
































FCIC-086888 

CONFIDENTIAL 

Mr. John J. Ruocco 
Federal Reserve Banko/New York 
June 16. 2008 

Strep,Ith'iPiPI Ow Fig.Dei .. Condition 

In 2007, we recorded a $9.8 billion loss in the fourth quarter, primarily due to 
marks on trading portfolios and increased credit provisions, and our overall net income 
for the year was $3 .6 billion. Our 2007 revenues fell by approximately 9"10 from 2006 
levels to $82 billion. As we described at the recent Investor and Analyst Day. we 
generated 32% of our 2007 revenues from emerging markets and 48% from outside 
North America (excluding eMS revenue marks and significant earnings press 
release disclosed items); we generated 75% of our 2007 revenues from "annuity·type" 
businesses (Consumer, Cards. GWM and GTS), and the remainder from Securities & 
Banking and Alternative Investments. We have identified approximately $500 billion of 
assets that are not core to our business and that we will sell or run-off over the ncxt few 
years ("legacy assets"). About 48% of these legacy assets are low return assets, 34% are 
IJUI.1k·to-market assets impacted by the credit crisis, and 18% are non-core assets. While 
we expect earnings from our core businesses to exceed $11 billion in 2008, we expect our 
legacy assets to generate losses that will more than offset our core earnings this year. 

Ctlpif41 

Since the third quarter of 2007, we have aggressively raised ahnost S50 billion in 
Tier 1 capital through the issuance of a variety of instnunents including common stock, 
mandatory convertible equity units, convertible preferred stock, straight preferred stock 
and enhanced trust preferred securities. The total capital we have raised is well in excess 
of the total ofS7.1 billion of dividends paid and the S12.7 billion net loss booked during 
period from July 1, 2007 through March 31, 2008. The excess has enabled our capital 
ratios to return to levels well above internal targets and demonstrates our commitment to 
maintain a strong capital base. Based on our earnings projections for second quarter 
2008 (as of May 30th) and our forecast for the third and fourth Quarter of 2008 (as of 
May we believe we have sufficient earnings to maintain our capital position in 
excess of our internal targets. 

Based on our most recent capital forecast and the earnings improvements we 
expect from the third quarter 2008 onward, we expect to be in compliance with the 15% 
restricted core capital limit by March 31, 2009. We will continue to share our capital 
forecasts with you on a regular basis. We are developing a detailed capital plan that we 
will share with you as part of our response to the MOU. 

Asset Quality 

As noted earlier, we are actively managing the reduction of the non-performing 
legacy assets, we have tightened our underwriting criteria and we will continue to closely 
monitor the balance sheet. Given the possible elimination of qualified special purpose 
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entities, we are currently reviewing the potential to include additional assets tmder FAS 
140. 

As noted above, we have undertaken an active asset allocation and reduction 
program. and a new asset limit process has been put in place. This is an enhanced. 
retum-drlvcn capital allocation process, with dynamic macket·based incentives. In 
addition, the Company has introduced a net income after cost of capital allocation 
(NlACC) methodology that includes a capital charge to business income, to measure 
business perfonnance and encourage balance sheet discipline. The new methodology also 
impacts senior management compensation to CI1OOW"8ge efficient use of capital. We are 
educating employees across the Company about NIACC. and we expect to launch a web
based tutorial by the end of July. We currently expect that by the end of the fourth 
quarter 2008, GAAP assets will have declined by $370 billion while RAP assets are 
projected to decline by over $100 billion from their peak: levels. We will provide asset 
projections as part of the detailed capital plan in response to the MOU. 

Earnings 

2008 EamiglS ADd Dividend Payout 

We recognize that dividends must be funded from current earnings, and we are 
confident we will have the ability to meet our dividend payout in 2008. We expect to 
return to a positive earnings environment from third quarter 2008 onwards, and that we 
will be able to meet dividend payout from currmt earnings from the fourth quarter 2008 
onward. We have embedded a dividend payout of 32 cents per share in our capital plan, 
which we will share with you as part of our response to the MOU. 

A semi-monthly process to create income statement and asset estimates for the 
current quarter is already in place with respect to global products. Starting July 2008, we 
will expand this ouUook process to include regional details. We also have a quarterly 
forecasting process in place to update the income statement and asset estimates for the 
rest of the calendar year, including global product and regional details. These forecasts 
include scenario analysis coordinated across finance and risk management to evaluate the 
potential shocks to our projected financial resu1ts and identify potential mitigants. We 
will continue to share the results of these processes with you. We expect the next 
quarterly forecast, with six months of actua1 results and six months of forecasted results, 
to be available by mid-August 2008. 

Futwe Earnings 

We believe the underlying strength of our core businesses is healthy. As we 
described in our recent Investor and Analyst Day. we expect our core businesses to 
generate earnings in excess of $20 billion within two to three years, with revenue growth 
of approximatel), 9% and return on equity of 18-20"/0. These estimates assume a credit 
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market recovery beginning in late 2009/early 2010 and assume further that we are able to 
wind down our legacy assets, from just under $500 billion at the end of 2007 to below 
$100 billion by the end of 2011. With our nev.r organization structw'e in place and 
additional focus on asset productivity and reengjncering, we believe we will have the 
resources in place to deepen our international footprint and strengthen our core 
businesses. 

We are currently in the process of developing our 3-year strategic plan that will be 
aligned with the financial targets outlined above. We will share this plan with you. which 
will include details by gJabal product and regjon, as part of our response to the MOU. 
We will continue to eI1S\Ue that our finance and risk management functions work together 
to review our financial projections against our assessment of potential risks. 

Liquidity 

We have taken actions to improve our liquidity position and enhanced our 
processes surrounding liquidity risk management. In particular, we have introduced 
comprehensive: liquidity risk identification and stress testing across the parent, bank and 
broker-dealer entities. 

Bank Structural Lisruidity 

The structural liquidity cushion we maintained at the beginning of the market 
events of last summer allowed the Company to manage funding liquidity using a diverse 
set of actions that reduced the need for reliance on unsecured wholesale funding. 
However, by using this cushion, our structura11iquidity fell below our targets. We have 
begun to restore this structural liquidity as our cash capital ratio climbed to 108% as of 
April 3D, 2008. We will continue to share with you our structura1 liquidity forecasts, 
which reflect the impact of our most recent balance sheet plans. Primarily as a result of 
anticipated de-leveraging, this plan forecasts that the cash capital ratios will exceed our 
internal targets by December 31, 2008. While the balance sheet targets are aggressive, 
we have adopted a robust process to monitor these targets on a monthly basis. We will 
continue to provide reports to you and our senior management monthly, using our actual 
structural ratios to highlight our progress, and we will also continue to provide reguJar 
reports to our Board. Further, we win continue to forecast the impact of anticipated 
balance sheet changes on cash capital and other bank structural ratios. 

Parent and Broker-Dealer Structural Liquidity 

In addition to the aggressive capital raising activities we have completed, we will 
continue to raise significant long-tenn funding through our debt programs. As a result of 
these capital and funding raising activities, as of May 30, 2008, the combined short-term 
ratio for the parent and broker-deaJer was 1.35 as compared with our internal guideline of 
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1.10. In addition, to provide a larger cushion against potential market disruptions or 
incremental balance sheet needs, as of June 10, 2008, the combined broker-dealer cash 
box and parent company liquidity portfolio were approximately 560 billion. This is 
significantly greater than the pre-crisis level of Sll billion at June 3D, 2007 and $24 
billion at December 31,2007. We have also reduced our commercial paper borrowings 
from pre-crisis levels and increased the weighted-average maturity (W AM). At JWle 3D, 
2007, our outstanding commercial paper was $53 billion with a WAM of 37 days; as of 
June 10, 2008 our outstanding commercial paper was $30 billion with a W AM of 55 
days. 

As an initial step in a comprehensive plan for reviewing the broker-dealer 
liquidity model, we have developed initial forecasts to downstream the necessary long
term funding to restore broker-dealer cash capital to its 120% target. In this regard, an 
additional $6 billion in long-term liquidity was placed from the parent to the broker
dealer in June. We will complete further work during the month of June to assess the 
risks to the parent and broker-dealez- on a stand-alone and combined basis wuier severely 
stressed market conditions in order to dimension the extent and nature of required 
liquidity cushions. We will include interconnected exposures, including the bank entities. 
Further, we are also taking significant steps to enhance the forecasting of liquidity 
requirements of the parent and broker-deaJer. We will cootinue to share with you on 8 

regular basis the results of these and related efforts. 

Bank Funding Gaps 

Our Market Access Reporting ("MAR") measures potential market access against 
our contingent capacity to cover the funding liquidity gaps in a liquidity event. As noted 
in the FRBNY Report, we have had persistent excesses in our combined European and 
us limit since the fall of 2007. These excesses resulted from a combination of the 
addition of illiquid assets, the use of contingent capacity to fund incremental asset growth 
and avoid undue unsccW'Od wholesale fimding, and frequent reassessment of our 
contingent capacity to reflect changes in market conditions. Although we have taken a 
series of actions to reduce these excesses, some measure of excess continues to persist. 
We are currently in the process of forecasting our utilization and expected limits through 
December 31, 2008 . This will include the impact of OUT forecasted balance sheet de
leveraging as well as a series of actions to ensure that we eliminate these excesses. We 
will share the results of this forecast and the major assumptions with you prior to June 3D, 
2008. 

In the mean time. we have taken actions to reduce our risk from short-tenn 
unsecured wholesale funding. On our Fed Funds desk. we reduced our take from the 
markets from an avemge of over $30 billion at the start of the market crisis to $7 billion 
in May and June 2008. In May and June 2008, we have been positioned as a net placer of 
fimds into the wholesale markets and we have greatly increased our liquidity cushion at 
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the parent company. In addition, we will continue daily monitoring of the MAR against 
limits, including enhanced senior management reporting. We will regularly report our 
progress in rectifying these excesses to senior management and the Board, 

IIftJHICI Rilling 

While our ability to generate operating cash from subsidiary dividends, 
particularly from Citibank and the broker dea1er, was hampered during the recent market 
dislocation. we believe this is 8 temporary condition. Income projections show earnings 
improvement in both entities for the remainder of 2008 and subsequent periods. It should 
be DOted that the parent continued to receive dividends from other subsidiaries such as 
Citibank: South Dakota, Associated Madison (parent ofPrimerica Financial Services) and 
Citioorp Banking Corporation (parent of CitiFinanciaI) during this period. As noted in the 
FRBNY Report, despite market tunnoil, the parent company was able to act as a source 
of financial strength to CibOank. The parent raised almost S50 billion of Tier I capital 
during this period and down-streamed a portion to the bank. The support provided during 
this period demonstrated management's commitment to protect the capital position of the 
bank. 

* * * * 
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We hope that this infornudioD is responsive to the matters covered in the FRBNY 
Report. We appreciate your continued support. We have prepared this response with the 
undentanding that it is exempt from public disclosure under 5 U.S.C. §552(b)(8). 

Very tru1 Y yours, 

Brian R. Leach 
ChicfRisk Officer of Citigroup Inc. 

Michael S. Helfer 
General Counsel and Corporote Secretary of Citigroup Inc. 

cc: Ms. Grace Dailey, Deputy Comptroller, Office of the Comptroller of the Currency 
Mr. John Lyons, Examiner In-Charge, Office of the Comptroller of the Currency 
Board ofDircctors of Citigroup Inc. 
Board ofDircctonl ofCitibmk, N.A. 
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bee 

Subject CitiFinancial Mortgage Loan Modification Program ,-----
l ~ist~~~ ___ _ ~ This message has been replied to and forwarded. 

CitiFinancial originates non-purchase fixed interest rate home owner mortgages for subprime and 
near-prime borrowers. An aggressive loan modification (foreclosure prevention) program is an intrinsic 
part of their business profitability model. This program has its own foreclosure prevention policies and 
procedures that are used so long as a mortgage is less than 90 days past due. 

Once a CitiFinancial mortgage loan is 90 days past due it goes to the consumer cortections recovery unit 
(Citi Cards-Collections Utility). Although housed in Credit Cards, this large unit, which operates from 8 
regional centers, services all of the unsecured and real estate consumer loan portfolios including 
CitiFinancial North America , Citibank NA and CitiMortgage. Major business functions performed by this 
unit include skip tracing, operation of special call centers, and management of over 130 private collection 
agencies and law firms. Volumes are very high. For example they receive approximately 85,000 inbound 
phone calls per month, place 25,000 accounts per month in consumer credit counseling programs, settle 
or write off 250,000 accounts, and annually recover over $2 billion. 

Please see the attached document which describes the CitiFinancial Mortgage Loan Modification 
(Foreclosure Prevention) Program. 

Jerold Freier 
(212) 720-2136 
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