CLTV are updated on at least a quarterly basis. For the consumer and
other loan portfolio, we track and review delinquency status to predict and monitor credit risk on at least a quarterly
basis.

The following tables show the distribution of the mortgage loan portfolios by credit risk factor (dollars in millions):

One- to Four-Family Home Equity

December 31, December 31,
Current LTV/CLTV® 2014 2013 2014 2013
<=80% $1,757 $1,912 $1,081 $1,142
80%-100% 807 1,365 755 866
100%-120% 311 711 557 736
>120% 185 487 441 710
Total mortgage loans receivable $3,060 $4,475 $2,834 $3,454
Average estimated current LTV/CLTV @ 79 % 90 % 92 % 98 %
Average LTV/CLTV at loan origination ®) 71 % T2 % 80 % 80 %

Current CLTV calculations for home equity loans are based on the maximum available line for home equity lines
of credit and outstanding principal balance for home equity installment loans. For home equity loans in the second
lien position, the original balance of the first lien loan at origination date and updated valuations on the property
underlying the loan are used to calculate CLTV. Current property values are updated on a quarterly basis using the
most recent property value data available to us. For properties in which we did not have an updated valuation, we
utilized home price indices to estimate the current property value.

The average estimated current LTV/CLTYV ratio reflects the outstanding balance at the balance sheet date and the
(2)maximum available line for home equity lines of credit, divided by the estimated current value of the underlying
property.

Average LTV/CLTYV at loan origination calculations are based on LTV/CLTYV at time of purchase for one- to

ey

(3)f0ur—family purchased loans and undrawn balances for home equity loans.
One- to Four-Family Home Equity
December 31, December 31,
Current FICO (D 2014 2013 2014 2013
>=720 $1,734 $2,252 $1,487 $1,811
719 - 700 296 436 292 343
699 - 680 260 366 238 293
679 - 660 197 296 203 245
659 - 620 237 404 258 310
<620 336 721 356 452
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Total mortgage loans receivable $3,060 $4.,475 $2,834 $3.454

FICO scores are updated on a quarterly basis; however, at December 31, 2014 and 2013, there were some loans for
which the updated FICO scores were not available. The current FICO distribution at December 31, 2014 included
the most recent FICO scores where available, otherwise the original FICO score was used, for approximately $49
million and $4 million of one- to four-family and home equity loans, respectively. The current FICO distribution at
December 31, 2013 included original FICO scores for approximately $95 million and $10 million of one- to
four-family and home equity loans, respectively.

ey

62

113



Edgar Filing: E TRADE FINANCIAL Corp - Form 10-K

Table of Contents

Approximately 47% and 46% of our mortgage loans receivable were full documentation loans at December 31, 2014
and 2013, respectively, with the remaining being low or no documentation. The average age of our mortgage loans
receivable was 8.9 years and 7.9 years at December 31, 2014 and 2013, respectively.

Approximately 38% and 40% of our mortgage loans receivable were concentrated in California at December 31, 2014
and 2013, respectively. No other state had concentrations of mortgage loans that represented 10% or more of our
mortgage loans receivable at December 31, 2014 and 2013.

Allowance for Loan Losses

The allowance for loan losses is management’s estimate of probable losses inherent in the loan portfolio at the balance
sheet date. The estimate of the allowance for loan losses is based on a variety of quantitative and qualitative factors,
including the composition and quality of the portfolio; delinquency levels and trends; current and historical charge-off
and loss experience; our historical loss mitigation experience; the condition of the real estate market and geographic
concentrations within the loan portfolio; the interest rate climate; the overall availability of housing credit; and general
economic conditions. The allowance for loan losses is typically equal to management’s forecast of loan losses in the
twelve months following the balance sheet date as well as the forecasted losses, including economic concessions to
borrowers, over the estimated remaining life of loans modified as TDRs. The general allowance for loan losses also
includes a qualitative component to account for a variety of factors that present additional uncertainty that may not be
fully considered in the quantitative loss model but are factors we believe may impact the level of credit losses.

The following table presents the allowance for loan losses by loan portfolio (dollars in millions):

One- to Four-Family Home Equity Consumer and Other Total
December 31, December 31, December 31, December 31,
2014 2013 2014 2013 2014 2013 2014 2013
General
reserve:
Quantitative ¢ | $34 $281 $212 $9 $21 $301 $267
component
Qualitative 8 29 50 1 4 37 62
component
Specific
valuation 9 60 57 64 — — 66 124
allowance
Total
allowance for $27 $102 $367 $326 $10 $25 $404 $453

loan losses
Allowance as
a % of

loans
receivable()

0.9 % 2.3 % 12.9 % 9.4 % 2.1 % 4.1 % 6.3 % 5.3 %

(I)Allowance as a percentage of loans receivable is calculated based on the gross loans receivable for each respective
category.
The one- to four-family allowance for loan losses decreased 74% to $27 million at December 31, 2014 from $102
million at December 31, 2013. This decline was primarily a result of the sale of $0.8 billion of our one- to four-family
loans modified as TDRs during the second quarter of 2014. As a result of this transaction, we recorded a charge-off of
$42 million related to these one- to four-family loans which had been previously recorded as part of the specific
valuation allowance. This charge-off and improving economic conditions, as evidenced by the lower levels of
delinquent loans, home price improvement and loan portfolio run-off, drove the majority of the decrease in the
allowance for loan losses during the year ended December 31, 2014.
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The home equity allowance for loan losses increased 13% to $367 million at December 31, 2014 from $326 million at
December 31, 2013, inclusive of the migration of certain estimated losses previously captured in the qualitative
component into the quantitative component. During 2014, we enhanced our quantitative allowance methodology to
identify higher risk home equity lines of credit and extend the period of management’s forecasted loan losses captured
within the general allowance to include the total probable loss on a subset of these higher risk loans. These
enhancements drove the migration of estimated losses previously captured on these loans from the qualitative
component to the quantitative component of the general allowance, and drove the majority of the provision for loan
losses within the home equity portfolio during the year ended December 31, 2014.

63

115



Edgar Filing: E TRADE FINANCIAL Corp - Form 10-K

Table of Contents

Troubled Debt Restructurings
TDRs include two categories of loans: (1) loan modifications completed under our loss mitigation programs in which
economic concessions were granted to borrowers experiencing financial difficulty, and (2) loans that have been
charged-off based on the estimated current value of the underlying property less estimated selling costs due to
bankruptcy notification even if the loan has not been modified under the Company’s programs. The following table
shows total TDRs by category at December 31, 2014 and 2013 (dollars in millions):
Loans Modified Bankruptcy

as TDRs(D Loans Total TDRs
December 31, 2014
One- to four-family $185 $131 $316
Home equity 169 48 217
Total $354 $179 $533
December 31, 2013
One- to four-family $1,036 $136 $1,172
Home equity 188 53 241
Total $1,224 $189 $1,413

(I)Includes loans modified as TDRs that also had received a bankruptcy notification of $42 million and $252 million
at December 31, 2014 and 2013, respectively.

Total TDRs decreased $0.9 billion during the year ended December 31, 2014 primarily due to the sale of $0.8 billion

of our one- to four- family loans modified as TDRs during the second quarter of 2014. See the Allowance for Loan

Losses section above for additional information on this transaction.

The following table shows total TDRs by delinquency category at December 31, 2014 and 2013 (dollars in millions):

TDRs 30-89  TDRs90-179 TDRs 180+ 0wl Recorded
TDRs Investment
Days Days Days .
Current Delinquent Delinquent Delinquent n
TDRs
December 31, 2014
One- to four-family $232 $24 $12 $48 $316
Home equity 178 14 6 19 217
Total $410 $38 $18 $67 $533
December 31, 2013
One- to four-family $901 $102 $44 $125 $1,172
Home equity 198 17 7 19 241
Total $1,099 $119 $51 $144 $1,413

TDRs on accrual status, which are current and have made six or more consecutive payments, were $248 million and
$950 million at December 31, 2014 and 2013, respectively.

Troubled Debt Restructurings — Loan Modifications

We believe the distinction between loans modified as TDRs and total TDRs, which include bankruptcy loans, is
important. Our loan modification programs focus on the mitigation of potential losses through making an economic
concession to a borrower, whereas with loans for which we have received bankruptcy notification we have not taken
any loss mitigation actions. The following table shows loans modified as TDRs by delinquency category at December
31, 2014 and 2013 (dollars in millions):
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Modifications Modifications Modifications Total Recorded

gﬁﬁ;ﬁfaﬁons 30-89 Days 90-179 Days 180+ Days Investment in
Delinquent Delinquent Delinquent Modifications

December 31, 2014
One- to four-family $152 $14 $7 $12 $185
Home equity 145 10 5 9 169
Total $297 $24 $12 $21 $354
December 31, 2013
One- to four-family $817 $92 $39 $88 $1,036
Home equity 162 13 4 9 188
Total $979 $105 $43 $97 $1,224

The following table shows loans modified as TDRs and the specific valuation allowance by loan portfolio as well as
the percentage of total expected losses at December 31, 2014 and 2013 (dollars in millions):

Recorded
Investment Recorded . Specific Valuationr
. Specific . otal
in Investment ) Net Investment inAllowance as a
o Charge-offs . Valuation o Expected
Modifications n Allowance Modifications % Losses
before Modifications of Modifications
Charge-offs
December 31,
2014
One- to $231 $46 ) $185 $O ) $176 5 % 24 %
four-family
Home equity 305 (136 ) 169 (57 ) 112 34 % 63 %
Total $536 $(182 ) $354 $(66 ) $288 19 % 46 %
December 31,
2013
One- to $1,354 $3318 ) $1,036 $60 ) $976 6 % 28 %
four-family
Home equity 338 (150 ) 188 (64 ) 124 34 % 63 %
Total $1,692 $(468 ) $1,224 $(124 ) $1,100 10 % 35 %

The recorded investment in loans modified as TDRs includes the charge-offs related to certain loans that were written
down to the estimated current value of the underlying property less estimated selling costs. These charge-offs were
recorded on modified loans that were delinquent in excess of 180 days, in bankruptcy, or when certain characteristics
of the loan, including CLTV, borrower’s credit and type of modification, cast substantial doubt on the borrower’s
ability to repay the loan. Included in allowance for loan losses was a specific valuation allowance of $66 million and
$124 million that was established for loans modified as TDRs at December 31, 2014 and 2013, respectively. The
specific valuation allowance for these individually impaired loans represents the forecasted losses over the remaining
life of the loan, including the economic concession to the borrower.

The total expected loss on loans modified as TDRs includes both the previously recorded charge-offs and the specific
valuation allowance. Total expected losses on loans modified as TDRs increased from 35% at December 31, 2013 to
46% at December 31, 2014, primarily due to the sale of $0.8 billion of our one- to four-family loans modified as
TDRs. See the Allowance for Loan Losses section above for additional information on this transaction.

Net Charge-offs

The following table provides an analysis of the allowance for loan losses and net charge-offs for the past five years
(dollars in millions):
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Year Ended December 31,
2014 2013 2012 2011 2010

Allowance for loan losses, beginning of period $453 $481 $823 $1,031 $1,183
Provision for loan losses 36 143 355 441 779
Charge-offs:
One- to four-family (44 ) 41 ) (190 ) (229 ) (303 )
Home equity (65 ) (157 ) (517 ) (457 ) (600 )
Consumer and other (17 ) (33 ) (51 ) (59 ) (80 )
Total charge-offs (126 ) (231 ) (758 ) (745 ) (983 )
Recoveries:(D
One- to four-family 11 14 9 21 —
Home equity 24 34 40 58 27
Consumer and other 6 12 12 17 25
Total recoveries 41 60 61 96 52
Net charge-offs (85 ) (171 ) (697 ) (649 ) (931 )
Allowance for loan losses, end of period $404 $453 $481 $823 $1,031
Net charge-offs to average loans receivable outstanding 1.2 % 1.8 % 5.8 % 4.4 % 5.1 %
(1)Recoveries include the impact of mortgage originator settlements.
The following table allocates the allowance for loan losses by loan category for the past five years (dollars in
millions):

December 31,

2014 2013 2012 2011 2010

Amount %) Amount %) Amount % Amount % Amount %)
One- to four-family $27 482 % $102 524 % $184 51.8 % $314 50.7 % $390 510 %
Home equity 367 44.6 326 40.5 257 40.2 463 40.8 576 40.0
Consumerand 72 25 7.1 40 8.0 46 8.5 65 9.0

other
Total allowance forg o) 1000 % $453  100.0% $481 1000 % $823  100.0 % $1.031 1000 %
loan losses
(I)Represents percentage of loans receivable in the category to total loans receivable, excluding premiums
(discounts).
Loan losses are recognized when, based on management's estimate, it is probable that a loss has been incurred. The
charge-off policy for both one- to four-family and home equity loans is to assess the value of the property when the
loan has been delinquent for 180 days or has received bankruptcy notification, regardless of whether or not the
property is in foreclosure, and charge off the amount of the loan balance in excess of the estimated current value of the
underlying property less estimated selling costs. Modified loans considered TDRs are charged off when they are
identified as collateral dependent based on certain terms of the modification, which includes assigning a higher level
of risk to loans in which the LTV or CLTV is greater than 110% or 125%, respectively, a borrower’s credit score is
less than 600 and certain types of modifications, such as interest-only payments. Closed-end consumer loans are
charged off when the loan has been 120 days delinquent or when it is determined that collection is not probable.
Net charge-offs for the year ended December 31, 2014 compared to 2013 decreased by $86 million, primarily driven
by improving economic conditions, as evidenced by lower levels of delinquent loans and home price improvement
and portfolio run-off. The decrease was partially offset by the charge-off of $42 million related to our sale of one- to
four-family loans modified as TDRs during the second quarter of 2014. In addition, net charge-offs for the years
ended December 31, 2014 and 2013 also included $11 million and $13 million of benefit recorded from settlements
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with third party mortgage originators, respectively. The timing and magnitude of charge-offs are affected by many
factors and we anticipate variability from quarter to quarter, particularly as home equity lines of credit begin
converting to amortizing loans.
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Delinquent Loans

We believe the distinction between loans delinquent 90 to 179 days and loans delinquent 180 days and greater is
important as loans delinquent 180 days and greater have been written down to their expected recovery value, whereas
loans delinquent 90 to 179 days have not (unless they are in process of bankruptcy or are modifications that have
substantial doubt as to the borrower’s ability to repay the loan). We believe loans delinquent 90 to 179 days are an
important measure because these loans are expected to drive the vast majority of future charge-offs. Additional
charge-offs on loans delinquent 180 days and greater are possible if home prices decline beyond current expectations,
but we do not anticipate these charge-offs to be significant, particularly when compared to the expected charge-offs on
loans delinquent 90 to 179 days. We expect the balances of one- to four-family loans delinquent 180 days and greater
to decline over time; however, we expect the balances to remain at high levels in the near term due to the extensive
amount of time it takes to foreclose on a property in the current real estate market. The following table shows the
comparative data for loans delinquent 90 to 179 days (dollars in millions):

December 31,

2014 2013
One- to four-family $28 $70
Home equity 29 36
Consumer and other loans 1 3
Total loans delinquent 90-179 days $58 $109
Loans delinquent 90-179 days as a percentage of gross loans receivable 0.9 % 1.3 %

During the year ended December 31, 2014, loans delinquent 90 to 179 days decreased by $51 million to $58 million,
driven primarily by the sale of our one- to four-family loans modified as TDRs during the second quarter of 2014.

In addition, we monitor loans in which a borrower’s current credit history casts doubt on their ability to repay a loan.
We classify loans as special mention when they are between 30 and 89 days past due. The following table shows the
comparative data for special mention loans (dollars in millions):

December 31,

2014 2013
One- to four-family $88 $190
Home equity 60 69
Consumer and other loans 7 12
Total special mention loans $155 $271
Special mention loans receivable as a percentage of gross loans receivable 24 % 3.2 %

The trend in special mention loan balances is generally indicative of the expected trend for charge-offs in future
periods, as these loans have a greater propensity to migrate into nonaccrual status and ultimately charge-off. One- to
four-family loans are generally secured in a first lien position by real estate assets, reducing the potential loss when
compared to an unsecured loan. Home equity loans are generally secured by real estate assets; however, the majority
of these loans are secured in a second lien position, which substantially increases the potential loss when compared to
a first lien position. The loss severity of our second lien home equity loans was approximately 93% at December 31,
2014.

During the year ended December 31, 2014, special mention loans decreased by $116 million to $155 million and are
down 85% from their peak of $1.0 billion at December 31, 2008. This decrease was largely due to the sale of our one-
to four-family loans modified as TDRs during the second quarter of 2014. While the level of special mention loans
can fluctuate significantly in any given period, we believe the continued decrease is an encouraging sign regarding the
future credit performance of the mortgage loan portfolio.

Nonperforming Assets

We classify loans as nonperforming when they are no longer accruing interest, which includes loans that are 90 days
and greater past due, TDRs that are on nonaccrual status for all classes of loans (including loans in bankruptcy) and
certain junior liens that have a delinquent senior lien. The following table shows the comparative data for
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December 31,

2014 2013 2012 2011 2010
One- to four-family 294 526 $639 $930 $1,256
Home equity 165 164 248 281 361
Consumer and other 1 3 6 5 6
Total nonperforming loans receivable 460 693 893 1,216 1,623
E:tal estate owned and other repossessed assets, 38 53 71 28 133
Total nonperforming assets, net $498 $746 $964 $1,304 $1,756
Nonperforming loans receivable as a percentage 79 % 8.1 % 8.4 % 92 % 10.0 %

of gross loans receivable

One- to four-family allowance for loan losses as

a percentage of one- to four-family 9.1 % 19.5 % 28.8 % 33.8 % 31.0 %
nonperforming loans receivable

Home equity allowance for loan losses as a

percentage of home equity nonperforming loans 222.5 % 198.3 % 104.0 % 164.6 % 159.7 %
receivable

Consumer and other allowance for loan losses as

a percentage of consumer and other 774.6 % 868.3 % 617.2 % 1,000.5 % 1,1946 %
nonperforming loans receivable

Total allowance for.loan losses as a percentage 378 % 65.4 % 53.8 % 677 % 63.6 %
of total nonperforming loans receivable

During the year ended December 31, 2014, nonperforming assets, net decreased $248 million to $498 million when
compared to December 31, 2013. The decrease in the one- to four-family nonperforming loans receivable during the
year ended December 31, 2014 was primarily due to the sale of $0.8 billion of our one- to four-family loans modified
as TDRs, which included $377 million of nonperforming loans. The decrease in nonperforming loans receivable was
partially offset by an increase in nonperforming TDRs that had been charged-off due to bankruptcy notification. In
February 2014, the OCC issued clarifying guidance related to consumer debt discharged in Chapter 7 bankruptcy
proceedings. As a result of the clarifying guidance, beginning the first quarter of 2014 these bankruptcy loans remain
on nonaccrual status regardless of payment history. This change did not have a material impact on our statement of
financial condition, results of operations or cash flows. Prior to this change, we had $238 million of bankruptcy loans
classified as performing loans at December 31, 2013.

During the year ended December 31, 2014, we recognized $19 million of operating interest income on loans that were
nonperforming at December 31, 2014. If our nonperforming loans at December 31, 2014 had been performing in
accordance with their terms, we would have recorded additional operating interest income of approximately $16
million for the year ended December 31, 2014. At December 31, 2014 there were no commitments to lend additional
funds to any of these borrowers.

Securities

We focus primarily on security type and credit rating to monitor credit risk in our securities portfolios. We consider
securities backed by the U.S. government or its agencies to have low credit risk as the long-term debt rating of the
U.S. government is AA+ by S&P and AAA by Moody’s and Fitch at December 31, 2014. At December 31, 2014, the
amortized cost of these securities accounted for over 99% of our total securities portfolio. We review the remaining
debt securities that were not backed by the U.S. government or its agencies according to their credit ratings from S&P,
Moody’s and Fitch where available. At December 31, 2014, all municipal bonds and corporate bonds were rated
investment grade (defined as a rating equivalent to a Moody’s rating of "Baa3" or higher, or a S&P or Fitch rating of
"BBB-" or higher).

Certain non-agency CMOs were other-than-temporarily impaired as a result of the deterioration in the expected credit
performance of the underlying loans in those specific securities. During the year ended December 31, 2014, we sold
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our remaining $17 million in amortized cost of the available-for-sale non-agency CMOs as part of our continued focus
to reduce legacy risks.

SUMMARY OF CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The discussion and analysis of our financial condition and results of operations are based on our consolidated financial
statements, which have been prepared in conformity with GAAP. Note 1—Organization, Basis of Presentation and
Summary of Significant Accounting Policies of Part II Item 8. Financial Statements and Supplementary Data contains
a summary of our significant accounting policies, many of which require the use of estimates and assumptions that
affect the amounts reported in the consolidated financial statements and related notes for the periods presented. We
believe that of our significant accounting policies, the following are critical because they are based on estimates and
assumptions that require complex and subjective
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judgments by management: allowance for loan losses; valuation of goodwill and other intangible assets; estimates of
effective tax rates, deferred taxes and valuation allowance; classification and valuation of certain investments;
accounting for derivative instruments; and fair value measurements. Changes in these estimates or assumptions could
materially impact our financial condition and results of operations, and actual results could differ from our estimates.
Allowance for Loan Losses

Description

The allowance for loan losses is management’s estimate of probable losses inherent in the loan portfolio as of the
balance sheet date. In determining the adequacy of the allowance, we perform ongoing evaluations of the loan
portfolio and loss forecasting assumptions. As of December 31, 2014, the allowance for loan losses was $404 million
on $6.3 billion of total loans receivable designated as held-for-investment.

Judgments

Determining the adequacy of the allowance is complex and requires judgment by management about the effect of
matters that are inherently uncertain. Subsequent evaluations of the loan portfolio, in light of the factors then
prevailing, may result in significant changes in the allowance for loan losses in future periods. We evaluate the
adequacy of the allowance for loan losses by loan portfolio segment: one- to four-family, home equity and consumer
and other. The estimate of the allowance for loan losses is based on a variety of quantitative and qualitative factors,
including:

the composition and quality of the portfolio;

delinquency levels and trends;

eurrent and historical charge-off and loss experience;

our historical loss mitigation experience;

the condition of the real estate market and geographic concentrations within the loan portfolio;

the interest rate climate;

the overall availability of housing credit; and

eeneral economic conditions.

The allowance for loan losses is typically equal to management’s forecast of loan losses in the twelve months
following the balance sheet date as well as the forecasted losses, including economic concessions to borrowers, over
the estimated remaining life of loans modified as TDRs.

For loans that are not TDRs, we established a general allowance. The one- to four-family and home equity loan
portfolios represented 48% and 45%, respectively, of total loans receivable as of December 31, 2014. The one- to
four-family and home equity loan portfolios are separated into risk segments based on key risk factors, which include
but are not limited to loan type, delinquency history, documentation type, LTV/CLTYV ratio and borrowers’ credit
scores. Both current CLTV and FICO scores are among the factors utilized to categorize the risk associated with
mortgage loans and assign a probability assumption of future default. We utilize historical mortgage loan performance
data to develop the forecast of delinquency and default for these risk segments. The general allowance for loan losses
also included a qualitative component to account for a variety of factors that present additional uncertainty that may
not be fully considered in the quantitative loss model but are factors we believe may impact the level of credit losses.
We utilize a qualitative factor framework whereby, on a quarterly basis, management assesses the risk associated with
three main factors. These factors are: external factors, such as changes in the macro-economic, legal and regulatory
environment; internal factors, such as procedural changes and reliance on third parties; and portfolio specific factors,
such as the impact on borrowers' monthly payments from one- to four-family loans converting from interest only to
amortizing. The uncertainty related to these factors may expand over time, temporarily increasing the qualitative
component in advance of the more precise identification of these probable losses being captured within the general
allowance. The total qualitative component was $37 million and $62 million as of December 31, 2014 and 2013,
respectively.

During the year ended December 31, 2014, we enhanced our quantitative allowance methodology to identify higher
risk home equity lines of credit and extend the period of management’s forecasted loan losses captured within the
general allowance to include the total probable loss on a subset of these higher risk loans. These enhancements drove
the migration of estimated losses previously captured on these loans from the qualitative component to the
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quantitative component of the general allowance, and drove the majority of the provision for loan losses within the
home equity portfolio during the year ended December 31, 2014. During the year ended December 31, 2013, the
Company increased its default assumptions related to balloon loans and extended the period of management's
forecasted loan losses captured within the general allowance to include the total probable loss on higher risk balloon
loans. The overall impact of these refinements drove the substantial majority of provision for loan losses during the
year ended December 31, 2013.

The consumer and other loan portfolio is separated into risk segments by product and delinquency status. We utilize
historical performance data and historical recovery rates on collateral liquidation to forecast delinquency and loss at
the product
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level. The consumer and other loan portfolio represented 7% of total loans receivable as of December 31, 2014. The
qualitative component for the consumer and other loan portfolio was $1 million and $4 million as of December 31,
2014 and 2013, respectively.

For modified loans accounted for as TDRs that are valued using the discounted cash flow model, we established a
specific allowance. The specific allowance for TDRs factors in the historical default rate of an individual loan before
being modified as a TDR in the discounted cash flow analysis in order to determine that specific loan’s expected
impairment. Specifically, a loan that has a more severe delinquency history prior to modification will have a higher
future default rate in the discounted cash flow analysis than a loan that was not as severely delinquent. For both of the
one- to four-family and home equity loan portfolio segments, the pre-modification delinquency status, the borrower’s
current credit score and other credit bureau attributes, in addition to each loan’s individual default experience and
credit characteristics, are incorporated into the calculation of the specific allowance. A specific allowance is
established to the extent that the recorded investment exceeds the discounted cash flows of a TDR with a
corresponding charge to provision for loan losses. The specific allowance for these individually impaired loans
represents the forecasted losses over the estimated remaining life of the loan, including the economic concession to
the borrower.

Effects if Actual Results Differ

Historic volatility in the credit markets has substantially increased the complexity and uncertainty involved in
estimating the losses inherent in the loan portfolio. In the current market, it is difficult to estimate how potential
changes in the quantitative and qualitative factors, including the impact of home equity lines of credit converting from
interest only to amortizing loans or requiring borrowers to repay the loan in full at the end of the draw period, might
impact the allowance for loan losses. If our underlying assumptions and judgments prove to be inaccurate, the
allowance for loan losses could be insufficient to cover actual losses. We may be required under such circumstances to
further increase the provision for loan losses, which could have an adverse effect on the regulatory capital position and
results of operations in future periods.

During the normal course of conducting examinations, our banking regulators, the OCC and Federal Reserve,
continue to review our business and practices. This process is dynamic and ongoing and we cannot be certain that
additional changes or actions will not result from their continuing review.

Valuation of Goodwill and Other Intangible Assets

Description

Goodwill and other intangible assets are evaluated for impairment on an annual basis as of November 30 and in
interim periods when events or changes indicate the carrying value may not be recoverable, such as a significant
deterioration in the operating environment or a decision to sell or dispose of a reporting unit. Goodwill and other
intangible assets net of amortization were $1.8 billion and $0.2 billion, respectively, at December 31, 2014.
Judgments

Goodwill is allocated to reporting units, which are components of the business that are one level below operating
segments. Reporting units are evaluated for impairment individually during the annual assessment. Estimating the fair
value of reporting units and the assets, liabilities and intangible assets of a reporting unit is a subjective process that
involves the use of estimates and judgments, particularly related to cash flows, the appropriate discount rates and an
applicable control premium. Management judgment is required to assess whether the carrying value of the reporting
unit can be supported by the fair value of the individual reporting unit. There are various valuation methodologies,
such as the market approach or income approach, that may be used to estimate the fair value of reporting units. In
applying these methodologies, we utilize a number of factors, including actual operating results, future business plans,
economic projections, and market data. At December 31, 2014, all $1.8 billion of goodwill was allocated to the retail
brokerage reporting unit.

In conducting the annual goodwill impairment test for 2014, we elected to perform a qualitative analysis for the retail
brokerage reporting unit. We took into consideration all relevant events and circumstances related to the retail
brokerage business as well as the results of the most recent quantitative test performed in 2012, which indicated the
estimated fair value of the retail brokerage reporting unit as a percentage of book value was approximately 190%. In
conducting the quantitative goodwill impairment test for 2012, we determined the fair value of our reporting units
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using both a discounted cash flow analysis, a form of the income approach, and the publicly traded company method,
a form of the market approach, combined with a control premium. The discounted cash flow analysis required
management to make projections about future revenue and costs, discounting the cash flows to present value using a
risk-adjusted discount rate. The publicly traded company method consisted of identifying similar publicly traded
companies. As a result of the qualitative analysis, we concluded that it was not more likely than not that the fair value
of the retail brokerage reporting unit was less than its carrying amount, and therefore it
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was not necessary to perform a quantitative impairment test for 2014. Based on the steps performed, we concluded
that goodwill assigned to the retail brokerage reporting unit was not impaired as of December 31, 2014.

We also evaluate the remaining useful lives of intangible assets with finite lives each reporting period to determine
whether events and circumstances warrant a revision to the remaining period of amortization. Our intangible assets
have a weighted average remaining useful life of 11 years as of December 31, 2014. The Company currently does not
have any intangible assets with indefinite lives.

Effects if Actual Results Differ

If our estimates of fair value for the retail brokerage reporting unit change due to changes in our business or other
factors, we may determine that an impairment charge is necessary. Estimates of fair value are determined based on a
complex model using estimated future cash flows and company comparisons. If the actual cash flows are less than the
estimated future cash flows used in the annual assessment, then goodwill would have to be tested for impairment.
Intangible assets with finite lives are amortized over their estimated useful lives. If changes in the estimated
underlying revenue occur, impairment or a change in the remaining life may need to be recognized.

Estimates of Effective Tax Rates, Deferred Taxes and Valuation Allowance

Description

In preparing the consolidated financial statements, we calculate income tax expense (benefit) based on our
interpretation of the tax laws in the various jurisdictions where we conduct business. This requires us to estimate
current tax obligations and the realizability of uncertain tax positions and to assess temporary differences between the
financial statement carrying amounts and the tax bases of assets and liabilities. These differences result in deferred tax
assets and liabilities, the net amount of which we show as other assets or other liabilities on the consolidated balance
sheet. We must also assess the likelihood that deferred tax assets will be realized. To the extent we believe that
realization is not more likely than not, we establish a valuation allowance. When we establish a valuation allowance or
increase this allowance, we generally record a corresponding increase to income tax expense in the consolidated
statement of income (loss) in the period of the change. Conversely, to the extent circumstances indicate that
realization is more likely than not, the valuation allowance is reversed to the amount realizable, which reduces income
tax expense. At December 31, 2014 we had net deferred tax assets of $951 million, net of a valuation allowance (on
state and foreign country deferred tax assets and charitable contributions) of $91 million.

Judgments

Management must make significant judgments to determine income tax expense (benefit), deferred tax assets and
liabilities and any valuation allowance to be recorded against deferred tax assets. Changes in our estimates occur
periodically due to changes in tax rates, changes in business operations, implementation of tax planning strategies, the
expiration of relevant statutes of limitations, resolution with taxing authorities of uncertain tax positions and newly
enacted statutory, judicial and regulatory guidance.

The most significant tax related judgment made by management was the determination of whether to provide for a
valuation allowance against deferred tax assets. We are required to establish a valuation allowance for deferred tax
assets and record a corresponding increase to income tax expense if it is determined, based on evaluation of available
evidence at the time the determination is made, that it is more likely than not that some or all of the deferred tax assets
will not be realized. If we were to conclude that a valuation allowance was required, the resulting loss could have a
material adverse effect on our financial condition and results of operations. As of December 31, 2014, we did not
establish a valuation allowance against our federal deferred tax assets as we believe that it is more likely than not that
all of these assets will be realized. Approximately 40% of our existing federal deferred tax assets are not related to net
operating losses and therefore, have no expiration date. We expect to utilize the majority of the existing federal
deferred tax assets within the next four years.

Our evaluation of the need for a valuation allowance focused on identifying significant, objective evidence that we
will be able to realize the deferred tax assets in the future. We determined that our expectations regarding future
earnings are objectively verifiable due to various factors. One factor is the consistent profitability of the core business,
the trading and investing segment, which has generated substantial income for each of the last 11 years, including
through uncertain economic and regulatory environments. The core business is driven by brokerage customer activity
and includes trading, brokerage related cash, margin lending, retirement and investing, and other brokerage related
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activities. These activities drive variable expenses that correlate to the volume of customer activity, which has resulted
in stable, ongoing profitability.

Another factor is the mitigation of losses in the balance sheet management segment, which generated a large net
operating loss in 2007 caused by the crisis in the residential real estate and credit markets. Much of this loss came

from the sale
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of the asset-backed securities portfolio and credit losses from the mortgage loan portfolio. We no longer hold any of
those asset-backed securities and shut down mortgage loan acquisition activities in 2007. In effect, the key business
activities that led to the generation of the deferred tax assets were shut down over seven years ago. In addition, we
have realized the benefits of various credit loss mitigation activities and improving economic conditions, including
home price improvement related to our loan portfolio. As a result, the losses have continued to decline significantly
and the balance sheet management segment has been profitable since 2012.

We maintain a valuation allowance for certain of our state deferred tax assets as we have concluded that it is more
likely than not that they will not be realized. At December 31, 2014, we had total state deferred tax assets of
approximately $143 million related to our state net operating loss carryforwards and temporary differences with a
valuation allowance of $48 million against such deferred tax assets.

Effects if Actual Results Differ

Changes in income tax expense (benefit) due to actual effective tax rates differing from our estimates affect accrued
taxes and could be material to our results of operations for any particular reporting period. In evaluating the need for a
valuation allowance, we estimated future taxable income based on management-approved forecasts. This process
required significant judgment by management about matters that are by nature uncertain. If future events differ
significantly from our current forecasts, a valuation allowance may need to be established or increased, which could
have a material adverse effect on our financial condition and results of operations.

Classification and Valuation of Certain Investments

Description

The classification of an investment determines its accounting treatment. We classify our investments in debt securities
as trading, available-for-sale or held-to-maturity and our investments in equity securities as trading or
available-for-sale. Securities classified as available-for-sale are carried at fair value with unrealized gains and losses
recognized in accumulated other comprehensive income (loss), net of tax. Held-to-maturity debt securities are carried
at amortized cost based on our intent and ability to hold these securities to maturity. Declines in fair values of
available-for-sale and held-to-maturity securities that we believe to be other-than-temporary are included in the
consolidated statement of income (loss) in the OTTI line item. As of December 31, 2014, the available-for-sale and
held-to-maturity securities portfolios consisted of debt and equity securities, the majority of which were agency
residential mortgage-backed securities.

Available-for-sale and held-to-maturity securities that have unrealized or unrecognized losses (impaired securities) are
evaluated for OTTI at each balance sheet date. We consider OTTI for an available-for-sale or held-to-maturity debt
security to have occurred if one of the following conditions are met: we intend to sell the impaired debt security as of
the balance sheet date; it is more likely than not that we will be required to sell the impaired debt security before
recovery of the security’s amortized cost basis; or we do not expect to recover the entire amortized cost basis of the
security. If we intend to sell an impaired debt security or if it is more likely than not that we will be required to sell the
impaired debt security before recovery of the security’s amortized cost basis, we will recognize OTTI in earnings equal
to the entire difference between the security’s amortized cost basis and the security’s fair value. For impaired debt
securities that we do not intend to sell and it is not more likely than not that we will be required to sell before recovery
of the security’s amortized cost basis, if we do not expect to recover the entire amortized cost basis of the securities, we
will separate OTTI into two components: 1) the amount related to credit loss, recognized in earnings; and 2) the
noncredit portion of OTTI, recognized through other comprehensive income (loss). We consider OTTI for an
available-for-sale equity security to have occurred if the decline in the security’s fair value below its cost basis is
deemed other than temporary based on evaluation of both qualitative and quantitative valuation measures. If we
determine the impairment of an available-for-sale equity security is other-than-temporary, we will recognize OTTI in
earnings equal to the entire difference between the security’s amortized cost basis and the security’s fair value. If we
intend to sell an impaired equity security and do not expect to recover the entire cost basis of the security prior to the
sale, we will recognize OTTI in earnings in the period the decision to sell is made.

For the year ended December 31, 2014, we recognized no impairment in our debt and equity securities portfolios.
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Our evaluation of whether we intend to sell an impaired debt security considers whether management has decided to
sell the security as of the balance sheet date. Our evaluation of whether it is more likely than not that we will be
required to sell an impaired debt security before recovery of the security’s amortized cost basis considers the likelihood
of sales that involve legal, regulatory or operational requirements. For impaired debt securities that we do not intend

to sell and it is not more likely than not that w