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Mr. Lawrence Smith

Financial Accounting Standards Board mmwmmmmm 'u
401 Merritt 7 LA b

P. 0. Box 5116 * eoreer
Norwalk, CT 06856-5116 LETTER OF COMMENT NO. S5

RE: File Reference No. 1510-100, Disclosures about Derivative Instruments
and Hedging Activities an amendment of FASB Statement No. 133

Dear Mr. Smith:

Citigroup is pleased to have the opportunity to submit comments on the
Proposed Statement of Financial Accounting Standards, Disclosures about
Derivative Instruments and Hedging Activities (proposed Derivatives Disclosure
Statement or ED), and support the FASB in providing additional guidance in this
area. Disclosures concerning derivative use are of particular importance to the
users of financial statements of banks and other financial instifutions, which are
the most significant users of derivatives to generate revenues and manage risk.
However, we are concerned that the Derivatives Disclosure ED, as currently
drafted, does not achieve the Board's objective of providing enhanced
transparency on derivatives and hedging relationships.

As an attachment to this letter, we have included some of the disclosures related
to derivatives from Citigroup's 2006 annual report, which were prepared in
accordance with the current disclosure requirements. We think these tables
already provide users with sufficient information to enable them to understand
and assess the risks created by derivative holdings and the effects of hedge
accounting within Citigroup.

Although it contains a significant overlap with currently required disclosures, the
ED’s additional requirements will significantly increase costs for financial
statement preparers, without creating additional vatue for the users.

The following are some of the more specific proposals in the ED that cause our
concern:
¢ The requirement to disclose notional amounts, fair values and income
statement impact by derivative purpose (i.e.,, by hedged financial
statement item, forecasted item being hedged, or reason why the
derivative is held) results in a large volume of data that would obscure the
overall picture of the entity’s risk exposures.
» The proposed disaggregation will place undue focus on derivatives used
for hedging purposes, which may be a small portion of a financial



institution’s total derivative holdings relative to derivatives held for trading
purposes.

» The need to disclose leverage factors and contingencies embedded in
derivatives, without a focus on significant high-risk items, would
overwhelm the users with excess data. We believe that this generic
disclosure cannot be helpful to the user in understanding the risks the
entity may be exposed to due to the use of derivatives.

¢ The assumption that entities would not need to make major systems
enhancements to meet the disclosure requirements proposed in the ED is
wrong. Contrary to the Board's belief as set out in paragraph B.53, the
disclosures prescribed by the ED would require significant systems
upgrades at large financial institutions and corporations where derivative
use is pervasive.

Additionally, if the ED is issued in its current form, we believe that the proposed
implementation period is too short to achieve compliance due to the volume of
required systems enhancements. Therefore, we recommend that the effective
date for any final standard be delayed by at least one year.

While our more specific comments are explained in Appendix 1 to this letter,
Citigroup believes that a careful reconsideration of the disclosures required by
this ED is crucial to provide the users of financial statements with more useful
information on derivatives and related activities.

We would be pleased to discuss our views and comments on this ED. Please
contact me at (212) 559-7721.

Very truly yours,

Robert Traficanti
Vice President and Deputy Controller



Appendix 1

General

We do not agree that the proposed expanded disclosure requirements would
significantly improve transparency surrounding derivative instruments and
hedged items. In Appendices 2-5, we have attached the disclosures from
Citigroup’s 2006 annual report, which we believe already provide sufficient detail
to the users of our financial statements, allowing them to assess how and why
Citigroup uses derivative instruments; how derivative instruments and related
hedged items are accounted for; and how derivative instruments affect
Citigroup’s financial position, results of operations and cash flows.

Specifically, these disclosures provide the following:

Narrative that discusses the manner in which derivative contracts are used
for both risk management and proprietary trading purposes, including the
associated accounting and hedge accounting activities (Appendix 2).
Derivative notional values disaggregated by instrument type (i.e., swaps,
futures and forwards, written options, and purchased options) to indicate
the pervasiveness of derivative use, and the underlying risk types to which
Citigroup has derivatives exposure (Appendix 3). We believe this type of
disaggregation is easier for users to understand and provides adequate
detail about the primary underlying risks of the derivatives.

Fair values disaggregated by instrument type to demonstrate current
exposure to the risks of derivative holdings (Appendix 3).

Movements in fair value recorded through the Income Statement relating
to trading derivatives is broken out under the Revenue From Principal
Transactions note, illustrating the impact of derivatives on Citigroup’s
operations (Appendix 4).

Value of collateral held against derivative positions in aggregate in order
to demonstrate net credit exposure under such contracts (Appendix 3).
While derivative notionals and fair values for hedge accounting activities
are disclosed in the aggregate for asset/liability management hedges
(Appendix 3), the disclosures of the amount of ineffectiveness included in
earmnings and the gainsflosses excluded from the assessment of
effectiveness are provided separately for Statement 133 fair value, cash
flow and net investment hedges (Appendix 5).

The ED wiil require additional substantial disclosures that include the following:

Each derivative contract needs to be assigned to either a primary
underlying risk (e.g., interest rate risk) or multiple risk group {e.g., interest
rate risk combined with foreign currency risk);

Every primary underlying risk group, and multiple risk group, has to be
broken out by accounting designation (e.g., type of Statement 133 hedge
and derivatives not designated in a Statement 133 hedge accounting



relationship), and further by financial statement classification (e.g.,
investments, loans, other assets, etc.);

« Each table would include notional and fair value amounts for derivatives,
or both derivatives and associated hedged items, within each category
that is broken out as described above;

*» The unrealized and realized derivative gains and losses included in the
income statement; and

» Disclosure of any effects of embedded leverage or contingent features in a
derivative instrument.

Our concem is that the additional disclosure requirements proposed by the ED
will overwhelm users and obscure information they would find useful. Specifically,
since the overly complex and detailed disaggregation of derivative data is not
helpful, we would suggest the Board retain the familiar breakout by contract type.

We are also concerned by the ED’s focus on Statement 133 hedges and hedging
instruments. For a financial institution like Citigroup, the vast majority of our
derivatives are held in trading category (refer to the table of Citigroup Derivatives
Notionals in Appendix 3) and Statement 133 hedges represent only a small
portion of our total derivative activity. Thus, requiring significantly more
disclosures about Statement 133 hedges compared with other derivatives would
misrepresent the total picture of our derivative usage.

Costs of implementing the Proposed Statement’s Requirements

According to the ED (page vi, “Benefits and Costs of This Proposed Statement”),
“The Board believes that the costs of implementing the disclosure requirements
in this proposed Statement would not be significant because many entities are
already tracking or have readily available this type of information.” We note that
this assumption, at least for large financial institutions with significant derivative
activity, is not true. We expect that there will be significant costs involved in the
implementation of the ED as proposed. For example, current systems do not
include flags to identify derivative contracts that contain elements of either extra
leverage or contingency. Compliance with this disclosure would require a
complete review of all derivative contracts and considerable systems upgrades in
order to capture the required information.

Disclosure of Notional Amounts

We agree that the users of financial statements would likely find the disclosure of
absolute notional amounts useful in understanding an entity’s use of derivatives,
and note that Citigroup already discloses this information. However, we do not

agree that disaggregating the notional amounts in accordance with the ED would
provide the user with beneficial information.



Leverage and Contingency

When providing disclosures on leverage and contingent features in derivatives,
we believe that the key to providing useful information is to focus on significant
and high-risk speculative transactions.

The ED would require disclosure of the estimated magnitude of leverage factors
within derivative instruments in order to help users understand the true level of
risk to which an entity is exposed. We understand the Board’s objectives in
requiring such a disclosure following high-profile corporate losses on speculative,
highly-leveraged derivative instruments. However, we do not believe that the ED
as currently drafted would have necessarily provided users with information that
wouid allow them to identify and understand such transactions. Many derivative
instruments include leverage (as we understand the term) for justifiable business
reasons (for example, to complete a cost-effective economic hedge), without
significantly increasing the risk faced by an institution. Disclosure of all potential
leverage factors across an entity’s derivative portfolio puts undue focus on “low-
risk” levered derivatives and may make high-risk transactions less visible to
users.

While we believe that the disclosure of any high-risk leverage is necessary, we
believe that it would be more appropriate to require management to apply
judgment in identifying and disclosing leverage embedded in derivatives (or other
financial instruments) that:
¢ Include significant leverage factors;
» Could have a significant impact on the financial position or the operating
results of an entity, either individually or as a homogeneous group; and
* Are being used by an institution to increase overall entity risk as opposed
to reduce risk.

This more targeted approach to the disclosure of leverage features would focus
users on the key transactions and risks of the reporting entity without
overwhelming them with excess data. Given the large variety of derivative
instruments that exist today, we do not believe that the Board will be able to
define a single “cut-off’ point when a leverage factor should be deemed
significant. Also, the Board has previously decided that it is not practicable to
define what constitutes “speculation” versus when a transaction is actually
reducing exposure to risk for purposes of determining what qualifies for hedge
accounting. Therefore, we recommend that the Board require management to
apply judgment in identifying transactions that require informative disclosures in
order to make the leverage disclosures more meaningful.

We also note that the ED does not clearly articulate what the Board is seeking
through the disclosure of contingent features in derivative contracts. Paragraph
3c seems to be requesting wide-ranging disclosure of all contingent features,
while the exampie in paragraph A.16 only identifies features that contingently
require the reporting entity to post additional collateral, which seems to be aimed



more at liquidity risk. If the Board is only seeking the disclosure of contingent
collateral features as the example seems to imply, we recommend that this be
explicitly made clear in the body of the final standard.

Alternatively, if the Board is looking for entities to provide broader disclosure of
contingent features that expose the entity to risks other than liquidity risk, we
recommend that such disclosure requirements be targeted and highly focused.
Here we would again propose that any final standard require that management
apply judgment to identify and disclose unusual contingent features that could
have a significant impact on the fair value or cash flow requirements of the
underlying instrument and that are not hedged in the open market. Again, we
believe that focusing the disclosure requirement in this way is crucial to ensure
that large volumes of irrelevant data do not obscure information that would be
useful to the users of the financial statements.

Disclosure of Gains and Losses on Derivatives and Hedged Iltems in
Formally Documented Hedging Relationships

We generally support providing disclosures on hedging relationships and
currently provide aggregate notional amounts and fair values by risk type in our
disclosures (Appendix 3). We also provide amounts recorded due to hedge
ineffectiveness by accounting designation (Appendix 5). However, we fail to see
the significance of providing gains and losses on derivatives and hedged items
for Statement 133 hedging relationships when these amounts, due to hedge
effectiveness requirements of Statement 133, would largely offset each other.
Moreover, the gain and loss disclosures for Statement 133 hedge accounting
relationships alone do not provide a full picture of gains and losses, since
derivatives are also widely used to manage risk outside formally designated
hedge relationships. However, it would not be feasible to monitor or provide
disclosures relating to all hedging relationships, because it is conceptually
challenging to devise a formal definition of the term ‘hedge,’ which is widely
interpreted in practice. Note that Citigroup already provides aggregate derivative
gain/loss information on trading derivatives as part of Principal Transactions
Revenue (Appendix 4).

We therefore ask the FASB not to require additional disclosures of gains and
losses in hedging relationships, because we believe that the extent of the
hedging activities to be disclosed through the derivative notional and fair value
amounts is adequate.

Disclosure of Overall Risk Profile

We are concerned that the current ED focuses on only one element of an entity’s
risk profile (derivative instruments), about which extensive information is already
disclosed. We suggest that any further disclosure should focus on providing



sufficient context to these specific instruments to allow the user of the statements
to fully understand management's intentions and risk management policies.

This ED could only be an interim step to clarify derivative-related disclosures until
more comprehensive Financial Statement Presentation and Conceptual
Framework projects are completed. It is our understanding that, as a starting
point, these projects will consider IASB’'s IFRS 7 approach, which includes
disclosures about all financial instruments that an entity may use as part of its
risk management activities. The proposed Derivatives Disclosure Statement
would create additional disclosures at a significant cost to preparers without
generating the equivalent benefit to the users of the financial statements.

Effective Date

As highlighted above, there will be significant time required to review and make
the necessary systems changes before the data, as required by this ED, will
become available for reporting purposes.

Assuming that the Board issues the final Statement by June 30, 2007 as
planned, we recommend that the mandatory effective date of the Derivatives
Disclosure Statement be postponed for at least a year so that it would be
effective for fiscal years and interim periods ending after November 15, 2008.
This would also ensure that calendar year-end banks and other companies would
start providin%l the required disclosures at the same time as broker-dealers with
November 30™ fiscal year-ends, all starting with their 2008 financial statements.

We also note that in the past where the adoption of a new standard required
significant reporting systems upgrades, the FASB has given constituents enough
time to make those changes before the required adoption date. For example,
while Statement 157 was issued in September of 2006, and Statement 159 was
issued in February 2007, the mandatory effective date for these Standards did
not start before January 1, 2008 for calendar year-end companies. Similar to
those Standards, we ask the Board to allow companies enough time to make the
necessary changes in their reporting systems before being required to adopt the
Derivatives Disclosure Statement. We would not object the Board’s permitting the
Derivatives Disclosure Statement to be adopted early by companies that elect to
do so.



Appendix 2

Trading Account Assets and Liabilities

Trading aceount assets and liabilities, including securities and derivatives,
are carried at falr value. Falr value 1S determined based ipon quoted prices
when available, or under an atternative approach such as matrix or model
pricing when market prices gre not readily avallable. i quoted market prices
are not available for Tixed lncome secusitles or derlvatives, the Company
discounts the expected cash flows uslng market interest rates commensurale
with the credit quality and dusation of the inwestment. Obigations to deliver
securities sold, not vet purchased, are also carfled a1 fair value and Included
in frading account Habilities. The determination of falr value considers
varlous factors, including: closing exchange of over-the-counter marke!
price quatations; e value and volatility factors undertying options,
warrants, and derivatives; price activity for aquivalent or synthetic
Isstruments; gounterparty credit quality; te potenttal impact on market
prices or fair value of Hauidating the Company's positions In an onderly
manger over 4 reasonable period of time under current market conditions;
and derivatives transaction maintenance costs durlng that period. The fair
value of aged Inverdory Is actively monitored and, where appropriale, s
discounted o reflect the Implied illiquidity for peshions that have been
avaltable-for-immediate-sale for longer than 9¢ days. Changes in fair value
of trading account assets and Habitities are recognized Ln earnings. Fnterest
expense on trading account Labilities is reported as a reduciion of inferest
revenue.

Commoditles are accounted for o a lower of cost or market (LOCOM)
batsis and inchude physical quantities of commadities imolving futuze
setilement or delivery. Refated pains or losses are reported a8 principal
transactions.

Derfvatives used for trading purposes include interest fate, currency,
equity, credit, and commodity swap agreements, options, caps and floors,
warrants, and financial and commodity futores and forward confeacts. The
fair value of derlvatives is determined based upon liguid market prices
evidenced by exchange traded prices, broker/dealer quotations, or prices of
other transactions with similarly rated counterparties. The falr value
includes an adjusnent for individual counterparty credit risk and other
agjustments, as appropriate, to reflect liquidity and ongotng sevicing costs.
The fair vilues of derivative contracts reflect cash the Company has patd or
recetved (for example, option premiums and cash margin in connection
with credi support agreements). Dervatives In a net receivable position, as
well a5 opticrs ownd and wasrants held, 2m reporied 26 trading accound
assels Sirmikarty, derivatives 1n a net payable position, 5 well as options
written and warrants issuad, are reported s trading account labitities.,
Revenues generaled from derivative instruments used for trading purposes
are reported as principal transactions and include realized gains and losses,
as well as unrealized gains and losses resulting from chianges in the fair
value of such {nstruments. Tradiag profit at inception of a derivative
transacon is not recognized ualess the fair value of that dervative is
ohtained from a quoted market price, suppoeted by comparison to other
abservable market {ransactions, or hased upon avalyation techinigae
incorporating observable market data. The Company defers trade date galns
and losses on derivatlve transactions where the fair value 15 not deteerined
based upen chservable marke! transactions and market data, The deferral 1s
recognized in income when the magket data becomes ebservable or over the
life of the transaction.



Risk Management Actlvities = Derlvatives Used for
Non-Trading Purposes

The Company nianages Its exposures to miarket rate movements oulside its
trading acivitles by modifying the asset and labitty mix_ etther directly or
through the use of dertvative financlal products, inctuding interest rate
swaps, fulires, forwands, and purchased option pasitions stch as nterest rate
caps, floors, and collars 5 well as foreign exchange contracts, These
end-user derivallves are carrled at fair value In other assets or other
Habilitles.

To quatify as a hedge, a derivative must be highly efiective in offsetting
the risk deslgnalted as being hedped. The hedge relationship must he
Tormally documented at inception, detaiting the particular risk management
objective and sirategy for the hedge, which inctudes the ltem and risk that Is
belng hedged and the dertvative that Is being used, as well as how
effectiveness will be asessed and Ineffectivencss measured. The effectiveness
of thes hedging relationships Is evaluated on a refrospective and prospectie
basls, typlcally using quantiiative measures of correlation with hedge
Ineffectiveness measured and reconded 1n current eamings. If a hedge
relationship is found tobe ineffective, it no lopges qualifies 35 2 hedge and
any galns or losses attributable to the derivatives, as well as subsequent
changes in far value, are recognized In other revenue,

The foregoing criferta are applied on a decentralized basts, consistent
with the level at which mearket risk B managed, but are subject 1o various
limits and controls. The underying asset, Liability, firm commitment, or
forecastad transaction may be an indivdual ttem or a portfolio of Smilar
items.

For fair value hedges, In which derivatives hedge the fair value of assets,
labilities, or firm commitnients, changes in the Fair vatue of defivatives are
reflectad in other revenve, together with changes in the falr value of the
related hedged item. These are expected to, and generally do, offsel each
other. Any net arount, representing hedpe ineffectiveness, is reflected In
curren! eamings. Cltkgroup’s faie value hedges are primartly hedpes of fixed-
rate long-term debt, loans, and available-for-sale securities.

For cash flow hedges, In which derivatives hedge the varlablilty of cash
flows retated to floatlng rate assets, llabititles, or forecasted transactions, the
accounting treatment depends on the effectivensss of the hedge. To the
extent these derivatives are effective i offsetting the vantability of the hedged
cash flows, changes In the dertvatives’ fate values will not be included in
current eamings but are reported as Accumulated other comprehensive
income. These changes in falr vaive will be Included In earnings of future
periods when the hedged cash {flows come into earnings. To the extent these
dertvatives are not effeciv, changes tn thelr falr values are immedtately
included in other revertue, Citigroup’s cash flow hedges primardly lnclude
hedges of loans, rollovers of short-erm: Liabitities, and forelgn currency
denominated funding. They also include hedges of certatn forecasted
transactions inwhich 2 substantial majonty of them mane within five years,

For net investment hedges in which derivatives hedge the forelpn curtency
exposare of a net investment in a forelgn operation, the accounting
treatrnent will ssmitlarly depend on the effectiveness of the hedge. The
effective portion of the change in falr value of the derivative, including any
forward premium or discount, is reflected tn Accumulated other
comprehensive income as part of the foreign currency translation
adjusiment.

End-user dervatives that are sconomic hedpes rather than qualifving for
hedge accounting purposes are also carrled at fair value, with changes in
value incladed in pincipal transactions or other revenue. Citigroup often
s economic hedges when qualifsing for hedge accounting would be oo
complex or operationally burdensome; examples zre hedgpes of the cradit risk
component of commerclal loans and toan commitments. Citlgroup
periodicatly evaluates 115 hedglng strategdes Lo other areas, such a8 morigage
servicing Hlghts, and may daslgnate efther a qualfylng hedge or ecocomic
hedge, aftee considering the refatlve oost and benefits. Economic hedges are
also emploved when the hedged Uem fself s marked to market through
ourrent earnings, such as hedges of commitments to originate one-to-four
family mortgage loans to be held-for-sale.

For those hedge relatlonships that are terminated or when hedge
destgnations are renyoved, the hedge accountng treaiment described tn the
paragraphs abowe is no longer applied. The envd-tiser derivative Is terminated
or transferred to the trading account. For fale value hedges, any changes in
the fair value of the hedped Item remain as part of the basts of the asset or
Lability znd are ubimately reflectad as an element of the yeld. For cash fiow
hedges, any changes In fair value of te end-user dertvative remain In
Accumulated other comprehensive come and are included in earnings of
future periods when the hedped cash flows lmpact earnings. However, if the
forecasted transaction is oo longer likely to occur, any changes in fair value
of the end-user derivative are Immediately reflected tn other revenue.



Appendix 3

Credlt Exposure Arising from Derivatives and Foreign
Exchange

Citigroup uses derivatives as both an end-user for asset/liability management
and I Uts client businesses, In CTB, Clfigroup enters Into derlvatives for
trading purposes or to enable customers to transfer, modify or reduce their
interest rate, forelgn exchange and other market risks. in addition, Citgroup
uses derivatives and other instruments, primarlly interest rate and forelgn
exchange prodacs, 8 an end-user 1o manage interest rate risk relatng W
specific groups of inferest-sensttive assets and Habllities. Also, foreign
exchange contracts are usad to hedge non-11.5. dollar denominated debt, net
capital expesures and forelgn exchange transactions.

The Company's cradit exposure on derfvatives and foreign exchanes
contracts is primarily to professional covnterparties In the financlal sector,
artsing from transactions with banks, Investment hanks, governments and
central banks, and other financlal Institutions.

For purposes of managing coedit exposure on derivathwe and foreign
exchange contracts, particularly when looktng at exposure to 4 single
counterparty, the Company measures and monltors credit expostre taking
it aocound the current mark-te-market value of each contract plus 2
prudent estimate of its potential change in value over its life. This
measurement of the potentlal future exposure for each credit factlity s based
ot a stressed simmulation of market rates and generatly takes into account
legally enforoeable risk-mitigating agreersents for each obligor such &
netting and margining.

For asset/llability management hedges, a dervative must be highly
effective in accomplishing the hedge objective of offsetting elther changes in
the falr value ot cash flows of the hedped ltem For the risk belng hedged. Any
Ineffectiveness present in the hedge relationship is recognlzed In current
eamings. The assasment of effectiveness excludes the changes in the value
of the hedged itern that are unrelated 10 the risks belng hedped. Similay,
the assessment of effectiveness may exclude changes in the falr value of a
derlvative related to Ume value, witch, If excloded, is reoognized in current
earnings.

The {ottowing tables summartze by derivative type the notlonals,
recelvables and payables held for trading and assetAbabillty management
hedge purposes as of December 31, 2006 and December 31, 2005, See Note
23 to the Consolidated Financial Statements on page 148 for a discussion
reparding the accounting for derivatives.
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CITIGROUP DERIVATIVES

MNotionals (0

Trating Assat/tiabitity
in mitons of dallars Dosivatives © Managerwen! Hedgos &
As of December 31 2006 2005 2006 2005
Interest rate contracts

Swaps £$14,196404  $12677 814  $561376  $403576
Futures and forwands 1824705 2,090 844 75374 18,425
Written options 3054990 1,949,501 12,764 5,166
Furchased opfions 2953122 1.633.983 B4 53920
Total interest rate contract notionalks $22028,721  $18,352142  $684,934 481087
Foreign exchange contracts
Swaps $ TR2D63 $ 563BBB  $ 5326 § 3748
Futures and forwards 2,068,310 1,508,754 42875 53,757
Written options 416,951 249,726 1228 -
Purizhased options 404,859 253,089 1246 808
Tatal foreign exchiange contract nofionals $3612,983  $ 2575456  $98355  § 91983
Equity conlracts
Swaps $ 04320 $ 70188 0§ — % —
Futures and forwaids 36,362 14,487 —_ —
Written options 387,718 213,383 — —
Purchased options 355,801 143,248 -— —
Total equity cordract notionals $ 884354 § 491306 § -~ § —
Commodity and other contracts
Swaps $ 35811 § 20406 § — $§ —
Futures and forwards 17433 10,876 — —_—
Written options 11,991 9,761 s —
Purchased options 16,904 12,240 — —_
Total commodity arxl other contract nationals $¢ M99 § 53363 % I —
Creciit dorivatives $ 1944900 § 1030745 § ) —
Total dertvalive notionals $28,552,177 322503012  $T83.299  $573.070
Mark-to-Market (MTM) Receivables/Payables
Dorivatives Decivalivas
i mtons of dollars Recel vabios—TM Paysblo—MTM
As of Decomber 31 2006 05 2006 2005
Trading Derivatives &
Intenest rate Contracts § 167,521 $192.761 $ 166,119 $188,182
Forelgn exchange contracts 52,297 42749 47,469 41 474
Equity confracts 26,883 18632 52,980 32313
Carnmodéy ana other contracts 5,387 7332 6,776 6986
Cradit derivatives 14,069 8,106 15,081 9,279
Total £ 266,157 $2%0581 S247425 27824
Lews: Netting agreernents, cash colateral and market value adjustments (N6616) 221671 12821}  (216.906)
Net Beceivables/Payables § 49541 $ 47414 $ 71#14 $ 61328
Assel/Liabifity Managemerit Hedges @
Intenset rate contracts $ 1,801 $ 3775 0§ 33T % 1615
Furalgn exchange tontracts 3,660 1,385 947 1137
_'lnllal $ 5461 3 5160 3 42{4 $ 2-75_2

(1) inchkes the nobional amouats for long and shion derivative posiicns.

13 Trading Darivalives ingiuds propristary and markat-making activitias wharo e chianges in market valua are recomded to frading assats or frading lishiities.
31 Assatiakility Managemant Hadges indude only those end-ussr dertvative instraments whora the changas in markeat valya are recortad 1o other assets of other Fabiliies.
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The following table presents the global derivatives porifollp by internal

obligor credlt rating at December 31, 2000 and 2005, 45 a percentage of
credlt exposure:

2006 2005
ANVANA T9% 80%
888 11 1
BB/B 8 8
CCC or betow — —
Unsated 2 1
Total 100%  100%

The following table presents the global derivatives pordolio by industry of
the cbligor a5 a percentage of credit exposure:

2006 2005
Financlal institutions 67% 67%
Govemments 11 12
Corporations 2 21
Total 100% 100%

12



Appendix 4

7. PRINCIPAL TRANSACTIONS REVENUE

Princtpal transactions revenue consists of reallzed and uarealized pgains and
loeses from trading activities, Nol included in the table below is the impact of
net interest revenue refated to trading activities, wiich is an integral part of
trading activities” profitability, The foliowing table presents principal

transactions revenue for the vears ended December 31:

I mi¥ions of dollars 2006 2005 2004
Fixed Incorne $1346  $2084 F1789
Equities 2 1,980 585 335
Foredgn exchange @ 3611 2870 1839
Commuodties & 436 910 an
All ather & M {16) 52
Total Brim:iEI fransactiens revenue $7i7{lll $6443  $3.718

{1) Incudes ranues rom govammant securities and corporate debt, muricpal seourities, prefernsd
stock, MOMRsga securitas, and athar debit ingtrurments. Alse inchudas spat and foreard trading of
curmanciag and axzhange-traded and over-the-counter (0TC) aurrangy epticns, options on fixed incorme

sacLyitios, inbarest ralo swaps,

CUIMBNCy Swaps, swap optinns, caps and floors, crodit derativas,

financial futurag, 0T coticny, and forward oomirects on fisad income sacurities.
{21 Inciudes rewanues from commmon and corvertible prafarrad stock, comvertibia corporats daty, aguity-

linked notas, and axchangs-traded and OFC equity opions and warrsrts.

13) Inciudes mrvenues frem forsign axchanpa spot, forward, option and swap contracts, 88 wall a8

transhalion gairs and |osses.

i4) Primariy includee. the results of Phibim Inc., which tradas trude oil, rafined gil rodusts, natural gas,

and othar commdiiics.

) Includes mark-to-marlet on the irterast-only strip related 1o the Company's securitized creditcan

recaiatibs

13



Appendix 5

23. DERIVATIVES ACTIVITIES

In the ordinary cotrse of business, Cithgroup enters indo various types of

terlvative transactions, These derfvative transactions include:

s Futnres and foriward contrachs which are commitments to buy or sell at
2 future date 2 financlal instrament, commadity or outency sl a
contracted price and may be settled tn cash or through delivery.

s Suap condracts which gre cmmitmenis 1o settle In ¢ash at a fukure date
or dates that may range from a few days to a number of vears, based on
dlfferentials between specified financial indices, as applled to 4 notionad
princlpal amount.

* Option condracls which give the purchaser, for a fee, the right, but not
the obligation, to buy or sell within & Hmited trse a financlal insrument
ar currency at a contracted price that may also be settied in cash, based
on differentials between specified indices.

Citigroup enters into these derivative contracts for the following reasons:

» Trading Purposes — Customer Aveds — Citigroup offers 1ts customers
derivatives in coanection with their tisk-management actions to ransfes,
modify or reduce thelr iInterest rate, foretgn exchange and other market/
credit risks or for thelr own trading pumposes. As part of this process,
Cltigroup considers the customers” suttabibity for the risk tnvolved, and
the business purpose for the transaction. Citigroup dlso manages Its
derfvatlve-risk positons through offsetting trade activities, corftrols
focused on price verification, and daily reporting of positions to senlor
managers.

» Trading Purposes — Own Accounf — Ciligronp trades dertvatives for its
own account. Trading limits and price verthication controls are key
aspects of this activily.

o AsselLighilify Management Hedging — Cltigroup uses dervatives In
connection with i risk-management activitles to hedge certatn risks. For
example, Citigroup may issue a fixed rate long-term nole and then enter
into 4 recelve-fixed, pav-variable-rate Interest rate swap with the same
tencr and notlonal amount 1o convert the Intenst payments to a net
varlable-rate basis, This strategy is the most common form of an interest
rate hedge, as it mirdmizes Inferest cost in certain yield qurve
environments. Derfvatives are also Used to manage risks inherent n
specific groups of on-balance sheet assets and liabliitles, Including
Investments, corporate and consumer loans, deposit liabilities, other
Inlerest-sensitive assets and liabilities, as weli as credit card
securitizatlons, redemptions and sales. In additton, forelgn exchange
contract are usad to hedge non-U.S. dollar denominated debt,
avallable-for-sale securities, net eapltal exposures and forelgn exchange
Uansacions.

Citlgroup accousts for &5 hedging activity in accordance with SFAS £33,
s« general rule, SFAS 133 hedge accounting is permitted for those
situations where the Company is exposed to a partinlar sk, such as Interest
rale or forelgn exchange fisk, that causes changes 1n the fair value of an
#set or Habillty, or vartability in the expected future cash flows of an existing
asset, Hability, or a forecasted transaction.

Derivative contracts hedging the risks assoclated with the changes In fair
value are referred [o as iy relue bedoes, while conlracts hedging the risks
affecting the expected fubure cash flows are called cash flow bedpes. Hedpes
that utitize derivatives to manage the forel gn exchange risk associated with
equity tnvestments [ nos-U.S. dollar functional currency foreipn
subsidiaties are called nef invectment hedues.

Al derfeatives are teported on the balanee sheet at fair vadue, T certain
hedging criteria specified in SFAS 133 are met, Including testing for hedging
effectiveness, special hedge acooumting may be applied. The hedpe
effectivencss assessment methodoogies for stmtlar hedges are performed in a
shmilar mannes and are used consistentty throsghout the hedging
relationships. For fair value hedges, the changes in value of the hedglng
derivative, as well as the changes In value of the selated hedped ifem, due to
the risk belng hedged, are reflected in current earnings. For cash flow hedges
and net investment hadges, the changes tnvalue of the hedglng derivative
are reflected In Accumuilated other comprehensive Income In stockholders’
equlty, to the extent the hedpe was effective. Hadge Ineffectiveness, in elther
case, Is reflected in current earnings,

Continuing with the example referrad to above, the fixed rate long-term
nole is reconded at amortized cost under current LS. GAAP. However, by
electing to use SFAS 133 hedge acoounting, the carrving valoe of this note Is
adiusted for changes In the benchmark floating rate, with any changes in
fair value recorded in current earnings. The related interest rate swap Is also
recorded on the balance sheet at falrvalue, with any changes in fair value
attributable to changes in Inierest rates reflected In earnings, Thus, any
Ineffectivenass resulting from the hedging relationship Is recorded in current
earmings, Alternatively, an economic-basls hedge, which doss not meet the
SFAS 133 hedgtng criteria, wordd tnvolwe onlv recording the derivative at fair
value on the balance sheet with 1ts assoclated changes in value recorded In
earnings. The note would continue to be carried at amontized cost, and
therefore, current earnings waukd be Impacted only by the inteeest rale shifts
that cause the chiange In the swap's value, This type of hedge Is undertaken
when SFAS 133 hedge requirements cannot be achteved in an efficlent and
cost-effective manner.

Fair ratue bedges

« Hedging of benchmark taterest rate vish — Citigroup hedges exposure to
changes In the falr value of flxed-rate financing transactions, including
|1abitities related to outstanding debt, borrowings and time depasits. The
fixed cash flows From these financing transactions are oonveried to
benchmark-variable-rate cash flows byentering int recelve-flxed,
pay-variahle Inlerest rate swaps. Typically these falr value hedpe
relationships use dollar-offset ratio analysis to assess whether the hedging
refationships are highly effective at inception and on an ongping basés.

Cltigroup also hedges exposiire to changes 15t the falr value of Bxed-
rate assets, tacluding avallable-for-sale sscurities, reverse repurchase
agreements and inter-bank placements. The hedging instruments mainly
used are receive-variable, pay-fixed interest rate swaps for the remalning
hedped asset categones. Most of these fair value hedging relanonships use
dollar-nifset ratlo analysis to assess whether the hedglng relatlonships are
highiy effective at incepllon and on an ongeing basis, while vthers use
repression analvsis,

For a limited number of fair value hedges of benchmark interest rate
risk, Cltigroup tses the “sharteut™ method as SFAS 133 allows the
Company fo asseme no ineffoctiveness if the hedging relationship
invnlves an [nterest-bearing financial asset or ltabllity and an interest rate
swap. In onder (@ assume no ineffectivensss, Citigroup ensures that all the
shartcut method requirements of SFAS 133 for these types of hedging
telatlonships are met.



s Hedaing of forefon exchange risk — Cittgroup hedges the change in fair
value attributable to foretgn exchange rake movements In
avallable-for-sale securities that are denominated in currencies other
than the functional currency of the enttty holding the securities, which
may be within or cuiside the U.S. Typically, the hedging Instrument
employed is 3 short-term forward forelgn exchange contract. In this type
of hedge, the change in falr value of the hedged avaliable-for-sale secusity
dttributable to the portion of foreign exchange risk hedged is reported In
earnings and not other comprehensive income—a prooss that serves o
offset substantially the change in fair value of the forward contract that Is
also reflected in earings. Chigrong typlcally considers the premium
associated with forwasd contracts {differential between spot and
contractual forward rates) as the oost of hadging; this is generally
excluged from the assessment of hedge effectiveness and reflected directly
in earnings. Hedpe affectiveness Is typically assessed based on changes In
fadr value atiributable o changes 1 spot rates on both the
available-for-sale securities and the forward contracts for the portion of
the relationship hedped, As a result, the amoont of hedye ineffecthwenes
Is not significant.

o Hedging the overall changes fn fair vaitie — Cltigroup primarily hedges
the change In the overall falr value of portfolios of stmilar held-for-sale
morigage loans. Dertvatives used in these hedping relationships are
malnly forward sales of mortgage-backed securities. Citigroup assesses
effectiveness at inception 3 on an ongoing basis using regression
analysis.

Cash flow bedpes

o Hedging of benchmarb inferest rate risk - Citigroup hedges vartable
cash flewvs resuliing from floating-rate financings, including debt,
depostts with stated mamites. Yariable cash flows from those financings
are converted o fixed-rate cash fiows by entering into receive-variable,
pay-fixed {nterest rate swaps. Ffforts are made to match all critical terms
of the hedged item and the hedping derivative at Inception and on an
angoing basis to eliminate hedge ineffectiveness. To the extent all critical
terms are not matched, these cash flow hedglng relationships use
regression or dollar-offset ratio analysks 1o assess whether the hedging
relationships are highty effective at inception and on an oagolng basis.
Stnee efforts are made inltially to align the terms of the dervatives to
those hedped forecasied cash flows, the amount of hedge ineffectiveness is
not stgnificant,

Cltigroup also hedges vartable cash flows resulting from Ivesiments
in floating-rate aval|able-for-sale securitles, loans and cecelvables, as well
25 tollovers of short-term cerlificates of depostt. Variable cash flows from
those: assets are converted o fived-rate cash flows by entering into recelve-
[xed, pay-vartable Interest rate swaps. These cash flow hedglng
relatipnships use regression or dollar-offset ratio analysis to Bsess
whether the hedging relationships are highly effective at Inception and on
an ongoleg basis. Efforts are made initially 1o align the terms of the
derivatives 1o those hedged forecasted cash Flows. As a result, the amount
of hedge Ineffectiveness Is not significant.

o Hedptng of forefpn excharge rish — Cligroup locks n the functional
currency equivalent of cagh flosks of varlous balane sheet expasures,
Including depasits, notes and long-term debt (and the forecasted
Issuances, purchases or rollever of such ttems) that are denominated
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in a currency other than the functional currency of the issulng enllty.
Depending on the risk management objectives, these types of hedpes are
designated as efther cash flow hedges of enly forelgn exchange risk or
cash fow hedges of both forel gn exchange and Interest rate risk.
Generally, the hedging Instruments used are foreign exchange forward
confracts and cross-currency swaps. Citigroup matches all critical terms
of the hedged item and the hedging derjvative at inception and on an
ongoing basts o eliminate hedpe Ineffectiveness. To the extent all critteal
terms are not malched, any Ineffectiveness Is measured using the
“hvpothetical derivative method™ a5 described in FASB Derivatlve
Implemerttation Group Issue G7. Efforts are made inftially to match up
the terms of the hypothetical and actual derivatives used. As a resuld, the
amount of hedge Ineffectiveness is not significant.

» Hedgtig the orvrall chaviges tn casb flows — [n situallons where the
contractieal rate of a varfable rate asset or iabllity is not a benchmark
rate, Citlgroup deslgnates the risk of overall changes Ln cash flows as the
hedged risk. Citigroup primartly hedges varlablltty in the total cash flovs
related to non-benchmark-rata-based liabilities, such as customer
depostis with stated maturities, and uses recelve-vartable, pay-fixed
interest rale swaps 28 the hedping Instrument, These cash flow hedging
relationships use regression or doliar-offset ratio analysls to asses
effectiveness at Inception and on an ongoing basis.

Citigroup also hedges the forecasted purchase of mortgage-backed
sacurities and deslgnates the averall change in the puirchase price as a
hedped risk. The assessment of effectiveness is based on ensurlag that the
ciitical terms of the hedging instrument and the hedged ltem match exactly.

Net invegment bedges

Conslstent with SFAS No. 52, “Forefen Cutvency Translation ™ (SPAS 52),
SFAS 133 allows hedging of the forelgn currency rlsk of anet investment in a
forelgn operativn. Citlgroup primartly uses forelgn currency forward
contsacts, short-ter borrowings, and to a lesser extent foreign currency
Fature contracts and forelgn-currency-denominated debt instruments, to
manage the foreign exchange risk associated with Citigroup's equity
investments In several non-U.S. dollar functional evrrency forelgn
subsicdiaries, In accordance with SFAS 52, Citigroup records the change in
the carrving amount of these investments in the cumulative iranstation
ad|estment account within Accunndated other comprehensive income,
Simultanecusty, the effective portion of the hedge of this exposure 15 also
recarded [n the cumulative transtation adjustment account, and any
inaffective portion of net investment hedges is iImmediately recorded in
earnings.

Achleving hedge accounting in compliance with SFAS 133 guidafines I
extremely complex. Key aspects of achieving SFAS 133 hedge accounting are
decumentation of hedging strategy and hedge elfectiveness at the hedge
inception and substantiating hedge effectiveness an an ongoing hasls. A
derivative must be highly effective in accomplishing the hedge cbjective of
offseitlng either changes in the fair value or cash fiows of the hedged item for
the risk being hedped. Any tneffectiveness I the hedge relationshlp is
recognized 1n current earnings. The assesstent of effectiveness excludes
changes In the value of the bedged ltem that are unrelated to the risks being
hedged. Simitardy, the assessment of effectivensss may exclude changesin
the fair vatue of a derivative related to ime vatue that, [f excluded, are
recogiized (n current earnings.



The following table summarzes certaln information related to the
Company's hedging activities for the vears ended December 31, 2006, 2005,
and 2004

i milkons of dotlars 2006 2006 2004
Fair value hedges
Hudge ineffectiveness recoguized In earnings 248 $23 % (100
Net gain {loss} exciuded from
assesement of effectivences 302 (32 509
Cash tiow hedges
Hedge Ineffectiveness recognized in earnings {18} (18) 10
Net gain excluded from
assessment of effectivenass - 1 8
Net mvesiment hedges
Net gain (logs) Included In forelgn currency tranglation
adjustment within Accumuiated
other corngrehansive INcome doss) L 1.15%

For cash flow hedes, any changes In the fair value of the end-user
derivatives remaining in Accumulated other comprehensive income {fos)
oft the Consoitdated Balance Sheet and are generatly included in eamvings of
future perlods when earnings are also affected by the varability of the
hedged cash flows, The net gains assoctated with cash flow hedges expectad
1o be reclassified from Accumulated other comprehensive income within £2
months of December 31, 2006 are $107 mitlion.

The change in Accumulated other comprebensive Income (loss) from
cash flow hedges for the vears ended December 31, 2006, 2005, and 2004 can
be summartzed as follows {after-tax):

i1 milions of dultrs 2006 X008 2004
Begintiing balance $612  §173  $75

Net gain ¢ioss) from cash flow hedges (29} 641 251
Net amounts reclassified to earnings (644) 2021 (327)
Ending balance $ (61) $e1z2  $173

Derivatives may expose Cltlgroup to market, credit or Hquidity disks in
excss of the amounts recorded on the Consolidated Balanoe Sheet, Market
risk on a derivative product Is the expesure created by potential fluctuations
in interest rates, forelgn exchange rates and other values, and is a function
of the type of product, the velume of trapsactions. the tenar and terms of the
agreement, and the underlying volatlity. Credit risk is the exposure toloss in
the event of nenperformance by the other party to the transaction where the
vabue of any coliateral hetd & not adequate to cover such losses, The
recognition in earnings of uncealized gains on these transactions is subject
1o management's assesseeint 4s to collectiblity. Liquidity risk is the potential
exposure that arises when the size of the derivative position may not be able

to be rapidly adjusted In perods of high volatitity and financial stress at 4
reasonable cost.
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