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ONLINE BROKERAGES CITE SYSTEM FAILURES, LABOR SHORTAGES
AS TOP CONCERNS, ACCORDING TO DELOITTE & TOUCHE SURVEY
- System Concerns Rise Markedly From Last Year's Survey NEW YORK, March 31, 2000 - What's keeping executives of online brokerage firms awake at
night? Fears of system outages and a scarcity of talented workers, according to Deloitte &
Touche's second annual Online Securities Trading Survey. Participants also cited regulatory and
tax issues as critical concerns.
Nearly half the brokers surveyed - 44 percent - cited "system outages and mistakes / handling
growing transaction volume," as their greatest worry. System failures were viewed as a major
risk by 60 percent of full-service brokers, which are firms serving the high end of the market and
providing comprehensive services. Among deep discounters, online brokers with pricing
structures at the low-to-middle end, 38 percent ranked system unavailability as one of their
greatest fears. The findings are based on in-depth telephone interviews conducted with 37
brokerage executives between November 1999 and January 2000.
"Investors are demanding reliability fi-om online trading systems. They want to count on the
system being up and running when they need it," said George Simeone, partner in Deloitte &
Touche's Banking & Securities Group. "Firms that cannot ensure the reliability of their online
environment risk investor fiiistration and loss of customers to more dependable competitors."
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Concerns about system availability have risen significantly from last year's survey, when only 16
percent of respondents cited it as their number one operational risk. The heightened sensitivity
comes at a time when hackers have disrupted many of the most popular web sites on the Internet.
"In the aftermath of the attacks that disabled E-Trade, Amazon.com, Yahoo!, E-Bay and others,
many of our clients requested attack-penetration studies to assess their vulemability," noted Ted
DeZabala, partner in the Enterprise Risk Services Practice.
The survey also found that the availability of competent personnel was of major concern to 71
percent of online brokerages. The problem is particularly severe among discounters, 75 percent
of whom cited it as a serious issue.
"Online brokerages are discovering a dearth of experienced talent in the marketplace,
particularly in technology and customer relations," said Mike Fucci, a partner in Deloitte &
Touche's Human Capital Advisory Services Practice. "There are fewer people with the cutting
edge technical skills required to solve the issues online firms face every day, and the competition
to win them is extraordinary." He noted that staff buildups at organizations such as Charles
Schwab and Ameritrade, which each added over 1,000 people to their customer service
organizations last year, are also squeezing the job market.
Maturing, Yet Dynamic Market
The study paints a picture of online securities trading as a maturing - yet rapidly changing market with room for both discount and full-service firms. "Each segment has staked out its
position around its core competencies: speed of execution and lower prices for discounters; more
comprehensive services and superior advice for full service firms," noted Mr. Simeone.
While discounters and fiall-service firms are largely following different pricing and service
strategies, the distinctions between them are starting to blur. Many discount firms last year
began adding real-time quotes, research and financial planning tools to their web sites.
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In addition, the number of discount brokers claiming to have a middle-of-the-road strategy - as
opposed to deep discounting with bare bones service - rose to 46 percent from eight percent in
last year's survey.
Other key survey findings include:
• Crossing the Pond; Both flill-service and discount brokerage firms are eyeing online
opportunities overseas. The upside is attractive since most respondents report that
international transactions account for less than two percent of their online volume. The
United Kingdom is the most likely expansion target, followed by continental Europe.
"Thanks to deregulation, a broker that registers in one European Union country can accept
trades from all other EU countries," Mr. Simeone noted. "However, global expansion of
Internet brokerages raises new issues such as security, privacy and data integrity."
• DitTering Domestic Strategies; Three-fourths of respondents from full service firms said
their greatest business opportunities rested with their core brokerage business. On the other
hand, 70 percent of discounters are looking to online banking or bill payment services as
prime areas for expansion.
• Growing Regulatory Concerns; Investment suitability was the number one regulatory
concern of fiill-service brokers, cited by 67 percent of respondents. Among discounters, the
leading regulatory issue was electronic signatures and delivery of legal documents,
mentioned by 54 percent of survey participants. With more investors trading online,
regulatory scrutiny of the business is also on the rise. Regulators' concerns include
disclosure, advertising practice, trade execution, customer suitability and compliance.
"Regulators are getting more involved because they want to send a strong detwrent message
before investors get harmed," said Mike Jamroz, a partner in Deloitte & Touche's Regulatory
Consulting Practice.
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•

Uncertainty on Taxes; Forty percent of full service brokers and 15 percent of discounters
indicated they do not think their firms have adequate knowledge of the tax implications of
handling online trades. The concerns stemmed largely from jurisdictional issues such as
trades made by out-of-state customers and applicability of tax information reporting
requirements. "E-commerce taxation can be summarized in one word: evolving," noted Bill
Rogers, a tax partner with Deloitte &. Touche. "There are many questions that do not have
clear answers at this point."

Deloitte & Touche's Securities Industry Services Group is the premier provider of accounting
and auditing, regulatory, tax and management consulting services to the securities industry,
serving over 450 securities firms, including seven of the 10 largest online brokerages. The
practice has extensive capabilities in derivatives and other complex financial instruments;
globalization and emerging markets; restructuring, reengineering and cost management;
securities clearance and exchanges; information technology and computer assurance services.

Deloitte & Touche, one of the nation's leading professional services firms, provides assurance
and advisory, tax, and management consuUing services through 30,000 people in more than 100
U.S. cities. Deloitte & Touche is part of Deloitte Touche Tohmatsu, a global leader in
professional services with more than 90,000 people in over 130 countries. Deloitte & Touche
refers to Deloitte & Touche LLP, Deloitte Consulting LLC, and related entitities. For additional
information, please visit Deloitte & Touche's website at www.us.deloitte.com.
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