






































4. Capital planning 

Citigroup considers its capital planning process to be dynamic, with frequent updates to 
business and capital forecasts. In 3Q and 4Q 2007, Citigroup ran alternative scenarios 
that consider valuation and the potential on-boarding of additional exposures. 

Citigroup, as noted, needs to think more clearly about adequacy/size of capital buffer. 

5. MIS 

Citigroup captures and aggregates exposures at times of stress both through systematic 
and manual reporting. In the case of sub-prime mortgage exposure, management noted it 
took about a day to get an accurate direct exposure. Citigroup needed to aggregate this 
information in several organizations. 

Going forward, Citigroup hopes to improve the granularity and drill down further in its 
MIS. 

Citigroup has historically managed to a single notch downgrade parameter, whi.ch in 
retrospect may have been too broad "get to AA rating," and now is moving towards a 
balance sheet driven/capital adequacy perspective. Citigroup acknowledges a need to 
combine capital adequacy with earning volatility. It will also include scenarios where 
that address interest rates convergence or scenarios where stock price declines, and other 
dynamics into its stress testing. 

Management acknowledged the need for different/enhanced MIS to determine where 
capital is needed across business lines and compare to its budgeted capital charge. CFO 
Gary Critteden described a matrix with each business line and risk (market, credit, 
Liquidity, fiduciary, operations) on the axes that will arrive at a sum of risk capital for the 
firm. A new process is being developed to drive capital allocation and regulatory capital 
needed to address downside scenarios and highlight necessary capital generation. 

6. Accounting & Disclosure 

Management provided investors and creditors with highly granular disclosure. Noted no 
limitation on its disclosure / transparency. 

Management stated that its disclosure did not help its securitization pools. In essence, the 
disclosure had no effect as investors shunned structure itself. 

To combat what management perceived as misinformation about SIV s portrayed in 
media, Citigroup disclosed salient facts on 1114/2007. In its quarterly disclosures it 
discussed transparency of structures by asset/type/rating. This did not help allay investor 
skepticism. Management believes that investors equated CDO with SIV and had no 
appetite for the structure. 
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Another challenge for Risk is achieving the proper amount of disclosure as deemed from 
a credit staff/investors point of view (how much credit work an investor is expected to do 
on a structured credit). Summarized information may be ideal to enable the user's binary 
constraints (YIN). 

7. Regulatory incentives (not shared with the firms in advance) 

Arbitrage creation of the CDO 

Citigroup as a flrm is complex from both a legal entity and a funding perspective. 
Businesses sought to capitalize regulatory capital treatment, tax effectiveness, PIL 
accounting, and then liquidity as opposed to the inverted focus on liquidity, PIL 
accounting, tax and regulatory capital treatment that-would be necessary in market 
dislocation. Realistically, the business equated low RAP capital cost with a remote 
probability for disaster, and therefore the business did not try very hard to sell Super 
Senior Triple An exposures/risk. 

I ID. OTHER OBSERVATIONS 

Please share any other significant insights you gained from your discussions with the 
firm that may not fit into the categories and subcategories above. 

For example, in light of recent events, what insight or guidance do firms seek from 
supervisors? 

Remarks by Chairman of the Board Robert Rubin 

As Financial Engineering became more complex, it exacerbated rather than reduced 
volatility. The recent market dislocation became a question of tails / unusual 
circumstances and how the industry should deal with it. Firms need to achieve balance -­
not under-react/not over-react. For the Long-term, supervisors must address consumer 
protection and systemic risk in the tails. 

Government must fund and support the Federal Housing Administration and provide the 
mortgage area with funding for counseling debt renegotiation. Firms are tasked to 
provide the Community development world with adequate resources. This is where 
private sector efforts should be brought together with the Federal Government's. 

Citigroup is conscious of lawsuits forthcoming and sees a public policy statement 
necessary, as the disintermediary nature of the mortgage market is not captured. 
Litigants are inclined to sue warehouses / securitizers, as they are the only parties left 
standing with deep pockets and are targets for potential law suits. Citigroup has 
proactively estimated contingent losses; however, the outcome of loss remains unclear. 
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