



























































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 (Y/N).

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

Arbitrage creation of the CDO

Citigroup as a firm is complex from both a legal entity and a funding perspective.
Businesses sought to capitalize regulatory capital treatment, tax effectiveness, P/L
accounting, and then liquidity as opposed to the inverted focus on liquidity, P/L
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.

|TI. 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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