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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

X QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the Quarterly Period Ended September 30, 2008

or

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

Commission File Number 1-11921

E*TRADE Financial Corporation

(Exact Name of Registrant as Specified in its Charter)
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Delaware 94-2844166
(State or Other Jurisdiction (LR.S. Employer
of Incorporation or Organization) Identification Number)

135 East 57% Street, New York, New York 10022
(Address of Principal Executive Offices and Zip Code)
(646) 521-4300

(Registrant s Telephone Number, including Area Code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports) and (2) has been subject
to such filing requirements for the past 90 days. Yes x No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or a smaller reporting
company. See definitions of large accelerated filer,  accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act.

Large accelerated filer x Accelerated filer ~
Non-accelerated filer * (Do not check if a smaller reporting company) Smaller reporting company ~
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes © No x

Indicate the number of shares outstanding of each of the issuer s classes of common stock, as of the latest practicable date:

As of October 31, 2008, there were 537,750,272 shares of common stock outstanding.
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Unless otherwise indicated, references to the Company, We, Us, Our and E*TRADE mean E*TRADE Financial Corporation
or its subsidiaries.

E*TRADE, E¥*TRADE Financial, E¥TRADE Bank, ClearStation, Equity Edge, Equity Resource, OptionsLink and the Converging Arrows logo
are registered trademarks of E¥TRADE Financial Corporation in the United States and in other countries.
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ITEM 1. CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

This information is set forth immediately following Item 3, Quantitative and Qualitative Disclosures about Market Risk.

ITEM 2. 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.

FORWARD-LOOKING STATEMENTS

This report contains forward-looking statements involving risks and uncertainties. These statements relate to our future plans, objectives,

expectations and intentions. These statements may be identified by the use of words such as expect, may, anticipate, intend, plan and similar
expressions. Our actual results could differ materially from those discussed in these forward-looking statements, and we caution that we do not

undertake to update these statements. Factors that could contribute to our actual results differing from any forward-looking statements include

those discussed under Risk Factors, = Management s Discussion and Analysis of Financial Condition and Results of Operations and elsewhere in

this report. The cautionary statements made in this report should be read as being applicable to all forward-looking statements wherever they

appear in this report. Important factors that may cause actual results to differ materially from any forward-looking statements are set forth in our

2007 Form 10-K filed with the Securities and Exchange Commission ( SEC ) under the heading Risk Factors.

We further caution that there may be risks associated with owning our securities other than those discussed in such filings.
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 2, Management s Discussion and Analysis of Financial Condition and Results of Operations.

OVERVIEW
Strategy

Our strategy centers on growing our retail customer base and mitigating the risks associated with our balance sheet. We plan to grow our retail
customer base by appealing to retail investors, specifically those who are customers of large established financial institutions, by providing them
with innovative, easy, low-cost financial products and services. Our financial products and services were developed with a focus on providing
brokerage and related asset-gathering services to retail investors, and include investor focused banking services, particularly sweep deposits and
savings products.

Our plan to mitigate the risks associated with our balance sheet contains three core goals: reduce credit risk in our loan portfolio, reduce our
level of corporate debt and reduce operating expenses. We believe that the successful completion of this plan will significantly improve our
financial strength.

We are also focused on simplifying and streamlining the business by exiting and/or restructuring certain non-core operations. We believe these
changes will better align our business with the retail investor.

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;

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

market demand and liquidity in the wholesale borrowings market, including securities sold under agreements to repurchase.
In addition to the items noted above, our success in the future will depend upon, among other things:

continuing our success in the acquisition, growth and retention of customers;

deepening customer acceptance of our products and services;

our ability to assess and manage credit risk;

our ability to assess and manage interest rate risk; and

disciplined expense control and improved operational efficiency.
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. These metrics have been represented to exclude activity from discontinued operations:

As of or For the As of or For the
Three Months Ended Nine Months Ended
September 30, Variance September 30, Variance
2008 2007 2008 vs. 2007 2008 2007 2008 vs. 2007

Customer Activity Metrics®V :
Retail customer assets (dollars in
billions) $ 142.2 $ 213.1 B3)% $ 142.2 $ 213.1 (33)%
Net new customer assets (dollars in
billions)® $ 0.8 $ 1.1 N.M. $ 2.0 $ 5.0 N.M.
Customer cash and deposits (dollars
in billions) $ 33.4 $ 38.6 13)% $ 33.4 $ 38.6 13)%
Total daily average revenue trades 183,691 185,411 (D)% 178,814 169,110 6%
Average commission per trade $ 11.10 $ 11.71 5% $ 11.07 $ 11.90 (1%
End of period total accounts 4,436,225 4,274,701 4% 4,436,225 4,274,701 4%
Company Financial MetricsV:
Corporate cash (dollars in millions) $ 665.6 $ 155.9 327% $ 665.6 $ 155.9 327%
E*TRADE Bank excess risk-based
capital (dollars in millions) $ 523.9 $ 192.6 172% $ 523.9 $ 192.6 172%
Allowance for loan losses (dollars in
millions) $ 874.2 $ 209.0 318% $ 874.2 $ 209.0 318%

109.45% 76.24% 33.21% 109.45% 76.24% 33.21%
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Allowance for loan losses as a % of
nonperforming loans
Nonperforming loans receivable as a

% of gross loans receivable 3.02% 0.84% 2.18% 3.02% 0.84% 2.18%
Enterprise net interest spread (basis

points) 263 265 D% 261 270 3)%
Enterprise interest-earning assets

(average in billions) $ 46.6 $ 59.0 2h% $ 47.7 $ 56.0 (15)%

(1) Metrics have been represented to exclude activity from discontinued operations. All discussions, unless otherwise noted, are based on metrics from continuing
operations.
(@ For the nine months ended September 30, 2008, net new customer assets were $2.9 billion excluding the sale of Retirement Advisors of America ( RAA ).

Table of Contents 8



Edgar Filing: E TRADE FINANCIAL CORP - Form 10-Q

Table of Conten

Customer Activity Metrics

Changes in retail customer assets are an indicator of the value of our relationship with the customer. An increase in retail 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, which have declined substantially in recent
periods.

Net new customer assets are total inflows to all new and existing customer accounts less total outflows from all closed and existing
customer accounts and are a general indicator of the use of our products and services by existing and new customers.

Customer cash and deposits are an indicator of a deepening engagement with our customers and are a key driver of net operating
interest income.

Daily average revenue trades ( DARTSs ) are the predominant driver of commission revenue from our retail customers.

Average commission per trade is an indicator of changes in our customer mix, product mix and/or product pricing. As a result, this
metric is impacted by both the mix between our retail domestic and international businesses and the mix between active traders, mass
affluent and main street customers.

End of period total accounts is an indicator of the Company s ability to attract and retain customers.
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.

E*TRADE Bank excess risk-based capital is the excess capital that EXTRADE Bank has compared to the regulatory minimum
well-capitalized threshold and is an indicator of E¥XTRADE Bank s ability to absorb future loan losses.

Allowance for loan losses is an estimate of the losses inherent in our loan portfolio as of the balance sheet date.

Allowance for loan losses as a percentage of nonperforming loans is a general indicator of the adequacy of our allowance for loan
losses. Changes in this ratio are also driven by changes in the mix of our loan portfolio.

Nonperforming loans receivable as a percentage of gross loans receivable is an indicator of the performance of our total loan portfolio.

Enterprise net interest spread is a broad indicator of our ability to generate net operating interest income.
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Enterprise interest-earning assets, in conjunction with our enterprise net interest spread, are indicators of our ability to generate net
operating interest income.
Significant Events in the Third Quarter of 2008

Sale of Canadian Brokerage Business

We completed the sale of our Canadian brokerage business to Scotiabank. The sale resulted in proceeds of approximately $515 million,
including $54 million in repatriation of capital prior to the close. The sale resulted in a pre-tax gain of $427.9 million.

Sale of IL&F'S Investsmart Limited ( Investsmart ) to HSBC Holdings

Our wholly-owned subsidiary, E¥TRADE Mauritius Limited ( E*TRADE Mauritius ), completed the sale of its equity shares in Investsmart to
HSBC Holdings ( HSBC ). During the third quarter, we received proceeds of approximately $145 million and recorded a pre-tax gain of $22.3
million.
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Strengthening Our Core Asset the Retail Customer

One of our key strategic objectives for 2008 was to strengthen our retail customer base and ensure the credit issues in our balance sheet did not
negatively impact our customer base. We believe we have made significant progress in this area throughout 2008. Highlights of our progress
during the third quarter of 2008 are as follows:

Opened 215,000 gross new accounts and produced 41,000 net new accounts;

Net new customer asset flows of $800 million;

Customer cash and deposit balances remained stable at $33.4 billion; and

Total DARTS of 184,000, up 7% from the second quarter of 2008.
Capital Plan Highlights

E*TRADE Bank excess risk-based capital (excess to the regulatory minimum well-capitalized threshold) of $523.9 million, including
$250 million of capital down streamed from the parent company, E¥*TRADE Financial Corporation;

Corporate cash of $665.6 million ($915.6 million prior to the down stream of $250 million to E¥TRADE Bank); and

Completed two key non-core asset sales (the Canadian brokerage business and our equity shares in Investsmart) resulting in net
proceeds of approximately $660 million.
Summary Financial Results

Income Statement Highlights for the Three and Nine Months Ended September 30, 2008 (dollars in millions, except per share amounts)

Three Months Ended Nine Months Ended
September 30, Variance September 30, Variance

2008 2007 2008 vs. 2007 2008 2007 2008 vs. 2007
Total net revenue $ 377.7 $ 482.1 22)%  $1,439.2 $1,793.2 (20)%
Net operating interest income $ 3248 $ 4114 2% $ 993.9 $1,204.7 (17)%
Provision for loan losses $ 517.8 $ 186.5 178% $1,070.8 $ 237.8 350%
Commission revenue $ 1295 $ 180.6 28)% $ 374.0 $ 495.1 24)%
Fees and service charges revenue $ 49.6 $ 578 (14)% $ 1555 $ 1713 (9%
Operating margin $ (436.0) $ (59.9) 628% $ (600.4) $ 4713 *
Net income (loss) from continuing operations $ (320.8) $ (58.8) 445% $ (533.2) $ 2694 3
Net income (loss) $ (50.5) $ (58.4) 14)% $ (236.2) $ 270.1 *
Diluted net earnings (loss) per share from
continuing operations $ (0.60) $ (0.14) 329% $ (1.07) $ 0.62 i
Diluted net earnings (loss) per share $ (0.09) $ (0.14) (36)% $ (0.43) $  0.62 *
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*  Percentage not meaningful

The continued deterioration in the residential real estate and credit markets, as well as the nearly unprecedented turmoil in the global financial
markets, had a significant impact on our financial performance in the third quarter of 2008. The losses in our institutional segment caused by this
deterioration more than offset the strong underlying performance of our retail segment, resulting in a net loss from continuing operations of
$320.8 million for the three months ended September 30, 2008. Our retail customer base showed positive growth trends during the three months
ended September 30, 2008, including the addition of approximately 41,000 net new accounts and net inflows of customer assets of
approximately $800 million. We believe these are indications that our retail segment has not only stabilized, but has returned to modest growth.
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Total net revenue for the three and nine months ended September 30, 2008 decreased 22% and 20% compared to the same periods in 2007 due
primarily to a decrease in our net operating interest income. Provision for loan losses was $517.8 million for the three months ended
September 30, 2008, an increase of $331.3 million when compared to the same period in 2007.

During the third quarter, we completed the sale of our Canadian brokerage business, which resulted in a pre-tax gain of $427.9 million. The gain
on sale, along with the results of our Canadian brokerage s operations, are reported in the discontinued operations, net of tax line item on the
consolidated statement of income (loss).

Balance Sheet Highlights (dollars in billions)

September 30, December 31, Variance
2008 2007 2008 vs. 2007

Total assets $ 49.7 $ 56.8 13)%
Total enterprise interest-earning assets $ 44.6 $ 52.3 15)%
Loans, net and margin receivables as a percentage of enterprise
interest-earning assets 72% 71% 1%
Retail deposits and customer payables as a percentage of enterprise
interest-bearing liabilities 70% 61% 9%

The decrease in total assets was attributable primarily to a decrease of $4.6 billion in loans, net, a decrease of $1.6 billion in available-for-sale
mortgage-backed and investment securities and a decrease of $1.6 billion in margin receivables. For the foreseeable future, we plan to allow our
home equity loans to pay down resulting in an overall decline in the balance of the loan portfolio. During this period, we plan to maintain excess
regulatory capital at E¥XTRADE Bank as we focus on mitigating the credit risk inherent in our loan portfolios. During the nine months ended
September 30, 2008, we increased our excess risk-based capital at EXTRADE Bank by 20% to $523.9 million compared to December 31, 2007.

In connection with this strategy and the Citadel Investment, we have updated our secondary market purchase policies to prohibit the acquisition

of asset-backed securities, collateralized debt obligations ( CDO ) and certain other instruments with a high level of credit risk through January 1,
2010.

EARNINGS OVERVIEW

We had a net loss from continuing operations of $320.8 million and $533.2 million for the three and nine months ended September 30, 2008.

The losses for the three and nine months ended September 30, 2008 were due principally to increases in our provision for loan losses of $331.3
million to $517.8 million and $833.0 million to $1.1 billion, respectively. In addition, we incurred losses of $153.8 million, net of hedges, on our
preferred stock in Federal National Mortgage Association ( Fannie Mae ) and Federal Home Loan Mortgage Corporation ( Freddie Mac ) during
the three months ended September 30, 2008. The losses in our institutional segment, which included both of these items, more than offset our

retail segment income, which was $171.0 million and $464.5 million for the three and nine months ended September 30, 2008, respectively.

In the second quarter of 2008, we made the decision to sell our Canadian brokerage business and we decided to close our retail mortgage lending

business. As a result, the financial results for both the Canadian brokerage business and the mortgage lending business have been reported in

discontinued operations for all periods presented. Additionally, we re-defined Total net revenue by removing Provision for loan losses and

separately stating it as its own line item and reclassified SFAS No. 133, as amended hedge ineffectiveness from Other operating expense to the
Loss on loans and securities, net line item.

We report corporate interest income and corporate interest expense separately from operating interest income and operating interest expense. We
believe reporting these two items separately provides a clearer picture
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of the financial performance of our operations than would a presentation that combined these two items. Our operating interest income and
operating interest expense is generated from the operations of the Company and is a broad indicator of the performance in our banking and
balance sheet management businesses. Our corporate debt, which is the primary source of our corporate interest expense, has been issued
primarily in connection with the Citadel Investment and past acquisitions, such as Harrisdirect and BrownCo.

Similarly, we report gain (loss) on sales of investments, net separately from loss on loans and securities, net. We believe reporting these two
items separately provides a clearer picture of the financial performance of our operations than would a presentation that combined these two
items. Loss on loans and securities, net is the result of activities in our operations, namely our balance sheet management business, including
impairment on our available-for sale mortgage-backed and investment securities portfolio. Gain (loss) on sales of investments, net relates to
historical equity investments of the Company at the corporate level and are not related to the ongoing business of our operating subsidiaries.

The following sections describe in detail the changes in key operating factors and other changes and events that have affected our consolidated
net revenue, operating expense, other income (expense) and income tax expense (benefit).

Revenue

The components of net revenue and the resulting variances are as follows (dollars in thousands):

Three Months Ended Variance Nine Months Ended Variance
September 30, 2008 vs. 2007 September 30, 2008 vs. 2007
2008 2007 Amount % 2008 2007 Amount %0

Revenue:

Operating interest income $ 604,071 $ 938,979 $(334,908) (36)% $1,929,736 $ 2,654,364 $(724,628) (27)%
Operating interest expense (279,297) (527,537) 248,240  (47)% (935,827) (1,449,694) 513,867 (35)%
Net operating interest income 324,774 411,442 (86,668) (21)% 993,909 1,204,670 (210,761) (17)%
Commission 129,513 180,622 (51,109) (28)% 374,003 495,108 (121,105) (4%
Fees and service charges 49,612 57,838 (8,226) (14)% 155,515 171,272 (15,757) (9%
Principal transactions 20,664 20,734 (70) 0% 59,546 77,743 (18,197) (23)%
Loss on loans and securities, net (159,799) (201,130) 41,331 21D)% (184,073) (188,896) 4,823 3)%
Other revenue 12,968 12,614 354 3% 40,263 33,262 7,001 21%
Total non-interest income 52,958 70,678 (17,720)  (25)% 445,254 588,489 (143,235) (249)%
Total net revenue $ 377,732 $ 482,120 $(104,3838) (22)% $1,439,163 $ 1,793,159 $(353,996) (20)%

Total net revenue declined by 22% to $377.7 million and 20% to $1.4 billion for the three and nine months ended September 30, 2008,
respectively, compared to the same periods in 2007. This decline was driven by a decrease in net operating interest income, which was due
principally to a decline in our enterprise interest-earning assets, as well as a decline in commission revenue, which was primarily due to the exit
of our institutional brokerage operations.
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Net operating interest income decreased 21% to $324.8 million and 17% to $993.9 million for the three and nine months ended September 30,
2008, respectively, compared to the same periods in 2007. Net operating interest income is earned primarily through holding credit balances,
which include margin, real estate and consumer loans, and by holding customer cash and deposits, which are a low cost source of funding. The

decrease in net operating interest income was due primarily to the planned decline in enterprise interest-earning assets, which occurred largely in
the first half of 2008.
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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 and has been prepared on the basis required by the SEC s Industry Guide 3, Statistical Disclosure by
Bank Holding Companies (dollars in thousands):

Three Months Ended September 30,

2008 2007
Operating  Average Operating Average
Average Interest Yield/ Average Interest Yield/
Balance Inc./Exp. Cost Balance Inc./Exp. Cost
Enterprise interest-earning assets:
Loans, net(D $26,928,190 $ 379,195 5.63% $32,445828 $ 528,193 6.51%
Margin receivables 6,420,090 72,291 4.48% 7,348,376 133,791 7.22%
Mortgage-backed and related available-for-sale securities 9,494,421 108,511 4.57% 12,811,113 169,603 5.30%
Available-for-sale investment securities 131,332 2,140 6.52% 4,667,136 77,187 6.62%
Trading securities 272,677 3,211 4.71% 118,195 3,052 10.33%
Cash and cash equivalents®) 2,630,478 17,850 2.70% 591,227 6,260 4.20%
Stock borrow and other 741,127 14,531 7.80% 1,042,589 19,849 7.55%
Total enterprise interest-earning assets®) 46,618,315 597,729 5.12% 59,024,464 937,935 6.35%
Non-operating interest-earning assets and other() 4,694,410 5,454,270
Total assets $51,312,725 $ 64,478,734
Enterprise interest-bearing liabilities:
Retail deposits $ 26,151,874 136,148 2.07%  $27,764,658 216,426 3.09%
Brokered certificates of deposit 883,289 10,984 4.95% 418,123 5,154 4.89%
Customer payables 4,368,391 7,444 0.68% 5,764,590 17,893 1.23%
Repurchase agreements and other borrowings 7,581,472 71,648 3.70% 12,582,907 165,925 5.16%
FHLB advances 4,166,643 50,062 4.70% 8,650,546 115,531 5.23%
Stock loan and other 1,055,662 2,848 1.07% 1,048,037 6,517 2.47%
Total enterprise interest-bearing liabilities 44,207,331 279,134 2.49% 56,228,861 527,446 3.70%
Non-operating interest-bearing liabilities and other(® 4,550,263 3,929,421
Total liabilities 48,757,594 60,158,282
Total shareholders equity 2,555,131 4,320,452
Total liabilities and shareholders equity $ 51,312,725 $ 64,478,734
Excess of enterprise interest-earning assets over enterprise
interest-bearing liabilities/Enterprise net interest income/Spread $ 2,410,984 $ 318,595 2.63% $ 2,795,603 $ 410,489 2.65%
Enterprise net interest margin (net yield on enterprise interest-earning
assets) 2.73% 2.78%
Ratio of enterprise interest-earning assets to enterprise interest-bearing
liabilities 105.45% 104.97%
Return on average:
Total assets (0.39)% (0.36)%
Total shareholders equity (7.90)% (5.41)%
Average equity to average total assets 4.98% 6.70%

Reconciliation from enterprise net interest income to net operating interest income (dollars in thousands):
Three Months Ended
September 30,
2008 2007
Enterprise net interest income(®) $ 318,595 $ 410,489
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Taxable equivalent interest adjustment (1,526) (8,523)
Customer cash held by third parties and other(?) 7,705 9,476
Net operating interest income $ 324774 $ 411,442

@
)
3)
)
)

©6)

()]

Nonaccrual loans are included in the respective average loan balances. Income on such nonaccrual loans is recognized on a cash basis.

Includes segregated cash balances.

Amount includes a taxable equivalent increase in operating interest income of $1.5 million and $8.5 million for the three months ended September 30, 2008
and 2007, respectively.

Non-operating interest-earning assets consist of property and equipment, net, goodwill, other intangibles, net, other assets that do not generate operating
interest income and assets from discontinued operations. Some of these assets generate corporate interest income.

Non-operating interest-bearing liabilities consist of corporate debt, accounts payable, accrued and other liabilities that do not generate operating interest
expense and liabilities from discontinued operations. Some of these liabilities generate corporate interest expense.

Enterprise net interest income is taxable equivalent basis net operating interest income excluding corporate interest income and corporate interest expense,
stock conduit interest income and expense and interest earned on customer cash held by third parties. Management believes this non-GAAP measure is useful
to analysts and investors as it is a measure of the net operating interest income generated by our operations.

Includes interest earned on average customer assets of $3.3 billion and $4.1 billion for the three months ended September 30, 2008 and 2007, respectively,
held by parties outside E*TRADE Financial, including third party money market funds and sweep deposit accounts at unaffiliated financial institutions.

10
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Nine Months Ended September 30,
2008 2007

Operating 4 yerage Operating Average

Average Interest Yield/ Average Interest Yield/
Balance Inc./Exp. Cost Balance Inc./Exp. Cost
Enterprise interest-earning assets:
Loans, net(D $ 28,354,314 $1,232,872 5.80% $ 30,541,679 $ 1,477,109 6.45%
Margin receivables 6,633,365 238,610 4.80% 6,901,064 377,427 7.31%
Mortgage-backed and related available-for-sale securities 9,141,068 317,170 4.63% 12,629,026 500,071 5.28%
Available-for-sale investment securities 144,550 7,123 6.57% 4,176,830 205,663 6.57%
Trading securities 457,320 23,070 6.73% 117,364 9,495 10.79%
Cash and cash equivalents®) 2,155,474 49,460 3.07% 715,474 25,817 4.82%
Stock borrow and other 814,133 46,698 7.66% 928,665 51,228 7.38%
Total enterprise interest-earning assets(®) 47,700,224 1,915,003 5.35% 56,010,102 2,646,810 6.30%
Non-operating interest-earning assets and other( 5,218,220 5,370,803
Total assets $52,918,444 $ 61,380,905
Enterprise interest-bearing liabilities:
Retail deposits $ 25,871,958 445210 2.30% $26,424,575 593,836 3.00%
Brokered certificates of deposit 1,081,185 40,337 4.98% 436,265 16,033 4.91%
Customer payables 4,422,244 25,303 0.76% 5,830,832 52,491 1.20%
Repurchase agreements and other borrowings 7,678,211 235,212 4.02% 12,761,556 500,293 5.17%
FHLB advances 4,920,804 172,473 4.61% 6,612,725 257,183 5.13%
Stock loan and other 1,291,261 16,742 1.73% 1,196,012 27,413 3.06%
Total enterprise interest-bearing liabilities 45,265,663 935,277 2.74% 53,261,965 1,447,249 3.60%
Non-operating interest-bearing liabilities and other(® 4,937,795 3,803,115
Total liabilities 50,203,458 57,065,080
Total shareholders equity 2,714,986 4,315,825
Total liabilities and shareholders equity $ 52,918,444 $ 61,380,905

Excess of enterprise interest-earning assets over enterprise

interest-bearing liabilities/Enterprise net interest income/Spread $ 2,434,561 $ 979,726 261% $ 2,748,137 $

Enterprise net interest margin (net yield on enterprise interest-earning assets) 2.74%
Ratio of enterprise interest-earning assets to enterprise interest-bearing
liabilities 105.38%

Return on average:

Total assets (0.60)%
Total shareholders equity (11.60)%
Average equity to average total assets 5.13%
Reconciliation from enterprise net interest income to net operating interest income (dollars in thousands):

Nine Months Ended
September 30,
2008 2007
Enterprise net interest income(©) $ 979,726 $ 1,199,561
Taxable equivalent interest adjustment (8,429) (23,330)
Customer cash held by third parties and other(") 22,612 28,439
Net operating interest income $ 993,909 $ 1,204,670
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Nonaccrual loans are included in the respective average loan balances. Income on such nonaccrual loans is recognized on a cash basis.

Includes segregated cash balances.

Amount includes a taxable equivalent increase in operating interest income of $8.4 million and $23.3 million for the nine months ended September 30, 2008
and 2007, respectively.

Non-operating interest-earning assets consist of property and equipment, net, goodwill, other intangibles, net, other assets that do not generate operating
interest income and assets from discontinued operations. Some of these assets generate corporate interest income.

Non-operating interest-bearing liabilities consist of corporate debt, accounts payable, accrued and other liabilities that do not generate operating interest
expense and liabilities from discontinued operations. Some of these liabilities generate corporate interest expense.

Enterprise net interest income is taxable equivalent basis net operating interest income excluding corporate interest income and corporate interest expense,
stock conduit interest income and expense and interest earned on customer cash held by third parties. Management believes this non-GAAP measure is useful
to analysts and investors as it is a measure of the net operating interest income generated by our operations.

Includes interest earned on average customer assets of $3.3 billion and $4.0 billion for the nine months ended September 30, 2008 and 2007, respectively,
held by parties outside E¥TRADE Financial, including third party money market funds and sweep deposit accounts at unaffiliated financial institutions. Other
consists of net operating interest earned on average stock conduit assets of $1.6 million for the nine months ended September 30, 2007. There were not any
stock conduit assets at September 30, 2008.
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Average enterprise interest-earning assets decreased 21% to $46.6 billion and 15% to $47.7 billion for the three and nine months ended
September 30, 2008, respectively, compared to the same periods in 2007, primarily the result of a decrease in our available-for-sale portfolio and
loans, net. Average available-for-sale mortgage-backed and investment securities decreased 45% to $9.6 billion and 45% to $9.3 billion for the
three and nine months ended September 30, 2008, respectively, compared to the same periods in 2007. This decrease was primarily due to the
sale of certain mortgage-backed securities in the first quarter of 2008 and the sale of our asset-backed securities portfolio towards the end of the
fourth quarter of 2007. Average loans, net decreased 17% to $26.9 billion and 7% to $28.4 billion for the three and nine months ended
September 30, 2008, respectively, compared to the same periods in 2007. Average loans, net decreased as a result of our focus on growing real
estate loan products in the first and second quarters of 2007. Beginning in the second half of 2007, we altered our strategy and halted the focus
on growing the balance sheet. For the foreseeable future, we plan to allow our home equity loans to pay down resulting in an overall decline in
the balance of the loan portfolio.

Average enterprise interest-bearing liabilities decreased 21% to $44.2 billion and 15% to $45.3 billion for the three and nine months ended
September 30, 2008, respectively, compared to the same periods in 2007. The decrease in average enterprise interest-bearing liabilities was
primarily due to a decrease in repurchase agreements and other borrowings. Average repurchase agreements and other borrowings decreased
40% to $7.6 billion and 40% to $7.7 billion for the three and nine months ended September 30, 2008, respectively, compared to the same periods
in 2007.

Enterprise net interest spread decreased by 2 basis points to 2.63% for the three months ended September 30, 2008 compared to the same period
in 2007 and decreased by 9 basis points to 2.61% for the nine months ended September 30, 2008 compared to the same period in 2007.

Commission

Commission revenue decreased 28% to $129.5 million and 24% to $374.0 million for the three and nine months ended September 30, 2008,
respectively, compared to the same periods in 2007, which was driven primarily by a decrease of $44.8 million and $119.2 million in
institutional commission revenue as a result of the exit of our institutional brokerage operations. The primary factors that affect our retail
commission revenue are DARTS and average commission per trade, which is impacted by both trade types and the mix between our domestic
and international businesses. Each business has a different pricing structure, unique to its customer base and local market practices, and as a
result, a change in the relative number of executed trades in these businesses impacts average commission per trade. Each business also has
different trade types (e.g. equities, options, fixed income, exchange-traded funds, contract for difference and mutual funds) that can have
different commission rates. As a result, changes in the mix of trade types within either of these businesses may impact average commission per
trade.

DART: decreased 1% to 183,691 and increased 6% to 178,814 for the three and nine months ended September 30, 2008, respectively, compared
to the same periods in 2007. Our U.S. DART volume remained relatively flat and increased 5% for the three and nine months ended

September 30, 2008, respectively, compared to the same periods in 2007. Our international DARTSs decreased by 6% and increased by 9% for
the three and nine months ended September 30, 2008, respectively, compared to the same periods in 2007. In addition, option-related DARTS
now represent 16% of U.S. trading volume.

Average commission per trade decreased 5% to $11.10 and 7% to $11.07 for the three and nine months ended September 30, 2008, respectively,
compared to the same periods in 2007. The decrease was primarily a function of the product and customer mix. The overall poor performance of
the equity markets in the first nine months of 2008 disproportionately impacted higher commission products, such as corporate services
transactions and mutual funds. Main Street Investors, who generally have a higher commission per trade, traded less during the period compared
to Active Traders and Mass Affluent customers, who generally have a lower commission per trade. Customer appreciation, win-back and other
promotional campaigns also contributed to the decrease in average commission per trade.
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Fees and service charges decreased 14% to $49.6 million and 9% to $155.5 million for the three and nine months ended September 30, 2008,
respectively, compared to the same periods in 2007. This decrease was primarily due to a decrease in order flow revenue, advisory management
fees and CDO management fees. The decrease in advisory management fees was primarily due to our sale of RAA.

Principal Transactions

Principal transactions remained flat at $20.7 million and decreased 23% to $59.5 million for the three and nine months ended September 30,
2008, respectively, compared to the same periods in 2007. The decrease in principal transactions for the nine months ended September 30, 2008,
resulted from lower institutional trading volumes. Our principal transactions revenue is influenced by overall trading volumes, the number of
stocks for which we act as a market maker, the trading volumes of those specific stocks and the performance of our proprietary trading activities.

Loss on Loans and Securities, Net

Loss on loans and securities, net was a loss of $159.8 million and $184.1 million for the three and nine months ended September 30, 2008,
respectively, as shown in the following table (dollars in thousands):

Three Months Ended Variance Nine Months Ended Variance
September 30, 2008 vs. 2007 September 30, 2008 vs. 2007
2008 2007 Amount % 2008 2007 Amount %0
Loss on sales of loans held-for-sale, net  $ $ (2408 $ 2408 (1000% $ (783) $ (12,123) $ 11,340 (9%
Gain on securities and other
investments 5,489 1,701 3,788 223% 17,966 10,074 7,892 78%
Loss on impairment (17,884) (159,752) 141,868 (89)% (61,639) (162,713) 101,074 (62)%
Loss on trading securities, net (147,777) (37,845) (109,932)  290% (142,508) (22,823) (119,685) 524%
Hedge ineffectiveness 373 (2,826) 3,199 < 2,891 (1,311) 4,202 &
Loss on securities, net (159,799) (198,722) 38,923 20)% (183,290) (176,773) (6,517) 4%
Loss on loans and securities, net $(159,799) $(201,130) $ 41,331 21)% $(184,073) $(188.896) $ 4,823 3)%

*  Percentage not meaningful

The total loss on loans and securities, net during the three and nine months ended September 30, 2008 was due principally to losses on our
preferred stock in Fannie Mae and Freddie Mac. During the third quarter, our preferred stock in Fannie Mae and Freddie Mac experienced
record price declines and volatility. Based upon our concerns about continuing market instability, all of our positions were liquidated during the
three months ended September 30, 2008, resulting in a pre-tax loss of $153.8 million, net of hedges, that was recognized in loss on trading
securities, net.

In addition, during the three and nine months ended September 30, 2008, we recognized $17.9 million and $61.6 million of impairment,
respectively, on certain securities in our collateralized mortgage obligations ( CMO ) portfolio. Further declines in the performance of our CMO
portfolio could result in additional impairments in future periods.
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Other revenue increased 3% to $13.0 million and 21% to $40.3 million for the three and nine months ended September 30, 2008, respectively,
compared to the same periods in 2007. The increase in other revenue was due to revenue from the cash surrender value of Bank-Owned Life
Insurance, which was entered into during the third quarter of 2007.

Provision for Loan Losses

Provision for loan losses increased $331.3 million to $517.8 million and $833.0 million to $1.1 billion for the three and nine months ended
September 30, 2008, respectively, compared to the same periods in 2007. The increase in the provision for loan losses was related primarily to
deterioration in the performance of our home equity loan portfolio, which began in the second half of 2007. During the nine months ended
September 30, 2008, we also observed deterioration in the performance of our one- to four-family loan portfolio. We believe the deterioration in
both of these portfolios was caused by several factors, including: home price depreciation in key markets; growing inventories of unsold homes;
rising foreclosure rates; substantial contraction in the availability of credit; and a general decline in economic growth. In addition, the combined
impact of home price depreciation and the reduction of available credit continued to make it difficult for borrowers to refinance existing loans.
While we do not expect the provision for loan losses to continue at levels in excess of the third quarter of 2008 in future periods, we do believe it
will continue at historically high levels.

Operating Expense

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

Three Months Ended Variance Nine Months Ended Variance
September 30, 2008 vs. 2007 September 30, 2008 vs. 2007
2008 2007 Amount % 2008 2007 Amount %

Compensation and benefits $ 83644 $ 110,092 $ (26,448) (24)% $ 302,854 $ 335476 $ (32,622) (10)%
Clearing and servicing 46,105 74,809 (28,704) (38)% 137,112 208,449 (71,337)  (34)%
Advertising and market development 30,381 25,190 5,191 21% 130,566 100,131 30,435 30%
Communications 23,029 25,254 (2,225) 9% 72,623 72,928 (305) 0%
Professional services 16,862 19,252 (2,390) (12)% 66,256 64,903 1,353 2%
Depreciation and amortization 20,569 21,618 (1,049) 5)% 62,607 60,045 2,562 4%
Occupancy and equipment 20,470 21,143 (673) 3)% 62,666 63,369 (703) %
Amortization of other intangibles 7,937 10,485 (2,548) (4% 27,982 30,940 (2,958) (10)%
Facility restructuring and other exit

activities 5,526 5,037 489 10% 28,525 3,115 25,410 816%
Other 41,367 42,599 (1,232) 3)% 77,575 144,709 (67,134) (46)%
Total operating expense $295,890  $355.479  $(59,589) (17)% $968,766  $1,084,065  $(115,299) (11)%

Operating expense declined 17% to $295.9 million and 11% to $968.8 million for the three and nine months ended September 30, 2008,
respectively, compared to the same periods in 2007.

Compensation and Benefits

Compensation and benefits decreased 24% to $83.6 million and 10% to $302.9 million for the three and nine months ended September 30, 2008,
respectively, compared to the same periods in 2007. This decrease resulted primarily from decreased salary expense due to a reduction in our
employee base and decreased variable compensation expense during the three and nine months ended September 30, 2008.
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Clearing and servicing expense decreased 38% to $46.1 million and 34% to $137.1 million for the three and nine months ended September 30,
2008, respectively, compared to the same periods in 2007. This decrease is related primarily to the exit of our institutional brokerage operations,
which resulted in lower clearing expenses.

Advertising and Market Development

Advertising and market development expense increased 21% to $30.4 million and 30% to $130.6 million for the three and nine months ended
September 30, 2008, respectively, compared to the same periods in 2007. This planned increase was aimed at restoring customer confidence as
well as expanded efforts to promote our products and services to retail investors.

Facility Restructuring and Other Exit Activities

Facility restructuring and other exit activities expense increased to $5.5 million and $28.5 million for the three and nine months ended
September 30, 2008, respectively. These costs were due primarily to the exit of certain facilities during the nine months ended September 30,
2008. Slightly offsetting the restructuring expense is the gain on the sale of RAA of $2.8 million which was recorded in the second quarter of
2008.

Other

Other expense decreased 3% to $41.4 million and 46% to $77.6 million for the three and nine months ended September 30, 2008, respectively,
compared to the same periods in 2007, which was primarily due to items that are not expected to recur in future periods. During the first quarter
of 2008, we sold our corporate aircraft related assets, which resulted in a $23.7 million gain on sale. During the second quarter of 2008, we
realized approximately $13 million of insurance recoveries of fraud losses incurred in prior periods as well as other recoveries to legal reserves.
The decrease is also due to $35.1 million in expense recorded for certain legal and regulatory matters for the comparable period in 2007.

Other Income (Expense)

Other income (expense) increased to an expense of $65.6 million and $233.2 million for the three and nine months ended September 30, 2008,
respectively, compared to the same periods in 2007, as shown in the following table (dollars in thousands):

Three Months Ended Variance Nine Months Ended Variance
September 30, 2008 vs. 2007 September 30, 2008 vs. 2007
2008 2007 Amount % 2008 2007 Amount %0
Other income (expense):
Corporate interest income $ 1387 $ 1,018 $ 369 36% $ 5619 $ 3724 $ 1,895 51%
Corporate interest expense (88,772) (37,365) (51,407) 138% (274,262) (113,022) (161,240) 143%
Gain (loss) on sales of investments, net (213) (18) (195) * 307 37,005 (36,698)  (99)%
Gain (loss) on early extinguishment of debt 37) 37 i 10,084 (6) 10,090 i
Equity in income (loss) of investments and
venture funds 21,965 (741) 22,706 * 25,070 6,514 18,556  285%
Total other income (expense) $(65,633) $(37,143) $(28,490) 77% $(233,182) $ (65,785) $(167,397) 254%
*  Percentage not meaningful
15
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Total other income (expense) for the three and nine months ended September 30, 2008 primarily consisted of corporate interest expense
resulting from our corporate debt, which includes the springing lien notes, senior notes and mandatory convertible notes, partially offset by
equity in income of investments and venture funds. Corporate interest expense increased 138% to $88.8 million and 143% to $274.3 million for
the three and nine months ended September 30, 2008, respectively, which was primarily due to the interest expense on the springing lien notes
that were issued in the fourth quarter of 2007 and first quarter of 2008. During the three months ended September 30, 2008, our wholly-owned
subsidiary, E*TRADE Mauritius, sold its equity shares in Investsmart for a gain on sale of $22.3 million, recorded in equity in income (loss) of
investments and venture funds.

The gain on early extinguishment of debt is primarily due to a gain of $21.5 million recognized on the exchange of our senior notes for shares of
our common stock for the nine months ended September 30, 2008. The gain of $21.5 million is offset by a loss of $10.8 million related to the
early extinguishment of FHLB advances and a loss of $0.6 million on the prepayment of debt related to the sale of the corporate aircraft.

Income Tax Expense (Benefit)

Income tax benefit from continuing operations was $180.8 million and $300.4 million during the three and nine months ended September 30,
2008, respectively, compared to an income tax benefit of $38.2 million and an income tax expense of $136.2 million, respectively, for the same
periods in 2007. The recording of a net tax benefit in the current period compared to a net tax expense for the same period in 2007 relates
primarily to $501.6 million and $833.6 million in loss before income taxes and discontinued operations for the three and nine months ended
September 30, 2008, respectively, compared to a loss of $97.0 million and income of $405.5 million, respectively, in income (loss) before
income taxes and discontinued operations for the comparable periods in 2007. Our effective tax rates were (36.0)% and (39.4)% for the three
months ended September 30, 2008 and 2007, respectively, and (36.0)% and 33.6% for the nine months ended September 30, 2008 and 2007,
respectively.

We expect our 2008 tax expense to be based on a pro-forma tax rate in the range of 37% to 38% before taking into account $5.5 million of
projected 2008 incremental tax expense, which is summarized in the following table (dollars in millions):

Projected
Incremental
Tax

Expense
Incremental tax benefits
Tax exempt income $ 10.2
Hong Kong tax settlement 4.3
FIN 48 settlements and reversals 12.1
Low income housing tax credits 2.4
Total tax benefits 29.0
Incremental tax expenses
Non-deductible officer s compensation 34
Sweden valuation allowance 7.3
Removal of foreign earnings from permanently reinvested (APB 23) 1.7
Tax rate differential of international operations 9.2
Non-deductible portion of interest expense on springing lien notes 12.9
Total tax expense 34.5
Projected incremental tax items $ 5.5

A proportionate amount of these incremental tax items were included in the $180.8 million and $300.4 million income tax benefit for the three
and nine months ended September 30, 2008, respectively.
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During the period ended September 30, 2008, we did not provide for a valuation allowance against our federal deferred tax assets, including
those related to our operating loss and credit carryforwards, since we continue to believe that it is not more likely than not that the net deferred
federal tax assets will not be recognized. The ability to recognize these deferred tax assets is generally based on our ability to generate future
taxable income and can be subject to other limitations in the event of a substantial change in ownership in the Company. Thus, while we
currently believe it is more likely than not the deferred tax assets will be recognized, such recognition cannot be assured, nor can there be any
assurance that our judgment regarding the need for a valuation allowance will not change at some point in the future. As of September 30, 2008,
our deferred tax assets related to our operating loss and credit carryforwards were $538.4 million.

Income from Discontinued Operations, Net of Tax

Our Canadian brokerage business, which has been sold, and our mortgage lending business, which we exited, are both reported in discontinued
operations. The following table outlines the components of discontinued operations (dollars of thousands):

Three Months Ended Variance Nine Months Ended Variance
September 30, 2008 vs. 2007 September 30, 2008 vs. 2007
2008 2007 Amount % 2008 2007 Amount %

Lending loss, net of tax $ (575) $(5,724) $ 5,149 (90)% $ (6,235) $(13,042) $ 6,807 (52)%
Canada income, net of tax 2,753 6,108 (3,355) (55)% 10,910 13,783 2,873) (1%
Canada gain on disposal , net of tax 268,136 268,136 * 268,136 268,136 *
Canada tax benefit of excess tax basis over

book basis * 24,121 24,121 *
Income from discontinued operations, net of

tax $270314 $ 384 $269,930 o $296,932 $ 741  $296,191 &

*  Percentage not meaningful

The benefit of excess tax basis over book basis is related to our Canadian brokerage business, which resulted from the difference between the tax
and financial reporting bases of the business. We recognized this difference in the second quarter of 2008 because a commitment to sell the
Canadian brokerage business was in place. The sale of the Canadian brokerage business was completed in the third quarter of 2008 for a gain of
$268.1 million, net of taxes.
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SEGMENT RESULTS REVIEW
Retail

The following table summarizes retail financial and key metrics for the three and nine months ended September 30, 2008 and 2007 (dollars in
thousands, except for key metrics):

Three Months Ended Variance Nine Months Ended Variance
September 30, 2008 vs. 2007 September 30, 2008 vs. 2007

2008 2007 Amount % 2008 2007 Amount %
Retail segment income:
Net operating interest income $ 216976 $ 252,372 $ (35,396) 1hH% $ 644,712 $ 719,712 $ (75,000) 10)%
Commission 129,459 135,721 (6,262) 5% 373,252 375,156 (1,904) %
Fees and service charges 50,420 56,380 (5,960) (11)% 154,211 159,701 (5,490) 3)%
Gain (loss) on loans and securities,
net (37) (98) 61 (62)% 1) 180 201) (112)%
Other revenue 9,318 9,810 (492) 5% 29,279 30,682 (1,403) 5)%
Net segment revenue 406,136 454,185 (48,049) (11)% 1,201,433 1,285,431 (83,998) %
Total segment expense 235,122 229,840 5,282 2% 736,944 684,672 52,272 8%
Total retail segment income $ 171,014 $ 224,345 $ (53,331) 2H% $ 464,489 $ 600,759 $(136,270) (23)%
Key Metrics™V:
Retail customer assets (dollars in
billions) $ 1422 §$ 213.1  $ (70.9) B3)% $ 1422  $ 213.1 $ (70.9) (33)%
Net new customer assets (dollars in
billions)® $ 08 $ 1.1 N.M. NM. $ 20 $ 5.0 N.M. NM.
Customer cash and deposits (dollars
in billions) $ 334 § 386 $ 5.2) 13)% $ 334 $ 386 $ 5.2) (13)%
DARTSs 183,691 185,411 (1,720) % 178,814 169,110 9,704 6%
Average commission per trade $ 11.10 $ 11.71 $ (0.61) 5% $ 11.07 $ 11.90 $ (0.83) (1%
End of period margin debt (dollars
in billions) $ 56 $ 74 $ (1.8) 2H% $ 56 $ 74 $ (1.8) 24)%
End of period total accounts 4,436,225 4,274,701 161,524 4% 4,436,225 4,274,701 161,524 4%

(1) Metrics have been represented to exclude activity from discontinued operations. All discussions, unless otherwise noted, are based on metrics from continuing
operations.
(@ For the nine months ended September 30, 2008, net new customer assets were $2.9 billion excluding the sale of RAA.

Our retail segment generates revenue from trading, investing and banking relationships with retail customers. These relationships essentially
drive five sources of revenue: net operating interest income; commission; fees and service charges;