A Demanding Marketplace
Keeps Online Brokerages
Fighting for the Lead

While brokerage Web site reliability ranks as the highest of any industry —
and while the majority of investors use the Internet to research and manage their investments —

online brokerages still face challenges in getting investors to actually trade online.

espite some dips and turns, the stock market continues on a record-setting upward path, and consumers continue to invest
in equities, whether “playing” for a quick profit or “parking” for long-term wealth building. Online brokerages, once the
upstarts in a business with deep roots, have become an increasingly popular conduit for this money as it heads into the
financial markets.
With access to competitive sites just a mouse click away, online brokerages are feeling pressure to meet ever-increasing customer
expectations and rigorous performance standards. Attracting and keeping customers requires not just the right suite of products and
services, but an efficient, intuitive online experience as well.
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INVESTORS READILY RESEARCH AND
MANAGE ONLINE, BUT TRADING LAGS
E-brokerages revolutionized the trading
industry with a new cost structure model for
transactions, information, and marketing.
This model has brought transaction activity
to an all-time high. (See Chart A) Today, the
majority of equity investors — fully two-thirds
— use the Internet to access their financial
accounts or gather financial news. But few
actually complete the process and execute an
online trade. In 2005, just 14 percent of these
investors executed online trades.!

Online brokerages face direct
competition from traditional brokerages and
other discounters, and indirect competition
from banks, life insurance companies, and
other investment avenues. Today most
online brokerages offer value-added services
such as online research, portfolio valuation,
investment recommendations, and enhanced
trading execution speed. Others, including
the established Wall Street firms, offer
investors the traditional option of visiting a
branch and meeting in person with a broker.

DEMOGRAPHICS OF THE

AMERICAN INVESTOR

The Investment Company Institute reports
that half of all U.S. households today own
equities either directly or through mutual
funds.? Most are saving for retirement, and
about 40 percent of independent retirement
assets are held in brokerage accounts. (See
Chart B) In 2005, the median household
assets invested in stocks were $65,000 —

a significant rise from $50,000 just three
years earlier.” While investors of all ages
own stock, two-thirds of stock investors are
in their peak earning years, ages 35 to 64.
(See Chart C)

Affluent investors are particularly
attractive to financial services firms. The
online activity of this demographic parallels
the increasing volume and interest in the
stock market overall.* Affluent investors,

(Market value of sales in millions)
2005 $33,219,676
2002 $22,657,944
1999 $22,813,331
1996 $8,123,748
1993 $4,179,743
1990 $2,153,676
Source: Securities and Exchange Commission: Select SEC and Market Data for Fiscal 2005, Table 12.
CHART B: IRA ASSETS HELD IN BROKERAGES
2005 $1,393 billion

2002

1999

1996

1993

$351 billion

1990 $192 billion

$529 billion

$949 billion

$942 billion

Source: 2006 Investment Company Institute Fact Book.

Nearly $4 of every $10 in an individual retirement account (IRA) is held in a brokerage account.
That figure doesn’t include the mutual fund assets held with brokers.

who use their investment providers’ Web
sites at least several times a year, want to
see account information, equity research
tools, stock and mutual fund screeners,
asset allocation tools, and online trading
functionality.” A study by Forrester
Research shows that nearly two-thirds of
affluent investors are interested in online
money management, and they use both
direct and full-service brokerages. This fact

underscores the competition in the industry
and the need for full-service brokerage
firms to provide high-quality online services
to maintain their client base.®

RELIABILITY AND PERFORMANCE
SHAPE CUSTOMER EXPERIENCE

Money issues are emotionally charged, and
equity markets are notoriously volatile.
Customers want stability, security, and a high
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One of the most frequent complaints — expressed by 27 percent
of the prospective customers — focused on the communication
of fees and commissions on the sites.

BEST PRACTICES FOR ONLINE
BROKERAGE SITES

e Detailed facts up front

e Accounts highlighted on main page

¢ Differences between accounts explained
e Extensive account information

e Customizable tools

level of service from their financial services
providers. Online brokerages face the added
challenges of Web site performance and
service reliability in handling their customers’
critical financial resources.

Customers do not remember the ten
times an application worked perfectly, but
they never forget the one time it failed. Online
brokerages are challenged to constantly
monitor customer experience to ensure
performance standards are met. A site’s ability
to service its customers without errors or
outages is reflected in its reliability ranking.
The brokerage industry boasts an average
Web site reliability rating of 99.5 percent, a
figure higher than any other industry and
slightly above the 99.0 percent threshold level
for site reliability in the competitive financial
services sector.

User research indicates that reliability
and site speed are key considerations for
prospective online investors. In fact, the
speed and reliability of trade execution on a
brokerage Web site is almost as important to
prospective customers as the commissions
and fees charged for trades, according to a

2005 customer experience study conducted

with 14 major online brokerage Web sites
by Keynote Competitive Research, the
industry analysis group of Keynote Systems.
In the study, 83 percent of prospective online
investors reported commissions and fees as
an important consideration, and 82 percent
reported speed and reliability of trade
execution as an important consideration.

In comparison, the selection of available
products and services was a consideration
for 60 percent, with investment advice and
planning tools a consideration for

56 percent.

BROKERAGES SCORE WELL IN PAGE
DOWNLOAD SPEED

In general, brokerage site performance levels
continue to far exceed site performance in
other industries. Responsiveness — the ability
to provide consistent and highly responsive
page loads — is critical in a business where
investors expect real-time market quotes and
the ability to place and execute trades before
prices change.

On brokerage sites, pages rarely take
more than 1.5 seconds to load, a time consid-
ered first-rate by other online industries —
and it’s improving all the time. A 2006
Keynote study of online brokerage sites found
average page download times over broadband
connections improved 6 percentage points
from a year earlier.

However, designers need to carefully
consider page weight and graphics load to
maintain acceptable dial-up response rates,
which in turn will virtually guarantee superior
broadband performance. Because, as much
as business professionals would like to believe
we live in a broadband world, the reality is
that more than half of consumers still access

the Internet over 56 kbps dial-up connections,
according to a recent Internet survey.”

A WIDE VARIATION IN SATISFACTION
AMONG PROSPECTIVE CUSTOMERS
While online brokerages as a whole are setting
high standards, not all sites are leaping over
the high hurdles set by the leaders of the pack.
As many as one in seven prospective online
brokerage customers expressed dissatisfaction
with their online experience, according to a
recent study of 1,500 panelists who viewed 10
Web sites in May 2006.

One of the most frequent complaints —
expressed by 27 percent of the prospective
customers — focused on the communication
of fees and commissions on the sites. Panelists
reported frustration over the lack of clear,
easy-to-understand information about these
costs. Brokerage sites that display fee

CHART C: INVESTORS OF ALL
AGES OWN STOCKS

(Percentage of equity investors in each age group)

[ Age 35-49
B Age 50-65 [] Age 65<

] Age 35>

Source: Boston Research Group: Equity Ownership in

America, 2005.

In 2005, median household stock investment
was $65,000, and fully two-thirds of those
investors were in their prime earning years, age
35 to 64.
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TOP IMPACT DRIVERS

Relationship to
Brand Impact

CHART D: BUSINESS IMPACT DRIVERS

BRAND IMPACT

B N W NN -=THE HIGHEST PARTIAL CORRELATION OF DRIVER TO INDEX

ACQUISITION IMPACT ONLINE ADOPTION

Relationship to
Online Adoption

Relationship to
Acquisition Impact

Source: “Customer Experience Rankings Study for Brokerage Prospects,” June 2006, Keynote Competitive Research.

Overall product offering and online features — including research and account tools — are the

biggest drivers of brokerage Web site success.

information clearly and prominently earn
prospects’ confidence in the brand.

About 30 percent of customers in the
study cited online trading demos as another
problem area for several sites. The online
trading demo is important because it can help
investors new to the site set up an account and
start trading. Users expressed dissatisfaction
with demos that are unclear or hard to locate,

which in turn can undermine brand credibility.

SATISFACTION WITH PRODUCTS AND
ONLINE FEATURES DRIVE BUSINESS
Survey research indicates the drivers with
the greatest impact on conversion and
brand affinity are satisfaction with product
offerings and online features. Prospective
customers rated each site’s product offerings
based on satisfaction with its investment
accounts and choices, competitive pricing,
and whether it represents a good value.
Panelists gave kudos to multiple investment
options, low- or flat-rate trading commissions,
investment research/screening tools, and
advice/planning tools.

Prospects rated online features
including investment research and

screening/selection tools, investment advice
and planning tools, online trading, and
account information. Features that scored
well included comprehensive online tours,
a FAQs page, account views/information,

a visually well-organized and uncluttered
layout, and third-party endorsements such
as the J.D. Power Award. The effect of these
drivers was measured for their relationship
to the impact on brand, acquisition, and

online adoption. (See Chart D)

FIDELITY, SCOTTRADE, SCHWAB
SITES LEAD IN OVERALL CUSTOMER
EXPERIENCE

High marks in product and customer service
areas helped keep the site of mutual fund
titan Fidelity Investments in first place

for overall customer satisfaction. Panelists
ranked the site first in product satisfaction,
visual design, and ease of opening an
account. Specific customer comments tell the
story: “Most of my questions about account
fees, trade costs, and online trades were
answered by the graphic on the homepage.”
About the depth of account information,
one customer said, “It explained what the

differences were and there were tools to help
you assess which account would be best for
you.” Furthermore, prospects rated Fidelity’s
site as more reliable than other sites — an
important indicator for an industry in which
reliability is held in the highest esteem, and
especially important for Fidelity, which has
more than ten million active online accounts,
the greatest number in the industry.®

E*TRADE, the top-rated site in 2005,
didn’t make the top three slots for best overall
experience, but still ranked as one of the
best sites at acquiring brokerage customers
online. The site, which placed fourth in overall
customer satisfaction in 2006, lost ground
from the prior year in the areas of satisfaction
with products and online features, visual
design, and ease of finding an account.

Illustrating the competitive, shifting
nature of the brokerage industry, Scottrade
jumped to second place in overall customer
satisfaction, a vast improvement from its
eighth-rated position in 2005. Scottrade
also made a huge leap to the top position
for online adoption, up from ninth place
in 2005. Customers saw Scottrade’s site as
“high value” and ranked it first for online
features satisfaction. Customers especially
liked the pricing and product offerings:
“Low/flat rate commission fee for trading,
no account maintenance fee, low minimum
balance to open account ($500).” “Lots and
lots of options in every investment category.”
The messaging also grabbed their attention:
“The site is very organized. You can’t miss the
‘5 great reasons’ to open an account.” Finally,
the third-party endorsement added trust to
the brand: “The J.D. Power results give their
claims credibility.”

Customers rated Schwab’s site first
for finding an account, and gave it high
marks for online feature satisfaction
and ease of opening an account, putting
it in third place overall — a significant
boost from ninth place in 2005. Panelists
perceived Schwab’s site, more than any
other, as “ethical” and “helpful.”
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HOW DO FULL-SERVICE BROKERAGES STACK UP?

The online arms of full-service brokerages offer many of the same services as the online-
only discount brokerages, with the advantages of established credibility and the option

of traditional service delivery. A recent Keynote Competitive Research study ranked nine
full-service brokerage sites on a detailed report card using a 300-point system, evaluating
sites for functionality, ease of use, privacy and security, and quality and availability. The
scorecard ranked the sites in specific critical tasks such as monitoring accounts and
portfolios, managing cash and positions, and researching investments.

Smith Barney placed first in performance in functionality, quality and availability, “use
accounts,” and “learn and plan” tasks. The Wells Fargo site was the leader in ease
of use, privacy and security, and research.®

The Scorecards for Financial Services are bi-annual report cards developed by Keynote
Competitive Research and released in September 2006. Full Service Brokers Scorecard is
one of three industry research offerings Keynote has created for this market segment.

“The Scorecards are designed to help companies stack themselves up against their
competitors, to determine what specific aspects of their sites have the biggest impact on
their business, and to identify what challenges and opportunities need to be addressed
to gain the competitive edge,” said Chris Musto, general manager, financial services, for
Keynote Systems.

SITE ORGANIZATION AND
PERFORMANCE ARE KEY TO
BROKERAGE SUCCESS

Online brokerages achieve some of the
highest reliability ratings of any online
industry. But the bar continues to be

raised in this intensely competitive market-
place. Aggressive moves to enhance customer
experience and deliver data efficiently and
intuitively can dramatically impact percep-
tion and conversion rates, as evidenced by
Scottrade’s jump in customer ratings. Clear,
upfront fee information, simple demos, and
customizable tools are critical to site success
— assuming, of course, that the product

offerings are relevant and competitive. a4

The brokerage industry boasts an average Web site reliability
rating of 99.5%, a figure higher than any other industry and
slightly above the 99.0% threshold level for site reliability in the

competitive financial services sector.
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PART BROKERAGE, PART TECHNOLOGY COMPANY:
AN INTERVIEW WITH FIDELITY INVESTMENTS

In 2006, Fidelity Investments virtually swept the customer
experience rankings in a Keynote industry study of ten leading
online brokerages. Fidelity topped the ratings for overall customer
experience, brand impact, acquisition impact, and customer
satisfaction, and finished number two in online adoption. Keynote
Benchmark magazine recently caught up with two Fidelity
executives to discuss some of the changes they’'ve made that
helped Fidelity move to the head of the industry. Here are
excerpts from our interview with Parrish Arturi and Paul Graham,
both senior vice presidents in Fidelity’'s retail brokerage.

Benchmark: Fidelity showed a significant gain in customer
experience ratings from 2005 to 2006, according to a Keynote
Competitive Research study. What changes has Fidelity made
in the past 12 to 18 months to enhance the experience for
customers and prospects?

Parrish Arturi: We've completely redesigned a number of
sections including things like our retirement products and
services area, and our Retirement Resource Center. Last year,
on the retirement side we released our “myPlan” offering, which,
with the “myPlan” Snapshot, in just a few questions, gives you

a sense of where you stand in terms of your retirement saving.
And then we also redesigned our tool called the Retirement
Quick Check, that is deeper into the site and gives you more
detailed view of where you stand in terms of retirement.

“Everything that we do
is based on what we call
‘best-of-customer and
representative feedback.’
We think about use cases
and personas and we use
a whole host of different
information.”

Paul Graham: In the brokerage and trading area, we completed

a total redesign of all the brokerage trading screens available

for customers and prospects. And aside from all the screen and
navigational changes, there is richer information about what Fidelity
offers, how it can benefit you, and how to use it.

On the “how to use it” side, a new Trading Knowledge Center was
launched. And in that Web site — this is all in front of the login
— anyone can access fundamental information not only about
how to use Fidelity’s trading products but also fundamentally how
to access the markets and how to use Fidelity’s tools and trade
smarter. We've launched 15 modules in this learning center and
we’ll be launching 30 more modules in the coming year.

The way the learning center is designed — it’s called the Trading
Knowledge Center — it’s really focusing in on the way people like
to learn. There’s a streaming video in there. There’s text. There are
five different ways you can learn about the products, and strategize
as well.

It’s really a unique experience and has gotten a lot of great
response from our customers and from prospects. And as |
mentioned, it’s all in front of the login.

Benchmark: How did you decide which aspects of the site to
redesign, and what types of changes to make?

Parrish Arturi: Everything that we do is based on what we call
“best-of-customer and representative feedback.” We think about
use cases and personas and we use a whole host of different
information — primary and secondary research, usability, com-
petitive analysis — to frame up where the opportunities are.

Paul Graham: We do have what we feel is a very unique way to
understand our customers through what we call “Value Network.”
When our customers call into Fidelity representatives, we have
an immediate and real-time process to take that information

and pass it into a database so that we can assess customer
needs and trends. We look at that information very intensively as
we think about new products to launch, what things we need to fix,
and get a temperature check of our customers’ satisfaction.

Benchmark: Have you been able to measure the impact of
these changes? How do you track results?
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Part of Fidelity’s “myPlan,” rolled out in 2006, is a step-by-step
widget that quickly assesses the state of the user’s retirement
savings plan — or lack thereof!

Parrish Arturi: Our measures of success are traditionally in terms
of things like click-through, throughput, conversion rates, as well
as satisfaction scores — before and after. In each of those cases

when we’ve done redesigns, we’ve seen our metrics improve.

Benchmark: Clearly you've put a lot of effort and resources into
the Trading Knowledge Center, setting Fidelity.com up as the go-to
place to learn everything from the basics to sophisticated trading
concepts and strategies. Now, outside of learning, what sort of prac-
tical functionality have you been working on for active customers?

Paul Graham: We’ve taken numerous initiatives in the Active
Trader and brokerage space in the last 12 months. As one
example, we’ve launched many new capabilities in the options
marketplace. The options market is probably one of the fastest-
growing markets in the industry, growing at greater than

20 percent per year.

On the research side, we launched a new sector-trading analy-
sis capability. We already have the most independent equity
research in the marketplace. And last year, we complemented
that with new sector research, where you can now actually look
through and learn about sectors in the marketplace, ETFs in the
marketplace, as well as mutual fund sectors, all in one place.

Over the last month and a half, we launched additions to the best
fundamental research in the marketplace in terms of quality and
depth and breadth.

On the Active Trader side, there were enhancements in terms of
performance of the product, reduced market data latency. We
improved and made the applications swifter.

These were the headline highlights of 2006.

Parrish Arturi: In addition to all the things that Paul talked about,
there are a number of other enhancements for customers on the
service side, including adding check images to the site for our
cash management customers, making portfolio information clearer,
improving self-service capabilities, PIN reset, and making money
movement easier both inside Fidelity, across Fidelity accounts, as
well as to outside Fidelity accounts.

We’ve also been very focused on security. Last year we rolled out
our Customer Protection Guarantee which says to customers, if
anything happens with their accounts due to fraud or unauthorized
transactions, we will reimburse them.

And it's all part of our ongoing program around driving engage-
ment to help our customers become more and more comfortable
with the Web and also understand Fidelity and what we can do for
them on Fidelity.com.
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“We're at an inflection point
and we're seeing a new
tide and sea change in the

technology capabilities that

are being made available
through the Web.”

Benchmark: Next topic: What about your mobile customers?
What are you doing to enable customers to interact with Fidelity
using their cell phones and Blackberries?

Paul Graham: We have a persuasive offering called “Fidelity
Anywhere.” It provides the same kind of functionality that the
customer would find inside the login on the Web. We see an
increasing trend of customers that are actually using them not
only for getting financial information, whether that be quotes or
otherwise, but actually to transact with us.

Parrish Arturi: Just a couple of months ago, we launched

a new short messaging service. It's a technology that’s very
unique because it leverages your telephone, versus a richer
connection that you might need the Internet for, where you can
actually receive text messages. It runs through the voice system
so that you can receive alerts and text messages directly from
Fidelity to your telephone.

Paul Graham: We’ve been well ahead of the curve in terms of
wireless capabilities. As the devices increase their capacity and
ability to accept richer data streams, we’re going to be able to
provide more capabilities.

Parrish Arturi: Part of the next generation is creating wireless
actionable alerts. So you’ll be able to actually execute based on
the alert that we’'re sending you, whether that might be to make

a transaction or transfer funds.

Benchmark: What are the biggest challenges Fidelity is facing
in the next 12 to 18 months?

Paul Graham: One is, new smaller competitors entering the
marketplace. We hadn’t seen that in a while and they tend
to be trading-oriented firms offering trading capabilities for
pretty low prices. So there’s also some pricing pressures in
the marketplace.

And I'd say another challenge is really technology. | really feel
like we’re at an inflection point and we’re seeing a new tide
and sea change in the technology capabilities that are being
made available through the Web ... service capabilities that
are allowing for functionality that was once required of a thick
client now can be done through the Web site. More people than

ever have DSL or cable capabilities.

Fidelity is a financial services firm but we’re also a technology
firm. Through Fidelity Labs you can actually participate in beta
format, and try new capabilities, such as visualization and other
new technologies. A tremendous amount of our time is focused on
technology and we have some interesting and unique experiences

that are pushing the boundaries of the technology marketplace. K|

Parrish Arturi
Senior Vice President, Web Channel

Fidelity Personal Investments

Parrish Arturi is responsible for channel oversight
and management of the customer experience on
www.fidelity.com, Fidelity’s primary consumer
Web destination, as well as management and
development of Fidelity’s wireless and automated
phone channels. Arturi and his team are tasked
with delivery and execution against channel sales
and service goals, as well as ensuring competitive
leadership and differentiation of Fidelity’s
consumer offerings. Arturi holds a B.A. degree
in Economics and an MBA, both from Wake
Forest University.

Paul Graham

Senior Vice President

Retail Brokerage Product Development
Fidelity Personal Investments

Paul Graham is responsible for the strategic
direction of Fidelity’s retail brokerage business, and
oversees all related product development efforts,

in addition to Active Trader capabilities through
Fidelity’s online channel. Graham holds a B.S. in
Finance from Long Island University and an MBA
from the University of Dallas.
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