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We examined mass affluent consumer behavior and
decision-making across the retirement lifecycle

Retirement Portfolio Retirement
Planning Monitoring and 401(k) Rollover Asset

and Investing Rebalancing Consolidation

= Consumer Decisions
= Underlying Attitudes

= Key Decision-making
Criteria

= Competitive Benchmarks
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The research focused on the retirement attitudes and
behaviors of the mass affluent

Focused on the U.S. mass affluent market

$50,000 to $2 million in investable assets, excluding 401(k)
assets and real estate

Ages 35- 70
Utilized the Harris Interactive Online Panel

2,997 respondents

26-minute online survey

Margin of error of +/- 1.97% at 95% confidence level
Conducted interviews in April — May, 2007

Research sponsorship was provided by five top-10 U.S.
banks and Deluxe Corporation
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Retirement as Opportunity and Challenge

Capturing 401(k) Money in Motion

Retirement Asset Consolidation: A Prime Opportunity for
Banks

Taking Action: Establishing a Retirement Dialogue
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Today, retirement is decisively the most pressing
financial priority of mass affluent consumers

Saving for retirement _ 59%
Paying bills __ 34%
Paying off my mortgage _ 31%
Paying off credit cards _ 21%
Saving for my child's education - 11%
Buying a house - 7%
Saving for a car - 6%

Saving for a 2nd home . 4%

Something else _ 26%

MERCATUS Source: BAl/Mercatus, “Competing in the Retirement-dominated Future”, 2007 M R&SEGE}E




The retirement marketplace represents the largest
opportunity and challenge in financial services

U.S. Retirement Assets $16.4
(year-end, $ trillions)

Bl Other Plans (Pensions, Annuities, etc.) $11.7
M Defined Contribution Plans

M Individual Retirement Accounts

1985 1990 1995 2000 2005 2006

MERCATUS Source: ICI 2007 Investment Company Fact Book, May 2007 ,H_” I{E{’fﬁﬁ rrf!,



While the retirement marketplace has rapidly expanded,
banks’ share of IRA assets have declined dramatically
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Only two banks are represented among the top-10 firms
considered to be “primary” retirement services providers

Top-10 “Primary” Providers of Retirement Solutions and Savings

40% A

30%

20%

10%

0% I I
Fidelity Vanguard Merrill Charles ~ Ameriprise Smith Edward
Lynch Schwab Barney Jones

Wachovia &
Wachovia
Securities

Morgan Bank of
Stanley America

MERCATUS Source: BAl/Mercatus, “Competing in the Retirement-dominated Future”, 2007 BAI )’fﬂ‘ﬁ:’f:‘ﬁr?{i



Among mass affluent consumers, confidence about both
“saving’ and “investing” for retirement is not strong

Top 2-box Responses
(“This statement describes me completely or very well”)

| am confident | will have enough
money in retirement

31%

Retirement will be enjoyable

0
because | have saved for the future 34%

| am confident | am investing

wisely f ' 36%

y for my retirement

| am confident my retirement

savings and investments are
sufficiently diversified

36%

MERCATUS Source: BAl/Mercatus, “Competing in the Retirement-dominated Future”, 2007 M Rﬂfﬁﬂﬁh



Banks have a significant opportunity to engage mass
affluent in a retirement dialogue

A profoundly large and growing market is available
Retirement assets total more than $16 trillion

Despite the success of premier competitors, the market is
fragmented

The top-10 primary providers control less than 40% of the market

Saving for retirement is the top financial priority among mass
affluent households

Confidence with both saving and investing for retirement is weak

Consumers realize they need assistance and are looking for
answers

They will accept providers that can reduce the sources of
Intimidation

e
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IRA and rollover assets will be a critical arena for
competition

Projected IRA / Rollover Assets 2005 - 2010
($ trillions)

$5.9

$5.4
$5.0

$4.5

$3.8 $4.1

2005 2006 2007 2008 2009 2010

M E R C A\T u S Source: FRC Monitor, September 2005; Mercatus analysis BAI RBSEHTE}Z



For the mass affluent, 401(k) assets represent a
significant portion of financial assets

401(k) Assets as a Percent of Investable Assets

59%

$50K - 100K $100K - 250K $250K - 500K $500K - $1MM Over $1MM

Investable Assets Segments

MERCATUS Source: BAl/Mercatus, “Competing in the Retirement-dominated Future”, 2007 M Rﬂfﬁﬂ?dl



Today, investment/brokerage firms as a group
dominate the share of 401(k) rollovers captured

Insurance Companies, 7%

Other, 8%

Investment Firms,
67%

Banks,18%

MERCATUS Source: BAl/Mercatus, “Competing in the Retirement-dominated Future”, 2007 BAI f{f{fﬁf”rf!



Beyond the top-ten competitors, the 401(k) rollover
market is highly fragmented

401(k) Rollover Market Share (%) of Top-10 Firms
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Key characteristics and their correlation to the
number of 401(k) rollovers captured

Helpful online retirement tools 78%
Helpful online information on retirement 73%
Provides breadth of retirement products 62%
Low costs and fees 60%
Well-known retirement solution provider 60%
Retirement specialist representatives 59% Positive
Correlation
High level of retirement knowledge & expertise 55%
_ _ _ Negative
Good retirement advice and recommendations 43% Correlation

Single person point-of-contact 36%

High quality branch service

MERCATUS Source: BAl/Mercatus, “Competing in the Retirement-dominated Future”, 2007 M R&SEGE}E



Orphaned 401(k) positions are an opportunity
for consolidation and improved management

Frequency of Orphaned 401(k) The Market for Orphaned 401(k)’s
Accounts Represents a $1.5 Trillion Opportunity
1 Orphaned
| 401(k)’s
2 Orphaned - 10% with
Accts. Company —
] $3 trillion
“Over one third of
3 Orphaned Orphaned
Accts. . 2% mass affluent 401(K)'s =
consumers have at
] $1.5
least one orphaned ey
4+ 401(k) with average
Orphaned Il% balances exceeding
Accts.
$100,000”

MERCATUS Source: BAl/Mercatus, “Competing in the Retirement-dominated Future”, 2007 ,H_“I I{E{fﬁfﬂrﬁ



Significant consumer inertia underlies the 401(k)
orphan phenomenon

Reasoning Behind Not Rolling Over Orphaned 401(k) Assets into an IRA
35%

Inertia

Pleased with Easier to Don't see the Haven't had Don'twantto Don'tplanto Don'twantto Notaware | Other
the leave it asis benefit of time to do it consolidate do thisuntil | pay for IRA or could do this
investment rolling funds all of my retire investment
optionsin my into an IRA assets into mgmt. fees
previous one basket
employers
plans

MERCATUS Source: BAl/Mercatus, “Competing in the Retirement-dominated Future”, 2007 M R&SEGE}E



Banks can counter inertia by creating a dialogue
with customers and asking for the business

Taking job at another company 24%

Started retirement

Recommendation from financial
advisor

Completed a portfolio review

Completed a year-end tax review

Contacted by a financial services rep

Contacted by my retirement plan
provider to discuss my options

Reminded when received a statement
from my retirement plan

Saw advertisement about IRA
rollovers

Other

.

>

Employment
Status 45%

Financial

Provider

Stimulus
48%

MERCATUS Source: BAl/Mercatus, “Competing in the Retirement-dominated Future”, 2007 H IQE’SE{IH:}I



The 401(k) rollover market represents a significant
opportunity

Annual rollover volumes will soon exceed $500 billion

More than 33% of consumers’ 401(k) assets are “orphaned” —
totaling $1.5 trillion

Consumer inertia, however, is a powerful influence on the rollover
market

Success in capturing rollovers requires marketing, sales and
retirement dialogue and planning

The 401(k) rollover market leaders recognize that “retirement”
expertise is more important than “investment” knowledge in
consumer decision-making

MERCATUS BAI Research
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Mass affluent consumers pursue significant asset consolidation as
they approach retirement, and it is more pronounced by asset level

Percent of Population Having Already Consolidated Retirement Assets
63%

$50K - $100K  $100K - $250K - $500K - Over $1MM
$250K $500K $1MM

Investable Assets Segments

MERCATUS Source: BAl/Mercatus, “Competing in the Retirement-dominated Future”, 2007 M Rﬂfﬁﬂ?dl



Banks’ experience stronger market share in consolidation
of retirement assets for income distribution purposes

Banks,30%

Investment Firms,

0
57% Declined to Answer, 7%

Insurance Companies, 4%
Other, 2%

MERCATUS Source: BAl/Mercatus, “Competing in the Retirement-dominated Future”, 2007 ,H_“I I{E{fﬁfﬂrﬁ



A similar pattern of fragmentation marks retirement
income consolidation decisions

Percent of Relationships Captured by Top-10 Firms During Income Consolidation

0% | | | | ANy | N\

Fidelity AG. Edward Charles ~ Ameriprise UBS
Edwards Jones Schwab

Wachovia & \ Vanguard Smith Wells Farg
Wachovia Barney

Securities

MERCATUS Source: BAl/Mercatus, “Competing in the Retirement-dominated Future”, 2007 BAI )’fﬂ‘ﬁ:’f:‘ﬁr?{i



When consolidating for income distribution purposes,
a pre-existing relationship is a strong driver

100% A

90% -

80% -

Percent of Respondents

20% A

10% A
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— e Other

—e Money Mgmt. Expertise

—® Personal Advisor Option

—® Reputation of Firm

—® Customer Service

—9® Cost/Fees
——e Convenient Locations

—e Investment Performance

Existing
—® Relationship With
Firm

Consolidated with Bank Consolidated with Investment /
Brokerage Firm

MERCATUS Source: BAl/Mercatus, “Competing in the Retirement-dominated Future”, 2007 BAI f‘t)f{'ﬁ’(:’h'ﬁr'fi




As consumers move into retirement, cash management and
transaction capabilities are becoming increasingly important

Investment and brokerage firms are in a strong position today
with leading shares of retirement assets, 401(k) rollovers, and
asset and income consolidation decisions

However, banks possess important capabilities

Cash management and transaction capabilities must be
leveraged

Investment and brokerage firms will become competitively
vulnerable

Banks’ historic leadership position in online banking and bill pay
become both a capability to be levered and protected

MERCATUS BAI Research



Non-banks have entered the market
with strong cash management products

Fidelity

rNVESTMENTS

' SCHWAB

Introduced:

August 2007

April 2007

Rate/Minimum
Balance:

= 3.00% APY with no minimum
balance requirements and no
monthly fees

= 4.00% APY with no minimum
balance requirements and no
monthly fees

ATM Card/Fees:

= No ATM fees

= Automatic rebate of any ATM fee
charged by any bank

= No ATM fees

= Automatic rebate of any ATM fee
charged by any bank

Online Bill Pay:

Free

Free

Account Transfers:

Free

Free

Overdraft Protection:

Yes, with linked brokerage account

Yes, with linked brokerage account

Checkbook:

Free

Free

MERCATUS

Source: Company websites
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http://www.schwab.com/public/schwab/home/index.html?cmsid=P-979213&pg=P-1023548&lvl1=home&refid=P-1064133&refpid=P-1005935

Today, a broad set of investing /brokerage competitors
offer banking services

SCHWAB E¥TRADE Amcrip‘rise@

||||||||| ial

it | DSmerniitynch | O Fidedity | & vanguara | [ AMERITRADE

CASH MANAGEMENT

Checking

ATM/Debit Card

Rebate/ATM surcharges

Online bill pay

Overdraft protection

Account transfers

Recurring payments

CREDIT CARDS

Credit Card

Point loyalty

SAVINGS

Savings accounts

REAL ESTATE FINANCING

Home equity loan

Home equity line
Source: Company websites

MERCATUS
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http://www.edwardjones.com/cgi/getHTML.cgi?page=/USA/home/index.html
http://www.schwab.com/public/schwab/home/index.html?cmsid=P-979213&pg=P-1023548&lvl1=home&refid=P-1064133&refpid=P-1005935

With compelling banking offers, significant
growth has been achieved

Schwab Case Example:
Number of Bank Account Clients at Month End, 9/06 — 9/07

220 CAGR: 85.5%
o
200 -
The average
new high-
180 1 yield
Clients checking
160 - account at
(000) Schwab is
opened with
140 A $80,000
120 A
100 -

May-07 Jun-07 Jul-07 Aug-07 Sep-07

Source: The Charles Schwab Corporation Monthly Market Activity Report for September 2007
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Mass affluent consumers report 10 of the top-20 “primary
banking” relationship providers as investment firms

Bank of America

Chase

Wachovia & Wachovia
Sec.

Wells Fargo
Fidelity
Citibank

Washington Mutual

Edward Jones 2%
Vanguard 2%
SunTrust 2%

Ameriprise 2%

Charles Schwab 1%

US Bank 1%

Smith Barney 1%
HSBC 1%

AG Edwards 1%

TD Ameritrade 1%
Merrill Lynch 1%
National City Bank 1%
Morgan Stanley 1%

MERCATUS

5%
5%
4%
4%
3%
3%

10%

Top-20 “Primary Banking” Services Providers
(Percent of Respondents)

- Banks

- Brokerage/Investment Firms

Source: BAl/Mercatus, “Competing in the Retirement-dominated Future”, 2007
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Consolidation of retirement accounts for income
distribution offers significant potential for banks

Leverage existing relationships
Tap into cash management and transactional capabilities

Pro-actively defend against investment/brokerage firms’ efforts
to enter banks’ historical core products franchise

Focus on product innovations that address the underlying
needs of pre-retiree and retirees

MERCATUS BAI Research
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Banks that focus on retirement can gain ground

51% of mass affluent consumers would consider going to a bank
for retirement planning

46% of mass affluent consumers would respond favorably to a
referral from a bank

Leverage the strength of relationships with existing customers
Let them know you are in the retirement business

Establish a dialogue focused on reducing the sources of
intimidation

Direct the marketing to customer segments that are receptive to
banks

MERCATUS BAI Research




Banks must adopt focused, customer needs-based strategies
to migrate to a stronger positioning in retirement

. = Tools for making retirement
- Low costs and fees decisions
2 | = Breadth of products S _
T E-Trade = Online information & tools
°Ua) TD Ameritrade = Breadth of retirement products
n
e Fidelity
D A Schwab
5 /
3 O //%&& o Vanguard
53 CY.
— = I xS ..
== /B o Ameriprise
S . == 2 R Merrill Lynch
g anks Edward Jones
> AG Edwards
c
8 = = Accurate transactions and record = Provides recommendations &
h keeping advice
= High quality branch and phone-based = Single-person point of contact
service = Understands my goals

Low ﬁ High

Retirement Expertise (Perceived)

§ e e
MERCATUS Source: BAl/Mercatus, “Competing in the Retirement-dominated Future”, 2007 BAI 1’11".‘1[‘1"!.‘(:{.{



Banks must also re-establish the position
of being a trusted advocate

Percent of Respondents Who View Their Bank as “Honest”

Citibank National Average (49%)
Bank of America
JP Morgan Chase
Wells Fargo
SunTrust Bank
Fifth Third Bank
Washington Mutual
Wachovia

U.S. Bancorp

Citizens Bank

National City

A credit union

Alocal community bank !

0% 10% 20% 30% 40% 50% 60% 70%

Source: Forrester Research NACTAS Q4 2006 Finance Online Survey
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Consumers’ retirement decision-making
is driven by three factors

What drives consumer behavior regarding Retirement?

How confident are you in
managing retirement
assets?

Confidence

R 4

Engagemen

How concerned are you that
you will have sufficient
assets in retirement?

How engaged are you in
making retirement financial
decisions?

MERCATUS Source: BAl/Mercatus, “Competing in the Retirement-dominated Future”, 2007 BAI 1‘1){‘.‘1'1".‘1"4_".'?'4"'.!



Many mass affluent consumers are receptive to banks,
but banks must invest to establish dialogue

Communication Channels Key Messaging Objectives

Branch Demonstrate Retirement

Expertise
Call Center

Offer Simple Solutions
Online

Establish “Approachability”
ATMs _

Build Empathy, and Trust
Statements

Provide Retirement
Confidence

MERCATUS BAI Research



Establishing engagement is the first step towards
building the retirement business

Establish the consumer dialogue about retirement

Introduce/upgrade online retirement capabilities mirroring
401(k) “best practices”

Determine how to best lever your strategic assets
(distribution, product, brand, existing deposit
relationships), without being encumbered by them, to
capture retirement asset consolidation

Simplify critical sales and fulfillment processes (e.g.
rollover)

Ask for the business

MERCATUS BAI Research



When consumer engagement around a retirement
dialogue is achieved, banks make significant gains

Percent of Investable Assets Held
(Across Banks & Investment Firms)

56%
46%
/ 36%
. I
Banks without Banks with Investment Firms Investment Firms
Retirement Retirement without Retirement with Retirement
Relationship Relationship Relationships Relationships

MERCATUS Source: BAl/Mercatus, “Competing in the Retirement-dominated Future”, 2007 H IQE{'EE-‘HE}I



Success will come from focus and execution

The success requirements — positioning, capabilities, sales
and marketing approaches — are well defined

The market remains fragmented, with consumer inertia
explaining most consumer decision-making

Significant traction has been established by a limited set of
competitors

For banks prepared to focus and execute, the opportunity, and
probability, of success is significant

e
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