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PART L.

Forward-Looking Statements

This Annual Report on Form 10-K may contain “forward-looking statements” within the meaning of the
Private Securities Litigation Reform Act of 1995. Statements that are not historical in nature and which may be
identified by the use of words like “expects,” “assumes,” “projects,” “anticipates,” “estimates,” “we believe,”
“could be” and other words of similar meaning, are forward-looking statements. These statements are based on
management’s expectations and assumptions and are subject to risks and uncertainties that may cause actual
results to differ materially from those expressed. Factors that could cause actual results to differ materially from

those contemplated by the forward-looking statements include:

9 < 9% ¢ 9 <

e the ability of Broadridge to develop brand recognition and its reputation with its clients and employees
following its separation from Automatic Data Processing, Inc. (“ADP”) in March 2007;

* Broadridge’s success in obtaining, retaining and selling additional services to clients;
e the pricing of Broadridge’s products and services;

e the incurrence of additional costs attributable to Broadridge’s operations as a stand-alone public
company;

e Broadridge’s ability to continue to obtain data center services from its former parent company, ADP, as
well as to obtain transitional services from ADP for up to one year from the date of Broadridge’s
spin-off from ADP;

e changes in laws affecting the investor communication services provided by Broadridge;

e changes in laws regulating registered clearing agencies and broker-dealers;

e Broadridge’s debt levels and financing costs, including the impact of its credit ratings on such costs;
¢ financial market activity;

e changes in technology;

e availability of skilled technical employees;

e the impact of new acquisitions and divestitures;

e competitive conditions; and

e overall market and economic conditions.

Broadridge disclaims any obligation to update any forward-looking statements, whether as a result of new
information, future events or otherwise.



ITEM 1. Business
Overview

We are a leading global provider of technology-based outsourcing solutions to the financial services
industry. Our systems and services include investor communication solutions, securities processing solutions,
and securities clearing and operations outsourcing solutions. In short, we provide the infrastructure that helps
make the financial services industry work. With more than 40 years of experience, we provide financial services
firms with advanced, dependable, scalable and cost-effective integrated systems. Our systems help reduce the
need for clients to make significant capital investments in operations infrastructure, thereby allowing them to
increase their focus on core business activities.

We serve a large and diverse client base in the financial services industry, including retail and institutional
brokerage firms, global banks, mutual funds, annuity companies, institutional investors, specialty trading firms,
and clearing firms. We also provide services to corporate issuers.

We deliver a broad range of solutions that help our clients better serve their retail and institutional
customers across the entire investment lifecycle, including pre-trade, trade, and post-trade processing. Our
securities processing systems enable our clients to process transactions in more than 50 markets. In fiscal 2007,
we: (i) distributed over one billion investor communications in either paper or electronic form as requested by the
investor, including proxy materials, investor account statements, trade confirmations, tax statements, pre-sale and
post-sale prospectuses; (ii) provided components of our securities processing solutions to seven of the top 10
U.S. broker-dealers, as ranked by Securities Industry and Financial Markets Association (“SIFMA”); and
(iii) served over 90 correspondents through our securities clearing services. Our operations are classified into
three business segments:

Investor Communication Solutions

A large portion of our Investor Communication Solutions business involves the processing and distribution
of proxy materials to investors in equity securities and mutual funds, as well as the facilitation of related vote
processing. ProxyEdge®, our innovative electronic proxy delivery and voting solution for institutional investors,
helps ensure the participation of many companies’ largest stockholders. We also provide the distribution of
regulatory reports and corporate action/reorganization event information, as well as tax reporting solutions that
help our clients meet their regulatory compliance needs. Our solutions also include financial information
distribution and transaction reporting services to both financial institutions and securities issuers. These services
include the processing and distribution of account statements and trade confirmations, traditional and
personalized document fulfillment and content management services, and imaging, archival and workflow
solutions that enable and enhance our clients’ communications with investors. All of these services are delivered
through physical and electronic means.

Securities Processing Solutions

We offer a suite of advanced computerized real-time transaction processing services that automate the
securities transaction lifecycle, from desktop productivity tools and portfolio management to order capture and
execution, trade confirmation, settlement, and accounting. Our services help financial institutions efficiently and
cost-effectively consolidate their books and records, focus on their core businesses, and manage risk. With multi-
currency capabilities, our Global Processing Solution supports real-time global trading of equity, option, mutual
fund and fixed income securities in established and emerging markets.

Clearing and Outsourcing Solutions

Securities clearing and settlement is the process of matching, recording, and processing transaction
instructions and then exchanging payment between counterparties. Our securities clearing services enable clients
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to utilize our broker-dealer business to finance inventory and margin balances. Our operations outsourcing
solutions allow brokers of all sizes to outsource certain administrative functions relating to clearing and
settlement to us, from order entry to trade matching and settlement, while maintaining their ability to finance and
capitalize their business.

History and Development of Our Company

We are the former brokerage services business of Automatic Data Processing, Inc. (“ADP”). On March 30,
2007, we spun off from ADP and began operating as an independent public company. Our company has more
than 40 years of history of providing innovative solutions to the financial services industry and publicly-held
companies. In 1962, the Brokerage Services division of ADP opened for business with one client, processing an
average of 300 trades per night. In 1979, we expanded our U.S.-based securities processing solutions to process
Canadian securities.

We made significant additions to our Securities Processing Solutions business through two key acquisitions
in the mid-1990s. In 1995, we acquired a London-based provider of multi-currency clearance and settlement
services, to become a global supplier of transaction processing services. In 1996, we acquired a provider of
institutional fixed income transaction processing systems. In fiscal 2007, we processed on average approximately
$2 trillion per day in fixed income trades.

We began offering our proxy services in 1989. The proxy services business, which started what has become
our Investor Communication Solutions business, leveraged the information processing systems and infrastructure
of our Securities Processing Solutions business. Our proxy services offering attracted 31 major clients in its first
year of operations. In 1992, we acquired The Independent Election Corporation of America which further
increased our proxy services capabilities. By 1999, we were handling over 90% of the investor communication
distributions for all securities held of record by banks and brokers in the United States—from proxy statements to
annual reports. During the 1990s, we expanded our proxy services business to serve security owners of Canadian
and United Kingdom issuers and we began offering a complete outsourced solution for international proxies.

In 1998, having previously provided print and distribution services as an accommodation to our securities
processing and proxy clients, we decided to focus on account statement and reporting services. In 2001, we
developed and released PostEdge® to meet the need for electronic distribution and archiving of all investor
communications.

In 2005, we entered the securities clearing business by purchasing Bank of America Corporation’s U.S.
Clearing and BrokerDealer Services businesses. The following year we commenced offering our unique business
process outsourcing service to self-clearing U.S. broker-dealers.

Broadridge Financial Solutions, Inc. was incorporated in Delaware as a wholly-owned subsidiary of ADP on
March 29, 2007 in anticipation of our spin-off from ADP.

The Separation of Broadridge from ADP

The spin-off by ADP of its brokerage services business became effective on March 30, 2007 through a
distribution of 100% of the common stock of Broadridge to the holders of record of ADP’s common stock on
March 23, 2007 (the “Distribution”). The Distribution was effected pursuant to a separation and distribution
agreement by which ADP contributed to Broadridge the subsidiaries that operated its brokerage services
business. ADP distributed all of the shares of Broadridge as a dividend on ADP common stock, in the amount of
one share of our common stock for every four shares outstanding of ADP common stock to each stockholder on
the record date. ADP has received a private letter ruling from the Internal Revenue Services and an opinion from
tax counsel indicating that the spin-off was tax free to the stockholders, ADP and Broadridge. Please refer to
Item 1A of Part I “Risk Factors” of this Annual Report on Form 10-K for information on the tax risks associated
with the spin-off from ADP.



In connection with the spin-off, we made a cash payment to ADP on March 30, 2007 of $690.0 million which
was financed through borrowings under $1,190.0 million of credit facilities that were entered into on March 29,
2007. The payment was made to ADP as a dividend. These borrowings consisted of $440.0 million under a five-
year term loan facility and $250.0 million under a one-year revolving credit facility. The credit facilities are
subject to covenants including financial covenants consisting of a leverage ratio and an interest coverage ratio. In
May 2007, we repaid the $250.0 million one-year revolving credit facility with the proceeds of our offering of
$250.0 million in aggregate principal amount of senior notes (the “Senior Notes”) and cash. The Senior Notes will
mature on June 1, 2017 and bear interest at a rate of 6.125% per annum. Interest on the Senior Notes is payable
semi-annually in arrears on June 1 and December 1 of each year, beginning on December 1, 2007. The indenture
governing the Senior Notes contains certain restrictive covenants, which, among other things, limit our ability to
create or incur liens securing indebtedness for borrowed money and to enter into certain sale-leaseback
transactions. The indenture also contains a covenant requiring the repurchase of the Senior Notes upon a change of
control triggering event. The Senior Notes are senior unsecured obligations and rank equally with our other senior
indebtedness. Broadridge may redeem the Senior Notes in whole or in part at any time prior to their maturity. The
one-year revolving credit facility was cancelled upon repayment. On June 29, 2007, we repaid $70.0 million of the
five-year term loan facility.

A significant portion of the expenses to effect the separation were incurred by ADP, such as investment
banking fees, related outside legal and accounting fees, office move costs, costs to separate information systems
and temporary consulting costs. Broadridge incurred separation costs that have a future benefit to Broadridge,
including stock compensation expense relating to the Distribution and other items such as relocation expenses
associated with filling senior management positions new to Broadridge, and the temporary labor costs incurred to
maintain and develop ongoing processes for operating on a stand-alone basis.

The financial statements in this Annual Report on Form 10-K for the periods ended on or after the
Distribution are presented on a consolidated basis and include the accounts of Broadridge and its majority-owned
subsidiaries. The financial statements for the periods presented prior to the Distribution are presented on a
combined basis and represent those entities that were ultimately transferred to Broadridge as part of the spin-off.
The assets and liabilities presented have been reflected on a historical basis, as prior to the Distribution such
assets and liabilities were owned by ADP. However, the financial statements for the periods presented prior to
the Distribution do not include all of the actual expenses that would have been incurred had Broadridge been a
stand-alone entity during the periods presented and do not reflect Broadridge’s combined results of operations,
financial position and cash flows had Broadridge been a stand-alone company during the periods presented. The
results of operations, financial position and cash flows for periods prior to the Distribution are not necessarily
indicative of the results that may be expected for any other future period as a result of the presentation described
above.

Our Relationship with ADP
General

We entered into agreements with ADP prior to the spin-off to govern the terms of the spin-off and to define
our ongoing relationship following the spin-off, allocating responsibility for obligations arising before and after
the spin-off, including obligations with respect to liabilities relating to ADP’s business and to Broadridge’s
business and obligations with respect to our employees, certain transition services, taxes and the provision of data
center services. We entered into these agreements with ADP while we were a wholly-owned subsidiary of ADP.
Accordingly, during this time our officers and directors were employees and officers of ADP, and as such had an
obligation to serve the interests of ADP. We believe our officers and officers of ADP negotiated these
arrangements in good faith taking into account the interests of their respective companies in the separation. With
respect to the data center outsourcing services agreement, each of ADP and Broadridge retained separate
consultants to advise them on the terms of the agreement. The key terms of the principal agreements that
continue to be operative are summarized below.



Separation and Distribution Agreement

The separation and distribution agreement contained the key provisions relating to the separation of our
business from that of ADP and the Distribution. The separation and distribution agreement identified the assets to
be transferred, liabilities to be assumed and contracts to be assigned to us by ADP and by us to ADP in the
separation and described when and how these transfers, assumptions and assignments occurred. In addition, it
included procedures by which ADP and we became separate and independent companies.

In general, under the separation and distribution agreement, we will indemnify ADP and its representatives
and affiliates against certain liabilities, to the extent relating to, arising out of or resulting from:

e our failure to pay, perform or otherwise promptly discharge any of our liabilities or any of our contracts
or agreements;

e the operation of our business, whether prior to or after the Distribution;
e any breach by us of the separation and distribution agreement; and

e any untrue statement or alleged untrue statement of a material fact or material omission or alleged
material omission in the registration statement on Form 10 filed in connection with the spin-off, in each
case, other than certain information relating to ADP and the Distribution.

In general, under the separation and distribution agreement, ADP will indemnify us and our representatives
and affiliates against certain liabilities to the extent relating to, arising out of or resulting from:

e the failure of ADP to pay, perform or otherwise promptly discharge any liability of ADP or any ADP
contract or agreement;

* the operation of its business, whether prior to or after the Distribution;
e any breach by ADP of the separation and distribution agreement; and

* any untrue statement or alleged untrue statement of a material fact or material omission or alleged
material omission in the registration statement on Form 10 filed in connection with the spin-off, only for
certain information relating to ADP and the Distribution.

Tax Allocation Agreement

The tax allocation agreement governs both our and ADP’s rights and obligations after the Distribution with
respect to taxes for both pre- and post-Distribution periods. Under the tax allocation agreement, ADP generally is
required to indemnify us for any income taxes attributable to its operations or our operations and for any
non-income taxes attributable to its operations, in each case for all pre-Distribution periods as well as any taxes
arising from transactions effected to consummate the spin-off, and we generally are required to indemnify ADP
for any non-income taxes attributable to our operations for all pre-Distribution periods and for any taxes
attributable to our operations for post-Distribution periods.

We are generally required to indemnify ADP against any tax resulting from the Distribution (and against
any claims made against ADP in respect of any tax imposed on its stockholders), in each case if that tax results
from (i) an issuance of a significant amount of our equity securities, a redemption of a significant amount of our
equity securities or our involvement in other significant acquisitions of our equity securities (excluding the
Distribution of our stock in the spin-off), (ii) other actions or failures to act by us (such as those described in the
following paragraph) or (iii) any of our representations or undertakings referred to in the tax allocation agreement
being incorrect or violated. ADP is generally required to indemnify us for any tax resulting from the Distribution
if that tax results from (iv) ADP’s issuance of its equity securities, redemption of its equity securities or
involvement in other acquisitions of its equity securities, (v) other actions or failures to act by ADP or (vi) any of
ADP’s representations or undertakings referred to in the tax allocation agreement being incorrect or violated.

5



In addition, to preserve the tax-free treatment to ADP of the Distribution, for specified periods of up to 30
months following the Distribution, we are generally prohibited, except in specified circumstances, from:

e issuing, redeeming or being involved in other significant acquisitions of our equity securities (excluding
the Distribution of our stock in the spin-off);

e transferring significant amounts of our assets;
e amending our certificate of incorporation or by-laws;

e failing to comply with the Internal Revenue Service requirement for a spin-off that we engage in the
active conduct of a trade or business after the spin-off; or

e engaging in other actions or transactions that could jeopardize the tax-free status of the Distribution.

Transition Services Agreement

We entered into a transition services agreement with ADP prior to the Distribution under which ADP, its
affiliates or third party service providers will provide us with certain specified services on an interim basis. The
agreement will expire and services under it will cease on March 30, 2008 or sooner in the event we no longer
require such services. We pay fees to ADP for any services provided, which fees are generally intended to be
equal to the applicable allocable cost of ADP’s services to the brokerage services business prior to the
Distribution.

Data Center Outsourcing Services Agreement

We entered into an arm’s length data center outsourcing services agreement with ADP prior to the
Distribution under which ADP provides us with data center services consistent with the services provided to us
immediately prior to the Distribution, provided that the operation of the data center is the sole responsibility of
ADP. Among the principal services provided by the data center are information technology services and service
delivery network services. The agreement with ADP provides for increasing volumes and the addition of new
services over the term. Under the agreement, ADP is responsible for hosting our mainframe, midrange, open
systems, and networks. Additionally, systems engineering, network engineering, hardware engineering, network
operations, data center operations, application change management, and data center disaster recovery services are
managed by ADP. The agreement will expire on June 30, 2012.

Intellectual Property Transfer Agreement

We entered into an intellectual property transfer agreement with ADP and certain of its subsidiaries prior to
the Distribution. Under this agreement, the parties assigned to one another a limited number of patents,
trademarks, copyrights and other intellectual property: (i) developed by the other party and (ii) of which such
other party is the primary or exclusive user as of the date of the agreement or the anticipated primary or exclusive
user in the future. Where the development costs have been shared, (i) we entered into royalty-free cross licenses
of certain intellectual property rights to ADP and certain of its subsidiaries and (ii) ADP and certain of its
subsidiaries entered into royalty-free cross licenses of certain intellectual property rights to us. In addition, the
parties granted to each other the option to acquire additional license rights to certain intellectual property at fair
market value.

Employee Matters Agreement

We entered into an agreement with ADP prior to the Distribution pursuant to which certain employee
benefits matters were addressed, such as the treatment of ADP stock options held by our employees after the
separation, and the treatment of the ADP Supplemental Officer Retirement Plan (“ADP SORP”) benefits for our
management employees who participated in and have accrued benefits under the ADP SORP who transferred to
Broadridge at the time of the spin-off. The agreement also delineated the benefit plans and programs in which
our employees will participate following the separation.



Other Transactions with ADP

We have contracted with ADP for the provision of human resources, payroll and benefits administration
services of the type provided by ADP in the ordinary course of its business to third parties, on terms and
conditions we believe are similar to those we could obtain from other providers of these services. ADP is a client
of fulfillment and other services that we provide in the ordinary course of our business to third parties, on terms
and conditions we believe are similar to those ADP could obtain from other providers of these services.

Our Products and Services

Our operations are classified into three business segments: Investor Communication Solutions, Securities
Processing Solutions and Clearing and Outsourcing Solutions.

Investor Communication Solutions

A majority of publicly traded shares are not registered in companies’ records in the names of their ultimate
beneficial owners. Instead, a substantial majority of all public companies’ shares are held in “street name,”
meaning that they are held of record by brokers or banks through their depositories. Most street name shares are
registered in the name “Cede & Co.,” the name used by The Depository Trust and Clearing Corporation
(“DTCC”), which holds shares on behalf of its participant brokers and banks. These participant brokers and
banks (which are known as nominees because they hold securities in name only) in turn hold the shares on behalf
of their clients, the individual beneficial owners. Nominees, upon request, are required to provide companies
with lists of beneficial owners who do not object to having their names, addresses and share holdings supplied to
companies, so called “non-objecting beneficial owners” (or “NOBOs”). Objecting beneficial owners (or
“OBO0Os”) may be contacted directly only by the broker or bank, or its agent.

Because DTCC’s role is only that of custodian, a number of mechanisms have been developed in order to
pass the legal rights it holds as the record owner (such as the right to vote) to the beneficial owners. The first step
in passing voting rights down the chain is the “omnibus proxy,” which DTCC executes to transfer its voting
rights to its participant nominees.

Under applicable rules, nominees must deliver proxy materials to beneficial owners and request voting
instructions. Nominees are often prohibited by applicable New York Stock Exchange (“NYSE”) or other self-
regulatory organization (“SRO”) rules or by express agreements with their customers from voting the securities
held in their customers’ accounts in the absence of receiving such customers’ voting instructions.

A large number of nominees have contracted out the administrative processes of distributing proxy materials
and tabulating voting instructions to us. Nominees accomplish this by transferring to us via powers of attorney
the authority to execute a proxy, which authority they receive from DTCC (via omnibus proxy). We then
distribute the proxy materials and voting instruction forms (known as “VIFs”) to beneficial owners.

SEC rules require public companies to reimburse nominees for the expense of distributing stockholder
communications to beneficial owners of securities held in street name. The reimbursement rates are set forth in
the rules of SROs, including the NYSE. We act as a billing and collection agent for many nominees with respect
to this reimbursement. We bill public companies on behalf of the nominees, collect the fee and remit to the
nominee any difference between the fee that the nominee is entitled to collect and the amount that the nominee
has agreed to pay us for our services.

We also compile NOBO lists on behalf of nominees in response to requests from issuers. The preparation of
NOBO lists is subject to reimbursement by the securities issuers requesting such lists to the brokers. The
reimbursement rates are based on the number of NOBOs on the list produced pursuant to NYSE or other SRO
rules. Such rules also provide for certain fees to be paid to third party intermediaries who compile such NOBO
lists. We function as such an intermediary in the NOBO process.
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We also provide proxy distribution, vote tabulation and various additional investor communication tools and
services to institutional investors, corporate issuers, and investment companies.

The products we provide include:

Bank and Brokerage Offerings. We handle the entire proxy materials distribution and voting process for
our bank and broker-dealer clients on-line and in real-time, from coordination with third-party entities to
ordering, inventory maintenance, mailing, tracking and vote tabulation. We offer electronic proxy delivery
services for the electronic delivery of proxy materials to investors and collection of consents; maintenance of a
database that contains the delivery method preferences of our clients’ customers; posting of documents on the
Internet; e-mail notification to investors notifying them that proxy materials are available; and proxy voting over
the Internet. We also have the ability to combine stockholder communications for multiple stockholders residing
at the same address which we accomplish by having ascertained the delivery preferences of holders of
approximately 95 million beneficial stockholder accounts. In addition, we provide a complete outsourced
solution for the processing of international proxies. We also provide a complete reorganization communications
solution to notify investors of reorganizations or corporate action events such as tender offers, mergers and
acquisitions, bankruptcies and class action lawsuits.

We also offer our bank and brokerage clients financial information distribution and transaction reporting
services to help them meet their regulatory compliance requirements and business needs including: Pre-Sale and
Post-Sale Prospectus Fulfillment services; Electronic Prospectus services; Investor Mailbox, our service
providing the electronic delivery of investor communications to our clients” websites; PostEdge®, our electronic
document archival and electronic delivery solution for documents including trade confirmations, tax documents
and account statements; Imaging and Workflow solutions; and On-Demand Digital print services.

Institutional Investor Offerings. We provide a suite of services to manage the entire proxy voting process
of institutional investors, including fulfilling their fiduciary obligations and meeting their reporting needs such as
ProxyEdge®, our workflow solution that integrates ballots for positions held across multiple custodians and
presents them under a single proxy. Voting can be instructed for the entire position, by account vote group or on
an individual account basis either manually or automatically based on the recommendations of participating
governance research providers. ProxyEdge® also provides for client reporting and regulatory reporting.
ProxyEdge® can be utilized for meetings of U.S. and Canadian companies and for meetings in many non-North
American countries based on the holdings of our global custodian clients.

Corporate Issuer Offerings. We are the largest processor and provider of investor communication solutions
to public companies. We offer our corporate issuer clients many tools to facilitate their communications with
investors such as Internet and telephone proxy voting, electronic delivery of corporate filings, and householding
of communications to stockholders at the same address. One of our opportunities for growth in the Investor
Communication Solutions segment involves serving corporate issuer clients in providing communications
services to registered stockholders—that is, stockholders who do not hold their shares through a broker in street
name. We also offer proxy services to non-North American corporate issuers in connection with their general and
special meetings of stockholders. Our corporate issuer services include ShareLink®, our service for corporate
issuers that enables the creation and printing of personalized proxy forms in a variety of formats. ShareLink®
provides complete project management for the beneficial and registered proxy process.

Mutual Fund Offerings. We provide a full range of tools that enable mutual funds to communicate with
large audiences of investors efficiently, reliably and often with substantial cost savings. Our solutions allow
mutual funds to centralize all investor communications through one resource. We also provide printing and
mailing of regulatory reports, prospectuses and proxy materials. In addition, we distribute pre-sale marketing
literature and informational materials and create on-demand enrollment materials for mutual fund investors. Our
unique position in the industry enables us to manage the entire communication process with both registered and
beneficial stockholders.



Securities Processing Solutions

Transactions involving securities and other financial market instruments originate with an investor, who
places an order with a broker who in turn routes that order to an appropriate market for execution. At that point,
the parties to the transaction coordinate payment and settlement of the transaction through a clearinghouse. The
records of the parties involved must then be updated to reflect completion of the transaction. Tax, accounting and
record-keeping requirements must be complied with in connection with the transaction and the customer’s
account information must correctly reflect the transaction. The accurate processing of trading activity requires
effective automation and information flow across multiple systems and functions within the brokerage firm and
across the systems of the various parties that participate in the execution of a transaction.

Our securities processing solutions automate the transaction lifecycle of equity, mutual fund, fixed income,
and option securities trading operations, from order capture and execution through trade confirmation, settlement,
and accounting. Our services facilitate the automation of straight-through-processing operations and enable
financial institutions efficiently and cost-effectively to consolidate their books and records, focus on their core
businesses, and manage risk. With our multi-currency capabilities, we support trading activities on a global basis.
Our securities processing solutions include the following:

North American Processing Services. We provide a set of sophisticated, multi-currency systems that
support real-time processing of securities transactions in North American equities, options, fixed income
securities and mutual funds. Brokerage Processing Services (“BPS”) is our core multi-currency back-office
processing system that supports real-time processing of transactions in the U.S. markets. BPS handles everything
from order management to clearance and settlement, and assists our clients in meeting their regulatory reporting
and other back-office requirements. BPS is provided on a hosted application service provider (“ASP”) basis. We
also offer a version of BPS for processing Canadian securities. In addition to our BPS offering, we provide
specialized transaction processing tools and services for small to mid-market financial firms in the United States
and Canada that are operated on separate Broadridge technology platforms. We also provide state-of-the-art
fixed-income transaction processing capabilities and support for front, middle and back office functions,
processing on average approximately $2 trillion daily in fixed income trades. Our securities processing services
can be integrated with our web-based desktop applications, enterprise workflow, automated inquiry reporting and
record-keeping services.

International Processing Services. We provide advanced multi-currency transaction processing solutions
for institutional and retail securities operations, corporate actions, and business process outsourcing services such
as data cleansing. Our Global Processing Solution is our integrated delivery of multiple securities processing
products and services to create a comprehensive system that is capable of processing transactions in equity,
option, mutual fund and fixed income securities in established and emerging markets, at any time. Its advanced
real-time processes automate the securities transaction lifecycle from order capture and execution through
confirmation, settlement, and accounting.

Clearing and Outsourcing Solutions

We provide execution, clearing, and client financing (such as margin lending services), securities borrowing
to facilitate client short sales, and operations outsourcing services for a variety of clearing and custody-related
functions through our subsidiary Ridge Clearing & Outsourcing Solutions, Inc. (“Ridge”).

Securities clearing is the verification of information between two brokers in a securities transaction and the
subsequent settlement of that transaction, either as a book-entry transfer or through physical delivery of
certificates, in exchange for payment. Custody services are the safe-keeping and managing of another party’s
assets, such as physical securities, as well as customer account maintenance and customized data processing
services. Clients for whom we provide securities clearing and custody services are generally referred to as our
“correspondents.” In the United States, clearing relationships typically are “fully-disclosed.” This means that the
end customer is known to the clearing firm, the clearing firm is known to the end customer and the clearing firm
has certain direct responsibilities to the end customer.



Our clients engage in either the retail or institutional brokerage business in the United States. Our clients
generally engage us either to act as a full-service clearing firm, whereby our securities clearing and processing
personnel execute transactions and we are the broker-dealer of record, or as an outsourcing solution, whereby our
clients clear transactions and we perform a number of related administrative back-office functions, such as
record-keeping, and we are not the broker-dealer of record.

We effect securities transactions for our clients on either a cash or margin basis. In a margin transaction, we
extend credit to a client for a portion of the purchase price of the security. Such credit is collateralized by
securities in the client’s accounts in accordance with regulatory and internal requirements. We receive income
from interest charged on such loans. We also borrow securities from banks and other broker-dealers to facilitate
customer and proprietary short selling activity, and lend securities to broker-dealers and other trading entities to
cover their short sales and to complete transactions that require delivery of securities by the settlement date.

Our services include an extensive mutual fund roster (including no transaction fee “NTF” funds), a variety
of retirement plans (for which we are the custodian), comprehensive cash management services, brand name
institutional quality research, and fee-based advisory products.

As a member of Euroclear, Cedel and the Citibank Global Custodian Clearance Network, we also offer
international clearing capabilities including multi-currency confirmation and statement reporting.

Our Integrated Solutions

Our U.S. clients can choose from three levels of securities processing services, all of which utilize the same
technology platform. We provide our clients an ability to integrate our securities processing services with our
securities clearing services and/or operations outsourcing services. This allows our clients to migrate across these
services as they grow or as their business needs change without having to undergo the cost and risk of changing
their underlying back-office systems. Our three-tier service offering is as follows:

e financial institutions that choose to run their own clearing operations can utilize our securities
transaction processing systems on a hosted ASP basis;

» financial institutions that choose to take advantage of the scale and resources of a large securities
clearing firm can receive our securities processing and securities clearing, settlement and financing
services on an integrated outsourced basis as our correspondents; and

e financial institutions that believe the best way to optimize their business is to outsource their staff,
systems and securities processing functions while retaining customer credit and financing activities can
utilize our operations outsourcing services.

In addition, our clients can integrate our securities processing and clearing services with our other services
including: (i) the processing of trade confirmations and account statements, delivered traditionally or
electronically; (ii) pre-sale and post-sale equity and mutual fund prospectus processing; and (iii) automated
workflow tools help our clients streamline their securities processing and operations activities. Our core systems
for processing equity, option and mutual fund transactions in the U.S. markets can also be combined with our
specialized systems for trading in fixed income and international securities. These specialized securities
processing services are fully integrated with our correspondent clearing and operations outsourcing services.

Clients

We serve a large and diverse client base in the financial services industry including retail and institutional
brokerage firms, global banks, mutual funds, annuity companies, institutional investors, specialty trading firms,
and clearing firms. We also provide services to corporate issuers.
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In fiscal 2007, we:
e processed approximately 70% of the shares voted in the United States;
e provided investor communication services for more than 800 bank and brokerage clients;

e distributed over one billion investor communications in either paper or electronic form, as requested by
the investor;

e provided components of our securities processing solutions to seven of the top 10 U.S. broker-dealers;

e provided six of the top 10 Fortune Global 500 banks with fixed income trade processing services,
processing on average approximately $2 trillion daily in fixed income trades; and

e served over 90 correspondents through our securities clearing services.

In fiscal 2007, we derived approximately 24% of our revenues from five clients. Our largest single client
accounted for between 5-6% of our revenues.

Competition

We operate in a highly competitive industry. In our Investor Communication Solutions business, we
compete with companies that provide investor communication and corporate governance solutions including
transfer agents who handle communication services to registered (non-beneficial) securities holders, proxy
advisory firms, proxy solicitation firms and other proxy services providers. We also face competition from
numerous firms in the compiling and printing of transaction confirmations and account statements. In our
Securities Processing Solutions business, we principally compete with brokerage firms that do not outsource their
trade processing systems and numerous other outsourcing vendors. In our Clearing and Outsourcing Solutions
business, we compete with financial institutions that either clear their own transactions or use another financial
institution to clear their transactions. Our back-office support services offered through this segment also compete
with very large financial institutions that both clear transactions and manage their own back-office record-
keeping operations. In many cases, clients engage us only to perform certain functions, such as back-office
processing, and do not outsource certain functions that we would also perform for them, such as clearing
transactions.

Technology

We have several information processing systems which serve as the core foundation of our technology
platform. We leverage these systems in order to provide our investor communication, securities processing, and
securities clearing and operations outsourcing services. We are committed to maintaining extremely high levels
of quality service through the use of our technology and people within an environment that seeks continual
improvement.

Our mission critical applications are designed to provide high levels of availability, scalability, reliability
and flexibility. They operate on industry standard enterprise architecture platforms that provide high degrees of
horizontal and vertical scaling. This scalability and redundancy allows us to provide high degrees of system
availability. In July 2006, we combined our primary data center with ADP’s data center. Those data center
systems and applications are operated and managed by ADP under the data center outsourcing services
agreement we entered into with ADP in connection with the spin-off from ADP in March 2007. The data center
services are provided to us consistent with the services provided to us immediately prior to the spin-off, provided
that the operation of the data center is the sole responsibility of ADP. Under this agreement, ADP is responsible
for hosting our mainframe, midrange, open systems and networks. Additionally, systems engineering, network
engineering, hardware engineering, network operations, data center operations, application change management,
and data center disaster recovery services are managed by ADP. All critical platforms are fully supported under
ADP’s disaster recovery program which provides geographic diversity and precise system, application, data and
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network recovery. The agreement with ADP provides for increasing volumes and the addition of new services
over the term. We continue to manage the application development, information technology strategy and system
architecture direction and management functions. The data center outsourcing services agreement with ADP will
expire on June 30, 2012.

Most of our systems and applications process in Tier IV data centers. Tier IV data centers employ multiple
active power and cooling distribution paths, redundant components, and are capable of providing 99.995%
availability. Tier IV data centers provide infrastructure capacity and capability to permit any planned activity
without disruption to the critical load, and can sustain at least one worst-case, unplanned failure or event with no
critical load impact. The geographically dispersed processing centers of ADP and Broadridge also provide
disaster recovery and business continuity processing.

To further demonstrate our commitment to maintaining the highest levels of quality service and client
satisfaction within an environment that fosters continual improvement, Broadridge’s and ADP’s data centers are
ISO 9001:2000 certified.

Product Development. Our products and services are designed with reliability, availability, scalability, and
flexibility so that we can fully meet our clients’ processing needs. These applications are built in a manner which
allows us to meet the breadth and depth of requirements of our financial services industry clients in a highly
efficient manner. We continually upgrade, enhance and expand our existing products and services taking into
account input from clients, industry-wide initiatives and regulatory changes affecting our clients.

Intellectual Property. We own registered marks for our trade name and own or have applied for trademark
registrations for many of our services and products. We regard our products and services as proprietary and
utilize internal security practices and confidentiality restrictions in contracts with employees, clients and others
for protection. We believe that we hold all proprietary rights necessary to conduct our business.

Employees

At June 30, 2007, we had approximately 4,241 employees. None of our employees are subject to collective
bargaining agreements governing their employment with our company. We believe that our employee relations
are good.

Regulation

The securities and financial services industries generally are subject to extensive regulation in the United
States and elsewhere. As a matter of public policy, regulatory bodies in the United States and the rest of the
world are charged with safeguarding the integrity of the securities and other financial markets and with
protecting the interests of customers participating in those markets, not with protecting the interests of creditors
or the stockholders of regulated entities.

In the United States, the securities and financial services industry is subject to regulation under both federal
and state laws. At the federal level, the SEC regulates the securities industry, along with the Financial Industry
Regulatory Authority, or FINRA (the entity formed from the July 2007 consolidation of the NASD and NYSE
regulation, enforcement and arbitration functions), the various stock exchanges, and other self-regulatory
organizations (“SROs”). Companies that operate in these industries are subject to regulation concerning many
aspects of their business, including trade practices, capital structure, record retention, money laundering
prevention, and the supervision of the conduct of directors, officers and employees. Failure to comply with any
of these laws, rules or regulations could result in censure, fine, the issuance of cease-and-desist orders or the
suspension or revocation of SEC authorization granted to allow the operation of our Clearing and Outsourcing
Solutions business or disqualification of the directors, officers or employees of such business.
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A large portion of our Investor Communication Solutions business involves proxy distribution, processing,
and voting services. On December 13, 2006, the SEC adopted amendments to its proxy rules that allow public
companies an option to follow a “notice and access” model of proxy material delivery (the “Voluntary Rule”).
The Voluntary Rule went into effect on July 1, 2007.

Under the Voluntary Rule, public companies may furnish proxy materials to stockholders by posting them
on an Internet website and providing stockholders with notice of the Internet availability of the proxy materials.
The notice will be mailed to stockholders unless they have previously elected to receive proxy materials via
electronic delivery. Stockholders will have two choices, neither of which will result in a charge to the
stockholder. They may either request that paper copies of the proxy materials be mailed to them for a specific
meeting, or they may make a permanent election to receive proxy materials by mail or by e-mail with respect to
future proxy solicitations for all securities held in their account. When a public company chooses to rely on the
notice and access model, brokers, banks and similar financial intermediaries (“Intermediaries”) must prepare and
send their own notices to their customers who are beneficial stockholders. A beneficial stockholder desiring a
paper or e-mail copy of the proxy materials must request one from the Intermediary.

On July 26, 2007, the SEC adopted further rule amendments that require public companies and soliciting
persons to furnish proxy materials to stockholders by posting them on an Internet website other than the SEC’s
EDGAR website (the “Universal Rule”). Otherwise, the process as set forth in the Voluntary Rule, including
providing stockholders with notice of the Internet availability of the proxy materials, remains unchanged. The
largest public companies will be required to comply with the Universal Rule for solicitations beginning on or
after January 1, 2008. All other issuers and soliciting persons will have to comply for solicitations beginning on
or after January 1, 2009.

The adopted changes will result in our having to perform additional processing in connection with the
provision of the proxy services. We believe that the volume of items to be mailed will remain unchanged.
However, the weight of the packages will be less, resulting in lower distribution revenues. While we anticipate
deriving additional revenue from a variety of services we will provide on behalf of Intermediaries in order for
them to comply with the new rules, as well as optional services we will provide to public companies such as
website hosting, document conversion, and warehousing of paper proxy materials, we do not expect that our
revenues from these services will completely offset the anticipated decrease in distribution revenues. However,
we do not expect that the rule changes will result in a material change to our net earnings derived from the proxy
services.

In addition, in 2005 the NYSE convened a Proxy Working Group to review the NYSE’s rules regarding the
participation of its brokerage firm members in the proxy voting process. A report issued by the Proxy Working
Group in June 2006 recommended that the NYSE amend existing rules that allow brokers, in certain
circumstances, to vote in uncontested director elections. The Proxy Working Group has made other
recommendations including that the NYSE review our role in the proxy process.

The Proxy Working Group recommendations and any additional proposals by the SEC to change the proxy
rules could result in further changes to the regulations and practices regarding the distribution of proxy materials,
proxy voting and stockholder communications. Any such changes may result in a negative effect on our Investor
Communication Solutions business. Moreover, if additional modifications to the current regulatory regime are
enacted that allow for Internet delivery of additional types of investor communications without requiring that a
notice be sent to stockholders, our revenues and results of operations in the Investor Communication Solutions
business could be adversely affected.

Our Investor Communication Solutions and Securities Processing Solutions businesses are not directly
subject to regulations specifically applicable to financial institutions. However, our clients, the regulated
financial institutions, require that we abide by U.S. and international privacy and information security standards
imposed on them in processing their customers’ personal information.

13



Also, certain of the securities processing services we provide may be deemed to be mission-critical
functions of financial institutions that are regulated by one or more member agencies of the Federal Financial
Institutions Examination Council (“FFIEC”). We are therefore subject to examination by the member agencies of
the FFIEC which are the Board of Governors of the Federal Reserve System, the Federal Deposit Insurance
Corporation, the Office of the Comptroller of the Currency, the Office of Thrift Supervision, and the National
Credit Union Association. The FFIEC conducts periodic reviews of certain of our operations in order to identify
existing or potential risks associated with our operations that could adversely affect the financial institutions to
which we provide services, evaluates our risk management systems and controls, and determines our compliance
with applicable laws that affect the services we provide to financial institutions. In addition to examining areas
such as our management of technology, data integrity, information confidentiality and service availability, the
reviews also assess our financial stability. A sufficiently unfavorable review from the FFIEC could result in our
clients not being allowed to use our services.

Our businesses, both directly and indirectly, rely on the Internet and other electronic communications
gateways. We intend to expand our use of these gateways. To date, the use of the Internet has been relatively free
from regulatory restraints. However, governmental agencies within the United States and elsewhere are
beginning to address regulatory issues that may arise in connection with the use of the Internet. Accordingly, new
regulations or interpretations may be adopted that constrain our own and our clients’ abilities to transact business
through the Internet or other electronic communications gateways.

Our Clearing and Outsourcing Solutions business is conducted through our subsidiary, Ridge, a broker-
dealer registered with the SEC and a member of FINRA and various other SROs. Our Clearing and Outsourcing
Solutions business operates in the regulatory environment discussed in the remaining paragraphs of this section.

As a registered broker-dealer, our Clearing and Outsourcing Solutions business is required to participate in
the Securities Investor Protection Corporation (“SIPC”). In the event of a broker-dealer member’s insolvency,
SIPC provides protection of up to $500,000 per customer, with a limitation of $100,000 on claims for cash
balances. Additional protection (“Excess SIPC”) is provided through Customer Asset Protection Company, a
Vermont-licensed insurer. Excess SIPC increases account protection up to net equity of the customer account, but
does not protect against losses from the rise and fall in the market value of investments, and does not cover all
assets. Such coverages are provided in connection with our securities clearing services and are for the benefit of
all customers of our introducing broker-dealer clients.

Regulation of Clearing Activities

Our Clearing and Outsourcing Solutions business provides clearing services to correspondents in the United
States with whom we are not affiliated. Errors in performing clearing functions, including clerical, technological
and other errors related to the handling of funds and securities held by us on behalf of clients and broker-dealers,
could lead to censures, fines or other sanctions imposed by applicable regulatory authorities as well as losses and
liability in related lawsuits and proceedings brought by our clients (including our correspondents), the customers
of our correspondents and others.

Regulatory Capital Requirements

As a registered broker-dealer and member of FINRA, our Clearing and Outsourcing Solutions business is
subject to the SEC’s net capital rule. The net capital rule, which specifies minimum net capital requirements for
registered broker-dealers, is designed to measure the general financial integrity and liquidity of a broker-dealer
and requires that at least a minimum part of its assets be kept in relatively liquid form. Among deductions from
net capital are adjustments, which are commonly called “haircuts,” which reflect the possibility of a decline in
the market value of firm inventory prior to disposition. The effects of securities lending and securities borrowing
activities on net capital calculations are described below.
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Failure to maintain the required net capital may subject Ridge to suspension or revocation of registration by
the SEC and suspension or expulsion by FINRA and other regulatory bodies and, if not cured, could ultimately
require the liquidation of Ridge. The net capital rule prohibits payments of dividends, redemption of stock, the
prepayment of subordinated indebtedness and the making of any unsecured advance or loan to a stockholder,
employee or affiliate, if such payment would reduce Ridge’s net capital below required levels.

The net capital rule also provides that the SEC may restrict any capital withdrawal, including the withdrawal
of equity capital, or unsecured loans or advances to stockholders, employees or affiliates, if such capital
withdrawal, together with all other net capital withdrawals during a 30-day period, exceeds 30% of excess net
capital and the SEC concludes that the capital withdrawal may be detrimental to the financial integrity of the
broker-dealer. In addition, the net capital rule provides that the total outstanding principal amount of a
broker-dealer’s indebtedness under specified subordination agreements, the proceeds of which are included in its
net capital, may not exceed 70% of the sum of the outstanding principal amount of all subordinated indebtedness
included in net capital, par or stated value of capital stock, paid in capital in excess of par, retained earnings and
other capital accounts for a period in excess of 90 days.

A change in the net capital rule, the imposition of new rules or any unusually large charges against net
capital could limit some of our securities clearing and operations outsourcing activities that require the intensive
use of capital and also could restrict our ability to withdraw capital from our Clearing and Outsourcing Solutions
business, which in turn could limit our ability to pay dividends, repay debt or repurchase shares of outstanding
stock. A significant operating loss or any unusually large charge against net capital could adversely affect our
ability to expand or even maintain our present levels of our Clearing and Outsourcing Solutions business.

Regulation of Securities Lending and Borrowing

As part of our Clearing and Outsourcing Solutions business, we engage in securities lending and borrowing
services with other broker-dealers either by lending the securities that we hold for our correspondents and their
customers to other broker-dealers or by borrowing securities from one broker-dealer and lending the same
securities to another broker-dealer. Within the United States, these types of securities lending and borrowing
arrangements are governed by the following SEC rules.

The securities lending and borrowing activities transacted through our Clearing and Outsourcing Solutions
business, are subject to the SEC’s net capital rule described above. Because engaging in securities lending and
borrowing presents counterparty credit risk to the broker-dealer, the provisions in the net capital rule requiring
unsecured receivables to be deducted from the broker-dealer’s net worth in order to compute its “net capital”
reduce the impact of such counterparty credit risk to the broker-dealer’s financial integrity. In addition, because
broker-dealers normally receive cash collateral in excess of the market value of the securities loaned, the net
capital rule requires a 100% deduction to the extent that the market value of the securities loaned exceeds cash
collateral received. On the other hand, no deduction is required where a broker-dealer provides excess collateral
to a lender, provided the amount of the excess collateral does not exceed certain parameters. The securities
lending and borrowing activities are also subject to the SEC’s customer protection rule the projective of which is
to ensure that investment property of the firm’s customers will be available to be distributed in the event of a
liquidation of a registered broker-dealer. The customer protection rule operates to protect both customer funds
and customer securities. To protect customer securities, the customer protection rule requires that the
broker-dealers promptly obtain possession or control of customers’ fully paid securities free of any lien.
However, broker-dealers may lend or borrow customers’ securities purchased on margin or customers’ fully paid
securities, if the broker-dealer provides collateral exceeding the market value of the securities it borrowed and
makes certain other disclosures to the customer. With respect to customer funds, the customer protection
rule requires broker-dealers to make deposits into an account held only for the benefit of customers (“reserve
account”) based on its computation of the reserve formula. The reserve formula requires that broker-dealers
compare the amount of funds it has received from customers or through the use of their securities (“credits”) to
the amount of funds the firm has used to finance customer activities (“debits”). In this manner, the customer
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protection rule ensures that the broker-dealer’s securities lending and borrowing activities do not impact the
amount of funds available to customers in the event of liquidation.

SEC Rules 8c-1 and 15c2-1 under the Exchange Act (the “hypothecation rules”) set forth requirements
relating to the borrowing or lending of our correspondents’ customers’ securities. The hypothecation rules
prohibit us from borrowing or lending correspondents’ customers securities in situations where (1) the securities
of one customer will be held together with securities of another customer, without first obtaining the written
consent of each customer; (2) the securities of a customer will be held together with securities owned by a person
or entity that is not a customer; or (3) the securities of a customer will be subject to a lien for an amount in excess
of the aggregate indebtedness of all customers’ securities.

Regulation T was issued by the Board of Governors of the U.S. Federal Reserve (“Federal Reserve”)
pursuant to the Securities Exchange Act of 1934 in part to regulate the borrowing and lending of securities by
brokers-dealers. Although Regulation T allows broker-dealers to deposit cash in order to secure the borrowing of
securities for the purpose of making deliveries of such securities in the case of short sales, failure to receive
securities they are required to deliver, or other similar cases and lend securities for such purpose against such a
deposit, it also includes provisions regarding the provision of collateral. For example, under the provisions of
Regulation T, broker-dealers are generally required to collect cash equal to 50% of the value of equity securities
purchased in a margin account. However, we may require the deposit of a higher percentage of the value of
equity securities purchased on margin. Securities borrowed transactions are extensions of credit in that the
securities lender generally receives cash collateral, effectively cash borrowed, that exceeds the market value of
the securities that were lent. As that amount exceeds the 50% limitation imposed by Regulation T on margin
lending, Regulation T limits the circumstances under which broker-dealers can borrow securities.

With respect to such securities borrowing and lending, Regulation SHO issued under the Exchange Act
generally prohibits, among other things, a broker-dealer from accepting a short sale order unless either the
broker-dealer has borrowed the security, or entered into a bona-fide arrangement to borrow the security or has
“reasonable grounds” to believe that the security can be borrowed so that it can be delivered on the date delivery
is due and has documented compliance with this requirement.

Failure to maintain the required net capital, accurately compute the reserve formula or comply with
Regulation T or Regulation SHO may subject Ridge to suspension or revocation of registration by the SEC and
suspension or expulsion by FINRA and other regulatory bodies and, if not cured, could ultimately require the
liquidation of our Clearing and Outsourcing Solutions business. A change in the net capital rule, the
hypothecation rules, the customer protection rule, or Regulation T or the imposition of new rules could adversely
impact our ability to engage in securities lending and borrowing, which in turn could limit our ability to pay
dividends, repay debt or repurchase shares of outstanding stock.

Margin Risk Management

Our margin lending activities expose the capital of our Clearing and Outsourcing Solutions business to
significant risks. These risks include, but are not limited to, absolute and relative price movements, price
volatility or changes in liquidity, over which we have virtually no control.

We attempt to minimize the risks inherent in our margin lending activities by retaining in our margin
lending agreements the ability to adjust margin requirements as needed and by exercising a high degree of
selectivity when accepting new correspondents. When determining whether to accept a new correspondent, we
evaluate, among other factors, the brokerage firm’s experience in the industry, its financial condition and the
background of the principals of the firm. In addition, we have multiple layers of protection, including the
balances in customers’ accounts, correspondents’ commissions on deposit, clearing deposits and equity in
correspondent firms, in the event that a correspondent or one of its customers does not deliver payment for our
services. We also maintain a bad debt reserve. Our customer agreements and fully-disclosed clearing agreements
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require industry arbitration in the event of a dispute. Arbitration is generally less expensive and more time
efficient than dispute resolution through the court system. Although we attempt to minimize the risk associated
with our margin lending activities, there is no assurance that the assumptions on which we base our decisions
will be correct or that we are in a position to predict factors or events which will have an adverse impact on any
individual client or issuer, or the securities markets in general.

State Regulation

Our Clearing and Outsourcing Solutions business is a broker-dealer authorized to conduct business in all 50
states under applicable state securities regulations.

Changes in Our Business and the Regulatory Environment

In addition, we may expand our Clearing and Outsourcing Solutions business into other countries in the
future. We will be required to comply with the regulatory controls of each country in which we conduct business.
The securities and financial services industry is heavily regulated in many foreign countries. The varying
compliance requirements of these different regulatory jurisdictions and other factors may limit our ability to
expand internationally.

Seasonality

Processing and distributing proxy materials and annual reports to investors in equity securities and mutual
funds comprises a large portion of our Investor Communication Solutions business. We process and distribute the
greatest number of proxy materials and annual reports during our fourth fiscal quarter (the second quarter of the
calendar year). The recurring periodic activity of this business is linked to significant filing deadlines imposed by
law on public reporting companies and mutual funds. Historically this has caused our revenue, operating income,
net income and cash flows from operating activities to be higher in our fourth fiscal quarter than in any other
quarter. The seasonality of our revenue makes it difficult to estimate future operating results based on the results
of any specific quarter and could affect an investor’s ability to compare our financial condition and results of
operations on a quarter-by-quarter basis.

Segment and Geographic Area Financial Information

You can find financial information regarding our operating segments and our geographic areas in Note 20 to
our Consolidated and Combined Financial Statements under Item 8 of Part II of this Annual Report on
Form 10-K.

Available Information

Our headquarters are located at 2 Journal Square Plaza, Jersey City, New Jersey 07306, and our telephone
number is (201) 714-3000. We anticipate that, commencing in September 2007, our headquarters will be located
at 1981 Marcus Avenue, Lake Success, New York 11042. We maintain an Investor Relations website on the
Internet at www.broadridge-ir.com. We make available free of charge, on or through this website, our annual,
quarterly and current reports and any amendments to those reports as soon as reasonably practicable following
the time they are electronically filed with or furnished to the SEC. To access these, just click on the
“SEC Filings” link found on our Investor Relations homepage.

You can also access our Investor Relations website through our main website at www.broadridge.com by
clicking on the “Investor Relations” link, which is located at the top of our homepage. Information contained on
our website is not incorporated by reference into this Annual Report on Form 10-K or any other report filed with
the SEC. On August 2, 2007, our Board of Directors adopted a Code of Ethics for the Company’s Principal
Executive Officer and Senior Financial Officers.
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ITEM 1A. Risk Factors

You should carefully consider each of the following risks and all of the other information set forth in this
Annual Report on Form 10-K or incorporated by reference herein. Based on the information currently known to
us, we believe that the following information identifies the material risk factors affecting our company in each of
the noted risk categories: (i) Risks Relating to Our Business; (ii) Risks Relating to Our Clearing and Outsourcing
Solutions Business; and (iii) Risks Relating to Our Recent Separation from ADP. However, additional risks and
uncertainties not currently known to us or that we currently believe to be immaterial may also adversely affect
our business.

If any of the following risks and uncertainties develops into actual events, they could have a material
adverse effect on our business, financial condition or results of operations.
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Risks Relating to Our Business

Future consolidation in the financial services industry could adversely affect our revenues by eliminating
some of our existing and potential clients and could make us more dependent on a more limited number of
clients.

There has been and continues to be merger, acquisition and consolidation activity in the financial services
industry. Mergers or consolidations of financial institutions in the future could reduce the number of our clients
and potential clients. If our clients merge with or are acquired by other entities that are not our clients, or that use
fewer of our services, they may discontinue or reduce the use of our services. In addition, it is possible that the
larger financial institutions resulting from mergers or consolidations could decide to perform in-house some or
all of the services that we currently provide or could provide. Any of these developments could have a material
adverse effect on our business and results of operations. For example, one of our large clients has recently been
acquired and has elected to utilize the proprietary services of the acquiring firm. As anticipated, during our fourth
quarter this client terminated services provided through our Securities Processing Solutions and Clearing and
Outsourcing Solutions businesses. However, we will continue to provide this client, and its acquiror (which was
an existing client), with proxy distribution and related services. The client generated $37.6 million and
$39.7 million of revenue in fiscal year 2007 and fiscal year 2006, respectively, with respect to the services being
terminated. The proxy distribution and related services that we will continue to provide to this client and the
acquiror generated $34.5 million and $32.6 million of revenue in fiscal year 2007 and fiscal year 2006,
respectively.

A large percentage of our revenues is derived from a small number of clients in the financial services industry.

In fiscal 2007, we derived approximately 24% of our revenues from five clients. Our largest single client
accounted for between 5-6% of our revenues. While these clients generally work with multiple business
segments, the loss of business from any of these clients due to client consolidation or non-renewal of contracts
would have an adverse effect on our revenues and results of operations. Moreover, we cannot assure you that we
will be able to renew any of our contracts on terms we consider favorable. A client of our Investor
Communication Solutions business segment, that was one of our four largest clients in fiscal year 2007,
terminated its contract for account statement processing and distribution services in February, 2007. However,
we will continue to provide this client with proxy distribution and related services. This client generated
$28.3 million and $44.8 million of revenue in fiscal year 2007 and fiscal year 2006, respectively with respect to
the services being terminated. The proxy distribution and related services that we will continue to provide to this
client generated $62.7 million and $45.2 million of revenue in fiscal 2007 and fiscal 2006, respectively.

The financial services industry has experienced increasing scrutiny by regulatory authorities in recent years
and further changes in legislation or regulations may affect our ability to conduct our business or may reduce
our profitability.

The legislative and regulatory environment of the financial services industry has undergone significant
change in the past and may undergo further change in the future. The SEC, FINRA, various securities exchanges
and other U.S. and foreign governmental or regulatory authorities continuously review legislative and regulatory
initiatives and may adopt new or revised laws and regulations. These legislative and regulatory initiatives may
affect the way in which we conduct our business and may make our business less profitable. Changes in the
interpretation or enforcement of existing laws and regulations by those entities may also adversely affect our
business.

A large portion of our Investor Communication Solutions involves proxy distribution, processing, and
voting services. On December 13, 2006, the SEC adopted amendments to its proxy rules that allow public
companies an option to follow a “notice and access” model of proxy material delivery (the “Voluntary Rule”).
The Voluntary Rule went into effect on July 1, 2007. On July 26, 2007, the SEC adopted further rule
amendments that require public companies and soliciting persons to furnish proxy materials to stockholders by
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posting them on an Internet website other than the SEC’s EDGAR website (the “Universal Rule”). Please refer to
Item 1 of Part I “Business—Regulation” of this Annual Report on Form 10-K for further information on these
developments.

The adopted changes will result in our having to perform additional processing in connection with the
provision of the proxy services. We believe that the volume of items to be mailed will remain unchanged.
However, the weight of the packages will be less, resulting in lower distribution revenues. While we anticipate
deriving additional revenue from a variety of services we will provide on behalf of Intermediaries in order for
them to comply with the new rules, as well as optional services we will provide to public companies such as
website hosting, document conversion, and warehousing of paper proxy materials, we do not expect that our
revenues from these services will completely offset the anticipated decrease in distribution revenues. However,
we do not expect that the rule changes will result in a material change to our net earnings derived from the proxy
services.

In addition, in 2005 the NYSE convened a Proxy Working Group to review the NYSE’s rules regarding the
participation of its brokerage firm members in the proxy voting process. A report issued by the Proxy Working
Group in June 2006 recommended that the NYSE amend existing rules that allow brokers, in certain
circumstances, to vote in uncontested director elections. The Proxy Working Group has made other
recommendations including that the NYSE review our role in the proxy process.

The Proxy Working Group recommendations and any additional proposals by the SEC to change the proxy
rules could result in further changes to the regulations and practices regarding the distribution of proxy materials,
proxy voting and stockholder communications. Any such changes may result in a negative effect on our Investor
Communication Solutions business. Moreover, if additional modifications to the current regulatory regime are
enacted that allow for Internet delivery of additional types of investor communications without requiring that a
notice be sent to stockholders, our revenues and results of operations in the Investor Communication Solutions
business could be adversely affected.

Also, certain of the securities processing services we provide may be deemed to be mission-critical
functions of financial institutions that are regulated by one or more member agencies of the Federal Financial
Institutions Examination Council (“FFIEC”). We are therefore subject to examination by the member agencies of
the FFIEC. The FFIEC conducts periodic reviews of certain of our operations in order to identify existing or
potential risks associated with our operations that could adversely affect the financial institutions to which we
provide services, evaluates our risk management systems and controls, and determines our compliance with
applicable laws that affect the services we provide to financial institutions. In addition to examining areas such as
our management of technology, data integrity, information confidentiality and service availability, the reviews
also assess our financial stability. A sufficiently unfavorable review from the FFIEC could result in our clients
not being allowed to use our services, which could have a material adverse effect on our business, financial
condition and results of operations.

Our revenues may decrease due to declines in trading volume, market prices, liquidity of securities markets or
proprietary trading activity.

We generate significant revenues from the transaction processing fees we earn from our investor
communication, securities processing, and clearing and outsourcing services (including the interest income from
our margin lending activities and interest earned by investing clients’ cash). These revenue sources are
substantially dependent on customer trading volumes, market prices and liquidity of securities markets. Over the
past several years the U.S. and foreign securities markets have experienced significant volatility. Sudden sharp or
gradual but sustained declines in market values of securities can result in:

e reduced investor communication activity, including reduced mutual funds communication volumes,
reduced mergers and acquisitions and reduced proxy activity;
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e reduced trading activity;

o illiquid markets;

e declines in the market values of securities carried by our clients and clearing correspondents;
e the failure of buyers and sellers of securities to fulfill their settlement obligations;

e reduced margin loan balances of investors; and

e increases in claims and litigation.

The occurrence of any of these events would likely result in reduced revenues and decreased profitability
from our investor communication solutions, securities processing solutions, and clearing and outsourcing
solutions activities.

Breaches of our information security policies or safeguards, or those of our outsourced data center services
provider, could adversely affect our ability to operate, could result in the personal or account information of
our clients’ customers being misappropriated, and may cause us to be held liable or suffer harm to our
reputation.

We process and transfer the personal and account information of customers of financial institutions. Our
clients are subject to laws and regulations in the United States and other jurisdictions designed to protect the
privacy of personal information and to prevent that information from being inappropriately disclosed and they
require that we abide by such laws and regulations in performing our services for them. We have developed and
maintain technical and operational safeguards including encryption, authentication technology and transmission
of data over private networks in order to effect secure transmissions of confidential information over computer
systems and the Internet. In addition, ADP, as our data center services provider, has information security
safeguards in place. However, despite those safeguards, it is possible that hackers, employees acting contrary to
security policies or others could improperly access our systems or improperly obtain or disclose the personal or
account information of our clients’ customers. Any breach of our security policies or safeguards, or those of our
outsourced data center services provider, resulting in the unauthorized use or disclosure of the personal or
account information of our clients’ customers could limit our ability to provide services, hinder the growth of our
business and subject us to litigation or damage our reputation. In addition, we may incur significant costs to
protect against the threat of network or Internet security breaches or to alleviate problems caused by such
breaches.

We have combined our primary data center with ADP’s data center from whom we purchase a significant
portion of our data center services, including disaster recovery capabilities, and if ADP fails to adequately
perform the data center services in the manner necessary to meet our clients’ needs, our business, financial
condition and results of operations may be harmed.

In July 2006, we combined our primary data center with ADP’s data center. In connection with our
separation from ADP, we entered into a multi-year data center outsourcing services agreement with ADP
pursuant to which ADP provides us with data center services consistent with the services provided to us
immediately prior to the spin-off, provided that the operation of the data center is the sole responsibility of ADP.
The services include hosting the mainframe, midrange, open systems, and networks. Additionally, systems
engineering, network engineering, hardware engineering, network operations, data center operations, application
change management, and data center disaster recovery services are managed by ADP. As a result, we currently
purchase a significant portion of our data center services, including disaster recovery capabilities, from ADP.
ADP has not ordinarily provided outsourced data center services. If ADP fails to adequately perform the data
center services in the manner necessary to meet our clients’ needs, our business, financial condition and results of
operations may be harmed. If our agreement with ADP is terminated for any reason, we may not be able to find
an alternative data center services provider in a timely manner or on acceptable financial terms. If we need to
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build our own information technology infrastructure, we may incur substantial costs and could experience
temporary business interruptions. As a result, we may not be able to meet the demands of our clients and, in turn,
our business, financial condition and results of operations may be harmed. In addition, technology service
failures could have adverse regulatory consequences for our Clearing and Outsourcing Solutions business. Some
of these risks are anticipated and covered through service level credits, termination rights, and indemnification
clauses in our data center outsourcing services agreement with ADP. Nevertheless, we may not be adequately
protected against all possible losses through the terms of the agreement.

Any slowdown or failure of our computer or communications systems or those of our outsourced data center
services provider could subject us to liability for losses suffered by our clients or their customers.

Our services depend on our ability to store, retrieve, process and manage significant databases, and to
receive and process transactions and investor communications through a variety of electronic systems and media.
Our systems, those of our outsourced data center services provider, or any other systems with which ours interact
could slow down significantly or fail for a variety of reasons, including:

e computer viruses or undetected errors in internal software programs or computer systems;
* inability to rapidly monitor all system activity;

* inability to effectively resolve any errors in internal software programs or computer systems once they
are detected;

e heavy stress placed on systems during peak times; or

e power or telecommunications failure, fire, flood or any other natural disaster.

While we monitor system loads and performance and implement system upgrades to handle predicted
increases in trading volume and volatility, we cannot assure you that we will be able to predict future volume
increases or volatility accurately or that our systems and those of ADP, as our data center services provider, will
be able to accommodate these volume increases or volatility without failure or degradation. Moreover, because
we have outsourced our data center operations, the operation and performance of the data center involve factors
beyond our control. Any significant degradation or failure of our computer systems, communications systems or
any other systems in the clearing or trading processes could cause the customers of our clients to suffer delays in
the execution of their trades. These delays could cause substantial losses for our clients or their customers and
could subject us to claims and losses, including litigation claiming fraud or negligence that could damage our
reputation, increase our service costs, cause us to lose revenues and/or divert our technical resources.

If the operational systems and infrastructure that we depend on fail to keep pace with our growth, we may
experience operating inefficiencies, client dissatisfaction and lost revenue opportunities.

The growth of our business and expansion of our client base may place a strain on our management and
operations. We believe that our current and anticipated future growth will require the implementation of new and
enhanced communications and information systems, the training of personnel to operate these systems and the
expansion and upgrade of core technologies. While many of our systems are designed to accommodate additional
growth without redesign or replacement, we may nevertheless need to make significant investments in additional
hardware and software to accommodate growth. In addition, we cannot assure you that we will be able to predict
the timing or rate of this growth accurately or expand and upgrade our systems and infrastructure on a timely
basis. Because we utilize the systems of our outsourced data center, we will depend on ADP to keep the
processing capacity and speed of the data center in line with the growth of our business.

In addition, with respect to our Clearing and Outsourcing Solutions business, the scope of procedures for
assuring compliance with applicable rules and regulations has changed as the size and complexity of our business
has increased. We have implemented and continue to implement formal compliance procedures to respond to
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these changes. The future operating results of our Clearing and Outsourcing Solutions business will depend on
our ability:

e to improve our systems for operations, financial controls, and communication and information
management;

* to refine our compliance procedures and enhance our compliance oversight; and

e to recruit, train, manage and retain our employees.

Our growth has required and will continue to require increased investments in management personnel and
systems, financial systems and controls and office facilities. In the absence of continued revenue growth, the
costs associated with these investments would cause our operating margins to decline from current levels. We
cannot assure you that we will be able to manage or continue to manage our recent or future growth successfully.
If we fail to manage our growth, we may experience operating inefficiencies, dissatisfaction among our client
base and lost revenue opportunities.

If we are unable to respond to the demands of our existing and new clients, our ability to reach our revenue
goals or maintain our profitability could be diminished.

The global securities industry is characterized by increasingly complex infrastructures and products, new
and changing business models and rapid technological changes. Our clients’ needs and demands for our products
and services evolve with these changes. For example, an increasing number of our clients are from market
segments focusing on hedge funds, algorithmic trades and direct access customers who demand increasingly
sophisticated products. Our future success will depend, in part, on our ability to respond to our clients’ demands
for new services, capabilities and technologies on a timely and cost-effective basis, to adapt to technological
advancements and changing standards and to address our clients’ increasingly sophisticated requirements.

Intense competition could negatively affect our ability to maintain or increase our market share and
profitability.

The market for our products and services is rapidly evolving and highly competitive. We compete with a
number of firms that provide similar products and services to our market. In addition, we compete with our
clients’ in-house capabilities to perform competitive functions. Some of our competitors may possess
significantly greater financial, technical, marketing and other resources than we do. Some of our competitors may
also offer a wider range of services than we do and may enjoy greater name recognition and more extensive
client bases than ours. These competitors may be able to respond more quickly to new or changing opportunities,
technologies and client requirements and may be able to undertake more extensive promotional activities, offer
more attractive terms to clients and adopt more aggressive pricing policies than we will be able to offer or adopt.
There can be no assurances that we will be able to compete effectively with current or future competitors. If we
fail to compete effectively, our market share could decrease and our business, financial condition and results of
operations could be materially harmed.

We may be unable to attract and retain key personnel.

Our continued success depends on our ability to attract and retain senior management and other qualified
personnel to conduct our Investor Communication Solutions, Securities Processing Solutions, and Clearing and
Outsourcing Solutions businesses. The market for such specialists is extremely competitive and has grown more
so recently due to industry growth. There can be no assurance that we will be successful in our efforts to recruit
and retain the required personnel. If we are unable to attract and retain qualified individuals or our recruiting and
retention costs increase significantly, our operations and financial results could be materially adversely affected.
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Our products and services, and the products and services provided to us by third parties, may infringe upon
intellectual property rights of third parties, and any infringement claims could require us to incur substantial
costs, distract our management or prevent us from conducting our business.

Although we attempt to avoid infringing upon known proprietary rights of third parties, we are subject to the
risk of claims alleging infringement of third-party proprietary rights. If we infringe upon the rights of third
parties, we may be unable to obtain licenses to use those rights on commercially reasonable terms. Additionally,
third parties that provide us with products and services that are integral to the conduct of our business may be
subject to similar allegations, which could prevent them from continuing to provide these products and services
to us. In either of these events, we would need to undertake substantial reengineering in order to continue
offering our services and we may not succeed in doing so. In addition, any claim of infringement could cause us
to incur substantial costs defending the claim, even if the claim is invalid, and could distract our management
from our business. Furthermore, a party making such a claim could secure a judgment that requires us to pay
substantial damages. A judgment could also include an injunction or other court order that could prevent us from
conducting our business.

Acquisitions and integrating such acquisitions create certain risks and may affect operating results.

From time to time, we have been, and expect to continue to be, a business acquiror. The acquisition and
integration of businesses involve a number of risks. The core risks are in the areas of:

e valuation: negotiating a fair price for the business based on inherently limited due diligence reviews;

e integration: managing the complex process of integrating the acquired company’s people, products,
technology and other assets so as to realize the projected value of the acquired company and the
synergies projected to be realized in connection with the acquisition; and

e legacy issues: protecting against actions, claims, regulatory investigations, losses and other liabilities
related to predecessor business.
Also, the process of integrating these businesses may disrupt our business and divert our resources. These
risks may arise for a number of reasons including, for example:
» finding suitable businesses to acquire at affordable valuations or on other acceptable terms;
e competition for acquisitions from other potential acquirors;

e borrowing money from lenders or selling equity or debt securities to the public to finance future
acquisitions on terms that may be adverse to us;

* incurring unforeseen obligations or liabilities in connection with such acquisitions;
e devoting unanticipated financial and management resources to an acquired business;
e entering markets where we have minimal prior experience; and

e experiencing decreases in earnings as a result of non-cash impairment charges.

In addition, international acquisitions often involve additional or increased risks including, for example:
e geographically separated organizations, systems and facilities;

e integrating personnel with diverse business backgrounds and organizational cultures;

e complying with foreign regulatory requirements;

* enforcing intellectual property rights in some foreign countries; and

e general economic and political conditions.
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General economic and political conditions and broad trends in business and finance that are beyond our
control may contribute to reduced levels of activity in the securities markets, which could result in lower
revenues from our business operations.

Trading volume, market prices and liquidity are affected by general national and international economic and
political conditions and broad trends in business and finance that result in changes in volume and price levels of
securities transactions. These factors include:

e economic, political and market conditions;

» the availability of short-term and long-term funding and capital;
e the level and volatility of interest rates;

e legislative and regulatory changes;

e currency values and inflation; and

e national, state and local taxation levels affecting securities transactions.

These factors are beyond our control and may contribute to reduced levels of activity in the securities
markets. Our revenue has historically been largely driven by the volume of trading activities of our clients. Our
margin lending revenues are also impacted by changes in the trading activities of our correspondents.
Accordingly, any significant reduction in activity in the securities markets would likely result in lower revenues
from our business operations.

The financial services business is highly dependent on certain market centers that may be targets of terrorism.

Our business is dependent on exchanges and market centers being able to process trades. Terrorist activities
in September 2001 caused the U.S. securities markets to close for four days. This impacted our revenue and
profitability for that period of time. If future terrorist incidents cause interruption of market activity, our revenues
and profits may be impacted negatively again.

Our revenue is subject to seasonal variations because we process and distribute the greatest number of proxy
materials and annual reports in our fourth fiscal quarter.

Processing and distributing proxy materials and annual reports to investors in equity securities and mutual
funds comprises a large portion of our Investor Communication Solutions business. We process and distribute the
greatest number of proxy materials and annual reports during our fourth fiscal quarter. The recurring periodic
activity of this business is linked to significant filing deadlines imposed by law on public reporting companies
and mutual funds. Historically this has caused our revenue, operating income, net income and cash flows from
operating activities to be higher in our fourth fiscal quarter than in any other quarter. The seasonality of our
revenue makes it difficult to estimate future operating results based on the results of any specific quarter and
could affect an investor’s ability to compare our financial condition and results of operations on a
quarter-by-quarter basis.

Risks Relating to Our Clearing and Outsourcing Solutions Business

Our existing clearing correspondents may choose to perform their own securities clearing services as their
operations grow.

We market our securities clearing services to our existing correspondent clients on the strength of our ability
to process transactions and perform related back-office functions more effectively than these clients could
perform these functions themselves. As our correspondent clients’ operations grow, they often consider the
option of performing securities clearing functions themselves, in a process referred to in the securities industry as
“self-clearing.” As the transaction volume of a broker-dealer grows, the cost of implementing the necessary
infrastructure for self-clearing may be eventually offset by the elimination of per-transaction processing fees that
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would otherwise be paid to a clearing firm. Additionally, performing their own securities clearing services allows
self-clearing broker-dealers to retain their customers’ margin balances, free credit balances and securities for use
in margin lending activities. If a significant number of clearing correspondents or correspondents representing a
significant portion of our business terminate their clearing relationship with us to become self-clearing, this could
result in a material adverse effect on our business, financial condition and results of operations.

We have tried to address this potential client loss by offering our operations outsourcing service, which
affords firms an ability to remain or become self-clearing without the necessity of maintaining this infrastructure.
However, some firms may nevertheless choose to change to self-clearing operations and not outsource their
operations to us, which could have a material adverse effect on our business, financial condition and results of
operations.

Our securities clearing business may be exposed to risk from our counterparties and third parties.

In the normal course of business, our securities clearing activities involve execution, settlement and
financing of various security clearing transactions for a nationwide client base. With these activities, we may be
exposed to risk in the event our clients, other broker-dealers, banks, clearing organizations or depositories are
unable to fulfill contractual obligations.

Our practice of recording security clearing transactions may expose us to off-balance sheet risk of loss.

We record clients’ security clearing transactions on a settlement date basis, which is generally three business
days after trade date. We are therefore exposed to off-balance sheet risk of loss on unsettled transactions in the
event clients and other counterparties are unable to fulfill contractual obligations.

Our securities clearing business may be subject to liability under our membership agreements with exchanges
and clearinghouses.

We are a member of numerous exchanges and clearinghouses. Under the membership agreements, members
are generally required to guarantee the performance of other members. Additionally, if a member becomes
unable to satisfy its obligations to the clearinghouse, other members would be required to meet these shortfalls.
To mitigate these performance risks, the exchanges and clearinghouses often require members to post collateral.
We may be subject to liability under these arrangements in case of default of a member of those exchanges or
clearinghouses.

Our securities clearing business’ involvement in options markets subjects us to risks inherent in conducting
business in those markets.

We clear options contracts on behalf of our correspondents and their customers. Trading in options contracts
is generally more highly leveraged than trading in other types of securities. This additional leverage increases the
risk associated with trading in options contracts, which in turn raises the risk that a correspondent or customer
may not be able to fully repay its creditors, including us, if it experiences losses in its options contract trading
business.

Our securities clearing and operations outsourcing services could expose us to legal liability for errors in
performing clearing or operations outsourcing services and, in connection with our clearing services, for
improper activities of our correspondents.

Any intentional failure or negligence in properly performing our securities clearing or operations
outsourcing services, or any mishandling of funds and securities held by us on behalf of our correspondents and
their customers could lead to censures, fines or other sanctions by applicable authorities as well as actions in
contract or tort brought by parties who are financially harmed by those failures or mishandlings. Any litigation
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that arises as a result of our securities clearing or operations outsourcing services could harm our reputation and
cause us to incur substantial expenses associated with litigation and damage awards that could exceed our
liability insurance by unknown but significant amounts.

In the past, clearing firms in the United States have been held liable for failing to take action upon the
receipt of customer complaints, failing to know about the suspicious activities of correspondents or their
customers under circumstances where they should have known, and even aiding and abetting, or causing, the
improper activities of their correspondents. We cannot assure you that our procedures will be sufficient to
properly monitor our correspondents under current laws and regulations or that securities industry regulators will
not enact more restrictive laws or regulations or change their interpretations of current laws and regulations. If
we fail to implement proper procedures or fail to adapt our existing procedures to new or more restrictive
regulations, we may be subject to liability that could result in substantial costs to us and distract our management
from our business.

Our Clearing and Outsourcing Solutions business is subject to complex regula