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We have a responsibility to
our clients

We must put our clients first, provide
superior advice, products and services,
and always act with the highest level
of integrity.

We have a responsibility to
each other

We must provide outstanding people
the best opportunity to realize their
potential. We must treat our teammates
with respect, champion our remarkable
diversity, share the responsibility for our
successes, and accept accountability for
our failures.

We have a responsibility to
our franchise

We must put Citi's long-term interests
ahead of each unit's short-term gains
and provide superior results for our
shareholders. We must respect the
focal culture and take an active role in
the communities where we work and
live. We must honor those who came
before us and extend our legacy for
those who will come after us.
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2006

2008

% CHANGE

SEGMENT AND PRODUCT INCOME

GLOBAL CONSUMER

U8 Cards $3,890 $2.754 41%
U1S. Retail Disiribusion 2,027 1,752 16
LLS. Consumer Lending 1,912 1,938 1)
LS. Conmercial Business 561 729 (23)
Total U.S. Consumer $8,390 §7,173 17%
International Cards $1,137 $1,373 (A7N)We
International Consimer Finance 40 642 (94)
International Retail Banking 2,840 S 2,083 36
Total International Consumer $4,017 $4.,008 )%
Other $(351) ${374) 6%
Total Global Consumer $12,056 $10.897 11%
CORPORATE AND INVESTMENT BANKING

Capital Markets and Banking $5,763 $5.327 8%
Transaction Services 1,426 1,135 26
Other (62) 433 NM
Total Corporate and Investment Banking $7,127 $6,895 3%
GLOBAL WEALTH MANAGEMENT

Swmiith Barney $1,005 $871 13%
Private Bank 439 373 18
Total Global Wealth Management $1,444 $1,244 16%
CITIGROUP ALTERNATIVE {NVESTMENTS $1,276 $1,437 (An%
CORPORATE/OTHER $(654) $(667) 2%
INCOME FROM CONTINUING OPERATIONS $21,249 $19.806 7%
INCOME FROM DISCONTINUED OPERATIONS' $289 $4.832 (94)%
CUMULATIVE EFFECT OF ACCOUNTING CHANGE? - $(49) -
TOTAL NET INCOME $21,538 $24,580 (12)%
DILUTED EARNINGS PER SHARE

FROM CONTINUING OPERATIONS $4.25 $3.82 11%

12005 includes a 521 bitlion after-tax gain on the sale of the Travelers Life and Annuities business and a $21 billion

after-tax gain on the sale of the Assel Management business.
- Accounting change in 2005 of $(49) million reflects the adoption of FIN 47.

NM—Not Meaningful
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Dear Shareholders,

We've come a long way in the last few years. | feel very good about the progress we're making.
We're growing our franchise in a more balanced way, with a greater focus on organic growth
around the world. We're integrating our businesses and working to provide one face to our clients.
Clearly, we have plenty of work to do but we are on a path to stable, long-term growth.

Investing for Our Future )

Citi 15 now oni its way to becomng the company we want
it to be, that 15, 2 company that grows by serving clients
better...a company agile enough to ke advantage of oppor-
tunities anywhere i the world..and a company that aots
responsibly, with employees who are proud to work here.

In last years letter to you. | talked about our strategic
priorities and how important it s to invest for our
future—by expanding our distribution globally, leveraging
our orgamzation-wide capabilities across businesses and
geographnes, ntegrating our technology toward a common
platform to serve clients better, and operating day-to-day as
one company.

We made unportant strides on these steategac goals i 2006,

which mcluded:

Widening our reach

¢ Launched our e-banking business, Citibank Direct. which
generated ose to $10 billion wn deposits

* Partnercd with 7-Eleven®, adding 5.500 ATMs through-
out the United States; expanded our Cards partner
programs to reach more than 80,000 locations in North
Asnerica, and expanded our presence in 37 countries

¢ Launiched Direct Custody and Clearing services in five
new countries

Connecting our businesses

* Made progress in bringing the power of one Citi to our
Citi Smith Barney, Citibank, CinMortgage. Citt Cards,
and Student Loan clients by offering a broader array of
products—retall banking. commetail lending. mortgages,
investtent—through pilot programs in our Boston and
Philadelploa Finuncial Centers; based on the results, we
will refine the model for further expansion across the
Urated States

* Rolled out Bank at Work to eight new countries (ser
page 12)

+ Launched a pilot where sclect CiaFinancial branches offer
Citihank products

Using teclnwlogy to better serve clients and lower costs

* Inwoduced the world’s first biometric credit card service in
Singapore (see page §) and biometric ATMs m Indi

« Cut costs by reducing the number of data centers by 20
percent globally

* Leveraged our call conters by having our service represen-

tatives not only serve, but offer products to, clients

Allocating capital effectively

* Acquired strategically smportant stakes in Housing
Development Finance Corporation Limited (12.3%),
Akbank (20%). and Guangdong Development Bank
{2084); and announced the acquisitions of Grupo
Foanciero Uno, Grupo Cuscatlin (see page 14, Quilter.
and, eardy n 2007, ABN AMRO Mortgage Group, and
Egg Banking ple

* Returned approximately 817 billion o capital to our owners

* Received Moodys upgrade of Ciabank, N.A. to Aaa. a
rating that few financul institutions can claim; and early in
2007 recerved upgrades from Standard & Poors——rabsing its
credit rating on Cingroup Inc. to AA/A-1+ and akso rasing
the ratings on Citibank. N.A. 10 AA+

These were just a tew of the steps we took in 2006, unpor-

tant progress pomts. We stll have quite a way to go. but

we will continue to expand on many of these and other

activities i 2007,

Our Priorities for 2007

We have three clear objectives for this year:

Grow US. Consumer—We're working to generate better
growth mn U.S. Consumer by broadening our product set and
expanding our reach We're wso i the second vear of a five-
year plan to implement a comunon technology platform that
will enable us to serve our VS Consumer clients in a seam-
less fashion as we grow our relationships with dhen,

Grow International—The goal is to tocus more of our
activities outside the United States, where the opportunities
for growth are greatest. We're domyg that by, among other
activities, opening branches in key markets—approximately
70 percent of our niew branches have been in the emerging
markets. We are also making targeted acquisitions that il
gaps——for example, Egg Banking ple, the world’s largest pure
online bank and one of the United Kingdom’s leading
online financial services providers; and broadening our
product capabibities in our Markets and Banking business.

Improve How We Operate—While controlling our
expenses 1 central to all we want to accomphsh i 2007 and
beyond. we want to do more than merely squecze costs out
of what we do now. A fundamental objective is to improve
the way we operate—to rethink what we do and how we
do it. During the first quarter of 2007, we took a compre-
hensive look at the structure of our expense base. We are
climinating ivers of activity that clog up the system. and this
will free up the organization—making us leaner, more agile,
and more effective—enabling us to grow revenues faster and
enhancing service to our clients,
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Financial Performance

Our bottom-line financial performance in 2006 was good, but not
spectacular. Earnings per share from contmuing operations were up 11
percent. with net mcome from continuing operations up seven percent,
the positive difference reflecting our return of cash to sharcholders
through our $7 bilhon stock buyback mn 2006, Our total shareholder
return was neardy 20 percent for the vear. a level that placed us in the
middle of the pack of a group of financial services companies. Here is a
closer ook at what worked well and what fell short of expectations

Reevenues were $89.6 billion, an mcrease of seven percent but lower than
our plan for the vear. The shorttall was largely made up on our bottom line
by better-than-expected credit resules and lower tases, but a miss is a miss,
At one level, it doesn't matter why, but at another level, its important to
understand what happened so that fiture efforts can have better results.
In our casc, the revenue miss was largely in our consumer business, partly
reflecang a difficalt vield curve environment and a consumer-driven shift
in loans to lower-yrelding home tinance loans, and partly refecting the
carly stage of our shift to 3 more organic growth model.

Expenses increased 15 percent. which ncluded three percentage points
from an industry-wide accounting change related to equity compensation
in carly 2006, Excluding this accounting change, cxpense growth was
generally n line with our expectations as we continued to mvest aggres—
svely 1n our orgamce growth wntiatives, mcluding opening an average of

three brunches a day in 2006,

Helping our bottom-line results were fower eredit costs, whach retlected the
continued favorable credit environment globally, including a very low level
of bankruptey filings i our U.S. Consumer business, We abso had tax ben-

efis during the year that led to a lower-than-normal 27.3 percent tax rate.

So, while we ended the year with good bowom line results, how we
delivered these results - better credit and taxes-—was not how we wanted
to get there.

As we look 1o 2007, we believe the credit environment around the world,
with some exceptions, is good, but we are very focused on managing our
exposure. We expect moderate deterioration in credit m 2007 and are
managing our portfolio accordingly.

We expect to deliver bottom-hine growth through a better relationship
between revenue and expense growth, and we do not project sigmficant
credit “railwinds” or tax benefits to recur,

One Citi

As vou probably naticed on the cover of this report, we took another
unportant and visible step in the evolutien of our company. We've come
together—for the first te—under 4 common brad nume: Citi.

Not leng ago. Cin brought together many great companies with the
promise that we could serve clients better as one organization. Delivering
on that promise has tken time, but our progress has been tangible and we
have established n common company-wide approach to help us get there,

loday, we stand united as one company, one Citi, with a common
brand—a brand that says our cliens” success 1s eur success, and that says
we are focused on driving winning performance for our cients and
providing them with the best service anytime and anvwhere they do
business with s,

Global Community Day

On November 18, 2006, our employees marked anothee important
chaptee m Cinrs rich legacy—the company’s fisst-ever Global Community
Day when svie 45,000 of us {including fricads and family) volunteercd

our time and walent m 100 countries to help make a difference in the
commuities where we hve and work.

My wife Peggy and [ visited a village iy Laishuwy County in China where
| taught a class on credit to microfinance ofticers, she helped pant a school.
and together we harvested leeks for one of Citi's microfinance clients. The
day was a great sucwess, wd plas are underway for ow nexe Global
Commumty Day on November 17, 2007,

A Word of Thanks

Before I conclude. I would like to thank Dudley Mecum and Ann Jordan
for thei service on our Boutd. Botl are retiing in April. Dudley joined
the bourd of Commercial Credit. a predecessor company n 1986, He
the only currently serving director who has been with us on that entire
incredible journey, and has been a grear conmributor to eur success. Ann
becanie a director n 1984 when the company was known as Primerica
Corporation. She has been an imporeant voice for us. and a wonderful
parther whose contributions to Cit will endure.

Fanally, let me say 2 word about President Ford, who served for two
decades on our Board. He was a good friend and his counsel was impor-
tant tw our success. He will be deeply missed and never forgotien.

Summing Up
We have made considerable progress this past year, thunks to the efforts
of our 3.

30 employees in more than 100 countries. But we have
more work ahead. Our goal is to be a more client-driven orgamzation
that is more accessible, innovative, and able to strike quickly at the many
unique global growth opportamities for Citi.

[ firmdy believe that we have embarked on an e of enewed growth and
that the changes we are making will lead to sustainable growth in share-
holder value.

Your support, for which [ am very grateful, is critical to the long-term
success of our journey. | look forward to seemng yvou at our annual

meeting.

(A

Charles Prince
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Dear Shareholders,

The global economy is in a period of transformative change of historic proportions,
including rapid technological development, declining barriers to trade and investment,
the spread of market-based economics, the implementation of education and other
productivity-enhancing policies in China, India, and other emerging market countries,
and, as a consequence, the emergence of China and India not only as potentially large
markets, but also as powerful competitors.

This enviconment of transformative change creates great opportunities for all parts of the global economy, but

realizing those opportunities requires sound policies to promote producnvity, growth. and broad participation
in that growth. and any economy failing to meet those challenges could encounter serious ditheulty.

This dynanic environnment also creates great opportunities for private sector economic institutions that act
dynamically i the face of rapid change, that have the size, scope, and quality to effectively meet client necds,
that are truly mternational in their orientation. and that create an attractive and motivating environment for
strong people. And Citr s positioned very well 1n all of these respects. On the other hand, just as 18 true for our
natioral political systems, all private sector nstitutions, including Citi, also face great challenges that must be
met in order to realize their potential, and mecting those challenges is at the core of Chuck Prince’s focus and

leadership.

Those challenges nclude everything relating to providing exceptional opportunity for outstanding people i all
arcas: re-cngineering projects to mect Citt’s control, processing and other purposes as effectively and cfficicntly
as possible; strategic and operational dynamism; hinding the right balance hetween investing for the longer-term
and short-term performance: maintining 2 culture and processes that will minimize the inevimble occurrence
of regulatory and other similar issues; and much else. All of this is withun our reach. And the combination of
Citi’s great strengths and meeting these challenges can create an organization uniquely equipped in the global
economy to effectively address the needs of its clients, provide great opportunities to it people, reward its
sharcholders, and contribute to the economies in which it operates.

1 abso believe that all of us in the Cio communty—employees. shareholders and clients—should get nwolved
i our individual national poliucal systems. Political leaders must make the sound decisions critical for economic
success, even when the politics are difficult. And that includes not only focusing on growth, but also on broad
participation in that growth and on an appropriate level of economic security for all. These are mutually rein-
forcing objectives, beeause market-based economics and trade liberalization will only receive broad public
support when the great preponderance of the people believe they are benetiting from these policies. Also, poh-
cvmakers must recogmize that successtul, robust private sector istitutions, making market-based decisions. are
central to the health of natonal economes and to the global economy.

The global economy has had strong economic conditons and markets for some yvears now, despite serious
financial unbakmees, geopolitical risks, and multiple other ssues. However, investors, businesses, and policymak-
ers must avoid the temptation for complacency that hies 1n an extended period of economic and market strength,
and recognize not only the opportanitics but also the risks in order to operate successfully and o be soundly
positioned for the years ahead.

Cit is focused intensely on addressing its own challenges and on bringing it broud produce and geographic
exposure and great strengths o helping our chients navigate successfully i todays complex covirommnent.

Riobert Rubin
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one more innovation

When Anand Cavale, Citibank Singapore's Business Director for Credit

Payment Products; Nicole Ang, Head of Core Cards; and Nigel Siah,
Product Manager, were coming to work every morning last year, it never

dawned on them that they were making history.

Bur when that first client gentdy placed ber
finger on a small scanner at the Coffee Bean
& tea Leaf in Singapore late lase vear, Anand,
Nicole, and Nigel——along with every member
of the biometric project team—knew that the

way people pay for things could be clianging,

Ciri had just rolled our the worlds first
Momerne eredit card serviee in Singapore.
No longer would holders of Cits Clear
Platinum Card nced a credit card oo dine,
shop, or stinply buy 4 cup of cotfee tr nmany
of Stigapores retail oudets Jost a timygerprmnt

would Jdo

Said Niceder 7 his s the Kind of chient mno-
varion thar woe want to be known for,and ro
be able to plav o small pare inomehing i

. Ce e "
I]ll MY N Mery L’LNI'\'HI"
i YR Yo

Beans of people from aeress o Cards and
Ciabank businesses, along wirh sur Opera-
tions & fochology specialive partnered o
give chiont not only aore choices i how
they pay. bot grouter protection againsg
credit card fraud.

“Being the et ro doodus s territic” said
Nigel,*but we also ool thae Cirni g cntribured
to changing the credit card miarket and
how dients behave. Phats pretey awesaine,

when vou think aboucit”

The serviee, of conrae, as been expanded
to other cardholdors, and will be conung
sooan to other focativns, bur our craployees
in Singapore rake special pride in being

there at the beginuing,

“This kind of isidative only cucceeds”
Anand said, “because we have peaple from
various units witling to work rogether from
Juy one and share their koowhedge so we

canr serve our clents betrer”
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one great relationship

It was the kind of deal that highlights the power of one Citi. Last year, faced
with a rapidly deteriorating credit rating, General Motors decided to sell a
majority of its financing arm, General Motors Acceptance Corporation.

GMAC Tad fong been o core Componene ot
N and s health was vigal wo the company.
Revognizing the vomplesiny and vrgeney
of the stunition, Cig teamed with Cerberus
Capal M tenent to help wolve GMY

dilenima

Phe mala-bithon-datbar GMAC deal brongl

(H'_'t.‘fhci' l’hl: xX[\‘lTiM' .md FOSOIT Uy Hf Ny Hf

oot migor business loes—Narkets and Bank-

g d dhe i Privaee Taguty Croup of Cii

Alternanve fnvestments {(CAl—on beiald ot

B STANEEY IRRET T FRTR TN | \.I]lll‘(! vllll[ l"l!‘_:"(‘l“l (“\“llf\

Croneral VMotors

STy 15 vears here, this was ane of the
miost exanng and complicated deals Tve over
worked on” wad Brad Coloman, Cochead,
North  Amoerican Pioanaial Futreprencurs

Group for our Markee mnd Banking business

“And topleved right e dic s npths or

Pl
Citds cqguity, tined income, and investment

hanking fraandchise”

Aoream of people from Cins various busi-
nesses worked onothe deat, bringing o the
tuble ouar vnirched acces tha (‘,qpiml
markets, one unigue instrotonal knowledge
(""(l\".i"l“‘ v .\l‘i“'\ be: I‘It!\ i\]l ACE NN []l( -

brard solutions trom ME A (0 boanecing.

TOMAL wac sy collaborarive etfart, in
cvery sense o thar word” sind Millie Kim,
Coeteral Counsel tor ¢ AL [ which Jehn
Barber, Managing Partser of CAIN G wigrronp
Privare Pauin, added e provided  the
whole tanige b oanswery fo s Transa Hon,
aiswens that plaved o s g

serengehe”

Praad Head, Managing Diecor and ¢ achoad,
Promawd Intitanens MaAD puc i this way
W just threw everyvibing the connpany hadd
at this Aund e olmmaredy proved o be one of

OUE ZICAtest monents,”
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In die end. Cia broughe to bear exportiae from

acress ot banking, wading, and wvesting
franvhises o help Corberns acguire 1 31 percent
stake 1 GMNAC W hats more, Citt's GMAC sory
Bovame the "Deal of the Year™ fon l,fummnm‘)' and

favestsient Deadens” Digesr.

Millic “OMAL s one of the seasans why | line

working ot Cist D just can't unagine this kind of

deal happening someplace olsel”

Conchaded Tenard Tessier, Managing Director
andd Co head of Privane bagmny ar Cerbernse
“When Uirlowas given the opportanity o sy
Nao o this deal, i never chiose that parh. Cia
decided it was nore impormant o be there for irs
lovigz-tmne cliens, GV And that was the right

thithy 1o da ™

Millie Kim and Brad Coleman in New York
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When Amanda Malouchou was asked to start
Bank at Work in Greece, she knew this was a
unigue opportunity.

“Having a chance to work with ome important corporate
clients, and bringing our consumer relanonship skills to
the corporate side of the businesy, gave us a chance to help
the business grow m a very differemt way,” said Amanda,
our consumer business Alternative Distribution Direcror
m Greece.

The shared viion of our Markets and Banking and Global
Consurner Group teams created Bank at Work, one of Cin
most nnovative programs, which offers rerail banking ser-
vices to cmployccs of our corporate chents.

But more than that, it demonstrates the power of what
can happen when our businesses work  together for a

COIMTRON Purpose.

“Its a win-win for everybody, that’s what it is.” said Jose
Lopez, Alhance Products Manager for our Markets and
Banking busitess.“Our corporate clients are happy because
their employees are well served—and that, in turn, enhanc-
es our relationships; and our consumer business 1s accesung
thousands of new dients who are aking advantage of our
great products.”

Take, tor example, longtune corporate chient Chartered Senu-
conductors in Singapore. In the first 90 days after signing on
to Bank at Work, we opened a branch at s workplace
and some 1,30 accounts, too. Globally, Bank ar Work has
12,060} companies enwolled and 1.5 milhon clients.

“Its just smart business,” Christian Reynolds, Business
Developrent Manager i our consumer business, said.
“We have so much talent and expertise to offer each other.
In the end, it the clients who have the most to gain”

Sad Cleo Lymberis, who heads the Global Transaction
Services corporate team i Greece: ™1 must say, when we
get a chance to really make a difference for our clients, it
makes corming to work fun every morning.”

Jose Lopez and Christian Reynolds i New Yark
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it started with the Panama Canal. And 102
years later, it culminated in the acquisitions
of Grupo Financiero Uno and Grupo Cuscatian,
important steps that gave Citi its most expan-
sive foothold ever in the growing retail markets
of Central America.

The story of Citi in the region goes back to 1904 when our
predecessor company, the International Banking Corpora-
tion {IBC), opened a corporate banking office in Panatna to
help tund the building of the Panama Canal.

Soon afterward, we built one of the most successful corpo-
rate banking businesses in the region. And today, 2 century
later, this on-the-ground presence has paved the way for our
consumner business to enter the same region—through the
acquisition of Grupo Financiero Uno, and shortly thereafter
the acquisition of Gripo Cuscatlin, which further strength-
ened our corporate bank.

“These are examples of what we mean when we talk about
one Citi, and how our different businesses—even when
they serve different clients—can help grow the other,” Raul
Anaya, our Latin America Global Consumer Group Head.,
said, *Owur corporate bankers have been in the region for a
long time, so they will make it that much caster for our new
consumer barkers to move right in”

Added Fernando Quiroz, Head of Markets and Banking
i Latin America: “These acquisitions represent significant
growth opportunities for our Markets and Banking as well as
our Global Consumer franchises in Central America”

By acquiring Central Americas largest credit card issuer in
Grupo Financiero Uno, we strongly extended our card busi-
ness in a region where the card market has grown nearly 30
percent annually over the last few vears.

The complementary purchase of Grupo Cuscatlan (which,
like Grupo Fmnanctero Uno, is subject to local and US,
regulatory approvals) allows us to establish a strong platforn
for growth in the years ahead 1 our corporate banking,
conswmer financing, and retail banking businesses.

Said Raul: “These acquisitions change the landscape for us.
And working with Fernando and his team on deals this
umportant s why working here can be so stmulating.”
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The date was November 2, 2006 and some-
thing very different was about 1o happen as
the doors opened to our new branch at 491
Boylston Street in Boston,

Not only was this Citibank’ first foray inte the Boston
marketplace, but we were about to begin an hnportant
pilot, which if successful, could reach beyond Boston and
touch many of America’s most important muarkets.

This same Citi branch would include Citi Smith Barney,
our premier wealth management business, bringing togeth-
er our hanking and brokerage services in the same location
and ending a year in which we opened a record number of
branches around the world.

In effect, this pilot program would help showcase the
power of one Citi to our Citibank and Citi Smith Barney
clients in Boston (also in Philadelphia) by offering them
a broader array of retail banking, commercial lending.

mortgages, and mvestinent pmdm'ts

Anne Creenwood, who manages the Citn Snuth Barney
sde of the business, and Tim Sallivan, who runs the

Catibank side, knew they sere i on something unportant.

“Its exciting—and a bttde nerve-wracking—to pioncer
new ways of growing our company and changing how we
reach out to and serve clients,” Anne said.

Tim agreed: “1f we're successful—and ['ve no doubt we will
be—what we're doing here could help grow the business
significantly. Inagine the possibilities when we put more
and more of the companys resources and products at our
clients’ casy disposal”

Tim’s point was underscored a few weeks after the opening.
A wornan entered the branch to ask about CD rates. After
fielding a few questions about her banking relationship, the
service rep—realizing the woman also needed wealth man-
agemens services—sinply walked her across the branch
floor to the Citn Sinith Barney rep. Svon after, she trans-
ferred a considerable sum to Citi Stmth Barney.

That might never have happened had it been Citibank or
Citt Snuth Barney alone,

Anne Greenwood and Tim Suflivan i t
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for more than 40 years, Citi has played an
important role in the microfinance move-
ment. This commitment has been significantly
strengthened in recent years, highlighted by
pur transaction for BRAC.

In 2 kandmark deal, the Citt Macrofinance Group, Citt in
Bangladesh, and other partuers, closed on the wotld’s tirst
AAA-rated local currency microcredit securinizabon for
BRAC—the world’ largest national antipoverty, nongov-
ernmental organization serving more than five mithon
mostly female members m Bangladesh.

A significant deal for the microfinance mdustry, it gives
BRAC access to $480 milhon of financing over six years,
emabling it to provide more financng to more icro-
entrepreneurs than ever betore.

“We brought the power and capabilities of high finance to
some 1.2 million poor households” smd Shams Zaman,
1ead of Structured Finance, Corporate Bankmng, in
Bangladesh. “What an amazing feeling it s to do a busi-
ness transaction like this and, at the same time, support
hundreds of thousands of people who most need access
to financing”

Considered one of the world’ Lirgest microcredit financ-
ings and among the mest innovative, the deal demonstrated
how Citi can leverage its local presence to deliver
word-class solutions, ultimately providing funding that
would have cost BRAC much more had it borrowed
comsnercially in Bangladesh,

The BRAC Jeal again showed the power of parmership
within Citi. Citi Bangladesh led the transaction working
locally with BRAC, the regulators, and local partners.
Citis Microfinance Group provided financing expertise,
while our Global Consumer business contributed local
due  diligence—assessing BRACH microloan  credit
policies, processes, reporting, and mformation systems.
Finally, our Securitization Group provided structuring
expertise and ity Export Finance Group worked closely
with global institutional partners and nvestors, FMO
(Netherlandsi, and KfW {Germany) to conclude the
transaction.

At a time when the mle of microfinance i promoting
globul peace and prosperity s been recognized by
the Nobel Foundation, deals like BRAC are the wave of
the future,

Sharus: “BRAC will be replicated many ties over, so
more microentrepreneurs can finally realize their dreams.”

s/
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one more solution

Shams Zaman and a microloan client in Bangiadesh
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Citi was built on the vision of a highly diversified financial services
company that could act as one to deliver solutions to clients throughout
the world. In 2006, we saw marked progress on our key objectives:

Becoming more accessible to our clients

& Opened nearly 1,200 new retail bank and consumer
finance branches around the world

# Launched an ATM partnership with 7-Eleven® and
expanded our Cards par{nerships with, among others,
Shell and The Home Depot—each designed to attract
more clients and deepen relationships with them

# Introduced Direct Custody and Clearing services in
Cyprus, Sweden, Israel, Slovakia, and Vietham

# Launched Citibank Direct, our online bank, bringing in
close to $10 billion in deposits in the U.S. in the first
nine months

# Opened Markets and Banking offices in Kuwait
and Dubai

# Pioneered securities lending in Taiwan

# txpanded Giobal Equities into Russia, india,
the Middie East, Brazil, and Canada

Serving clients as one company

& Brought the power of one Citi to our Citi Smith Barney,
Citibank, CitiMortgage, Citi Cards, and Student Loan
clients by offering a broader array of products—retail
banking, commercial lending, mortgages, investments—
through pilot programs in cur Boston and Philadelphia
Financial Centers

& Worked with our Consumer Lending Group to deepen
client relationships, including offering Citi home equity
loans to Cards clients

@ Began offering Citibank products in select CitiFinancial
branches inthe U.S.

# Offered home equity loans and Citi credit cards through
Citi Smith Barney branches

@ Started Bank at Work in eight countries: Chile, Czech
Republic, Korea, Malaysia, Pakistan, the Philippines,
Singapore, and Turkey

@ Created partnership between Global Transaction
Services and Citi Smith Barney to distribute stock plan
proceeds in iocal currency in more than 130 countries

# Launched a Hedge Fund initiative to connect experts
across Markets and Banking to better serve this
important client segment

investing where opportunities for growth
are highest

# Expanded our presence in Central America and estab-
lished a strong ptatform for future growth in our retail
and corporate businesses by acquiring Grupo Financiero
Uno and Grupo Cuscatlan (see page 14)

# Broadened our reach in one of the world's fastest-growing
markets, Turkey, by acquiring a 20 percent stake in
Akbank, its third-largest and most profitable bank

# Expanded our presence in China with a 20 percent stake
in Guangdong Development Bank

@& Acquired Egg Banking pic, an important step toward
broadening our international Consumer banking business

& Deepened our presence in India by raising our stake in
Housing Development Finance Corporation Limited
(HDFC) to 12.3 percent

& Completed the acquisition of the federated Department
Stores, Inc. portfotio and now manage 37 million accounts
and $8.3 billion in assets for this leading retailer

Using technology to serve our clients
petter and iower our costs

# Launched biometric credit card service in Singapore
and biometric ATMs for microfinance clients in India
so clients can transact with the touch of a finger
(see page 8}

@ Increased online security by implementing enhanced
authentication for sensitive transactions over the
internet and other online channels—the only major
financial institution to do this globally

# Made strategic investments in our equities platform,
including investments in the Bosten, Philadelphia,
and National Stock Exchanges and the purchase of
an electronic communications network that provides
state-of-the-art technology for immediate access to
liquidity

3 Reduced the number of our data centers around the
world by 20 percent

# Consolidated our call centers for greater efficiency
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CITI COUNTRY OFFICERS

Algeria
Kanel B, Driss

Argentina
juap Bruchou

Aruba

see Fenezuela
Australla

Les Matheson
Austria

Helmut Gottheb
Bahamas
Margaret A, Butler

Bahrain
Mayank Mahk

Bangladesh
Mumun Rashid

Barbados
see Trntdad & Tobago
Belgium

José de Pefaranda
de Franchimont

Bolivia
Federicn Elewaut
Brazil

Gustavo Marin
Brunei

Glen R Rase

Bulgaria

Seefan vanov

Cameroon

Antf Zaidki
Canada

Kenneth E. Quinn

Cayman islands
see Bahamas

Channel Islands
{Jersey)

Philip Hooper
Chile

Fernande Concha

China
Richard D Stanfey

Colombia
Prance Moccia
Congo

Michel Losembe
Costa Rica
Torge Marn
Czech Republic
laved Kureishs

Denmark
Mark Luscombe

Dominican

Republic
Mixinmo R.Vidal

Ecuador
Bernado | Chacin

Egypt
Elia Sanmuaha

international

El Salvador
Gigs Beri Velunun
Finland

Kan Laukkanen

France
fean-Claude Gruffat

Gaben

Funmi Ade-Ajayi
Germany

Susan 8, Harnett

Ghana
Joseph Carasso

Greece

Christos Sorotos

Guam
Madhusudhan
Seshadri

Guatemala
Juan AL Miro

Hait}

Gladys M. Coupet
Honduras

José Luis Cortes

Hong Kong
T.C. Chan

Hungary

Sapad Razvi

India
Sanjay Nayar

markets continue to
grow, Citi is focusing more than ever on
opportunities outside the United States.
Our Citi Country Officers are our most
important links to those markets, our
ambassadors in each of the locations
where we do business.

Indonesia
Peter B. Eliot

Ireland
Aidan M. Brady

Israel
Ralph Shaaya

Itaty

Giuliane Malacarne

Ivory Coast
{Céte d'lvoire)

Jamal Tussein

Jamaica

Peter Moses
Japan

Douglas L. Peterson

Jordan
Ziyad A Akrouk

Kazakhstan
Daniel [. Connelly

Kenya
Ade Ayeyemi

Korea (South)
Yung-Ku Ha

Kuwalt

Raj Dvivedi
Lebanon
Walter Sjoufii

Luxembourg
Mare Peoguat

Macau
see Hong Kong

Malaysia
Pivush Gupu

Mexico
Manuel Medina-
Mora

Morocco
Nuhad K. Saliba
Netheriands
Freddy Boom
New Zealand
Mark A, Fitzgerald
Nigeria

Emeks Emuwa
Norway

Pil Rokke
Pakistan
Zubyr Soomro
Panama
Franciseo Clonto
Paraguay
tgnacio Morelle

Peru
to be samed

Philippines

Sangrv Vohra

Poland

Slawomir S. Sikora

Portugal
Paulo Gray
Puerto Rico
Alvaro Jaramilto

Qatar
Farhan Mahmood

Romania
Shahmir Khahq
Russia

Mark T. Robinson
Senegal
Charles Kie
Singapore
Catherine Weir
Slovakla

tgor Tham
South Africa
Zidenck Tarek

Spain
Sergio de Horna

Sri Lanka
Kapila Jayawardena

Sweden
Clas Ronnlov

Switzertand
Per Etholn
Taiwan
Morris Li

Tanzania

to he named

Thailand

Gary Newnian
Trinidad & Tobago
Dennis Bvans
Tunisia

David Garner

Turkey
Steve Bideshi

Uganda
Shinish S. Bhide

Ukraine

Nadir Sharkh

UAE

Maohammed
Al-Shroog

United Kingdom
Michael J, Kidowoedd

Uruguay
Daniel Virese
Venezuela
Franasco
Aristeguieta
Vietnam
Charly Madan
Virgin Istands

see Puerto Rive

Zambia
Saviour Chibiya

Note: Countries and territories where Citi does business but that have no designated Citi Country Officer are not refiected in the above lst.
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+ Bahamas

Y

Baltimore

one global community

making the world just a little bit better

On November 18, 2006, more than 45,000 Citi employees with
their friends and families participated in volunteer activities in
475 cities in 100 countries.
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United Kingdom Koreh

500,000 lives were improved, 100,000 meals were served,

10,000 trees were planted, 8,000 tons of food were collected
All of it in just one day.
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the Citi leadership team

1. Damlan M. Kozlowskl

CEQ, The Cid Private Bank
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3. Michael Schiein
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5. Michael S. Helfer
General Counsel
Corporate Secretary

6. Stephen R. Volk

View Chainnan

7. David C. Bushnell
Senior Rask Officer

8. Lewis B. Kaden

Vice Chyrman

Chief Adnumstranve Officer
9. Robert Morse

CEQ, Asia Pacific

Markets and Banking
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Glebal Consuiner Group-North America
CHO, Ciabank Texas

11. Chuck Prince

Chairman & CEO

12. Sir Win Bischo#f

Charrman, Ctigronp Europe

13. Douglas L. Peterson

Charrman & CEO. Ciubank Japan

14, Manuel Medina-Mora
Charrman & CEQ. Ladn America & Mexico,
CLO, Banamex

15. Kevin Kessinger
Chief Operations & Technology Officer

1203 547 8 g

20

16. Michael Klein

Co-President, Markets and Banking

Vice Chairman. Citbank international ple
17. Elten Alemany

CEQ, Global Transacton Services

18. Paco Ybarra

Co-head, Fixed Incoine. Currencies,

& Commaodities

19. Bonnle Howard

Chiet Auditor

20. Robert Druskin
COO
21. Geoffrey 0. Coley

Co-head. Fixed Income, Currencies.
& Commaodites

22. Zion Shohet
Head, Strategy and M&A

23. Charles D. Johnston
President & CEO

Global Private Client Group

24. Rasymond J. Quinlan
President & CEO

North American Retail Distribution

25. Carl Levinson
President & CEO. Constimer Lending Group

26, Michael L. Corbat
Head. Global Corporate Bank

27. Robert E. Rubin

Mrrector & Charman, Executive Compittee

28. James A. Forese
Head. Global Bguinies

29, William J. Mills
CEQ, Burope. Middle East, & Africa
Markets and Banking

30. Alan S. MacDonald
COO, Global Banking Vice Chatrman,
Cigbank, N.A

1213 23 24 26
14 a

% 22 25

39
38
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31. Nicholas E. Calio
SVI Clabal Government Affairs

32. Thomas G. Maheras
ComPresident. Markens and Banking

33. George Awad
CEQ, Europe, Middle East & Africa
Global Conswner Group

34, Raymond J. McGuire
Comhead. Global Invesunent Banking

35. Vikram A. Atal

Chairman & CEO

Cig Cands

36. Ajay Banga

Chairman & CEQ

Global Consumer CGroup-international

37. William R. Rhodes

Chairman, President & CEO, Ciabank, N.A.
Chairnmn. President & CEO, Cincorp Holdings
Inc.: Semsor Vice Chainnan, Clagroup Tnc

38. Hans Morris
CFCy Head Finance, Technology & Operations
Markets and Banking

39. Leah C. Johnson
SVE Global Corporate Atfairs

40, Randolph H. Barker
Cowhead, Fixed Income, Currencies,
& Commaodites

44, Sallie L. Krawchack

CFO

A2. Steven .J. Freiberg
Chairman & CEO. Global Consamer
Group-North America

ot pictured:
Stephen Bird
CFEO Asia Pacific, Global Consuer Group
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the Citi Board of Directors

C. Michael Armstrong
Chairman, Board of Trustees
Johns Hopkins Medicine, Health
Systems & Tlospital

Alain J.P. Belda

Chairman & CEO, Alcoa e,

George David
Chairman & CEO. United
Technologies Corparagon

Kenneth T. Derr
Chairman, Retred. Chevion
Corporation

John M. Deutch
Insutate Prodessor. Massachusetts
[ustitute of Technology

Mixed Sources
e e et comeaiod st

FSC medimaviea"

Roberto Hernidndez Ramirez
Chairman. Banco Naconal de Mexico

Ann Dibble Jordan*
Consultant

Kisus Kieinfeld

President & CEO, Ssemens AG
Andrew N. Liveris
Chairman & CEQO,

The Dow Chemacal Company

Dudiey C, Mecum®*
Managing, Director, Capricorn
Holdings, LLC

Anne M. Mulcahy

Charman & CEQ, Xerex Corporadon

MOHAWK

masulontted wih windpewet

Richard D. Parsons

Chairman & CEO, Time Worner Inc

Charies Prince

Chairman & CEQ, Cigroup Inc
Judith Rodin

President, Rockefeller Foundaton

Robert E. Rubin

Chairman Execuuve Commitiee

Franklin A. Thomas
Consulant, The Study Group
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THE COMPANY

Citigroup Inc. (Citigroup and, together with its subsidiaries, the Company) 5

a diversified global financial services holding company whose businesses
provide a broad range of financial services to consumer and corporate
customers. Gitigroup has nmore than 200 mitlion customer accounts and
does business in more than 100 countries. Citigroup was incorporated in
1988 under the Taws of the State of Delaware.

The Company is 4 bank holding company within the meaniag of the LS.
Bank Holding Company Act of 1956 registered with, and subject to
examination by, the Board of Governors of the Federal Reserve System
(FRB). Some of the Company's subsidiaries are subject to supervision and

examination by their respective federal and state authorities. At December 31,

2006, the Company had approximately 144,000 full-time and 10,000 part-

time employees tn the United States and approximately 183,000 full-time
emplovees outside the United States. The Company has completed certain

strategic business acquisitions and divestitures during the past three vears,
details of which can be found in Notes 2 and 3 to the Consolidated Financial
Statements on pages 117 and 118, respectively.

The principal executive offices of the Company are located at 399 Park
Avenue, New York, New York HXM3, telephone number 212 559 1000.
Additional information sbout Citigroup i avaitable on the Company’s Web
site at www.citigroup com. Gitigroup's annual teport on Form 10-K, its
quarterly reports on Form 10-), its current reports on Form 8-, and all
amendments to these reports are available free of charge through the
Company's Web site by clicking on the “Investur Relations” page and
selecting “SEC Filings " The Securities and Exchange Commission (SEC)
Web stte contains reports, prosy and information statements, and other
information regarding the Company at www.sec gov.

Citigroap is managed along the tollowing sepment and product lines:

CITIGROUP SEGMENTS AND PRODUCTS

Global

Consumer
Group

Real estate londing
Student loans

Citibauk branches
LitiFinancial

-Srmall and piddle
inarket commercial
banking

Personal loans

-Sroall and widdle
ket comnercial

branches banking
Primerica Financial [nvestiaen! services
. Ci;:lfvg:r cial Riirement services
Business Reat) estate erling

—Personal foans
Sales finance

Corporate and
investment
Banking (CiB}

s Capital Markets
and Banking
~Anvestioent banking

U.s. International Dbt sl eqity
sCards s Cards markets
MasterCard, VISA, MasterCard, VISA, Lending
Diners Club, Diners Cub and ® Transaction
prvate label and private Jabel Services
Aex ¢ Consumer ~Cash tanagesient
* Consumer Finance Trade sexvices
L.ending Real estate lending Custody and fund

SeIvices

Attt foans ~Cleanng services
Auto loans iy
R « Retaif Banking Agency/trust
* Retail Retaif hank services
Distribution et
hragicles

Global Weaith
Management
{GWM)

Corporate/

Other

* Smith Barney Private equity Treasury
Advisory -Hedpe flinds Operations and
-Financial planning -Real estate technology

~Birokerage Steuctured products Lorporate expenses

* Private Bank Managed {utures Tnseontinned
Wealth operalions
managemal
services

* Citigroup

Investment
Research

~Eaguity and fixed
incone research

The following are the six regions in which Citigroup operates. The regional results are fully reflected in the product results.
CITIGROUP REGIONS

i

1} Dischosure includes Canada and Puenty Rico

Europe,
Middie Last &

Africa
(EMEA)
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FIVE-YEAR SUMMARY OF SELECTED FINANCIAL DATA

ctigroap Ine. and Subvidiartes

In mitions of dofars, except per share amounts 2008 2005 2004 2003 2002
fevenues, net of interest expense $ B9615 § 83642 % 7963 & 71594 § 66246
Operating expenses 52,021 45163 49782 37,500 35886
Prowisions for credit losses and for benefits and claims 7,955 9,046 P 8924 10972
income from continuing operations before taxes, minority

interest, and cumulative effect of accounting changes $ 20839 S 29433 § 2273% 0§ 25170 & 19388
income taxes 8,101 9078 6,464 7.838 5615
Mincrity mterest, net of taxes 289 549 218 274 91
Income from continuing operations betore cumulative effect of

accounting changes $ 21249 5 19806 $ 16054 § 17068 § 12682
Income from discontinued operations, net of taxes ! 289 4832 992 795 2641
Cumulative effect of accounting changes, net of taxes 2 — {49 — — 47
Net income $ 21538 5 24509 5 17046 5 17853 5 15276
Eamings per share
Basic:
income from continuing operations $ 433 3 380 % 313§ 334 8 248
Net income 439 484 332 349 299
Diluted:
Income fram continuing opasations 425 382 307 327 244
Net income 431 475 3.26 342 294
Dividends declared per common share $ 196 S 178 8 160 8 110 8 070
At Decombrer 31
Total assets $1884318  $1404037  $14684101 51264082  ST.0M7.580
Total deposits ™ 712,041 541828 561813 473614 430,530
Long-term debt 288,494 217,489 207,910 162.702 148,827
Mandatorily redesmable securities of subsidiary trusts 8,579 6,264 6.209 6057 6,152
Common stockholders’ equity 118,783 111412 108.166 96,669 85,318
Totat stockholders’ equity 119,783 112537 108.291 93,014 86,718
Ratios:
Return an common stockholders’ equity 18.8% 22.3% 17 0% 19.8% 18.6%
Return on total stockhokders’ equity 186 221 18.8 195 18.3
Return on risk capital 38 38 35 k2]
Return on nwested capital 19 22 17 20
Ter 1 Capital 8.5%% 879% 8.74% 841% B47%
Total Caprial 1185 1202 11.85 12.04 1.25
Leverage 5.16 5.35 520 556 5.67
Commen stockholders equity to assels 8.30% 7.45% 7.20% T67% 777%
Total stockholders' equity lo assets 6.36 753 7.36 7.75 790
Dividends declared 455 371 491 322 238
Ratio of earnings la fixed charges and preferred stock dwidends 151x 1.79% 2.00x 241 1.89x

oy Discontinuert operations fo 2002 b 2006 includs the sperations (and associated gain on dispusiicn) des

Marragernant business o Logg Masoa. The wxatority of the ansastion vhowsd on Docsnber 1, 20006,

st i the Company’s June 24, 2000 anaoueed agreesnent to the sobs ) substantiolly all od fts Asset
scontinnied operations Tom PO 1o 2006 alsa incldes e npe attors Gand associated gain) described in Be

Conpany’s Januap 31, 2005 anpounced agreemant for the sale of Citigieup's Travelers Lite & Anuaty. substantially ot of i s inteational i ance business and (tigroup’s Mdentine pansion business fo

toll il foe . The tansaction closad on Ky 1, 2005, On Aupist 20, 2002, Citigroup sompletod e distribudicn to its stockboldors of a majotity portion of its rervaining

wwneeship intoeast tr Travcloss Proporty Casualty

Conp. (TPEy. Fedbovdng the disteibiition, Cligiengy bogan accounting for 190 s disoontinund oporations. As such, 202 alo sofloats PG a5 o discontmued operation, Sou Note 4 to v Duasolidiatod Financial Stateonts

o g 118

2 Accoiing change of 549 milan In 2006 g oscots i ackptlon uf Fioneial Asceontiog Stancka ds Boad (FASR rtosgs ctation iHIG Ho, 47, “Aocianting S Couditond Assel Rebpsment (blgalions, at:

et of 5
mtangibie Assess™ (SFES 1423
1 Rertassifind to contorm lo the cstent pedod's preserdation,

B, 143" Aocanting hatige of (5471 milion in 20072 ressdted Troftt e andeption ef e resmainit provisions of Statement of financial Acceunting Standards (5EAS R, 142, “Giowxhadll dnf {80t

P4y Dt 2004, he Catepany decusoidati the subsicllany Issue SrUsEs 1 acorrdance stk FIR 6 R For teguiatiny sapstat paposes. 1hese Bust sorutifies teman @ componsot of T 3 Capital See “Capital Resuons

and Liguidity” o page Bt

(st The rollan o aveeage cominun stockiiders’ aduily and ol o avet agu ke stackhwidie s’ ety @ valogated usleng el inconie aftor dagucting pretortad steck divideris,
161 Risk capital is @ measure of risk tevels and h trade-oft of risk and 1eturi. W is cefined as the amoard of capital tecusted 1o absh pelential uncgected soonoms lesses yesuitieg b om oxlremaly severe ovents swat a

oty time pariod, Refurm on 118K capial 1S calculated as anensafized ncame fom coptituing sperstons divided by av

age sk capital invosted capital is defined as isk capltal plus geoslyellt and intangble aasels

o imoiigage serdclng gt (dach ale 8 sompaont of sk sapital) Returs on invested capital B catoufatesd using incems adustod to xchiade a e inbamal chiaecps Citigroag lesdes ot e guonsdlt and intanglble
gseeds of aach busness ofiset by each business” share of the rehate o the guodvalt and intarginte assel chatge. Betun ot fisk capital and return on invested capital are Hon-GAAP pestormance Messues: terguse

1 mostes of risk with po basts In <P, here Is no comparable BAAR meastre In which ey can Y Teronsiord. Management (sas 1ehan i 1isk capitd 1o assess businesses’ oparaliona pertomanto and to
allocate Citigroupy's batancs sheel and risk Capital capacity, Retuton invested capital is LSe e assess urns of poleriial acquisitions and k corpae Jof1g-teem pestoemance of bUSESSeS vith diflsing plopifions

of wrqganis: and acquined grovh See jsage 9 41 a lulhes dsrussion of dek vapeta
(71 Toar 1 Gapital ovidled by abusted avi Age aSS(S.
1 Dhiarierds cdevdanon Dot Fomimen Shape 25 3 [RCenTans of oed ineome D it share
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MANAGEMENT’'S DISCUSSION AND ANALYSIS

2006 IN SUMMARY

In 2006, Citigroup eamed $21.2 hillion from continuing operations on
revenues of $89.6 hillion. Income was up 7% from 2005, while diluted EPS
from continuing opesations increased 11%, with the increment in the growth
rate reflecting the benelit from our share repurchase program. Netincome,
which includes discontinued operations, was $21.5 hillion, down 12% from the
prior vear, reflacting the absence of significant gains on sales of businesses
recorded in 2005. Income was diversified by segment, product and region.

buring 2006, we continued to execute on our key strategic initiatives,
including the opening of a record 1,165 new Citibank and Consurner
Finance branches (842 in the International sector and 303 1n the US.), the
continued infegration of our businesses, investment in techniology, and
hiring and training our professionals.

Customer volume growth was strong, with average loans up 19%, average
deposits 1p 16% and average interest-carning ases up 16% from year-ago
evels. Principal transactions revenues grew 37% and client assets under
fee based management grew 15%. And we completed or announced several
strategic acquisitions and parterships (including Akbank, Guangdong
Bank. Ege, Quilter, Grupo Financiers Uno and Grupe Cuscatlan) that will
strengthen ur franchises.

Diluted Earnings Per Share-
Income from Continuing Operations

$4.25

2002 2003 2004 2005 2006

Income from Continuing Operations

fy biffaans of dodlare

$21.2

2002 2003 2004 2005 2006

Total Branches
At ypear end
W Cdibank

Canrsemer Fingnce™
6,138

5495
120 3,585
ke 3048 .

PR s M2

1231

6,530

3882

I AU

207 2003 2008 205 2006
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Revenues increased 7% from 2005, reaching $89.6 billion. Gur
international operations recorded revenue growth of 14% in 2006, including
an &% increase in International Consumer, 22% in International CIB and
3% in International GWM.

Revenue growth henefited from increased Joan volumes, including
eorporate loan growth of 29% and consumer loan growth of 13%.
Transaction Services assets under custody increased 21% and Global Wealth
Management client assets increased 10%.

Net inferest revenue grew 1%, 25 strong growth in interest-eaming assets
was offset by flat or inverted vield curves in the major economies. Net interest
margin in 2006 was 2.65%, down 41 basis points from 2005 (see the
discussion of net interest margin on page 81). This spread compression
negatively affected the Company's operating leverage ratios. Non-interest
revenue fncreased 13% from 2005, reflecting fees from higher customer
husiness volumes, as well as increased principal transactions revenues. CIB
revenues grew by 14%, reflecting strong perfurmance in Capitrl Markels
and Banking and Transachion Services. Capital Markels and Banking
finished the year ranked #1 in equity underariting and #2 in completed
mergers and acquisitions activity.
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2008 tncome by Region*
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*Exctudes Alternative investments income of $1 276 million Corporate/Other
tase of $654 million, and Discontinued Operations of $289 millon

Operating expenses increased 15% from the previous year Expense
growth included three points from the adoption of SEAS 123(R) and reflected
the absence of 2 $600 million release from the WorldCom and Litigation
Reserve Charge recorded in 2005 Excluding these items, aperating expenses
increased 10% in 2006, reflecting increased investment spending, the impact
of foreign exchange, and an increase in other legal expenses. Ivestment
spending included the addition of Consumer branches and insestments in
technology.

Net Revenue and Operating Expense
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During the 2006 fourth quarter, Bob Druskin was appointed Chiet
Uperating, Officer of the Company. One of Bob's primary responsibilities is o
complete a structural review of our expense base by the end of the first
quarter, His review will include an analysis of the structure of the
organization, the multiple back offices, the multiple middle offices and
separate comporate centers around the Company, with a goal of creating a
more efficient and nimbler organization

Total Capital {Tier 1 and Tiar 2}
In bittions of dotlars at year end
W Tier L ond Tier 2

Ter

$1233

$59.0 $66.9 $744 . $118 0 4808
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During 2006, we continued our focus on disciplined capital allocation
and driving returns to vur sharcholders. Our equity capital base and trust
preferred securities grew to $129.4 billion at December 31, 2006,
Stackholders' equity increased by $7 2 bitlion during 2006 to $1198 billion,
even with the distribution of $9.8 hillion in dividends to common
shareholders and the repurchase of 87 6 hillion of common stock during the
sear. Citigroup maintained its “well-capitalized” position with a Tier |
Capital Ratio of 8. 59% at December 31, 2006. Return on common equity was
18.8% tor 2006 Our total retumn to shareholders was 19.6% during the year
éwhich represents Citigroup's stock appreciation assuning the reinvestment
of dividends).

Return on Average Common Equity

20.3%

2002 2003 2004 2005 2006

The Board of Directors increased the guarterly common dividend by 11%
during 2006 and by an additional 10% in January 2007, bringing the current
quarterly pavout to $0.54 per shase. During the vear, Moody’s upgraded
Gitibank, NA's credit rating to “Aat” from “Aal”. On February 14, 2007,
Standard & Pour's raised Citigroup's senior debt credit rating to “AA™ from
“M-" The long-term debt rating on Citibank, NA. was raised to A+ from
e
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The 1S, and internationat credit environments remained stable; this, as
well as significanty lower consumer hankruptey filings. the absence of the
$490 million pretax charge in 2005 retated to a change in write-off policy in
EMEA consumer, and 4 shift in consumer loans to products with lower net
credit losses, drove a §1.191 billion decrease in credit costs compared to
vear-ago levels. The Global Consumer loss rate was 1.52%, 4 49 basis-point
dectine from 2005, Gorporate cash-basis loans declined 47% from year-ago
evels o $535 million.

The effective income tax rate on continuing operations declined to 27.3%,

primarily reflecting the §598 million benefit for the resolution of the Federal
Tax Audit and 4 net $237 million tax reserve release related to the resolution
of the New York Tas Audits. The effective tax rate for 2006 would have been
30.1% without the tax reserve releases.
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Outlook for 2007

We enter 2007 with good business momentum, as we expect to see our
investment initiatives generate increasing revenues, and are well-positioned
to gain from our balanced approach to growth and competitive advantages

We expect to continue to achieve growth in loans, deposits and other
custorer activity resulting from our increased distribution points, expanded
product offerings, and the impact from recont targeted acquisitions.

In 2006, our infernational businesses contributed 43% of our income
from continuing operations. We expect to continue o re-weight our revenue
mix towards International Consumer, CIB and Global Wealth Management.

Disciplined capital allocation will remain fundamental to our strategic
process and we will have a sharp focus on espense management

Although there may be volatility in our results in any given year, over the
fong term our resenues are targeted to grow organically at a mid- to high-
single-digit rate, with strong expense and credit management driving
earnings and eamings per share growth at a faster level. We will seek to
augment this growth rate over time through targeted acquisitions.

Gredit is broadly stable as 2007 begins; however, we are budgeting for &
moderate deterioration of creditin 2007 1n addition, the tax henefits we
realized in 2006 will not be repeated in 2007, and we anticipate the eftective
tax ratfe to return o a mote normalized rate of 30% to 31%, not the 27 3%
recorded in 2006,

I our Japan Consumer Finance husiness, we look to hreak even in 2007.

With our investment spending initiatives, a record number of branches
were added in 2066, We are going to moderate our rate of increased
investment spending (n 2007,

Gitigroup's financial results are closely tied to the external global
economic environment. Movements in interest rates and foreign exchange
rates present hoth opportunities and risks for the Company. Weakness in the
plobal econumy, credit deterioration, inflation, and geopolitical uncertainty
are exaniples of risks that could adversely impact our eamings.

A detailed review and outlook for each of our business segments and
products are included in the discussions that follow, and the risks are more
fully discussed on pages 76 o 96,

Certain of the statements above are forward-looking statements within the
meaning of the Private Securities Litigation Reform Act. See “Forward-
Looking Statements” on page 97.
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Comparison of Five-Year Cumulative Total Return

The following graph compares the cumulative total return on Citigroup’s commion stock with the S&P 500 Index and the S&P Financial Index over the five-
vear period extending through December 31, 2006. The graph assumes that $100 was invested on December 31, 2001 in Citigroup's common stock, the S&P
500 Index and the S&P Financial Index and that alf dividends were reinvested.

Comparison of Five-Year Cumulative Total Return
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EVENTS IN 2006

Certain of the statements helow are forward-loeking statements within the
meaning of the Private Secunities Litigation Reform Act. See “Forward-
Looking Statements” on page 97,

U.K. Market Expansion

tgg

On Janugry 29, 2007, the Company announced the agreement to acquire
Egp Banking ple (Egg), the world's Largest pure online hank and one of the
UK s leading online financial services providers, from Prudential PLC for
approximately $1.127 billion, subject to adjustments at closing Egg has
more than theee million customers and offers various financial products and
services including online pavment and account aggregation services, credit
cards, personal loans, Savings ACCOUDLS, MOMZAZES, INSUrANCe and
investments The transaction is subject to regulatory approvals and is
expected to close hefore the end of the 2007 second quarter.

Quifter

On December 13, 2006, the Company announced the agreement to acquire
Quilter, a UK wealth advisory firm with over $10.9 billion of assets under
nianagement, from Morgan Stankey. Quilier has more than 18,000 clients
and 300 staft located in 10 offices throughout the 1 K., treland and the
Channel slands. This transaction, which is subject to 1.3, and local country
regulatory approvals. is expected to close in the 2007 first quarter. Once
closed, its business results will be included in Globad Weadth Management

Purchase of 20% Equity Interest in Akbank
On October 17, 2006, the Company announced its planned purchase of a
2% equity interest in Akbank for approximately $3.1 hillion. The
transaction closed on January 9, 2007, Akbank, the second-largest privately
ewned hank by assets in Turkey, is a premier, full service retail, commercial.
corporate and private bank

Sabanci Holding, 2 34% owner of Akbank shares. and i subsidisries have
granted Gitigroup a right of first refusal or first offer over the sale of any of
their Akhank shares ir the future, Subject to certain exceptions, including
purchases from Sabanci Holding and its subsidiaries, Citigroup has agreed
not o increase its percentage ownership in Akbank.

Strateglc investment and Cooperation Agreement with
Guangdong Development Bank

0n December 17, 2006,  Gitigroup-led consortium acquired an 85.6% stake
in Guangdong Development Bank (*GDB™). Citigroup's share i 20% of GhB
and its investment of approximately $725 million will be accounted for
under the equity method.

In accordance with the parties agreement, Citigroup will have significant
management influence at GEB to enhance GDB's management team and
comporate governance standards, instill operat onal and lending best
practices, improve risk management and internal controls, upgrade GDBS
information technology infrastructure, and turther develop GDB'S customer
service and product offerings.

Central American Acquisitions

Grupo Cuscatian

{in December 13, 2006, Citigroup announced the agreement to acquire the
subsidiarics of Grupo Cuscatian for $1.51 billion in cash and stock from
{orporacion UBC Tntemactonal SA. Grupo Cuscatlan is one of the leading
financial groups in Central America, with total assets of $5.4 hillion, wtal

foans of $3.5 billion, and total deposits of $3.4 bitlion. Grupo Cuscatlan has
aperations in E} Salvador, Guatemala, Costa Rica, Honduras and Panama.
This acquisition is subject to 1S, and local country regulatory approvals and
is expected to close Later in the 2007 first quarter.

Grupo Financierc Uno

0n October 27, 2006, Gitigroup announced that it had reached a definitive
agreement to acquire Grupo Financiero Uno (GFU). the largest credit card
issuer in Central America, and its affiliates. The acquisition of GFU, with §2.1
bittion in assets, will expand the presence of Citigroup’s Latin America
consumer franchise, enhancing its credit card husiness in the region and
establishing a platform for regional growth in Consumer Finance and Retail
Banking.

GFU i privately held and has more than one million retail dients,
representing 1.1 mullion credit card accounts, $1.2 billion i credit card
roceivables and $1.3 hillion in deposits in Guatemala, B! Salvador,
Honduras, Nicaragua, Costa Rica and Panama, GFU operates a distribution
network of 75 hranches and more than 100 mini-branches and points of
sale.

This acquisition, which is subject to regulatory approvals in the United
States and each ol the six countries, is anticipated to close kter 1n the 2007
first quarter

Sale of Avantel

i Novernber 2006, Citigroup sold its investment in Avantel, a leading long:
distance telecom service provider in Mexico, to AXTEL. The transaction
resulted in an after-tax gain of $145 million ($234 nullion pretax) in the
2006 fourth quarter. The investment in Avaritel was initially acquired by
Citigroup as part of its acquisition of Banamex in 2001 and was subsequently
increased with the purchase of an additional stake in 2005,

Repositioning of the Japan Consumer Finance Business
On January 8, 2007, Citigroup announced that it would reposition its
consumer tinaroe husiness in favn. This decision is the result of changes
in the operating environment in the consumer finance business in Japin,
and the passage on December 13, 2006, of changes to japan's consumer
lending Faws. The change in law will lower the interest rates permissible on
new ponsumer finance loans by 2010,

In the 2006 fourth quarter, the Company recorded 2 $375 million
after-tax (8581 million pretax) charge to increase nsenves for estimated
Tosses resulting from customer refund settlements in the business. This
charge was recorded as a reduction to interest revenue on loans. The
Company dlso recorded a $40 million after-tay { $60 million pretax)
repositioning charge for costs assnciated with closing approx imately 270
franchies and 100 autormated loan machines. This repusitioning is consistent
with the company’s efforts to cstablish a lower—cost platform for the business
and wili enable it to compete more effectively in the new interest rate
environment in japan.

Finalizing the 2005 Sale of Asset Management Business
On December 1. 2005, the Contpany sold substantially all of its Asset
Management Business o Legg Mason Inc. (Legg Mason) in exchange for
Lege, Mason's broker-dealer and capital markets businesses, $2.298 bilkion of
Legg Mason's comman and prefermed shares (valued as of the closing date),
and $500 million in cash. This cash was obtained via a lending facility
provided by Citigroup CIE business. The transaction did not include
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Citigroup's asset management business in Mevico, its retirement services
business in Latin America (both of which are included in internationa
Retail Banking) or its interest in the CitiStreet joint venture (which is
included in $mith Brarney). The total value of the transaction at the time of
closing was approximately $4.369 billion, resulting in an after-tix gain for
Citigroup of approximately $2.082 hillion ($3.404 billion pretax), which was
reported in discontinued operations

Concurrent with this sale, the Company sold Legg Mason's capital
markets business to Stifel Financial Corp. {The transactions described in the
ahove two paragraphs are referred to as the “Sale of the Asset Management
Business ™}

With the receipt of Legg Mason’s broker-dealer business, the Cempany
added 1,226 financial advisors in 124 branch offices to its Global Wealth
Management business.

During March 2006, the Company sold 10.3 million shares of Legg, Mason
stock through an underwritten public offering, The net sae proceeds of
$1.258 billion resulted in & pretax gain of $24 miflion in Altemative
Investments.

1n September 2006, the Company received from Lepg Mason the final
closing adjustrent payment refated to this sale. This pavment resulled in an
additional after-tax gain of $51 million (383 nullion pretaxy, recorded in
discontinued operations.

Additional information can be found in Note 3 to the Consolidated
Financial Statements on page 118.

Resolution of Tax Audits

New Yark State and New York City

T Sepiember 2006, Citigroup reached a settlement agreement with the New
York State and New York City taxing authorities reganding various tax
liabilities for the vears 1998 — 2005 (referred to above and hereinafler as the
“resolution of the New York Tax Audits™).

For the 2006 third quarter, the Comnpany released $254 million from iy
fax contingency reserves, which resulted in increases of $237 million in
after-tax income trom continuing operations and $17 million in after-tax
Income from discontinued operations.

Federal
1o March 2006, the Company received a notice from the Internal Revenue
Service (IRS) that they had concluded the tax audit for the vears 1999
througls 2002 (referred to hereinafier as the “resolution of the Federal Tax
Audit™). For the 2006 first quarter, the Company released a total of $657
mitlion from ifs tax contingency reserves related to the resolution of the
Federal Tax Audit

The following table summurizes the 2006 tax benefits, by business, from
the resofution of the New York Tax Audits and Federal Tax Audit

Hew Yark City

and Hew York Federal
In milkons of doliars State Audits Audit Total
Globatl Consumer 379 $290 5369
Corporate and Investment Banking 116 176 292
Global Wealth Management 34 13 47
Afternative Investments — 58 58
Corporate/Other 3 61 69
Continuing Operations $237 $588 SB35
Discontinued Operations 317 SE 8§76
Total 3254 Sh57  S911

Finatizing the 2005 Sale of Travelers Life & Annuity

On July 1, 2005, the Company sold Citigroup’s Travelers Life & Annuity and
substantially all of Citigroup's international insurance businesses to MetLife.
The husinesses sold were the primary vehicles through which Citigroup
engaged in the Life Insurance and Annuities business. This transaction
encompassed Travelers Life & Annuity's 11.8, businesses and its international
operations, other than Citigroup's lite insurance husiness in Mexico (which
is now included within Sternational Retadt Bowking). (This transaction is
referred to hereinafter as the Sale of the Life Insurance and Annuities
Rusiness”),

At closing, Gitigroup received $1 0 hillion in MetLife equity securities and
$10.830 hillion in cash, which resulted in an after-tax gain of approximately
$2.120 billion ($3.386 billion pretax), which was included in discontinued
aperations,

1n July 2006, Citigroup recognized an $85 million after-tax gain from the
sale of MetLife shares This gain was reported within Inceme fram
continuing operations in the Alternative Investments business,

In July 2006, the Company received the final closing adjustment pavment
related to this sale, resulting in an after-tax gain of $75 million (3115
million pretax). which was recorded in discontinued operations.

Additional infornution can be found in Note 3 to the Consolidated
Financial Statements on page 118,

Sale of Upstate New York Branches

On June 30, 2006, Citgroup sold the Upstate New York Financial Center
Network, consisting of 21 hranches in Rochester, N.Y.. and Buffao, NY. to
M&T Bank (referred to hereinafter as the “Sale of New York Branches™).
Citigroup received a premium on deposit balances of approximately $1
hillion. An after-tax gain of $92 million (5163 million pretax) was
recognized in the 2006 second quarter.

Acquisition of Federated Credit Card Portfolio and Credit
Card Agreement With Federated Department Stores

In June 2005, Gitigroup announced a long-term agroement with Federated
Department Stores, Inc. (Federated) under which the companies partner to
acquire and manage approximately $6.2 hitlion of Federated's credit card
receivables, including existing and new accounts, executed in three phases.

For the first phase, which closed in October 2005, Citigroup acquired
Federated's receivables under management, totaling approximately §3.3
hillion. For the second phase. which closed in May 2006, additional
Federated receivables totaling approximately 1.9 billion were transferred to
Citigroup from the previous provider, For the final phase, in July 2006,
Citigroup acquired the approximately $1.0 bilfion credit card receivable
portfolio of The May Depastment Stores Company (May), which merged with
Federated.

Citigroup paid a premiium of approximately 11.5% to acquire these
portfolios. The multi-vear agreemient also provides Federated the ability to
participate in the portfolio performance, based on credit sades and cortain
other performance motries.

The Federated and May credit card portiolios comprise a otal of
approximately 17 million active accounts.

MasterCard Initial Public Offering

In June 2006, MasterCard conducted a series of transactions consisting of:
{1 an 1PO of new Class A stock, (1) an exchange of its old Class & stock held
by its memher banks for shares of its new Class B and Class M stocks. and
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() a partial redemption of the new Class B stock held by the member
banks. Citigroup. as one of MasterCard's member hanks, received 4,946,587
shares of Class B stock, 48 shares of Class M stock, and $123 million in cash
2 a result of these transactions, An after-tax gain of $78 nuillion (8123
million pretax) was recognized in the 2006 second quarter related to the
cash redemption of shares

Consolidation of Brazil's CrediCard

n April 2006, Citigroup and Banco Itau dissolved their juint venture in
CrediCard, a Brazitian consurmer credit cand business. In accordance with
the dissofution agreernent, Banco Ttau received half of CrediCard's assess and
customer accounts in exchange for its 50% ownership, leaving Citigroup as
the sole owner of CrediCard.

Adoption of the Accounting for Share-Based Payments
On January 1, 2006, the Company adopted Statement of Financial
Acarunting Standards (SFAS) No. 123 (revised 2004), “Share- Beased
Payment” (SFAS 123(R)), which replaced the existing SFAS 123 and
superseded Accounting Principles Board (APB} 25, $FAS 123(R) requites
companies to measute and record compensation expense for stack options
and other share-based payments based on the instruments’ Gair value,
reduced by expected forfeitures.

In adopting this standard, the Company conformed t recent accounting
guidince that restricted or deferred stock awards issued to retirement-eligible
emplovees who mieet certain age and service requirements must be either
expensed on the grant date or accrued over a service period prior to the grant
date. This charge consisted of $398 million after-tay ($648 million pretax)
for the immediate expensing of awards granted to retirement-eligible
emplovees in fanuary 2006,

The tollowing table summiarizes the SFAS 123(R) impact, by segment, on
the 2006 first quarter pretax compensation expense for stock awards granted
to retirement-eligible emplovees in January 2006

in mitfions of dollars 2006 First Quarter
Global Consumer §121
Corporate and Investment Banking 354
Global Wealth Management 145
Alternative Investments 7
Corporate/Other 21
Total SB48

The following table summiarizes the quarterly SFAS 123(R) impact on
2006 pretax compensation expense (and after-tax impact) for the quarterly
accrual of the estimated stock awards that were granted in January 2007:

i miflions of dollars Pretax After-tax
First quarter 2006 5198 §122
Second quarter 2006 168 104
Third quarter 2006 165 127
Fourth quaster 2006 263 173
Total 2006 $824 3526

The Company changed the plan's retirement eligibility for the fanuary
KT management awvards, which affected the amount of the accrual in the
2006 second. third and fourth quartess.

Additional information can be found in Notes 1 and 8 to the Consolidated
Financial Statements on pages 109 and 122, respectively.

10

Credit Reserves

During the year ended December 31, 2006, the Company recorded « net
refease/utilization of its credit reserves of $35 million, consisti ng of 4 net
release/utilization of $626 million in Global Consumer and a net build of
3270 million in CI0. The net release/utilizaion in Global Consumer was
prinrily due to lower bankrupter filings, a stable credit envisonment in the
LS. Consumer portiolio and International portfolio and a release of
approximutely $200 million related to Hurricane Katrina, Partizdly offsetting
the et releases were builds in Mexico, primarily driven by turget market
expansion in Cards. Taiwan, dve to the impact of industry-wide credit
condition in Cards, and Japen, related to the changes in the consumer
lending environment (see discussion on page 8).

The netbuild of $270 million in CIB was primarily comprised of $261
million in Capital Markets and Banking, which included 2 $232 million
reserve increase for unfunded lending commitments during the vear. The net
build reflected growth in loans and unfunded commitments and a change in
credit rating of certain counterparties in certain industrics.
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EVENTS IN 2005

Change in EMEA Consumer Write-off Policy

Prior to the third quarter of 2005, certain Western European consumer
portfolios were granted an exception to Citigroup's glohal write-off policy.
The exception extended the write-off period from the standard 120-day policy
for personal installment loars, and was granted because of the higher
recovery rates expenienced in these portfulios, During 2005, Citigroup
observed lower actual recovery rates, stemming primarily from a change in
hankruptey and wage garnishment laws in Germany and, as a result,
rescinded the exception to the global standard. The net charge was §332
mitlion (3490 milion pretax) resulting from the recording of $1.153 hllion
of write-offs and a corresponding utikization of $663 million of reserves in
the 2005 third quarter.

These write-offs did not relate o a change in the portfulio credit quality
hut rather to & change in envitonmental factors due o law changes and
cunsumer behavior that led Citigroup o re-evaluate its estimates of future
long -teem recoveries and their appropriateness o the write off exsception.

Hurricane Katrina

In the 2005 thind quarter, the Company recorded a §222 million after-tax
chrarge (3357 million pretax) for the estinzated probable losses incurred from
Hurricane Ratring. This charge consisted primarily of additional credit costs
in 108 Cards, LS. Commercial Business, 1S, Consunier Lending and
LS, Retail Distrebustion businesses, hased on total credit exposures of
approxtmately $3.6 hitlion it dw Federal Emergency Management Agency
(FEMA) Individual Assistance designated areas. This charge did not include
an after-tax estimate of $75 million ($109 million pretax) for fees and
interest due from related customers that were waived during 2005 Since the
2005 third quarter, approximately $241 million of these reserves were
utitized or released.

United States Bankruptcy Legisiation

On Getober 17, 2005, the Bankruptey Reform Act (or the Act) hecame
effective. The Act imposed a means test o determine if people who file for
Chapter 7 bankruptey earn more than the median income in their state and
could repay at least 36,000 of unsecured debt over five vears. Runkruptey
tilers who meet this test are required to enter into a repayment plan under
Chapter 13, instead of canceling their debt entirely under Chapter 7 As a
result of these more stringent guidelines, bankruptey claims accelerated prior
to the effective date. The incremental bankruptey losses over the Company’s
estimated baseline in 2005 that was attributable to the Actin £28, Cands
business was approximately $970 million on a managed basis (8550 million
in the Corpany's on-halance portfolio and $420 million in the securitized
portfolio} . In addition, the 173, Netad! Distribiction husiness incurred
icremental bankruptey losses of approximately 90 million during 2005,

Bank and Credit Card Customer Rewards Costs

During the 2005 fourth quarter, the Company conformed its global policy
appraach tor the accounting of rewards costs tor hank and credit cand
customers. Gonforming the global policy resulted in the write-off of §354
million after-tax ($565 million pretax: of upamontized deforred rewards
costs. Previously, accounting practices for these costs varied across the
Company The revised policy requires all husinesses to recognize rewards
costs as incurred.

1

Sale of Nikko Cordial Stake

On December 20, 2005, Citigroup reduced its stake in Nikko Cordial from
approximately 11.2% to $.9%. The sale resulted in an after-tax gain of $248
mittion ($386 million pretax). In conpection with this sale, Nikko Cordial
and Citigroup each contributed an additional approximately $175 million to
their joint venture, Nikko Citiproup Limited.

Sale of the Merchant Acquiring Businesses
In December 2005, Citigroup sold its European merchant acquiring business
to EuroConex for $127 million. This transaction resulted in 2 $62 million
after-tax gain ($98 million pretay)

1n Septentber 2005, Citigroup sold its 1S, merchant acquiring busines,
Citigroup Payment Service Inc., to First Data Corporation for $70 millien,
resulting in a $41 million atter-tax gain (§61 million pretax).

Homeland investment Act Benefit

the Company’s 2005 full-year results from continuing operations include a
$198 million tax henefit from the Homeland lovestment Act provision of the
American Jobs Creation Act of 2004, net of the impact of remitting income
eqrned in 2005 and prior vears that would otherwise have been indefinitely
invested overseas. The amount of dividends that were repatriated relating to
this benefit is approximately $3.2 billion.

Copelco Litigation Settiement

1n 2000, Citigroup purchased Copelew Capital, Ing, 4 leasing business, from
itachu International ne. and 11 Holding Inc. ormerly known as Copeleo
Financial Services Group. inc., collectively referred to herein as “Itochu ™} for
$666 million. During 2001, Gitigroup filed a lawsuit asserting breach of
represerttations and warranties, among other causes of action. under the
Stack Purchase Apreement entered into between Citigroup and Itochu in
March of 2000. During the 2005 third quarter, Citigroup and Htochu signed a
settlement agreement that mutually released all claims, and under which
Itochu paid Citigroup $185 million which was recorded in pretax income,

Mexico Value Added Tax (VAT) Refund

During the 2005 thisd quarter, Citigroup Mexico received a $182 million
refund of VAT taxes from the Mexican Government related to the 2003 and
2004 tax years as a vesult of a Mexico Supreme Court ruling, The refund was
recorded 25 a reduction of 3140 million (pretax) in other operating expense
and $42 million (pretax) in other revenue

Settlement of Enron Class Action Litigation

As described in the “Legal Proceedings ™ discussion on page 169, during the
2005 second quarter, Citigroup settled class action litigation brought on
behalf of purchasers of Enron securities.

Settlement of the Securities and Exchange Commission's
Transfer Agent Investigation

On May 31, 2005, the Company completed the settlement with the Securities
and Exchange Commission (SEC), disclosed by Citigroup in January 2005,
resolving an investigation by the SEC into matters relating to arrangements
hetween certain Swaith Barney mutnal funds (e Funds). an affiliated
transtor agent, and an unatfiliated sub-transfor agent,

Under the terms of the settlement, Citigroup paid 4 totdl of 3208 million,
consisting of $128 million in disgorgement and $80 mitlion in penalties.
These funds, less $24 million already credited to the Funds, have been paid
tr the 0.8, Treasury and will be distributed pussuant to a distribution plan
prepared by Citigroup and to be approved by the SEC. The terms of the
settlement had been fully reserved by Citigroup in prior periods.
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Merger of Bank Hotding Companies

On August 1, 2005, Citigroup merged its two intermediate bank holding
companies, Citigroup Holdings Company and Citicorp, into Citigroup Inc.
Coinciding with this merger, Citiproup assumed all existing indebtedness
and outstanding guarantees of Citicorp.

During the 2005 second quarter, Citigroup alse consolidated its capital
markets funding activities into to legal entities: (i) Citigroup Inc., which
issues fong-term debt. trust preferred securities, and preferred and common
stock, and (i) Citigroup Funding Inc. (CF1), a first-tier subsidiary of
Citigroup, which issues commercial paper, medium-term notes and
structured equity-linked and credit-linked notes, all of which is guaranteed
by Citigroup,

As part of the funding consolidation, Gitigroup dlso guaranteed and
continues to guarantee various debt obligations of Citigroup Global Markets
Holdings Inc (CGMHD as well as all of the outstanding debt obligations
under COMHI's publichv-issued securities. CGMHI no Jonger files periodic
reports with the SEC and continues to be rated on the basis of a guarantee of
its financial obligations from Citigroup.

Repositioning Charges

The Company recorded a $272 million after-tax (8435 million pretax)
charge during the 2005 first quarter for repositioning costs. The
repositioning charges were predominantly severance-related costs recorded
in CIB (8151 million after-tax) and in Global Consumer (895 million after-
tax), These repositioning actions were consistent with the Corpany’s
objectives of controlling expenses while continuing to invest in growth
opportunities.

Resolution of Glendale Litigation

During the 2005 first quarter, the Company recorded 4 872 million after-tax
gain ($114 million pretax) following the resolution of Glendale Federal
Beantk 1. United Stales, an action brought by Glendale Federal Bank.

Acquisition of First American Bank

On March 31, 2005, Citigroup completed the acquisition of First American
Bankin Tesas (FAB). The transaction established Citigroup's retail branch
presence in Texas, giving Citigroup 106 branches, $4.2 billion in assets and
approximately 120,000 new customers in the state at the time of the
transaction's closing. The results of FAB are included in the Consolidated
Financial Statements from March 2005 forward,

Divestiture of the Manufactured Housing Loan Portfolio
On May 1, 2005, Citigroup completed the sale of its manufactured housing
loan portfolio, consisting of $1.4 billion in loans, to 21st Mortgage Corp. The
Company recognized a $109 million after-tax loss (8157 million pretax) in
the 2005 first quarter related to the divestiture.

Divestiture of CitiCapital's Transportation Finance
Buslness

On January 31, 2005, the Conipany completed the sale of CitiCapital's
Transportation Finance Business based in Dallas and Toronto to GE
Commercial Finance for total cash consideration of approximately $4.6
billion. The sale resulted in an after tax gain of $111 million ($161 million
pretax).
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Shutdown of the Private Bank in Japan and Related
Charge and Other Activities in Japan

On September 29, 2005. the Company officially closed its Private Bank
bustness in fapan.

In September 2004, the Financial Services Agency of Japan (FSA) issued
an administrative order against Citihank Japan This order included a
requirenient that Citigroup exit all private banking operations in Japan by
September 30, 2005. In connection with this required exit, the Company
established 2 $400 million (3244 million after-tax) reserve (the Exit Plan
Charge) during the 2004 fourth quarter,

The Company’s Prirete Bank operations in fapan had total revenues,
netof interest expense, of $200 million and net income of $39 million
fexcluding the Exit Plan Charge) during the vear ended Decernber 31, 2004,
and 8264 million and $83 miltion. respectively, for 2003,

On October 25, 2004, Citigroup annonnced ifs decision fo wind down
Gititrust and Banking Comporation (Cititrust), a licensed trust bank in Japan,
afwer concluding that there were internal control, compliance and
govemnance issues in that subsidiary. On April 22, 2005, the FSA issued an
administrative order requiring Cititrust to suspend from engaging in all new
trust business in 2005. Cititrust closed all customer accounts in 2005
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EVENTS IN 2004

Settlement of WorldCom Class Actlon Litigation and
Charge for Requlatory and Legal Matters

During the 2004 second quarter, Citigroup recorded a charge of $4.95 billion
after-tax (87915 hillion protax) related to a settement of class action
litigation brought on behalf of purchasers of WorldCom securities and an
increase in litigation reserves,

Sale of Samba Financlal Group

On June 15, 2004, the Company sold, for cash, its 20% equity investment in
The Samba Financial Group (Samba, formerdy known as the Saudi
Anerican bank), to the Public Investnent Fund, a Saudi public sector entity.
Gitigroup recognized an after-tax gain of $756 million ($1.168 billion
pretax} on the sale during the 2004 second quarter. The gain was shared
equatly between Global Consumer and CIB

Acquisition of KorAm Bank

On April 3, 2004, Citigroup completed its tender offer to purchase alt of the
outstanding shases of Koram Bank (KorAm) at a price of KRW 15,500 per
share in cash In total, Citigroup has acquired Y9 9% of KorAm's outstanding
shiares for a otal of KRW 3.14 trillion (327 hillion). The results of KorAm
are included in the Consolidated Financial Statements from May 2004
forward
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Divestiture of Electronic Financial Services Inc.

During January 2004, the Company completed the sale for cash of Flectronic
Financial Services Inc. (EFS) for $39 million. EFS is 4 provider of
government-issued henefit payments and prepaid stored-value cards used by
state and federal government agencies, as well as stored-value services for
privake institutions. The sake of EFS resulted in an after-tax gain of $180
mittion (5255 million pretax) in the 2004 first quarter.

Acquisition of Washington Mutual Finance Corporation
(n January 9. 2004, Citigroup completed the acquisition of Washington
Mutual Finance Corporation (WMF} for 81,25 hillion in cash. WMF was the
consumer finance subsidiary of Washington Mutual, inc. WMF provides
direct consumer instatlment loans and real-estate-secured loans. 15 well s
sales finance and the sale of insurance. The acquisition included 427 WAF
offices located in 26 staws, prinarily in the Southeastorn and Southwesten
United States, and total assets of $3.8 bitlion Citigroup has guaranteed all
outstanding unsecured indebtedness of WMF in connection with this
acquisition. The results of WMF are included i the Consolidated Financial
Statements from January 2004 foraard.
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SIGNIFICANT ACCOUNTING POLICIES AND SIGNIFICANT ESTIMATES

The Notes to the Consolidated Financial Statements on page 109 contain a
summary of the Company's significant accounting policies, including a
discussion of recently issued accounting pronvuncements These policies, as
well as estimates made by management, are integral o the presentation of
the Company's financial condition. It is important to note that they require
management to make difficult, complex or subjective judgments and
estimates, at times, reganding matters that are inhetently uncertain,
Management has discussed each of these significant accounting policies, the
related estimates and its judgments with the Audit and Risk Management
Committee of the Board of Directors. Additional information about these
policies can be found in Note 1 to the Consolidated Financial Statements on
page 109,

Certain statzments below are forwand-ooking statemenis within the
meaning of the Private Securities Litigation Reform Act. See “Forward-
Looking Statements” on page 87

Valuations of Financlal Instruments
The Company holds fixed income and equity securitics. derivatives,
investments in private equity and other financial instruments. The Company
halds its investraents and trading assets and liabilities on the balance sheet
1o meet custornier needs, to manage liquidity needs and interest rate risks,
and for proprietary trading and prisate cquity investing,

Substantiadly all of these assets and liabilities are reflected at fair value on
the Company’s halance sheet. Fair values are considered verified if they meet
one of the following aritena

o Fxternally substantiated via conmparison to quoted market prices or thied-
party broker quotations;

o By using models that are vahdated by qualified personnel independent of
the area that created the model and inputs that are verified by
comparison to third-pasty broker quotations or other third-party sources
where available; or

o By using alternative pcedures such as comparison to comparable
securities and/or subsequent liquidation prices.

At Decenther 31, 2006 and 2005, respectively, approximately 94.4% and
44.5% of the available-for-sale and trading portielios gross assets and
liahilities (prior w netting positions pursuant to FIN 39 and excluding
Global Consumer's credit cand and mortgage securitization interest-only
strips) swre considered veritied and approximately 5.1% and 5.5% are
considered unverified. Of the unwerified assets, at Decernber 31, 2006 and
2005, respectively, approsimately 50.3% and 60.6% consist of cash products,
where independent guotes were not available and/or alternative procedures
were not feasible, and 49.7% and 39 4% consist of derivative products where
either the model was not validated and/or the inputs could not he
substantiated due to the lack of appropnate market quotations. Such values
are actively reviewed by management.

Changes in the valuation of the trading assets and liabilities flow through
the income statement. Changes in the valuation of available-for-sale assets
generally flow thrsugh other comprehensive income. which 1 4 component
of equity on the balance sheet. A full description of the Company’s related
policies and procedures can be found in Notes 1, 14 and 1510 the
Consolidated Financial Statements on pages 109, 133, and 134, respectiely,
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Allowance for Credit Losses
Management provides reserves for an estimate of probable losses inherent in
the funded boan portfolio on the halance sheet in the form of an allowance
for credit losses. In addition, management has established and maintained
reserves for the potential losses related to the Company’s off-hatance sheet
exposures of unfunded lending commitments, including standby letters of
credit and guarantees. These reserves are established in accordance with
Citigroup's Loan Loss Reserve Policies, as approwed by the Audit Commuttee
of the Company's Board of Directors. Under these policies, the Company’s
Senior Risk Officer and Chief Financial Officer review the adequacy of the
credit loss reserves each quarter with representatives from Risk and Finance
statts for each applicable business area

During these reviews, these above-mentioned representatives covering the
husiness area having classifiahly-managed porttolios (that is, portfolios
where internal credit-risk ratings are assigned, which are primarily
Comorate and Investment Banking, Global Consumer's conmmercial lending
businesses, and Glabal Wealth Management) present recomimended reserve
balances for their funded and unfunded lending portfolios along with
supporting quantitative and qualitative data. The quantitative data include

o Etimated frobable losses for non-perfurming. non-bomuogeneous
exposures wilhin a bustness ine's dassifiably-maraged portfolio.
Consideration is given to all available evidence when determining, this
estirate including, as appropriate: (i) the present value of expected
future cash flows discounted at the loan's contractual effective rate;
{if) the borrower's everall financial condition, resources and payment
record: and (iit) the pmspects for support from financially responsible
guarantors or the realizable value of any collateral.
Statistically calculated losses inberent in the dassifialily managed
Jortfolio far performiing and de minmis non performiing eposures.
The caleulation is based upon: (i) Citigroup's internal system of credit-
risk ratings, which are analogous to the risk ratings of the major rating
agencies; (i} the Corporate portfolio database: and (iii) historical default
and loss data, including rating agency information regarding default
rates from 1983 to 2005, and internal data, dating to the early 1970s, on
severity of losses in the event of default
o Additional adiustments include; (1) statistically caleulated estimates o
cover the historical fluctuation of the default rates over the credit cyde,
the historical variability of loss severity among defaulted loans, and the
degroe to which there are large obligor concentrations in the global
portfolio; and (i) adjustments made for specifically known items, such as
current environmental factors and credit trends.

-

i addition, representatives from both the Risk Management and Finance
Staffs that cover business areas which have delinquency-managed portfolios
containing smaller homogeneous loans (primarily Global Consumer's
non-commercial lending areas) present their recommended reserve balances
hased upon historical delinguency flow rates, charge-oft statistics and loss
severity This methodology is applied separately for each individual product
within each different geographic region in which these portfolios exist.
Adjustments are also made for specifically known items. such as changing
regulations, current environmental factors and credit trends.
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This evaluation process is subject t numerous estimates and judgments.
The frequency of default, risk ratings, loss recovery rates, the size and
diversity of individual Large credits, and the ability of borrowers with foreign
currency obligations o ohtain the foreign currency necessary for orderly debt
senicing, among other things, are all taken into account during this review,
Changes in these estimales could have a direct impact on the credit costs in
any quarter and could result in 2 change in the allowance. Changes to the
reserve flow through the income statement on the lines “provision for loan
Josses™ and provision for unfunded lending commitments.” For a further
description of the loan luss reserve and related accounts, see Notes 1 and 17
t the Consolidated Financial Statements on pages 109 and 137, respectively

Securitizations

The Gompany securitizes  number of different asset classes as 4 means of
strengthening its balance sheet and to acoess competitive financing rutes in
the market 1inder these securitization programs, assets are sold into 2 trust
and used as collateral by the trust to access financing, The cash Hows from
assets in the trust service the corresponding trust securities. If the structare of
the trust meets stringent accounting guidelines, trust assets are treated as
sold and ne longer reflected as assets of the Company [t these guidelines are
niot met, e assels continue to be recorded as the Company's assets, with e
financing activity recorded as liahilities on Citigroup's balance sheet. The
Financial Accounting Standards Board (FASB) is currently working on
amendments te the accounting standaeds governiing asset transfers and
securitization accounting. Upon completion of these standards the Company
will need to re-evaluate its accounting and disclosures. Due to the FASE's
onging deliberations, the Company is unable to accurately determine the
effect of future amendments at this time.

The Company assists its clients in securitizing their financial assets and
also packages and securitizes financial assets purchased in the financial
markets. The Company may also provide administrative, asset management,
underwriting, liquidity facilities and/or other services to the resulting
securitization entities, and may continue to service these financial assets

A complete description of the Company’s accounting for securitized assets
can he found in "Off-Balance Sheet Arrangements™ on page 92 and in
Noles 1 and 22 o the Consolidated Financial Staternents on pages 109 and
143, respectively.
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Income Taxes

The Company is subject to the Income tax laws of the 118, its states and
municipalities and those of the foreign jurisdictions in which the Company
operates. These tax Laws ate complex and subject w different intepretations
by the taxpayer and the relevant government taxing authorities. In
establishing a provision for income tax expense, the Company must make
judgments and interpretations about the application of these inherently
cvmplex tax laws. The Company must also make estimates about when in
the future certain items will affect taxable income in the various tax
jurisdictions, both domestic and foreign.

Disputes aver interpretations of the tax laws may he subject to review/
adjudication by the court systenss of the vanous tax jurisdictions or may be
sertled with the taxing authority upon examination or audit.

The Gompany reviews these balances quarerly and as new informution
hocores availahle, the halances are adjusted, as appropriate

‘the Company is in the process of implementing FASS Inferpretation
No. 48, “Accounting for Uncertainty in Income Taxes™ (FIN 48). which sets
out a consistent framework to determine the appropriate level of tax reserves
to maintain for uncertain tax positions, and which will be etfective as of

January 1, 2007 See Note 1 to the Conselidated Financial Statements on

rage 108,

See: Note 10 to the Consolidated Financial Statements on page 130 for a
further description of the Company’s provision and related income tax assets
and liabifities.

l.egal Reserves

The Company is subject to legal, regulatory and other proceedings and
claims arising from conduct in the ordinary course of business. These
proceedings include actions hrought against the Company in its various
roles, including acting as a lender, underwriter, broker-dealer or investment
advisor. Reserves are established for legal and regutatory claims hased upon
the probability and estimability of losses and fo fairly present, in conjunction
with the disclosures of these matters in the Company's financidl statements
and $EC filings, management's view of the Company's exposure. The
Gompany reviews outstanding claims with internal as well as external
counsel to assess probability and estimates of loss. The risk of loss is
reassessed as new information becomes available and reserves are adjusted,
a8 appropriate. The dctual cost of resolving 2 claim may be substantially
higher, or lower, than the amount of the recorded reserve. See Note 27 t the
Consolidated Financial Statements on page 135 and the discussion of “Legal
Proceedings™ beginning on page 169,

Accounting Changes and Future Application of
Accounting Standards

See Note 1 to the Consolidated Financial Statements on page 104 for a
discussion of Accounting Changes and the Future Application of Accounting
Standards.
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SEGMENT, PRODUCT AND REGIONAL NET INCOME

The following tables show the net income (loss) for Citigroup’s businesses on a segment and preduct view and on a regional view,

CITIGROUP NET INCOME~-SEGMENT AND PRODUCT VIEW

% Change % Change
In milkions of doliass 2006 2005 20047 2006vs. 2005 2005 vs 2004
Glohal Consumer
US. Cards $389 52754 83562 41% {231%
U8 Retail Distribution 2,07 1752 2019 16 {13i
U8 Cansumer Lending 1,912 1938 1664 (1) 16
U8 Commercial Business 561 729 765 {23) i
Total 1.S. Consumer (2 $8300 $7173 58010 17% {101%
Intemational Cards $ 1,137 31373 S 1137 an% 21%
International Consumer Finance 40 642 586 {94) 10
{nternational Retail Barking 2,840 2.083 2 157 36 ]
Total Intemnational Consumer $4017 $4098 33880 (2)% 6%
Other $ (31) S G4 & 97 6% NM
Total Global Consumer $12,066  $10807  §11.987 11% 9%
Corporate and investment Banking
Capital Markets and Banking $5763 $5327 §5335 8% 1%
Transaction Services 1,426 1135 1045 26 a
Other (62) 433 {4.398) NM NM
Total Corporate and investment Banking $ 7,127 5685 S 2042 3% N
Global Wealth Management
Snith Barney $1006 $ 87t § 891 15% (21%
Prvate Bank 439 373 318 18 17
Total Global Wealth Management $14M S 1244 51209 16% 3%
Alternative Investments $127%6 $1437 § 768 (11)% 87%
Corporate/Other {654) 1667) 48 2 NM
income from Continuing Operations $21,248  $19806 516054 % 23%
Income from Discontinued Operations 289 4832 992 (94) NM
Cumulative Effect of Accounting Change — 49 — —_ —
Total Net Income $§21538 324588  §17.048 (12)% 44%

11 Beciassifled tu contirne o e coment pelad s preseetabon, Sea Note 4 s the Consolicastend Hransis Slatements an gags 120 o sssets by syt ard the Sagime badiges shoet on page 84

) US distlosue inchudes Carada and Pusits Hico,
T Hot meanighod
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CITIGROUP NET INCOME-REGIONAL VIEW

% Change % Change
In milfions of doflars 2006 2005 2004 ¢ 2006 vs. 2005 2005 vs. 2004
u s‘ [}
Global Consumer $8039 3$679 57729 18% (121%
Corporate and investment Banking 2209 2,950 {2.180) (25) Nt
Global Wealth Management 1,210 1,141 1179 6 3
Total ULS. $11458 310830 56718 5% £2%
Mexico
Global Consumer $1605 $1432 5 978 12% 46%
Corporate and Investment Banking 346 450 659 {23) 32
Global Wealth Management 36 44 52 {18} (45
Totat Mexico $1937 31926 51680 3% 14%
Latin America
Global Consumer $ 22 §$ 2B 5 %% {14% {201%
Corporate and Investment Banking 638 619 813 3 (241
Giobal Wealth Management 12 17 43 (29) B0
Total Latin America $ 852 § B2 51152 ()% (241%
EMEA
Giobal Cansumer $ 7% 5 374 Fagd 4% OB
Corporate ang Investment Banking 2,011 113 1136 78 4
Global Weaith Management 23 8 15 NM {47}
Total EMEA $2789 $1512  § 233 82% 351%
Japai
Global Cansumer $ 19 § 6 § 616 {83)% 15%
Carporate and Investment Banking 2 408 334 {45) 4G
Global Wealth Management —- 82} (205) 100 60
Total Japan $ 3 $1122 § 745 {65)% 51%
Asia
Giobal Cansumer $136 $130 § 1188 1% 14%
Corporate and Investment Banking 1,651 1,248 1290 32 (3
Global Wealth Management 163 116 125 41 {7
Total Asia $3180 $2714 52803 1% 4%
Alternative Investments $127% 51437 § 768 (11)% 87%
Corporate/Other {654) B67) 48 2 NM
Income from Continuing Operations $21.249 510806  S16054 T% 23%
Income from Discontinued Operations 289 4,832 992 {94) NM
Cumulative Effect of Accounting Change — 49} — — —
Total Net Income 1 124580 S17.045 {12)% 44%
Total international $ 9,169 338146 3 8520 13% (d1%

11 Recassitied fo contorm b the carent peiod s i esestalion.

@ Exchudes Alfenative tvestments and Cospocate/Ottey. which ate predomnantty relatord o

fexcep! bor he Samba gain which is uliweated o FAEA)
A Mok mestingho

e 0.8 e (15 regional disciosire inchiges Ganada and Puento Fien, {obal Lonssitmer tod e (18 indides (b Gonsume:
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SELECTED REVENUE AND EXPENSE ITEMS

Revenues

Nel interest revente in 2000 was $39.5 billion, up $248 mullion, vr 1%, from
net interest revenue of $39.2 hiflion in 2005 Increases in business volumes
during 2006 were offset by spread compression, as the Company's cost of
funding increased more significantly than the rates on inferest-eaming,
assots, and due to 2 $666 million charge against net interest revenue related
to changes in Japan consumer lending laws in flernational Consumer
Finante. Rates an the Company's interest-caming assets were affected by
competitive pricing, s well as business mix shifts Net interest revenue in
2005 decreased $2.4 billion, or 6%, from 2004 as the impact of spread
compression and competitive pricing exceeded increases in business
volumes,

Total commissions and fees and administration and other fiduciary foes
rovenue of $26.5 billion was up $3.2 billion, or 14%, in 2006. Strong
investment hanking results, higher husiness volumis in transaction services,
the integration of Legg Mason in Smiilh Barney, and the absence of 28565
million write-off of deferred rewards costs recorded in 2005 drove the
increase. The 2005 total commissions and fees and administration and ether
fiduciary fees revenue of $23 3 billion was up $1.8 billion, or 8% from 2004,
The 2005 increase was aftributable to the mark-to-nyarket of Consumer
Lending mortgage servicing assets, higher wansactional yolumes, and
strong results in hank card foes and investment banking, offset by the
write-off of deferred rewards costs.

Insurance premiumts of $3.2 billion in 2006 were up $70 ritlion, or %,
from 2005 and up $406 million, or 15%, in 2005 compared to 2004 The
consecutive vear-over-year increases were driven by higher business volumes

Principal transactions revenues of $7 7 hillion in 2006 increased $1.3
hillion, or 20%, from 2005, primasily in equity mackets. Principal
{ransactions revente in 2005 incregsed $2.7 billion, or 73%, from 2004,
primarily driven by the fixed income and equity markets.

Realized gains from sales of investments of $1.8 billion in 2006 were
down §171 million from 2005, due to the absence of 2005 gains of $484
million on the sale of portions of St Paul Travelers shares in Alernative
Tnvestments and of $386 million on the sale of Nikko Cordial stock in CIB,
uffset by 2006 gains of $252 million on the sae of 323 4 billion of mortgage-
hacked securities in Consiener Lending, and $225 million on the sale of the
remaining St Paul Travelers shares in Alternative [nvestments. The increase
from 2004 of $1.1 billion was primarily attributable to the gains on the sale
of Nikko Cordial stock and sabes of St. Paul Travelers shares over the course
of the vear.

Other revenue of $11.0 billion in 2006 icreased §1.4 billion. or 14%,
from 2005, primartly driven by a $234 million gain on the sale of Avantel in
tlernational Retudl Beovdeing and higher replenishment gaing from
securitization activities as well as higher net excess spread revenues from
previously securitized receivables in 5. Ciards, offset by a decrease in
alternative Investments due to lower investment performance. Other revenue
increased $365 million, or 4%, from $9.2 hillion in 2004 to $9.6 hillion in
2005. This was due to higher securitization activity in {78 Cards and
positive investment performance in Alternative Investments offset by the
absence of the $1.2 hillion gain on the sale of Samba recorded in 2004,
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Operating Expenses

Operating expenses increased $0.9 billion, or 15%, to $52.4 billion in 2006,
The increase was primanly in compensation and benefits due t higher
headcount, increased incentive compensation in CIB, and SFAS 123(R)
costs, as well a5 investrment spending, Operating expenses of $45.2 hitlion in
2005 declined $4.6 billion, or 9%, from 2004. The decrease was due to the
absence of a reserse charge of $7.9 billion for the WorldCom and Litigation
Reserve Charge and $400 million retated to Private Bank fapan Exit Plan
Charge recorded in 2004, offset by a 3600 million release from the
WorldCom and Litigation Reserve Charge and increased expenses related to
higher incentive compensation in CIB and higher pension and insurance
SXPENSES,

Global Consumer reported an 11% increase from 2003 to 20061713,
Consusmer increased 5% on increased business volumes and investments in
new heanches. Iaternationeal Consigmer increased 18% primarily due fo
branch expansions and the inegration of CrediCard. nfernational
Consumer primarily drove the increase of 5% from 2004 to 2003 in Global
Consumer as a result of branch expansion and repositioning charges.

C18 reported 4 21% rise in expenses over the priof year us 4 result of
higher incentive compensation (due to revenue increase of 14%), SFAS
123(R) costs and the absence of the reserve release from the WorkdCom and
Litigation Reserve Charge in 2005,

Global Wealth Management expenses increased 20% driven by costs
associated with the integration of the financial consultants from Legg Mason
and SFAS 123(R) costs, The change in expenses from 2004 to 2005 wis flat

Alternative [nvestments increased 21% fron the prior vear, which was up

2

4 from 2004, due to compensation expenses.

Provisions for Credit Losses and for Benefits and Claims
The provision for credit fosses for 2006 was $7.0 billion, down $1.2 billion, or
15%, from 2605, which in turn, was up $1.9 hillion from 2004, Policvholder
benefits and claims were $967 million, $867 million, and $884 million for
2006, 2005, and 2004, respectively.

Global Consumer provisions for loan losses and for policyholder bencfits
and claims of $7.6 billion in 2006 were down $1.5 billion. or 16% from 2605,

The declines in consumer were mainly due to lower bankruptey filings, a
stahle credit environment that drove lower net credit loss ratios, and the
absence of 2 $490 million charge to standardize the £MEA consumer loan
write-off policies with the global write-oft policy in the prioe vear.

Offsetting these declines were increases: in the Mexfey cards porttolio; in
Asta, primarily velated to industry-wide credit conditions in the Taiwan cards
market; and in fgpn, primarily related to legistative and other actions
alfecting the consumer finance industry in that country,

The increase from 2004 of $966 milkion, or 12%, to $9.1 hillion in 2005
was prmaily due (o tncreases i fternational Ketall Banking. 1.8, Reledl
Distribution. International Cards, and U.S. Commercial Business.
partially offset by decreases in {15, Cavds, International Consnier
Finnee and U5, Consumier Lending. Net credit losses were 87 262 hillion,
and the refated Joss ratio was T.52% in 2006, as compared to $8 683 billion
and 2.01% in 2005 and $8.471 billion and 2.13% tn 2004
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‘The CI# provision for credit losses in 2006 increased $401 million from
2005 to 3359 miltion. The 2005 provision was up $933 millien from 2004,
The increase in 2006 primarily resulted from the absence of gross credit
teoveries in the prior vear. Gorporate cash-basis loans at December 31,
2006, 2005 and 2004 were $535 million, $1.004 billion and $1.906 hillion,
wespectively.

income Taxes

The Company's effective tax ratc on continuing eperations of 27.3% in 2006
declined from 30.8% in 2005. The 2006 tax provision on continuing
operations included a $598 million benefit from the resolution of the Federal
Tax Audit and 2 $237 million benefit from the resolution of the New York
T Audits. The 2005 tax provision on continuing operations included a
$198 million henefit from the Homelund Investment Act provision of the
American Jubs Creation Act of 2004 net of the impact of remitting income
camed in 2005 and prior vears that would otherwise have been indefinitely

invested overseas, and a $65 million release due o the resolution of an audit.

The 2006 effective tax tate also declined from 2005 because of the impact of
increased indefinitely invested international earnings. The Company’s
effective tax rate on continuing operations was 28 4% in 2004 See additional
discussion on page 15 and in Note 10 to the Consolidated Financial
Statements onpage 130,

The net income Hne i the following busivess segirent and upesiting
st discussions excludes the cuniulative effect of accounting change
and income from discontinged operations. The cumudative dfect of
accorenting chenge and income from discontinued operations dare
disclosed within the Corporate/Other business segnient. See Notes | and 3
tr the Consoltdented Financial Statenients on pages 100 and 1185,
respectively. Certain amaunts in prior years bave been redassified fo
conforn to the curvent year's fresenlation.
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GLOBAL CONSUMER

Global Consumer

Net Income
In mithions of doitars

$12,056
$11,987 410,891

2004 2005 2006

Global Censumer
2006 Net income by Product®

international
Retait
2

Cards

us
31%
{ntesnational

Banking
3
Consumer
finance

‘
t
1% e
Internabional '
(Cards
8%

us

Commercial 3 US Retail
E[%uaness Destrtbution
5% 16%

Consumer
Lending
15%

* Excludes Other Consumer loss of $351 million

Global Consumer
20086 Net Income by Region®™

Latim

Asia  America
japan ”%

* Exludes Other Consumer loss of $351 mutlion

Citigroup’s Global Conswuer Group provides a wide array of banking, lending, insuriance and investment services through a network of 8,110
branches, approximately 18,800 ATMs, and 809 Automated Lending Machines (ALMs), the Internet, telephone and mail, and the Primeric:

Financial Services salesforce. Global Consumer serves more than 200 million customer accounts, providing products and services 1o meet the
financial needs of both individuals and small businesses.

% Change % Change
in miffons of collars 2006 2005 2004  2006vs.2006 2005 vs 2004
Net interest revenue $20301 320526 530766 (1Y% #1%
Non-interest 1evenue 20,938 18,714 1710 12 9
Revenues, net of interest expense $50,298 348245 S47887 % 1%
{iperating expenses 25,933 23218 22.151 11 5
Provistons for loan losses and for benefits and claims 7,578 9,063 8097 {18) 12
Income befors taxes and minority interest $16,787 315364 517639 6% (101%
Income taxes 4,668 4,904 5592 (5) {12}
Minority interest, net of taxes ] 63 60 3 5
Net income $12,656 310,897 $11.087 11% 9%
Average assets fin bitions of dollars) $ 610 § 533 S 487 14% 9%
Return on 3ssets 1.98% 2.04% 2.46%
Average rigk capital $28,168 $26857  §22818 5% 18%
Return on risk capital 43% 41% 53%
Return on invested capital 20% 18% 22%
Key indicators ~ (in billions of dollars)
Average managed loans $5316 $ 4822 343938 10% 10%
Average deposits $ 252 $ 27 82138 % 2%
EOP AUMS $21986 § 1880 5 1682 1™ 12%
Total branches 8,110 7,237 6690 12% 8%

(3 S tince B o the [able on pagee L
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U.S. Consumer

U.5. Consumat 1.3, Consumer U.8. Censumer
Net income 2006 Net income by Product Average Loans
In aniffions ot dolfars In bitkioas of deflars
Commercial
$8,300 i $3261
$8.010 b
LIRS $266.1
Consumer §265.1
Lending
23%
Cards
6%
Retail
Distribution
24%
2004 2005 2006 2004 2005 2006
L8, Consumer is comprised of four businesses: Cards. Retail Distribution. Consumer Lending and Commercial Business.
% Change % Change
{n mitlions of doflars 2006 2005 2004 2006vs.2006  2005vs 2004
Metinterest revenue $16848 $17510 319706 {5)% 11%
Non-interest revenue 13,948 12597 11,201 11 12
Revenues, net of interest expense $30594  $30,107 330907 2% 3%
Operating expenses 14,149 13,449 13214 5 2
Provisions for loan losses and for benefits and claims 3,800 5,600 5444 {32) 3
Income before taxes and minority interest $12645 511,068 §12.249 14% {10)%
income taxes 4,197 3,823 4181 10 ]
Minority interest, net of taxes 58 62 58 6) 7
Net income $83% 57173 § 8010 17% {101%
Auerage assets (in bilions of dollats) $ 417 & 378 3 17% 9%
Return on assets 2.01% 201% 2 45%
Average risk capital $15394  $13843  S11507 11% 20%
Return on tisk capital - 55% 52% 70%
Return on invested capital 24% 21% 5%
Key indicators ~ (in billions of dolfars)
Average managed loans $ 4168 33757 8 3461 11% 9%
fAverage deposis $1048 § 94 § B8O 10% 8%
ECP AUMs $ 814 § 726 S 685 12% 6%
Tota branches fctial numbed 3,441 3173 3,056 8% 4%

(41 See feotnols B 4 the takde onpage 3.
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U.S. Cards

1.8 Cards 4S. Cards
Net Income Average Managed Loans
In mittions of Jollars in billians of doltars
¥ On-Batance Sheet
$3.890 Secuntized
$3.367 $136.8 g5 $138e
32,754 $55.9 s $423
$810 0 $896 $36.7. ¢
2004 2005 2006 2004 2005 2006

.S, Cards
Managed Net Credit Losses
{e miflions of dotlars
W On-Balance Shest
Secutitized

$3,526

$5.019

$8,605

48,091

2,737

45354

$5.778

.-

$3.90

2004 2006

2006

08, Cards is one of the largest providers of credit cards in North America, with more than 150 niilion customer accounts in the United States,
Canada and Puerto Rico. In addition to MasterCard (including Diners), Visa, and American Express, 1.8, Careds is the largest provider of credit card
services to the oil and gas industry and the leading provider of consumer private-label credit cards and commercial accounts on behall of
merchants such us The Home Depot, Federated, Sears, Dell Computer, Radio Shack, Suaples and Zales Corporaion.
Revenucs are primarily generated from net interest revenue on receivables, interchange fees on purchase sales and other delinquency and

servicing fees.

% Change % Change
in mittons of dollars 2006 2005 2004  2006vs.2005  2005vs 2004
Net interest revenue $4626 $5304 57440 (13)% {(29%
Naon-interest revenue 8,882 7520 6,762 18 11
Revenues, net of interest expense $13508 312824 514207 5% (101%
Operating expenses 6,088 6,002 5920 1 1
Provision fut loan losses and for benefits and claims 1,487 2567 2887 {42) i
Iincome before taxes and minority interest $5953 $4205 85400 40% {211%
income taxes and minority interest, net of 1axes 2,063 1501 1838 37 {18
Net income $3800 $2754 § 3562 A1% {23)%
Average assets fin billions of doliars) $ B3 $§ 66 § T4 (5)% 1h%
Retlrn on assets 8.17% 417% 481%
Average risk capital $5581 $5774 $4125 (3)% 40%
Retuin on sisk capital & 70% 48% B6%
Return on invested capital 20% 20% 28%
Key indicators ~ on a managed basis: (in billions of doliars)
Return on managed assels 2.66% 1.90% 241%
Purchase sales $ 3043 $ 2782 $ %70 % 8%
Managed average yieid 14.2% 13.70% 1353%
Managed net inferest maigin - 10.26% 10.85% 11.76%

{1} Se todnole B lo the fable vipage 3,
P A8 & prrasrtag of avrags managed e
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2006 vs. 2005

Nef terest Revenue declined, reflecting lower on-balance sheet receivables,
ot chiange in the mix of receivables toward introductory rate products, and
higher cost of funds, which was partially offset by higher risk-based fees.
Now Inferest Reveniee increased due to the positive impact of a 9% growth
in purchase sales, higher replenishment gains from securitization activities,
and higher net excess spread revenues from previously securitized
receivables. Also driving the increase was the acquisition of the Federated
portfulio in the 2005 fourth quarter, and the absence of a $545 million
charge to conform accounting practices for customer reward taken in the
2005 fourth quarter. These increases were partially offset by lower fee
revenues due to lower bankruptey filings and higher ressards progrant costs.

Operating expenses increased stightly, primanily reflecting the full-year
impact of the aoquisition of the Federated portfolio as well as the adoption of
SFAS 123(R), partially offset by effective expense managenwent and a decline
in advertising and marketing expenses, largely reflecting the timing of
advertising campaigns.

Propision for loan lasses and for bengfits and claims declined.
primarily reflecting lower bankruptcies and the favorable credit environment
which led to 1 35% decline in net credit losses and 1 continued decline in
Toan loss reserves.

23

2005 vs, 2004

Net intevest Rerenue declined as pricing actions in Hoating rate products
were offset by: higher cost of funds; higher payment rates resulting from the
overall impraved economy and a customer shift to real-estate-secured
lending, which led to lower loan balanees; an increased proportion of
transactional activity; and a mix shift in the private Tabel business to lower-
rate products. Now Interes! Revenue inceeased a5 the positive impagct of 8%
growth in purchase sales and the addition of the Federated portfolio in the
2005 fourth quarter more than offset a $545 million charge to conform
accounting practices for customer rewards.

(iperating expenses remained essentially unchanged, primarily reflecting
the addition of the Federated portfolio and repositioning expenses of §19
million taken in the 2005 first guarter. This was partially offset by a decline
in advertising and marketing expenses, largely reflecting the timing of
advertising campaigns, s the Company invested significant resources in
2004 in the “Live Richly™ and “Identity Theft” media campaigns.

Provision for locti losses declined, due to a $789 million, or 22%, decline
in net credit losses, resulting from the positive credit environment and
improvements in the Sears portfolio, partially offset by lower credit reserve
releases in 2008 of $170 million, versus $639 million in 2004,
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U.S. Retail Distribution

1.5 Retail Distribution

Ret income

fr mittions of dollars

W Pomerica Mmancial Servxes

M Cibank Branches
Cinfinanciat Granches

{2018 $2.021

$1.782

$54 $57

$550
$515

438
$506 '

$960 $636 $1.077

2005

2004 2006

4.5 Retail Distribution
2608 Net Income by Distribution Channel

Citibank
E_?.:an»:hes

19%

Citikinancial
Br?’rych&s

Brimerina
Fingneial
Services
8%

U.S. Retail Distribution

Branches

At Decernber 31

W Cibank .
CtiFmancsal

T IR

3441
174
1% 886

28t - 2468

2004 2009 2006

1:S. Retail Distribution provides banking, lending, investment and insurance products and services

2,409 CiFinancial branches,

to customers through 972 Citibank branches,

the Primerica Financial Services (PFS) salesforce, the Internet, direct mail and telesales. Revenues are primarily

derived from ned interest revenue on loans and deposits, and fees on banking, insurance and invesument products.

% Change % Change
in slfions of doffars 2006 2005 2004 2008 vs. 2005 2000 vs. 2004
Mel interest revenue $5980 $5.957 35749 — 4%
Non-interest revenue 3,604 3,558 3596 1% !
Revenues, nel of interest expense $9584 33515 §3345 % 2%
Operating expenses 4878 4,407 4358 11 1
Provisians for loan losses and for benefits and claims 1,698 2410 2017 (30) 19
Income before taxes $3,008 32608 $297C 11% Q1%
Incume laxes 981 946 951 4 4]
Net income 2027 3175 82019 168% {131%
Revenues, net of interest expense, by business:
Gitibank branches $3,149 33103 $3065 1% 1%
CitFinancial branches 4195 4190 4139 — 1
Prmerica Financial Semices 2,280 2,222 2141 1 4
Total revenues $9584 39515  $9.345 1% 2%
Net income by husiness:
Gitibank branches $ 380 S 56 $ 515 {25)% 2)%
CitFinancial branches 1,017 696 960 55 {28
Primerica Financial Semvices 570 550 544 4 !
Total net mcome $2,027  §1.752 52019 16% (131%
Average assets fin biions of dollars) $ 68 S 64 S 80 8% 7%
Return on assets 294% 274% 3.37%
Average risk capital ™ $3852 2977 827V 19% 10%
Return on risk capital ' §7% 58% 748
Return on nvested capital 2% 17% 20%
Key indicators: (in bilions of doliars)
Average loans $444 $404 $378 10% 7%
Average deposits $857 %780 3740 10% 5%
EOP investment AUMS $814 37268 $685 12% 5%

(14 Sae footicte it the 1abls onpage 3
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2006 vs. 2005

Nef fnterest Kevenue was approximately even with the prior yeur as growth
in deposits and loans, each up 10%, were largely offset by net interest margin
compression. Net interest margin declined primaily due to a shift in
customer liahilities from savings and other denmand deposils to certificates of
deposit and e-Savings accounts. Now-faferest Revenue increased slightly on
4 $132 million gain on the Sale of New York Branches in the 2006 second
quarter, higher investment product sales, and higher banking fees. Offsetting
these increases was the absence of a $110 million gain in the 2005 first
quarter related to the resolution of the Glendale litigation

Operating expense growth was primarily driven by higher volume-related
expenses, increased investment spending on 303 new branch openings
during the year {101 in Citibank and 202 in CitiFinancial), the impact of
SFAS 123(R), and costs associated with the launch of e-Suvings

Prarisions fir loan losses @i fior benefits and cladms declined
primaity due to the absence of 1 $165 mitlion lean loss reserve build in the
2005 therd quarter related to the reorganization of the former Consumer
Finance business, a prior-vear reserve build selatad to Huericane Katring of
$110 million in CitiFinancial branches, and lower overall bankruptoy filings
in the current vear. The net credit loss ratio declined 81 hasis points to
267%. Overall credit conditions remained favorable tn 2006,

Deposit growth reflected balance increases in certificates of deposit,
e-Savings accounts (which generated §9 9 hillion in end-of-period deposits),
premium checking and partly rate-sensitive money market products as well
s the impact of the FAB acquisition, Loas growth reflected improvements in
alt channels and products. Investment product sales in Citibank branches
increased 26%, driven by Favorable market conditions and additional
distribution points,
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2005 vs. 2004

Net Interest Revenue increased primarily due to deposit and loan growth of
5% and 7%, respectively, which were partially offset by a decreqse in net
interest margin. Net interest margin declined as higher short-term funding
rates more than offset an increase in asset vields. Non-fnterest Revenie was
flat to the prior-year period. Increased investment product sales, the impact
of the FAB acquisition, and the gain of $110 nullion related to the resofution
of the Glendale litigation in the 2005 first quarter were offset by lower
banking fees and a $20 million chagge in the 2005 fourth quarter to
conform accounting practices for customer rewards.

fiperating expense growth was primarily due to higher volume-related
expenses. increased investment speriding driven by branch expansion, and
the impact of the FAB acquisition.

Provision for kean losses and Jor benefits cndd clasms increased due to
an increase in hankruptey filings from a change inTaw that became effective
on October 17, 2005. This led to an gpproximately $93 million increase in
net credit losses and a $42 nitllion increase in loan loss reserses, In addition,
the Company increased loan loss teserves by $110 million for the impact of
Hurricane Katrina Also, the reorganization of the former Consmmer
Finance business tnto components of the cutrent U8, Retad Distribution
and 1.8, Consiemer Lenefing businesses wesulted i a realiocation of loan
loss reserves between 108, Retadl Distribuetion and U5, Consumer Lending.
CitiFinancial Branches increased loan loss reserves by $165 million,
reflecting an increase in reserves for bankruptey coverage in Personal Loans,
while Real Fstate Lending and Auto (hoth now in L8, Consumer Lending)
had corresponding loun loss reserve releases of $76 million and 889 nillion,
respectively. Excluding the impact of increased bankruptey filings and
Hurricane Katring. overalf credit conditions remained favorable in 2005,

Deposit growth reflected an increase in demand balanges and rate-
sensitive money market balances, as well w the impact of the FAB
acquisition. Loa growth reflected improvements in all channels and
products fronm home equity and personal loans to increased volumes in the
PFS channel. fnzestniend prodict sales increased Y% driven by increased
volumgs,
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U.S. Consumer Lending

4.3 Consumer Lending 11.S. Consumer Landing 1.5, Consumer Lending
Net Income 2088 Net income by Product Average Loans
tn mittions of dollars in billions of doflacs
BB Student [oans B Sieden? Loans
o Auto » Asto
Real Estate Lending AUL" Real Estate Landing
$198 ¢ gy Li% $1985
24
$1.664 $220 1675 $237
121 Student = $14.0
$326 $291 L&a%!js $135.0 $25. '
$257 : )

sm. $11.
$10.5

Reai Estate
Lending
73%

$1180 sam a0t $1067 - $1306  $1608
2004 2005 2006 2004 2005 2006

U.5. Consumer Lending provides home morigages and home equity loans to prime and non-prime customers, auto financing to non-prime
consumers and educational loans to students. Loans are originated throughout the United States and Canada through the Gitibank, CitiFinancial and
Swrith Barney branch neworks, Primerica Financial Services ageants, third-parly brokers, direct muil, the Internet and telesales. Loans are also
purchased in the wholesale markets. U.S. Consumer Lending also provides morigage servicing o 4 portolio of morigage loans owned by third
partics. Revenues are comprised of loan fees, net interest reventie and morgage servicing fees.

% Change % Change

fn miliions of dollars 2006 2005 2004 2008vs. 2005 2005 vs 2004
Net interest revenue $45841 548931 34815 (2)% —
Non-interest revenue 678 538 146 26 N
Revenues, net of interest expense $519 §5469 85061 1% 8%
Operaling expenses 1813 1.700 1629 7 4
Provisions for Joan losses and for berefits and claims 660 614 658 7 (7
income before taxes and minority interest $3046 83106 82774 {3)% 14%
Income 1axes 1,076 1,156 1052 {7 10
Mirsority intarest. net of taxes 58 62 58 {6) 7
Net income $1912 31938 S1664 ()% 16%
Revenues, net of interest expense, by business:

Real Estate Lending $3620 33558 $3196 % 1%

Student Loans 632 652 612 (3) 7

Auto 1,267 1.258 1.253 1 -
Yotal revenues $5519 35469 85061 1% 8%
Net Income by business:

Real Estate Lending $1401  $1378  §1180 2% 17%

Studert Loans 220 234 227 8) 3

Auto 201 326 257 (11) 27
Total net income $1012 $19038 31664 (1)% 16%
Rverage assets {in biffions of dollars) $ 241 S 18 % 158 8% 21%
Return on assets 0.79% 1.03% 1.07%
Average risk capital 1 $3830 $3230  $2889 20% 22%
Return on tisk capital -~ 49% 59% 62%
Retun on invested capital 28% 32% 30%
Key Indicators: (in biltions of dolfars}
Net interest margin. «

Real Estate Lending 201%  2.46% 2.92%

Student Loans 161% 196% 2 64%

Auto 8.78% 1052%  1172%
Originations.

Real Estate Lending §$1421 51319 81153 8% 14%

Student Leans $110 5108 & 78 % 38%

Austo $ 91 & 64 3 53 42% %

11 Seetootncle 4 fo e lable onpage 3.
21 s o pareentage o avarags foans
B Hot meaninghs
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2006 vs. 2005

Net Inderest Revenue declined, reflecting net interest margin compression
that was partially offset by a 19% increase in average loan balances.

Now Interest Revenite increased on higher gains on sales of real estate
Toans, student loans, and mortgage-backed securities, partially offset by
lower servicing revenmgs. Average loan growth reflected a strong increase in
onginations, with increases in real estate and auto lending of 8% and 42%.
respectively.

During 2006, the Real Estate business expanded its Morigage-Backed
Securities Program as part of an integrated mertgage business mode! that
inchudes origination, purchase, investing, seeuritizing and servicing Al
Decermber 31, 2006, the halance (n mortgage-backed securities was $66
billion, and the balance in real estaie loans was $173 billion. From time to
time the Company may vary the mix of loans and securities depending on
the opportunities and other Factors affecting the portfolio Tn 2000, realized
gains on sales of these securities totaled $252 miltion.

Operating evpenses increased primarily due to higher loan origination
volumes, investment spending, and the impact of SFAS 123(R).

Pracisions for loan Yosses eand for Denefits and claims increased
primarily on higher credit losses in the Real Ustate Lending and Auto
businesses, partiathy offset by higher loan loss reserve refeases of $63 miflion
in the Real Estate business. Credit losses increased due to volume growth and
segsoning in Real Fstate, as well as volume growth in Autos.
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2005 vs, 2004

Net Interest Revenue was flat compared to the prior-vear period as 2 20%
increase in average loan balances was offset hy net interest margin
conipression. Non- nferest Reveniue increased due to improved net servicing,
revenues, higher securitization and portfolio sales gains, and the benefit of
the Principal Residential Mortgage, Inc. (PRMI) acquisition. The increase in
net revenues was driven by the absence of 4 loss in the prior year due to
servicing hedge ineffectiveness caused by the volatile rate environment.
Average loan growth reflected 1 16% increase in originations across all
husinesses.

Uperating expenses increased primarily due to higher volumes and the
impact of the PRMI acquisition.

Provisions for loan losses amd for benefits and dainis decreased due to
Tower net credit Toses of $136 million, primarily in the Auto and Real Estate
Lending husinesses, partially offset by lower loan loss reserve releases of 391
mitlion, The lower loan loss reserve releases efiected a $110 million reserve
build related to the estimated impact of Husricane Katrina in the 2005 third
quarter, partially offset by reserve releases of $89 million in Auto and $76
million in Real Estate Lending related to the reorganization of the 1.9
Consumer Finange businesses. The continued favorable credit environment
drove a decline in the net credit loss ratio.

A 20% increase in prime mortgage originations and home equity loans
drove foan growth. Non-prime mortgage originations declined 20%,
reflecting the Company’s decision to avoid offering teaser rate and inferest-
only mertgages to lower FICO score custorers,
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U.S. Commercial Business

.8 Commercial Business
Net Income
In miltions of dolfars

165
: §129

4581

2004 2005 2006

1.5, Commercial Business

Average Loans
in billians of dolars

$324

2004

$31.3

2005

2006

Ui S. Commercial Business

Total Beposits
In billions of deliars at December 31

$19.0

2004 2005

$19.8

2008

18, Commercial Business provides equipment leasing, financing, and banking services to small- and middle-market businesses ($

5 million o

$500 million in annual revenues) and financing for investor-owned multifamily and commercial properties. Revenues are comprised of net interest

revente and fees on loans and leases.

% Change % Change
i mitfons of dollars 2006 2005 2004  2006vs. 2006 200D vs 2004
Net interest revenue $1,199 31318 §1597 @)% 171%
Nan-interest revenue 784 981 697 {20) 41
Revenues, net of interest expense $1983 92200 52204 (18)% —
Operating expenses 1,390 1.340 1307 4 3%
Proviston for lnan losses {45) 9 (118 NM NM
Income before taxes $ 638 5 950 81105 {33)% {141%
Incume laxes 7 221 340 (85) 35
Net income $ 561 S 728 8 765 {23)% (1%
Average assets fin bilfons of doliars) $ 4 § B 5 ¥ 16% 3%
Return on assets 1.28% 192% 207%
Average nek capital - $2331 51813 31976 29% 8%
Return on risk capital © 24% 40% 39%
Return on gwested capital 12% 26% 27%
Key indicators: (in billions of doilars):
Average eaming assets $387 5330 8337 11% 21%

1 Sestooinote 6 1o the table onpage 3
A4 Het mesaringhs
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2006 vs. 2005

Net nferest Revenue declined 58 continued net inferest margin compression
was offset by growth in core loan and deposit balances, up 15% and 9%,
respectively. Now Inferest Revenue declined primaily dug to the absence of
the 162 miillion legal setlement benefit in the 2605 third quarter related to
the purchase of Copelco, and the $161 million gain on sale of the (itiCapital
Transportation Finance busingss in the 2005 first quarter, partly offset by the
331 million gan on the Sale of New York Branches in the 2006 second
quarter.

Cperating expense growth was primarily from higher vwolume-related
expenses, the ahsence of 2 $23 million expense benefit due to the Copeleo
sottlement recorded in the prior-vear and SFAS 123(R); these were partally
offset by lower expenses from the absence of the transportation finance
business and severance costs in the prior year.

Provision for loan fosses declined primarily due to higher loan loss
reserve releases of $63 mitlion from a favorable creditenvironment, and the
continued liquidation of nen-core portfolics.

Deposit and core loan growth reflected strong transaction volumes and
halances actoss il business units, partially offset by declines in the
liquidating portolio.
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2005 vs, 2004

Net Interest Reveniee declined primarily due to the continuing impact of net
inferest margin oompression, partially offset by strong growth in core loan
and deposit halances, up 13% and 20%, respectively. Non Inferes! Revenue
increased primarily due to a $162 million legal settlement benefit in the
2005 third quarter related to the purchase of Copeleo, a $161 million gain on
the sale of the CitiCapital Transportation Finance business in the 2005 first
quarter, and the reclassification of eperating leases from loans to other assets
and the related operating lease depreciation expense from revenue o
expense. The reclassification of operating leases increased hoth revenues and
expenses by $123 million The impact of the FAB acquisition also contributed
to higher revenues.

(iperating expenses increased primarily due to the impact of the
operating lease reclassification froms revenue to expense of §123 million and
the impact of the FAR aoquisition, partially uffset by lower expenses trom the
sold transportation finance businesses and 4 $23 million expense benefit
related t the Copleo legal settlement.

Prozision for loan Josses increased primarily due to the absence of $216
miltion in loan loss reserve releases during 2004, partially offset by bower net
credit losses due to an improved credit environment and the continued
liquidation of non-core purttolios.

Deposit and core loan growth reflocted strong transaction volunes and
balances across a1l business units and the impact of the FAB acquisiion,
partially offset by declines in the liquidating portfolio, primarity due to the
impact of the sale of the CitiCapital Transportation Finance business.
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U.S. CONSUMER QUTLOOK

Certain of the statements betow are forward-looking statements within the
meaning of the Private Securities Litigation Reform Act. See “Forward-
Looking Statements”™ on page 97.

In 2007, the 7725, Conssmer husinesses will focus on continued
expansion of its customer base, investments in expanding the branch
network, offering a more integrated set of products and services, and the
henefit of acquisitions and stratepic investments made previously. The
husinesses will also focus on tight expense control, productivity
improvements and effective credit management. Revenues and credit
pertormance will be affected by 1S, economic conditions, including the level
of interest rates, hankruptey filings and unemploviment rates.

101 2007, the 1.8, Consunier business is expected to operate in astable
eeonomic environment. Net inferest revenue pressure is expected fo continue,
hut st a lesser pace, due to the flat yield curve and the competitive pricing
environment, Credit costs are expected to increase stightly as the unusually
low bankruptey filings experienced in 2006 are expected to rise back to more
normatized levels, Inflation s expected to remain well -contained,

7S Cards—In 2007, the competitive environment is expected fo remain
chatlenging. (7.5 Cards expects W generate earnings growth as managed
receivables increase and expenses remain controlled through improved
productivity levels and efficiencies of scale. Growth in managed roceivables
will be driven by new product launches and private-label expansion. Credit
costs will increase slightly from the unusually favorable credit environment
in 2006, reflecting increased bankruptey filing levels.

178, Reterdl Disteibidtipn—-n 207, 175, Reterdl Distribution expects to
generate incredses in loans, deposits and accounts, which will in turn drive
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eamings growth. The business expects to continue to expand its feolprin
with a continued program of new branch openings in both the Citibank and
CitiFinancial businesses, 1o continue to grow our (itihank Direct business
and to expand cross-marketing opportunities. The challenging interest rate
environment is expected to continue, with 4 corresponding shift in deposits
to lower-profit time deposits and CIx, which will affect revenue growth.
Credit costs are expected ty increase slightly, as unusually low bankruptey
lewels in 2006 are expected to rise back to more normalized levels.

U8 Consumer Lending—1n 2007, LS, Cansumer Lending expects t
penerate earnings growth across its product lines. In Real Estate Lending, an
expected decline in the level of new housing starts and existing horme sales is
expected to be mitigaied by an increase in the Retail Distribution network of
branches, higher sales from Primerica agents and the Smith Barney
network, and from the acquisition of ABN AMRO Mortgage Group, With the
acquisition of ABN AMRO, the combined company will move froms number
five to number four in mortgage loan servicing and strengthen
CitiMortgage's number three market position in originations, based on 2006
third quarter data. Results are also expected to reflect higher portiolio
balances and servicing activities. Credit costs are expected to increase
modestly due to seasoning in the rapidly growing Home Equity portfolio.

U8, Commercial Business—In 2007, 1S, Conmercial Business expecls
to generate incregses in loans, deposits and accounts by continuing to
expand its core business portfolio and through leveraging the expanded
Retail Branch network. The business will also focus on tight expense control,
dffective credit management, and productivity improvements, The credit
environment is expecied to remain stable.
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International Consumer

Internationa! Consumer
Net Income
fn mitlions of dollars
$4,098 i}
53880 $4.617
2004 2005 2006

International Consumer
2006 Net Income by Product

Consumer
finance

R

Cards

78%, Retait

Bankig
%

international Consumer

2006 Ket Income by Region
Latin
Amenca
5%
Mexico
40%
Asia
34%

Japan

EMEA
18%

International Consumer is comprised of three businesses: Cards, Consumer Finance and Retail Banking. International Consumer operates in five
geographies: Mexico, Latin America, EMEA, fapan, and Asia.

% Change % Change
in millions of dodars 2008 2005 2004 2008 vs. 2005 2005 ve. 2004
Net interest reveniie $12,566 $12.180 $11,188 8% 9%
Nar-inferest revenue 6,929 6,216 5,236 1 19
Revenues, net of interest expense $19,796 $18,396 $16.424 8% 12%
Operating expenses 11201 9520 8,549 18 1
Provisions for Ioan losses arxd for benefits and claims 3,779 3,463 2653 9 31
Income before taxes and minority interest $ 43815 $ 5413 $ h2e2 {11)% 4%
Income taxes 79 1.314 1,340 {40) {2
Minority interest, net of faxes 7 1 2 NM {50)
Net income $ 4,017 $ 4,098 $ 3,880 {2)% 6%
Revenues, net of interest expense, by region:
Mexico $ 5191 $ 4373 $ 3607 19% 21%
Latin America 1,829 1110 979 65 13
EMEA 5,387 5,201 4,735 4 10
Japan 2455 3.251 3290 (24) {1
Asia 4933 4461 3813 i1 17
Total revenues $19,795 $18.306 $16.424 8% 12%
Net income by region:
Mexico $ 1605 $ 1432 § 978 12% 46%
Latin America 202 238 296 (14) {201
EMEA 725 374 802 94 B3
Japan 19 706 616 {83) 15
Asia 1,366 1,350 1,188 1 14
Total net income $ 4,017 $ 4,008 $ 3,880 (2)% 6%
Average assets fn billions of doliars) $ 18 $ 187 $ 150 10% 1%
Return on assets 220% 2.45% 2.59%
Average risk capital - $12,774 513014 $11.300 2% 15%
Return on figk capital - 31% 31% 34%
Return on invested capital 15% 16% 16%
Key indicators ~ (in billions of dolfars}
Average managed loans $ 1148 $ 1065 $ 9038 8% 14%
Avetage deposits $ 1475 $ 1363 $ 1251 8% 9%
£0P AUMs $ 1382 $ 1154 $ ge7y 20% 16%
Total branches {actual number} 4,669 4,064 3634 15% 12%

(4 See foanote 1 1o He table v page 2.
HA T s ieghd
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International Cards

International Cards

Net Income
in mithans of dolfars

$1.313

$1.17 $1.137

2004 2005 2006

Internatianal Cards
2006 Net Income by Region

Latin
Amenics
13%

Mexico

Asia 5%

3%

lapan
6%

EMEA
13%

intarnational Cards

Average Leans
in bitligns of dollars

$26.9

$225

$184

2004 2005 2006

International Cards provides MasterCard, Visa and Diners branded credit and charge cards, as well as private label cards and co-branded cards, to
more than 30 million customer wccounts in 43 countries outside of the US. and Canada, Revenves are primarily generated from net itterest revenue on
receivables, interchange fees on purchase sales and other delinguency aud servicing fees

% Change % Change
n mithons of dollars 2006 2005 2004 2008v8.2005 7000 vs 2004
el interest revenue $3,717 $2.776 $2.351 34% 18%
Nonvinterest revenue 2,242 2,074 1723 8 20
Revenues, net of interest expense $5,959 54,850 84074 23% 19%
Operating expenses 2,908 2371 213 23 11
Provigion for loan losses 1,566 739 510 NM 45
income before taxes and minority interest $1,485 51,740 $1433 {15)% 21%
Income taxes 345 364 793 5) 24
Minority interest, net of taxes 3 3 3 - —
Net income $1,137 §1.373 81137 (1% 21%
Revenues, net of interest expense, by region:
Mexco $1,826 3131 $ 870 39% 51%
Latin Amenca 869 247 280 NM 6
EMEA 1,302 1,277 1157 2 10
Japan 288 302 285 (5) 2
Asia 1,674 1,663 1472 1 13
Total revenues $5.959 54,850 $4 074 23% 19%
Net income by region:
Mexico $ 513 $ 564 § 377 {9)% 50%
Latin Ametea 147 108 120 36 10)
EMEA 149 188 164 [r.4)] 15
Japan 63 75 100 (16) {25)
Asla 265 438 376 {39) 16
Total net income $1,137 $1,373 $1.137 (17)% 21%
Rvetage assets fin bilions of dofiars) $ 3 3 26 3 2 19% 24%
Return on assets 367% 5 268% 541%
Average risk capital - $2,190 $1.794 $1.240 2% 458,
Retum on risk capital 52% 77% 92%
Retun an invested capital ! 24% 34% 34%
Key indicators: (in billions of dofiars}:
Purchase sales $ 806 § 687 $ 591 17% 16%
Average yield 19.08% 17 82% 16.74%
et interest margin - 13.83% 12 38% 12 79%

(11 Seploatnots £ (o e table v pags 3.
21 As a4 paceniage of Avage buns,
bt b matiinghd
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2006 vs. 2005

Nef Interest Revenue increased, driven by a 20% growth in average
receivables and the integration of the CrediCard portfolio in Zatin America.
The Non fiderest Revenue increase retlected 2 17% increase in purchase
sales, the integration of the CrediCard portfolio, and a gain on the
MasterCard [P of $35 million in the 2006 second quarter, partiatly offset by
the dbsence of 4 prior-vear gain on the sale of 2 merchant-acquiring
business in £ME4 of $95 million. The positive intpact of foreign currency
translation also contributed to the increase in both net interest revenue and
non-inferest revenue.

Operating expenses increased, reflecting the integration of the CrediCard
portfolio, volurme growth across the regions, continued investment spending,
the adoption of SFAS 123(R), the impact of foreign currency transkation, and
the absence of prior-vear expense credits related to Mexico VAT.

Proyision Jor loan losses increased, driven by portfolio growth and target
miarket expansion in dextco, the industey-wide credit deterioration in
Tawan, credit losses refating to the CrediCand integration in Latin Anierica,
and volume growth in all regions,

Regionai Net Income

Mexteo income declined primanily due to lower levels of tax benetits and
higher expenses, partially offset by higher sales volumes and average loans
from portfolio growth and target market expansion (which tncreased both
revenues and the provision for foan losses). and 2 gain from the MasterCard
PO, Latin America income increased, primarily due to volume and
purchase sales growth. EME{ income declined, reflecting absence of the
prior-vear gain on the sale of a merchant-acguiring business of $57 millien
and higher net credit losses, partially offset by higher purchase sales, volume
growth, and higher tax henefits A income declined due to an increase in
credit costs refated to credit conditions in Taivan and costs associated with a
Korea Labor settlement, partially offset by higher purchase sales and loan
growth.
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2005 vs. 2004

Net Diterest Revenue increased primarily due to growth in purchase sales
and average loans, as well as the impact of the KorAm acquisition, and the
impact of foreign currency translation, partially offset by spread
compression. Volume growth was diversitied across regions, led by Mevico
Net interest spread compression ceflected rising funding costs and a primarily
fixed rate portfolio.

Non-tnterest Revere increased, primarly driven by 4 gain on the sale
of a merchant-acquiring business in £3EA of $95 willion, higher purchase
sales, the impact of the KorAm acquisition, and the impact of foreign
currency translation. This was partially offset by the absence of a prior-vear
gain on the sale of Orbitall (credit card processing company in Brazil) of $42
milkion,

Operating expenses increased, primarily driven by the impact of higher
expansion expenses in Asiz and EMEA, integration expenses of CrediCard in
the Brazil franchise, the KorAm acquisition. and the impact of foreign
currency {ramstations. A VAT refund in Mevico during the 2005 third quarter
partially offset expense growth.

Proziston for loaw losses reflected an increase in net credit fosses, due
primarily to volune growth in Mevicn, which was partially offset by declines
i Asie. During 2005, loan loss reserves increased by $175 mitlion, retlecting
portfolio expansion and the absence of prior-vear reserve reledses of §103
million, recorded mostly in Asiz and Latin America.

Regicnal Net Income

Mexdc income increased due to higher sales volumes and average loans, as
well as a tax benetit related to the Homeland Investment Act and the VAT
rafund. Latin America income declined primarily due to the 2004 gain on
the sale of Orbitall and the absence of 2004 credit reserve releases. £ME4
income increased primarily due to the gain on the sale of a merchant-
acquiring business, pactially offset by increased expense related to business
expansion and customer acquisition inifiatives. Japan income declined
primarily due to tax credits received in 2004. Asiz income increased due to
strong sales, loan halance increases, and improved net credit loss experience

OPP007233



International Consumer Finance

International Consumer Finance international Consumer Finance international Consumer Finance

Net Income 2806 Net inceme by Region® Average Leans

In mitfions ot dollars in billions of doilars $238

$642 EMEA
212.
$586 1% g 33
Mexico
39%

Asia
57%

$40

v Excludes Japan loss of $62 million and Latin Amenca
2004 2008 2006 fuss of $2 million 2004 2005 2006

International Consumer Finance provides community-based lending services through a branch nework, centralized sales platorms and cross-
selling initiatves with Internationa] Cards and International Retail Banking. As of December 31, 2000, Internativnal Gonsumer Finance
maintained 2,58R sales points comprised of 1,779 branches in more than 25 countries, and 809 Autoniated Loan Machines (ALMS) infupan.
International Consiumer Finance offers real-esiate-secured loans, unsecured or partially secured personal loans, aute loans, and loans to finance
consunier-goads purchases, Revenues are primarily derived from net interest revenue and fees on loan products.

% Change % Change

In smilbons of dofars 2006 2005 2064 2008vs. 2006 200G vs 2004
Net intarest revenue $3,149 $3674 $3.600 (14)% 2%
Hon-interest ravenue 169 145 82 17 77
Revenues, net of interest expense $3,318 $3.812 33,682 (131% 4%
Operating expenses 1,750 1812 1.479 9 ]
Provigion for joan 105368 1,573 1272 1.364 24 vl
Income before taxes and minority interest $ $ 036 $ 839 NM 11%
Income taxes {45) 293 253 M 16
Netincome $ 40 $ 642 $ 586 (94)% 10%
Revenues, net of interest expense, by region:
Mexco § 236 $ 184 $ 165 28% 1%
Latin America 155 123 95 26 28
FIMFA 77 743 7 4 4
Jdapan 1,694 2ATS 2,526 (32} @&
Asia 462 204 178 57 85
Total revenues $3,318 3,819 $3.682 (13p% 4%
MNet income {loss) by region:
Mexico $ 4 $ 36 $ 4 14% {12)%
Latn Amerca [va] 10 28 M &4
EMEA 4 3 126 (89) )]
Japan {62} 505 362 M 40
Asa 59 55 29 7 90
Total net income $ 40 $ D42 $ 586 (94)% 10%
Average assets (i biffons of doliars! $ 28 $ 26 $ 25 8% )
Return on assels 0.14% 2.47% 2.25%
Average risk capital $1,114 $ 918 $1.003 21% {B1%
Return on risk captal 4% 70% 58%
Retum on invested capital 1% 18% 16%
Key indicators:
Average yiekd -~ 16.06% 18.68% 18.33%
Net interast margin = 13.23% 16 48% 16 83%
Nurrber of sales points
Othar branches 1,644 1130 754 45% 50%
Japan branches 135 325 405 {58)% (20)%
Japan Automated Loan Machines 809 £82 512 19% A3%
Total 2,588 2137 1671 21% 28%

i1} Sew fratnote § t e table un page kS
24 As 4 pEeniage of average founs.
Higt ol muaninghl
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2006 vs. 2005

Nef Interest Revenue declined, driven by lower results in Japran due to the
recent changes in the operating environment and the passige of changes to
consumer lending laws on December 13, 2006. The total impact included a
$581 million pretax charge to increase reserves for estimated losses due to
customer setllements. Excluding jrpvan, el Inferest Revenie increased
23% from the prior vear, driven by higher volumes in Asia, Latin Ameriea,
and Mexico. Non-Interest Revenue increased, primarily on higher
insurance and other fees and the impact of foreign currency transtation.

Operating expense increased primarily due to & $60 million pretax
repositioning charge in Japan to close approximately 270 branches and 100
ALMs. Excluding japar, expenses increased prmarly due to investment
spending, with 520 new branch openings and higher volume-related
EXPRRSES.

Provision for lnan losses increased primarily due to legistative and other
actions affecting the consumer finance industry in japan. including loan
Joss reserve builds and higher net credit losses. A increase in el credit
osses in EMES and Asia, driven by higher volumes, alse contributed to
higher credit costs in 2006, The increases were partially offset by the absence
of the standandization of the loan write-oft policy in Spain and italy in the
2005 third quarier.

"The increase in arerage loans outside of fapan was mainly driven hy
growth in the personal loan and real-estate-secured portfolios. In fuparn,
average loans declined by 5%, due to the impact of foreign currency
transhtion and tightened credit related to the passing of changes o
consumer lending laws.
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2005 vs, 2004

Nef ntorest Revenye wcreased, driven by growth in all regions except
Japean, mainly due to higher loan volumes. Net Inferes! Rervitie in Jpeast
declined due t Jower personal and real-estate- secured loan balances,
partially offset by the impact of foreign currency transtation. Now fferes!
Revenise increased primarily on higher insurance and other feos and the
impact of foreign currency translation.

tperating expense increased, reflecting the impact of tnvestrent
spending associated with the expansion of 376 branches outside of guiri
and repositioning charges in EMES during the 2005 first quarter of §38
million. These were partially offset by declines in Japern due to the closing of
pranches and the transitiont 16 ALMS.

Provision for loan losses dedined due to improved credit conditions,
including lower bankruptey losses in fgfxen of §96 million. This was
partially offset by higher personal foan losses in the I K., standardization of
the loan write-off poficy in Spain and taly, and lower credit resere releases.
The net credit toss tatio declined 61 basis points t 5.75%.

Growth in aeerage loans was mainly driven by increases in the real
estate-secured and personal-loan portfolios in EMEA and 4sia, partially otfset
by a decline in EMEA auto loans. In fapiai, average loans declined by 10%,
due to the impact of higher pay-downs, reduced loan demand, and the
impact of foreign currency wanslation.
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International Retail Banking

Internatianal Retail Banking
Net income

in mittions ot dolfars $2.840
SLIT 47083
2004 2005 2006

international Retail Banking international Retail Banking

2008 Net incame by Region Average Loans
In billions of dottars $64.1
$61.7
e
% $525
Asia Mexico
37% 37%
7004 2005 2006

International Retail Banking delivers a wide array of banking, lending, insurance and investment services through a network ol local branches
and electronic delivery sysiems, including ATMs, call ceniers and the Internet, International Retail Banking serves 52 million customer accounis
for individuals and small businiesses. Reverues are primarily derived {rom net interest revenue on deposits and loans, and fees on morigage,

banking, and investment products.

% Change % Change
in mitkons of doflars 2006 2005 2004 2006vs. 2005 2005 vs. 2004
Net interest revenue $6000 $5730 85237 5% 9%
Non-interest revenue 4518 3,997 3431 13 16
Revenues, net of interest expense $10518 39727 38668 8% 12%
Qperating expenses 6543 5537 4939 18 12
Provisions for foan losses and for benefils and claims 6540 1452 779 (56) 86
income before taxes and minority interest $3338 §2738 82950 2% {71%
tncome taxes 40 657 794 (25) (17
Miriority inferest, net of taxes 4 @) i) NM {1001
Net income $28480 § 2083 82157 36% 3%
Revenues, net of interest expense, by region:
Mexico $ 3129 52878 52572 % 12%
Latin Amernica 805 690 603 17 14
EMEA 3,314 3181 2 861 4 11
Japan 473 474 469 e 1
Asia 2,197 2,504 2.163 12 16
Tolal revenues $10518 30727 58668 8% 12%
Net income by region:
Mexico $1059 3 B3 0§ 560 26% 49%
Latin Amerfca 57 118 148 (52) 20}
EMEA 572 150 512 NV el
Japan 18 126 154 6) {18
Asia 1,042 857 783 2 9
Total net income $2840 §2083 82157 36% (3%
Average assets fin billions of doliars) $ 124 5 115§ 103 8% 12%
Return on assets 2.20% 181% 2.09%
Average risk capital i+ $ 9470 310302 89067 8% 14%
Retum an risk capital 30% 20% 24%
Return on invested capital © 16% 1% 13%
Koy indicators: {in billions of doffarsj:
Average deposits $ 1475 §1363  $125.1 8% 9%
AlMs [£OP) $ 1382 31154 31034 20% 12%
Average loans $ 641 3 617 3530 4% 15%

(1 Sewlootnote 6 fo e 1able on page 3.
P Nat meardnghé
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2006 vs. 2005

Net Buterest Revenue increasel, reflecting growth in loans and deposits of
4% and 8%, respectively. Now-fnferes! Reveniee increased primarily due o
improvements in all regions except e, driven by an increase in
investment product sales of 36%, the 2006 fourth quarter $234 million gain
in Mevico on the sale of Avantel, increased insurance and other banking fees,
and the inpact of foreign currency translation, Assets under managerient
grew by 209%.

Operating expenses increased on ingredsed investment spending (which
included 342 new branch upenings}. higher business volumes, SFAS 123(R)
charges, higher advertising and marketing costs, and the costs associated
with the labor settiement in Korea.

Progisions Jor loan losses and for benefils and cdaims declined
primarily due to the ahsence of the 2005 third quarter charge of §476
milllon to standardize the loan write-off policy in Germany and Belgium and
the 2005 second quarter increase of $127 million in the Germany credit
reserve to refleet increased experience with the effects of bankruptey law
tiberalization. Addigonally, the decline was due to a $159 million gain from
the salle of charged-off assets in Germany, and a $168 million loan loss
reserve felease in Korea related 1o improvements in the creditenvironment in
this market.

Net income in 2006 also reflected higher tax benefits in Mevico and Avia,
including utilization of $28% million of APB 23 benefits in Mevico, a 2006
first quarter $55 million benefit from the resolution of the Federal Tax Audit,
a4 $18 million benefit redated to the resolution of the New York Tax Audits,
and the impact of 2 lower overall effective tax rate, partially offset by the
absence of 4 2005 third quarter Homeland Investrment At tax benefit of $61
million in Mexico,

Regional Net income
Mevico income growth was driven by @ 2006 fourth quarter $145 nullion

after-tx gain on the sale of Avantel, wtilization in 2006 of APB 23 tax
benefits totaling $28% million, and growth in average loans and deposits
Partially offsetting the income growth was the absence of bath 2 879 million
prior- vear value added tax refund and a $50 million gain from the favorable
smpact of restructuring Mexican government bonds, nel interest margin
compression, and higher expenses from increased investment spending,
Latin America income declined primarily due to increased expenses
associated with new branches in Brazil, partly offset by strong growth in
loans and deposits, up 46% and 7%, sespectively. EMES income increased,
driven primarily by the absence of the 2005 third quarter $323 million
after-tax change to standardize the loan write-off policy. the absence of an
$81 million loan loss reserve build in the 2005 seoond quarter, strong, growth
in customer deposits and investment product sabes, and higher Germany
asset salles. Partially offsetting the increased income were higher expenses
from increased business volumes and investment spending tied to retail bank
branch expansion. fgpr income dectined due 1o Jower deposits and higher
expenses, mainly due to the consolidation and compliance activities related
to the shutdown of Japan Private Bank and the impact of foreign currency

sanskation sy income incresed, benefiting from higher deposit revenues
and investment product sales and loan loss reserve releases in Korea and
Australia; this was partly offset by increased investment spending tied to retail
hank branch expansion and the costs assaciated with the Korea labor
settlement.
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2005 vs, 2004

Net fnterest Revenye increased, with improved depusit revenues in all
regions; higher branch lending revenues in EMEA, Asia and Latin America;
the benefits of foreign currency translation; and the impact of the KorAm
acquisition. Navi-futerest Revere increased primarily driven by higher
ivestment revenues in all regions except Zetin Amertoa; he impactof the
KorAn: acquisition, the impact in Hexico of the 2005 second quarter gain
related to Fobaproa and the 2005 third quarter value added tax refund; and
the benefits of Foreign currency translation. Average loans prew 15%,
primirily inAsie, Mexico, and fupan, while average deposits grew by 9%,
prinyrily in Asi, Mevico, and EMES, Assets under management increased
b} 17%.

Operating expenses increased due to the expansion of the distribution
network in 4l regions except gz, forelgn currency transtation, the tmpaat
of first quarter 2005 repositioning expenses of $70 miflion, and the impact of
the KorAm acquisition This was partially offset by the VAT refund of 893
million in Mexvco. Total hranches grew by a net 131 during 2005, reflecting
the apening of 183 new hranches,

Proisions for loan losses and for benefits and daims increased a5
sustained imprevement in credit quality was mote than offset by a $476
million pretax charge to standardize loan write-off policies in EHE to the
global write-off policy and a $127 nillion increase in the German credit
reserves to reflect increased experience with the effects of bankrupicy faw
liberalization. As aresult, the consumer net credit foss ratio increased to
3.05% in 2005. The standardization of the Ioan write-off policies resulted in a
significant drop in the 90 days past-due ratio, which felt to 1.29% i 2005,
compared o 3.36% in 2004 and 4.61% in 2003,

Net fncome in 2005 also reflected a 361 million net tax benefit from the
Homeland Investment Act.

Regional Net Income

Mevico incone increased on strong sales and customer balance growth,
as well ag the VAT refund of $79 million and tax benefits from the Homeland
nvestment Act. Latin Amertz income declined, driven by repositioning,
expenses in 2005, and the impact of investment initiatives, primanly in
Brazil. EMEA income declined, driven by the impact of the write-off pulicy
standardization, increases in credit loss reserves in Germany, and
repaositioning expenses reflected in the first quarter of 2005 fapvan income
declined due primarily to expense growth associated with the consolidation
and compliance activities related to the shutdows of the Japan Private Bank.
Aséer income incregsed, henctiting primarily from strongly improved
revenues due to increased business volumes, the impact of the KorAm
acquisition, and henefits from foreign currency transtation.
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INTERNATIONAL CONSUMER OUTLOOK

Certain of the statements below are forward-looking statements within the
meaning of the Private Securities Litigation Reform Act. See “Forward-
Looking Statements” on page 97,

Internztional Consumer is diversified across 2 number of geographies,
product groups, and customer segments and monitors the economic
situation in all of the countries in which it operates, In 2007, International
Consumer will continue to invest to build on the competitive advantages of
its existing global network of branches, offices and sales professionals. The
husiness expects earnings growth from expanding its customer base through
organic growth, investments in expanding the branch network, and the
benefit from strategic investments and 2006 aoguisitions, a5 well 25 the
recently announced acquisition of Egg, The Egg acquisition when combined
with the UK. Consumer operations will create 2 broad-spectrum consumer
financial services provider. These key variables are expected to drive growth
in foans, deposits and investment product sales. The businesses will also
focus on tight expense control, productivity improvements and effective
credit management. Revenues and credit costs will be affected by global
econemic conditions, including the level of interest rates, the credit
ewvitonment. unemployment rates, and political and regulatory
developments around the world. International econonties are expected to be
stable, with an improvenient in economic activity expected in Western
Europe and many Asian nations.

hiternational Cords — [n 2007, continued investment in customer
acquisition in both new and existing markets is expected to drive increased
purchase sales and loan volumes. Credit costs are expected to show some
deterioration as the growing portfolio seasons, while the underlving credit
environment is forecast to remain stable.

International Consumer Finanee — In 2007, investment in new
branches and sales professionals will continue in key expansion markets. In
Japean, the impact of the changes to consumer lending laws enacted in 2006
will continue to affect the operating envitonment. The repositioning of the
Japen business is consistent with the Company's efforts to establish a lower-
cost platform and will enable it tb compete more effectively in the new
interest rate enviropment, The business expects to break even during 2007,
Excluding Japan, organic growth in existing branches, coupled with new
hranch openings, is expected to drive revenue and earnings growth. Offerings
of new loan produets and services in new markets will continue, and gains in
rarket share across several kev international regions are forecast. The credit
enwironment in faper will e impacted by the changes enacted in 2006,
Outside of Japan. credit costs are expected to increase slightly. in line with
the growing portfolia.

Internationel Retas! Banking — In 2007, the business will conlinue to
invest in hranch expansion and build on astrong presence in several key
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markets. The business is expected to generate revenue and earnings growth
through an expanded hase of custorners, as well as increases in loan and
deposit hatances and increased investment product sales. Credit costs are
expected to deteriorate following the loan loss teleases in 2006, and as the
growing portfolio seasons, while the underlying credit envimonment is
forecast to remain stable. During 2006, the business benetited from a higher
Tevel of APB 23 tax henetits, which are expected to be at lower levels in 2007,

Other Consumer
Other Consunzer includes certain treasury and other unallocated staft
functions and global marketing,

Iy mifkions of doliars 2006 2005 2004
Net interest revenue $211) 3064 30128
Non-interesi revenue 121 {34) 684

Revenies, net of interest expense $(90) 3258  S556
Operating expenses 583 349 388
Income (loss) hefore tax benefits $673) 307 5168
Income taxes (benefits) (322) {233) 71

Net income (loss) $(351) G374 S 97

2006 vs. 2005
Rerenies and expenses refloct certain unallocated items that are not
reported in the Global Consumer operating segments.

The net loss decrease was primarily due to the absence of the 2005 first
quarter loss o the sale of a Manufactured Housing loan portfolio of $109
million after-tax, the 2006 first quarter tax benefit of 340 million on the
resolution of the Federal Tax Audit, and other tax benefits of $17 million,
partially offset by SFAS 123(R) charges of $25 million after-tax and higher
staft payments and legal costs.

20085 vs. 2004
Rerenues and expenses reflect certain unallocated items that are not
reported in the Global Consumer operating segments.

The #et inconie dectine was primarily due to the absence of a $378
million after-tax gain related to the sale of Samba in the 2004 second
quarter, and the 2005 first quarter loss on the sale of a Manufactured
Housing Loan portfolio of $109 million after-tax, partially offset by the
absence of a §14 miltion after-tax write-down of assets in a non-core
husiness in the 2004 fourth quarter and lower legal costs. Excluding the
fmpact of the Sambat gain. the decline in 2004 was primanily due to lower
treasury results, including the impact of higher capital funding costs, the
$14 million alfter-tax write-down of assets in the 2004 fourth quarter. and
higher staff-retated, global marketing and legal costs.
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CORPORATE AND INVESTMENT BANKING

Corporate and investment Banking

Net income
I mifiions of doliars
$5.095 s
$2.042
2004 2005 2006

Corporate and Investment Banking
2006 Net Income by Product”

Transaction
Services
0%

Capital
Markets and
Banking
80%

~Excludes Other Corporate and lovestment Banking loss
aof $62 million

Corporate and lnvestment Banking
2006 Net Income by Region®

Labm
America

Asta
23%

3%

}agan/ ' Mexico
4% 5%

EMEA
8%

“Exctudes Other Corporate and Investrent Banking tuss of

$62 mithon

Corporate and Investment Banking (CIB) provides corporations, governments, institutions and investors in approximately 100 couniries with a
broad range of financial producis and services. CIB includes Capital Markets and Banking, Transaction Services and Other CIB.

% Change % Change
In mifions of doflars 2006 2005 2004 2006vs. 2008 200G vs 2004
Nat interest revenue $8492 58100 59050 5% {101%
Nor-interest ievenue 18,695 15,763 12736 19 24
Revenues, net of interest expense $27,187 323863 521786 14% 10%
Operating expenses 17,118 14,133 20530 2 3%
Provision for credit losses 358 {42) 975) NM 96
Income before taxes and minority interest $9708 $9772 8223 (1)% NM
Income taxes 2,528 2818 96 {10) NM
Minority mterest, net of taxes 54 59 93 8) {371%
Net inconw $ 7,127 S 683 & 2042 3% M
Revenues, net of interest expense, by region:
us $10,155 59901 & 890 3% 10%
Mexico 781 777 770 1 1
{atin America 1,728 1415 1318 22 7
EMEA 8,757 8,849 6512 28 5
Japan 1,062 1,224 817 {14) 50
Asia 4,714 3,697 3408 28 8
Total revenues $27187 523863  $21.786 14% 10%
Net income hy region:
us $2209 523950 S{21890) (25)% NM
Mexico 36 450 659 {23) {321%
1 atin Amenca 633 619 a1 3 24)
EMEA 2,011 1,130 1136 78 n
Japan 27 498 334 (45} 49
Asia 1,651 1,248 1.290 R i3
Total net income $7127 $6835 52042 3% N
fverage risk capital $21827 321206  S19047 2% 11%
Returm on risk capital - 3% 32% 1%
Return on nvested capital 24% 24% 8%

(1t See fuoinee 6 1o e luble onpage 3.
B Nt teanlnghs
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Capital Markets and Banking

Capital Markets and Banking Capital Markets and Banking Capital Markets and Banking
Net Income 2006 Net Income by Region 2006 Revenue by Product”
in miftions of dollars
$5.763 iatmv
. America Equity
$5.395 $5.321 % Narkets Fued
1g% Income
Asia Markets
18% : 51%
Lending
%
iy
o
IanB;s(tment
EMEA 5% anung
7% %
* Excludes Other Capital Markets and Banking
2004 2005 2006 revenue of $(433} miltion.

Capital Markets and Banking offers 3 wide array of invesiment and commercial banking services and products, including investment banking and
advisory services, debt and equity trading, institutional brokerage, foreign exchange, structured products, derivatives, and lending. Capital Markets
and Banking revenue is generated primarily from fees for investment banking and advisory services, fees and spread on structured producis,
foreign exchange and derivatives, fees and interest on loans, and income earned on princi pal transactions.

% Change % Change
2006 2005 2004  2006vs.2005  2005Svs 2004
§ 5483 Fona 3 &%
15735 R 20 24
$11. 18 T 1% AR
13,138 : A 14 .
kre) any L NM 2
$ 7,758 ¥ 3% £
1,844 : 8) :
52 i {10)
Net income $ 5,763 ionaT 3o B% i
Ravenuss, net of interast expense, by region:
. TR T TR R Y -
578 vt (% .
1.061 4 2 !
6,811 § 30 !
842 EN / n P2
4 3,108 7l L 39 !
Total revenues $21,218 s ERRRIRS 12% te
Net income by reglon:
< $ 2178 (10)%
284 (25)
4 442 (5}
1,540 81 i
248 {48) B
1,088 39 ik
Total nat income 5,763 B% !
SRR ik w1 $20,144 % '
21%
§ 1,328 10% e
1,237 8
2,688 25
g
{261) 15 Q
(195} 73 4
$ 4788 18% ¥
1,887 (12) 4
3,802 b2y
10,974 14
e gt Wk {439) NM
Total Capital Markets and Banking Revenuo ¥ $21,218 1% 1

(11 See tootnate 15 fo e lable oipage 3. N ‘ , . ) )

(2 Capitat Markeds aimd Banking tosonnes refiac] Gitighap s porian (49%! of thie rosulls of the Mk Clligioup Jaint Vertiss on each iespoctive Bne with an offsetn Ot Capital Markets and Banking o conform 1o the
CRAR it osentation

1M Not msningh
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2006 vs. 2005

Reventues, nel of fnterest expense, increased, driven by broad-based growth
across products, particularly in EMES, Asia and Lattn America. Fixed
Income Markets revense increases reflected growth in emerging markets
trading, municipals, foreign exchange and credit products. Equity Markets
revenues increased, deiven by strong growth globally, including cash teading,
derivatives products and convertibles, [nvestment Banking tevenue growth
was driven by higher debt and equity underwriting revenues and increased
advisory foes. These gains were partially offset by a revenuc decline in
Tending, as improved credit conditions led to lower hedging results, the 2005
$386 million pretax gain on the sale of Nikko Cordial Shares and lower
reveniue in Gommodities

Gperating expenses were impacted by $737 million of SFAS 123(R)
charges and higher production-related incentive compensatian. s well as a
growth in headcount and increased investment spending on strategic growth
initiatives.

The proviston for credit losses increased, driven by 2 3372 million pretax
charge t increase loan loss reserves, reflecting growth in loans and
unfunded lending commitments and an update to historical data used for
certain loss estimates.

Regional et Income

Net fncome in the 125, declined, primanily due to hugher compensation
expenses (the impact from SFAS 123(R) charges) as well as lower revenues
in Commodities and Lending, partially offset by higher Fixed Income and
Equity Markets revenues and tax benefits from the resolution of the Federal
Tax Audit and the New York Tax Audits

Mexico netincome was down, as growth in Fixed Income Markets
revenues was offset by lower equity undervriting and lending reveniues
Lower nel income also reflected the absence of 2 $39 million tax henefit from
provisions of the Homeland Investrent Act, s well as higher compensation
expense and the absence of loan loss recoveries recorded in the prioe-year
period

Latin Amertca vet income declined on an increase in credit costs due to
the absence of loan loss recoveries recorded in the prior-year period, higher
investment spending, and the impact of SEAS 123(R) charges. These declines
were partially offset by strong revenue growth in Equity and Fixed Inicome
Markets in Braz! Investment Banking and by the tax benefits from the
wesolution of the Pederal Tax Audit.

EMEA nct income increased on double-digit growth across all major
product lines in the region from higher volumes and growth in customer
activity and tax benefits from the resolution of the Federal Tax Audit. The
increase {n net incorne was partially offset by higher compensation expense
due to stalf additions and the impact from $FAS 123(R) charges, and higher
credit costs on growth in loans and unfunded loan commitments.

Netincome in japven declined as strong growth in Fixed Income was
offset by a decresse in equities, the absence of a $248 million after-tax gain
on the sale of Nikko Cordial shares in the 2005 fourth quarter, and higher
CXPENSEs.

Net income in Asia increased, driven by broad-based double-digit growth
across several products, including Fised Income and Equity Markets and
Advisory. Continued benign credit conditions and incremental tax benefits
front APB 23 1n Australia, and globally the resolution of the Federal Tax
Audit, further holstered fuli-vear results.
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2005 vs, 2004

Revenues, net of interest eypense, increased, driven by growth across all
products. Equity Markets revenues increased, driven by growth in cash
trading, alternative execution and derivatives products. Fixed Income
Markets revenue increases reflected growth in interest rate products,
commadity derivatives, foreign exchange, and securitized markets
Trvestment Banking revenue growth was driven by increased advisory fees on
strong growth in completed M&A transactions and growth in equity
underwriting, Lending revenue growth was mainty due to hedging gains in
credit derivatives. Revenues also include 1 $386 mitlion pretax gain on the
sale of Nikko Cordial shares

Operaitng expenses increased due 1o higher incentive compensation,
including repositioning costs of $212 million pretax (in the 2005 fist
quarter), increased investment spending on strategic growth initiatives, and
the inpact of the acquisitions of Knight and Lava Teading, Expenses
included a $160 million pretax charge to increase reserves for previously
disclosed legal matters recorded in the 2005 fourth quarter,

The provision for credit losses increased, reflecting an increase to loan
loss reserves in 2005 and the absence of loan loss reserve releases recorded in
the prior vear. The provision for credit losses in 2005 included $289 million
w increase loan loss reserves for increases 1 off-hadunce sheet exposure, and
aslight decling in credit quality.

Net fncame in the 175 decreased primarily due to an increased provision
for credit losses.

The negative impact of a flat vield curve on revenues and the absence of
loan loss reserve releases recorded in the prior vear caused a decline in
Mexican net income

Litin America net income decreased prinsarily due to the absence of loan
Toss reserve releases recorded in 2004 and a decline in revenues from
completed corporate finance ransactions. Credit quality in Argentina and
Brazil improved.

EMEA net income increased as 4 result of strong revenues across all
businesses and lower credit provisions. Revenues increased in Fixed Income
Markets, Equity Markets, Investment Banking, and Lending, un higher
volumes and growth in customer activity.

Net income in Jzpan increased due to strong growth in Equity Markets
and Fixed Income Markets revenues and a $248 million after-tas gan on the
sule of Nikko Gordial shares recorded in the 2005 fourth quarter.

Net income in Asi7 decreased primarily due to Jower Fixed Income
Markets revenues, rainly in global distressed debt trading and foreign
exchange trading
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Transaction Services

Transaction Services

Net income
In mittions of dollars

$1.426

1,138
$1.045 !

2004 2005 2006

Transaction Services
2008 Net [nceme by Region

apan

2%

Asia
A%

5% Laten
Amenca
13%

Transaction Services
2006 Net Revenue by Type

Trade
0%

Secusities
Services
3%

Cash
Management
59%

Transaction Serrices is comprised of Cash Management, Trade Services and Securities & Fund Services (SFS8). Cash Management and Trade
Services provide comprehensive cash management and trade finance for corporatons and financial institutions worldwide. SES provides custody
and fund services (o investors such as insurance companies and pension funds, clearing services to intermediaries such as broker-dealers, and
depository and agency/trust services to multi-national corporations and governments globally. Revenue is generated from fees for transaction
processing, nel interest revenuie on Trade Services loans and deposits in Cash Management and SFS, and fees on assets under custody in SFS.

% Change % Change
in miltions of dofars 2006 2005 2004 2006vs. 2005 2005 vs 2004
Het interest revenus $3.000 $2.206 §1.745 3% 32%
Non-intersst ravenue 2,962 2505 2,333 14 1A
Revenues, net of interest sxpense $5,971 34,601 $4,078 22% 20%
Oparating expenses 3,850 3136 2,846 19 17
Provision for cradt losses 36 19 (108} 89 [{1¥]
Income before taxes and minority interest $1,985 $1556 $1,430 28% 9%
Income taxes 657 420 381 33 190
Minority interest, net of taxes 2 1 4 100 {75
Net income $1426 $1,135 $1,045 26% 9%
Revenues, net of interest expense, by region:
s $1,265 $1.039 § 827 2% 26%
Mexico 203 Ikl 16 6 9
Latin America 637 519 435 23 19
EMEA 2,146 1.7 1533 22 14
Japan 110 84 73 ki) 15
Asia 1,610 1,302 1,032 24 26
Total revenues $5,971 $4,891 $4,078 22% 20%
Net income by region:
us $ 9% 5 95 $ %4 5)% 13%
Mexico 68 74 15 (8) (36)
Latin Amarica 192 183 192 25 20
EMEA 465 320 272 45 18
apan 23 13 12 77 8
Asia 588 480 370 23 30
Total net incoms $1,426 $1,135 $1,045 26% 9%
Average fisk capital $1.436 $1.328 $1,380 12% A%
Return on risk capital © 9% 85% 76%
Return on invested capital 54% 47% AB%
Key indicators:
Average depasits and other customer liability balancas fin bilions of dollars) $ 203 S 164 $ 146 24% 12%
Assets under custody at year-end (i trillions of doliars) - 104 a6 79 21% 9%
Revenue details:
Cash management $3,505 52,864 $2,345 22% 2%
Securities and funds services 1,844 1437 1,148 28% 25%
Trade services 8§22 590 584 5% 1%
Total revenus, nat of interest sxpensa $5.971 54,801 54,078 2% 20%

1) Soatoolride 6 kot table i pags
NM Not meaninghd
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2006 vs. 2005

Revenes, net of interest expense, incrased, reflecting continued growth in

customer lizhilities and assets under custody. In addition, kigher tnterest
ates, increased volumes, and higher sales contribued to the growth.

Cash Management's tevenue reflected growth across all regions, driven
by higher liahility balances, volumes and new sales. Higher interest rates also
contributed to the revenue increase

Securities & Funds Services experienced growth in revenues across all
regions except Mevico, This was attributable to higher assets under custody
and volumes, increasing interest rates, and the impact of acquisitions. Assets
under custody reached $10.4 illion, an increase of §1.8 trillion, or 21%, on
strong momentum from new husiness activities and improved equity
niarkets, and the inclusion of ABN AMRO and UNISEN assets under custody

Trade Serviges and Finanee revenues increased, principally driven by
growth in EME4 and the 745 This was partially offset by the Latin Amevica
egion.

Operating expenses increased due to organic business growth,
acquisitions, and investment spending,

The change in the provistui for credit fosses of $17 mitlion was
primarily attributable to 4 reserve increase of $10 million in 2006 compared
withi 2005,

Regicnal et lacome
Nt income in the 118, declined, primarily due to continued investment
spending, offset by growth in liability balances, and rising interest rates.

Mexico et income decreased primianty due to the absence of an 38
million tax benefit from provisions of the Homeland Investment Act, as well
as a 82 million VAT refund and higher expenses, offset by growth in liability
halances and rising interest ctes.

Latin America net income increased primarily due to mcreased revenues
from new sales, growth in liability balances, and vising interest raes.

EMEA net income increased primaily on incrensed revenue from new
satles, growth in Tiability balances and assets under custody, rising interest
rates and strong volumes. Asia net income increased primarily from
increased revenue from new sales, higher customer volumes, and growth in
liability balances and assets under custody, and rising interest rates,

Jrapern net income increased primanily due to increased rvenue from new
sales, growth in liability balances and assets under custody, and rising
inlerest rates

2005 vs. 2004

Revenues, nel of interest expense. increased, reflecting growth in Cash
Management and Global Securities Services. Average liability balances grew
20%, primarily due to increases in Asizz, EMEA and the 12, reflecting
positive flow from new and existing customers. Average liability balances
reached $164 hillion in the fourth guarter.

Cash Management vevenue increased mainly due to growth i lisbility
balances, improved spreads, and increased fees from new sales. Revenue
growth was at 4 double-digit rawe across alt regions,

Securities and Funds Sereices revenue increased, primarily reflecting
growth in Latin Anierica, Asia and the 178 ; higher assets under custody and
fees; and the impact of acquisitions. Assets under custody reached $5.6
million, an increase of $0.7 rillion, or 9%, on strong momentum from
record sales, equity markets, and the inclusion of ABN AMRO and UNISEN
assets under custody This was partially oftset by i strengthened 115, dollar
and a slowdown in fixed incorme markets

Trade Services revenue increased, due to growth in Asiz and EVES,
partially offset by spread compression in Mevico and Latin America.

Uperating expenses increased on higher business volumes, acquisitions,
and investments in growth opportunities.

The change i the provision for credit fosses was attributable to 4 resene
release of $163 million in 2004; this compared to rserve increass of $18
million in 2005,

Net incomie in the {73, increased, due to prowth in lability balances,
improved spreads, and an increase n assets under custody, partially offset by
higher expenses due to acquisitions and continued investment spending,

Mevico netincome decressed, due primarily to loan Toss reserve releases
in 2004, Adjusting tor the reserve releases in 2004, net income momentun
Was strong,

Lettin Aertcet netincome decreased, due primarily to the impact of loan
loss reserve releases in 2004

EMEA net inoome increased, mainly due to increases in Hability balances
and assets under custody, which drove strong revenues in Cash Management
and Global Securities Services.

Asin net incore rose in 2005, driven by new sales, increased fees trom
higher customer volumes, the tmpact of the KorAm acquisition, and growth
in liahility halances.

Japent netincome increased, muinky due to increases in ability balances
and assets under custody.

Cash-basis loans, which in the Transaction Services businesses ane
pricarily wade finance recetvables, were $81 milhon and $112 mithon at
December 31, 2005 and 2004, respectively. The decrease of $31 millionin
2005 was primarily due to a dectine in Brazl
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OTHER CiB
Other £18 includes offsets to certain line items reported in other CIB segments, certain non-recuming items and tax amounts not allocated to CIB products.

i nifbons of doflans 2006 2005 2004
Net interest revenue $— S — § @
Non-interest revenue {2} 2 611
Revenues, net of interest expense $@ s 2 % 602
(perating expenses 33 684) 7726
facome {loss) before income taxes {benefits) $(35) &686 §7123
{ncome taxes (benefits) 27 253 {2,725
Met income Hoss) $(62) 5433  $4.399
2006 vs. 2005 20085 vs. 2004

ot income declined due to the absence of the 2005 fourth quarter Net ficome of $433 million in 2005, compared to 2 net loss of $4.398
WorldComy/Research litigation reserve release of 8375 million after tax and billion in 2004, is primarily the result of the $4.95 billion after-tax

the 8120 million after tax insurance recovery in 2005 related to WorldCom WorldGom and Litigation Reserve Charge recorded in 2004 and the release
and Faron legal matiers of WorldCony Research litigation reserves of $375 million after-tax in the

2005 fourth quarter. Results in 2004 included a $378 million after-tax gain
an the sale of Samba recorded in EMEA. Results in 2005 included a $120
million after tax insurance recovery related to WorldCom and Enron legal
matiers recorded in the 2005 fourth quarter
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CORPORATE AND INVESTMENT BANKING OUTLOOK
Certain of the statements below are forward-looking statements within the
meaning of the Private Securities Litigation Reform Act. See “Forward-
Looking Statements” on page 97,

CIB is significantly affected by the levels of activity in the global capital
narkets, which are influenced by miacro-cconomic and political
developments, among other factors, in the approxintately 100 countries in
which the business operates. Global economic and market events can have
hoth positive and negative effects on the revenue and credit performance of
the businesses

As 2007 beains, the credit eavironment is expected to remain stable:
however. losses on comporate lending activities and the level of cash-busis
Joans can vary widely with respect to timing and amount, particutarly
within anv narrowly defined business or loan type. In 2007, the business
expects to benetit from a higher level of APH 23 tax henetits than it realized
in 2006

W0 2007, Capited Mearkets and Biking initiatives will continue to focus
on the deliveny of financial solutions tailored to clients' needs and the
tarpeting of client segments with strong growth prospects The business
intends to leverage its position in certan products and client relationships
o increase its shase of higher-margin structured products, for which

45

continued demand is expected. The business will continue its multi-vear
huild-out of structured products capabilities in credit, commodities and
currencies, which should become a platform for future growth. We began to
see 3 contrthution t our growth in 2006 and expect 4 continued growth in
revenues in 2007 Banking is expected to continue to see growth,
particularly from the rapidly expanding Small und Medium Enterprises
(SME) business segment in the emerging markets and by expanding the
successtul National Corporate Bank model (an initiative o expand
corporatie banking custonters to the next fevel down—Hy size—of clients)
o other countries. Tn parallel, leveraging the CIB's global network, client
oams will seek to further strengthen client relationships and increase
narket share and revenues.

10 2007, Transaction Sertices will focus on generdting organic reverue
and eamnings growth, The arising needs of emerging markets and of the
workd's increasingly sophisticated capital markets will continue to diive part
of this growth. Managenient expects 1 sustain carmings prowth by
leveraging its global reach and economies of scale. which witl help offset
spread compression, Management will also focus on business apportunities
in the 1S by broadening its footprint through domestic relationships.
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GLOBAL WEALTH MANAGEMENT

Glohal Wealth Management Giohal Wealth Management Global Wealth Managemant
Net Income 2006 Net income hy Preduct 2006 Net income hy Region
In mitiions of dollars
Latin
Bt Asia ?g{:&naa
Bra:;z]ie EMEA 11%
3% 2%
Menco
2%

Smith
Barney

$
0% 84%

2004 2005 2006

Global Wealth Management is comprised of the Smith Rarney Private Client businesses (including Citigroup Wealth Advisors outside the 1°8.),
Chigroup Private Bank, and Citigroup Investment Research.

% Change % Change
in iiilians of dolars 2006 2005 2004  2008vs.2005 2000 vs 2004
Net interest revenue $ 1,92 $ 1895 S 1678 13% 1%
Non-interest revenue 8,255 6,989 6853 18 2
Revenues, net of interest expense $10177 3 8.684 $ 8529 17% 2%
Operating expenses 8,008 6,696 6,666 20 e
Provision for loan losses 24 29 {51 {17 NM
income before taxes $ 2,147 $ 1,059 $ 1868 10% 5%
Income faxes 703 715 659 (2) 8
Net income $ 1,444 3 1,244 $ 1209 16% 3%
Revenues, net of interest expense hy region:
us $ 8,793 $ 7628 § 72484 15% 6%
Mesico 129 124 138 4 gle]
Latm America 186 203 227 8 {1
EMEA 33 295 291 12 1
Japan — &) 200 100 Ni
Asia 738 440 432 68 2
Total revenues $10,177 § 8684 S 8.529 17% 2%
Net income (loss) by region:
us $ 1210 3 1141 § 1178 6% (3%
Mexico % 44 52 {18) {15
Latm America 12 17 43 (29) 0
EbIEA 23 8 15 NM @7
Japan — {82} 1205) 100 60
Asia 163 116 125 41 {71
Total net income $ 1,444 3 1244 $ 1,209 16% 3%
Average risk capital - $ 2,489 3 2,113 3 1907 18% 1%
Return on risk capital - 58% 53% 83%
Return on invested capital 36% 465% 52%
Key indicators: (in biffions of dolfars)
Total assets under fee-based management $ 399 $ 346 S 292 15% 18%
Total clisnt assets 1,438 1,310 1.160 10% 13%
Net client asset flows 14 29 32 (52)% 1%
Financial agvisors (FA) / bankers factual numbes) 13,594 13,916 12.728 2% 9%
Annualized revenue per FA / barkes fin thousands of doffars) $ 740 § 679 § 672 % 1%
fwerage deposits and other customer liahility balances $ 104 $ 9 s o4 12% hé%
Average foans $ 42 $ 40 $ 38 5% 5%

11 Seedmilnote § 1o the tatde v page 2.
PR Med mawaninghts

47

OPP007247



Smith Barney

Smith Barney
Neot lncome
fa mithpas of dollars
$1.805
$881 $an
2004 2005 2006

Smith Barney

Total Assets Under Foe-Based Management
in bittions of dollars at December 31

$343
$208

$240

2004 2005 2006

Smith Barney
Financial Advisors
At December 3}
13414
12,138
2004 2005

13,143

2006

Smith Bariey provides invesiment advice, financial planning and brokerage services to affluent individuals, companies, and non-profits through a
network of more than 13,000 Financial Advisors in more than 660 offices, primarily in the LS. Smith Barney generates revenue from managing
client assets, acting as a broker for clients in the purchase and sale of securities, inancing cusiomers’ securities transactions and other borrowing

needs through lending, and through the sale of mutal funds and aliernative investments.

% Change % Change
I mifions of doiars 2008 2005 2004  2008vs. 2006 2005 vs 2004
Netinterest revenue $ 968 3 625 § 608 54% 3%
Nar-interest revenue 7,195 6,200 5879 18 5
Revenues, net of interest expense $ 8,160 $ 6825 $ 6485 20% 5%
Operating expenses 6819 5,408 5018 n 8
Provision for |oan losses — 12 — {100) —
income before taxes $ 1,541 $ 1408 $ 1.469 % %
Income taxes 536 537 578 — {7)
Net income $ 1,006 3 87N $ 891 15% )%
Revenues, net of interest expense, by region:
us $ 79N $ 6,825 S 5.485 1% 5%
Mexico - —r . — —
Latin Amertca — — — o -
EMEA 26 . - - —
Japan — — - - —
Asia 163 s — — o
Total revenues $ 8,160 $ 6,825 § 6485 20% 5%
Net income by region:
48 $ 985 3 87 5 8 13% 2i%
Mexieo — e — - -
Latin America s — — — —
EMEA 5 e e — -
Japan e --— — - —
Asia 15 — — —_ —_
Total net income $ 1,005 $ 871 5 an 15% (2%
Average risk capital $ 1491 3 938 $ 1156 59% (191%
Return on risk capital = 67% 93% 77%
Return on invested capital %% 50% 57%
Key Indicatocs: (i biflions of doffars)
Total assets under fee-based management $ 343 $ 298 S 240 15% 24%
Total client assets 1,230 1130 978 o 16%
Net client asset flows 2 24 {68)% 17%
Financial advisors (FA) @acfual number} 13,143 13,414 12.128 {2)% 11%
Annualized revenue per FA fin thousands of dollars) $ 617 3 556 $ 53 11% 4%
Average deposits and other customer fiability balances $ 51 3 45 S 44 13% 2%

(1 Soe totriol B to e tablo onpage
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2006 vs. 2005

Revenmes, net of tnterest expense, increased primarily due o 232%
inceegse in fee-based revenues, reflecting the continued shift toward offering
fee-hased advisory products and services. The launch of the Tiered-Pricing
Program in Septernber 2006 also drove revenue growth, along with strength
in the Managed Accounts, Mutual Fund and Annuity businesses.
Transactional revenues increased 3% due to increased customer trading
wolumes, Results wso reflected the acguisition of Legg Mason in Decernber
2005.

Opesating expenses increased primartly due to higher compensation
expense, including $344 million of SFAS 123(R) costs, and integration costs
of the Legg Mason retail brokerage business,

Total assets under fee-bused management were up from the prior-vear
period, driven by net client asset flows and positive market action. Net flows
were down compared to the prior vear primarily on client attrition.

49

2005 vs. 2004

Revenues, net of interest expense, increased primarily due to 2 $459
million increase in asset-based revenue. Lower client irading volumes drowe
adecline in transactional revenue, which decreased by $119 million.

Operating expenses increased, primanly due to higher production-
related compensation 45 4 result of increased revenue. The increase also
included repusitioning charges of $28 million pretax in the 2005 first
quarter, higher legal costs. and integration costs refated to the acquisition of
the Legg Mason retail brokerage business.

Provision for loan loss increased, primarily reflecting the impact of
growth in tailored loans

On December 1, 2005, Smith Barney completed the acquisition of Legg,
Mason's private client business, which added 124 hranches, approximately
$100 bitlion of assets under management and more than 1,200 financial
arbvisors, prinvavily in the Mid-Atlantic and Southeastern states. These
branches and financial advisors were convorted to Seth larney's operating
platform during the 2006 first quarter.

Total assets under fee based management increased, reflecting organic
growth and the addition of Legg Mason Total client assets. including assets
under fee-hased management, increased primarily due to higher equity
narket viues, the acquisition of Legg Mason and positive net flows of 328
hilkion.

Citigroup investment Research

Citigroup Investment Research provides independent client-focused research
t individuals and institutions around the world. The majority of expense for
this organization is charged to the Global Equities business in Coprtal
Mavbets and Banking and to Smith Barney
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Private Bank

Private Bank

Net lncome
In miffions of dolfars

$438

$373
$318

2004 2005 2006

2006 Net Income by Region

America
3%

Private Bank

Total Clisnt Assets

In billigns of doliars at December 31

$182 $180

2004 2009

$208

2006

Private Bank provides personalized wealth management services for high-nel-worth clienis in 33 countries and territories. These services include
comprehensive investment management {invesiment funds management, capital markets solutions, trust, fiduciary and custody services), invesinent
finance (credit services including veal estate financing, commitments and letiers of credit) and banking services (deposit, checking and savings
accounts, 35 well a8 cash management and other traditional banking servives).

% Change % Change
in milhons of doflars 2006 2005 2004 2006 vs. 2005 2005 vs. 2004
et Interest iedntte $ 957 ST 0760 1070 {11)% %,
Kon inferesd revenue 1,060 78 a7 34 (1
Revenues, net of interest expense 207 $1.800 $2.044 8% (1%
Opesating expenses 4,387 1,43 1640 7 i)
Prowesion for oan losses 24 17 {5 41 1]
income before taxos $ 806 $ 551 & 290 10% 3%
Incure baxes 167 178 a1 {6} ]
Net income $ 439 § $ 13 18% 17%
Revenues, net of interest expense, by region:
td. $ 2 g & & 6 2% %
Ko 129 ted 138 4 A
Lt Amtiva 186 20 Fad {8 it
FAA 305 Pt 20 3 1
Japan — iy 20} 100 i
Asiz 575 440 A%y 31 2
Total revenues 2007 S1.304 $2044 8% (%
Net income {loss) by regiom:
s $ 225 § § 208 {171% 5%
Ko 36 44 52 {18 {15
Lt Aesicd 12 1 43 {28) {3
EMEA 18 & 1% NM 47
Japan —_ g} {05 106 1)
Asig 148 116 125 28 {7
Total net i $ 433 § 473 $ 318 18% 7%
Avitage usk capital © $ 988 S/ g M {15)% Y%
Retarn on risk capitat 44% 2% A%
Retutn on imested caplial 1% 2% A%,
Key indicators: (i biflions of doliars)
Total assets under fee Dased managemeant 56 48 he 17% 8%
Totat chert asoets 208 " 187 18% (1%
5 3 1 i NM BA%
Bankess et menber) 851 374 Hui 1% {151%
Annualized sevenue pet banker o thoasands of dollars! 3,887 1506 KRN 5% %
Average deposis and other custerne tiability batances 53 48 8] 10% 141%
Average kians 40 29 37 3% A%

11 Sog foatnce G fo the table onpage 7.
MR Ned meandrghd
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2006 vs. 2005
Revenues. net of interest expense, increased due to strong growth indsia.

778 pevenue increased. primarily driven by an increase in banking
spreads and lending volumes, partially offset by lending spread compression.

Mecico revenue increased, mainly due to an increase in banking and
investment revenue, partially offset by lower lending revenue.

Latin Atnerica revenue declined, primarily driven by lower spreads in the
hanking and lending portfolios, partially offset by higher trust revenue

EMEA tevenue increased, driven by higher capital markets and
Imestments revenue.

Asi revenue increased, reflecting strong capital markets activity

tperating expenses increased by $96 million as the absence of fupen
expenses was offset by SFAS 123(R) charges, higher expenses due to
increased professional stafting and investment spending to expand on-shore
narkets SEAS 123¢R) charges in 2006 totiled $29 million

Provision for loen fosses was $24 million in 2006, as compared to $17
million in 2005 The provision in 2006 was primarily due to reserve builds of
$28 million, partially offset hy a $5 million recovery indsia. 2005 includes
reserve builds of 824 million, offset by recoveries inAsiz and EMEA of 39
million.

CHent husiness rolemes ncreased $32 billion, or 14%. Growth was led
by $14 billion in banking, primarily in EYE1 and the {15, Investment
Finance volumes increased $4 hillion, mainly driven by growth in the I8,
Custody assets grew by 36 billion, primarily driven by £2.5., EMEA and Asia.
Managed assets increased by $8 billion due to increases in the 175 and
EMEA
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2005 vs. 2004

Revenues, nel of inferest expense, decreased due to the closure of the Japan
Private Bank business. Revenue in jrfwen included losses of $82 mitlion
from foreign exchange and interest rate hedges on anticipated client
settlerments for which resenves were established in the 2004 fourth quarter.

{75, revenue increased, primrily driven by increased banking spreads
and growth in lending volumes, combined with growth in fee income from
discrettonary and custody assets. Growth in the 17,3, was negatively impacted
by net interest revenue compression.

Meavico revenue decreased as fower client transactional activity was
partially offset hy increased hanking volumes.

Latin America revenue decreased, pnmanly driven by lower client
transactional activity, a decline in fee income from discretionary and trusg
assets, and net inferest revenue compression

FMEA revenue increased, primarily driven by growth in fee income from
discretionary assets dnd growth in banking volumws.

Askr revenue increased, reflecting higher banking volumes and increased
fe incorme from discretionary, trust and custody assets.

Operating expenses decreased, primarily due to 2 8400 million pretax
exit plan charge in fapan recorded in the 2004 fourth quarter. Increased
expenses in other regions reflected higher employee-related costs, including
investments in front office sales and support.

Propision for loan Josses included net recoveries in Asiz and Europe, net
write-offs in the 17,5 and increases in the allowance for luan lusses. The
allowance reflectad an ineese in fegpern, and changes in the application of
environmental factors for all regions. Net credit recoveries were 0.02%) of
average loans outstanding in both 2005 and 2004,

Client husiness volames increased $2 billion in 2003, s a decling of 314
hitlion in Japan was offset by growth of $16 billion, or 8%, in other regions.
Growth was led by an increase of 3 billion in custody assets, which were
higher in the £7.8. and Latin America, offsetting the decline in Jypas. Assets
mianaged on 2 fee-basis were flat due to the decting in Jgan. offset
predominantly by the impact of positive net flows in the {75 Investment
finance volumes were flat, reflecting the decline in fpan offsetby growth in
real-estate-secured loans in the 12,8 Banking and fiduciary deposits
decreased $1 billien, with double-digit growth in Asiz and Exrape offset by
the decline in faas.
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GLOBAL WEALTH MANAGEMENT OUTLOOK

Certain of the statements below are forward-looking statements within the
meaning of the Private Securities Litigation Reform Act. See “Fosward-
Looking Statements” on page 97

Global Wealth Management is affected by the levels of activity in the
capitl markets, which are influenced by macro-economic and political
developments, among other factors. Global econemic and market events can
have both positive and negative effects on the revenue and credit
performance of the businesses.

Swith Barney-\n 2007, Smith Barney expects 1o see continued asset and
revenue growth resulting from the 2006 investments in its wealth
management platform, as well a5 from the acquisition of the Quilter private
client business from Morgan Stanley.

[nvestments are expected to continue in 2007 and will include additional
initiatives imended to improve our client and Financial Advisor experience.
significant resources Allocated to Smifth Barney s parmership with the 1S,
Consusmier business, continued investment in the advisory platform, and
continued increases in Financial Advisor hiring,

In Citigroup livestnient Research, major initiatives include expanding
client relationships, broadening research coverage in emerging markets,
differentiating research product and service and continuing produgtivity
IMProvements.

Private Bank-Leveraging Citigroup's onshore and institutional
capabilities, the Private Bank is building onshore franchises focused on
wealth-creating individuals in kev mackets such as the U, the UK, India
and Brazil,

In 2007, the Private Bank expects growth in both annuity and
transactional revenue across the product set, from investments fo capital
raising. In addition, investments in ofigination, product and onshore market
build-cuts are expected to have # positive impact on 2007 netincome
growth,
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ALTERNATIVE INVESTMENTS

Alternative |nvestments

Ket Income
fr mithons of dailars

$1.437
$1.218

$768

2004 2005 2006

Alternative investments
Capital Under Management
in bilfions of dolfars af December 31

$49.2

2006

Mtsrnative investments
2006 Revenue by Type*

fees,
Dwidends
atr\d Interest |

Chent
Hevenue
15%

Net Realized and
Net Change
Unrealized Gains
10%

* Exciudes Other revenue of $(118) milhen

Alternative [nvestments (A1) manages capital on behall of Citigroup, as well as for third-party instititiona! and high-net-warth investors. ALis an
integrated alternative investment platform that manages a wide range of products across five asset classes, including private equity, hedge funds, real
estate, structured products and managed futures. Al's business model is to enable its 141 investment ceners to reiain the entrepreneurial qualities

required to capitalize on evolving opportunities, while benefiting from the intellectual, operational and financial resources of Gigroup.

% Change % Change

In mitions of aollars 2006 2005 2004 2008vs.2005 2005 vs 2004

Net interest revenue $ 259 S 281 $ 298 (1)% 121%

Non-nterest revenue 2642 3169 1405 (L] NM

Total revenues, net of interest expense $2,901 $3.430 $1.703 (15)% NM

Met reahzed and net changs in unrealized gans $2,107 $2.582 $1029 (18)% M

Fees, dividands and interest 443 509 269 {12) 89%

Other (118) i 122 NM it

Total proprietary investment activilies vevenues $2.438 $3.090 $1.430 {21)% NM

Client revenues ' 463 340 273 36 5%

Total revenues, net of interest expense $2.9M $3,430 §1703 (15)% NM

Operating expenses 763 633 462 21 37%

Provision fof an nsses (13} {2} - NM -

Income bhefore taxes and minority interest $2,151 $2.799 51241 (23)% NM

income taxes $ 706 $ 950 $ 308 {26)% NM

Minority interest net of taxes 169 412 75 {59) NM

Net income $1276 31,437 $ 768 (11)% B7%

Revenue by product:

Clignt $ 483 $ 340 § 273 36% 265%
Private Equity $1,743 52,563 $1.324 {32)% 94%
Hedge Funds 1 69 12 NM NM
Other 484 458 94 6 NM

Proprietary $2,438 33,090 $1.430 (21)% NM

Total $2,9M $3.430 31,703 {15)% NM

Average risk capital & $4,171 $4.264 $3.669 {2)% 18%

Return on nisk capital - 31% 34% 21%

Return on invested capital 2% 319% 10%

Key indicators: (in billions of doliars)

Capital under management:

Client $ 385 S 264 $ 204 52% 26%
Proprictary 10.7 81 (12) 51
Total $ 49.2 $ 376 $ 285 31% 32%

1 Il Tuo i, Brics 0 2005 1oesar wis 1 oporbod ol of proft shiing gquedit st v rellecled in e indedria Ciligiong distribulors resnges)

24 See footnos G 1o e lable on pag: 3
M Nl e gl
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The Proprictary Portfolio of Mltemative Investments consists of private
equity, single- and multi-manager hedge funds, real estate and Legg Mason,
Inc. (Legg Mason) preferred shares. Private equity, which constitutes the
Largest proprietary investments on hoth a direct and indirect basis, is in the
tormm of equity and mezzanine deht financing in companies across 4 broad
range of industries worldwide, including investments in developing
economies. Such investments include Citigroup Venture Capital
International Brazil, LP (CVC/Brazil, formerly CVC/Opportunity Fquity
Partners, LP), which has invested primavily in companies privatized by the
government of Brazil in the mid-1990s.

The Client Porifolic is comprised of single- and multi-manager hedge
funds, real estate, managed futures, private equity, and a variety of leveraged
fixed incore products (credit structures). Products are distributed 1o
imestors dircetly by Al and through Citigroup's Private Benk and Smith
Barney businesses. Revenue includes management and performance foes
earmed on the portfolio. Prior to 2005, the pretax profits from managing
capttal on behalf of Glohal Wealth Management clients were recorded in the
respective Citigroup distributor's income staternent as 4 component of
feVenues

Leqg Mason Equity Securities

Investments held by investment cormpany subsidiaries (including Cv(/
Brazil) are carried at fair value, with the net change in unrealized gains and
losses rscorded in income. The Conmpany’s investment in CV/Brazil is
subject to @ variety of unresolved matters, including pending litigation
involving some of its portfolio companies, which could affect future
valuations of these companies.* Certain private equity imvestments in
companies located in developing economies that are not held in investment
compay subsidiaries are either carried at cost or accounted for by the equity
method, with unrealized losses recognized in income for other-than-
temporary declines in value, Investments classified as available-for-sale are
carried at fair value with the net change in unsealized gains and losses
recorded 1 equity as Accumulated other comprehensite income. All other
investment activities are primarily carried at fair value, with the net change
in unrelized gains and losses recorded in incone,

The investment in Legg Mason resulted from the sale of Citigroup’s Asset
Management business to Legg Mason, Inc. on [iecember 1, 2005, which
included a combination of Legg Mason common and convertible preferred
equity securities vatued at $2.208 billion in the sale proceeds. Total
eqquivalent number of common shares was 18.7 million, of which
10.3 million were sold in March 2006. The Legg Mason equity securities are
chassified on Citigroup’s Consolidated Balance Sheet as Investrents
{available-for-sale).

This I8 & forward dorking stitement vithin th meaning of the Private Secuifies Litigatien Relor Act.
Sewe F orwand-Looking Slatemints” on page 97

Pretax Unrealized
Market Value as Galns (Losses) as
Type of Shares owned on of December 31, 2006 of December 31, 2006
Company Ownership December 31, 2006 Sale Restriction (8 mithons! (8 imiflions
Legg Mason, Inc Hon-voting convertible 8.4 shares {convertible into Subsequent to December 1. $797 31232}
prefarred stock representing 8.4 million shares 2006, all 8 4 shares may
approximately 5.9%  of common stock upon sale  be sold publicly at any time.
awnership to non-affiliate;
Total $797 $(232)
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2006 vs. 2005

Total proprictary revenites. net of interest expense, were comprised of
revenues from private equity of §1 7 billion, other investment activity of $484
milkion and hedge funds of $211 million. Privaie equity revenue declined
$820 million from 2005, primarily driven by the ahsence of prior-year gains
from the sale of portolio assets. Other investment activities revenue
increased $26 million from 2003, largely due to realized gains from the
liquidation of Citigroup's investment in Metl.ife shares and real estate
investment returns, partially offset by lower realized gains from the sale of
Citigroup's investment in St. Paul shares Hedge fund revenue increased
$142 million, led by higher investment performance and an increased asset
hase. Client revenues increased $123 million, reflecting increased
management and performance fees from a 39% growth in average client
capital under management

Operaling expenses in 2006 increased from 2005, primanily due to higher
emplovee-refated expenses including the impact of SFAS 123(R).

Minority intevest, nef of tawes, declined on the absence uf prior-year
private equity gains related to underlving investments held by consolidated
majority-owned legal entities The impact of minerity interest is reflected in
fees, dividends, and interest, and net realized and net change in unrealized
gatins/ (losses) consistent with proceeds received by minorily interests,

Proprictary capital under management declined 315 billion,
primarify driven by the sale of Citigroup's remaining holdings of St Paul
and MetLite shares and the partial sefl-down of Legg, Mason shares in the
first quarter of 2006, which were partially offset by investments in private
equity and hedge funds.

Client capital under managenwnt increased $13,1 billion due to
inflows from institutionat and high-net-worth dlients in private equity, real
estate and hedge funds.
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2005 vs, 2004

Total propriciary rerensies. net of intevest expense, were comprised of
revenues from private equity of $2.6 billion, other investment activity of $458
million and hedge funds of $69 million, Private equity resenue increased
$1.2 hillion, primaily driven by gains realized through the sale of portfolio
investments. Other investrent activities revenue increased $364 million, due
o realized gains from the sale of a portion of Citigroup’s investment in St
Paul shares, while hedge fund revenue increased $57 million due 1o 4 higher
net change in unrealized gains on a substantially increased asset base, Client
revenues increased $67 miltion, reflecting increased management foes from
25% growth in client capital under management

Uperating expenses ncreased due primarily to increased performance-
driven compensation and higher investment spending in hedge funds and
real estate,

Minority imerast, nét of Iy, increased, primarily due to private equity
gains related to underlying investents held by consolidated tegal entities.
The impact of minerity interest is reflected 1n fees. dividends, and interest,
and net realized gains/(losses) consistent with cash proceeds received by
minority interest

Proprietary capital wnider mandgement increased $4.1 billion,
prinzarily driven by the MelLife and Legg Mason shares acquined during
2005, as well as the funding of proprietary investments in hedge funds and
real estate, partially offset by the sale of a portion of Citigroup's holdings of
St. Paut shares.

Client capital inder meenagenient increased $5.0 billion due 1 inflows
from institutionat and high-net-worth clients, and the inclusion of $1 4
illion in assets for the former Travelers Life & Annuities business, following
the July 1. 2005 sale to MetLife,
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CORPORATE/OTHER

Corporate/Uther includes net treasury results, unatlocated corporate
expenses, offsets to certain line-item reclassifications seported in the business
segments fintersegment eliminations), the results of discontinued
operations, the cumulative effect of accounting change and unallocated
taxes.

in mitkions of dofiars 2008 2005 2004
Net inferest revenue $ (486) 33421 5 (173
Non-interest revenug (483) {238) @7
Revenues, net of interest expense $ (949 S (580) $(270)
Operating expenses 200 383 27
Provisions for loan losses and for benefits and claims 6 {2) —
Income (loss) from continuing eperations

before taxes

and minority interest and cumuliative effect

of accournting change $(1,158) S @61 3 (43
Income fax benefits {502) (309 (287
Minority interest, net of faxes 1 15 (103
Income (loss) from continuing operations

before cumulative effect of accounting

change $ (854) 367y 5 48
income from discontinued operations 289 4832 992
Cumuiative effect of accaunting change —_ (49) —
Net income (loss) $ (3685) S54116  $1040

2006 vs. 2005
Revenaes, net of interest expense, declined primarily due to lower
infersegment eliminations.,

Operating expenses dechined, primarily due to lower intersegment
eliminations. partially offset by increased staffing and technolngy costs.

fucome lax benefits increased due to 2 higher pretax loss in the current
vear, 4 1ax reserve release of $61 million relating to the resolution of the
Federal Tax Audit and a release of 38 million relating to the resolution of the
New York Tax Audits

Discontinued operations represent the operations in the Company’s Sale
of the Asset Management Business and the Sale of the Lif Insurance and
Annuities Business. For 2006, income from discontinued operations included
gains and tax benelits relating to the final seilement of the Life Insurance
and Annuities and Asset Management Sale Transactions and a gain from the
Sale of the Asset Manugerent Business in Poland Tax benetits included a
tax teserve release of $59 million relating to the resolution of the Federad Tax
Autit and a tax benetit of $17 million related 1o the resolution of the New
York Tax Audits. See Note 3 to the Consolidated Financia Statements on
page TIR
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2005 vs, 2004

Revenues, net of interest expense, decreased, primarily due to the absence
of the prior-year gain on the sale of EFS and lower treasury sesults, partially
offset by higher intersepment eliminations. Higher short-term interest raes,
partially offset by lower tunding balances, druve a decline in treasury results.

Operating expenses increased, primarily du to higher intersegment
eliminations and unallocated employee-related costs, increased staffing and
technology costs, and increased Citigroup Foundation contributions. These
were partially offset by a reserve release associated with the shutdown of the
Private Bank in Japan.

Incame tax hengfits increased, due to the higher pretax foss in 2005,
uffset by the $147 million tax reserve release due to the closing of a fax audit
in 2004.

Discontinued operations represent the operations in the Company’s Sale
of the Asset Management Business to 1egg Masor, Inc., and the Sale of the
Life Insurance and Annuities Business. For 2005, incore from discontinued
operations included a $2.082 billion, after-tax gain from the Sale of the Asset
Management Business, as well a5 4 $2.120 hillion, after-tax gain from the
Sale of the Life Tnsurance and Annuities Business. See Note 3 to the
Consolidated Financial Statements on page 118,
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RISK FACTORS

The following discussion sets forth certain risks that the Company believes
could cause its actual future results o differ materially from expected results.
Economic conditions. The profitability of Citigroup's businesses

may be affected by global and local economic conditions, such as the
liquidity of the global financial markets, the level and volatility of interest
rates and equity prices, investor sentiment, inflation, and the availability and
st of credit

The Company generally maintains large trading portfolios in the fixed
incorve, currency, commodity and equity markets and has significant
investment positions, including investments held by its private equity
business. The revenues derived from these portfolios are directly affected by
gconomic conditions

The credit quality of Gitigroup’s on-balance sheet assets and off-balance
sheet exposures is also affected by economic conditions, as more loan
delinquencies would likely result in 4 higher level of charge-offs and
increased provisions for credit losses, adversely affecting the Company's
camings. The Company's consumer businesses are particularly affected by
factors such as prevailing interest rates, the rate of unemployment, the level
of consumer confidence, changes in consumer spending and the number of
personal bankruptcies.

Credit, market and fquidity risk. A discussed abose, the
Company's earnings may be impacted through its market risk and credit risk
positions and by changes in economic conditions. In addition, Citigroup's
earnings are dependent upon the extent to which management can
successfully manage its positions within the global markets. In particular
environments, the Company may not be able to mitigate its risk exposures as
effectively as desired, and may have unwanted exposures to certain risk
tactors

The Gampany’s eamings are dso dependent upon its ability to properly

aalue financial instruments. In certain illiquid markets, judgmental
estimtates of vidue may be required. The Company's eamings are also
dependent upun how effectively it assesses the cost of credit and manages its
portfolio of risk concentrations. In addition to the direct impact of the
successful management of these risk factors, management effectiveness is
taken inte consideration by the rating agencies, which determine the
Gompany s own credit ratings and thereby affect the Company's cost of
funds.

Competition. Merger activity in the financial services industry has
produced companies that are capable of offering a wide array of financial
products and services at competitive prices. Globalization of the capital
markets and financial services industries exposes Citigroup to compention
hath at the global and local level, In addition, technological advances and
the growth of e-commerce have made it possible for non-depository
institutions to offer products and services that traditionally were banking
products. Citigroup's ability 1o grow its businesses, and therefore its eqmings.
is affected by these competitive pressures.

Country risk. Citigoup's international revenues are subject to risk of
Toss fromy unfavorable political and diplomatic developments, currency
fluctuations, social instability, and changes in governmental policies,
including expropriation, natienalization, international ownership
legislation, interest rate caps and tax policies. In addition, revenues from the
trading of international securities and investment in international securities
may be subject to negative fluctuations as a result of the above tactors. The
impact of these {luctuations could be accentualed because certain
infernational trading markets, particularly those in emerging market
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countries, are trpically smaller, less liquid and more volatile than U5,
trading markets.

For geographic distributions of net income, see page 17, For a discussion
of international loans, see Note 16 o the Consolidated Financial Staiements
on page 136 and “Country and Cross-Border Risk Management Process” on
page 76.

Operational risk. Citigroup is exposed to many types of operational
risk, including the risk of fraud by employees and outsiders, clencal and
record-keeping errors, and computer/telecommunications systents
malfunctions. Given the high volume of transactions at Citigroup, certain
errors may he repeated or compounded before they are discovered and
rectified. In addition, the Company’'s necessary dependence upon automated
systems to record and process its transaction volume may further increase
the risk that technical system flaws or employee tarpering or manipulation
of those systens will result in Tosses that are ditficult to detect. The Company
may also he subject t disruptions of its operating systerus drising from
gvents that are wholly ur partially beyond its control tfor example, natural
disasters, «cts of terrorism, epidemics, computer viruses, and electrical/
telecommnications outages), which may give rise to losses in service to
customers and/or monetary loss to the Company. All of these risks are also
applicable where the Corpany relies on outside vendors to provide services to
it and its customers,

U.S. fiscal policies. The Company's businesses and earnings are
affected by the fiscal policies adopted by regulatory authorities of the Linited
Staws. For example, in the United States, policies of the Federal Reserve
Board directly influence the rate of interest paid by commercial banks on
their interest-bearing deposits and also may affect the value of financial
instruments held by the Company. In addition, such changes in tiscal policy
may affect the credst quality of the Company's customers. The actions of the
Federal Reserve Board directly impuct the Company’s cost of funds for
lending, capital raising and investient activities

Reputational and legal risk. Various issues may give rise o
reputational risk and cause harm to the Company and its husiness prospects.
These issues include appropriately dealing with potential conflicts of interest;
legal and regulatory requirements; ethical issues; money laundering laws;
privacy laws; information security policies, sales and trading practices; and
conduct by companies in which we hold strategic investments of joint
wenture partners. Eailure 1o address these issues appropriately coutd also give
rise fo additional legal risk to the Company, which could increase the
numher of liigation claims and the amount of damages asserted against the
Company, of subject the Company to regulatory enforoement actions, fines
and penaltics.

Certain regulatory considerations. As 4 worldwide business,
Citigroup and its subsidiaries are subject to extensive regulation. new
legiskation and changing accounting standards and inferpretations thereof.
Legislation is introduced, including tax consumer protection, privacy and
other legislation, from time to tine in Congress, in the states and in forign
jurisdictions that may change hanking and financial services laws and the
operating environment of the Company and its subsidianes in substantial
and unpredictable ways, The Company cannot determine whether such
legislation will be enacted and the ultimate effect that would have on the
Company’s results
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MANAGING GLOBAL RISK

Citigraup's risk management framework balances strong corporate oversight
with well-defined independent risk management functions within each
business.

The Citigroup Senior Risk Officer is responsible for:

* establishing standards for the measurement and reporting of risk,

¢ managing and compensating the senior independent risk managers at
the business leved,

* approving business-level risk management policies, and

* reviewing major risk exposures and concentrations across the
organization,

The tndependent risk managers at the business level are responsible for
establishing and implementing risk fanagement policies and practices
within their business, for overseeing the risk in their husiness, and for
responding to the needs and issues of their husiness

RISK CAPITAL

Risk capital is defined a5 the amount of capital required to absorb potential
unexpected economic fosses resulting from extremely severe events over
one-vear tink period.

* “Economic losses™ include losses that appear on the income stalernent
and fair value adjustrents to the financial statements, as well as any
urther declines in value not captured on the income statement

* “Unexpected losses™ are the difference between potential extremety severe
losses and Citigroup's expected | average) loss over @ one-vear time
period,

* “Extremely severe™ is defined as potential loss at 2 99.97% confidence
level, hased on the distribution of observed events and scenario analvsis,

Risk capital is used in the calculation of return on risk capital (RORCY
and retum on invested capital (ROIC).

RORE, caleulated as ansualized income from continuing operations
divided by average risk capital, compares husiness income with the capital
required to absorh the risks. 1t is used to assess businesses: aperating
perforniance and to determine incremental allocation of capital for vrganic
growth,

ROIC is calowlated using income adjusted to exclude 1 net internal
funding cost Gitigroup levies on the goodwill and intangible assets of each
husiness. This adjusted annualized income is divided by the sum of each
husiness's average risk capital, goodwill and intangible assets (excluding
MmoTigage servicing rights, which are captured in risk capital). ROIC thus
compares business income with the tutal invested capital-risk capital,
goodwill and intangible assets—used to generate that income. ROIC is used to
dssess returns on potential acquisitions and divestitures, and 1o compare
long-term pertormance of businesses with differ; Ng proportions of orginic
and acquired growth,

The drivers of “economic losses™ ase risks, which can be broadly
categorized as credit risk (including cross-border risk). market risk and
operational rigk:

* Creditrisk losses primarily result from a borrower's or counterparty’s
inahility to meat its obligations

* Market risk losses arise from fluctuations in the market value of trading
and non-trading positions, including changes in value resul tng from
fluctuations in rates,

¢ Operational sk losses result from inadequate o failed intenal processes,
people, systems or from extarnal events,

These risks are measured and aggregatod within businesses and across
Gitigroup fo facilitate the understanding of the Company's exposure to
extreme downside events,

At December 31. 2006 and 2005, risk capital for Ci tigroup was comprised
of the following risk tpes:

Dec.31, Dec 31,

i biflions of doiars 2008 2005
Credit risk $36.7 $36.2
Market risk 215 136
Operational risk 8.0 81
Indersector diversification (6.4) “.7)
Total Citigroup $59.8 $63,2
Return on risk capital 38% 37%
Return o invested capital 19% 22%

£H Backaction i risk [rom devessativation bolvenn secte 8

The increase in Citigroup's risk capital from December 31, 2005 was
primarily driven by portfolio growth, patticularly in 128, Consumer
Lendling and CIB, as well as the vear-end methodology update. Average risk
capital. return on risk capital and return on invested capital are provided for
each segment and product and are disclosed on pages 20-54. The increase
in average risk capital in 2006 was driven by incresses across Cit group
businesses. The $700 miltion, or 39%, increase in ¢/ Coniercial
Bustness and the $650 million. or 22%, increase in /75 Reterdl Disteibution
were driven by refinements in risk capital methodologics. The $1.5 bilion, or
46%, increase in 23 Consumer Lending was primarily due o portfolio
growth and refinements in risk capital methodologies. The $350 million, or
17%. increase in fmtermational Cords was primarily due 1o portfolio growth.
The £250 million, or 29%. increase in heternational Conswaer Fncige
and the $650 million, or 67%, increase in Smith Betrney were primarily due
te refinements in the risk capital methadologies.
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Gitigroup updates risk capital methodologies in the first quarter of each
voar. For 2007, Citigroup will be updating the methodologies for market risk
for proprietary investments, the implementation of SFAS 158 and operational
risk To evaluate the inpact of the refinenents, risk capital as of vear-end is
calculated under both existing and revised methodologies. Measured under
the revised methodologies, the total risk capital s of December 31, 2006 is
$63.1 hillion, $3.3 billion, or 5%, higher than the §59.8 billion reported
under the legacy methodology. RORC and ROTC for the 2007 first quarter
will be measured using average risk capital based on the revised
methodologies.

CREDIT RISK MANAGEMENT PROCESS

Credit risk is the potential for financial loss resulting from the failure of 2
horrower or counterparty to honot its financial or contractual obligations
Credit risk arises in many of the Company's business activities, including;

+ lending

e sales and trading

* derivatives

* securities transactions

* settlement

» when the Compuy acts as an intermediary on behalf of its clients and
other third partics.

Total Loans
At December 31, 2008

Corparate
4%

Constimer
6%

Cansumer Credit--
90 Days or More Past Due
i wvltions of dotlars af December 31
$8.213
46574 46576
2004 2005 2006
Corporate Cradit-

Cash Basis Loans
i mifligns of dodlars at December 31

$1.306

$1,004

$535

2004 2005 2006

Mlawance for Uredit Losses

In millions of dollars 3t December 34

- Al tor d Leading C
Allpwance tar Loaa Lusses

$11,888
SEOTH 500

”50— $10,040

sl

1269 8T 8880

2004 2005 2006
* Raported in Other Liabikities on the Consnhidated Balance Sheet
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LOANS OUTSTANDING

in milions of doflars al year end 2006 2005 2004 2003 2002
Consumer loans
inU.S offices.
Mortgage and real estate $225944  $192108  $161.832  $120507  $121178
instaliment, revolving credit, and other 131,399 127,789 134,784 136,725 113620
Lease financing 4,743 5,085 6030 8523 12,027
$362,086 3374992  §30264B  $274.755 8246825
In offices outside the U.S.:
Mortgage and real estate $ 44457 3 39619 $ 38601 $ 28743 8 26564
Instaliment, revohing credit, and other © 105,393 89,559 92.647 76,037 64,817
Lease financing 960 866 1619 2,216 2123
$150810 $130044  $133867 3106966  § 93504
$512896 $455036  $436513  $381751  $340329
Unearned mcome - 5 (410} i1.287) 1,819 {2 648
Consumer loans—net $612921 3464620 5435226 $375032 833768
Corporate leans
Int3.8 offices:
Commercial and industrial $ 27437 § 2208% 3 14437 $ 15207 5 22041
Lease financing 2101 14852 1879 2010 247
Mortgage and rea} estate 168 29 100 35 2573

$20706 524062 $16416  §17.312 3 266%

In offices outside the U 5.

Commercial and industrial $105872 380116 B3 77052 362884 367406
Margage and real estate 5334 5.206 3928 1751 1885
Loans fo financial institutions 1,827 16,889 12.921 12,083 4583
Lease financing 2,024 2082 2485 2,859 2,784
Governments and official institutions 1,857 882 1.100 1.496 3081

$136914 $105175  § 97486  § 81053  § 83789
$166,620 5120237 5113902  $ 98365  $110420

Uneat ned meome {349) (354) {29% (291) {296
Corporate loans—net $166271  $128883 3113603 S 98074 5110124
Yotal loans—net of unearned income $679,192 3583503 $548820 8478006  B447805
Alowance for loan losses—on drawn exposures (8,940) Q782 11 269 {12,643 {11,100
Total loans—net of uneamed income and allowance for credit losses $670,252 5573721  §537.560 4653063 3430704
Allowance for loan losses as a percentage of total lnans—net of uneamed mcome 1.32% 1.68% 2.05% 2 64% 2.48%

(4 Restassifled o eoedinm o wamal yeur's presanialion,

OTHER REAL ESTATE OWNED AND OTHER REPOSSESSED ASSETS

in emittions of dolars at year end 2006 2005 2004 2003 2002
Other real estate owned '

Consumer $385 $2719 §320 $437 $495
Corporate 316 150 126 105 5
Total other real estate owned $701 $420 $446 $542 $570
Other repossessed assets $75 3 62 $ 93 3151 $230

111 Ropresents lopossessed real ostate. caniod at lover of eost o Talr value, loss uosts (o sell.
% Primatily comimescial ransportation enpiptiest and mignfack i ed Boxsing, sarnied 2 fower of rost o [ae value, Tess costs te sl
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DETAILS OF CREDIT LOSS EXPERIENCE

In millions of dollars at year end 2006 2005 2004 2003 2002
Allowance for loan losses at beginning of year $9782 3112690 512643 S11101 3 9688
Provision for loan losses
Congumer $66838 98224 $7U05 $T76 3774
Corporate 102 {295) 972} 730 2,281
$6738 57929 36233 $8046 $ 0995
Gross credit losses
Consumer
nUS§ offices $4510 35022 $£6937 S$5783 358%
f offices vutside the U S 4m7 4,664 3304 3,270 2865
Corporate
Morlgage and real eslate
nUS offices — — — — 5
In offices outside the US 1 — 5 27 23
Governments and official institutions outside the US — - 11 -
Loans 1o financial institutions
iniLS offices —_ — — - _
In offices outside the US 8 10 3 13 4
Commercial and industrial
inUS offices 85 78 52 383 825
in offices outside the U S 222 287 571 939 18
$ 0541  $10,961  S$10873  S10526 $10.566
Credit recoveries
Consumer
InUS. offices $ 691 $106t 1079 0§ B3 0§ 729
In offices outside the U.S. 1274 B42 691 735 510
Corporate i
Merigage and real estate
U5 offices 1 — — — 1
in offices outside the U.S 18 5 3 1 —
Governments and official institutions outsice the U5, 7 55 1 — 2
Loans to fnancial tnstitutions
U5 offices — — 6 — —
In offices outside the US 4 15 35 12 6
Commaercial and industrial
Inius offices 20 104 100 34 147
in offices outside the U.S. 182 473 357 215 168
$2197 $2555 §2272 S1760 0§ 1563
Net credit losses
nus otfices $3883 54835 $584 S$5369 $5779
in offices outside the US 3,461 3,571 2,797 3.397 3224
Total $7344 $8406 $8B0T $8766 39003
Other—nel $ (236) 30010 $ 94 52262 § 4%
Allowance for loan losses at end of year $8940 $ 0782 $11268 $12643 511101
Allowance for unfunded lending commitments + $1100 ¢ 85 § 600 S 600 § 567
Total allowance for loans, leases and unfunded lending commitments $10,040 910632  $11.860  §13.243  §11.668
Net consumer credit losses $ 7262 38883 58477 S TG § 7452
As a percentage of average consumet loans 152% 201% 2.13% 2.22% 255%
Net corporate credit lossesvirecoveries) $§ 8 3 @2'm § 130 s$1211  $ 1551
As a percentage of average corporate loans 0.05% NM 0.11% 1.17% 144%

1) Copsumes vredt losses and tecoverivs primarity refale 10 1evobving oredit and instailment fuans.

(21 Aty in 2000 and 2007 fchade 312 million ot the 2003 thind quaiten ad $114 niflion, respenlivey, of collentives o eredil defaclt seps parchised fron tied parlies. Faom the 2005 fouth quste)

fnvead. coflections fom credt cataud) swaps @e included withio Prineipd Transactions on e Cresolidated Statement o incorme
200085 prmarlly inchades redicions ko e foan s reseve of 8420 million redated to secrifizalions and partolio sates and the addition of $64 milion related 1o the acquisiion of the CrediCaid porlislia. 2005 primmatiy

Iriciudes. oINS 16 I Ly Toss rosone ol $oba stellion rated 1o spoutitizabons and portioli saes, a seduction of $110 million solalad 1o puchase souxaiing adiustments flos the KorAm gequistion, and a
Fedurtion of $0 e hom the sale of GIRCapial's banspretason portiolin, 2004 prmarly inclsades the addition of 715 millon of Inan Fues resorves radated 1o the acouisiton of KeeAm and the addition of § 148 million
of bt boss. toservoss ekl o the accuistien of W, 2003 primarlly sckdes e additon of §2.1 hilion of Joan s resurss related b e doquisition of the Seass <ot s d business. 002 i iy iudes te

ackBtion o $452 wiltkon of ioan doss rosesves rolated 1o e acdusition of Golden Stite Bancorp 1558

141 Ropresens additiont ¢ odit huss ressrves for unhavied vorporate lending sonimitients and tetiers ol orodll Hnorded wath Dt Ulabsities on e Consoidatod Balanee Shisst

NI Nt Foesrdnghd
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CASH-BAS!S, RENEGOTIATED, AND PAST DUE LOANS

in millions of dofiars af year end 2006 2005 2004 2003 2002
Corporate cash-hasis kans 't

Cotiateral dependent (at jower of cost or collateral value) ™ $ 19 § 6 § 7 § 8 © &4
(Other 516 938 1899 3411 3931
Total $ 535 31004  $1006 83419 83995
Corporate cash-basis boans !

InUS offices $128 3 81§ 254 % 640 5 8
in offices outside the U.S, 407 923 1652 2778 3,108
Total $ 535 $1004 81906 33419 33995
Renegotiated loans {includes Corporate and Commercial Business Loans)

InU.S offices $ 4 8 2 & 63 §1w07 S NG
in offices outside the U.S. 18 10 20 33 55
Total $ 22 5 32 8 B3 5 140 8§ 170
Consumer loans on which accrual of interest had been suspended

ini S offices $2490 32307 $2485 83127 s34
In offices outside the U.S, 2,022 1713 2978 2,958 2,792
Total $4512 54000 $5463 36085 35906
Accruing toans 90 or more days definquent 1 &

inUS offices $2260 52886  $3.153 33208 52639
in offices outside the U.S. 524 39 401 576 447
TYotal $2784 33277 33504 33874 S3086

113 Daekiies prschaset dstossed loans as Dey are accreting Ietest n posdance Wit Statermend of Prsition (33, “Aecountifg e Certain Loans o Debt Serurities ferdred iy a Transter” (SOP U4, Priar 12004,

Thess koans vieee ciassitised Wit othen assets. The canying vahue of thene foans wis §949 nifen #f Docenber 51, 2000, 53,120 mifion af [erednber 31 2005 awd $1.217 miflen wl Docemba 31, 2004, Prio to

P0854, the batarees were mlonial,

sty basds oan s delred as collakal dependent whon 1epuyined s sqectd inbe premsidart sobly by e igridation of e ety cofftenat il hers we o ofber avallable and rdliade sourees. of sepement in

Wi case the foans are vrilen somn to e lowed of cost o collateral valle,

i From Decenber 31, 2006 kv, b inchides 1 inpact 4 1he chiaige i the FAEA Gonstines Wikl CH Policy

14y [he Decommbes 31, 2064 balance iciudes e PRI dala, [ Denatrbiy 31, 2000 batanee Boides e Soars and Home [rogent dtata He Docenites 31, 2602 balarice Ieduides GSE data,

151 Subetaially comprised of consumes Toas of whleh $1.436 il $1.664 tlier, $1 467 billon, $1.643 billiva_and $1.764 Bl ate g truen! gt stodent fuans arst Fouor at Housing dathiaity mgigages
4t Deceraber 31, 2006, 2005 2004, 2000, and 2002, respectively

FOREGONE INTEREST REVENUE ON LOANS ©

in 48, I non-U.S. 2006
i enwliions of dollars offices offices total

12

Interest revenue that woud have been accrued at

original contractual rates * 3253 3415 $668
Amount recognized as inferest revenue 37 168 2058
Foregone Interest revenue $216 5247  $463

(11 Redittes fu vorponats ish Dasis. roreguliatod g e cormunis B o lich socetsal o inteest
Yiged boan susponded.

@21 Iyt e i offioos oulsitke the U5 sy sl provaiing v et sabes, etuding e
olfonts of irdhatiors and monotary Gon ection i Gertalr countnes.
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CONSUMER CREDIT RISK
Within Global Uensumer. independent credit risk managenent is responsible
for establishing the Glubal Consumer Credit Policy, approving business-
specific policies and procedures, monitoring business risk management
performance, providing ongoing assessment of portfolio credit risk, and
approving new products and new risks.

Approval policies for a product or husiness are tailored to internal audit
ratings. profitability, and credit risk portfolio performance.

CONSUMER PORTFOLIO REVIEW
Citigroup’s consumer loan portiolio is well diversified by both product and
location.

Consumer Loans by Type
At December 31 2006

fstaliment
& Dther
2%%
Auto / Mortgage
3% & Real

Estate
Credit 3%
Cards

15%

Consumer Loans by Geograghy
At December 31, 2006

Asia i%
12%
lapan

%
EMEA \ :
9%
P

Mexico
3%

us
73%

fn the Consumer portfolio, oredit foss experience is often expressed in
terms of annualized net creditlosses as a percentage of average loans
Consumer Joans are generally written off no later than a predetermined
number of days past due on a contractual basis, or earlier in the event of
hankruptey.

118, Commercial Business includes loans and leases made principally to
smalt- and middle-market businesses, These are placed on a non-accrual
hasis when it is determined that the pavment of interest or principal 15 past
due for 90 days or more, exaept when the loan is well secured and in the
process of collection.

‘The following table summiarizes delinquency and net credit loss
experience tn hoth the managed and on-balance sheet consumer loan
portfolios. The managed loan portfolio includes held-for-sale and securitized
credit card roceivables, Only £, Cards from a product view and LS. from a
regional view are impacted. Although a managed basis presentation is natin
conformity with GAAP, the Company believes managed credit statistics
provide a representation of peformance and key indicators of the credit card
bustness that is consistent with the way management reviews operating
performance and allocates resources For example. the 75 Ciards business
considers both on-halance sheet and securitized balances (together, its
managed portfolio) when determining capital allocation and general
management decisions and compensation. Furthermore, investurs use
information about the credit quality of the entire managed portfolio, as the
results of both the an-bakance sheet and securitized portfolios impact the
overall performance of the £, Careds business. For a further discussion of
managed-basis reporting, see Note 22 to the Cunsolidated Financial
Statements on page 143,
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Consumer Loan Delinquency Amounts, Net Credit Losses, and Ratios
Total Average

& iflions af dofiars, except total and average loan amous in bitions loans 90 days or more past due louns Net credit losses
Produict View: 2006 2008 2006 2004 2006 2008 2005 2004
us.:
US Cards $435 S T8 51181 $12/7  $423 § 1788 S 273 § 3526
Ratio 161% 2.56% 2.20% 423% 5.83% 6 .30%
US Retait Distribution 483 834 818 814 444 1,188 1.404 1.330
Ratio 1.73% 1.94% 2.06% 267% 348% 351%
US. Consumer Lending 2114 2870 26824 2,888 1985 787 673 8509
Rakio 1.36% 1.45% 1.86% 0.40% 0.40% 0.58%
U8 Commercial Business 363 149 155 188 M9 57 48 198
Ratio 0.41%  C46% 0.58% 0.16% 015% 0.62%
international:
Intemationat Cards 310 108 489 345 269 1,300 667 613
Ratio 220% 1.95% 161% 4.84% 2.97% 333%
International Consurmer Finance 26.1 608 442 484 238 1411 1.284 1.386
Ratio 243% 203% 213% 5.92% 5.75% 6.36%
International Retail Banking 68,7 667 779 2,086 64.1 737 1.882 615
Ratio 0.87% 1.29% 3.36% 1.15% 3.05% 1 15%
Private Bank © 43.0 21 79 127 403 [L)] i) 15
Ratio 0.05% 0.20% 0.33% ©0.07)% 0.02)% 0.021%
(ther Consumer Loans 25 — 47 — 22 — 4} (1}
On-Balance Sheet Loans $5108 $6576 36574 38215 4774 § 7262 S 8683 $ Bart
Ratio 1.28% 146% 1.91% 1.52% 201% 213%
Securitized receivables {all in U8, Cards) $905 $1616 $1314  $1206 $964 $ 3985 $ 532 $ 4865
Credit sard receivables held-for-sale — -— - 37 0.3 5 28 214
Managed Loans ©& $6103 $8192 $/888 59541  $5741 $11.252 $14.037 313550
Ratio 1.34% 1.44% 1.84% 1.96% 2.69% 2.84%
Regional View:
us $3709 84584 34857 $5216  $3434 $ 3820 S 4860 $ 5862
Ratio 1.24% 147% 1.70% 1.10% 1.56% 205%
Mexico 185 625 624 563 153 511 284 100
Ratio 378% 421% 485% 3.34% 213% 095%
EMEA 438 574 439 1,785 39.7 1,065 2132 877
Rakio 1.32% 1 39% 4 44% 2.68% 5.62% 240%
Japan 1.3 235 182 308 11.7 1,033 1.016 1,210
Ratwo 2.08% 1.56% 1 N% 8.83% 7/ 43% 722%
Asia 62.0 439 376 309 57.1 644 404 413
Rato 0% 070% 0 58% 1.13% 0.75% 0 43%
Latin America 85 119 38 32 52 189 13 9
Rabo 184%  093% 0.94% 3.63% 10.38)% 0.30%
On-Balance Sheet Loans i+ $5108 $8578 S6574 38213  $4TT4 $ 7282 S 8683 3 8471
Ratio 1.20% 1.46% 1.91% 1.52% 2.01% 2.12%
Securitized receivables fall in U8 Cards) $085 $1616 31314 $1206 $964 $ 3985 $ 5346 $ 4.865
Credit card receivables held-tor-sale = — — - 3 0.3 5 28 214
Managed Loans & $6103  $8,192 7838  $0,541  $5749 $11,262 $14.037 $13.550
Ratio 1.34% 1.44% 1.84% 1.96% 2.69% 2 B4%

() The ratias af 0 days o moeo past dua and net «ret fusses are caledlated based vn ond +f -peried and asrage foans. raspecively, buth ned of unamed income.

(2 Private Bank 1esulls arerepuried s part of the Gobal Weallh Management segmant

(3 Total toans and tolal sverage toans exchide cortain nterest and Faes on oredl! tards of apsproxmaroly $2 ilbon and §2 billon, respectively, shich ara includad in Consumern Lians on 1he Cons hicited Balancs Shned

o} Inuded in Other Assels on the Lonslidatod Balancs Sheet,

¢5 This dable prezents coedit informusion on  held basis and shisss by impact of seaurifleations ts reconeals o a managed besis. Orly U8 Lants fom 3 et ey sl UK bom a sogiotl view, s aftoctod
Maraged bosts taporting is 3 non GAAP measire, Held basis raporting s the refated GAAP meastke, Soe a discussion of anaged basis teparting o paga 64.
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Consumer Loan Balances, Net of Unearned income

End of pertod Average
In bilions of dofiars 2006 2005 2004 2006 2005 2004
On-balance sheet $5108 34506 34307 $4774 34328 83960
Securitized receivables @l in /S Cards) 95 962 853 9.4 892 779
Credit card recetvables held-for-sale = — — 25 0.3 0.4 31
Total managed @ $6103 35468 $5185  §574.1 35224 84779

(4 Ttal oans and folal average foans exclude cerlain tnlerest and foss o0 cradit vards of approsimataly $2 billon and $3 bitlion. saspentively for 2005, and $4 bilfion and $4 tifion, fesprclively tor 200% and 2004, which

ate inhuded in Consuaner Loans o the Corsoliduted Balarse Shel
24 hdtded In Other Assels o the Sonslidatid Batani
3 iy tabb prosi
fromstite. S disusssion of mansaged bags topoing an e 64,

Gitigroup's total allowance for loans, feases and unfunded lending
commutments of $10.040 billion is available to absorb probable credit losses
inherent in the entire portfolie. For analytical purposes only, the portion of
Citigroup's allowance for credit losses attributed to the Consumer portslio
was $6.006 billion at December 31, 2006, $6.922 billion at December 31,
2005 and $8.37Y billion at December 31, 2004 The decrease in the
allowance for credit losses from December 31, 2005 of $916 million
inchuded:

* reserve releases, primarily refaied to 2 decline in bankruptey tilings due to
the impact of the change in hankruptey legislation on I7.8. Cards in
2005, and stable credit conditions in the 1S, and intemationally;

* $429 million of reductions related to securitizations and sales of portfolios
in the {18, Cards business;

* 38200 million release related o Hurricane Katrina

Offsetting these reductions in the allowance for credit losses was the
impact of reserve builds of $660 million, primarily related to increased
reserves in Mexico. increased reserves in s, primavily related to industry-
wide credit conditions in the Taiwan cards market; and increased reservos in
Jegpeers primarily related to the change in the operating environmient in the
consnmer finance business, and the passage on Becember 13, 2006, of
changes to Japan's consumer lending taws. The acquisition of the CrediCard
portfolio increased the allowance for credit losses by $84 million in Zatin
Ameriea.

ai inforsmations oy i ok bissis aed shose: the pact of seeurization  tecordle 1o @ managod basis. Managod bosis seporting 15 a noe GAAP moaas e, Hold Erasls togenting is thw robitind GAAY

On-halance sheet consumer loans of $510.8 billion increased $60 2
billion, or 13%, from December 31, 2005, primarily driven by growth in
mortgage and other real-estate-secured foans in the 113 Consamer
Lending, 115, Commercial Busiuess. and Frivate Bank businesses and
weowth in 173, Retas! Distribution. Credit card receivables declined on
higher pavment rates by customers.

Net credit osses. delinquencies and the related ratios are affected by the
credit performance of the portfolios, including bankrupteies, unemplovment,
global economic conditions, portfolio growth and seasonal factors, as well gs
nigero-economic and regulatory policies.

Consumer Credit Outiook
Consumer credit losses in 2007 are expected fo moderately deteriorate from
prior-year levels due to the following:

= Increased bankruptey write-offs in {78, Cards and 178 Retad!
Distribution.

* lacreased credit costs due to seasoning of the rapidly growing Home
Equity portfolio in {78 Conseemer Lending.

* Increased credit costs in futernational Cards, Infernationa! Consienier
Fhiemee, excluding fepean, and Infernational Retail Banking a5 the
growing purtfolio in all businesses seasons. although the underlying
creditenvironment in all businesses are forecast to remiin stable,

* Indnternational Consumer Finance fapan the impact of the changes
to consumer lending laws enacted in 2006 will continue to affect the
credit environment.

OPP007266



CORPORATE CREDIT RISK

For corporate clients and investment banking activities across the
organization, the credit process is grounded in 2 series of fundamentat
policies, including:

* joint business and independent risk management responsibility for
managing credit risks;

single center of control for each credit refationship that coordinates eredit
activities with that client;

portfolio limits to ensure diversification and maintain risk/capital
dignment;

4 minimum of two-authenized credit officer-signatures are required on
extensions of credit—~(one from 4 sponsoring credit officer in the
business and one from a credit officor in independent credit risk
management},

risk rating standards, applicable to every obligor and facility: and
consistent standards for credit erigination documentation and remedial
management,

The following tahle represents the corporate credit portfolio, before
consideration of collateral, by maturity at December 31, 2006, The Corporate
portflic is broken out by direct outstandings (which include drawn Joass,
overdrafts, interbank placements, banker's acceptances, cortuin investrment
securities and leases) and unfunded commitments (which include unused
commitments to lend, letters of credit and financial guarantees).

Corporate Credit Portfolio

The maintenance of accurate and consistent risk ratings across the
corporate credit portfolio facilitates the comparison of cradit exposure across
all lines of business, geographic regions and products.

Obligor risk ratings reflect an estimated probability of default for an
obligor, and are derived primarily theough the use of statistical models
(which are validated periodically), external rating agencies (under defined
circunstances), or approved scoring methodologies. Facility risk ratings are
assigned. using the obligor risk rating, and then factors that affect the loss-
given-default of the fagility such as support or collateral are taken into
aconunt,

Internal ohligor ratings equivalent to BBB and above are considered
investment-grade. Ratings below the equivalent of BBE are considered
non-investment-grade

The tollowing table presents the corporate credit porttolio by facility sk
rating at Decomnber 31, 2006 and 2003, as a percentage of the totd portfolio:

Direct outstandings and
unfunded commitments
2008 2006
ARNAAA 53% 4%
BBB 27 29
BB/ 18 15
CCC or below 1 1
Unrated 1 1
Total 100% 100%

The corporate credit portfolio is diversified by industry, with 2
congentration only to the financial sector, including banks, other financial

Due Greater
i brv’iﬁgs of goffag at within - than 1 yeor ot T Totl  institutions, investment banks, and government and central banks. The
31, 2006 n ] an b years  exposure : . . . ) .
Dm{ = ) ;t t:‘;‘; ;";4 'S» 5 oy fotlowing table shows the allocation of direct outstandings and unfunded
irect outslandings 515 s ¢ ) ) Lo . . .
ents 1o industries as 4 percentage of the fotal ¢ : Hio:
Unfunded fending commitments 230 154 9 gy Commitients b industries a5 a percentage of the total Comorate portfolio
Direct outstandings and
Total $387 $228 $18 $833 unfunded commitments
-
oue . 2008 2005
iy tilions of dokars at within  than 1year but Greater Total Barks 9% 7%
Decamber 33, 2005 1 year within b years than 5 years exposure Government and central banks 7 g
Direct outstandings $106 856 822 $184  Other financial institutions 6 8
Unfunded lending commitments 194 131 7 332 investment banks 6 5
Total $300 $187 $20 516 Ulites 6 5
insurance 5 4
Petroleum 4 5
Portfollo Mix i o . Agricutture and faod preparation 4 4
The corporate credit portfolio is geographically diverse across counterparty, Telephone and cable 3 3
industry and region, The following table shows direct outstandings and Industrial machinery and equipmertt 3 a
unfunded commitments by region. Metals 3 2
Autos 2 2
Dec.31,  Dec 31, Freight transportation 2 2
2006 2005 Global information technology 2 2
78 A6% 47%  Chemicals 2 2
EMEA 29 26 Retalt 2 2
Japan 2 2 Other industries * 34 35
Asia 14 13
o 1 100%
Lalin Ametica 4 4 Total 00% 00%
Mexico 5 6 i) ineddes Al ehen indisties. nong of whith exceents 2% ol tatal standngs
Total 100% 100%
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Credit Risk Mitigation

As part of its overall risk management activities, the Company uses credit
derivatives and other risk mitigants to hedge portions of the credit risk in its
portfolie, in addition to outright asset sales. The effect of these transactions is
to transter credit risk to credit worthy, independent third parties. Beginning
in the 2003 fourth quarter, the results of the mark-to-market and any
realized gains or losses on credit derivatives are reflected in the Principal
Transactions line on the Consolfidated Stateent of Tacome. At December 31,
2006 and 2005, $93 0 billion and $40.7 billion, respectively, of credit risk
exposure was econorically hedged. Our expected loss model used in the
caleutation of vur loan loss reserve does not include the favorable impact of
credit denivatives and other risk mitigants. The reported amounts of direct
oustandings and unfunded commitments in this report do not reflect the
impact of these hedging transactions. At Decomber 31, 2006 and 2005, the
credit protection was economically hedging inderlying credit exposure with
the following risk rating distribution:

Rating of Hedged Exposure

2006 2005
ABAAVA 4% 48%
BBB 41 43
BB/B 10 6
CCC o below e 3
Total 100%  100%

At December 31, 2006 and 2005, the credit protection was economically
hedging undertying credit exposure with the following industey distribution:

Industry of Hedged Exposure

Pat
g

Utilities

Telephore and cable
Agriculture and food preparation
Petroleum

Autos

Cther financial institutions
Retail

industnial machinery and equipment
Chemicals

Pharmaceuticals

Insurance

Natural gas distribution
Airlines

Global information technology
Metals

Investment hanks

Business services

Forest products

Banks

Freight transportation
Entertainment

Other industries -+

Total

&

vl
:nwnnuwuwuwaaaammmaqcn?g
MNMWNWWN&U“&A#LN&@\J@W@O

[=rd

100%  100%

kg ol ofber cstizs, none of which is gresta Bl 2% of the tolal Bedged wenout

Credit Exposure Arising from Derivatives and Foreign
Exchange

Citigroup uses derivatives as both an end-user for asset/liability management
and in its client businesses. In CIB, Citigroup enters inta derivatives for
trading purposes or to enable customers to transfer, modify or reduce their
interest rate, foreign exchange and other market risks. In addition, Citi group
uses derivatives and other instruments, primarily interest rate and fores an
exchange products, as an end-user to manage interest rate nisk relating to
specific groups of interest-sensitive assets and liabilities. Also. foreign
exchange contracts are used to hedge non-17S_ dollar denominated debt, net
capttal exposures and foreign exchange transactions

The Company’s credit exposure on denvatives and foreign exchange
contracts is primarily to professional counterparties in the financial sector,
arising trom transactions with banks, investment banks, governments and
central hanks, and other financial institutions

Yor purposes of managing credit exposure on derivative and foreign
exchange contracts, particularly when looking atexposure to a single
counterparty, the Company measures and monitors credit exposure taking
into account the current mark-to-market value of each contract plus a
prudent estimate of its potential change in value over its lite. This
measurenent of the potential future exposure for each credit Eacility is based
on 2 stressed simulation of market rases and generally takes into account
legally enforceable risk-mitigating agreements for each obligor such as
netting and margining,

For assev/lability management hedges, a derivative must be highly
effective in accomplishing the hedge objective of offsetting either changes in
the Fair value or cash flows of the hedged item for the risk being hedged Any
ineftectiveness present in the hedge relationship is recognized in current
eamings. The assessment of effectiveness excludes the changes in the value
of the hedged item that are unrelated to the risks being hedged. Similarly,
the assessment of effectiveness may exclude changes in the fair vidue of 2
derivative refated to time value, which, f excluded. is recognized in current
eamings

The fullowing tables summarize by derivative type the nationals,
receivables and payables held for trading and assev/liability management
hedge purposes as of December 31, 2006 and December 31, 2005, See Note
2310 the Consolidated Financial Statements on page 148 for a discussion
regarding the accounting for derivatives.
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CITIGROUP DERIVATIVES

Notionals

) Trading Asset/Liability
fn miffons of doflars Derivatives | Management Hedges
As of December 31 2006 2005 2006 2005
Interest rate contracts

Swaps $14,196404 S12677814  $561,376  $403576
Futures and forwards 1,824,208 2.090.844 5,374 18,425
Written options 3,054,990 1,949 501 12,764 5,166
Purchased options 295312 1633983 35,420 53820
Total interest rate contract notionals $22,028,721 518352142  $684934  $481 087
Foreign exchange contracts
Swaps $ 72083 S 561883 $53216 $ 37418
Futires and forwards 2,068,310 1,508,754 42 675 53757
Watten options 416,951 249725 1,228 —
Purchased options 404,859 253089 1,248 808
Total foreign exchange contract notionals $ 3612183 S 2575456 $98365 § 91983
Equity confracls
Swaps $ 104320 S 70188 § - % —
Futures and forwards 36,362 14 487 -— —
Written options 387,781 213,383 - —
Purchased options 355,891 193,248 — —
Total equity contract notionals $ B84354 S 491306 $ — —
Commodity and other contracts
Swaps $ 3B1E S 20486 0§ — % e
Futures and forwards 17433 10876 — -
Written aptions 11,991 9761 e -
Purchased options 16,904 12.240 ~— —
Total commodity and other contract notionals $ 81939 § 5333 § — §  —
Credit derivatives $ 1944980 51030745 § — % —
Total derivative notionals $28552,177 822503012  $783298  $573.070
Mark-to-Market (MTM) Recelvables/Payables
Derivatives Derivatives
in milfions of doflars Receivables—MTHM Payable—MT™
As of December 31 2006 2005 2006 2005
Trading Derivatives
interest rate contracts $167521 $192761  $166,119 5188182
Foreign exchange contracts 52,297 42 749 47,469 41474
Equity contracts 26,883 18,633 52,980 32312
Commodity and other contracts 5,387 7.332 5,778 6986
Credit derivatives 14,089 8106 15,081 9279
Total $266,157 $260581 $287428 $278234
Less: Netting agreements, cash coliateral and marke! value adistments {216,618) (222,167} {212,621) {216,906
Net Receivables/Payables $ 49541 S 47414 S 748BM 3 61328
Asset/Liability Management Hedges '
interest rate contracts $ 1801 § 3775 0§ 3327 5 1615
Foreign exchange contracts 3,660 1,386 847 1137
Total $ 5461 § 5180 $ 4274 3 2752

1) inchudas the relional amoues for long and shoet desbiative postions,

e Trading Devattees inclde proprietary and market-miaking aclvities ehere the ehanges in market sabie a8 recaed 1o rading asests of frading Sabilities
5 Assatd iabilly Managsmest Hediges inclick ooy $oee end-tser derivalive instnanents wiere e changes in market value s8 reom ded Yo othe aasels o other Batilikes,
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The following table presents the global derivatives portfolio by internal
obligor credit rating at December 31, 2006 and 2003, as 4 percentage of
credit exposure;

2006 2005
AANANA % 80%
BBB 11 11
BR/B 8 8
CCC o hetow — -
Unrated 2 1
Total 100%  100%

The following table presents the global derivatives portfolio by industry of
the obligor as & percentage of credit exposure:

2006 2005
Financial institutions &7% 67%
Governments 11 12
Corporations 22 21
Total 100%  100%

GLOBAL CORPORATE PORTFOLIO REVIEW
Corporate loans are idertified as impaired and placed on @ non-accrual basis
{cash-basis) when it is determined that the payment of interest or principal
is doubtful or when interest or principal is past due for 90 days or mre; the
exception is when the lnan is well secured and in the process of collection.
Impaired corporate loans are written down to the extent that principal is
judged to be uncollectible, Impaired collateral-dependent loans are written
dewn to the lower of cost or collateral value, less disposal costs.

The following table summarizes corporate cash-basis loans and net credit
losses:

In smillions of dolars 2008 2006 2004
Corporate cash-hasls loans

Capial Markets and Banking $ 500 S 923 17w

Transaction Seraces 35 81 112
Total corporate cash-hasis loans ! $ 535  $1004  $1006
Net credit losses (recoveries)

Capital Markets and Banking $ B3 (& 268 5 148

Transaction Services 25 {9) {18

Aiternative Investments {12) — —

Corporate/Other 6 — e
Total net credit losses {recoveries) $ & B 27 3% 130
Corporate allowancae for loan losses $2934 S2850 $28%0
Corporate allowance for credit losses on unfunded

lending commitments ** 1,100 850 600
Totai corporate allowance for loans, leases

and unfunded lending commitments $4034 S3710 33490
As a percentage of total corporate foans ¢ 7 1.76% 2.22% 2.54%

e Teddes purchiasad dishossed loans as they ae acoreling isderest in aconsdance with SOP (53 5 in
2005 T prion years, these loans wre classitied in Othel Assets. The raming value of these loans
was F940 nillion at Decamnbie 31, 9006, 81120 mithon 4 Dacember 31, 2005 aned $1.213 millior at
Devember 31, 2004,

i@ Repwasenls addfiorsl raseses tocosdod 41 Other | fabsitios or e Corsollitted Paganee Shust

< Doas ol ncligle Mo altvwance Tor unfundest landing summidments
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Cash-basis loans on Decernber 31, 2006 decreased $469 million from
2005; $423 million of the decrease was in Capital Markets and Banking
and $46 million was in Transaction Services. Caprtal Mewkels and
Banking decreased primarily due to the ahsence of cash-basis portfolios in
Russia and Australia and decreases in portfolios in Poland and Korea. The
decrease in Transaglion Serpices was primarily related fo decreases in
Mexico.

Cash-basis toans decreased $902 miltion in 2005 due to decroases of $871
miltion in Capiteal Markets and Banking and $31 million in Transaction
Services. Capital Markets and Banking primarily reflected decreases in
Brazil, Argentina, KorAm and Europe. Transaction Seryices decreased
prmarily due to charge-offs in Brazil,

Total corporate Other Real Estate Owned (OREO) was $316 million, $150
nitkion and $126 million at Deconsber 31, 2006, December 31, 2005, and
Decerher 31, 2004, respectively The $166 million increase from
Decerber 31, 2005 reflects net foreclosures in the 1S, real estaie portfolio.

Total comarate loans outstanding at December 31, 2006 were $166
hillien as compared to $129 billion at December 31, 2005,

Total comporate net credit losses of $82 million in 2006 increased $359
million compared to the net credit recovery of $277 million in 2005,
prinuarily attributable to the absence of gross credit recoveries experienced in
2005. Total corporate net credit recoveries of $277 mitlion in 2005 improved
$407 million compared to 2004 as higher recoveries more than offset credit
losses.,

Gitigroup's totd dlowance for credit losses for loans, leases and unfunded
lending commitments of $10.040 hillion at December 31, 2006 is available o
absoth prohuble credit losses inherent in the entire Company's portfalio. For
analytical purposes only, the portion of Citigroup's allowance for credit
losses attributed to the corporate pordolio was $4.034 hillion at December 31,
2006, $3.710 hillion at December 31, 2005, and $3.990 biltion at
Decernber 31, 2004. The $324 million increase in the corporate allowance at
Decernber 31, 2006 trom December 31, 2005 primarily reflects $250 million
in reserve huilds related to increases in off-halance sheet exposures and a
shight decline in credit quality. The $220 million increase in the corporate
allowance at December 31, 2005 from December 31, 2004 primarily reflects
an increase in the allowance for unfunded lending commitments hased on
portfolio growth and the deterioration of the underlving portfolio. Losses on
cotporate lending activities and the level of cash-basis loans can vary widely
with respect to timing and amount, particularly within any narrowly defined
business or loan tpe
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LOAN MATURITIES AND FIXED/VARIABLE PRICING
Due Over 1 yeor

within but within Qverd
in hullipns of dollars at year end 1 yesr 5 years years Totad
Corporate loan portfolic
maturities
in U.S. offices:
Commercial and
industrial loans 5 18.883 § 3373 $ 5180 $ 27,436
Mortgage and real estate 115 ai 32 168
{ sase financing 1,446 258 397 210
in offices outside the U.S. 80.704 43178 13,033 136,915
Total corporate loans $101,148 46830  $18.842 $166,6820
Fixed/variable pricing of
corporate loans with
maturities due after
one year
Loans at fixed interest rates ¢ 0048 $ 4950
Loans at fioating of adjustable
interest rates 37.582 13,683
Total 345830  $18642

¢ty Fuased on eonttaciual Terms. Rapiicig charaetesistios ooy aitestively be modfied Reem Bo: i Bme
sty derivative conlacts. Sou Hote 25 1o the Comslidaled Financial Staterments i page 146

MARKET RISK MANAGEMENT PROCESS

Market risk encompasses liquidity risk and price risk, both of which arise in
the nermal course of business of a global financial intermediary. Liguidity
risk is the risk that an entity may pe unable to meet a financial commitment
o 2 customer, creditor, of investor when due. Liquidity risk is discussed in
the “Capital Resources and Liquidity” on page b, Price risk is the earnings
risk from changes in interest Fales, foreign exchange rates, equity and
commuodity prices, and in their implied volatlities. Price risk arises in
non-trading portfolios, as well as in trading portfolios.

Market risks are measured in accordance wi th established standards to
cnsure Consistency actoss husinesses and the ahility to aggregate risk. Fach
business is required to establish, with approval from independent market risk
managernent, a market risk Timit framework, including risk measures and
controls, that clearly defines approved risk profiles and is within the
parameters of Citigroup's overall risk appetite.

In all cases, the businesses are ultimately responsible for the market risks
they take and for remaining, within their defined limits,

Non-Trading Portfolios

Interest Rate Risk

One of Citigroup's primary business functions is providing financial products
that meet the needs of its customers. Loans and deposits are tailored to the
customier's requirements with regand to tenor, index, and rate type Net
{nterest Revenue (NIR) is the difference between the yield eamed on the
non-trading portfolio assets (incl uding custorner loans) and raie paid vn the
liabilities (including customer deposits or company borrowings), The NIR is
affected by changes in the level of interest rates. For example:

o Atany given time, there may be an unequal amount of assets and
liabilities, which are subject to market rates due to maturation o
repricing, Whenever the amount of liabilities subject to repricing exceeds
the amount uf assets subject to repricing, & Comparny is considered
“ligbility sensitive.” [n thi case, 4 company’s NIR will deteriorate in 4
vising rate environment.

» The assets and Liabilities of & comgpany may reprice at different spoeds or
mature at different times, subjecting hoth “liability sensitive” and “asset
sensitive” companies o NIR sensitivity from changing interest rates. Fot
example, 2 company may have a large amount of loans that are subject
to repricing, this period, bul the majority of deposits are nol scheduled for
repricing until the tallowing, period. That company would suffer from NIR
doterioration if interest rates were 1o fall.

NIR in the current period is the result of customer transactions and the
related contractual rates originated in prior periods s well s new
wansactions in the cursent period; those prior period transactions will be
jmpacted by changes in rates on floating rate assets and liabilities in the
current period.

Due fo the long-term nature of the porttolios, NIR will vary from quarter
o quarter even assuming no change in the shape or level of the yield curve
4 the assets and liahilities reprice. These repricings are a function of implied
forward interest rates, which represent the overalt market's unhiased estimate
of future inerest rates and incorporate possible changes in the Federal Funds
rate 2 well as the shape of the vield curve

interest Rate Risk Governance

The risks in Citigroup's non-traded portolios are estimated using 4 common
et of standards that define, measure, limit and report the market risk. Each
business is required to establish, with approval from independent market risk
management, 4 market risk limit framework that clearly defines approved
risk profiles and ts within the parameters of Citigroup's overall risk appetie.
1n all cases, the husinesses are ultimately responsible for the market risks
they take and for remaining, within their defined fimits, These limits are
monitored by independent market tisk. country and husiness Asset and
Ligbility Commitiees (ALCOS) and the Global Finance and Asset and Lighility
Committee (FInALCO).
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Interest Rate Risk Measurement

Citigroup's principal measure of risk to NTR is Interest Rate Exposure (IRE).
IRE measures the change in expected NIR in each currency resulting solely
from unanticipated changes in forward interest rates. Factors such as
changes in volumes, spreads, margins and the impact of prior-period pricing
decisions are not captured by IRE. [RE assumes that businesses make no
additional changes in pricing or balances in response to the unanticipated
rate changes,

TRE tests the impact on NIR wesulting from unanticipated changes in
forward interest rates. For example, if the current 90-day LIBOR rate is 3.00%
and the one-vear forward rate is 500% (ie, the estimated 90-day LIBOR rate
inone year), the +100bps IRE scenario measures the impact of the firm's
NIR of 4 100bps instantaneous change in the 90-day LIBOR, 1o 6% in one
weur),

The inmpact of changing prepayment rates on Joan porttolios is
incorporated into the results. For example, in the declining interest rate
scenarios, it is assuned that mortgage portfolios prepay faster and income is
reduced. In addition, in a rising interest rate scenario, portions of the deposit
porttolio are assumied & experience rate increases that are less than the
change in market interest rates,

Mitigation and Hedging of Risk

All financial institutions’ financial performance is subject to some degroe of
risk due to changes in interest rates. In onder b manage these risks
effectively, Citigroup may modify pricing on new customer loans and
deposits, enter into transactions with other institutions or enter into
off-halance sheet derivative transactions that have the apposite risk
exposures. Therefore, Citigroup regularly assesses the viahility of strategies to
reduce unacoeptahle risks to earnings and implements such strategies when
the Company believes those actions are prudent. As information hecomes
wailable, Citigroup formulates strategies aimed at protecting earnings from
the potential negative effects of chanyes in interest rates.

Citigroup employs additional measurements. including stress esting the
impact of non-linar interest rate movements on the value of the balance
sheet; the analysis of portfolio duration and volatility, particularly as they
refate to mortgage loans and mertgage-hacked securities; and the putential
impaict of the change in the spread betveen different market indices.
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The exposures in the following table represent the approximiate
annualized risk to NIR assuming an unanticipated parallel instantancous
100bp change, as well as a more gradual 100bp (25hp per quarter) parallel
change in rates a5 compared with the market forward interest rates in
selected currencies.

Oscember 31, 2006 Decombar 31, 2005
i millions of doliars increase  Decrease frcoase Deaease
U.S. dollar
Instantaneous change $(728) $627  3(155) 3284
Gradual change $(349) $360 3§ (73 3 66
Mexican peso
Instantaneous change $ 4 $(43) 5 63 3 4
Gradual change $ 4t ${41) S $ 34
Euro
Instantaneous change $ o) $9 $ (40 $ 40
Gradual change $ (38) $3 %o $ 19
Japanese yen
instantaneols change $ 3 NM 506 NM
Gradual change $ {21) NM 3 (11 NM
Poimd steriing
Instartanenus change $ @y $4a1 § 3 $ &
Gradual change $ 1) $2 $ 9 $ @

KA Not meaninglul, & 100 basis point desrease i indes et rates valg inply negative raes o the
apanwse vers el cunve.

The changes in the US. dollar interest rate exposures from the prior vear
reflect changes in customer-related asset and Hability halances, additional
available-for-sale securities as well as Citigroup's view of prevailing interest
fittes.
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The following table shows the risk to NIR from six different changes in the implied forward rates. Fach scenario assumes that the rate change will occur on a

gradual basis every three months over the course of ena year,

Scenariod  Scenarfo2  Sconarie3  Scenariod  Scenard5  Scenario 6
Overnight rate change (bp) — 100 200 (200) (100 _—
10-year rate change {bp) (100 — 100 {100y — 100
mm to net interest revenue ¢ miions of doiiars) 5119 (3366) (3821 $728 $ 381 ($296)

Trading Portfolios
Price sk in trading portfolios is monitored using a series of measures,
including;

o factor sensitivities;
o Value-at-Risk (VAR): and
* stress festing,

Factor sensitivities are expressed as the change in the value of 4 position
tor a defined change in a market risk factor, such s 4 change in the value of
a Treasury bill for @ one basis point change in interest rates. Citigroup's
independent market risk management ensures that factor sensitivities are
caleulated, monitored and, in most cases, imited, for all relevant risks taken
in a trading portfolio.

VAR estimtes the potential decline in the value of a position or a pordolio
under normal market conditions. The VAR method incurporates the factor
sensitivities of the trading portolio with the volatilities and correlations of
those factors and is expressed as the risk to the Company over a one-day
holding period. at 299% confidence level. Gitigroup's VAR is based o the
volatilities of and corvelations between o multitude of market risk factors as
well as factors that track the specific issuer risk in debt and equity securities.

Stress testing is performed on trading porttolios on 4 regular hasis to
estimate the 1mpact of extreme market movements. It is performed on hoth
individual trading portfolios, 4s well as on aggregations of portfolios and
businesses. Independent market risk management, in conjunction with the
husinesses, develps stress seenarios, reviews the output of periodic stress
testing exercises, and uses the information to make judgments as o the
ongoing appropriateness of exposure levels and limits.
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Each trading portfolio has its own market risk limit framework,
encornpassing, these measures and other controls, inctuding permitted
product lists and a new product approval process for complex products.

Risk capital for market risk in trading portfolios is based on an
annuglized VAR tigure, with adjustments for intra-day trading activity.

Total revenues of the trading business consist of:

* Customer revenue, which includes spreads from customer flow and
positions taken to facilitate customer orders;

* Proprietary trading activities in both cash and derivative transactions; and

* Netinferest revenue,

All trading positions are macked-to-market, with the result reflected in
eamings. In 2006, negative trading-related revenue (net lusses) were
recorded for 25 of 251 trading days. Of the 235 days on which negative
revenue (net losses) was recorded, only four were greater than $30 million.
The following histogeam of total daily revenue or loss captunes trading
volatility and shows the number of days in which the Company’s trading-
relted revenues fell within particular ranges.
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Histogram of Daily Trading-Retated Revenue — Tweive Months Ended December 31, 2006
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Citigroup periodically performs extensive back-testing of many hypothetical
test portfolios as one check of the accuracy of its VAR, Back-testing is the
process in which the daily VAR of a portfolio is compared to the actual daily
change in the market value of its transactions, Back-testi ng is conducted to
confirm that the daily market value losses in excess of 99% confidence level
oceur, on average, only 1% of the time. The VAR calculation for the
hypothetical test portiolios. with different degrees of risk concentration,
meets this statistical criteria.

The level of price risk exposure at any given point in time depends on the
market environment and expectations of future price and market
miovements, and will vary from period to period

For Citigroup’s major wading centers, the aggregate pretas VAR in the
trading portfolios was $106 million at December 31, 2006 and $93 million at
December 31, 2005. Daily exposures averaged $99 million in 2006 and
ranged from $71 million to $133 million.

The following table summarizes VAR to Citigroup in the trading portiolios
as of Decernber 31, 2006 and 2005, including the Total VAR, the specific risk
only component of VAR, and Total—General market factors only, along
with the yearly averages;
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.
8288828 gs s
s 22233283328
BEZ855E3x &3
W A o o5 D W ¥ s s
Decomber 31, 2006 December 31, 2005
In itlions of doffars 2008 Average 2005 Average
Interest rate $ 8 $87 $83 %100
Fureign exchange 27 27 17 14
Equity 62 48 50 40
Commodity 18 15 8 15
Covariance adjustment (82} (78) 65) 60
Total — All market risk
factors, including general
and specific risk $1068 $99 383 3109
Specific risk only comporent $ 8 $10 312 3 8
Total — General market
factors only $ 98 $89 381 3103

The specific risk-only component represents the level of equity and debt
issuer-specific risk embedded in VAR, Citigroup's specific sk mdel
conforms 1o the dx-multiplier treatment approved by the Federal Reserse and
i8 subject to extensive annual hypothetical hack-testing

The table below provides the range of VAR in each type of trading
portfolio that was experienced during 2006 and 2005

2008 2005
ks millions of dollars Low High (low High
imerest rate $64 $125 362 $155
Forgign exchange 16 45 9 23
Equity 35 68 27 63
Commodity 5 p] 5 24
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OPERATIONAL RISK MANAGEMENT PROCESS
Operational risk is the risk of loss resulting from inadequate or failed
internal processes, people or systems, or from external events. [tincludes the
reputation and franchise risk associated with business practices or market
conduct that the Company undertakes. Operational risk is inherent in
Gitigroup's global business activities and, as with other risk types, is
managed though an everall framework with cheeks and balanoes that
include:

» Recognized ownership of the risk by the businesses;
* Oversight by independent risk management; and
o Independent review by Audit and Risk Review (ARR}.

Framework
Citigroup's approach to eperational risk is defined in the Citigroup Risk and
Control Self-Assessment (RCSAY Operational Risk Policy

"The objective of the Policy is to establish a consistent, value-added
framework for assessing and communicating operational risk and the
overall effectiveness of the internal control environment across Citigroup.
Fach major business segment must implement an operational risk process
consistent with the requirements of this Policy. The process for operational
risk includes the folluwing steps:

o Identify and assess Key Operational Risks;
 Establish Key Risk indicators: and
« Prduce a comprehensive operational risk report.

The Operational Risk standards facilitate the effective communication of
operational risk hoth within and across businesses. Information about the
husinesses' operational risk, historical losses, and the control environment 5
reported by each major husiness segment and functional area, and
summiasized for Senior Management and the Citigroup Board of Directors.

The RCSA standards establish a formal governance structuse to provide
direction. oversight, and monitoring of Citigroup's RCSA programs The
RESA standards for risk and control assessoent are applicable to all
businesses and staff functions, They establish RCSA as the process whereby
important risks inherent in a business’ activities are identified and the

effectiveness of the key controls over those risks are evaluated and monitored.

RCSA processes facilitate Citigroup’s adherence to regulatory requirements.
including Sarbanes-Oxley, FDICIA. the International Convergence of Gapital
Measurement and Capitad Standsrds (Basel 113, and other corporate
initiatives, including Operational Risk Managerent and alignment of
capital assessments with risk management objectives. The entire proass 18
subject to audit by Citigroup’s ARR, and the results of RCSA are included in
periodic management reporting, including reporting to Senior Management
and the Audit and Risk Management Committee.
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Measurement and Basel i

To support advanced capital medeling and management, the businesses are
required to capture relevant operational risk capital informtion, An
enhanced version of the risk capital model for operational risk has heen
developed and implemented across the major business segments as a step
toward readiness for Basel 11 capital calculations. The rigk capital
cabeulation is designed to qualify as an “Advanced Measurenent Approach”
{AMA) under Basel 11_ It uses 2 comhination of intemal and external loss
data to support statistical modeling of capital requirement estimates. which
are then adjusted to reflect qualitative data regarding the operational risk
and control environment

Information Security and Continuity of Business
During 2006, Citigroup continued to enhance a strategic framework for
Inforniation Security technology initiatives, and the Company began
implenenting enhancements to various Information Seourity programs
across its husinesses covering [nformation Security Kisk Management,
Seeurity Incident Response and Electronic Transportable Media. The
Company continues Lo implement tools to increase the effectiveness of its
data protection and entitlement management programs Additional monthly
Tnformation Security metrics were established to better assist the Information
Technology Risk Officer in managing enterprise-wide risk. The Information
Security Program complies with the Gramm-Leach-Bliley Act and other
regulatory guidance.

The Corporate Office of Business Continuity, with the support of Senior
Management, continues to coerdinate global preparedness and mitigate
business continuity risks by reviewing and testing recovery procedures.
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COUNTRY AND CROSS-BORDER RISK
MANAGEMENT PROCESS

Country Risk

Country risk is the risk thar an event in 4 foreign country will impair the
alue of Citigroup assets or will adversely affect the ability of obligors within
that country to honor their obligations to Gitigroup. Counltry risk events may
include sovereign defaults, banking or currency crises, soctal instability, and
changes in governmental policies {for example, expropriation,
nationalization, confiscation of assets and other changes in legislation
refating to intemational ownership), Country risk includes local franchise
risk, credit risk, market risk, operational risk, and cross-border risk.

The Country risk management framework at Citigroup includes a
aumber of tools and management processes designed to facilitate the
ongoing analysis of individual eountries and their risks. These inchide
country risk rating models, scenario planning and stress testing, inteenal
watch lists, and the Country Risk Cormmittee process,

The Citigroup Country Risk Committee is the senior forum to evaluate the
Company’s total business footprint within a specific country franchise with
emphasis on responses (o current potential country risk events. The
Commitice is chaired by the Head of Global Country Risk Management and
includes 45 its members senior risk management officers, senior regional
husiness heads, and senior product heads. The Comumitiee regularly reviews
Al risk exposures within & country, makes recormmendations as to actions,
and follows up to ensure appropriate accountability.

Cross-border Risk

Gross-border risk is the risk that actions taken by 2 son-US. governiment
iy prevent the conversion of local currency into nen-local currency and/or
the transfer of funds outside of the country, therehy impacting the ability of
the Company and its customers to transact business across borders.

Examples of cross-border risk include actions taken by foreign governments
such as exchange controls, debt moratoria, of restrictions on the remittance
of funds. These actions might restrict the transfer of funds or the ahility of
the Company 1o ohtain payment from customers on their contractual
ubligations.

Management oversight of cross-border risk is performed through 2 formal
review progess that includes annual setting of cross-horder linits and/or
exposures, monitoring of economic conditions globally, and the
establishment of internal cross-border risk management policies

Under Federal Financial Institutions Examination Council (FFIEC)
regulatory guidelines, total reported cross-horder outstandings include cross-
border claims on third parties, as well a5 investments in and funding of local
franchises. Cross-border claims on third parties (trade, short-term, and
nedium- and long-term claims) include cross-border Ioans, securities.
deposits with banks, investments in affiliates, and other monetary assets, as
well as net revaluation gains on foreign exchange and derivative products

Cross-border outstandings are reported based on the country of the
obligor or guarantar. Qutstandings backed by cash collateral are assigned to
the country in which the collateral is held. For securities received as
onllateral, crogs-horder outstandings are reported in the domicile of the
issuer of the securities, Cross-border resale agreements are presented based
on the domicile of the counterparty in accordance with FFIEC guidelines,

Trvestients in and funding of local franchises represent the excess of
local country assets over Jocal country liabilities. Local country assets am
claimms on local residents recorded by branches and migority-owned
subsidiaries of Citigroup domiciled in the country, adjusted for externally
guaranteed claims and certain coliateral. Local country liabilities are
obligations of non-1:S. branches and majority-owned subsidiaries of
Citigroup for which no cross-border puarantee has been tssued by another
Citigroup office.

The table below shows all countries in which total FRIEC cross-horder outstandings exceed 0.75% of wotal Cltigroup assets:

December 31, 2006 December 31, 2005
Crogs-border claims on thirg parties
Investments
in and
Tradingand  fundingof  Total cross- Tedel oo
short-term focal border b el
In mithons of doffars Banks Public Private Total claims franchises outstandings Commitmentst?  wuistandings  Uoownlments
Germany $218 $50 $11.7 8385 $35.1 $0.1 $38.6 $ 436 3148 $26.0
India 14 01 82 97 78 15.1 248 07 65 07
Netherlands 59 38 108 201 178 —-— 201 105 158 9.2
france 85 22 a1 198 178 — 198 608 149 3345
Spain 27 586 68 151 146 46 19.7 6.8 74 28
South Korea 08 02 3.1 41 40 158 19.7 14 14.8 52
Ttaly 34 83 57 174 16.8 12 186 40 10.9 a0
United Kingdom ® 16 — 108 184 136 - 184 192.8 103 103.8
Ganada 14 01 38 5.3 4.9 56 10.9 95 3.1 29

11) Iiuded in tolal crass berder olaims o thied parties,

(@1 Coanrsbnents ot induded infolal roass bordar autstandings) nelude tegatly binding soss-bivdar tetters of credt and othet comimitments and contingenciss as delinsed by e FHEC Eituobae Matedi 51, 2008, the

FRIEG revised the detirition of « te includi oo
% Rectassified to contam 1o the cigrent petlod's presentation,
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BALANCE SHEET REVIEW

December 31

Increase %
in billions of dollars 2006 2005 (Decrease;  Change
Assets
Loans, net of unearned income and allowance far loan losses $ 670 S O74 $ 96 17%
Trating account assets 394 296 98 33
Federal funds sold and securiies borrowed or purchased under agreements to resel 283 217 66 30
Jvestments 274 181 93 51
Alt other assets 263 226 37 16
Total assets $1,884  $1.404 $390 26%
Liabilities
Deposits $ M2 § 5% §120 20%
Federal funds purchased and securities toaned o sold under agreements 10 repurchase 349 242 107 44
Brokerage payables 85 71 14 20
Short-term horrowings and long-term debt 389 284 106 37
Trading account atelites 148 121 25 21
Other Halities 83 7 12 17
Total llabilities $1,764  $1.381 $383 28%
Stockholders’ equity $ 120 § 113 $ 7 8%
Total liabilitles and stockholders’ equity $1,884 51494 3390 26%
(14 Nestassifiodt fo confoum to e cament purdod s prosontation.
Loans All trading account assets and liabilities are reported at their fair value

Loans are an extension of credit to individuals, corporations, and
governmient institutions. Leans vary across regions and industry and
primanly include credit cands. mongages, other real estate lending, persanal
Toans, auto loars, student loans, and corporate loans,

Consumer and corporate loans comprised 76% and 24%. respectively, of
total loans (net of unearned income and before the allowance for loan
losses).

Consumer oans increased be $38 hillion, or 13%, primanly due tr

o $39 hillion, or 17%, increase in mortgage and real estate foans;
o $19 billion, or %, increase in installment and revolving credit; which
was partially driven by the following acquisitions:

—— The $3 hillivn Federawed credit card portiolio;

—— The $1 billion in loans from Brazil's CrediCard consolidation; and

—— The 81 billion Exxen Mobil private label credit card receivables.

Corporate Loans increased $38 billion, or 29%, primarily driven by
increases of;

« $31 hillion, or 30%, in commercial and industrial loans. and
» 85 hillion, ur 2¢%, in loans to financial institulivns.

During 2006, average consumer loans (net of uneamed income) of
5480 billion vielded an average rate of 9 0%, compared to $437 billion and
4.0% in the prior vear. Average corporate loans of $153 billion vielded an
average rate of T 7% in 2006, compared to $120 biflion and 6.6% inthe
prior vear.

For further information, see “Loans Outstanding” on page 61 and
Note 16 to the Consolidated Financial Statements on page 136.

Trading Account Assets (Liabilities)

Trading account assets include U, Government securities, corporate
securities, equities, derivatives, and other securities acquired for the purpose
of facilitating customer transactions and proprietary risk-taking, Trading
acoount liabilities include short positions arising from sales of securities and
other assets, and the fair value of derivative contracts held for trading that
are in 2 loss position.

with unrealized gains and losses recognized in custent income.
Trading account assets increased by $98 billion, or 33%, due to:

« $34 billion, or 56%, increase in corporate and other debt securities;

« $28 billion, or 43%, increase in equity securities;

o $12 billion, or 55%, increase in foreign governmient securities;

o $9 billion, oF 33%, increase in mortgage loans and collateralized
morigage securities (CMOs);

o 36 billion, or 15%. increase in .S, Treasury and tederal ageney securitics;

« $2 hillion, or 4%, increase in revaluation gains primarily consisting of
increases from foreign exchange, equity, and credit derivative contracts, 4
decrease in netting permitied under master netting agreements, and an
offset from a decrease in gains related to interest rate contracts; and

« $7 billion, or 20%. netincrease in other trading securities.

Total average trading account assets were $290 billion in 2006, compared
to $235 billion in 2005, vielding average rates of 4.1%, and 3 5%,
respectively.

Trading account liabilities increased by $25 billion, or 21%. due fo:

« §14 billion, or 22%, increase in revaluation lesses primarily consisting of
increases from equity, foreign exchange and credit derivative contracts, a
decrease in netting permiitted under master netting agreements. and an
offset from a decrease in fosses related to interest raie contracts; and

» §11 billion, o 19%, increase in securities sold, not vet purchased
comprising of a $9 billion increase in debt securitics and a $2 billion
increase in U5, treasury securities
In 2006, average trading account ligbilities were $75 billion, vielding an

average rate of 1.5%, compared to $74 billion and 0.9% in the prior vear.

For further discussion regarding trading account assets and liabilities, see

Note 14 10 the Comsolidated Furancial Staternents on page 133,
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Federal Funds Sold (Purchased) and Securities Borrowed
(Loaned) or Purchased (Sold) Under Agreements to
Resell {Repurchase)

Federal funds sold and federal funds purchased consist of unsecured
advances of excess balances in reserve accounts held at Federal Reserve
Barks. When the Company advances federal funds to 4 thied party, it is
selting its excess reserves. Similarly, when the Company receives federal
funds, the Company is purchasing reserves from a third party. These interest-
hearing transactions typically have an original maturity of one business day.

Securities borrowed and securities loaned are recorded at the amount of
cash advanced or received. With respect to securities borrowed, the Company
pays cash coltateral in an amount tn excess of the market vatue of securities
borrowed, and receives excess in the case of securities loaned. The Company
nwnitors the market value of securities borrowed and loaned on a daily basis
with additional collateral advanced or obtained as necessary. Interest
received or paid for these transactions are recorded in interest income or
interest expense.

Securities purchased under agroements to resell and securities sold under
agreements tu repurchase are treated as collateralized financing transactions
and are carried at the amounts at which the securities witl be subsequently
eeacquired o resold, including acerued interest, as specified in the respective
agroements. The Company’s policy is to take possession of securitics
purchased under apreements to resell The market value of securities to be
repurchased and resold is monitored, and additional collateral is obtained
where approprize to protect against credit exposure,

The increase of $66 billion, or 30%, in federal funds sold and securities
horrowed or purchased under agreements to resell was primarily driven by
ashift from securities purchased under agreemients to resell to securities
horruwed. This resulted in a decline in the netting benefits permissible under
FIN 41 s securities horrowed do not quality for FIN 41 netting. Securities
purchased under agreenents to resell emained relatively unchanged on a
net basis. while securities borrowed increased.

The increase of $107 billion, or 44%, in federal funds purchased and
securities loaned or sold under agreements to repurchase was primarily due
to 2 565 hillion decrease in FIN 41 netting, 1 well as a 327 billion increase
in securities loaned. which was driven by the funding needs for the increases
in trading assets.

For further information regarding these halance sheet categories, see
Note 12 to the Consolidated Financial Statements on page 132,
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Investments

Investments consist of fixed income and equity securities. Fixed income
includes bonds, notes and redeemable preferred stock, as well as loan-hacked
securities (such as mortgage-hacked securities and other structured notes,
Equity securities tnclude common and nonredeemable preferred stocks.
These instruments provide the Company with long-terns investment
opportunities while in most cases remaining relatively liguid.

These investments are primarily carried at fair value with the changes in
fair value generally recognized in stockholders™ equity (Accumulated other
cmprehensive income). Declines in fair value that are deemed other-than-
temporary are recognized in cusrent earnings, as well as gains and losses
from the sale of these investment securities.

Tnvestments increased by 893 billion, or 51%, due 1o the following
INCredses:

* $69 billion in mortgage-backed securities, which is primarily due
o the expansion of a Mortgage-Backed Securities Program in the
LS. Consumer Lending business,

* 7 billion in U.$. corporate securities;

» 86 billion in foreign government securities; and

* net $11 hillion for all other securities.

For turther information regarding investments, see Note 16 o the
Consolidated Financial Statements on page 134

Deposits
Deposits represent customer funds that are pavable on demand os upon
maturity. They can be interest-bearing or non-intercst-hearing. Interest-
bearing deposits payable by foreign and 1S, domestic banking subsidiaries
of the Gompany comprise 62% and 27% of total deposits, respectively, while
non-interest-hearing deposits comprise 5% and 6% of total deposits,
Respectively

Total deposits increased by $120 billion, or 20%, primarily due t:

* Strong growth in corporate interest-bearing deposits in all regions,
notably in Europe, North America and Asia. Increases reflected the impact
of rising short-term interest rates, as well as increased client transactional
volumes; and

* Growth in retail deposits primarily from high-vield savings accounts, time
deposits and money market accounts in the consumer businesses. 1S,
deposits grew in interest-bearing time deposits, CDs, money market and
e-savings accounss, driven by internal growth through branch expansion,
competitive Interest rates, and marketing campaigns of new products. In
regions outside of the 11.S., deposits grew as a result of continued branch
and client acquisition and servicing channel expansion, competitive
interest rates and murketing campaigns of new products.

Average deposits increased $80 billion to 8587 billion in 2006, vielding an
average rate of 3.7%, compared to 2.7% in the prior year

For more information on deposits, see “Capital Resources and Liquidity”
on page 86
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Brokerage Payables

Brokerage Payables include payables arising from unsetiled trades including
securities purchased, but not yet received by the Company as of the
settlement date (“fails to receive™).

These payables increased by $14 billion, or 20%. The hrokerage payables
halance fluctuates based upon investment security inventory lewls, trade
activity, and the timing of trade settlements

See Note 13 to the Consolidated Financial Statements on page 133

Debt

Debt is comprised of both short-term and long-term borrowings. it includes
commercial paper, borrowings from unatiiliated banks, senior notes
(including collateralized advances from the Federal Home Loan Bank),
subordinuted notes, and trust preforred securitios.

Debt increased by $105 billion, or 37%, as short-term borrowings
increased 834 billion. or 51%, and long-term debt increased $71 hillion,
or 33%.

The increase in short-term borrowings included an increase of $10 billion
in commercial paper, and an increase of $24 billion in other funds
borrowed The increase was used to fund both trading and non-trading
dctivities.

Average commercial paper outstanding in 2006 was $32 billion and
vielded an average rate of 5.0%, compared to 826 hillion and 3.1% in 2005,
Average other funds borrowed in 2006 was $39 billion, vielding an werage
rate of 4.1%, cornpared to $32 hillion and 4.1% in the prior year,

& for long-term debt, the Company took advantage of flatiening vield
curves and the positive credit ensironment experienced during 2006 to
extend the maturities of new borrowings and issued/acquired additional debt
from new acquisitions as US. dollar and non-11 $. dolfar-denominated fixed
and variable rate senior debt increased by $62 billion, while subordinated
debt incroased by $6 billion. These increases were driven by new issuances of
$114 billion, offset by repavments/redemptions and maturities totaling
$46 hillion. The increase in lung-term debt was primarily used to fund
growth in the mortgage loan portfolio and to fund the mortyape-backed
securities investment portfolios. Additionally, trust preferred securities
increased by $3 billion,

Average long-term debt outstanding during 2006 was $245 hillion,
compared to $212 billion in 2005, vielding an average rate of 4.9% and
3.7%, wespectively.

For more information on debt, see Note 19 to the Consolidated Financial
Statements on page 139 and ~Capital Resources and Liquidity™ on page 86,
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SEGMENT BALANCE SHEET AT DECEMBER 31, 2006
Corporste

and Global Gorporate/other
Globet investment wealth Alternative & consolidating  Tetal Gitigroup
in anlbons of dllas cosumer banking managenent investments eliminations consolidated
Assets:
Cash and due from banks 810084 5 14887 $ 263 3 138 3 1142 5 26514
Deposits with banks 8,128 31.990 54 — 1.380 42522
Federal funds soid and securities botrowed or purchased under agreements to
reselt 488 281.088 1,240 - - 282817
Brokerage raceivabies — 30,738 13,707 o — 44,445
Trading account assets 6,064 386.873 988 e o 393925
investments 8777 132421 233 10.758 11,396 273,591
Loans, ret of uneamed income
Consumer 467 327 — 45534 ~— — 512921
Corporate e 186,165 - 106 -— 166,271
Loans, net of unearned income $467.327  § 166.165 $ 45594 $ 106 $ — % 679,192
Allowance for credit losses 5,872 (2.934) {134 — - {8,240
Total loans, net 8461455 & 163231 $45 460 5 106 $ - 8 670,252
Goodwilt 26,130 6,165 1120 —— - 33415
Intangible assets 15,274 289 338 — - 15,901
(Other assets 54,444 30.105 2507 a34 12946 100936
Total assets 701,845  §1077 787 $ 65916 $11.936 $ 26834 S1884318
Liabiities and Equity:
Total deposits $279493  § 33535 $97 041 & & $ 58 5 712041
Federal funds purchased and securities loaned or sold under agreements io
replrchase 7.284 339.551 2420 — e 349,235
Brokerage payables 5363 75,237 4,169 e 350 85.119
Trading account liabilities 36 145,411 440 o — 145 887
Short-term barrowaings 5,256 43,364 10,443 — 41770 100.833
Long-term debt 93,712 61.371 431 — 132.980 288494
Other liabities 33872 37,247 3,176 2088 6,543 8292
Net intersegment funding/{lending} 276,843 40,250 {52,204} 9,781 (274 650) —
Stockholders® equity — e — e 119.783 119,783
Total llabilities and stockholders’ equity $701,845  $1,077,787 $ 65,916 $11,836 $ 26834 $1,.884.318

The above supplemental information reflects the Company’s consolidated GAAP balance sheet by reporting segment. The respective segment information
closely depicts the assets and liabilities managed by each segment, While this presentation is not defined by GAAP, the Company believes that these non-GAMP
financial measures enhance investors’ understanding of the balance sheet components managed by the underlying business segments as well as the beneficizl
interrelationship of the asset and liability dvnamics of the halance sheet components among the Company’s business segments. The ( ;ompany believes that
investors may find it useful to see these non-GAAP financial measures to analyze financial performance.
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Interest Revenue/Expense and Yields

Average Rates - Interest Revenue. Interest Expense and Net interast Margin
-~ Interest Revenue-

fuerage Rate
g Interest Expense-
Furerage Rate
e Nt Interest Matgin
1.00% £.38% 5.57% B.53% 52%
5§ RS 595% iziw S AN
600% | 5% s e
5.00% interest Reverue-Average Kate
’ Interest Expanse-Average Rate 420% 438% 438%
3194%
400% 3.88%
> 3% 333%
wnew | 364% ——
1% 299% 2.85% 7;;:“”“ Ll
262%
200% 145%
Nel Interest Margi
1.60%
2004 1005 2005 3605 4805 1006 2006 2408 4006
% Change % Change
i millions of dolars 2006 2005 2004 2006 vs 2005 2005 vs. 2004
Interest Revenug - $96,431 375916 $63,621 27% 19%
Interest Expense 56,843 36676 22,004 55 67
Net Inferest Revenug =5 $39,488 338,240 $41617 1% (6%
Interest Revenue—Average Rate 6.48% 593% 5.56% 55 bps 37 bps
Interest Expense—Average Pate 424% 318% 2.12% 105 bps 107 bps
Net Interest Margin = 2.65% 206% 3.64% {41 bps (58) bps
interest Rate Benchmarks:
Federal Funds Rate—End of Period 5.25% 4 25% 2.25% 100 bps 200 bps
2-Year US. Treasury Note—Average Rate 481% 385% 8% 96 bps 147 bps
10-Year U.S. Treasury Nole—Average Rale 4.79% 4.28% 4.27% 51 bps 1 bps
10-Year vs. 2-Year Spreag (2) bps 43 bps 189 bos

51 Froludes taxabie equivabnt adjiustment baced on the 1S Foderal stabieny fas rate of 55%.

71 2006 ek 5 SH661 millon edictinn of intatest revonun lkated o sorsmes lending In lapan, This mgeted e awxags (e o0 awage intoros sy rng assats by

5 hasls polnts

A significant portion of the Company’s husiness activities is based upon
gathering deposits and borrowing money and then lending or investing those
funds, including market-making activities in tradable securitics. Net intorest
margin is calculated by dividing gross interest revenue less gross interest
expense by average interest earning aswets,

During 2006, pressure on net interest margin continved, driven by several
factors. Interest expense increased due 1o both a rise in short-term interest
rates and funding actions the Company has taken to lengthen its debt
maturity profile.

A basds points wvd fre ot mknest magin by

The average rate on the Company's assets increased during the period,
but by fess than the increase in average rales on borrowed funds or deposits.
The average rate on loans reflected & highly competitise loan pricing
environment, 4s well as a shift in the Company’s loan portfolio from higher-
yielding credit card receivables to assets that carry lower vields, such as
miortgages and home equity loans. The shift partially reflects increased
securitization activity and. while moderating, continued high payment rates
on credit card receivables,
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AVERAGE BALANCES AND INTEREST RATES — ASSETS &’

Average Volume Interest Revenue % Average Rate

In milkons of dollars 2006 2005 2004 2006 2005 2004 2006 2005 2004
Assets
Deposits with banks & $ 37977 & M2t 0§ 28339 $2289 $1537 § 5365 6.03% 449% 180%
Foderal funds sold and securities borrowed or purchased

under agreements to resell ®
InU.S offices $ 166202 § 154578 3 120538  $10258 S 7041 $ 2970 BiAT% 455% 230%
In offices outside the 1) S, ™ 85,200 74,728 73,829 394 2,749 2043 463 388 277
Total $ 251402 § 209306 3 203367 $14,198 59790 $ 5022 565% 427% 247%
Trading account assets @
inUS offices $ 188985 S 154716 § 125507 $ 8837 55578 $ 4435  452% 357% 353%
in offices outside the U.S. 100,634 80367 70,458 3328 2,459 2034 331 306 289
Total $ 286818 & 235083 § 196055  $11,885 $ 8137 56460  410% 346% 330%
Investments (¥
inUS offices

Taxable $ 106136 & 77000 3 70861 $4799 32623 92143 452% 341% 302%

Fxempt from U S income tax 14,023 108R7 B 587 661 431 410 4.1 443 478
In offiges outside the .S, & 98,640 81,308 74,665 4,939 4234 3650 5.00 521 489
Total $ 218,799 S 1069161 B 154108 $10398 3 7338 36203 A% 4.3% 403%
Loans (net of uneamed income)
Consumer loans
NS offices $ 31315 § 306396 $ 283659 $28A4T2 324874 $23991  834% 8.12% B46%
In offices putsidg the US, = 138,978 130,550 117,476 14,773 14238 12650 1063 1091 1077
Total consumer lnans $ 480203 $ 436046 0§ 401135  $43245 330112 $36641  0.00% BI5% 513%
Corporate loans
InU.S offices $ 28112 5 19200 ¢ 16030 $194 $1134 5 018  690% 591% 573%
in offices outside the U5, 124,462 101,262 G1,644 9,836 6,837 6175 190 675 674
Total corporate foans $ 152575 S 120462 $ 107674 SILIIT S 7971 § 7093 TT2% 652% 659%
Total loans $ 632868 S 557408 § 508800  $55,022  S47083 43734  B880% B8.45% B60%
Other interast-eaming assets $ 57472 % 56095 53741 $2857 32031 $ 1657 462% 362% 308%
Total interest-earning assets $1,488,137  $1281264 31144419 $98431  $75016 $63621  6848% 5093% 556%
Non-interest-earming assets 191,408 1686 604 175,620
Totsl assels from discontinued operations — 51,270 96,734
Total assets $1,678545 1498138  $1416773

U el rovenure caskdos the laxabks eguivalent adustments dased oo the U S, Jedoral slatulony fa vt of 2

%3 of S0 tallion. S50 o, and 3150 1mile b 2006, 2009, i 2004 1espestivoty.

(21 It est rates and amounds inchude the edects of risk managerman aulivities associated with the respecte asset amd liatility calagories. See Note 23 to the Sonsolidaled Nnancial Statements on page 148,
3 Mohly o quartaly sverages lave beer usud by cortain subsidiurios vhiers Jaly svesses wio uiavalable,

(it

41 Dataledt avieage solume, intersst wvene and intorest expense exchude dscontinued nparations. See Note 3 1 the Consolidated Tinanial Stalsments o page 118
voy Qe val o setloct prevaiting e interest s, incudiog iftationany effecs and monolary coneetions i ceslin couilrios
BF Avaragn volanos o securifies bonowed o putchised uhdo) ageanints to resell are seported nal pursuanl (o FINE A1 ang inlerest 1ovanue sactes T impact ol FIN 41,

(71 e fair value carmng amounts o derfvative and foelgn exchange contracts are reported in non-interest agsring assets and o0 non infersst beating latiles
(6 It el expens o acing sconunt fabilites of CHE s eporied s 2 Teduchion of inferas! reventie. inderas! sevenye and inferas! expense on cas collateral OANNS a8 epoited in Todng aceoUrt assels s radng

accont dabiifes, respentively.

W Incitises ead basis loans.

Redaedtion 1o conform o dhe cursent perbod's presentation.
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AVERAGE BALANCES AND INTEREST RATES — LIABILITIES AND EQUITY, AND NET INTEREST REVENUE v/

Average volume Interest expense % Average rute

In millions of doliars 2006 2005 2004 2006 2005 2004 2006 2005 2004
Liabilities
Deposits
InU.S. offices

Savings deposits $ 134761 3 127783  § 120426 $ 4,056 $ 2411 $ 1077 3.01% 1.89% 089%

Other time deposits 48,559 35,754 30,544 24N 1,247 961 500 3490 2315
In offices cutside the U.S. » 403,645 343647 306633 15,130 9,844 6,752 375 286 220
Total $ 586965 § 507184 O 457603 $N657 $13502 3 870 368% 2066% 192%
Federal funds purchased and securities loaned or sold

under agreements to repurchage {7
InU.S offices $ 194726 5 173674 & 145326 11,887 $ 7737 0§ 3053 6.09% 4.45% 210%
In oftices outside the U S, % 95,937 71,921 66,806 §,501 4118 284 588 573 42
Totad $ 200663 $ 245885 5 212132 $17448 3118565 5 5874 6.00% 483% 2.77%
Trading account Habilitles @ ®
nu.S. offices $ 36983 $ 3493 0§ 372233 $ 8 S S44 5 238 241% 156% 064%
In offices outside the U.S. ™ 37,802 38,737 30,660 228 125 68 060 032 017
Totat $ 74786 § 73672 & 76902 $1L,148 5 669 § 306 150% 0.01% 040%
Short-term borrowings
1S offices $ 120,123 3 94342 5 8805 $ 419  $20%4 § 1178 349% 218% 137%
in offices outside the U S. 24 841 18,128 18174 614 688 499 247 380 275
Total $ 144964 5 112470 & 104230 $ 4800 § 2742 S 18677 3.32% 2.44% 161%
Long-term debt
InU.g offices $ 21519 § 18067 5 161700 $10588 S 675 5 4429 492% 375% 274%
In offices outside the US 29,932 31,843 26,650 1,314 1,152 928 439 367 348
Total $ 245124 3 212010  $ 188350 11,010 $ 7908 S 5357 486% 373% 284%
Total interest-bearing liabilities $1,342501 31150931 $1.030217 $56,943  $36676 322004 424% 319% 212%
Demand depusits in US. offices 10,994 10,050 9154
Other non-interest bearing liabilities = 210484 180.070 179717
Total liabilibes from discontinued operations — 46,011 87 489
Total Habilities $1,563,979 §1387.062 $1.315577
Total stockholders' equity ©* $ 1155668 3 111076 S 101196
Total liabilities and stockholders’ equity $1679545 31498138  $1.416.773
Net interest revenue as a percentage of average interest-

eaming assets 'V
NS offices $ 893879 § 760148 § 679970 $19391 321386 05244 217% 278% 371%
in oftices outside the U S, = 594,258 512.116 464,490 20,097 17854 16373 338 349 352
Total $1,488,137  81.281.7264 31,144 419 S$39488  $39.240 S41617 E_BS% 306% 364%

(11 bterost ovenup excludos (he taxable equivalent adustments Sased on the U8, tedoral statutory tax 13l of 45%: of $98 million. $158 million, and §150 millions for 2006, 2005, and 2064, respectively.

@ oot eates ond srmoands inchae the dffocts of tldk managemant activitios asseciated with the tospucive asset and labdity eatogoies, Sei Mot 23 to the Consofidatod Francia Stiteronts on page 145

¢ Boottdy or quarterly averages have besn used by vertain subsidiariex shere dally avwsages are Lnavaitable.

) Dedatord s volume, ioros! 1ovenoe and inferest eguase exdode dscontins] sposations. Sew Note 1o the Gresselidated Finrpdal Skoments on gage 118

< Savings deposits conist of Insared Money Matket Rate accoumls, NOW acoonls, and el savings deposits,

W A age tates reflect prevailing lncat inferest ratus, including inflationary elfects and monetary carterfions io certain coupties

1 Awrage wisenes of seceities loaned of said undi agieements fo epuchiase are reported uet presuant to FIN 44 aradinderest expansse sxthudes e impact of FIRE 41

81 Thet falr walue carniong aments of daifvative st torelgn exchange cont e (et in pors-interest-uat Nlng assats and oftes fon lielest beaing abillies

o Irdorest axpanse on lading accrant fabilities of CIB is 1epaciod as a redhiction o intessst tevariug. inferest iavenue and inferest exparise on cash coltateial posticns ale taponied in Sading aceourd asses and frading
ok Habitos, raspsntivily.

{ Wnlnciudes stockiddors aquily lom dissontinued qpeiations,

{1 sinchudes aflocabions ke captal and funding costs based oty e locatinn of S assel

Faciassifisd fo conforn o dre curtent period's presentalion
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ANALYSIS OF CHANGES IN INTEREST REVENUE ®@®

2008 vs. 2006 2005 vs. 2004
Increase (decrease) incraasa (decrease)
due to change In: due to change In:

Average Average Net Sverag fos dgje Hit
in mitions of dofiars Yoltme Rate Change 2 Volume Hate Chuanga ¥
Deposits with banks ¢ $ 183 $ 569 $ 752 5 13 3 870 $ 1,001
Fedoral funds sold and securities borrowed

of purchased under agresments to resell
NS offices $ 562 $2,655 $ 3207 $ 669 $3.393 $ 4062
In offices outside the U.S. 420 772 1,192 25 681 706
Total $ 982 £3.427 $ 4,409 3 694 54074 § 4,768
Trading account assets &
InU.S offices $ 1,400 $1,459 $ 2,859 51,063 3 180 3 1,243
In offices outside the U S, = 658 211 868 298 127 425
Total $ 2,058 $1,670 $ 3728 81,361 $ 307 $ 1668
Investments (%
InU.S. offices $ 1,35 $1,031 $ 2,356 G 284 $ 267 3 55t
In offices outside the US. 873 (168) 705 337 247 584
Tota $ 2,198 $ 863 $ 3,081 S 821 $ 514 $ 11358
Loans——consumer
inUS offices $ 2,898 $ 700 $ 3598 S1.872 $ (989 $ 883
Inoffices outside the U 8. 902 (387 §35 1424 164 1588
Total $ 3,800 $ 3133 $ 4133 53298 3 (829 3 2471
Loans——corporate
InU.3. offices $ 592 $ N5 $ 87 $ 186 § 30 5 ¢
In offices outside the US4 1,720 1279 2998 649 13 662
Total $ 2312 $1,494 $ 3,806 S 836 $ 42 $ 878
Total loans $ 6,112 $1.827 $ 7939 $4.131 $ (782) $ 3,349
Other interest-eaming assets $ 51 $ 575 $ 626 § 75 $ 209 § 374
Total interest revenue $11,584 $8.831 $20,515 $7 013 $5.282 $12.295

{1 T taxabie squivalent adjusiment is basedt on the LS. Fedeal statutory tax rate of 35%, and is exchaded hom his esenialion
1 Raofeoiume earioee is alocaled hased on the percartage telalivnslip of ehanges in vedure and changes in rate e e tolal net change
) Detailed average wlume, inferes! reveniie and inferest expense excode discortined opesalions Se Hnte 3 1o the Consdidated Financial Statements on page 118,

(] Uhangss in average tates whect changes ingravailing local iterestvates, incuding inlliiensy effe
5 Inten st upnse o) feading o iibities of £16 is reported as 3 s echiclinn of interest veventie. Inlerest sevenue and intires

srconnt fabitities, raspectively

el ortay Corex

B A0 Counies
erpense on vas ot al posihine are reporied In raddng acenunt assets and g
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ANALYSIS OF CHANGES IN INTEREST EXPENSE AND NET INTEREST REVENUE © -

2006 vs. 2005 2006 vs. 2004
Increase (decroase) Increase (decrease)
due to change in: due to change in:

Average Aveeage Net Ay agy Avirage Mt
In miifions of doltars Volume Rate Change = Hohame Rate Chiange
Deposits
InUS offices $ 487 $ 2,382 $ 2,889 § 182 $ 1438 $ 1620
In offices outside the U.S. = 1,910 337 5,286 885 2207 3092
iotat $2,397 $ 5,758 $ 8,155 31,067 $ 3645 34712
Federal inds purchased and securities loaned

or sold under agreements to repurchase

InUS offices $1,023 $ 3,007 $ 4,120 5 624 $ 3990 3 4684
In offices outside the U.5. 1,398 75 1,473 230 1067 1,287
Total $240 $ 3172 $ 5503 3 924 § 5057 3 5081
Trading account liabilities &
nU.S offices $ 4 $ 313 $ 347 § (16 § 32 $ 306
In offices outside the U S. v {3} 106 103 (2} ] 57
Total $ 3 $ 419 $ 450 § (18 S 38 $ 363
Short-term borrowings
inUS offices $ 667 $ 1474 $ 2,141 § 123 § 753 $ 87
In offices outside the U.S, = 209 (283) (74) (1) 190 189
Totat $ 876 $ 1,19 $ 2,087 $ 122 S 943 § 1065
Long-term debt
IS offices $1.41 $ 2,369 $ 3840 $ 580 § 1777 $ 2327
In offices outside the U S, {72) 234 162 187 37 224
Total $1,309 $ 2,603 $ 4,002 $ 737 $ 1814 § 2,551
Total interest expense $7,124 $13,143 $20,267 32,832 $11,840 314,672
Net interest revenue $4,460 $(4.212) $ 248 34,181 5 {6,558; 5 (2377

1F T tawable eguivalent sustimnt s based o e U.S, Faderal slatfory fax rate of 25

25 Patesvokme variaes is slfocated based on the pereanlage relalionshin of chiangss in vl ar

. and Is exelucod font s prosentation

wl rhatges in vate bo the tolal net cange
S b

€5y Delailed average volime, intiest jevene and inferest expense exchate disooined apesalions See Note 3 1 the Consdlidated Financial Statements un page 115

(41 Changes in werage tates wefiec changes in prevaling local o est sates, incioding inflatlnary effe
14 tnteres! eqwnse on Badng arcoant fabilies of OF is repirtad s 3 tedokon of e et reventie. e

account fakififies. vospoctivaly
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CAPITAL RESOURCES AND LIQUIDITY

CAPITAL RESOURCES

Overview

Capital is generated principally via earnings, issuance of commion and
preferred stock and subordinated debt, and equity issued as a result of
employee benefit plans. 1t s used primaily to support asset growth in the
Company’s businesses. Excess capital is used to pay dividends to
sharcholders. repurchase stock, and fund acquisitions.

Citigroup's capital management framework is designed to ensure that
Citigroup and its principal subsidiaries maintain sufficient capital consistent
with the Company’s risk profile, all applicable regulatory standands and
guidetines, and external rating agency considerations. The capital
nianagement process is centrally overseen by senior management and is
froquently reviewed at the entity and country level.

Senior management oversees the capital management process of
Citigroup and its principal subsidiaries mainly through Citigroup's Global
Finance and Asset and Liability Committee (FinALCO). This Commitioe
includes Citigroup’s Chairman and Chief Executive Officer, Chief Financial
Officer, Head of Corporate Finance and Treasury, Senior Risk Officer, the
business segment CEOs, and other senior managers. The Committee's
responsibilities include: determining the finasicial structure of Citigroup and
its principal subsidiaries: ensuring that Citigroup and its regulated entitics
are adequately capitalized; reviewing the funding and capital markets plan
for Citigroup; monitoring interest rate risk. comporate and bank liquidity, and
the impact of cumrency transltion on non-U S, earnings and capital: and
reviewing and recommending share repurchase levels and dividends on
preferred and common stack. The FinALO has established capital targets for
Citigroup and for significant subsidianes. These targets exceed the regulatory
standards.

Capital Ratlos

Citigroup is subject to risk-based capital ratio guidelines issued by the FRB.
Capital adequacy is measured via two risk-hased ratios, Tier 1 and Total
Capital (Tier T + Tier 2 Capital). Tier 1 Capital is considered core capital
while Total Capital also includes other items such as subordinated debt and
loan loss reserves. Both measures of capital are stated as a percent of risk-
adjusted assets. Risk-adjusted assets are measured primarily on their
perceived credit risk and include certain off-balance sheet expusures, such as
unfunded fnan commitments and letters of credit and the notional amounts
of derivative and foreign exchange contracts. Citigroup is also subject to the
Leverage Ratio reguirement, a non-risk-based asset ratio, which is defined as
Tier 1 Capital as 4 percentage of adjusted average assets,

To be “well capitalized” under federal bank regulatory agency definitions,
ahank halding company must have a Tier 1 Capital Ratio of at least 6%, a
Total Capital Ratio of at least 10%, and a Leverage Ratio of at least 3%, and
not be subject o an FRB directive to maintain higher capital levels.

Historically, Citigroup has maintained a Leverage Ratio above 5%, As
Citigroup adds low risk-weighted, secured financing assets in the C1B
husinss, the Leverage Ratio 4t the holding company level is expected to
decline below 5%, hut remyain above 4%, The Leverage Ratio at each of the
regulated U3, banks is not expected to decline below 5%. The addition of
these assets i not expected to materially affect any of Citigroup's risk- based
capital ratios. These statements are forward-looking statlements within the
meaning of the Private Securities Litigation Reform Act. See *Forward-
Looking Statements™ on page 97.

As noted in the following table, Citigroup niaintained a “well capitalized”
position during both 2006 and 2005.

Citigroup Requlatory Capital Ratlos

At vear end 2008 2005
Tier 1 Capita 1+ 85%% 879%
Total Capital (Tier 1 and Tier 2) 1168 1202
Leverage v 5.16 535

111 ine £R grantad Infatim caphial rolief for 1w impact of aloping SEAS 158, Frpioper's Accouting i
Dedipedt Bendit Fomsions amd Gthor Postretivment Reacfits” [STAS 158), al Deceber 31, 2000
1 Tier 1 Capltal divided by adjusted avetage assels

Components of Capital Under Requlatory Guidelines

1 mifions of codlars at year end 2006 2005
Tier 1 Capital
Common stockholders' equity $ 118,783 3111412
Qualifying perpetual preferred stock 1,000 1125
Qualifying mandatorily redeemable securities of subsidiary

frusts 9,579 6,264
Winarity interast 1,107 517
Less: Nef unrealzed gains on securities

available-for-sale (943} {1084}
Less: Accumulated net losses/igains) on cash flow

hedges. net of tax 61 B12
Less: Minimuny pension liability losses, net of tax = 1,647 —
Less: Intangible assets:

Goodwill (33415} {33,130
Other disaliowed intangible assets {6,127) 6,163

Other {793) {500}
Total Tier 1 Capital $ 90899 § 7784
Tier 2 Capital
Allowance for crecit losses $ 10034 3 10602
Qualifying debt 21,801 17,368
Unieabzed marketable equity securities gains 436 608
Total Tier 2 Capital $ 32381 5 28578
Total Capital {Tier 1 and Tier 2) $ 123,260  $106.402
Risk-Adjusted Assels & $1,057872 4886472

3 T 1 Capital swles i calized gains and losses on dobl seasities avatable fu sale in auordarso
4th fegubator 1ok based capdal guidelings. The ladual bank reulatory aguricies pormit instiutions
frvinelede I Tior @ Captlal up I 45% of etax el rmaatived holding geains o avallable Tor sale
Loty soruies vl oty datermanable fal vabs, mol of By, Mstiiuhons are tajuired I dotke:|
from Tl t Capltal ret areealized holding Josses on avallabln Tor sdle egiily socvpitios sath roadity
hotonrsiralide f values, viet of Tax,

17y The FRR granted inferim capital rofiot for the impack b acopting STAS 158 at Decetnbey 31 2006,

130 Inchadabie @) to 1.20% of sisk-adgusted assals. Any sxcess alewance is dorited fram risk adjessted
Assels.

(4 dncloshas qusaliyrg sbwedinatod sl in an ancent nol exceedng 50% of Tier 1 Capital.

(91 fncldes risk weighted redit equiviient amaimts. et af applicabic hilateral notting agectnerls, of
F77 .4 bitions frx inlerest rate, commodity and equily derivatlve confiacts and forign exctiange
sonlracts 45 of Decanber 39, 2006, comparad with $56.5 billion as of Decetnber 41, 2005, Matket
siseaqistvalon assots ncuded o s adiustod assels wnoorted to $40. 1 Wl and $40.5 billion 4t
Decombier 31, 2006 and 2005, respcively. Risk-adiustod assels also nclude the offect of e
! rdareg showt wgesines, sud ag unissed Toan commsimends and loens of ot s rellorls
dedustions b certain ntangible assats and ay oxvess dlowance fol atedif bisses.
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Common Equity
Common stockhelders equity increased approximately $7.4 billion during
the vear to $118.8 hitlion at December 31, 2006, representing 6 3% of assets.
This compares to $111.4 billion and 7 5% at year-end 2005

The table below summarizes the change in commeon stockholders’ equity
during 2006

in Litions of dollars

Cammon Equity, December 31, 2005 $1114
Hetincome 25
Employee benefit plans and other activities 38
Dividends {9.8)
Treasury stock acouired 7.0
After-tax net change in Accurulated other comprehensive income (loss) (1.1}
Common Equity, December 31, 2006 $1188

‘The table below summarizes the Company's repuschase activity during 2006:

The decrease in the common stockholders’ equity ratio during 2006
reflected the above items and a 26.1% increase in ot assets,

Additionally, on February 15, 2006, Citigroup redeemed for cash all the
outstanding shares of its Fixed/Adjustable Rate Cumulative Preferred Stock,
Series V. The redemption price was $50.00 per depositary share, plus accrued
dividends to the date of redemption. At the date of rederaption, the value of
the Series V' Preferred Stock was $125 million,

On April 17, 2006, the Board of Directors authorized up to an additional
$10 billion in share repurchases. As of December 31, 2006, $7.4 billion
remained under authorized repurchase programs after the repurchase of
$7.0 billion and $12.8 billion in shares during 2006 and 2005, respectively.
For further details, see Unregistered Sales of Equity Securities and Use of
Proceeds” on page 174.

On February 15, 2006, Citigroup redeemed for cash all outstanding shares
of its Fixed/Adjustable Rate Cumulative Preferred Stock, Series V The
redemption price was $50.00 per depositary share, plus accrued dividends to
the date of redemption.

Doltar Yolue

Totat of Remaining

Common Dollar Value  Average Price Authorized

Shares of Shares Paid Repurchase

In milkions. except per share amounts Repurchased Repurchased per Share Program

First quarter 2006 429 $ 2.000 $46.58 $ 2412
Second quarter 2006 408 2000 4898 104120

Thied quarter 2006 409 2.000 48.%0 8412

Fourth quarter 2008 19.4 1.000 51,66 7412

Total ~ 2008 144.0 $ 7,000 $48.60 $ 7412

Total - 2005 2718 $12,794 $46.03 $ 4412

e O el 17, 200, e Boand of Directors ssghorized Up e ao acditiceal $10 biflion In share repurchases.

Mandatorily Redeemable Securities of Subsidiary Trusts
Total mandatorily redeemahle securities of subsidiary trusts {trust preferred
securities), which qualify as Tier 1 Capital, were $9.579 billion &t

DPecember 31, 2006, as compared to 56,264 hillion at December 31, 2005. In
2006, Citigroup issued $1.600 billion, $1.185 billion, and $565 miltion of
Enhanced Trust Preferred Securities through Citigroup Capital XV,
Citigroup Capital Xv, and Citigroup Capital X1V, respectively. On December 8,
2006, Citigroup redeemed for cash all of the $25 million Trust Preferred
Securities of Adam Capital Trust 1, at the redemption price of $1,000 per
preferred security plus any accrued distribution up t, butexcluding, the date
of redemption. See Note 19 to the Consolidated Financial Statements on page
139 tor details on Citigmoup Capital XV, Gitigroup Capital XV, and Gitigroup
Capital XV1.

{n February 15, 2007, Citigroup redeemed for cash all of the $300
mitlion Trust Preferred Securities of Citicomp Captial 1, $450 million of
Giticorp Capital 11, and $400 million of Citigroup Capital 11, at the
redemption price of $1,000 per preferred security plus any accrued
distribution up to, but excluding. the date of redemption,

The FRB has issued a final rule, with an effective date of April 11, 2005,
which retains trust preferred securities in Tier 1 Capital of Bank Holding
Companies (BHCs), but with stricter quantitative limits and clearer
qualitative standards. Under the rule, after a five-vear transition period, the
aggregaie amount of trust preferred securities and certain other capital
dlements included in Tier 1 Capital of internationally active banking
organizations, such as Gitigroup, would be limited to 15% of Tier 1 Capital
elenents, net of goodwill less any associated deterred tax liability. The
amount of trust preferred securities and certain other elements in excess of
the limit could be included in Tier 2 Gapital, subject to restrictions. Under
this rule, Citigroup currently would have less than 13% against the limit. The
FRB granted interim capital relief for the impuact of adopting SFAS 158 at
December 31, 2006,

The FRE and the FFIEC may propose amendnients to, and issue
inepretations of, risk-hased capital guidelines and reporting instructions.
These may atfect reported capital ratios and net risk-adjusted assets.*

This is a lward lonking slatesmsd vittn the meaning of e Privale Secwities 1ligation Pefonm Aol
See ¥ or ward-1 ooking Statemnents” on page 97
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Capital Resources of Citigroup’s Depository Institutions
Bank Consplicdetion Project; During 2006, Citigroup began and completed
the mijority of its hank consolidation project, which called for the merger of
its twelve 11.$.-insured depository institutions into four, as well as the
reorganization of its 1S, mortgage banking business. The first phase of this
project was completed in July 2006, when CitiFinancial Credit Company
{CCC), an indirect wholly owned subsidiary of Citigroup, transterved ifs
ownership of Giticorp Trust Bank, fsb t Citigroup. The second phase
occurred in October 2006, when Citigroup reduced its overall number of

119 -insured depusitory institutions from twelve to five. Also during this
phase. Citibank, NA_ transferred its investment in Citibank (South Dakota),
NA. (the Company’s primary hanking entity responsible for U 8. credit card
activities) to Citigroup. In addition, 2 majority of the Company’s US.
consumer mortgage lending activity was consolidated within Citibank, NA.
as Citibank (West), FSB, Citibank Texas, N A, Citihank, FSB and {itibank
Detaware were merged into Citibank, NA. The final phase of this
consolidation project is expected to be completed 4t a later date with the
merger of Citibank (Banamex USA) inte Gitibank, N.A. activities) to
Citigroup Tn addition, @ majority of the Company's U S. consurer mortgage
lending activity was consolidated within Citibank. N.A. as Cinbank (West),
FSB. Citibank Texas, N A, Gitibank, FSB and Citibank Delaware were mergsd
into Citibank, NA. The final phase of this consolidation project is expecied to
he completed at a later date with the merger of Citibank (Ranamex USA)
into Citibank, NA.

Benefits achieved from reducing the number of depository institutions
included optimized capital efficiency, enhanced flexibility of operations @ a
result of Citibank. NA.'s larger capital base, teduced regulatory complexity
and improved customer relationships.

capital Rattos of Depository tistitutions: Citigroup's subsidiary
depository institutions in the United States are subject to risk-based capital
puidelines issued by their respective primary federal bank regulatory
agencies, which are similar to the FRB's puidelines. To be “well capitalized”
under federal bank regulatory agency definitions, Gitigroup's depository
institutions must have a Tier | Capital Ratio of at Jeust 6%, 4 Total Capital
(Tier 1 + Tier 2 Capital) Ratio of at feast 10% and a Leverage Ratio of at
Jeast 5%, and not be subject to a regulatory directive to meet and maintain
higher capital fevels. At December 31, 2006, all of Citigroup’s subsidiary
depository institutions were “well capitalized” under the federal regulatory
agencies’ definitions, including Citigroup's primary depository institution,
Gitibank. NA., s noted in the following table:

Citibank, N.A. Requlatory Capltal Ratios

At year ond 2006
Tigr 1 Capital 8.32%
Total Capital {Tier 1 and Tier 2} = 1239
Leverage 6.00

(o1 The LS Baking Ageneles grantsd e fm uapitl elied ot th inpact of acpliieg SEAS 158 a0
Dovermber 51, 2006,

() Tier 1 Capiial devided by adusted avirage Asees.

Citibank, N.A. Components of Capital Under Requlatory

Guidelines

In biitions of dolars af year end 2006
Teer 1 Capital $509
Total Capital (Tier 1 and Tiey 2= 89.1

(1 Thi LS, ftaking Ageres grantat et capital tohel lor the smpact ol augling SPAS 158 at
Diwembor 33, 2006,

Citibank, N A. had net income for 2006 amounting to $9.3 billion. During
2006, Citibank, N A. paid dividends of $3.0 billion.

During 2006, Citihank, NA, issued an additional $7.8 hillion of
subordinaed notes that qualify for inclusion in Citibank, NA”s Tier 2
Capital. Total subordinated notes that were outstanding at December 31,
206 and included in Citibank, NA s Tier 2 Capital amounted to $23.0
hitlion,

Broker-Dealer Subsidiaries

The Company’s broker-dealer subsidiaries — including Citigroup Global
Markets Inc. (CGM1), an indirect wholly awned subsidiary of Citigroup
Global Markets Holdings Inc. (CGMH{) — are subject to various securities
and commeodities regulations and capital adeguacy requirements of the
regulatory and exchange authorities of the countries in which thev operate.
The Company's 1S, registered broker-dealer subsidiaries dre subject to the
Securities and Exchange Commission's Net Capital Rule, Rule 1503-1 (the
Net Capital Rule) under the Exchange Act

As @ registered broker-dealer, CGMI is subjeat to the SEC's Net Capital
Rule. Under the Net Capital Rule, CGMI is required to maintain mininum
net capital equal to 2% of apgrepate debit items, as defined Under NASE
wenlations, GGMLmay be required t reduce its business if its net capitat is
loss than 4% of aggregate debit items and may also be prohihited from
expanding, its husiness or paying cash dividends if resulting net capital
would he fess than 5% of aggregate debit items. Furthermore, the Net Capital
Rule does not permit withdrawal of equity or subordinated capital if the
resulting net capital would be less than 5% of agaregate debit items.

During the third quarter of 2006, the SEC granted CGM! approval to
compute net capital in accordance with the provisions of Appendix I of the
Net Capital Rule, This methodology allows CGMI to compute market risk
capital charges using internal Value-at-Risk models. Under Appendix E,
COMI i also required o hold tentative net capital in excess of $1 bitlion and
net capital in exeess of $500 million. The tirmis also required to notity the
SEL in the event that its ientative net capital is less than $35 billion

Gompliance with the Net Capitad Rule could limit those operations of
CGMI that require the intensive use of capital, such as undenvriting and
trading activities and the financing of customer account balances, and als
restrict CGMHE's ability 1o withdraw capital from its broker-dealer
subsidiaries, which in tum could limit CGMHL's ability to pay dividends and
rivake payments on its debt.

At Decernber 31, 2006, CGMI had net capital, computed in accordance
with the Net Capital Rule. of $8.0 bitlion, which exceeded the punimum
requirement by §7 3 hillion.

In addition, certain of the Company's broker-dealer subsidiaries are
subiect to regulation in the other countries in which they do business,
mcluding requirements o maintain specified levels of net capital or its
equivalent. The Company's hroker-dealer subsidiaries were in compliance
with their capital requirements at Decsrber 31, 2000. See further discussions
on “Capital Requirements” on page 169

Requlatory Capital Standards Developments

Citigroup generally supports the move tu a new setof risk-based regulatory
capital standards. published on June 26, 2004 (and subsequently amended in
Sovember 2005) by the Basel Committee on Banking Supervision (the Basel
{ommittee}, consisting of central hanks and bank supervisors from 13
coumtries. The intemational version of the Basel 1 framework will allow
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Citigroup to leverage internal risk models used 1o measure credit,
operational, and market risk exposures 1o drive regulatory capital
caleulations. On September 30, 2003, the US hanking regulatoss delayed
the 1.8, implementation of Basel [1 by one year. The current 1LY,
implementation timetable consists of parallel calculations under the current
regulatory capital regime ( Rasel 1) and Basel [, starting January 1, 2008,
and an implementation transition period, starting January 1. 2009 through
vear-end 2011 or possibly fater. The US. regulators have also reserved the
right to change how Basel [ is applied in the 118, and retain the existing,
Prompt Corrective Action and leverage capital requirements applicable to
1% banking organizations. The new timetable. clarifications, and other
proposals are set forth in anobice of proposed rulemaking (NPR) issued on
September 25, 2006, which contains 4 pumber of material differences from
the international version of Basel 11

Citigroup continues to monitor, analyze and comment on the developing
capital standards i the LS. and in countries where Citigroup has significant
presence, in otder o assess their collective impact and allocate project
management and funding resources accordingly.

LIQUIDITY

Overview

Atthe Holding Company level for Citigroup, for CGMHL and for the
:omhined Holding Company and CGMHL Citigroup maintains sutficient
fiquidity to meet all matuning unsecured debt obligations due within a
one-vear e horizon without accessing the unsecured markets.

Management of Liquidity

Management of liquidity at Citigroup s the responsibility of the Head of
Corporaie Finance and Treasury. A uniform liquidity risk management
policy exists for Gitigroup and its major operating subsidiaries. Under this
policy, there is a single set of standards for the measurement of liguidity risk
in ordur to ensure consistency across businesses, stability in methodologies
and transparency of risk. Managenent of liquidity at each operating
subsidiary and/or country is performed on @ daily basis and is monitored by
Gorporate Treasury and independent risk managenent.

The basis of Citigroup's liquidity managenent is strong decentealized
liquidity management at each of is principal operating subsidiaies and in
each of its countries, combined with an active coporate oversight function.
As discussed in “Capital Resources and Liquidity” on page 86, Citigroup's
FinALCO undertakes this oversight responsibility, along with the Head of
Corporate Finance and Treasury. Une of the objectives of the FIRALLO 8 10
monitor and review the overall liquidity and halance sheet positions of
Citigroup and its principal subsidizries. Similarly, ssset and Liability
Committees are also established for each country and/or major ling of
husiness.

Monitoring Liquidity

Fach principal operating subsidiary and/or country must prepare 4n annual
funding and liquidity plan for review by the Head of Corporate Finance and
‘treasury and approval by independent risk management. The funding and
liquidity plan includes analysis of the balance sheet, as well as the economic
and business conditions impacting the liquidity of the major operating
subsidiary and/or country. As part of the funding and liquidity plan. liquidity
limits, liquidity ratios, market triggers, and assumptions for periodic stress
tests awe established and approved.
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Liguidity Limits

Liquidity limits establish boundaries for market access in business-as-usual
cwnditions and are monitored against the liquidity position en a daily basis.
These limits are established based on the size of the balance sheet, depth of
the market, experience level of local management, stability of the liahilities,
and liquidity of the assets. Finally, the limits are subject to the evaluation of
the entities’ stress test results. Generally, limits are established such that in
stress scenarios, entitics are self-funded or net providers of liquidity.

Liquidity Ratios

& serics of standard corporate-wide liquidity ratios have been cstablished to
monitar the structural elements of Citigroup's liquidity. For bank entities,
these include cash capital (defined as core deposits, long-term debt, and
capital compared with illiquid assets), liquid assets against tiquidity gaps,
core deposits to leans, long-term assets 10 long-term Tiahilities, and deposits
10 loass. Several measures exist to review potential concentrations of funding
by individual name, product, industry, or geography. Al the Holding
Company level for Gitigroup, for CGMHI and for the Combined Holding
Company and CGMHL, ratios are established for liquid assets against short-
term ohligations. Triggers for management discussion, which may resultin
other actions. have been established against these ratios. In addition. each
individual major operating subsidiasy or country establishes targets against
these ratios and may monitor other atios as approved in its funding and
liquidity plan.

Market Triggers

Market triggers ase internal or external market ur economic factors that may
imply a change to market liquidity or Citigroup's access o the markets.
Citigroup market triggers are monitored by the Head of Comorate Finance
and Treasury and the Head of Risk (vensight and are discussed in the
FinALCO). Appropriate market triggers are also established and monitored for
each major operating subsidiary and/or country 4 part of the funding and
iquidity plans. Local triggers ar reviewed with the local country or business
aL6O and independent risk management.

Stress Testing

Simutated liguidity stress testing is periodically performed for each major
operating subsidiary and/or country The scenarios include assumptions
about significant changes in key funding sources. credit ratings, contingent
uses of funding, and political and economic conditions in certan cuntries.
The results of stress tests of individual countries and operating subsidiaries
are reviewed to ensure that each individual major operating subsidiary or
country is either self-funded or 2 net provider of liquidity. In addition, a
Contingency Funding Plan is prepared on 2 periadic basis for Citigroup. The
phan includes detailed policies, procedures, foles and responsibilities, and the
results of corporate stress tests. The product uf these stress lests is 2 series of
alternatives that can be used by the Head of Corporate Finance and Treasury
in a liguidity event.

CGMHE monitors tiquidity by tracking asset levels, coltateral and funding
availability to maintain flexibility to meetits financial commitments. As 4
policy, CGMHI attempts to maintain sufficient capital and funding sources in
onder to have the capacity to finance itself on a fully collateralized hasis in
the event that its access to uncollateralized financing is temporarily
impaited. This is documented in CGMHF's contingency funding plan. This
plan s reviewed periodically to keep the funding options current and in line
with market conditions. The management of this plan includes an analysis
used 1o determine CGMHI's ability to withstand varying levels of stress,
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including rating downgrades, which could impact its liguidation horizons
and required margins, COMHI maintains liquidity reserves of cash and loan
value of unencumbered securities in excess of its outstanding short-term
uncollateralized liabilities. This is monitored on a daily hasis. CGMHI also
ensures that long-term illiquid assets are funded with long-term liabilities.

FUNDING

Overview

A afinancial holding company, substantially all of Citigroup's net eamings
are generated within its operating subsidiaries. These subsidiaries make
funds available to Citigroup, primarily in the form of dividends. Certain
subsidiaries’ dividend paying abilities may be limited by covenant
restrictions in credit agreements, regulatory requirements and/or rating
agency requirements that also impact their capitalization levels

Banking Subsidiaries

There are various legal linitations on the ability of Citigroup’s subsidiary
depository institutions to extend credit, pay dividends or otherwise supply
funds 0 Citigroup and its nonbank subsidiaries 'The approval of the Office of
the onaptraller of the Currency, in the case of national hanks, ot the (ffice
of Thrift Supervision. in the case of federal savings hanks, is required if total
dividends declared in any calendar vear exceed amounts speafied by the
applicable agency's regulations. Statechartered depository institutions are
subject to dividend limitations imposed by applicable state law.

As of Docember 31, 2006. Citigroup's subsidiary depository institutions
can declare dividends to their parent companies, without regulatory
approval, of approximately $17.7 billion. In determining the dividends, cach
depository institution must also consider its effect on applicable risk- bused
capital and Leverage Ratio requirements, as well as policy statements of the
federal regulatory agencies that indicate that banking erganizations should
generally pay dividends out of current operating earnings. Consistent with
these considerations, Citigroup estinxates that, as of December 31, 2006, its
subsidiary depository institutions can distribute dividends to Citigroup of
approximately $11.0 billion of the available $17 7 billion.

Non-Banking Subsidiaries

Gitigroup also receives dividends from its nonbank subsidiaries. Thuse
nonhank subsidiaries :re generally not subject to regulatory restrictions vn
dividends.

As discussed in "Capital Resources and Liquidity” on page 86, the ability
of COMHI to doclare dividends can be restricted by capital considerations of
its broker-dealer subsidiaries.

During 2007, it is not anticipated that any restrictions on the subsidiaries’
dividending capability will restrict Citigroup’s ability to meet its obligations
as and when they becorme due

Sources of Liquidity

Primary sources of fiquidity for Citigroup and its principal subsidiarics
include:

o deposits;

o oollateralized financing transactions;

* senior and subordinated deht:

o commercial paper;

* trust preferred securities; and

« purchased/wholesale funds.

This is 2 irwand-locking statement within the meaning of he Privals Seagites | igation Festorm At
Saa Forward Looking Statemerts”™ o paga 87,
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Citigmup and its principal subsidiaries also generate funds through
securitizing financial assets, including credit cand receivables and single-
family or mubt-Family residences. See Note 22 to the Consolidated Financizd
Statements on page 143 for additional information about securitization
activities. Finally, Citigroup's net earnings provide a significant source of
funding to the corporation.

Citigroup's funding sources are well diversified across funding types and
geography, a benefit of the strength of the global franchise. Funding for the
parent and its major operating subsidiaries includes a large geographically
diverse retail and corporate deposit hase of $712 0 billion. A significant
portion of these deposits has been. and is expected to be, Jong-term and
stable and 15 constdered core,

Gitigroup and its subsidiaries have 4 significant presence in the global
capital markets. During the 2005 second quarter, Citigroup consalidated its
capital markets funding activities into two legal entities: (i Citigronp Inc.,
which issues long-term debt, medium-term notes, trust preferred securities,
and preferred and commen stock; and (i} Citigroup Funding Inc. (CF1), a
first tier subsidiary of Citigroup, which issues commercial paper, medium
term notes and structured equity-linked and credit-linked notes, all of which
are guaranteed by Gitigroup. As part of the tunding consolidation, Citigroup
alsor guaranteed and continues to guarantee various debt obligaions of
COMHE as well as all of the outstanding debt obligations under CGMHI's
publicly-issued securities.

I August 2005, Citigroup merged its two intermediate bank holding
ouypanies, Citigroup Holdings Company and Citicurp, into Citigroup Inc
Coincident with this merger, Citigroup assumed all existing, indebtedness
and outstanding guarantees of Citicorp As a result, Citigroup dlso
guaranteed various debt obligations of Assaciates and of CitiFinancial Credit
Company, cach an indicect subsidiary of Citigroup. In addition, Citigroup
guaranteed various debt obligations of Citigroup Finance Canada Inc.
{CFCH. awholly owned subsidiary of Associates CFCT continues to issue debt
in the Canadian market supported by a Citigroup guaranice. See Mote 29 to
the Consolidated Financial Statements on page 156 for further discussions,
(ther significant elements of long-term debt in the Consolidated Balance
sheet include collateralized advances from the Federal Home Loan Bank
system, asset-backed outstandings, and certain borrowings of foreign
subsidiaries.

COMHI's consolidated balance sheet is highly liquid, with the vast
nperity of its assets consisting of marketable securities and coll ateralized
short-term financing agreements arising from securities transactions. The
highly liquid nature of these assets provides CGMHI with flexibility in
financing and managing its business. CGMHT monitors and evaduates the
adequacy of its capital and borrowing hase on 4 daily basis to maintain
Tigquidity, and to ensure that its capital base supports the regulatory capital
requirements of its subsidiaries.

Gitigroup uses its Hguidity to service debt obligations, to pa dividends to
iis stockhalders, to support organic growth, to fund acquisitions and to
repurchase its shares, pursuant fo Board of Directors approved plans.

Each of Citigroup's major aperating subsidiaries finances its operations
on 2t basis consistent with its capitalization. regulatory structure and the
environment in which it operates Particular atention is paid o those
husinesses that for tax, sovereign risk, or regulatory reasons cannot he freely
and readily funded in the intemational markets
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Citigroup’s horrowings are diversified by geography, investor, instrument
and currency. Decisions regarding the ultimate currency and interest rate
profile of liquidity generated through these borvowings can be separated
from the actual issuance through the use of derivative financial products.

At December 31, 2006, long-terma debt and commercial paper
outstanding for Citigroup Parent Company, CGMH, Citigroup Funding Inc
and Citigroup's Subsidiaries were as follows:

Citigroup Citigroup Other

Parent Funding Citigroup

In bilkions of dodiars Company CGMH Ine. Subsidiaries
Long-term debt 1254 8287 3188 $11h 6"

Comimercial paper — — §41.8 3 18

(0 A Nospiber 1 XA6, approsimatiely $51.5 bilfon belales to coltatin alized adanees Trom the
Fcderiat Home | oan Park

Citigroup’s Debt Ratings as of December 31, 2006

See Note 19 to the Consolidated Financial Staterents on page 139 for
further detail on long-term debt and commercial paper outstanding,

Citigrougy's ahility 1 access the capital markets and other sources of
wholesale funds, as well as the cost of these funds, is highly dependent on its
credit ratings. The table below indicates the current ratings for Citigroup.

Citigroup ine. Gitigroup Funding Inc. Gitibank, NA.

Senlor Subordinated Commercial  Senior Subordinated Commerchd Long-  Short-

debt debt papet debt debt papet term Bem

Fitch Ratings Akt AA Flv  Ade Ak Fle A+ Fi+
Moody's investors Service Aat Aa2 Pt Aal Aa? P-1 Aaa P-1
Standard & Poor's AA- A+ A-1+ Ah- Aok A-le Mo Ade

On February 14, 2007, Standand & Poor's upgraded the raungs of
Citigroup and certain rated subsidiaries. The senior debt ratings of Citigroup
and Citigroup Funding Inc (CF1) were upgraded to “AN” from “A4-" The
subordinated debt ratings of Citigroup and Citigroup Funding Inc (CFD) were
upgraded to “AA-~ from A+ The long-term rating of Citibank, NA. was
upgraded to A+ from "AA”. n Septernber 26, 2000, Moody's Investors
Service upgeaded Citibank, NA's long-term rating to “Aga” from “Aal”. The
outlook for all of Citigroup's rating is “stable”

Some of Citigroup’s nonbank subsidiaries. including CGMEL have credit
facilities with Citigroup's subsidiary depository institutions, including,
Citibank. NA. Borrowings under these facilities must be secured in
accordance with Section 234 of the Federal Reserve Act. There are various
fegal restrictions on the extent to which a hank holding company and
certain of its nonbank subsidiaries can borrow ur obtain credit from
Citigroup's subsidiary depository institutions or engage in certain other
transactions with them. In general, these restrictions require that
transactions he on arm's-length terms and he secured by destgnated
amounts of specified collateral. See Note 19 to the Consolidated Financial
Statements on page 139,
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Contractual Obiigations

The following table includes aggregated informittion about Citigroup's
contractual obligations that impact its short- and long-term liquidity and
capital needs. The table includes information about payments due under
specified contractual obligations. aggregated by type of contractual
obligation. It includes the maturity profile of the Company's consolidated
long-ferm debt, operating leases and other long-term labilities. The
Company’s capital lease obligations are not material and are included
within purchase obligations in the table.

Citigroup’s contractual vbligations include purchase ubligations that are
enforceable and legally binding for the Company, For the pumposes of the
table below, purchase ebligations are included through the termination date
of the respective agreements, even if the contract is renewable. Many of the
purchase agreements fur goods or services include dlauses that would allow
the Company to cance] the agreement with specified notice; however, that
impact is not included in the table (unless Citigroup has already notified the
eounterparty of its intention to terminate the agreement),

Other liabilities reflecied on the Company's Consolidated Balance Sheet
include ehligations for goods and services that have already been received.
litigation settlements, as well as other fong-term liabilities that have been
incurred and will ultimately be paid in cash. Excluded from the following
table are obligations that are generally short-term in natuse, including
deposit liabilities and securities sold under agreements to repurchase. The
tahle also excludes certain insurance and investment contracts subject to
mortality and morhidity risks or without defined maturities, such that the
timing of payments and withdrawals is uncerain. The liabilities related o
these insurance and investment contracts are included on the Consolidated
Ralance Sheet as Insurance Policy and Claims Reserves, Contractholder
Funds, and Separate and Variable Accounts.
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Gitigroup’s funding policy for pension plans is generally to fund to the
minimum ameunts required by the applicable faws and regulations, At
becember 31, 2006, there were no minimum required contributions, and no
contributions are currently planned for the U8, pension plans. Accordingly,
nio amounts have been inchuded in the table below for future contributions
to the 118, pension plans. For the non-1S, plans, discretionary
contributions in 2007 are anticipated to be appreximately $123 million and

this amount has been included within purchase obligations in the table
below * The estimated pension plan contributions are subject to change,
since contribution decisions are affected by various Factors such as market
pedfornunce, regulatory and legal requirements, and management's ability
to change funding policy. For additional information regarding the
Company's retitement benetit obligations, see Note 9 to the Consolidated
Financial Statements on page 124,

Contractual Obligations by Year
in miffions of doliars at ysar end 2007 2008 2009 2010 2011 Yheveatter
Long-term debt obligations $ 335190 540212 856,168  $24563  S31662 $88370
Operating lease obligations 1,406 1278 1147 976 832 4,552
Purchase obligations 5,542 1.211 686 454 433 825
Business acquisitions 7.095 — — — — —
Other liabilities reflected on the Company's Consolidated Balance Shaet 49612 166 142 143 118 864
Total $102,174  $51,867 $55,143  $26,136 $33,045 $04.411

fated Finaredal Stal

¢4y Too addiboral infoemation abet og-term debl wnd st preterad secrities, See Nule 19 40 e Consal

s v page 139

¢ Redates primaity 1o arcounts payable and acord expanses inchaded within Qe abiities in the Comgany's Consolidided Satinee Sheet, Mo ineluderd ane varions Wigation setthments.

OFF-BALANCE SHEET
ARRANGEMENTS

Overview

Citigroup and ity subsidiaries are involved with several types of off-balance
sheet arrangements, including special purpose entities (SPES). lines and
letters of credit, and loan commitments,

The securitization process enhances the liquidity of the financial
naekets, may spread credit risk among several market participants, and
makes new funds available to extend credit to consumers and commerciad
entities.

Uses of SPEs

In order to execute securitizations, the Company uses SPES. An $PE is an
entity in the form of 2 trust or other legal vehidle designed to fulfill 4
specific timited need of the company that organized it.

The principal uses of SPEs are to obtain liguidity and favorable capital
wreatment by securitizing certain of Citigroup's financial assets, to assist
clients in secoritizing their tinancial assets, and to create investment
products for clients. SPEs may be organized as trusts, partnerships, or
comporations. In a secusitization, the company transferring assels t an SPE
converts those assets info eash betore they would have been realized in the
normal course of business, through the SPE's issuing debt and equity
nstruments, certificates, commercial paper, and other notes of
indebedness. Investors usually have recourse to the assets in the SPE and
often benefit from other credit enhancements, such as a collateral account
or overcollaeralization in the form of excess assets in the SPE, or from a
liquidity facility, such as a line of credit or asset purchase agreement.
aconrdingly, the SPE can typically obtain a more favorable credit rating
from rating agencies than the transferer could ebtain for its own debt
issuances, resulting in less expensive financing costs. The SPE may also
enter into derivative contracts in order to comvert the vield or currency of the
underlying assets to match the needs of the SP investors, or to limit o
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chunge the credit risk of the SPE. Citigroup may be the counterparty to
these derivatives.

SPEs may be Qualifving SPEs ((OSPEs) or variable interest entities (VIEs)
or neither. A VIE is a type of SPE that does not have sufficient equity to
finance its activitdes without additional subordinated financial support from
third parties. 18 investors may not have the power to make significant
decisions about the entity’s operations, or investors may not share pro rata
in the entity's expected retums or Tosses. The Company’s credit card
receivable and mortgage loan securitizations are organized as QSPEs and
are, therefote, not VIEs subject to FASE Interpretation No. 46,
“Consolidation of Variable Interest Entities (revised Decernber 2003),”

(FIN 46-R). When an entity is deeried 4 VIE under FIN 46-R, the entity in
question must be consolidated by the primary beneficiary; however, the
Company is not the primary beneficiary of most of these entities and as such
does not consolidate most of them.

Securitization of Citigroup’s Assets

tn some of these off-balance sheet arrangements, including credit card
receivable and mortgage loan securitizations, Citigroup is securitizing assets
that were previously recorded on its Consolidated Batance Sheet. A summary
of cersain cash flows recenved from and paid to secuntization trusts is
included in Note 22 to the Consolidated Financial Statements on page 143
Credit Card Recelvables

Credit card recetvables are securitized through trusts, which are established
to purchase the receivables. Citigroup sells receivables into the trusts on a
non-recourse basis. Credit card securitizations are revolving securitizations;
thatis, as customers pay their credit card halances, the cash proceeds are
used to purchase new receivables and replenish the receivables in the trust
COMI s one of several underwriters that distribute securities issued by the
trusts to investors. The Company relies on securitizations to fund a
significant portion of its managed 13, Cards business, which includes both
on-balance sheet and securitized receivables

* This fs 2 forvard Jooking staensent within the meanag o e Privae Securities Litigation Reform Act, See
Forwamd Looking Statements” on page 7
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The fellowing table reflects amounts related to the Company's securitized
credit card receivables at December 31:

In bitions of dollars 2006 2000
Principal amount of credit card receivables in trusts $112.4 1077
Ownhership interests in principal amount of trust

credit card recevables:
Sold to investors via trust-issued securities 3.1 921
Retained by Citigroup as frust-ssued securities 5.1 a0
Retained by Citigroup via non-certificated interest

recorded as consumer loans 142 186
Totat ownership interests in principal amount of

trust credit card recefvables $1124 $107.7
Dther amounts recorded on the balance sheet

relaled to interests retained in the trusts:
Amounts teceivable from trusts $ 45 $ 34
Amounts payable fo frusts 1.7 16
Residual interest retained m trust cash Hows 25 2.1

The Company recorded net gains from securitization of credit card
receivables of $1.0 billion and $1 0 bilion during 2006 and 2005,
respectively. Net gains reflect the following:

o incremental gains from new securitizations

o the reversal of the allowance for loan losses associated with receivables
sold

 net gains on replenishments of the trust assets

+ offset by nther-than-temporary impairments

See Note 22 to the Consolidated Financial Statements on page 145 for
additional information regarding the Company’s securitization activities.

Mortgages and Other Assets

The Company provides 2 wide range of mortgage and other Inan products to
its customers In addition to providing a source of quidity and less
expensive funding, securitizing these assets also reduces the Company's
cradit exposure to the borrowers. The Company’s mortgage loan
securitizations zre primarily non-recourse, thereby effectively transferring
the risk of future credit losses to the purchasers of the securities issued by the
trust. in addition to servicing rights, the Company aso tetains 4 residual
intercst in its student loan and other asset securitizations, consisting of
securities and interest-only strips that arise from the calculation of gain or
oss at the time assets are sold to the SPE. The Company recognized gains
relasted to the securitization of mortgages and other assets of $388 million
and $323 million in 2006 and 2005, respectively.

Securitization of Client Assets

The Company acts as an intermediary for its corporate clients. assisting them
in obtaining liquidity by sefling their trade receivables or other financial
assets to an SPE.

In addition, Citigroup administers several third-party-owned, special
purpose, multi-seller finance companies that purchase pools of trade
receivables, credit card receivables, and other financizd assets from its clients.
As administrator, the Company provides accounting, funding, and
operations services to these conduits but has no ownership interest
Generally. the clients continge to service the transferred assets. The conduits’
avet purchases are funded by issuing commercial paper and medium-term
fiotes. Clients absorb the first losses of the conduits by providing collateral in
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the form of excess assets or holding a residual interest. The Company, dlung
with other financial institutions, provides liquidity facilities, such as
comnercial paper backstop lines of credit to the conduits. The Company also
provides loss enhancement in the form of letters of credit and other
guarantees. All fees are charged on a market basis. During 2003 many of the
conduits issued “first loss” subordinated notes to third-party investors so that
such investors in each conduit would he deemed the primary heneficiary
under FIN 46-R, and would consolidate that conduit,

At December 31, 2006 and December 31, 2005, total assets and liabilities
in the uncensolidated conduits were $66 billion and $55 billion, respectively

Creation of Other Investment and Financing Products

In addition to securitizations of mortgape loans originated by the Company,
the Company also securitizes purchased morigage loans, creating
collateralized morigage obligations (CMOs) and other mortgage-backed
securities (MBSS) aned distributes thent to investors. i 2006 and 2005,
respectively, the Company organized 33 and 36 mortgage securitizations
with assets of $24 billion and $25 billion. For 2006 and 2005, the Company's
revenues for these activities were $758 million and $483 million, respectively,
and estimated expenses before taves were $151 million and $116 millien
Expenses have been estinnated hased upon i peroentage of product revenues
to total business revenues.

‘the Company packages and securitizes assets purchased in the tinancial
nrkets in order to create new security offerings, including arbitrage
oollateralized debt obligations (CHOs) and synthetic CDOs for institutional
clients and retail customers, which match the clients investment needs and
preferences. Typically these instruments diversify investors” risk to a pool of
assets as compared with investments in individual assets. The VIES. which
are issuers of CLO securities, are generally organized as limited hability
corporations. The Company typically receives fees for structuring and/or
distributing the securities sold to investors. n some cases, the Company may
repackage the investment with higher-rated debt CDO securities or 'S
Treasuty securities to provide 4 greater or 4 very high degree of certainty of
the return of invested principal, A thied-party manager is typically retained
by the VIE to select collateral for inclusion in the pool and then actively
manage it, or, in other cases, only to manage work-out credits. The
Company may also provide other financial services andfor products w the
VIEs for market-rate fees. These may include: the provision of liguidity or
contingent liquidity facilities, interest rate or foreign exchange hedges and
credit derivative instruments, as well as the purchasing and warehousing, of
securities until they are sold to the SPE. The Company is not the primary
heneficiary of these ViEs under FIN 46-R due to its limiled continuing
tnvolvement and. as 4 result, we do not consolid:ate their assets and liabilities
in our financial staterents.

See Note 22 to the Consolidated Financial Statements on page 143 for
additional information about off-halance sheet arrangements.
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Credit Commitments and Lines of Credit
The table below summarizes Citigroup's credit commtients:

in mitlions of dollars at year end 2006 2005
Financial standby fetters of credit and

foreign office quarantees $ T2548 $ 52,384
Performance standby letters of credit and

toreign office guarantees 15,802 13,946
Commercial and similar letters of credit 7,881 5,790
One- to four-family residential mortgages 3457 3,343
Revolving apen-end loans secured by one-

1o four-family residential proper fies 32,449 25,089

Commercial real astate, construction and
iand development 4,007 2,283

Credit card lines ¥ 987,408 859,504
Commercial and other consumer loan

commitments 439,931 346,444
Total $1,563,464 $1,308,783

(1) Credit caed s are coodilionally vanosable by the issue

1 Ichides somered ol commitiments o ks o porchist bang, to puachizss i purly rovohabieg,
att to provicke reds isseanue of fevobing Lt waifing | wilithes, Aeunts g $251 tlfier and
$179 bitlon vt el ity of Jusy B oo yea 4t Devermbet 51, Z00F aned 2005 vesperthvaly

See Note 26 to the Consolidated Financial Statements on page 151 for
additional information on credit commitments and lines of credit

U.S. CONSUMER MORTGAGE LENDING

The following charts present the characteristics of Citigroup's first and
second LS. mortgage loan portfolio as of December 31, 2006:

First Mortgages at Year End

Fixed
Non-Prime
31%

Variable

Fixed Prime Pume
52%
14%
Vanable
Non-Prime
3%
Second Mortgages at Year End
fined
Non-Prime
1%
Fied
Prime
§1%
Vanable
Prime
45%

Interest Rate Risk Associated with

Consumer Mortgage Lending Activity

Citigroup originates and funds mortgage foans. As with all other lending
activity, this exposes Citigroup to several risks, including credit, liquidity and
interest rate risks. To manage credit and liquidity risk, Citigroup sells most of
the mortgage Joans it originates, but retains the servicing, These sale
transactions create an intangible asset referred to as mortgage servicing
rights (MSRs). The fair value of this asset is primarily affected by changes in
prepavments that result froni shifts in mortgage interest rates. Thus, by
retatning the servicing rights of sold mortgage loans, Citigroup is still
exposed 1o interest rale risk.

In managing this risk, Cigroup hedges asignificant portion of the value
of its MSRs through the use of interest rate derivative contracts, forward
purchase commitnents of morigage-backed securities, and purchased
securities classified as available-for-sale or trading (primarily tixed income
debt, such as LS. government and agencies obligations. and mortgage-
bached sccurities including principal-only strips).

Since the change in the value of these hedging instruments does not
petfectly match the change in the value of the MSRs, Citigroup is still
exposed to what is commuonly referred to as “basts risk.” Citigroup manages
this risk by reviewing the mix of the various hedging instrurients referved W
above on a daily basis.

Prior to January 1, 2006, the portion of the MSRs that were hedged with
instruments qualifying for hedge accounting under SFAS 133 was recorded at
fair value. The remaining portion of the MSRs, which was hedged with
instruments that did not qualify for hedge accounting under SFAS 133 or
were unhedged, were accounted for at the lower-of-cost-or-market With the
adoption of SEAS 156, “dccointing for Servicing of Financial Assels”
(SFAS 156) as of January 1, 2006, the Company records all MSRs at fair
vitlue.

Citigroup's MSRs totaled $5.439 billion and $4.339 billion, at
Decernber 31, 2006 and 2005, respectively. For additional information about
the Company's MSRs, see Note 22 to the Consolidated Financial Statements
on page 143,

As part of the mortgage lending activity, Citigroup commisnly enters into
purchase commitments o fund residential mortgage loans at specitic
interest rates within a given period of time, generally up to 60 days after the
rate has been set. 1f the resulting loans from these commitrnents will be
classified as loans-held-for-sale, Citigroup accounts for the commitments &8
derivatives under SFAS 133, Accordingly, changes in the fair value of these
commitments, which are driven by changes in mortgage intenest raies, are
recognized in current eamings after taking into consideration the liketihood
that the commitment will be funded. However, a value is not assigred to the
MSRs until afier the loans have been funded and sold.

Gitigroup hedges its exposure o the change in the value of these
commitments by utilizing hedging instruments similar to those refersed to
above.
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PENSION AND POSTRETIREMENT PLANS

The Company has several non-contributory defined benefit pension plans
covering substantially all 11.5. emplovees and has various defined benefit
pension and termination indemnity plans covering employees outside the
United States. The U5, defined benetit plan provides henefits under a cash
balance formulza. Employees satisfying certain age and service requirements
remain covered by a prior final pay formula. The Company also offers
postretirement health care and life insurance benefits to certain eligible US.
retired emplovees, as well as to certain eligible emplovees outside the United
States.

The following table shows the pension expense and contributions for
Citigroup's plans:

118 Plans Hon U8, Plans
In milions of doliars 2008 2005 2004 2008 2005 2004
Pension expense $182 3237 396 $115 3182 $185
Company contiibutions "1 —— 160 400 382 379 B4

(1 Hhe 2006 exprise for the U5, puns ichudes sy S50 millis elnaflent guin ronognized as
Septeniber 30, 2006 redating b e Cranpasy s docision To froees baresf aconals for o cash badanoe
participads alter 2007,

i I ackdtin, the Company sbset bed $20 mitiss, $ 19 mion and $13 nailion duilig 2006, 2005, el
2004 respoctivaty, selaling o cestain imsestment management lees and administation costs ke the
18 plans, swetyae oxedudes fom: tes fablo,

The fullowing table shows the combined postretirernent expense and
contributions for Gitigroup's 1S, and foreign plans:

.S, and Non-U.S, Plans
fn mitlions of dollars 2006 2005 2004
Postretirement experse $n $ 73 575
Company contribubons 260 226 216

Expected Rate of Return

Upon the adoption of SFAS 158 at Decemnber 31, 2006, the Company recorded
an after-tax charge to equity of $1.647 billion, which cormesponds to the
plans’ net pension lability and the write-off of the existing prepaid asset,
which relates to unamortized actuarial gains and losses, prior service costs/
benefits and transition assets/liabilities.

Citigroup determines its assumptions for the expected rate of return on
plan assets for its US. pension and postretirement plans using a “building
block” approach, which focuses on ranges of anticipated rates of return for
each asset class. A weighted range of nominal rates is then determined based
on target allocations to each asset class. Citigroup considers the expected rate
of return to be a long-term assessment of retumn expectations and does not
anticipate changing this assumption annually unless there are significant
changes in investment strategy or economic conditions. This contrasts with
the selection of the discount rate, future compensation increase rate, and
certain other assumptions, which are reconsidered annually in accordance
with generally accepted accounting principles.
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The expected rate of return was 8.0% at December 31, 2006, 2005 and
2004, reflecting the performance of the global capital markets. Actual returns
in 2006, 2005 and 2004 were more than the expected retums. The expected
retums impacted pretax earnings by 2.9%, 2.7% and 3.3%, respectively. This
expected amount reflects the expected annual appreciation of the plan assets
and reduces the obligation of the Company . It is deducted from the service
cost, interest and other components of pension expense to arrive at the et
pension expense. Net pension expense for 2006, 2005 and 2004 reflects
deductions of $845 million, 3806 million and $750 million of expected
retums, respectively,

The following table shows the expected versus actual rate of retum on
plan assets for the U S. pension and postretiremient plans;

2006 2005 2004
Expected rate of retumn 8.0% 8.0% 80%
Actual rate of return 14.7% 97% 11.6%

For the foreign plans, pension expense for 2006 was reduced by the
expected retum of 8384 million, which impacted pretax eamings by 1.3%
Pension expense for 2005 and 2004 was reduced by expected retums of $315
million and $251 million, respectively. Actual returns were higher in 2006,
2005 and 2004 than the expected returns in those vears

Discount Rate

The 2006 discount rates for the U8, pension and postretirement plans were
selected by reference to a Citigroup-specific analysis using each plan's
specific cash flows and compared with the Moody's Aa Long-Term Corporate
Bond Yield for reasonableness. As of Septermber 30, 2006, the 1S pension
plan was remeasured to reflect the freeze of benefits accruals for alf non-
grandfathered participants, effective fanuary 1, 2008 Under the

September 30th remeasurement and vear-end analysis, the resulting plan-
specific discount rate for the pension plan was 5.86%. Citigroup's policy is to
round to the nearest lenth of a percent. Accordingly, at September 30, 2006
and December 31 2606, the discount rate was set at 5.9% for the pension
plans and, as of December 31, 2006, the discount rate was set at 5.7% for the
postretirement welfare plans,

At Decernber 31, 2005, the Moody’s Aa Long: Term Corporate Bond Yield
was 3.63% and the discount rate was set at 5.6% for the pension plans and
5.5% for the pustretirement plans. rounding o the nearest tenth of a percent,
after giving consideration to a Citigroup-specific cash flow analysis.

The discount rates for the foreign pension and postretirement plans are
selected hy reference to high-quality corporate bond rates in countries that
have developed comorate bond markets, However, where developed corporae
bond markets do not exist. the discount rates are selected by reference to
local government bond rates with a premium added to reflect the additional
risk for comparate bonds.

For additional information on the pension and postretirement plans, and
on discount rates used in determining pension and postretirement benefit
obligations and net benefit expense for the Company's plans, as well as the
effects of 4 one percentage-point change in the expected rates of return and
the discount rates. see Note 9 to the Company's Consolidated Financial
Statements on page 124
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CORPORATE GOVERNANCE AND CONTROLS AND PROCEDURES

Corporate Governance

Citigroup has a Code of Conduct that maintains the Company's commitment
to the highest standards of conduct. The Company hag established an ethics
hetline for employees. The Code of Conduct is supplemented by a Code of
Ethics for Financial Professionals (including finance, accounting, freasury,
tax and investor relations professionals) that applies worldwide.

Both the Code of Conduct and the Code of Ethics for Financial
Professionals can be found on the Citigroup Web site, www citigroup.com, by
clicking on the “Corporate Governance” page. The Company’s Corporate
Gowernance Guidelines and the charters for the Audit and Risk Management
{;ommittee, the Nomination and Governance Committee, the Personnel and
Compensation Commitiee, and the Public Affars Committee of the Board are
also available under the Corporate Governance” page, ot by writing to
Citigroup Inc., Corporate Governance, 425 Park Avenue, 2nd Floor, New
York, New York 10043,

Controls and Procedures

Disclosure

The Company's disclosuge controls and procedures are designed to ensure
that irformation required to be disclosed under the Exchange Act securities
Taws is accumulated and communicated to managenient, including the
Chief Exccutive Officer (GEO) and Chief Financial Ofticer (CFO}, to allow for
timely decisions regarding required disclosure and appropriate SEC tilings

The Company’s Disclosure Committee is respensible for ensuring that
there is an adequate and effective process for establishing, maintaintng and
evaluating disclosure controls and procedures for the Company’s external
disclosures.

The Company’'s management, with the participation of the Company's
CEO and CFO, has evaluated the effectiveness of the Company's disclosure
controls and procedures (s defined in Rule 13a-15(e) under the Exchange
Act} as of December 31. 2006 and, based on that evaluation, the CEG and
CRO have concluded that at that date the Company’s disclosure controls and
procedures were effective.

26

Financial Reporting

The Company's internal control over financial reporting s a process
under the supervision of the CEO and CFO, and effected hy Citigroup's Board
of Directors, management and other personnel, to provide reasonable
assurance regarding the reliability of financial reporting and the preparation
of financial staterments in accordance with generally accepted accounting
principles. These controls include policies and procedures that:

* pertain to the maintenance of records that in reasonable detail accurately
and fairly reflect the transactions and dispositions of the assets of the
Company,

* provide reasonable assurance that transactions are reconded 45 necessary
to pernuit preparation of tinancial statements in accordance with
generally ancepted accounting principles, and that the Company s
receipts and expenditures are being made only in accordance with
anthorizations of the Company's management and directors: and

* provide reasonable assurance regarding prevention or timely detection of
unauthorized acquisition, use or disposition of the Company’s assets that
could have 2 material effect on the financial statements,

Gitigroup has had a longstanding progess wherehy business and financial
officers throughout the Company attest to the accuracy of inancid
information seported in comporate sysiems i well as the effectivencss of
internal controls over tinancial reporting and disclosure processes.

There were no changes in the Company’s intemal control over financial
reporting during the fiscal quarter ended December 31, 2000 that materizdly
affected, or are reasonably likely t materially affect, the Company’s internal
contrel over financial reporting,
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FORWARD-LOOKING STATEMENTS

In this Annual Report on Form 10-K, the Company uses certain forward-
looking staterents when describing future business conditions. The
Company's actual results may differ materially from those included in the
forward-looking statements and are indicated by words such s “believe,”
“expect,” “anticipate,” “intend,” “estimute,” "may increase,” “may
fluctuate,” and similar expressions, or future or conditional verbs such as
“will,” ~should,” “would,” and “could.”

These forward-looking statements involve external risks and uncertaintivs
inchuding, but not limited, 1o those described under “Risk Factors™ on page
58 Other risks and uncertainties disclosed herein include, but are not
limited to-

» The Company's ahility to manage expenses and atlocate capital in a
disciplined manner;

o Whether the Company’s imvestment initiatives, including recent and
future targeted acquisitions, witl generate 2 meaningful revenue
contribution;

* The Company’s ability o continue to re-weight its revenue mix towards
International Consurer, CIB and Global Wealth Management;

o The Company's ability to establish a lower-cost platform for the consumer
finance business in Japai;

 The Company’s ability to accurately estimate probable losses inherent in

the lending portiolio;

The Consumer businesses” ability to expand their customer hase;

The ability of £2.8. Crarels o grow managed receivables;

-
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*

»

The ability of 1.8, Retatl Distribution 1o generate increases in loans,
deposits and accounts; continue to expand its foatprint; continue to grow
its Citibank Direct business, and expand cross-marketing opportunities
with Primerica Financial Services;

The ability of 1.5, Consuemer Lending to penerate earnings growth
across its product lines;

The ability of (1.8, Commercial Business w expand its portfolio through
leveraging distribution channels in Smith Barsey and the expanded
Retail Branch network;

Whether Smith Barney will see continued asset and revenue growth from
recent investments in its wealth management platforny;

The ability of the Private Bank to leverage Citigroup’s onshore and
institutional capahilities to huild onshore franchises focused on wealth-
creating individuals in key markets:

The impact of 4 variety of unresolved matters involving some of the
portfolio companies in CNC/Brazil;

The effect that adding low risk-weighted, secured financing assets in the
1B business will have on Citigroup's capital adequacy ratios;

Possible amendments to, and interpretations of, risk-hased capital
puidelines and reporting instructions and

‘The Company’s subsidiaries dividending capabilities
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GLOSSARY OF TERMS

Accumulated Benefit Obligation (ABO}—1he actuarial present
value of benefits (vested and unvested) atiributed o employee services
rendered up to the calcutaion date.

Additional Minimum Liability (AML)}-—Recognition of an additional

minioum liability is required when the ABO exceeds pension plan assets and
the tiability for accrued pension cost already recognized is insufficient. Upon
the adoption of SFAS 158 at December 31, 2006, AMLs are fio longer neyuired
to be recognized,

APB 23 Benefit—in accordance with paragraph 31aof SFAS 109, a
deferred tax liability is not recognized for the excess of the amount for
financial reporting over the tax basis of an investment in 4 foreign subsidiary
unless it becomes apparent that the temporary difference will reverse in the
foreseeable future,

Assets Under Management (AUMS)-—Assets held by Citigroup in
fiduciary capacity for clients. These assets are not included on Citigroup's
balance sheet.

Bank Deposit Program—simith Barney's Bank Deposit Program
provides eligible clients with FDIC tnsurance on their cash deposits. Accounts
enrolled 1 the program autemztically have their cash halances invested, ot
“swept.” into interest-bearing, FDIC-insured deposit accounts at Citigroup-
atfiliated banks.

Cash-Basis Formula—a formul, within a defined benefit plan, that
defines the ultimate benefit as a hypothetical account balance based on
annual henefit credits and interest earnings.

Cash-Basis Loans—Loans in which the borrower has fallen behind in
interest payments are considered impaired and are classified as non-

pedforming or noa-accrual assets. In situations where the lender reasonably
expects that onky 2 portion of the principal and interest owed ultimately will
be collected. all payments are credited directly to the outstanding principal.

Coliateralized Debt Obligations (CDOS)—An investment-grade
security backed by 2 pool of bonds, loans, of other assets.

Credit Default Swap—n agreenent between two parties whereby one
party pays the other a fixed coupon over 4 specified term. The other party
makes no payment unless a specified credit event such as a default occurs, at
which time 4 payment is made and the swap terminates.

Deferred Tax Asset—an asset atiributable to deductible temporary
differences and carnforwards. A deferred tax asset is measured using the
applicable enacted tax rate and provisions of the enacted tax law.

Deferred Tax Liability—a lizhility atiributable to tasable tenmporary
differences. A deferred tax liability is mezsured using the applicable enacted
tax rate and provisions of the enacted tax law.

Defined Benefit Plan—A retirement plan under which the benefits paid
are hased on 4 specific formula. The forrmala is usually a function of age,

service and compensation. A non-contributory plan does not require
emplovee contributions.

Derivative—4 contract or agseement whose value is derived from changes
in interest rales, foreign exchange rates, prices of securities or commodities,
ur financial or commudity indices.

Federal Funds—Non-interest-bearing deposits held by member banks at
the Federal Reserve Bank.

Foregone Interest—interest on cash-basis loans thal would have been
camed at the original contractual rate if the loans were on accrual status.

Generally Accepted Accounting Principles (GAAP)—Accounting
rules and conventions defining acceptable practices in preparing financial
statements in the United States of America. The Financial Accounting
Standards Board (FASB), an independent, sell-regulatory organization, is the
primary source of accounting rules.

Interest-Only (or 10) Strip—A residual inferest in securitization trusts
representing the remaining value of expected net cash flows to the Company
after pavments to third party investors and net credit losses.

Leverage Ratio—The |everage Ratio is calonlated by dividing Tier 1
Capital by leverage assets. Leverage assets are defined as quarterly average
otal assets. net of goodwill, intangibles and certain other items as required
by the Federal Reserve.

Managed Average Yield—Gross managed interest revenue eamed.
divided by average managed loans.

Managed Basis—Managed basis presentation includes results from both
on-halance sheet loans and off-balance sheet loans. and excludes the impact
of card securitization activity. Managed basis disclosures assurne that
weuritized loas have not been sold and present the result of the securitized
loans in the same manner as the Company’s owned loans.

Managed Loans—Includes loans classified a5 Loans on the balance
sheet plus loans held-for-sale that are inctuded in other assets plus
securitized receivables. These are primarily credit card receivables.

Managed Net Credit Losses—Net credit losses adjusted for the etfect
of credit card securitizations. See Managed Loans

Market-Related Value of Plan Assets—A balance used to calculae
the expected return on pension-plan assets. Market-related value can he
either fair value or a calculated value that recognizes changes in fair value
in a systematic and rational manner over nol more than five vears.

Minority Interest—When a parent cwns a majority (hut less than 100%)
of 2 subsidiary's stock, the Consolidated Financial Staterents must reflect
the minority's interest in the subsidiary. The minonity interest as shown in
the Consolidated Statement of Income is equal to the minenty’s
proportionate share of the subsidiary’s netincome and, as included within
ather liabitities on the Consolidated Balance Sheet. is equal to the minority's
proportionaie share of the subsidiary's net assets.

Mortgage Servicing Rights (MSRs)-—an intangible asset
representing servicing rights retained in the securitization of mortgage loans.
Net Credit Losses—ross crdit Insses (write-offs) less gross crodit
TECOVEries,

Net Cradit Loss Ratio- - Annualized net credit fosses divided by average
Toans cutstanding.

Net Credit Margin—Revenues less net credit losses.
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Net Excess Spread Revenue—Net cash flows from our credit card
securitization activities that are returned to the Company, less the
amortization of previously recorded revenie (ie, residual interesty related to
prior periods” securitizations. The net cash flows include collections of
interest income and fee revenue in excess of the interest paid to securitization
trust investors, reduced hy net credit losses, servicing fees, and other costs
welated to the securitived receivables,

Net Interest Revenue {(NIR)-—Interest revenue less inferest expense.

Net Interest Margin—Inierest revenue less interest expense divided by
average interest-eaming assets.

Non-Qualified Plan—A retirement plan that is not subject to certain
Internal Revenue Code requirements and subsequent regulations.
Contributions to non-qualified plans do not receive tax-favored treatment;
the emplover's tax deduction is taken when the benefits are paid to
pasticipants.

Notional Amount—The principal balance of a derivative contract used as
a reference to caleulate the amount of interest or other piyments.

On-Balance Sheet Loans—oans originated or purchased by the
Company that reside on the balance sheet at the date of the batance sheet.

Projected Benefit Obligation (PBO)—The actuarial present value of
all pension benefits accrued for employee service rendered prior o the
caleulation date, including an aliowance for future saary increases i the
pension henefit is hased on future compensation levels

Purchase Sales—Customers credit card prrchase sales plus cash
advances.

Qualified Plan—A retirement plan that satisfies certain requirerents of
the Internal Revenue Code and provides benefits on a tax-deferred basis.
Contributions to qualified plans are 1ax deductible.

Qualifying SPE (QSPE)—a Special Purpose Entity that is very limited in
its activities and in the types of assets it can hold. [tis a passive entify and
Ty not engage in active deciston nxaking, QSPE staus allows the seller o
remove assets ransterred to the QSPE trom its books, achieving sale
acoounting, QSPES are not consolidated by the seller or the investors in the
OSPE

Return on Assets—snnualized income divided by average ussets,

Return on Common Equity—annualized income less preferred stock
dividends, divided by average common equity.

Return on Invested Capital-—Annualized net income, adjusted to
exclude the effects of capital charges on goodwilt and intangibles. divided by
average invested capital, which consists of risk capital plus goodwill and
intangibles.

Return on Risk Capital —tnnualized net income, divided by average
risk capital.

Risk Capital—Risk capital is a management metric defined as the

amount of capital required to absorh potentil unexpected economic
volatility.

Securities Purchased Under Agreements to Resell (Reverse
Repo Agreements)—An agreement between a seller and a buyer,
generally of governmend or agency securities, whereby the buyer agrees to
purchase the securities and the selier agrees to repurchase them atan
agreed-upon price at a future date.

Securities Sold Under Agreements to Repurchase
(Repurchase Agreements)—an agreement between a sller and 2
buyer, generallv of government or agency securities, whereby the seller
agrees to repurchase the securities at an agreed-upon price at a future date

Special Purpose Entity (SPE)—An entity in the form of a trust or
other legal vehidle, designed o fulfill a specific limited need of the company
that organized it (such as a transfer of risk or desired tx treatment).

Standby Letter of Credit—an obligation issued by 2 bank on behalf of
4 hank customer to 4 third party where the hank promises to pay the third
party, contingent upon the failune by the bank's customer to perform under
the terms of the underlying contract with the beneficiary, or it obligates the
bank to guarantee o stand as a surety for the benefit of the third party o the
extent permitted by kaw or regulation

Securitizations—A process by which a legal entity tssues to imvestors
certain securitics which pay a retumn based on the principal and interest cash
flows from 2 pool of loans or ether financial assets

Tier 1 and Tier 2 Capital—Tier § Capital includes common
stockholders’ equity (excluding certain components of other comprehensive
income), qualifving perpetual preferred stock, qualifving mandatorily
redeemable securities of subsidiary trusts. and minority interests that are
held by others, fess certain intangible assets. Tier 2 Capital includes, among
other items, perpetual preferred stock to the extent that it does not qualify for
Tier 1, qualifying senior and subordinated debt, limited-life preferred stock,
and the allowance for credit losses, subject to certain limitations.

Uneamed Compensation—The unamortized portion of i grant to
emplovees of restricted or delerred stock measured at the market value on the
date of grant. Unearned compensation is displayed as a reduction of
stockholders’ equity in the Consalidated Balance Sheet.

Unfunded Commitments-—Legally binding agreements to provide
financing at afuture date.

Variable Interest Entity (VIE)}—An entity that does not have enough
equity to finance its activities without addittonal subordinated financial
support from third parties. VIES may include entities with equity investors
that cannol make significant decisions about the entity's operations. A VIE
raust be consolidated by its primiary beneficiary, if anv. which is the party
that has the majority of the expecied losses or restdual retuens of the VIE or
both.
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MANAGEMENT’'S REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING

The management of Citigroup is responsible for establishing and
maintaining adequate internal control over financial reporting (as defined
in Rule 13a-15() under the Exchange Act). Citigroup’s intemal control
System was designed to provide reasunable assurance 1o the Company's
mandgement and Board of Directors regarding the preparation and fair
presentation of published financial statements in accordance with U8
generally acoepled accounting principles. All intemal control SyStems, no
matter how well designed, have inherent limitations, Therefore, even those
systems determined to be effective can provide only reasonable assurance
with respect to financial statement preparation and presentation.

Management maintains a coniprehensive system of controls intendad to
ensure that transactions are executed 1n accordance with management's
authorization, assets are safeguarded, wnd financial records g reliable,
Management also takes steps to ensure that information and
commumnication flows are effective, and to monitor performance, including
performance of internal control procedures.

Citigroup managenient assessed the effectiveness of the Company’s
internal control over financial reporting as of Decernber 31, 2006 based on
the criteria set forth by the Committee of Sponsoring Organizations of the
Treadway Gommission (0080} in Intemal ¢ anirol-Integrated Framework.
Based on this assessment, management believes that, as of Diecember 31,
2006, the Company’s intemal control over financial reporting is effective,

Management's assessment of the effectiveness of the Company's internal
control aver financial reporting as of December 31, 2006 has been audited by
KPMG LLP. the Company's independent registered public acoounting firm,
as stated in their report appearing on page 101, which expressed unqualified
opinions on management's assessment and on the effectiveness of the
Company's intemal control over financial reporting as of December 31,
2006,
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM-

INTERNAL CONTROL OVER FI

The Board of Directors and Stockholders
Citigroup Inc :

We have audited management's assessment, included in the accompanying
Management's Report on Intemal Control over Financial Reporting that
Gitigroup [nc. and subsidiaries (the “Company™ or “Citigroup”) maintained
effective internal control over financial reporting 15 of Decernber 31, 2006,
hased on criteria established in Internal Control—Integrated Framework
sssued by the Commiittee of Spongoring Organizations of the Treadway
Commission (COS0). The Company's management is responsible for
maintaining effective intemal control over financial reporting and for its
assessment of the effectivencss of infernal control over financial reparting
Our responsibility is to express an opinion on management's assessrent and
an opinion on the effectiveness of the Company’s internal control over
financial reporting based on our audit

We conducted our audit in accordance with the standards of the Public
Company Accounting Oversight Board (United States). Those standards
require that we plan and pedform the audit to obtain reasenable assurance
about whether effective internal control over financial reporting was
maintained in all material respects. Our audit included obtaining an
undenstanding of internal control over financial reporting, evafuating
management's assessment, testing and evaluating the design and operating
effectiveness of internal control, and peforming such other procedures as we
considered necessary in the circumstances. We believe that our audit provides
a reasonable basis for our opinion.

A commpany’s internal control over financial reporting is a process
designed to provide reasonable assurance regarding the relighility of
financial reporting and the preparation of financial statements for external
purposes i accordance with generally accepted accounting principles. A
company’s internal control aver financial reporting includes those policies
and procedures that (1) pertain to the maintenance of records that, in
reasonable detail, accurately and faidy reflect the transactions and
dispositions of the assets of the company; (2) provide reasonable assurance
that transactions are recorded as necessary to permit preparation of financial
statements in accordance with penerally accepted accounting principles, and
that receipts and expenditures of the company are being made only in

m
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accordance with authorizations of management and directors of the
conmpany; and (3) provide reasonable assurance regarding prevention or
timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a matenial effect on the financial
statements.

Because of its inherent limitations, internal control over financial
reporting may not prevent or detect misstatements. Also, projections of any
evaludtion of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that
the degree of compliance with the policies or procedures may deteriorate.

In our epinion, management's assessment that {Citigroup maintained
dffective internal control over financial reporting as of December 31, 2006, is
fatirly staed, in all material respects, based on criteria established in Internal
Control-—Integrated Framework issued by the Commitice of Sponsors ng
Organizations of the Treadway Commiission. Also, in our apinion, Citigroup
nuintained, in ali material respects, effective internal control over financial
reporting as of December 31, 2006, based un criteria established in Interpal
Control-- integrated Framework issued by the Commitiee of Sponsoring
Organizations of the Treadway Commission,

We also have audited, in accordance with the standards of the Public
Company Acoounting Oversight Board (United States), the consolidated
halance sheets of Citigroup as of December 31, 2006 and 2005, and the
related consolidated statements of income, changes in stockholders’ equity
and cash flows for each of the vears in the three-vear period ended
Decernber 31, 2006, and our report dated February 23, 2007 expressed an
unqualified opinion on those consolidated financial statements,

KPMe LP

New York, New York
February 23, 2007
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM-
CONSOLIDATED FINANCIAL STATEMENTS

The Board of Directors and Stockholders
Citigroup Inc.:

We have audited the accompanying consohdated balance sheets of Citigroup
Tnc. and subsidiaries (the “Company™ or “Citigroup”) 4 of December 31,
2006 and 2005, the related consolidated statements of income, changes in
stockhokders' equity and cash flows for each of the vears in the three-vear
period ended December 31, 2006, and the related consolidated halance sheets
of Citihank, N.A. and subsidiaries as of December 31, 2006 and 2005. These
consolidated financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these
consolidated financial statements based on our gudits.

We conducted our audits in accordance with the standards of the Public
Company Accounting Oversight Buard (United States). Those standards
require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement An
auditincludes examining, on 2 test hasis, evidence supporting the amounts
and disclosures in the fingncial statements. An audit also includes assessing
the accounting principles used and significant estimates made by
managenent, as well asevaluating the overall financial statement
presentation. We believe that our audits provide a reasenable hasis for our
opimion,

In our opinion, the consolidated financial statements referred to above
present fairly, in all material respects, the financial position of Citigroup as
of December 31, 2006 and 2005, the results of its operations and its cash
flows for each of the vears in the three-year period ended December 31, 2006,
and the financial position of Citihank, NA. and subsidiaries as of
December 31, 2006 and 2005, in conformity with U8, generally accepted
accounting principles.

As discussed in Note 1 to the consolidated financial statements, in 2006
the Company changed its methods of accounting for defined benefit pensions
and other postretirement benefits, stock-based compensation, certain hybrid
financial instruments and servicing of financial assets, and in 2005 the
Company changed its method of accounting for conditional asset retirement
obligations associated with operating leases.

We also have audited, in accordance with the standards of the Public
Company Accounting Cversight Board (United States}, the effectiveness of
Citigroup's tnternal control over financial reporting as of December 31,
2000, based on criteria established in Internal Control—Integrated
Framework issued by the Comimitiee of Sponsoring Grganizations of the
Treadway Commission (0080}, and our repurt dated February 23, 2007
expressed an unqualified opinion on management's assessment of, and the
effective operation of, internal control over financial reporting,

KPMe LLP

New York, New York
February 23, 2007
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CONSOLIDATED FINANCIAL STATEMENTS

CONSOL'DATED STATEMENT OF 'NCOME R e and Sdeier
Year ended December 31
In milfonz of dobars, except per share amounts 2006 2005 « 2004
Revenues
Inferest revenue $96431 $75916 363521
Inferest expense 56,943 36676 22,004
Net interest revenue $39488 539240 $41817
Insurance premiums $ 322 % 3132 % 272
Commissions and fees 19,535 17.143 15,961
Principal transactions 7,708 6443 37186
Administration and other fiduciary fees 6,934 6.119 5,524
Realzed gains {osses) from sales of investments 1,791 1962 833
Other revenue 10,957 9603 9238
Total non-interest revenues $50,127 544402 $38018
Total revenues, net of nterest expense $896158 $83642 379635
Provisions for credit losses and for benefits and claims
Prowision for loan losses $ 6738 5 7929 § 6233
Policyholder benefits and claims 967 867 884
Prowision for unfunded lending commitments 250 250 —
Total provisions for credit losses and for benefits and claims $ 7955 & 9046 § 7117
Operating expenses
Compensation and benefits $30277  $25772 322934
Netaccupancy expense 5.841 5141 4791
Technology/communication expense 3,782 3.524 3518
Advertising and marketing expense 2583 2533 28653
QOther operating expenses 9,578 8,193 15,886
Total operating expenses $52021 245163 $49782
Income from continuing operations before income taxes, minority inferest, and cumulative effect of accounting change $20638 520433 %2273
Provision for income taxes 8,101 8078 6.464
Minority interest. net of taxes 289 549 218
income from continuing operations before cumulative effect of accounting change $21249 3519806 316054
Discontinued operations
income from discontinued operations $ 27 § 908 0§ 1446
Gain on sale 219 6.780 —
Provision {benefit) for income laxes and minority interest, net of taxes (43) 2860 454
income from discontinued operations, net of taxes $ 288 % 4832 § 992
Cumuilative effect of accounting change, net of taxes - (49 —
Net income $21538 $24580 317046
Basic earnings per share
Income from continuing operations $ 433 S5 390 § 313
lncome from discontinued operations, ret of taxes 0.06 095 019
Cumulative effect of accounting change, net of faxes o {0.01) —
Net income $ 439 § 484 § 1332
Weighted average commaon shares outstanding 48873 5,087 6 51072
Diluted earnings per share
Income from cantinuing operations $ 425 § 382 § 307
ncome from discontinued operations, net of taxes 0.06 0.94 019
Cumulative effect af accounting change, net of laxes — .01 =
Net income $ 43 § 475 & 3%
Adiusted weighted average comman shares outstanding 4,986.1 5,160.4 5,207.4

(1 Rectassified to cotorm to the auarent peded s o oseitabion,

Soe Hotes to Ihe Sasolidatod Hanuial Slalements
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CONSOLIDATED BALANCE SHEET

ez
ST S

e Salikdure:

December 31

in mifions of dofiars, except shares 2006 2005
Assets
Cash and due from banks (including segregated cash and other deposits) § 28514 S 23632
Deposits with banks 4252 31,645
Faderal funds sold and securities borrowed or purchased under agreements to resell 282817 217 464
Brokerage receivables 44,445 42823
Trading account assets {including $125,231 and $92 496 pledged to creditors at December 31. 2006 and December 31, 2005, respectively) 393,925 295820
investments dncluding $16,355 and $15.819 pledged to crediters at December 31, 2006 and December 31, 2005, respectively, and $176 at

December 31, 2006 at {air value) 273581 180,597
Luans, nel of unearned income

ConsLimer 512,821 454 620

Corporate (ncluting $384 at December 31, 2006 at fair valug) 166,271 128 883
Loans, net of unearned income $ 679,192 § 583503

Alfowance for loan losses {8,840) 9.782)
Total loans, net $ 670252 S LT3
Gaodwill 33,415 33130
Intangible assets 15,901 14,749
Qther assets 100,936 80,458
Total assets §$1,884318 51494037
Liabilities
Nan-interest- bearing deposits in U.S. offices $ 38615 & 38838
interest-bearing deposits in U S. offices iincluding $366 at December 31, 2006 at tar valuel 195,002 169,277
Non-interest-bearing deposits in offices outside the US 35,149 32614
Interest-bearing deposits in offices outside the U.S. {including $472 at December 31, 2006 at fair value) 443275 253,289
Total deposiis $ 712,041 S 591828
Federa funds purchased and securities Inaned or seld under agreements to repurchase 349,235 242 392
Brokerage payables 85,119 70.994
Trading account liabilities 145,887 121,108
Shert-term borowings lincluding $2.012 at December 31. 2006 at tair value) 100,833 66930
Long-term debt including $9,439 at December 31, 2006 at fair value) 288,494 217 499
Other Habilities 82 926 70,749
Total liabilities $1,764535  $1.351500
Stockholders’ aquity
Preferred stack ($1.00 par value; authorized shares. 30 mifion), at aggregate liquidation value $§ 1000 §& 1125
Comman stock ($0.01 par value; authonzed shares: 15 billion), issued shares: 2008 and 2005—5,477,416,006 shares 5 55
Additional paid-in capital 18,253 17,483
Retained eamings 129,267 117 555
Treasury stock. at cost 2006—565,422,301 shares and 2005—497 192 288 shares {25,092) 21149
Accumulated other comprehensive income (08s) {3,700) {2.532)
Total stockholders' equity $ 119783 & 1125837
Total labllities and stockholders’ equity $1.884,318 31494037

(1) Rerdassitiod b cortorm do fhe v podod s presontilion,

S Hotes o the Corsolidatad Fitanvial Statements
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CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY Qe s s fndesder:

Year ended December 31
Amounts Shates

In eifkions of dofiars, except shares in thousands 2006 2005 2004 2006 2005 2004
Prefetred stock at aggregate liquidation vatue
Balance, beginning of year $ 11125 § 1125 S 1125 4,250 4,250 4,250
Redemption or retirement of preferred stock {125) e e {250) — -
Balance, end of year $ 1,000 % 1125 & 1125 4,000 4,250 4,250
Common stock and addRional paid-in capital
Balance, beginning of year $ 17538 $ 168960 515736 SBATTAB6 5477416 5477416
Employee benefit plans 768 524 1,116 — — —
Other 1 54 108 — —_ —
Balance, end of year $18308 317538 $ 16960 HATIAIE H477 416 5477416
Retained eamings
Balance, beginning of year $117588  $102154  $ 93483
Net income 21,538 24,589 17,046
Common dindends (8.761) 9120 i8.207)
Preferred dividends {65) {68) 08;
Balance, end of year $120267 3177505 8102154
Treasuty stock, at cost
Balance, beginning of year $(21,149) 3$00844) S{11524) (497,192) (282 774} {320,487}
Issuance of shares pursuant to employee benefil plans 3,051 2.203 1,656 75,631 61,278 54121
Treasury stock acquireg - {7,000 {12 794} 25 (144,033} {277 918; 518
Shares purchased from Employee Pension Fund — — 502 — — 10.00h
Other i 8 86 {252 172 2222 5911
Balance, end of yeat $(25,092) 321149  $(10.644) (565422) {497,192 {282.774)
Accumulated other comprehensive income (loss)
Balance, beginning of year $ (2532) % (304 & (806
MNet change in unrealized gains and losses on investment securities, net of taxes (141) {1.549) (275}
Net change in cash flow hedges. net of taxes {673} 439 578
et change in foreign currency translation adjustment, net of taxes 1,204 {980) 1,355
Wirsmum pansion Hability adjustment net of tawes 1) {138 o
Adiustments o mitially apply SFAS 158, net of taxes {1,647) — —
Net change in Accumulated ofher comprehensive income (085S} $ (1,188) % @228 % OQ2
Balance, end of year $ (37000 3 253 S (304
Total common stockholders’ equity and common shares outstanding $118,783 5111412 3108166 4911804 4980224 5194042
Total stockholders' equity $119,283 3112537  $100,291
Comprehensive income
Net income $ 21538 324580 $ 17,048
Net change in Accumutated other comprehensive income {loss) {1,168) (2.228) 502
Comprehensive income $ 20370 § 22361 8 17,548

111 Rertassified to rontoim to the cument periad's presestalion,

2 Uemoen divideads doclaresd weee 49 vents peg shiate s e e, secona, hiod, asd Joutt quanors o) 2006, 44 canls pes shate i the st secong. hisd, aot ket deartets ol 2005, @ 40 venls per stydes in fw
fist, sacored, Wilrd aust fourtl (e s of 2004,

o3 Al open ekt tapaichases wre Dansseiod tmlat an adsting satlenized st vepus ciase plar, O Apl 142005 e Board of Disscioss alfarlad op 1o an odBlloed $15 billlon in shides topuretiases. Addificealy,
gy Al 17, 2006, e Bosd of Direcloss sistborized ups 1o an addittorl § 34 billion it stiare segme chases.

i 2004, prloanly s asenis shares ederrned from a Tagany eiplores plan bust,

151 Reflects socitioeal minitm Sabiflly, 2y teguited by SFAS BE. ‘Employers’ Accrutting for Densions ™ 1SEAS 571, velatedd 10 untpuded o book teserve plans. such as e US. conaksslifiad petiston plans wixd cortain
forsign plare

Sou Hotes 1 he Donsolidated Heanclal Statements.
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CONSOLIDATED STATEMENT OF CASH FLOWS

Wi e Gl e

Year ended December 31
in mitkons of dofiars 2006 2005 - 2004
Cash flows from operating activities of continuing operations
Net income $ 21538 3 24589  § 17046
Income from discontinued operations, net of taxes 150 630 992
Galn on sals, net of taxes 139 4,202 —
Cumulative effect of accounting change, net of taxes — {49} —
Income from continuing operations $ 21249 5 190806 5 16054
Adjustments to reconcile net income to net cash (used in) provided by operating activities of continuing operations
Amortization of deferred policy acquisition costs and present value of future prafits $ 287 § 274 38 207
Additsons to deferred policy acquisition costs (381) 3821 1493)
Depraciation and amortization 2,503 2318 2.056
Deferred tax provision (benefit) 90 (181} {1,200
Provision for credit losses 6,988 8179 8,233
Change in trading account assets {98,105) {16,309} 43071
Change in trading account kabilities a7 {13,986} 13.110
Change in federal funds sold and securities borowed or purchased under agreements to resell {65,353) {16,725 28 131)
Change in federal funds purchased and securities foaned or sold undar agreements to tepurchase 106,843 33,808 22 966
Change in brokerage recenvables net of hrokerage payabies 12,503 17,236 81
Ket gains from sales of investments {1,791) {(1.962) {833
Change in loans held-for-sate (1,282) {1,560 (21501
Other net {8,426) 1618 13001
Total adjustments $ (21345) 3 12238 S (18,163
Net cash (used in) provided by operating activities of continuing operations $ 96) 3 2044 S 2109
Cash flows from investing activities of continuing operations
Change in deposits with banks $ (10877 3 (5084 S {3,245)
Change in foans {356,082) 1201 000 {259 7541
Proceeds from sales and securitizations of loans 253,176 245,335 206,421
Purchases of investments (296,124) {203.0231 {195,903
Praceeds from sales of investments 86,990 82603 112,470
Proceeds from maturities of investments 121,111 97,513 63,318
Other investments, primarily short-term, net — 148 29
Capital expenditures on premises and equipment {4,035) (3,724} 2011
Proceeds from sales of premises and equipment, subsiciaries and affiliates. and repossessed assels 1,606 17611 3,106
Business acquisitions — 602} 3677
Net cash used in investing activities of continuing eperations $(204,208)  $ 60223  ${80.30%)
Cash flows from financing activities of continuing operations
Dividends paid $ (9826) S (8188 S (B27H
lssuance of common stock 1,798 1,400 912
Redemption of preferred stock, net {125) — -
Treasury stock acquired {7,000) {12 794) 770
Stocw tendered for payment of withholding taxes (685) (696} 51
issuance of long-term debt 113,687 68,852 75,764
Paymants and redemptions of long-term debt {46,468) {52,364) {49 686i
Changg in deposits 121,203 27,713 65,651
Change in short-term bonowings 33,903 10,163 4,363
Cantractholder fund depasits 577 349 11.797
Contractholder fund withdrawals {634) (351} (7 266}
Net cash provided by financing activities of continuing operations $206430 S 33084 § 83144
Effect of exchange rate changes on cash and cash equivalents $ B84 3 (840 S 731
Discontinued operations
Net cash provided by (used in} discontinued operations $ 109 3 g} 8§ (128
Change in cash and due from banks $ 2882 3 3019 3 1337
Cash and due from banks at beginning of period $ 23832 S 20613 8 10278
Cash and due from banks at end of period $ 26514 3 23632 3 20613
Supplemental disclosure of cash flow information for continuing operations
Cash paid during the petiod for income taxes $ 9230 $ 8821 § 6808
Cash paid during the period for interest 51472 3% 32081 18,544
Non-cash Investing activities
Transfers to repossessed assets $ 1414 5 1268 § 1048

1 Retissified do conform fo fhe cxnent paiad 'S presentaliess,
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CONSOLIDATED BALANCE SHEET

Devember 31

in mithions of dofiars, except shares 2006 2005
Assets
Cash and due from hanks $ 1897 $ 19605
Deposits with banks 38377 22182
Federal funds sold and securites purchased under agreements to resel| 9219 10,795
Traging account assets (incluging $117 and 600 pledged to cretitors at Decernber 31, 2006 and December 31, 2005, respactively) 103,945 86,933
Investments {including $1,953 and $1,416 pledged to creditors at Decomber 31. 2006 and December 31 2005, respactively. and $176

at Decemnber 31, 2006 at fair value) 215222 123.700
Loans, net of uneamed income {including $384 at Dacember 31, 2006 at fair valus) 558 952 559 320

Allowance for loan osses (5,152) 4,939
Total joans. net $ 553,800 $554 381
Goodwilt 13,799 13319
Intangible assets 6,984 5,680
Premises and equipment, net 7,090 6.226
Interest and fees receivable 7,354 5427
Diher assets 44,790 36977
Total assets $1,019,.497 3885315
Liabilities
Non-interest-bearing deposits in U S. offices $ 38663 $ 37644
Interest-bearing deposits in U S. offices (including $366 at December 31 2006 at lair value) 167,015 159,479
Non-interest-bearing deposits in offices outside the U.S 31,169 28,738
Interest-bearyng deposits in offices outside the U.S. ncluding $472 at December 31, 2006 at far value) 428,896 320,304
Total deposits $ 665743 3546 255
Trading acoount liabilities 43,136 46778
Purchased funds and other harrowings including $442 at December 31, 2006 at fair valuey 73,081 68,457
Brokerage payables 5363 —
Accrued taxes and other expense 10,777 11,454
Long-term debt and subordinated notes fincluding $2,666 at December 31, 20086 at fair value} 115,833 129266
Other habilities 32411 22 864
Total liabilities $ 946,344 $826.074
Stockholder’s equity
Capital slock (320 par valug) vutstanding shares: 37 534 583 in each period $ 751 §
Surplus 43,753 37.978
Retained eamings 30,358 24 062
Accumulated other comprehensive income floss; « {1,700) 12 5501
Total stockholder’s equity $ 73,153 $ 60.241
Total liabilities and stockholder’s equity $1,019 497 $685.315

4 The 2005 Gonsolicated Balance Shwet b Gilibak, RA, T beer restatid ) aveordance wilh SFAS 141, fiussess ot
affifiates. wore ranssarrod between Citibank, NLA and other afiliates under the commen vanl i of Clligroup, See Bole 29 on page 1
@ Aoty 8l December 31, 2006 arsd Devombir 33, 2005 ik the ablor s amounts 1 sl utredieod s fossow) oo imastinent sauilion of (5319 wilion @il (350

SFAS 14 o relient o impwd ol e bank eomsolidalion propesd in which severad
56 fx & lult desuription of the biark consolidatinn pregect.
ntfir respectvly, o g eaomey

frattstation of ¢AL6) milion and (52,582} bill, sospuctiunly, S01 cast Sow hadges of 18131y mbion and S299 millon, tespeuthaly. and for agkforsal manrmum ponsion Bty of 65 1005 biltos and 151143 asllon,

Tespentively. nf which (h8851 million rdates to e inttial adoplion of SFAS 158 af Decambar 51, 200K
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation

The Consolidated Financial Statersents include the accounts of Citigmup
and its subsidiaries (the Company). The Company consolidates subsidiaries
in which it holds, directly or indirectly, more than 50% of the voting rights or
where it exercises control. Entities where the Company holds 20% to 50% of
the voting rights and/er has the ability to exercise significant influence.
other than investments of designated senture capital subsidiaries, are
accounted for under the equity method, and the pro rata share of their
income (loss} is included in other revenue. Income from investments in Jess
than 20%-owned companies is recognized when dividends sre recerved, A
discussed below, Citigroup consolidates entities deemed o be variable interest
entities (VIEs) when Citigroup is determined to be the prinary beneficiary.
Gains and losses on the disposition of branches, subsidiaries, affiliates,
huildings, and other investments and clearges for manzapement’s estimate of
impairment i their value that is vther than temporary, such that recovery of
the cartying amount is deemed untikely. are included in other revenue.

Citibank, N.A.

Litibank N A, is 4 commercial bank and wholly owned subsidiary of
Citigroup Ine. Citbank's principal offerings include consumer finange,
mortgage lending, and retail banking products and services: investmient
banking, commercial banking, cash management, trade finance and
e-commerce products and services; and private banking products and
Services.

The Company includes a balance sheet and statement of changes in
stockholder's equity for Citihank, NA. to provide information :about this
entity to shareholders and intemational regulatory agencies. (See Notes 28
and 29 to the Consolidated Financial Statements on pages 155 and 156,
respectively )

Variable Interest Entities

An entity is veferred o a8 2 variable interest entity (VIE) if it meets the
criteria outlined in FASB Interpretation No. 46-R. “Gonsolidation of Variable
Interest Entities (revised December 2003)" (FIN 46-R). which ane ¢ 1) the
entity has equity that is insufficient to permit the entity to finance its
activities without additional subordinated financial support from other
pasties, or (2) the entity has equity inwestors that cannot make significant
decisions about the entity's aperations or that do not absorh the expected
Josses or receive the expected retuns of the entity

In addition, 15 specified in FIN 46-R, a VIE nuust he consolidated by the
Gompany if it is deemed to be the primary beneficiary of the VIE, which is the
party involved with the VIE that has a majority of the expected losses or a
majority of the expected residual returns or hoth.

Along with the VIES that are consolidated 1n accordance with these
guidelines, the Company has significant variable interests in ather VIEs that
are not consolidated because the Company is not the primary beneficiary.
These include multi-seller finance companies, collateralized debt obligations
(Ch0s}, many structured finance transactions. and various inwstment
funds. All other entities not deemed to be VIES, with which the Company has
involvement, are evaluated for consolidation undar Accounting Research
Bulletin (ARB) No. 51, “Consolidated Financial Starerments,” and SEAS, 94,
“Consolidation of All Majority-Owned Subsidiaries™ (SFAS 94).
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Foreign Currency Translation

Assets and liabilities denomingted in foreign currencies :re translated into
S, dollars using vear-end spot foreign exchange rates. Revenues and
€xpenses are ranskated monthly at amounts that approximate weighted
average exchange rates, with tesulting gains and losses included in income.
The effects of transtating income with a functional currency other than the
US. dollar are included in stockholders' equity along with related hedge and
tax effects. The effects of transtating operations with the US. dollar as the
functional currency, including those in highly inflationary environmenss,
are included in other revenue along with the relaed hedge effects. Hodges of
foreign currency exposures include forward currency contracts and
designated issues of non-1 S, dollar deht

Investment Securitles

Investments include fixed income and equity sucarities. Fixed incore
instruments inchude honds, notes and nideeniable prefered stocks, as well as
certain loan-backed and structured securities subject W prepayment risk.
Equity securities include comnion and nonredeemable preferred stocks,
Fixed income investments classified as " held to maturity” represent
securities that the Company has hath the ability and the intent to hold until
Daturity and are carried at amorticed cost. Fised income securities and
marketable equity securitics classified as “available-for-sale” are carried at
fair value, which is determined hased upon quoted nwarket prices when
availahle. If quoted market prices ae not availzhle, discounted expectad cash
flows using market rates commensurate with the characteristics of the
investment are used. Unrealized gains and losses and related hedge effects
are reported in a separate component of stockholders' equity, net of
applicable income taxes. Declines in Fair value that are determined to be
other than temporary are charged to earnings. Accrual of income is
suspended on fixed income instruments that are in default or on whicltitis
likely that future interest payments will not be made as scheduled. Fixed
income instruments subject to prepayment risk are accounted for using the
rewrospective method, where the principal amortization and effective vield are
recalculated each period based on actual historical and projected future cash
flows. Realized gains and losses on sales of investments are included in
earmings on a specific identification cost basis.

Gitigroup’s private equity subsidianies include subsidiaries registered as
Small Business Investment Companies and other subsidiaries that eagage
exclusively in venture capital activities Venture capital investments are
carried at fair value, with changes in fair value recognized in other revenue.
The fair values of publicly traded securities held by these subsidiaries are
generally based upon quoted market prices, In certain situations, including
thinly traded securities, large block holdings, restricted shares, or other
special situations, the quoted market prices are adjusted to produce an
estmate of the attainahle fair value for the securities. For securities held by
these subsidiaries that are not publicly traded, estimates of fair value are
made based upon a review of the investee's financial results, condition angd
prospects, together with comparisans to similar companies for which quoted
market prices are available
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Trading Account Assets and Liabilities

Trading account assets and liabilities, including securities and derivatives,
are carried at fair value, Fair value is determined based upon quoted prices
when available, or under an aliemative approach such as matrix or model
pricing when market prices are not readily available. If quoted market prices
are not availuble for fixed income securities or derivatives, the Company
discounts the expected cash flows using market intesest rates commensurate
with the credit quadity and duration of the investment. Obligations to deliver
securities sold, not yet purchased, are also carried at fair value and included
in trading account liabilities. The determination of fair value considers
various factors, including; closing exchange or over-the-counter market
price quotations; ime value and volatility factors underlying options,
warrants, and derivatives; price activity for equivalent or synthetic
instrurments; counterparty ceedit quality; the potential impact on market
prices or tair value of liguidating the Company’s positions in an arderly
manner over & reasonable period of time under current market conditions;
and derivatives transaction maintenance costs during that period. The fair
value of aged inventory is actively monitored and, where appropriate, is
discounted to reflect the implied illiquidity for positions that have been
available-for-immediate-sale for longer than %) days. Changes in fair vlue
o trading acoount assets and Liabilities are recognized in earnings. Inlerest
expense on trading acoount liabilities is reported as a reduction of inferest
evenue

Commudities are accounted for on a lower of costor market (LOCOM)
hasis and include phystead quantities of commodities involsing future
settlement or delivery. Related gains or losses are reported as principal
transactions.

Derivatives used for trading pumposes include interest rate, currency,
equity, credit, and commodity swap agreements, options, caps and floors,
warrants, and financial and commodity futures and forward contracts. The
fair value of derivatives is determined based wpon liquid market prices
evidenced by exchange traded prices, broker/dealer quotations, or prices of
other transactions with similarly rated counterparties The fair value
includes an adjustment for individual counterparty credit risk and other
adjustments, as appropriate, to reflet tiguidity and ongoing servicing costs
The fair values of derivative contracts reflect cash the Company has paid or
received (for example, option premiums and cash margin in cunnection
with credit support agreements). Derivatives in 4 net receivable position, as
well as options owned and warrants held, ane reported 43 trading account
assets. Similarly, derivatives in 4 net payable position, as well as options
written and warrants issued, wre reported 4s trading account habilities.
Revenues generated from derivative instruments used for trading purposes
are reported as principal transactions and include rewized gains and losses,
as well a5 unrealized gains and Josses resulting from changes in the fair
value of such instruments. Trading peofit at inception of 4 dertvative
transaction is not recognized unless the fair value of that derivative is
obtained from 2 quoted market price, supported by comparison to uther
observable market transactions, or based upen 4 valuation technique
incorporating ohservable market data. The Company defers trade date pains
and losses on derivative transactions where the fair value is not determined
based upon observable market transactions and market data. The deferral is
recognized in income when the market data becomes observable or aver the
lite of the transaction.
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Securities Borrowed and Securities Loaned

Securities borrowed and securities foaned are recorded at the amount of cash
advanced or received. With respect to securities loaned, the Company receives
cash collateral in an amount in excess of the market value of securities
loaned. The Company monitors the market value of securities borrowed and
loaned on a daily hasis with additional collateral obtained as necessary.
Interest received or paid i recorded in interest income or interest expense

Repurchase and Resale Agreements

Repurchase and resale agreements are treated as collateralized financing
transactions and are carried at the amounts at which the securities will be
subsequently reaoquired or resold, including accrued interest. as specified in
the respective agreements. The Company's policy is to take possession of
securities purchased under agreements to resell. The market value of
securities fo he repurchased and resold is monitored. and additional
collateral is abtained where appropriate to protect against credit exposure

Loans and Leases

Loans are reported at their outstanding principal balances net of any
uneamed income and unamortized deferred fees and costs. Loan origination
fees and certain direct origination costs are generally deterred and
recognized as adjustiments to incore over the lives of the related loans.

Consumer Loans

Consumer loans represent loans and feases managed by the Global
Consummer business and Privvte Bank. & a general rule, interest accruzd
ceases for open-end revolving and closed-end installment and real estate
loans when payments are 90 davs contractually past due. For credil cards,
however, the Company accrues interest until payroents are 180 days past due
Interest and fees eamed, but not collected, are reversed when interest is no
longer accrued

As & eneral rule, unsecured closed-end installment loans are charged off
a1 120 days past due and unsecured open-end (revolving) loans are charged
off at 180 davs contractuatly past due. Loans secured with non-real-estate
collateral are written down to the estimated value of the collateral, less costs
to setl, at 120 days past due. Real-estate secured loans (hath open- and
closed-end) are written down to the estimated value of the property, less costs
o sell, at 180 days contractually past due

In certain consumer businesses in the S, secured real estate loans are
waritten down to the estimated value of the property, less costs to sell, at the
eardier of the receipt of title or 12 months in fareclosure (2 process that must
cormmence when payments are 120 days contractually past due). Closed-end
lnans secured by non-real-estate collateral are written down 1o the estimated
value of the ollateral, less costs to sefl, at 180 days contractually past due.
Unsecured loans (hoth open- and closed-end) are charged off a1 180 days
contractually past due and 180 days from the last payment, hut in no event
can these foans exceed 360 days contractually past due.

Unsecured loans in bankruptcy are charged off within 30 days of
natification of filing by the bankruptcy court or within the contractual
write-off periods, whichever occirs earlier. 1n CitiFinancial € component of
the 203, Consuemer Lending business), unsecured loans in bankruptey are
charged off when they are 30 days contractually past due,
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Commercial Business includes loans and leases made principally to
smatl- and middle-market businesses. Commercial Bustiess loans are
placed on 2 non-accrual hasis when it is determined that the payment of
interest or principal is doubtful or when payments are past due for 90 days or
more, except when the loan is well secured and in the process of collection.

Any interest accrued on impaived corporate loans and leases is reversed at
90 days and charged against current eamings, and interest is thereafter
included in earings only to the exient actuzly received in cash.

Corporate Loans

Corporate loans reprasent loans and leases managed by the CIB. Corporate
loans are identified as impaired and placed on 2 cash (non-accruab) basis
when it is determined that the payment of interest or principal is doubtful, or
when interest or principid is 90 days past due, except when the loan is well
collateralized and in the process of collection. Any interest accrued on
impaired corporake loans and leases is roversed at 90 days and charged
against current earnings. and interest is thereafter included in earnings only
10 the extent actually received in cash. When there is doubt regarding the
ultimate collectibility of principal, all cash receipts are thereafter applied to
reduce the recorded investment in the loan. Impaired corporate lnans and
feases e writtens down Lo the extent that principal is judged to be
uncollectible. tmpaired collateral-dependent loans and teases. where
repayment is expected to be provided solely by the sale of the underlying
collateral and there are no other available and reliable sources of repayment,
are written down o the lower of cost or collateral value. Cash-basis loans are
retumed to an accrual status when all contractual principal and interest
amounts are reasonably assured of repayment and there is a sustained period
of repayment performance in accordance with the contractual terms.

Lease Financing Transactions

Leans include the Compamy’s share of aggregate rentals on lease financing
transactions and residual values net of related unearned income. Lease
financing transactions represent direct financing leases and also include
leveraged leases. Unearned income is amortized ander 2 method that results
in an approximate level rate of return when related 1 the unrecovered lease
investment, Gains and losses from sales of residual values of leased
equipment are included in other revenue.

Loans Held-for-Sale

Corporate and consurvier loans that have been identified for sale are
classified a8 foans held-for-sale within other assets and are accounted for at
the lower of cost or market value, with any write-downs or subsequent
recoveries charged to other revenue.

Altowance for Loan Losses
Allowance for loan losses represents management's estimate of probable
losses inherent in the portfolio. Attribution of the allowance 15 made for
analytical purposes only, and the entire allowance is available to absorh
probable crodit losses inherent in the overall portfolio. Additions to the
allowance are made through the provision for credit losses Credit losses are
deducted from the allowance, and subsequent recoveries are added.
Securities reccived in exchange for loan claims in debt restructurings are
initially recorded at fair value, with any gain or loss reflected as a recovery or
charpe-off to the allowance, and are subsequently accounted for as securities
availablefor-sale.

In the Comporate and Commercial Business portfolios, larger-balance,
non-homogeneous exposures iepresenting significant individual credit
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exposures are eviduated based upon the borrower's overall financial
condition, resources, and payment record; the prospects for support from any
financially responsible guarantors; and, if appropriate, the realizable value
of any collateral. Reserves are established for these loans based upon an
estimate of probable losses for the individual loans deensed to be impaired
This estinyate considers all available evidence including, as appropriate, the
present value of the expected future cash tlows discounted at the loan's
contractual effective rate, the secondary market vaiue of the loan and the fair
value of collateral less disposal costs. The allowance for credit losses
attributed to the remaining portfolio is established via a process that
estimates the probable loss inherent in the portfolio hased upon various
analyses. These analvses consider historical and project defaul! rates and loss
severities, internal risk ratings; and geographic, industey, and other
environmental Factors. Management also considers overall portfolio
indicators inchuding tends in internally risk-rated exposures, dassitied
exposures, cash-basis loans, historical and forecasted write-offs, and a review
of industry, geographic, and portfolio concentrations, including cureent
developments within those segments. In addition, management considers the
current business strategy and credit process, including credit limit setting
and compliance, credit approvals, loan underwriting criteria, and loan
workout procedures.

For Consumer loans (excluding Commercial Business loans), cach
portfolio of smaller-halance, homogenous loans—including consumer
mortgage, installment, revolving credit, and most other consumer loans—-is
collectively evaluated for impairment. The allowance for credit losses
attributed to these loans is established via a process that estimates the
probable losses inherent in the portfolio hased upon various analyses. These
include migration analysis, in which historical delinquency and credit loss
experience is appliad to the current aging of the portiolio, together with
analyses that retlect current trends and conditions. Management also
considers overall portfolie indicators including historical credit losses,
delinquent. non-pertorming, and classified loans; trends in volunies and
terms of loans; an evaluation of overall credit quality; the credit process,
including lending policies and procedures; and economic, geographical,
product and other environmental factors.

Allowance for Unfunded Lending Commitments

A similar approach to the allowance for loan losses is used for calculating a
roserve for the expected losses related to unfunded loan commitments and
standby fottors of credit. This reserve is clagsified on the balance sheet within
other Lihilities,

Mortgage Servicing Rights (MSRs)

Mortgage servicing rights (MSRs), which are included within intangible
assets in the Consolidated Balance Sheet. are recognized as assets when
purchased or when the Company sells or secusitizes loans acquired through
purchase or origination and retains the right to service the loans.

With the Company electing to early-adopt SFAS 156 as of January 1, 2006,
MSRs in the 1S, mortgage and student loan classes of sewvicing rights are
accounted for at fair value, with changes in value recorded in current
earnings, Upon electing the fair value method of accounting for its MSRs,
the Company discontinued the application of SFAS 133 fair value hedge
aceounting, the calculation of amortization and the assessment of
impairment for the MSRs. The MSR valuation altowance at the date of
adoption of SFAS 156 was written off against the recorded value of the MSRs.
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Prier to 2006, only the partion of the MSR portfotio that was hedged with
instruments qualifving for hedge accounting under SFAS 133 was recorded at
fair value. The remaining portion, which was hedged with instruments that
did not qualify for hedge accounting under SFAS 133, was accounted for at
the lower-of-cost-or-market. Servicing rights retzined in the securitization of
mortage loans were measured by allocating the carrying value of the loans
hetween the assets sold and the interests retained, hased on the relative fair
values at the date of securitization. MSRs were amortized using a
proportionate cash Bow method over the period of the related et positive
servicing income to be generated from the various portfolios purchased or
loans arginated. 1mpairment of MSRs was evaluated on a disaggregated
basts by type (1.¢., fixed rate or adjustable rate) and by interest-rate hand,
which were believed to be the predominant risk characteristics of the
Company's servicing portfolio. Any exoess of the carrving value of the
capitalized servicing rights aver the Fair value by stratum was recognized
through a valuation allowance for each stratum and charged to the
provision for impairment o MSRs,

Additional information on the Company’s MSRs can be found in Note 22
to the Consolidated Financial Statements on page 143

Goodwiil

Goodwill represents an acquired company's acquisition cust over the fair
value of net tangible and intangible assets acquired. Goodwill is subject to
annual impairment tests, whereby goodwill is allocated to the Company’s
reporting units and an impairment is deemed to exist if the carrying value of
a reporting unit exceeds 18 estimated fair value. Furthermore, on any
husiness dispositions, goodwill is allocated to the business disposed of hased
on the ratic of the fair value of the business disposed of to the fair value of
the reporting unit

Intangible Assets

Intangible Assets—including core deposit intangibles, prosent value of
future profits, purchased credit card relationships, other customer
relationships, and other intangible assets—are amortized over their
estinyated useful lives. Upon the adoption of SFAS 142, intangible assets
deeroed to have indefinite useful lives, primarily certain asset management
contracts and trade names, are not amortized and are subject to annual
impairment tests. An impairment exists if the carrving value of the
indefinite-lived intangible asset exceeds its fair value. For other intangsble
assets subject to amortization, an impaimment is recognized #f the carrving
amount is not recoversble and exceeds the fair value of the intangible asset

Repossessed Assets

Upon repossession, loans are adjusted, if necessary, to the estimated fair
value of the underying collateral and transferred to repossessed assets. This
is reported in other assets, net of a valuation allowance for selling costs and
net dectines in value as appropriate

Securitizations

The Company primarily securitizes credit cand receivables and mortgages.
Other types of securitized assets include corporate debt securities, auto loans,
and student loans,

There are two key accounting determinations that must be made refating
ke securitizations. First, in the case where Citigroup originated or owned the
financial assets transferred to the securitization entity, a decision must be
made as to whether that transfer is considered a sale under Generalky
Accepted Accounting Principles. If it is a sale, the wansterred assets are
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removed from the Company's Consolidated Balance Sheet with a gain or loss
recognized. Alternatively, when the transfer would be considered not 4 sale
but rather 4 financing, the assets will remain on the Company's
Consolidated Balance Sheet with an offsetting liability recognized in the
amount of received proceeds.

Second, 4 determination must be made as to whether the securitization
entity would be included in the Company's Consolidated Financial
Stawements, For each secunitization entity with which it is involved, the
Company makes a determination of whether the entity should be considered
asubsidiary of the Company and be included in its Consolidated Financial
Statements or whether the entity is sufficiently independent that it does not
need to be consolidated. If the secunitization entity's acuvities are sufficiently
restricted to meet accounting requirements to be a qualifving special purpose
entity (QSPE), the securitization entity is not consolidated by the sefler of the
transterved aassets. If the securitization entity is determined o be 3 VIE. the
Company cansolidates the VIE if it is the primary beneficiary.

For all other securitization entities determined not o be VIEs in which
Citigroup participates, 4 consolidation decision is made by evaluating several
factors, including how much of the entity’s ownership is in the hands of
third-party investors, who controls the securitization entity, and who reaps
the rewards and hears the risks of the entity. Only securitization entities
controlled by Citigroup are consolidated.

Interest in the securitized and sold loans may be retained in the form of
subordinated interest-only strips, subordinated tranches, spread accounts,
and servicing rights. The Company retains 4 seller's interest in the credit
card receivables transterred to the trusts, which is not in securitized form.
Accordingly, the seller's inferest is carried on a historical cost asis and
classified s consumer loans. Retained interests in securitized mortgage
loans are classified as trading account assets. Other retained interests are
primurily recorded as available-for-sale investments, except for servicing
rights that are included in Intangible Assets. However, since January 1, 2006,
servicing rights are initizdly recorded at fair value. Gains or losses on
securitization and sale depend in part on the previous carrving amount of
the foans involved in the transfer and, prior to January 1, 2006, were
allocated between the loans sold and the retained interests hased on their
relative fair values at the date of sale. Gains are recognized at the time of
securitization and are repotted in other revenue.

The Gompany values its securitized retained interests at fair value using
either financial models, quoted market prices, or sales of similar assets.
Where quoted market prices are not available, the Company estimates the
fair value of these retained interests by determining the present value of
expected future cash flows using nodeling technigues that incorporate
management’s best estimates of key assumptions, including prepayment
speeds, credit osses, and disoount rates.

Additional imformation on the Company's securitization activities can he
found in “Off-Balance Sheet Arrangements” on page 92 and in Note 22 to
the Gonsolidated Financial Statements on page 143.

Transfers of Financial Assets

For a transfer of financial assets 1o be considered a sale, the assets must have
been isolated from the Company, even in bankruptey or other receivership:
the purchaser must have the right to sell the assets transferred and the
Gompany may net have an option ar any obligation to reacquire the assets.
or the purchaser must be 2 QSPE. I these sule requirements are met, the
assets are removed from the Company's Consolidared Balance Sheet. I the
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conditiens for sale are not met, the transfer is considered 1o be a secured
borrowing, the assets remain on the Consolidated Balance Sheet, and the
sale prooeeds are recognized s the Company's liability. A legal opinion on 4
sale is generally obtained for complex transactions or where the Company
has continuing involvement with assets ransterred or with the securitization
entity. Those opinions must state that the asset transfer is considered a sale
and that the assets transterred would not be consolidated with the Company’s
other assets in the event of the Company's insolwency,

See Note 22 to the Consolidated Financial Statements on page 143,

Risk Management Activities — Derivatives Used for
Non-Trading Purposes

The Company manaiges its exposures to market rate movements outside ifs
trading activities by moditying the asset and liahility mix, either directly or
through the use of derivative finandial products. inchuding inferest rage
swaps, futures, forwards, and purchased option positions such as interest rage
caps, floors, and collars as well as foreign exchange contracts. These
end-user derivatives are carried at fair value in other assets or other
liabilities

To quatlify a5 2 hedge, a derivative must be highly effective in uftsetting
the risk designated as being hedged. The bedge relationship must he
formally documented at inception, detailing the particular risk management
ohjective and strategy for the hedge, which includes the item and risk that is
being hedged and the derivative that is hetng used, a5 well us how
eftectiveness will be assessed and ineffectiveness measured, The effectiveness
of these hedging relationships is evaluated on a retrospective and prospective
hasis, typically using quantitative measures of correlation with hedge
ineffectiveness measured and recorded in current earnings. If 2 hedge
relationship is found to be ineffective, it no longer qualifies as 1 hedge and
any gains or losses attributable to the derivatives, as woll as subsequent
changes in tair value, are recognized in other revenue,

The foregoing criteri are applied on a decentralized basis. consistent
with the level at which market risk is managed, but are subject 1o various
limits and controls. The underlving asset, lability, firm commitment, o
forecasted transaction may be an individual item or a portfolio of similar
tems.

For fair value hedges, in which derivatives hedge the fair value of assets,
liabilities, or firm commitments, changes in the fair value of derivatives e
reflected in other revenue, together with changes in the fair value of the
refated hedged iter. These are expected to, and generally do, offset each
other. Any net amount, representing hedep ineffectiveness, is reflected in

current earnings. Citigroup's fair value hedges are primarily hedges of fixed-

rate Jong-term debt, loans, and availahle-for-sale securities.

For cash tlow hedges, in which derivatives hedge the variability of cash
flows refated to floating rate assets, liabilities, or forecasted transactions, the
dccounting treatiment depends on the effectiveness of the hedge To the
extent these derivatives are effective in offsetting the variahility of the hedged
cash flows, changes in the derivatives’ fair values will not he included in
current carnings but are reported as Accumulated other comprehensive
income. These chunges in fair value will be included in earnings of future
periods when the hedged cash flows come into earnings. To the extent these
derivatives are not effective, changes in their fair values are immediately
arcluded in other revenue, Citigroup's cash tlow Tedges primarily include
hedges of loans, rollovers of short-term linbilitics, and foreign currency
denominated funding, They also include hedges of certain forecasted
fransactions in which asubstantial majority of them niature within five vears.

For net investment hedges tn which derivatives hedge the foreign currency
exposure of anet investment in a foreign operation, the accounting
treatment will similarly depend on the effectiveness of the hedge, The
eftective portion of the change in fair value of the derivative, including any
forward premium or discount, is reflected in Accumulated other
comprehensive income 33 part of the foreign currency translation
adjustment,

End-user derivatives that are economic hedges rather than qualifying for
hedge accounting purposes are also carried at fair value, with changes in
vatlue included in principal transactions or other revenue. Citigroup often
uses economic hedges when qualifying for hedge accounting would be oo
complex or aperationally burdensome; examples are hedges of the credit rigk
component of commercial loans and loan commitmens. Citigroup
periodically evaluates its hedging strategies in other areas, such as mortgage
servicing rights, and may designate either a qualifving hedge or economic
hedge. after considering the relative cost and benefits. liconomic hedges are
also eruploved when the hedged item itself is marked to market through
current earnings, such as hedges of commitments to originate one t four
family mortgage loans to be held-for-sale

For those hedge relationships that are terminated or when hedge
designations are removed, the hedge accounting treatment described in the
parageaphs above is no longer applied. The end-user derivative is terminated
or transferred to the trading account For fair value hedges, any chanpes in
the fair value of the hedged item remizin 45 part of the basis of the asset or
liaility and are ultimately reflected as an element of the vield. For cash flow
hedges, any changes in fair value of the end-user derivative remutin in
Accumulated other comprehensive income and are included in earnings of
future periods when the hedged cash flows impact eamings. However, if the
forecasted transaction is no longer likely 10 occur, any changes in fair value
of the end-user derivative are immediately reflected in other revenue

Employee Benefits Expense

Employee benefits expense includes current servioe custs of pension and
other postretirement benefit plans, which are accrued on a cusrent basis;
contributions and unrestricted awards under uther emplovee plans, the
amortization of restricted stock awards; and costs of other employee benefits

Stock-Based Compensation

Prior to January 1, 2003, Citigroup accounted for stock-based compensation
plans under Accounting Principles Board Opinion No, 25, “Accoitrling for
Stock Issued to Employees,” and its related interpretations (AP 25). Under
APB 25, there was generally no charge to earnings for employee stock option
awards, hecause the options granted under these plans have an exercise price
equal to the market value of the underdxing common stock en the grant
date. Alernatively, SFAS No. 123, “Accounting for Stock- Based
tLomipensation” (SFAS 123), allowed companies to recognize compensation
expense over the related service perind based on the grant date fair value of
the stuck mward.

On January 1, 2003, the Company adopted the fair value provisions of
SFAS 123 On January 1, 2006, the Company adopted SFAS No. 123 (revised
2004y, " Share-Based Payment” (SFAS 123(R)). which replaced the existing
SFAN 123 and APR 25 See “Accounting Changes'” on the next page
Income Taxes
The Company is subject to the income tax kaws of the 118 . its states and
municipalities and those of the foreign jurisdictions in which the Company
operates. These tax laws are complex and subject o different intempretations
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hy the taxpayer and the relevant governmental taxing authorities. In
establishing a provision for income tax expense, the Company must make
judgments and interpretations about the application of these inherently
complex tax laws. The Company must also nake estimates about when in
the future certain items will affect taxable income in the various tax
jurisdictions, both domestic and foreign.

Disputes over interpretations of the tax laws may be subject to review/
adjudication by the court systers of the various tax jurisdictions or may be
settled with the taxing authority upon examination or audit.

Deterred taxes are reoorded for the future tax consequences of events that
have heen reongnized in the financial statements or 1ax returns, based upon
enacted tax laws and rates. Deferred tax assels are recognized subject to
management’s judgment that realization is more likely than not

Commisslons, Underwriting, and Principal Transactlons
Commissions, Underwriting, and Principat Transactions revenues and
related expenses are recognized i income on a trade-date basis,

Earnings Per Share

Earnings per share is computed after recognition of preferred stock dividend
requirements. Basic eamings per share is computed by dividing income
available to common stockholders by the weighted average number of
common shares outstanding for the period, excluding restricted stock.
Diluted earnings per share reflects the potential diution that could occur if
securities o other contracts to issue common stock were exercised. 1t is
computed after giving consideration to the weighted average ditutive effect of
the Company’s stock options and the shares issued under the Company’s
Capital Accumulation Program and other restricted stock plans.

Use of Estimates

Management must make estimates and assumptions that affect the
Consolidated Financial Staterments and the related footnote disclosures.
While management makes its best judgment, actual results could ditter from
those estimates,

Cash Flows

(ash equivalents are defined 4s those amounts included in cash and due
from hanks. Cash flows from risk management activities are classified in the
same category as the related assets and liabilities.

ACCOUNTING CHANGES

Accounting for Deflned Benefit Pensions and Other
Postretirement Benefits

As of December 31, 2006, the Company adopled SFAS No. 158, “Emplover’s
Acoounting for Defined Benefit Pensions and Other Postretirement Benefits”
(SFAS 158). In accordance with this standard, Citigroup recorded the funded
status of each of its defined benetit pension and postretirernent plans as an
asset or Liability on its Consolidated Balance Sheet with a comresponding
offset, net of taxes, recorded in Accumulated other comprehensive income
(lossy within Stockholders Equity, resulting in an after-tiax decrease in
equity of $1.647 biltion. See Note 9 to the Consolidated Financial Stalements
onpage 124,

The following table shows the effects of adopting SFAS 158 at
Decernber 31, 2006 on individual line items in the Consolidated Balance
Sheet at December 31, 2006;

Before After
application application
of SFAS of SFAS
I millons of dollars 158 Adiustments 158
Other assets
Prepald benefit cost $ 2620 $ (5341 & 2086
Other liabilities
Acerued benefit liability $ — $2147 § 2147
Deferred taxes, net $ 3653 $1034 $ 4687
Accumulated other comprehensive
income (loss) S {2053 S(1.647y § (3700
Total stockholders’ equity $121.430 $(1.647y $119783

i1y Adfustimant tronitiagly apply SFAS 158, mal of taxes

Stock-Based Compensation

(n January 1. 2006, the Company adopted SFAS No. 123 (revised 2004),
“Shere-Bused Payment” (SFAS 123(R)), which replaced the existing SFAS
123 and APB 25, “Accounting for Stock bsued to Emplovess. ™ SFAS 123(R)
requires companies to measure compensation expense for stuck options and
other share-based pavments based on the instruments” grant dat fair value,
and to record expense based on that fair value reduced by expected
torfeitures,

The Company adopted this standard by using the modified prospective
approach. Beginning January 1, 2006, Citigroup recorded incremental
expense for stock eptions granted prior to January 1, 2003 (the date the
Company adepted SFAS 123). That expense will equal the emaining
unvested portion of the grant date fair value of those stock options. reduced
by estimated forfeitures. The Company recorded incremental compensation
expense of $43 million during the vear. Based on current estimates, the
incremental charge for all of 2007 will be $11 million pretax.

The Company maintaing a number of incentive programs in which equity
awards are granted to eligible emplovees. The most significant of the
pregrams offered is the Capital Accumulation Program (CAP). Under the
CAP program, the Company grants deferred and restricted shares 1o eligible
employees. The program provides that employees who meet certain age plus
vears-of-service requirements (retirement-eligible emplovees) may terminate
active emploviient and continue vesting in their awards provided they
comply with specified non-compete provisions. For awards granted
retirement-cligible emplovees prior to the adoption of SFAS 123(R), the
Company has beent and will continue to amortize the compensation cost of
these awards over the full vesting periods. Awards granted to retiement-
eligible emplovees after the adoption of SFAS 123(R) must be either
expensed on the grant date or accrued in the vear prior to the grant date.

The inpact to 2006 was a charge of 3648 million ($398 millivn after-tax)
for the immediate expensing of awards granted to retirement-eligible
employees in January 2006, and $824 million ($526 million after-tax) for
the accrual of the awands that were granted in January 2007. The Company
has changed the plan's retirement eligibility provisions for the January 2007
management awards, which affected the amount of the accrual in 2006,

In adopting SFAS 123(R), the Company began to recognize conipensation
expense for restricted or deferred stock awards net of estimated forfeitures,
Previously, the effects of forfeitures were recorded as they occurred.
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On January 1, 2003, the Company adepted the fair value recognition
provisions of SFAS 123, prospectively for all awards granted, modified, or
seltled after December 31, 2002. This was in effect until December 31, 2008,
after which the Company adopted SFAS 123(R) as outlined ahove. The
prospective methad is one of the adoption methods provided for under SFAS
No. 148 “dccounting for Stock-Based Compensation - Transition and
Disclosure” (SFAS 148) issued in December 2002 SFAS 123 requises that
campensation cost for all stock awards be calculated and recognized over the
employees’ service period (which is generally equal to the vesting period).
Far stock options, the compensation cost is determined using option pricing
models intended to estimate the fair value of the mwards 4t the gramt date
Strmilar to APB 25 (the alternative method of accounting), under SFAS 123,
anoftsetting increase to stockholders’ equity is recorded equal to the amount
of compensation expense. Eamnings per share dilution is recognized as well.

Had the Company applied SFAS 123 prior o 2003 in accounting for all of
the Company’s stock option plans, including the Gitigroup 2003 Stock
Purchase Program, net income and net income per share would have been
the pro forma amounts indicatad below

in mitlions of dollars, excep! per share amounts 2006 ) 2005 2004
Compensation expense refated

1o stock option plans. net of

taxes Asrepoted  $ 80 $ B84 3 173
Pro forma 80 183 325

Net ncome Asteported  $21538 324589 $17.046
Pro forma 21538 24510 16,894

Basic earnings per share Asreported  $ 439§ 484 § 332
Pro torma 439 482 3729

Diluted earnings per share Asreported  $ 431 3 475 3 326
Pro forma 431 4.73 3.23

(1 Theeo are no dibtarsness n tho 2006 voperto asits due bo fhe implomendation of SEAS 127400

During the first quarter of 2004, the Company changed its aption
valuation method from the Back-Scholes mode] to a lattice-type model,
which did not have a material impact on the Company's Consolidated
Financial Statements.

The Company has made changes to various stock-based compensation
plan provisions for future awards. For example, in January 2005, the
Company largely moved from granting stock options to granting restricted
and deferred stock awards, unless participants elect to receive all or 4 portion
of their award in the form of stock options. Thus, the majority of
mandgenent options granted in 2005 were due to stock option elections and
carried the same vesting period as the restricted or deferred stock awards in
liew of which they were granted. Stock options granted in 2003 and 2004
have three-year vesting periods and six-vear terms, In addition, the sale of
underlying shares acquired upon exercise 1s restricled for a two-vear period
and pursuant to a stock ownership commitment; senior executives must
retain 75% of the shares they own and acquire fron the Company over the
term of their emplovment. Options granted in 2003 and thereatier do not
have 4 reload feture; however, some previously granted options retain that
feature.

See Note 8 to the Company’s Consolidated Financial Stiements un
page 122,

Accounting for Certain Hybrid Financial Instruments
On January 1, 2006, the Company elected to early-adopt, primanily on
prospective basis, SFAS No. 155, “Accounting for Certain Hybrid Pinancial

Inlriements” (SFAS 155). In accordance with this standard, hybrid
financial instruments—such as structured noes containing embedded
derivatives that otherwise would require bifurcation, 4s well as interest-only
instruments—may be accounted for at fair value if the Gompany makes an
irrevocable election to do so on an instrument-hy-instrument basis. The
changes in fair viue are recorded in current eamings. The impact of
adopting this standard was not matenal,

Accounting for Servicing of Financial Assets

On January 1, 2006, the Company elected to early-adopt SFAS No. 156,
“Accoteiding for Servicing of Financial dssets” (SEAS 156). This
pronouncement requires all servicing nights to be initially recognized at fair
value. Subsequent to initial recognition, it permits a one-time irrevocable
election to remensure cach class of servicing rights at fair value, with the
changes in Fair vatue being recorded in curvent camings. The classes of
servicing rights ane identified based on the availability of market inputs used
in determining their fair values and the methods for managing their risks,
The Company has elected fair vatue dccounting for its mortgage and student
loan classes of servicing rights. The inipact of adopting this standard was not
material

Accounting for Conditional Asset Retirement Obiligations
On December 31, 2005, the Gompany adopted Financial Accounting
Standards Board (FASB} Interpretation No_ 47, “Accornting for Conditfonal
Assef Retirenient (hligations” (FIN 47). FIN 47 requires entities t estimate
and recognize a liability for costs associated with the retirement o removal
of an asset from service, regardless of the uncertainty of timing or whether
performance will he required. For G tigroup, this applies to certain real estaie
festoration activities in the Company's branches and oftice space, most of
which is rented under operating lease agresments.

Local market practices and requirements with regard to restoration
activity under 4 real estate lease agreement differ by region. Based on 2
review of active lease terms and conditions, historical costs of past restoration
activities, and focal market practices. an estimage of the expectad real estate
restoration costs for some of the Company's branches and office space was
determined. Each region applied tucal inflation and discount rages 1o
determine the present value of the liability and capitalized asset amounts.

The impact of adopting FIN 47 was an increase to total liahilities and
total assets of $150 million and §122 million, respectively. The increase in
total assets is net of an increase in accumulated depreciation of $5? million.
In addition, a 349 million after-tax ($80 million pretax) charge to earnings,
which was reported on the Consolidated Statement of Income 45 the
cumulative effect of an accounting change, was recorded in the 2005 fourth
quarter

Accounting for Certain Loans or Debt Securities
Acquired In a Transfer

On January 1, 2005, Staterment of Position (SOP) No. 013-3, “decoionting Jor
Certatnt Loans or Dell Securtties Acquired in &t Transfor™ (SOP 03-3), was
adopted for loan dcquisitions. SOP 03-3 requires acquired loans to be
recorded at fair value and prohibits carrving over valuation allowances in
the initial accounting for acquired impaired loans. Loans carried at fair
value, mortgage loans held-for-sale, and loans to borrowers in goud
standing under revolving credit agreements are excluded from the scope of
SOP 03-3
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SOP 03-3 limits the vield that may be accreted to the excess of the
undisorunted expected cash flows over the investor's initial investment 1n the
Joan, The excess of the contractual cash flows over expected cash flows may
not be recognized s an adjustment of vield. Subsequent increases in cash
flows expected to be collected are recognized prospectively through an
adjustment of the loan's vield over its remaining life. Decreases in expected
cash flows are recugnized as impairments.

Determining the Variability in a Potentlal VIE

The FASB issued FASB Staff Position FIN 46(R)-0, “‘Deferminiug the
Variability to Be Considered in Applving FASE Inlerpretation No. 46(R;”
[FSP FIN 46(R)-6), in April 2006, FSP FIN 46(K)-6 addresses the application
of FIN 36(R), ~Consofidation of Vaviable fiterest Endtties,” in determining
whether certin contracts o arrangemenis with 2 variable interest entity
(VIE) are variable interests by requiring companies to hase such evaluations
on an analysis of the VIE's purpose and design, rather than ifs legal form or
accounting classification. FSP FIN 46(R)-6 is required to be applied for all
reporting periods beginning after June 15, 2006, The adoption of the FSP did
not result in rnaterial differences from Citigroup’s existing accounting
poficies regarding the consolidation of VIEs

Postretirement Benefits

I May 2004, the FASB issued FASB Staf Position FAS No. 106-2,
“Accounting and Disclosure Requirements Related to the Medicare
Prescription Drug, Improvement and Modernization Act of 2003 (FSP
FAS 106-2), which supersedes FSP FAS 106-1, in response to the Decernber
03 enactment of the Medicare Prescription Drug, Improvement and
Modernization Act of 2003 (the Act of 2003). The Act of 2005 established a
prescription drug benefit tor Medicare-eligible participants, as well as 4
federal subsidy of 28% of prescription drug claims for sponsors of retiree
health care plans with drug benefits that are at least actuarially equivalent
those offered under Medicare Part IV If 4 plan qualifies, FSP FAS 106-2
requires plan sponsors to disclose the effect of the subsidy on the et periodic
expense and the accumulated postretirement benefit obligation in their
financial statements. Plan sponsors that initially elected to defer accounting
for the effects of the subsidy are allowed the option of retroactive application
(o the date of enactment or prospective application from the date of
adoption.

In the 2004 third quarter, Citigroup reflected the eftects of the subsidy in
its financial staternents retroactive to january 1, 2004 in accordance with
FSP FAS 106-2. The effect of adopting FSP FAS 106-2 is included in Now 9 to
the Company’s Consolidated Financial Statements on page 124,

Accounting for Loan Commitments Accounted for as
Derivatives

{m April 1, 2004, the Company adopied the SEC's Staft Accounting Bulletin
105, “Agplication of Accounting Principles fo Loan Commitments (SAB
105), which specifies that servicing assets embedded in conmitments for
Tozans to be held-for-sale should be recognized only when the servicing asset
has heen contractually separated from the assaciated loans by sale or
securitization. The impact of implementing SAB 105 across all of the
Gompany's business was a delay in recognition of $35 million pretax in the
2004 second quarter.

Profit Recognition on Bifurcated Hybrid Instruments

On January 1, 2004, Citigroup revised the application of Derivatives
[plementation Group (DIG) Issue B6, “Embedded Derivatives: Mlocating

the Basis of a Hybrid Instrument to the Host Contrad! of the Embedded
Derivatire. ™ In December 2003, the SEC staff gave 4 speech that clarified the
accounting for derivatives embedded in financial instruments (*hybrid
instruments™) t preclude the recognition of any profit on the trade date for
hybrid instruments that must be bifurcated for accounting purposes. The
trade-datte revenue must insiead be amortized over the life of the hybrid
instrument. The impact of this change in application was an approximately
$256 million pretax reduction in revenue, net of amontization, across all of
the Company’s businesses during 2004, This revenue is recognized over the
life of the transactions. which on average is approximately four vears,

Related Party Transactions

The Company has related party transactions with certain of its subsidiaries and
affiliates. These transactions, which are primarily short-term in nature, include
cash accounts, coliateralized financing transactions, margin accuunts,
derivative trading, charges for operational support and the borrowing and
Tending of funds and are entered into in the ordinary course of business.

FUTURE APPLICATION OF ACCOUNTING STANDARDS
Accounting for Uncertainty in income Taxes

In July 2006, the FASE issued FIN 48. “dcaounting for Uncertainty in
Ircume Faxes,” which attempts to set out a consistent framework for
preparers to use to determine the appropriate level of tax reserves to maintain
for uncertain tax positions. This interpretation of FASE Statement No. 104
uses 2 two-step approach wherein a tax benefit is recognized if 4 position is
more likely than not to be sustained. The amount of the benefit is then
measured to be the highest tax benefit that is greater than 50 percent likely
1o be reatized. FIN 48 also sets out disclosure requirements 1o enhance
wansparency of an entity's tax rserves. Gitigroup will be required 1 adopt
this interpretation as of January 1, 2007. The Company expects that the effect
of adopting FIN 48 will result in an immaterial adjustment to 2007 opening
retained earnings.

Leveraged Leases
On July 13, 2006, the FASB issued a Staff Position, “dccounting for a
Change or Projected Change i The Timing of Cash Hows Relating fo
tncome Taxes Generated by a Lererage Lease Transadion” (FSP13-2),
which provides guidance regarding changes or pmjected changes in the
timing of cash flows relating to income taxes generated by a leveraged lease
ransaction

Leveraged leases can provide significant tax benefits principally related to
the timing of tax payments to the lessor. Since changes in the timing and/or
amount of these tax henefits may have 2 material effect on the cash flows of
alease transaction, a lessor, in accordance with FSP 13-2, will be required o
perform a recalculation of a leveraged lease when there is a change or
projected change in the timing of the realization of tax benefits generated by
that lease. Currently, Gitigroup does not recalculate the tax benefits if only
the timing of cash receipts has changed

The effective date of FSP 13-2 for Citigroup is January 1, 2007. Citigroup
expects the cumulative effect of adopting FSP 13-2 to be a decrease to
retainied earnings of $152 million after-tax (§255 millivn pretax). This
decrease to retained earnings will be reflected in earnings over the remaining
Hves of the leases as tax henefits are realized.

Fair Value Measurements {(SFAS 157)

In September 2006, the FASE issued SFAS No. 157, " #air Value
Mecasurements” (SFAS 157). This standard defines fair value, establishes 4
consistent frameawork for measuting fair value and expands disclosure
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requirements about fair value measutements. 1n addition, SFAS 157
precludes the use of block discounts and supercedes the guidance in EITF
02-3, which prohibited the recognition of day-1 gains on certain derivative
trades when determining the fair value of instrumients not raded in an active
market. With the adoption of this standard, these changes will be reflected as
# curnulative effect adjustment to the opening balance of retained earnings
The standaed also requires Citigroup to reflect its own credit standing when
measuring the fair value of debt it has issued that is carried at fair value,
inctuding derivatives, prospectisely from the date of adoption.

SFAS 157 is effective for Citigroup's fiscal year beginning Janvary 1, 2008,
with eartier adoption permitted for the Company's fiscal year beginning
January 1, 2007, The Company is currently evaluating the potential impact
of adopting this standard.

Fair Value Option (SFAS 159)

On Febroary 15, 2007, the FASE issued SFAS No. 159, “The Jar Yalue
Option for Financial Assets and Financial Liohilities™ (SFAS 159). Under
this Standard, the Compary may elect te report financial instruments and
certain other items at fair vahue on a conteact-by contract busis with changes
in value reported in earnings. This election is irrevocable SFAS 159 provides
an upportunity & mitigate volatility in reported earnings that is caused by
measuring hedged assets and Liabilitics that were previously required to use
adifferent accounting method than the related hedging contracts when the
complex provisions of SEAS 133 hedge accounting are not met.

SFAS 159 is effective for vears beginning after November 15, 2007, Early
adoption within 120 days of the beginning of the Company's 2007 fiscal vear
is permissible, provided the Company has not vet issued interim financial
statements for 2007 and has adopted SFAS 157, Citigroup is currenth
evaluating the potential impact of adopting this Standard.

Potential Amendments to Various Current Accounting
Standards

The FASE is currently working on amendments to the existing accounting
standards governing asset transfers and securttizations. Upon completion of
this standard, the Company will need to reevaluate its accounting and
disclosures. Due to the ongoing deliberations of the standard setters, the
Company is unable to accurately determine the effect of future amendments
o praposals at this time.

2. BUSINESS DEVELOPMENTS

U.K. Market Expansion

Egg

On January 29, 2007, the Company announced the agreement o acyuire
Egg Banking plc (Egg), the world's targest pure online bank and one of the
UK ‘s leading online financial services providers, from Prudential PLC for
approximately $1.127 billion, subject to adjustroents at closing, g has
more than three million customers and offers various financial products and
services including enline payment and account aggregation services, credit
cards, personal loans, savings accounts, mertgages, insurance, and
investments. The transaction is subject to regulatory approvals and is
expected to close before the end of the 2007 second guarter.

Quilter

(n December 13. 2006, the Company announced the agreement & acquire
Quilter, 2 UK. wealth advisery tirm with over $10.9 bitlion of assels unider
management, from Morgan Staney. Quilter has more than 18,000 clients

and 300 staff located in 10 offices throughout the UK., treland and the
Channel islands. This transaction, which is subject to US. and local country
regulatory approvals, is expected (o close in the 2007 first quarter. Once
closed, its business results will be included in Global Wealth Management.

Purchase of 20% Equity Interest in Akbank

On January 9, 2007, Citigroup purchased a 20% equity interest in Akbank for
approximately $3.1 hillion. Akbank, the second-largest privately owned bank
by assets in Turkey, is a premyier, full service retail, commercial, corporate
and private bank.

Sabanci Holding, a 34% owner of Akbank shares. and its subsidiaries have
granted Citigroup a rightof first refusal or first offer over the sale of any of
their Akbank shares in the future, Subject to certain exceptions, including
purchuses from Sabanci Holding and its subsidiaries, Citigroup has agreed
not to increase its percentage ownership in Akbank.

Strategic Investment and Cooperation Agreement with
Guangdong Development Bank
On Decernber 19, 2006, a Citigroup-led consortium acquired an 83 6% stake
in Guangdong Development Bank (GDB) Citigroup's share is 20% of GDB
and its investiment of approxinately $725 mitlion will e accounted for
under the equity method,

tn acoondance with the parties’ agreement, Gitigroup will have significant
management influence at GDE to enhance GDB's management team and
corporate governance standards, instill operational and lending best
practices, improve risk management and internal controls, upgrade GIB's
information technology infrastructure, and further develop GDE's customer
service and product offerings.

Central American Acguisitions

Grupo Cuscatlan

On December 13, 2000, Citigroup annuunced the agreement to acquire the
subsidiaries of Grupo Cuscattan for $1.51 billion in cash and stock from
Comoracion UBC Intemacional 8.A. Gripo Cuscatlan is one of the leading
financial groups in Central America, with ttal assets of $5.4 billjen, total
foans of $3.5 billion, and tutal deposits of $3 4 billion. Grupo Cuscatlan has
operations in El Salvador, Guatemala, Costa Rica, Honduras and Panama.
This acquisition is subject to LS. and local country regulatory approvals and
is expected to close Tater in the 2007 fiest quarter.

Grupo Financierc Uno

n October 27, 2006, Citigroup announced that it had reached  definitive
agreement tn acquire Grupo Financiero Uno (GFL), the largest cradit card
issuer in Gentral America, and its affiliates. The acquisition of GFU, with §2.1
billion in assets, will expand the presence of Citigroup's Zatin America
consumer franchise, enhancing its credit card business in the region and
establishing 4 plattorm for regional growth in Consumer Finance and Retail
Banking,

GFU s privately held and has more than one million retail clients,
representing 1.1 million credit cand acoounts, $1.2 billion in credit cand
receivables and $1.3 billion in deposits in Guatemala, EI Salvador, Honduras,
Nicaragua, Costa Rica and Panama. GFU operates a distibution network of 76
branches and mose than 100 mini-branches and points of sale.

This acquisition, which is subject o regulatory approvals in the United
States and each of the six countries, is anticipated to close later in the 2007
first quarter.
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Acquisition of Federated Credit Card Portfolio and Credit
Card Agreement with Federated Department Stores

In June 2005, Citigroup announced 2 long-term agreement with Federated
Department Stores, [nc. (Federated) under which the companies partner to
acquire and manage approximately $6.2 bilkion of Federated's credit card
receivables, including existing and new accounts, executed in thiee phases,

For the first phase, which closed in Octaber 2005, Citigroup acquired
Federated's receivables under management, totaling approximately $3.3
hillion. For the second phase, which closed in May 2006, additional
Federated receivables totaling approximately $1.9 billion were transferred to
(Gitigroup from the previous provider For the final phase, in july 2006,
Citigroup acquited the approximately $1.0 billion credit card receivable
partfolio of The May Department Stores Company (May), which merged with
Federated.

Citigroup paid A premium of approximately 11.5% to acquire these
pertfolios. The multi-vear agreement also provides Federated the ability to
participate in the portfolio performance, based on credit sales and certain
other performance metrics.

The Federated and May credit card portfolios comprise a total of
approximately 17 million active accounts.

Consolidation of Brazil's CrediCard

{n April 2006, Citigroup and Banco lau dissolved their joint venture in
CrediCard, 2 Brazilian consumer credit card business. In accordance with
the dissolution agreement, Banco Tau received half of CrediCard's assets and
customer acoounts in exchange for its 50% ownership, leaving Citigroup as
the sole owner of CrediCard.

Acquisition of First American Bank

m March 31, 2005, Gitigroup completed the acquisition of First American
Bank in Texas (FAB). The transaction established Citigroup's retail branch
presence in Texas, giving Citigroup 106 branchies, $4.2 billion in assets and
approximately 120.000 new customers in the state at the time of the
transaction’s closing, The results of FAB are included in the Consolidated
Financial Statements from March 2005 forward.

Divestiture of CitiCapital’'s Transportation Finance
Business

On January 31, 2005, the Company completed the sale of CitiCapital's
Trangportation Finance Business based in Dalias and Toronto to GE
Commercial Finance for total cash consideration of approximately $46
billion. The sale wsulted in an after-tax gain of $111 million ($161 mullion
pretax),

Sale of Samba Financial Group

On June 15, 2004. the Company sold, for cash, its 20% equity investment in
the Samba Financial Group (Samba, formerly known as the Saudi American
Bank) to the Public Investment Fund, a $Saudi public sector entity, Citigroup
wecognized an after-tax gain of $756 million ($1.168 billion pretax) on the
sale during the 2004 seeond quarter. The gain was shared equally between
Global Consumer and CIB.

Acquisition of KorAm Bank

On April 30, 2004, Citigroup completed its tender ofter to purchase all the
nutstanding shares of Korim Bank (KozAm) at a price of KRW 15,500 per
share in cash. 1o otal Citigroup s aoguired 99.9% of KorAm's vutstanding
shares for a total of KRW 3 14 trillion ($2.7 hillion). The results of KorAm
are included in the Consolidated Financial Statements from May 2004

118

forward. During the 2004 fourth quarter, KotAm was merged with the
Citibank Korea branch to form Citibank Korea Inc

Divestiture of Electronic Financial Services Inc.

During January 2004, the Company comnpleted the sale for cash of Electronic
Financial Services Inc. (EFS) for $390 million. EEFS is a provider of
government-issued henefits payments and prepaid stored-vatue cards used by
state and federal governmient agencies, as well as of stored-value services for
private institutions. The sale of EFS resulted in an afer-tax gain of $180
million {$255 million pretax) in the 2004 first quarter.

Acquisition of Washington Mutual Finance Corporation
On January 9, 2004, Citigroup completed the acquisition of Washington
Mutual Finance Corporation (WMF) for $1.25 billion in cash. WMF was the
consumer finanoe subsidiary of Washington Mutual, Inc. WMF provides
direct consumer installment loans and real-estate-secured foans. as well s
sales finance and the sale of insurance. The acquisition included 427 WHF
offices located in 26 states, primarily in the Southeastern and Svuthwestern
United States, and total assets of $3.8 billion. Citigroup has guaranteed all
outstanding unsecured indebtedness of WMF in connection with this
acquisition. The results of WMF are included in the Consolidated Financial
Sterments from fanuary 2004 forward.

3. DISCONTINUED OPERATIONS

Sale of the Asset Management Business

Dn December 1, 2005, the Company completed the sale of substantially all of
its Asset Management Business to Legg Mason, Inc. (Legg Mason) in
exchange for Legg Mason's broker-dealer and capital markets husinesses,
$2.293 billion of Legg Mason's commion and prefirred shares (valued as of
the closing date), and $500 million in cash. This cash was obtained vix a
lending facility provided by Citigroup C18 business. The transaction did not
include Citigroup's asset management business in Meaico, its retirement
services business in Zatin America (both of which are included in
Internetional Rotadl Bayking) or its interest in the CitiStreet {oint venture
{which is included in Smith Barney). The total value of the transaction at
the time of closing was approximately $4.369 billion, resulting in an
after-tax gain to Citigroup of approximately $2.082 hillion ($3.404 hitlion
pretax, which was reported in discontinued operations).

Concurrently, Citigroup sold Legy Mason's capital markets business to
Stifel Financial Corp. The business consisted of areas in which Citigroup
already had full capabilities, including investment banking, institutional
equity sales and trading, taxable fived income sales and trading, and
research, No gain or foss was recognized from this transaction. (The
transactions described in these two paragraphs are referred 1o as the ~Sale of
the Asset Management Business.”)

in connection with this sale, Citigroup and Legg Mason entered into a
three-vear agreement under which Citigroup will continue to offer its clients
Asset Management's products, will becorne the primary retail distributor of
the Legg Mason funds managed by Legg Mason Capital Management Inc.,
and may also distribute other Legg Mason products. These products will be
offered primarily through Citigroup's Global Wealth Munagement
businesses, Smaith Bariey and Private Bank, as well as through Primerica
and Citibank. The distribution of these products will he subject o applicable
requiremnents of L and Citigroup's suitability standards and product
requirements.
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Cpon completion of the Sale of the Asset Management Business, Citigroup
added 1226 financial advisors in 124 beanch offices to its Glohal Wealth
Management Business.

On January 31, 2006, the Company completed the sale of its Asset
Management Business within Bank Handlowy (an indirect banking
subsidiary of Citigroup located in Poland) to Legg Mason. This transaction,
which was originally part of the overall Asset Management Business sold to
Legg Mason Inc. on Decermber 1, 2005, was postponed due o delays in
ohtaining local regulatory approval. A gain from this sale of $18 million
after-tax and minority interest ($31 milkion pretax and minority interest)
was recognized in the 2006 first quarter within discontinued operations

During March 2006, the Gompany sold 10.3 million shares of Legg Mason
stock through an underwritten public offering. The net sale proceeds of
$1.258 billion resulted in a pretax gain of $24 million in Allemative
lovestments

n September 2006, the Company received from Legg Mason the final
dlosing adjustment payment related to this sale. This payment resulied in 4n
additional after tax gain of §51 million ($83 million pretax), recorded in
discontinued operations.

Resulis for all of the businesses included in the Sale of the Asset
Managenment Business, including the gain, are eported as discontinued
operations for all periods presented. Changes in the market value of the Legg
Mason commen znd preferned shares since the closing of the transaction are
included in the Consolidated Statement of Changes in Stockholders” Bquity
within Accurmulated other comprehensive income (net change in unrealized
gains and losses on investment securities, net of taxes). Any effects on the
Company's current eamings related to these securities, stch as dividend
tevene, are included in the results of Allernative Investments

The following is summarized financial information for discontinued
operations, including cash flows, related to the Sale of the Asset Management
Business

i nilions of doftars 2006 2006 2004
Total revenues, not of interest expense $ 104 54500 $1.383
Income from discontinued operations $ (1) S 168 § 203
Gain on saje 104 3.404 —
Provision for income taxes and minority interest, net

of taxes 24 1382 112
Income from discontinued operations, net of

taxes $ ™ 852180 8§ 9
in miltons of dobars 2008 2005 2004
Cagh fiows from operating actiities $ (1 3324 § 16
Cash flovs from investing activities 34 256 itH
Cash flows from financing activities o — (1631
Net cash provided by {used in) discontinued

operations $ 3B S ®Y 5 (26

The following is a summary of the assets and liabilities of discontinued
operations related to the Sale of the Asset Management Business as of
Degember 1, 2005

In mitfions of dollars Decomber 1, 2006
Asgsats

Cash and due from banks S 9%
Investments 3
intangible assets 776
(ither assets 563
Total assets $1,438
Liahilities

Other liabilities $ G575
Total liabilities $ 576

Sale of the Life insurance & Annuities Business

On July 1, 2005, the Company completed the sale of Citigroup's Travelers
Lifa & Annuity and substantially all of Citigroup's international insurance
husingsses to MetLife, Inc. (MetLife) . The businesses sold were the primary
sehicles thrugh which Citigroup engaged in the Life Insurance & Anruities
Business.

Citigroup received $1.0 billion in MetLife equity securities and $10.830
billion in cash, which resulted in an after-tax gain of approximately $2.120
billion ($3.386 hillion pretax), which was reported in discontinued
aperations.

This transaction encompassed Travelers Life & Annuity's U8, husinesses
and its international operations other than Citigroup's life insurance
business in Aevico (which is now included within /nfernational Rl
Banking) International operations included wholly owned insurance
conmpanies in the U nited Kingdom, Belgium, Australia, Brazil, Argentina,
and Poland: joint ventures in Japan and Hong Kong, and offices in China.
This transaction also included Citigroup's Argentine pension business, (The
transaction described in the preceding, three paragraphs is referred to as the
“Sule of the Life Insurance & Annuities Business.”)

I connection with the Sale of the Life Insurance & Annuities Business,
Citigroup and MetLife entered into 10-vear agreements under which
Travelers Life & Annuity and MetLife products will be made available
through certain Citigroup distribution channels.

During the 2006 first quarter, $15 million of the totad 3657 miillion
federal tax contingency reserve release was eported within disconunued
aperations as it related to the Life Insurance & Annuities Business sold to
Metl fe.

In July 2006, Citigroup recognized an $85 million after-tax gain from the
sale of MetLite shares. This gain was reported within income from
oontinuing eperations in the Alternative Investments husiness.

In July 2006, the Company received the final cloging adjustment payment
retated te this sale, resulting in an after-tax gain of $75 million (§115
mittion pretax), which was recurded in discontinued operations.

In addition, during the 2006 third quarter, a release of $42 million of
deferred tax liabilities was reported within discontinued operations as it
related to the Life Insurance & Annuities Business sold to Met! ife

Results for all of the businesses included in the Sule of the Life
Insurance & Annuities Business are teported as discontinued operations or
all periods presented.

OPP007319



Summarized financial information for discontinued operations,
including cash flows, related to the Sude of the Life Insurance & Annuities
Business is as follows:

i mitions of doliars 2008 2005 2004
Total ravenues, net of interest expense $115  $6128 55172
tncome from discontinued operations $28 ¢ 740 51243
Gain on sale 115 3.386 o
Provision tbenefit for income taxes (23) 1,484 342
Income from discontinued operations, net of

taxes $166 32642 5 o0l
fn mithions of doflars 2006 2005 2004
Cash flows from operating achvities $ 1 $2989 81138
Cash flows from investing activities n 2,248 {4.695)
Cash flows from financing activitles 763 3,455
Net cash provided by (used in} discontiued

operations $78 % 2 § (0n

The following is a summary of the assets and liabilities of discontinued
operations related te the Sale of the Life Insurance & Annuities Business a5 of

Contractholder Funds

Contractholder funds represent receipts from the issuance of universal life,
pension investment and certain deferred annuity contracts. Such receipts are
considered deposits on invesiment contracts that do not have substantial
mortality or morhidity risk. Account balances are increased by deposits
received and interest credited and are reduced by withdrawals, mortality
charges and administrative expenses chiarged to the contractholders.

The Spin-Off of Travelers Property Casualty Corp. (TPC)
During the 2006 first quarter, releases from various tax contingency reserves
were recorded as the IRS concluded their tax andits for the vears 1999
through 2002, Included in these releases was $44 million related to Travelers
Property Casualty Comp., which the Company spun off during 2002, This
release has been included in the provision for incomie taxes within the results
for discontinued operations.

Combined Results for Discontinued Operations
Summarized financial information for the Life Insurance & Annuities
Business, Asset Management Business, and TPC:

¢ I millions of daltars 2006 2008 2004
July 1. 2005, the date of the distribution: Total revenues, net of interest exponse $219  $10.727  $6555
in mithans of ooiars July 1, 2005 income from discontinued operations $27 & O6B  $1.448
Assets S?;C;:g: ?tinefm for income taxes 29 o7 B
" - sion {benefit SDME taxes
]f sj;f::n?sue from banks $ 48 ng and minority interest, net of taxes (43) 2,866 454
Infangible assets 86 Income from discontinued operations,
Dther assets - 44,123 net of taxes $280 § 4832 § 902
Total assets $93.227
Cash Flows from Discontinued Operations

Liabliities , . o
Federal funds purchased and securities loaned or I mithons of dolars 2006 2005 2003

sold urder agresments to repurchase $ 971 Cash flows from operating activities $—  M3NY  $1284
Other habilities & 82 842 Cash fiows from inveshing activities jiec] 2.504 4.704)

h fr otiv e 763 .

Total liabilities 83,813 Cash flows from financing activities 6. 3292

(HAEnE U 2005, ofhe assels consisted of separate and variabie accamss of 530,526 miflion,
dednsoeanne tovovet ablen of $4.048 matlan, and othes of §9, 247 milleon,

(21 ALJune S, 2005, olfer iabiiities conested of contractiodde TUnds and separate and variatle
: s 0f 50, 1739 milion, inssance pofley and olams teseros of $54,370 milben, ane ot of

In addition to the accounting policies outlined in Note 1 to the
Consolidated Financial Statements on page 109, the following represents the
policies specifically related to the Life Insurance & Annuities Business that
wits sold:

Separate and Variable Accounts

Separate and variable accounts primarily represent funds for which
investment income and investment gains/losses accrue directly to, and
imvestment risk is home by, the contractholders. The assets of cach account
are legally segrepated and are not subject to claims that arise out of any
other husiness of the Company. The assets of these accounts are generally
carried at market value. Amounts assessed 10 the contractholders for
nmanagement services are included in sevenues. Deposits, net investment
income and realized investment gains and losses for these accounts are
excluded from revenues, and relfated liability increases are excluded from
benefits and expenses

Net cash (used in) discontinued operations $100 S (46 3 (128

4. BUSINESS SEGMENTS

Gitigroup is a diversified hank helding company whose businesses provide 4
broad range of financial services to consumer and comorate customers
amund the world. The Company’s activities are conducted through the
Global Consumer, Corporate and Investment Banking, Global Wealth
Managenient, and Alternative Investrments business segments

The Glubal Consurer segment includes a global, full-service consumer
franchise delivering a wide amray of hanking, lending, insurance and
investment services through a network of local branches, offices, and
electronic delivery systems.

The husinesses included in the Company’s Corporate and Investment
Banking segment provide corporations, governments, institutions. and
investors in approximately 100 countries with 2 broad range of banking and
tinancial products and services.

The Global Wealth Management segment is composed of the Smith
Barney Private Client businesses, Citigroup Private Bank and Citigroup
Investment Research. Smith Barney provides investment advice, financial
planning and brokerage services to affluent individuals, companies, and
non-profits. Prizaate Bank provides personalized wealth management
services for high net worth clients.
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The Alternative Investments segment manages capital on behalf of
Citigroup (including the ownership of Legg Mason shares) and third-party
clients across five asset classes, including private equity, hedge funds, real
estate, stictured products and managed futures,

Corporate/Other includes net treasury results, unallocated corporate
expenses, offsets to certain line-item reclassifications {eliminations), the

results of discontinued operations, the cumulative effect of accounting
changes and unallocated taxes.

The accounting policies of these reportable segments are the same as
those disclosed in Note 1 1o the Consolidated Financial Statements on
page 109.

The fellowing table presents certain information regarding the Company's continuing operations by segment:

Income {loss) from
continuing operations
Revenuves, Provision {benefit) before cusmulative effect of Identiftable
et of interest expense for lncome taxes accounting change 1 assets at year ond
In mitiipns of dolars, except
ideniifiable assets in bilions 2006 2005 2004 2006 2005 2004 2006 2005 2004 2006 2005
Global Consumer $50,200 948245 347887 4888 $4004 35500 $12,066 $10,807  $11,087 $ 702 § 559
Corporate and
investment Banking 27187 23863 21.786 2528 2818 9% 1127 6,845 2,042 1,078 839
Glabal Wealth Management 10,177 8,684 8529 703 715 658 1444 1244 1,208 66 63
Alternative investments 2,901 3430 1.703 706 950 398 1276 1437 768 1 13
Corporate/Other (948) &80 (270 {502) £309) {281) (654) (667) 48 26 20
Total $39615 383542 $70635  $8101  $0078  $6.464 $21249 119806 $16,054 $1.884 $1.494

O Inchudos ot resnons, nel of infitest egense. in e U5, of $49.5 billon, $47.4 bk, wid $47 1 billon; s Mexdoo of $o. 1 Bbion, $5.3 bifion, auet $4.5 biflion, and
Cospiate/ber. which tagely opevate vallin the U.S.

tax 1gtes loe 200 rafleat e tnpact of the resulution of e Fodaral Tax Auch! and the New York Tax Audts.

(30 Inedtrtes protax presdsions iedis) tor ered! losses and tor benafils and caims n e Globel Consume results of $7.6 titlion, $9.0 biflion,

Loty ive 20065, 2005, aned 20604, respoctively, Pglies excie Aleialye invstnents ad
4 The altecthe

inJapan ol $3.5 Williog, $4.5 ilflon, and $4.%

and B8.1 bilfion; in e Corwinate and Irnstment Barking reaulls of $359

million, (§42 milfion. and (39754 miffen; and in the Giohal Wealth Management reswts of $24 million, $70 ilfioes, and ($5; miflion ter 2006, 2005, and 2004, 1espectively, Coperate/Mhel 1ecorded et povisio

uf $6 mitfior and a pretax credit uf ($21 miblon i 2006 and 2006, sespectaly. chides prefax credit in the Aternative

) Tt 05, the Gompany (ecognized afte 1ax chatges of $49 million ke the csmistive

Investrnents resulls of 15151 malion in 2006 snd (523 milice in 2005

wftact of accouning change related fo the adoptie of FIN 47,

i Approimately 55% of allidentikiable assets o Derember 31, 2006 wre tofatod s Jotsign opesalivns, compated o 30%, o Denember 312005,

5. INTEREST REVENUE AND EXPENSE

For the years ended December 31, 2006, 2005, and 2004, respectively, interest
tevenue and expense consisted of the following:

6. COMMISSIONS AND FEES

Commissions and fees revenue includes charges to our customers for credit
and hank cards, including transaction-processing fees and annual foes:
advisory, and equity and debt underwniting services: lending and deposit-

N

in rilions of dolars 2008 2005 2004 = » _ L
related transactions, such as loan commitments, standby letters of credit,

Interest revenue and uther deposit and loan servicing activities; investiment management-
Loan interest. including fees = 865022 347083 343734 - X ) ) ) ;
Deposits with banks 2289 1537 536 retated fees including brokerage services. and custody and trust services,
Federal funds sold and securities purchased under insuranee fees; and commissions,

agreements fo ressit 14,199 9,790 5022 . ) o .
Investments, including dvidends 10,390 7338 6,203 The following table presents commissions and fees rewenue for the VEArs
Trading account assets # 11,865 8137 6468 ended December 31:

b d
Other nterest 2857 2,031 1,657 In mithions of doltars 2006 20058 2004
Total interast revorme BN _ STO0N6  SBIEA s and bk oo $5228 S 4498 S 4501
Interest expense investment banking 4,384 2.669 3482
Deposits $21857 313502 % 8,790 Snuith Barney 2,958 2326 2228
Trading account habilities 1,119 (69 306 CiB trading-related 2,464 2,295 1998
Short-term debt and ather fabilities 22257 14,597 7,551 Checking-refated 1,033 997 1026
Long-term debt 11,910 7,908 5357 Transaction sernces 859 739 729
Total interest expense $56943 536676 500,004 EOWE“? finance &33 gg ;‘gg}
0an semong 4

Net interest revenue $39488 539240 sd167 oo O ot 74 sy
Provision for loan losses 6,738 7,929 6,233 Other consumear 514 754 904
Net interest revenue after provision for loan Qther CI8 243 346 374

Josses $32,750  $31.311 $35,384 Other 58 122 100
it Heyﬂ;]mﬁ§n‘l b condegm bo the anent period's pressntation, Total commissions and fees $18,535 $17.143 315081

(20 2006 nehudes & $666) milion reduron reated to chiarges i vonsume kg lass in Japan
(31 Irrerost expense o adng acesant fabdlios of CIB s repotad as 3 1eductiv of intares! e
frachg acouunt assels.

115 frldes talr value adustments o morgene sendaing assels
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7. PRINCIPAL TRANSACTIONS REVENUE

Principal transactions revenue consists of realized and unrealized gains and
losses from trading activities. Not included in the 1zble below is the impact of
net interest revenue related to trading activities, which is an integral part of
trding activities” profitability. The following, table presents principal
transactions revenue for the vears ended December 31

I mmitions of dofars 2006 2005 2004
Fixed income ¢ $1340 32004  $1789
Equities 1,980 535 1335
Foreign exchange - 3sn 2,870 1,829
Commodites 436 910 3N

Alf other = kil {16) 52
Total principal transactions revenue $7,708 56443 $3.716

(1 ks tevenLes fom govetniment seourifies and corporate debl, rmcipal securifes, prefest e
shivk. mintgage saoorifies, sl othes debt instremments. Also inchades spot ancHorwad tading of
vrtenties ard exchange-fraded and cvmt -the-coontes [OTG) aerency options, srhions on fixed income
secnpiins, e e SWADS, CITEnCY Sus, ssreps options, caps and Hooes, crodit dhrivatives,
tramcial fulmes. UTC opions, and forward conliacts on Biked innome secisities,

21 s savonues troms canmen and converible prderod stk comvestithe copunate e, ety

Tndkaad swibos, et excdvargo hadod and OTC squity eplions and swarrants

tncducdes wasmutes: T Bteigr i eage spof, frasunrd], niplieds and Se crb a0k, ng vadl as

traseafar gaing ad insggs.

b Prisuaty itwdidess b et of Plabre e which ttades csda ol afined ol produts. natueat gas

it othes somsmodtis

I niank-lo-maiked on the irersst-ondy stiip 1ekted s fhe Company's sergiived o edt carg

roveliabhes,

&

-

&

8. INCENTIVE PLANS

The Company has adopted a number of equity compensation plans under
which itadministers stock aptions, restricted or deferred stock and stock
purchase programs. The award programs are used to attract, retain and
rwotivate officers, empluyees and non-emplosee directors, to cpensate
them for their contributions to the Company, and o encourage employee
stock ownership. The plans are administered by the Personnel and
Compensdtion Commitiee of the Citigronp Board of Directors, which 1
comprised entirely of independent nun-ermployec directors, At December 31,
2006, approximately 316 million shares were authorized and available for
grant under Citigroup's stock incentive and stock purchase plans In
accordance with Citigroup practice, shaces would be issued out of Treasury
stock upon exercise ur vesting,
The following compensation expense relates to the Company’'s stock-
based compensation programs as recorded during 2006, 2005 and 2004:

in mitions of doliars 2006 2006 2004
SFAS 123(R) charges for January 2006 awards issued

to retirement-ehgible employees $e48 S5 ~— 5§
SFAS 123) charges for estimated awards granted

through January 2007 to retirement-efigivle

smployees 824 — —_
Option expense 129 137 281
Amartization of restricted and deferred stock awards 1,566 1.766 1515
Total $3166 31903 31,796

4 Renresents the amozfizalion of ihe remaining uivested restricted and defesrad stock avaels granted o
Al ernpdovees priee fo 2006, The 2006 peroed Ao includes amerization Bpense by awads ganted
to non-resiresnent sligihle employees in 2006, Alsy inchaded is amorlization of e fadotue prewision
artstook gyeatds

Stock Award Programs

The Company, primarily through its Capital Accumulation Program (CAP),
issues shares of Citigroup commeon stock in the form of restricted or deferred
stock to participating officers and emplovees. For all stock swand programs,
during the applicable vesting period, the shares awarded cannot be sold or
transterred hy the participant, and the award is subject to cancellation i the
participant's emplosmient is terminated. Afer the award vosts, the shares
becone freely transferable (subject to the stock ownership commitment of
senior executives}. From the date of award, the recipient of a restricted stock
award can direct the vote of the shares and receive dividend equivalents
Recipients of deferred stock awards receive dividend equivalents, hut cannot
Yole.

Stock awards granted in January 2006 and 2005 generally vest 25% per
sear over four years, except for certain emplovees at Smith Buarney whose
awands vest after two years. Stock mwards granted in 2003 and 2004 generally
vest after a two- or three-vear vesting period. CAP participants may elect to
receive all ur part of their award in stock options. The figures presented in
the stock aption program tables include options granted under CAP.
Uneamed compensation expense associated with the stock awards reprisents
the market value of Gitigroup common stock at the date of grant and is
recognized 5 u charge to income ratably over the full vesting period. except
tor those awards granted to retirement-cligible emplovees. The charge to
income for awards made to retirement-eligihle emplovees i ecelerated
hased on the dates the retirement rules are met

CAP atnd certain other awards provide that participants who meet certain
age and vears of service conditions may continue to vest in all or a portion of
the award without remaining emploved by the Company during the entire
vesting petied, so long as they do not compete with Citigroup during that
tme. Beginning in 2006, awards to these retirement-eligible emplovees are
recognized in the year prior to the grant in the same manner 15 cash
incentive compensation is accrued. However, awards granted in January
2006 were required to be expensed in their entirety at the date of grant Prior
102006, such awards were recognized ratably over the stated vesting peried.
See Note 1 o the Consolidated Financial Statements on page 109 for the
impact of adopting SFAS 123(R).

1 2003, special equity awards were issued to certain emploves in the
Corporate and Investment Banking, Glubal Wealth Management and
Gitigroup International businesses. These awards were fully vested in January
2006,

From 2003 to 2006, Citigroup granted restricted or deferred sharos
annually under the Citigroup Ownership Program (COP) to o igible
emplovess. This program replaced the WealthBuilder, CitiBuilder. and
Citigroup Ownership stock option programs. Under COP. emplovees are
issued either restricted or deferred shares of Citigroup common stock that
sest after three years. Unearned contpensation expense associated with the
stock grants represents the market value of Citigroup common stock at the
date of grant and s recognized as 1 charge to income ratably over the
sesting period. except for those awards granted to retirement-eligible
emplovees. The charge to income for awards made to retirement-eli gible
employees is acaelerated hased on the dates the retirement rukes are mit,
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A summary of the status of Citigroup's unvested stock awards a5 of
Decentber 31, 2006, and changes during the twelve months ended
December 31, 2006, is presented helow:

Wieighted average

grant date

Unvested stock awards Shares fair value
Unvested at January 1. 2006 117623501 34412
Awards ©6,162,677 $48 54
Cancellations {7,885,387) 347 58
Delations (391,663 $47.25
Vestings {48,536.363) 33956
Unvested at December 31, 2006 126,972,785 34794

The weighted average market vatue of the vestings during 2006 was
approximately $47.33 per share.

As of Docember 31, 2006, there was $2.6 billion of total unrecognized
compensation cost related to unvested stock awards net of the torfeiture
provisien, That cost is expected to be recognized over 2 weighted-average
period of 27 vears.

Stock Option Programs

The Company has a number of stock option programs for its non-emplovee
directors, officers and employees. Generally, since January 2005, stock
aptions have been granted only to GAP participants who elect to receive stock
options in lieu of restricted or deferred stock awards, and to non-employee
directors who elect to receive their compensation in the form of a stock
option grant. All stock options are granted on Citigroup common stock wth
exercise prices equal t the fair market value at the time of grant. Options

granted since 2003 have six-year terms; directors” optinns vest after two years
and all other options granted since January 2005 typically vest 25% each vear
over four years. Options granted in 2004 and 2003 typically vest in thirds
each vear over three years, with the first vesting date occurring 17 months
after the grant date. The sale of shares acquired through the exercise of
employer stock options granted since January 2003 is restricted for 2
two-vear period (and the shares are subject to the stock ownership
ovmumitment of senior executives thereafter). Prior o 2003, Citigroup
aptions, including aptions granted since the date of the merger of Citicom
and Traselers Group, Inc., generally vested at & ratte of 20% per vear over five
vears, with the first vesting date occurring 12 to 18 months following the
grant date. Certain options, mostly granted prior o January 1, 2003, permut
an emplovee exercising an option under certain conditions to be granted
new options (reload vptions) in an amount equal to the number of common
shares used o satisfy the exercise price and the withholding tases due upon
exercise. The reload options are granted for the emaining tern of the
refated vriginal option and vest after six months. An option may not be
exercised using the reload method unless the market price on the date of
exercise is at least 20% greater than the option exercise price,

To further encourage emplovee stock ownership, the Company’s eligible
employees participated in WealthBuilder, CitiBuilder, ur the Citigroup
Ownership Progran. Options granted under the WealthBuilder and the
Citigroup Ownership progranss vest over a five-vear period, whereas options
granted under the CitiBuilder program vest after five vears. These options did
not have @ reload feature. Options have not been granted under these
programs since 2002,

Information with respect to stock option activity under Citigroup stock option plans for the vears ended December 31, 2006, 2005 and 2004 is s follows:

2006 2005 2004
Weighted average intrinslc value Wnlghted avarap bl vl Woaigded avorage  Intrinsic valie
Options exercise price per share Uptiots axptolse plice [ Oplinns Ol CIse paicy et sty
Outstanding, beginning of period 277,255,935 $40.27 $ 826 230010779 $3028 $ 890 35037R198 $37.07 S1147
Granted-original 3259547 $48.87 — 52798863 47 45 e 27,520,987 48.05 —
Granted-reload 12,530,318 $52.30 - 3013384 48.85 -~ 12,725607 4999 —
Forfeited ar exchanged (14,123,110) $45.57 3.36 (17726910 4429 223 {16.606.946) 4327 382
Expired (2,021,955) $44.87 406 2572189 47.70 — {1.635927) 48.12 —
Exercised {64,832,818) $36.37 1256 (41648902 n7e 1490 {50460 140 2989 1720
Outstanding, end of perlod 12,087,917 $41.87 $13.83 277 255936 $40.27 3 826 330910779 $39.28 $ 890
Exercicable at end of period 179,424,900 221497 204 214,952,186

The following table summurizes the information about stock options outstanding under Citigroup stock option plans at Deceruber 31, 2006:

Options outstanding Options exerciseble
Weighted average

Number contractual life Weighted average Number Weighted average
Range of exercise prices outstanding remaining ise price b ise price
§7.77-59.99 4765 4.6 years 8777 4765 S777
$10.00-819.99 2,136,705 0 8years $19 14 2135513 $19.14
$20.00-829.99 22,571,585 16 years $22.98 22514 418 32298
$30.00-839.99 35452 847 29 years 33307 33.492.489 $3298
$40.00-349.99 131,722,983 38 years 346.22 110,838 800 346 20
$50.00~356.83 20,179,032 30 years 552,45 10.338.917 §51.91
212,067,917 3.3 years $41.87 179,424,900 $40.83

As of December 31, 2006, there was $54 3 million of total unrecognized compensation cost related to stock options: this cost is expectad to be recognized over

aweighted average period of 11 months.
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Stock Purchase Program

The Citigroup 2003 Stock Purchase Program, which was administered under
the Citigroup 2000 Stock Purchase Plan, as amended, allowed eligible
emplovees of Citigroup to enter into tixed subscription agreenents
purchase shares in the future at the lesser of the market price on the first day
of the oftering period or at the market price at the end of the offering period,
For the June 15, 2003 offering only, subject to certain Timits, enrolled
emplovess were permitted to make one purchase prior to end of the offering
period. The purchase price of the shares was paid with accumulated payroll
deductions plus interest. Shares of Citigroup's comimon stock delivered under
the Citigroup 2003 Stock Purchase Program were sourced from treasury
shares. Offerings under the Citigroup 2003 Stock Purchase Program were
made in June 2003 and to new emplovees in June 2004, The program ended
in fuly 2005,

The following were the share prices under the Stock Purchase Program:
The fixed price for the june 2003 offering was $44.10, and the fixed price for
the June 2004 offering was $46.74. The market price at the end of the
program was $46.50. The shares under the june 2003 offering were
purchased at the offering price (344 10), which was the market price at the
start of the offering period. The shares under the June 2004 offering were
purchused at the market price at the dosing of the program (346.50).

2008 2005 2004

Outstanding subscribed shares at
begimning of year — 7112678 8,336,245
Subscriptions entered inlo — s 405,144
Shares purchased - (4.498.358) {365,591}
Canceled or terminated — 26143200 (1353120

Outstanding subscribed shares at end of

year 7112,678

Fair Value Assumptions

SFAS 123(R) requires that reload options be treated as separate grants from
the related original grants. Pursuant to the terms of currently outstanding
reloadable options, upon exercise of an option, if emplovees use previously
owned shares to pay the exercise price and surrender shares otherwise to be
received for related tax withholding, they will receive a reload option
covering the same number of shares used for such purposes, butonly if the
market price on the date of exercise 1S at least 20% greater than the option
exercise price. Reload options vest after six months and carry the same
expiration date as the option that gave rise to the reload grant. The exercise
price of 4 reload grantis the fair market vadue of Citigroup common stock on
the date the underdying option was exercised. Reload options are intended to
encourage employees to exercise options at an earlier date and to retain the
shares acquired The result of this prograr is that emplovees generally will
exercise options as soon s they are able and. therefore, these options have
shorter expected lives. Shorter option lives result in lower valuations.
However, such values are expensed more quickly due to the shorter vesting
period of reload options. n addition. since reload options are treated as
separate grants, the existence of the reload feature results in @ greater
number of options being valued. Shares received through aptivn exercises
under the reload program, as well as certain other options, are subject to
restrictions on sale.
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Additional valuation and related assumption information for Citigroup
aption plans s presented below. Since 2004, Citigroup has used a lattice-trpe
model to vilue stock options.

For options granted during 2008 2006 2004
Weighted average per share fair value, at
December 31 $ 659 3 723 % 682
Weighted averaged expected lite
Original grants 457ys.  526ys 454 yis
Relpad grants 256yrs.  329ys 328ys
Stack Purchase Program grants N/A NA - 107 yrs
Valuation assumptions
Expected volatility 20.15% 25.06% 25 98%
Risk-free interest rate 4.50% 366% 2.84%
Expected dividend yield 3.95% 335% 2 96%
Expected annual forfeitures
Criginal and reload granis % 7% 7%
Stock Purchase Progranm grants N/A Nif 10%

9. RETIREMENT BENEFITS

The Company has several non-contributory defined benefit pension plans
covering substantially all US. emplovees and has various defined benefit
pension and termination indemnity plans covering employees outside the
United States. The US. qualified defined benefit ptan provides henefits under
a cash balance formula. Emplovees satisfying certain age and service
requirements remain covered by 4 prior final pay formula under that plan.
The Company also offers postretirement health care and life insurance
henefits to certain eligible 1S, retired emplovees, as well as to certain cligible
emplovees outside the [ nited States,

The following tables summarize the components of net expense
recognized in the Consolidated Statement of Income and the funded status
and amounts recognized in the Consolidated Balance Sheet for the
Company’s US. qualified pension plan, post retirement plans and significant
plans eutside the United States. The Company 1ses a December 31
measurement date for the U.S. plans as well as the plans outside the United
States.
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Net Expense

Pension plons Postretirement benefit plans
LS. plans Plants outside U.S. U.S. plans Plans outside US.
in mifiions of oollars 2006 2005 2004 2006 2006 2004 2006 2005 2004 2006 2005 2004
Benefits eamed auring the year $260 5257 241 $164  $163  $147 $2 §2 $2 21 $13 $14
Interest cost on benefit obligation 630 500 581 274 @ 222 81 63 66 85 48 42
Expected return on plan assets (845) 806} {750) (384) (315 254 {13) (14 (16) (78) 49) {38
Amortization of unrecognized.
Net ransition obligation ~— — — 2 2 3 —_— o —_ — — -
Prior service cost {benefit) (18) {24 {25) 1 1 e 4) 4} ) 1 e -
Net actuanal loss 185 161 105 51 69 60 8 13 8 8 1 1
Curtalment gain) loss {80} — — 7 1 4 — — — _ - B
Net expense $131 5187 $152 $115  $182 8185 $54 360 356 $17 $13 $19

(11 The U.S. plans sxclude nonguatified pension plans, tor which the iet expense was 351 mellion in 2006, $50 mifilen in 2005, and $44 millioe in 2004,
21 B 2006, e Conpany anraunoos Hhat COmenng Jamaly 1 2008, e U5, qualified pensivn plan soul be fozen Aucotdiogly o adEonat coniibuons sookd be aradiod 1 B cash badanoe filte fow ity
plan partielpants. Howevar, omplivees S consrad uder the piy il oy ghane il contionse to acoton by,

The estimated net actuarial loss, prior service benefit and net transition abligation that will be amortized from Accumulated Other Comprehensive Income
{Loss) into netexpense in 2007 are $176 millon, $G3) million and $2 million. respectively, for defined benefit pension plans. For postretirerment plans,
$15 million and $(3) mitlion are expected to he amortized for the estimated net actuarial loss and prior service benefit, respectively,
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Net Amount Recognized

Pengion plans Postretirement benefit plans
U.S. plans - Plans outside U.S. US. Plans Plans outside .S,
i miflions of goflars a! year end 2006 2006 2006 2005 2006 2005 2006 72005
Change in projected benefit obligation
Projected benefit obligation at beginning of year $10884  S10243  $4552 54381 $1,161 31172 $688 3536
Benefits earmed during the year 260 257 164 163 2 2 H 13
interest cost on benefit obligation 630 539 274 261 61 63 3 48
Plan amendments —_ —_ — {2) —_ - (1) 15
Actuanal foss (gain) {147) 372 220 229 67) 14 84 77
Banefits paig 537 {493) (246) {211} {87) 90 (35) {31
Medicate Part O Subsigy —_ — —_ — 11 — — —
Acquisitions — — 27 76 — — 2 —
Divestitures -— — {5) - —_ - -
Settlements —~— — (15) (45) — — — -
Curlailments 81) — (1 8 — — — —
Foreign exchangs impact — — 363 (308 — — 20 i)
Projected benefit obligation at year end $11,108 510984  $5363 34550 81101 31161 $828  $680
Change in plan assets
Plan assets at fair value at beginning of year $10981 10379 $4,784 34190 $ 179 3 193 $633  $303
Actual return on plan assets 1,468 916 605 378 26 18 160 85
Company contributions 20 179 382 379 37 68 223 168
Employee contributions - — 5 5 —_ — —_ —
Acguisitions _ — 18 75 —_ — — —
Divestitures — - 2 e — s — P
Settlements — — (16) {46} — — — —
Benelits paid {837) {4931 (245) (211 {67) {90 (35) 31
Farsign exchange impact — — 376 {288) —_ — 3 18
Plan assets at fair vakie at year end $11,932 510981 $5908 34784 §$ 175 3 179 $984 3533
Reconciliation of prepaid (accrued) benefit cost and tota! amount recognized
Funded status of the plan at year-end $ 823 35 3 $543 S 232 $(920) 382 $159 (3%
Uniecognized
Net transition obligation N/A e N/A 11 N/A - N/A -
Prior sarvice cost {berefiy N/A (109) N/A ik N/A 27 N/A 7
Net actuarial losg N/A 2613 N/A 799 N/A 191 N/A 37
Amounts recognized on the balance sheet consist of:
Benefit asset $ 83 NA  $ 908 NA § — N §355 N
Benefit liability — N {365) N/A {926) NIA {196) N/A
Prepad beneht cost NA S 250 NA 81176 NA 5§ — NA  $ 68
Accrued benefit liabiity N/A — N/A {212 N/A i812) N/A B0
Infangible asset N/A — N/A 21 N/A — N/A —
Amounts recognized in Accumulated other comprehensive income (loss):
Additional minimum pension Habildy N/A e N/A 658 N/A e N/A e
Net transion obligation — Ni& 2 N — N/A 3 N/A
Prior service cost {benefit) {10} N/& 13 N/A (L) N/A {1} NiA
Nat actuarial logs 1577 NA 817 NiA 103 N/A L3 N/A
Net amount recognized in equity—pretax $ 1,567 NA  § 839 68 $§ 86 NA  § 47 N/A
Net amount recognized on the balance sheet $2390 S2501 $1,382 51053 $(840) 3 812) $206 3 8
Accumulated henefit obligation at year end $10882 310734 $4846  $54127  $1101  $1.361 $828%  $669

(0 Thalis, plans axcude sonaualifid unlrded pansion prarns, To st Hie aggragate projecied henalit bllgalion was $660 million and $671 milicn. and e aggrergate acountdated boralit ebligalon was $646 million
iyl 3648 mudtion af Docember 33, 2006 and 2005, respectively. Accurmulated ollies comprebwrishe come Joss) fnciudes pstax otigges of ST millon us a resul of adopling SFAS 15H aned $141 nillfon rolatd o
an addfonat minimem fabity acgastnent tor US, nenqualitied plans at December 53, 2006 and 205, respesdvely

Rt Nod applicabde.
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At the end of 2006 and 2005 for both qualified and non-qualified plans, and
hoth funded and unfunded plans, the aggregate projected henefit obligation
(PBO), the aggregate accumulated benefit obligation (ABO), and the

In milkons of doftars af year end

aggregate fair value of plan assess for pension plans with a projected benefit
obligation in excess of plan assets, and pension plans with an accumulated
benefit obligation in excess of plan assets, were as follows:

PBO exceeds ABO exceeds
Tair value of plan assets fair value of plan assets
U.S. plans Plans outside ILS. U.S. plans Plans outside U.S.

2006 2005 2006 2005 2006 2005 2006 2005

Protected henefit nbiligation
Accumulated benefit obligation

Fair value of plan assets

$660 S11655  $2832  $1613  $660 56T $694 5691
646 11,382 2517 1419 646 648 632 634

— 10,981 2,467 1337 — — 447 493

Combined plan assets for the US. and non-US. pension plans, exdluding US. non-qualified plans, exceeded the acoumulated benefit sbligations by $2.0
hillion and $910 million at December 31, 2000 and Decernber 31, 2005, respectively.

Assumptions

The discount rate and future rate of compensation assumptions used in determining pension and postretirement benefit obligations and net benefit expense for

the Company’s plans are shown in the following table:

Atyear end 2006 2005
Discount rate
US plans:
Pension * 59% 56%
Postretirenient 57 55
Plans autside the LS
Range 2250110 20100120
Weighted average 85 70
Future compensation increase rate
1S Plans o 40 40
Plans outside the U.S.
Range 1010100 2016430
Weighted average 43 4.2
During the year 2008 2006
Discount rate
Us plang !
Pension 5.6% 5 7/5%
Postretirament 55 5.5
Plan outsice the U.S
Range 2010120 2010100
Weighted aveiage 10 53
Future compensation increase rate
U.S Plans i 40 40
Plans outside the US,
Range 201090 151090
Weighted average 42 29

(1) Welghisx average 1a1es o B LS. plans enual e statad rates

(71 AL Seplamber 30, 2006, the dscoun] tale was changad flum 5.68% tu 5.9% 1o refleut e rumeasisanent dhai s the patsston [4an e talimed.

i i compensation o ase rale f small groups of grandiattieed spkiyons 18 3.0% of 6 0%

A one percentage-point change in the discount rates would have the following effects on pension expense:

In milkions of aollars

Ona percentage-point increase  One percentage-point decreass
2006 2005 2004 2006 2006 2004

Effect on pension expense for U S. plans

$(100) {146 $(140)  $120 $146  &140

Effect on pension expense for foreign plans {52) (68} {260} 72 83 306
Assumed health care cost trend rates were as follows:

2006 2005
Health care cost Increase rate
U.S. plans
Following year 90% 100%
Uitimate rate to which cost increase is assumed 10 decling 50% 50%
Year in which the ultimate ate is reached 2011 2011
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A one percentage-point change in assumied health care cost trend rates would have the following effects:

One p One percentag
point mcrease point decrease
{r miflions of doflars 2008 2005 2006 2005
Eifect on benefits eamed and interest cost for US. plang $5 $23 $@ s
Etfect on accumulated poshietiiement benefit obligation for U.S. Plans 9 54 (68) {48

Citigroup considers the expected rate of return to he a Jonger-ierm
assessmient of roturn expectations, based on each plan'sexpected asset
allocation, and does not anticipate changing this assumption annually
unless there are signiticant changes in economic conditions or portfolic
composttion. Market performance over 1 number of earlier vears 18 evaluated

govering 2 wide range of economic conditions to determine whether there
are sound reasons for projecting forward any past trends.

The expected long-term rates of return on assets used in determining the
Company's pension expense and postretirement expense are shown below:

2006 2005
Rate of return on assets
U.S plang © 8.0% 80%
Plans outside the US
Range 3.25% 10 10.0% 325% 10 10.0%
Weighted average B8.9% 5.6%
11 Wadghter! svorage tlis o Be 1R plans aoual The stated wilis
A one percentage-point change in the expected rates of returm would have the following effects on pension expense:
One p ge-point i Dne p ge-point decrease
fn mifions of doltars 2006 2005 2004 2006 2005 2004
Fffect on pension expense for U5, plans $(110) 3001 94 $110 $101 394
Etfect on pension expense for foreign plang {81) (45} (118) 81 45 118

Plan Assets

Citigroup's pension and postretirement plan asset allocation for the 1S, plans at the end of 2006 and 2005, and the target allocation for 2007 hy asset category

hased on asset fair vatues are as follows:

Target asset U.S. pension assets LS. postretirement assets

allocation at December 31 at December 31

Asset Category 2007 2008 20051 2006 2000+
Equity securities 15% to 40% 35% 44% 35% 44%

Deht securities 13510435 18 13 18 13

Real estate B 12 7 5 7 5

Other investments 1816495 40 38 40 38
Total 100% 100% 100% 100%

i1 Reciagsind to confintn b thee culant pedod's presettabon,

Equity sceurities in the 1S, pension plans include Citigroup common
stock with a fair value of $141 million o 1.2% of plan assets and $122
million or 1.1% of plan assets at the end of 2006 and 2005, respectively.

Affilizied and thivd-party investment managers and filiated advisors
provide their respective services to Citigroup's US. pension plans Assets are
rebalanced as the plan investment commitiee deems appropriate. Citigroup's

128

investment strategy with respect to its pension assels is to maintain a globally
diversified investment portfolio across several asset classes targeting an
annual rate of retumn of 8% that, when combined with Citigroup’s
oontributions to the plans, will maintain the plans ability to meet all
required benefit nbligations.
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Citigroup's pensien and postretirement plans’ weighted average asset
allocations for the non-LS, plans and the actual ranges at the end of 2006

and 2005, and the weighted average target allocations for 2007 by asset
category hased on asset fair values are as follows:
Non-ULS. pension plans

Woighted
aversge Actual range Weighted average
Target asset
atlocation at December 31 at December 3t
Asset Gategory 2007 2008 2005 2008 2005
Equity securifies 57.3% 00%t796% 0.0% ko 804% 578% 57.3%
Debt securities 394 0.0te 100 0090 362 379
Reatestate Q.1 00t 468 00212 04 30
Other investments 32 0.0 to 100 00t 100 56 1.8
Total 10C% 100% 100%
Non-ULS. postretirement plans
Weighted
average Actual range Welghtod average
Target asset
sllocation at December 31 at December 31
Asset Category 2007 2006 2005 2006 0 2005
Equity securilies 50.0% 0.0% 0 50.0% 17.5% 0 46.5% 44.6% 46.5%
Deht securities 325 0010 85.0 4300825 414 430
Reai estate - - - —_ -
{ther investments 17.5 0.0t 175 001105 14.0 105
Total 100% 100% 100%

(1} e weighledd average asset alloration is wttected by 1 assets of ene pan oy, as the assels 0 B nlber postretinement plans ave nsigrifivant and deoned atfect the veighting.

Gitigroup’s global pension and postretirenient funds” investment
strategies are to invest in a prudent manner for the exclusive purpose of
providing benetits to participants. The investment strategies are targeted to
produce a total return that, when combined with Citigroup's contributions to
the funds, will maintn the funds ability to meet all required benefit
obligations. Risk is controlled through diversification of asset types and
investments in domestic and internationat eguities, fived income securities
and cash. The target asset allocation in most locations outside the 11518
5% equities and 50% debt securities. These allocations may vary by
geographic region and country depending on the nature of applicable
obligations and various ather regional considerations. The wide variation in
the actual range of plan asset altocations for the funded non-US plansisa
result of differing local economic conditions. For example, in cortain
countrics local law requires that all pension plan assets must be invested in
fixed income investments, or in government funds. or in local country
securities.

Contributions

As aresult of new requirements in SFAS 158, Gitigroup's revised pension
funding policy for U.$, plans and non-1 S, plans is generally to fund to
applicable minimum funding requirements rather than to the amounts of
accumulated benefit obligations. For the 118, plans, the Company may
increase its contributions above the minimum required contribution under
ERISA, if appropriate, to its tax and cash position and the plan’s funded
position. At Decerber 31. 2006, there were no mininwm required
contribugions, and no discretionary or non-cash contributions are currently
planned. Discretionary contributions in 2007 for the non-US. pension plans
are anticipated to be approximately $123 million. For 2007, there are no
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expected or required contributions for the U8, postretirerient benefit plans
and $0 4 million of contributions are expected for the non-U18
postreticement benefit plans. These estimates are subject to change, since
contribution decisions are affected by various factors, such as market
pedormance and regulatory requirements. in addition, management has the
ability tv change funding policy.

Estimated Future Benefit Payments
The Compeury expects to pay the following estimated benefit payments in
future years:

u.s,

plans Plans outside LS.
In millions Pension Pension Postretirement
of doffars bensfits benefits benefits
2007 $ 644 § 234 $ 3
2008 682 232 a3
2008 709 245 35
2010 738 261 35
o1 766 279 29
2012-2016 4,358 1.688 238

in December 2003, the Medicare Prescription Drug, [mprovement and
Modernization Act of 2003 (the ~Act of 2003") was enacted. The Act of 2003
established a prescription drug benefit under Medicare known as " Medicare
Part . and a federal subsidy to sponsors of LS, retiree health care benefit
plans that provide a benetit that is at least actuarially equivalent to Medicare
Part D. The henefits provided to certain participants are at least actuarially
equivalent to Medicare Part I and, accordingly, the Company s entitled to a
subsidy
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Wwith respect to this, Citigreup adopted FSP FAS 106-2 retmactive to the 10. INCOME TAXES
beginning of 2004. The expected subsidy reduced the accumulated o ilions of dolars 2006 2006 2004
postretirerment benefit obligation (APBO) by approximately 8154 million and
$130 million as of January 1, 2006 and 2005, respectively, and the 2006 and g:dr;f;]'t $3850 S 308  $2879
2005 postretirement expense by approximaely $24 million and $19 million, Foreign 3963 4507 3,056
respectively, for all of the postretirement welfare plans for 2006 and 2005. Slate 108 844 739
The following table shows the estimated future benefit payments without Total ciarent income taxes $8011 $0250 $7673
the offect of the subwidy and the amounts of the expecied subsidy in future Doforred
years. Federal $ 61 S5 40 130N
Expectod US, Foreign 514 {104) 397
postretirement beneft payments  Siate 155 {117 1299
Belore Madicare Medicare
in milhons of doliers PortD Subsidy  Part D Subsidy Total deferred income taxes $ 90 5 (1811 81209
2007 $13 $12 Provision for income tax on continuing
3233 : :g 13 operations before minorily interest®  $8101 S 0078 $6464
2010 114 13 Provision for inceme tax on discontinued operations  (46) 2.866 445
2011 114 13 Prov?ia;w [l;eneﬁn f?r m;)me taxes on cumuiative o
. efect of agoountin 2ges _— e
liltile 3K i Income tax expensa (genefit?mnorted in
stockh ' B :
Citigroup 401(k) w;::;?f 2.53:23 rrrfiif:nfn 52 119 146
Under the Citigroup 401(k) plan, eligible emplovees receive matching Securities available for sale o i 234) 8
contributions of up to 3% of their compensation, subject to an annual Employee stock plans (807) {463) {474)
maximum of $1,500, invested in the Gitigroup common stock fund, The Cash flow hedges {408) 194 12701
pretax expense associated with this plan amounted to approximately §77 Pension liaoily adjustments (1,039 69 -
million in 2006, $70 millien in 2005, and $69 million in 2004. #ncome taxes hefore minority interest $6,332  $10460 36359

In connection with the announced changes to the US, qualitied pension
plan, the Company will increase its contributions to the Gitigroup 401 (k)
plan. Beginning in 2008, the eligible employees will receive a maiching
contribution of up to 6% of their compensation and a fixed contribution of
2% of their otal compensation.
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{17 orkides the etfect of securition teansaclions ces)ifitg i a provision of $627 millon 12006, $687
e i 2006 s 5291 millice m 2004
‘The recongiliation of the federal statutory incomie tax rate o the
Company’s eftective income tax rate applicable 1o income from continuing
operations (before minority interest and the cumulative effect of accounting
changes) for the vears ended December 31 was as follows:

2008 2005 2004
Federal statutory rate Bo% 3B0% 350%
State income taxes, net of federal benefit 18 16 14
Forgign income tax rate difterenhal 4.2) 33 a5
Audit settlements © (2.8) ©2) {1.31
Tax advantaged mvestments (18) ) {161
Other, net {0.5) (0.8 {0.61
Effective income tax rate 27.3% 308% 284%

2 For 2006, 1elales to the jesolution of the Federal ard des Yok Tax Audits,
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Deferred income taxes at December 31 related to the following;

i mithions of dofiars 2006 2005
Defesred tax assels

Cregiit loss deduction $ 2497 ¢ 2597

Deferred compensation and employee benefits 3,190 1,163
Restructuring and settiement reserves 2,410 3,194

Unremitted foreign eamings 3638 2635

Interest-related items 6804 839

State tax loss caryforwards — 16

Other deferred tax assets 2,111 1912

Gross deferred tax assets $14450 $12356

Valuation allowance —_ 16

Deferred tax assets after valuation allowance $14450  $12,340

Deferred tax labilities

investments $(1,738) ${1,204
Deferred policy acquisition costs and value of inswance in farce (718) {7003
L eases (2,195) 12.308)
Fixed assels {(1,201) 1,319)
Intangihles {1,600) {808}
Other deferred tax liabilities {2,314) {2,349
Gross deferred tax liabilities $(8,763) 58778
Net deferred tax asset $ 4687 3562

Foreign pre-tax eamnings approximated $11 8 hillion in 2006,
$10.6 billion in 2005, and $10.5 billion in 2004. As # 1'.3. corporation,
Gitigroup and its 5. subsidiaries are subject to 115, tasation currently on
all foreign pre-tax eamings eamed by a foreign branch. Pre-tax eamings of
a foreign subsidiary or affiliate are subject to 17.8. taxation when effectively
repatriated The Company provides income taxes on the undistrbuted
earnings of non-ti 3. subsidiaries except to the extent that such eamings are
indefinitely invested outside the Linited Staes. At Decernber 31, 2006.
$14.7 hillion of accumulated undistributed eamings of ron-U S. subsidiarics
were indefinitely invested. At the existing U8, federal income wax rae,
additional tases (netof US, foreign tax credits) of $4.4 billion would have to
be provided if such earnings were remitted currently. The current vear's
effect on the income tax expense from continuing operations is included in
the “Foreign income tax rate differential” tine in the reconciliation of the
tederal statutory rate to the Gompany's effective income tax rate on the
previous page.
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The Homeland Investment Act provision of the American Jobs Creation Act
of 2004 (2004 Tax Act”) provided companies with 2 ane-time 85%
reduction in the US. net tax liability on cash dividends paid by foreign
subsidiaries in 2005, to the extent that they exceed a haseline level of
dividends paid in prior years In 2005, the Conpany recognized a tax benefit
of $198 million in continuing operations, net of the impact of remitting
income earned in 2005 and prior years that would have been indefinitely
invested overseas.

tncore taves are not provided for on the Company's “savings bank hase
vear had debt reserves” that arose before 1988 hecause under cusrent 1S tax
rutles such taxes will become payable only to the extent such amounts are
distributed in excess of limits prescribed by federal law. At December 31,
2006, the amount of the base vear reserves totaled approximately
$358 million (subject to 4 tax of $125 million).

There was 2 $16 million decrease in the valuation allowance related to
deferred state tax assets in 2006, and as a result, thert i no valuation
allowance at December 31, 2006,

Management believes that the realization of the recognized net deferred
tax asset of $4.687 million is more likely than not based on existing
carrvback ability and expectations as to tuture taxable income in the
jurisdictions in which it operates. The Company, which has a history of
consistent carnings, has reported pre-tax financial statement income from
continuing operations of approximately $27 hillion on average, over the last
three years.
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1. EARNINGS PER SHARE

‘The following is a reconciliation of the income and share data used tn the basic and diluted earnings per share computations for the vears ended December 31

fin wiitlions, except per share amounts 2006 2005 2004
income from continuing operations before cumulative effect of accounting change $21249 $10806 $160%
Discontrued operations 289 4832 932
Cumulative effect of accounting change —_ (49) —_
Preferred dividends (64) {68) {68
Income available to commeon stockholders for basic EPS 21 A74 24521 16,978
Effect of dilutive secunties — - -
income available to common stockholders for diluted EPS $21474  $24521 16978
Weighted average common shares outstanding applicable to basic EPS 48873 5.067.6 5.107.2
Effect of dilutive securiies:

QOptions a2 336 44.3
Restricted and deferred slock ne 59.2 55.9
Adjusted weighted average common shares outstarding applicable to diluted EPS 4,986.1 51604 5207.4
Bagsic eamings per share

tncome from continuing operations before cumulative effect of accounting change $ 433 3§ 290 & 313
Discontinued operations 0.06 085 019
Dumulative effect of accounting change e {001 -
Net income $ 430 § 484 & 332
Dihdted earnings per share

Income from continuing operations betore cumulative sffect of accounting change $ 425 & 38 % 307
Discontinued operatons 0.06 [ER22) 019
Cumulative effect of accounting change — {01 e
Net income $ 431 5 475 5 326

During 2008, 2005 and 2004, weighted average options of 64,1 million,
$9.2 million, and 98.4 million shares, respectively, with weighted average
exercise prices of $49.98, $49 44, and §49.60 per share. respectively, were

12. FEDERAL FUNDS, SECURITIES BORROWED,
LOANED, AND SUBJECT TO REPURCHASE
AGREEMENTS

Federal funds sold and securities borrowed or purchased under agreements
to resell, at their respective carrying values, consisted of the following at
December 31

In miflions of dofiars at year end 2006 2005
Federal funds sold $ 3 8 30
Securities purchased

under agreements fo resel 120,603 119,377
Deposits paid for securities horrowed 162,181 08,057
Total $2B2B817 3217404

Federal funds purchased and securities loaned or sold under agreements to
repurchuse, at their respective carrving values, consisted of the following at
becember 31:

I rviligns of dofiars at year end 2008 2005
federal funds purchased $ 18316 S 98
Securities sold under

agreements lo repurchase 270542 198,730
Depasits recaiverd for securities loanerd 60,377 23 841
Total $349,235 5242392

The resale and repurchiase agroements represent collateralized financing
transactions used to penerate net interest income and facilitate trading
activity. These instruments are collateralized principally by govemment and
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excluded from the computation of dituted EPS because the options’ exercise
prices were greater than the average market price of the Company’'s common
stock.

government agency securities and generally hawe terms ranging from
overnight to up to avear. it is the Company's policy to take possession of the
underlying collateral, monitor its market value relative to the amounts due
under the agreements, and, when necessary, require prompt transter of
additional collateral or reduction in the balance in order to maintain
eontractual margin protection. In the event of counterparty default, the
financing agreement provides the Company with the right to liquidate the
ontlateral held. Resule agreements and repurchase dgreements are reported
net by counterparty, when applicable, pursuznt to FASB interpretation

No, 41, “Oftfsetting of Amounts Related to Certain Repurchase and Reverse
Repurchase Agreements” (FIN 41). Excluding the impact of FIN 41, resale
agreernents totaled $165.7 bilhon and $230.8 hillion at December 31, 2006
and 2005, respectively.

Deposits paid for securities barrowed and deposits received for securities
loaned are recorded at the amount of cash advanced or received and are
collateralized principatly by government and government agency securities,
oorporate debt and equity securities. Securities horrowed transactions require
the Company to deposit cash with the fender. With respect to securities
Toaned, the Company receives cash eollateral in an amount generally in
excess of the market value of securities loaned. The Company monitors the
market value of securities borrowed and securities loaned daily, and
additional collateral is obtained g5 necessary, Securities berrowed and
securities oaned are reported net by counterparty, when applicable. pursuant
10 FASR Interpretation No. 39, Offselling of Amounts Related to Certain
Comlracts " (FIN 39,
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13. BROKERAGE RECEIVABLES AND BROKERAGE
PAYABLES

The Company has receivables and payables for financial instruments
purchased from and sold to brokers and dealers and custuners. The
Company s exposed to risk of loss from the inability of brokers and dealers
or customess to pay for purchases or to deliver the financial instruments
sold, in which case the Company would huve to sell or purchuse the tinancial
instruments at prevailing market prices. Credit risk is reduced to the extent
thatt an exchange or dearing organization acts as a counterparty to the
transaction.

The Company secks to prowect itself froni the risks associated with
customer aetivities by requiring customers to maintain margin collateral in
compliance with regulatory and internal guidelines. Margin levels are
monitored daily, and custorers deposit additional collateral as required
Where customess cinnot miet collateral requirements, the Company will
Tiquidato sufficient underlying financial instruments to hring the custoner
into compliance with the reguired margin level

Exposure to credit risk is impacted by market volatility, which may mpair
the ability of clients to satisfy their obligations to the Company. Gredit limits
are established and elosely monitored for customers and brokers and dealers
engaged in forwards and futures and other transactions deerned to be credit
sensilive

Brokerage receivables and brokerage payables, which anise in the normal
course of business, consisted of the following at December 31:

in millions of doltars 2006 2005
Receivables from customers $27A08 329304
Recemables from brokers, dealers, and clearing organizations 17,037 13,423
Total brokerage receivables $44 446 542823
Payables o customers $48,188 346184
Fayables to brokers, dealers. and clearing oiganizations 38,934 24,810
Total brokerage payahles $85.118  $70.994
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14. TRADING ACCOUNT ASSETS AND LIABILITIES

Trading account assets and labilities. at fair value, consisted of the following
at December 31:

I millions of doflars 2006 2005
Trading account assets

U.S. Treasury and federal agency securities $ 44661 5 BTN
State and municipal securibes 17,358 17 856
Foreign government securities 33,067 21,266
Corporate and other dedt securities 93,891 60,137
[lerivatives i 49,541 47 414
Equy securities 92,518 64 553
Morigage loans and collateralized mortgage securities 37,104 27852
Other 25,7% 17971
Total trading account assets $393.825  $205 820
Trading account liabliities

Securities soid, not yet purchased $ 1,083 3 59780
Derivatives 74,804 51328
Total trading account liabilities $145887 3121108

b Prgstang o snaston et dgaeetents

in determining te fair value of our trading portfolio, managenent also
reviews the Jength of time trading positions have heen held to identify aged
inventory. During 2006, the monthly average aged trading inventory
designated as available-for-immediate-sale was approximately $12.8 billion
compared with $8.8 hillion in 2005, Tnventory positions that are heth aged
and whose vatues are unveritied amounted 1o $1.1 hillion conpared to $1 0
hillion at December 31, 2006 and 2005, respectively. The fair value of aged-
inventory is actively monitored and, when appropriate, is discounted to
reflect the implied itiquidity for positions that have been
available-for-immediate-sale for longer than 90 days. At December 31, 2006
and 2005, such vatuation adjustments amounted to $129 million and 396
miltion, respectively
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15. INVESTMENTS

in mitions of dofiars 2006 2005
Fixed income securities, substantially alf availabie-for-sale at fair value $254,107 3163177
Feylity secunties 19,447 17212
Short-term and other 37 208
Yotal $273.591  $180.597
The amortized cost and Fair value of investrents in fixed income and equity securities at Pecember 31, 2006 and December 31, 2005 were as follows:
2006 2005
Gross Gross s (08
Amortized uarealzed unrealized fmotized  uniaalized wrizer]

{n mitfons of dollars cost galns josses Fait value st galis fusses bl vt
Fixed income securities held to maturity ¢ $ 1 $ — 8§ — 8 18 2 3 — 5 — § 2
Fixed income securities available-for-saie
Mortgage-backed securifies. principally obligations of U5 Federal

agencies 82,443 262 202 82,413 13157 42 262 12 937
U8 Treasury and Federdl agencies 248712 12 353 24 531 28.448 18 432 28034
State and municipal 15,152 512 10 15,854 13,080 512 21 13,081
Foreign government 73,943 567 721 73,783 67,823 439 388 67 874
1.5 corporate M 381 237 32,455 25,050 312 07 75055
Other debt securiies 5,071 262 63 25,270 15,665 74 45 15 694
Total fixed income securities available-for-sale $253,793 $1,998 $1682 $254107 3163235 81397 $1.455 3163177
Equity securities ¥ $ 17,121 $2,848 $ 522 $ 19447 5 14302 2987 $ 167 $ 17212

o4 Reconded ab anveloed vist
@1 Inciuges fixed bcome seruities. heid to mahpty

U Inetuedes aom-trigrketabhe ey secuifies catried

Teradnized in sarsings, vete § 1619 bilion anet $763 million as «of lenembet 51, 2006, asnectialy, A w165 hillionr and $ 145 milion as of Dacembey 1, PO

At December 31, 2006, the cost of approximately 3,000 investments in
equity and fixed income securities excoeded their fair value by $1.941 billion.
Of the $1.941 billion. the gross unrealized loss on equity securities was $259
million. Of the remzinder, $434 mithon represents fixed income investments
that have been in 4 gross unrealized loss position for less than a vear, and of
these 97% are rated investment grade, $1.248 million represents fixed
inconie investinents that have heen in a gross unrealized loss position for 4
vear or more, and of these 96% are rated investment grade

Management has determined thit the unreatized losses on the Company’s
investments in equity and fixed income securities at December 31, 2006 are
terporary in nature, The Company conducts periodic reviews to identify and
evaluate investmients that have indications of possible impairment. An
investiient in a debt or equity securily i impaired if its fair value falls Delow
its cust and the declin is considered other-than-temporary. Faclors
considered in determining whether a loss is emporary include the length of
time and extent to which fair value has heen helow cost, the financial
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ab i vl o) 1S, 4ne Billon ang 511175 Bilion at Decsmber 37, 20068 ate 2006, tespentiviy, The (dated goes unmiealized guins wi Joeses, wfiicds wite

th, yverspertivaly

condition and near-tern prospects of the issuer; and the Conypany’s ability
and intent to hold the investment for a period of time sufficient to allow for
any anticipated recovery The Gompany’s review for impairment generally
entals:

« [dentitication and evatuation of investments that have indications ot
possible impairment;

Analysis of individual nvestments that have fair values significantly fess
than amortized cost, including consideration of the length of time the
investment has been in an unrealized loss position;

Discussion of evidential mater, including an evaluation of factors or
triggers that could cause individual investments to qualify as having,
other-than-temporary impairment and those that would not support
other-than-lemporary inpairment; and

Documentation of the results of these analyses. as required under
business policies.
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The table below shows the fair value of investments in fised income and equity securities that are available-for-sale and that have been in an unrealized loss
position for less than 12 months or for 12 months or longer as of Diecember 31, 2006 and 2005:

Less Bian 12 months 12 months of fonger Total

Gross Gross Gross

B Fair unrealized Falr unrealized Falr  unrealized

in mithons of gollars at yeal end valus fosses value losses value iosses

2006:
Fixed income securities available-for-sale
Mortgage-backed securities, principslly abligations of U.S. federal agencies

$26,817 $53 S$4 M2 $ 239 830989 § 202

1.8 Treasury and federal agences 14,755 4 4562 n 19,317 33
State and municipal 1500 10 42 o 1,542 10
Foreign government 29,385 288 6,888 439 36,273 27
U.S. corporate 1,208 9 1,946 228 3,154 237
(ther debt securites 4,388 32 1,024 31 5413 63
Total fixed ncome securities available-tor-sale $78 054 $434 §18634 $1248 $96688  §1682

Equity secutities

$ 830 $257 $ & $ 2 §$ 857 $ 289

2005:
Fixed income securities available-for-sale

Morigage-backed securities principally abligatians of S federal agencies § 7242 g 60§ 1437 % 193§ 8679 S 267
1.8 Treasury and federal agencies 20697 71 4356 361 25,063 432
State and municipal 2206 21 12 — 2217 21
Forergn government 20,124 186 12074 202 32198 388
US corporate 1,542 32 903 275 2,445 307
Other debt securities 3278 6 1.281 19 4557 45
Total fixed income securities available-for-sale 355,086 3406 520063 31080 §75.140 31456

Equity securities

$ 229 $1%6 0§ M 5 5 0§ 263 & 2

(11 Pesisssifbed fre cofinm b amsend period s presentafion,

The following table presents the amortized cost, fair value, and average
vield on amortized cost of tixed income securities by contractua maturity

dates as of December 31, 2006:

Amortized
fir nthons of dollars Cost fFair Value Yield
U.S. Treasury and federal agencies
Due within 1 year $ 8091 5 8931 430%
After 1 but within & years 24885 9685 442
After & but within 10 years 5,201 5218 544
Alter 10 years 71,772 71602 598
Total $ 05040 5965528  DG3I%
State and municipal
Dug withun 1 year 5 a2 3 77 6.10%
After 1 outwithin 5 years 161 189 558
After 5 but withun 10 years 358 96 626
After 10 years < 13,951 14412 480
Total § 15152  § 15654  491%
All other @
Due within 1 yeat $ 34800 B 36070 486%
Aftel 1 but wathun 5 years 50478 40,858 682
Ater & but within 10 years 13,233 128965 568
After 10 years ' 44,181 44044 H.21
Total 3142692 5142827  538%
Total fixed Income securities 8253793  $254.107  545%

o1 foeddes o gage backed seaiitles of U5 federd Ao

G Ivestvrots ot oo statad matunifies ate i et as conb el virattwitios of greatar than 10 yeurs
Bt tatulties may dilter dus o call o papayment ghte,

T e fosigt gevernl, U8, ooperats, assl Ltk secumibes isstisd by V.S, Gnponalions a6
ther et seuitios. Yields roflect e inpont of Tocal infaros! satos pu ing in counlrien eutddde e U5,
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The following table peesents interest and dividends on investments:

i mitkons of doflars 20086 2005 2004
Taxable nterest $ 9155 366 S5710
interest exempt from US. federal inconse tax 860 500 412
Dnvidands 584 202 81
Total interest and dividends $10399 37338 86203

£y Feclassifiod 1 antorm G e Girent ped s presentatan.

The following table represents realized gains and losses from sales of
investrents:

I miffions of dollars 2006 2005 2004
Gross realized investment gains $2,119 32275 51408
Gross realized investiment losses (328} 313 1623
Net realized gains $1,761 51952 & AR33
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16. LOANS

impaired loans are those on which Gitigroup believes it is prohable that it
will not collect alt amounts due according to the contractual terms of the

in milkions of dofiars at year end 2006 2005 o

o lozan, This excludes smialler-balance homogeneous foans that are evaluated

n S?':;;;es oollectively for impairment, and are carried on a cash basis. Valuation
Mortgage and real estate szsom  siopiog  Allowancesfor these loans are estimated considering all available evidence
instaliment, revolving crecit, and other 131300 127,780 including as appropriate, the present value of the expected future cash flows
Lease financing 4743 5005  discounted at the loan's contractual effective rate. the secondary market

$362,086 5324097 value of the loan and the fair value of collateral less disposal costs.

h mﬁfgﬂg‘gﬂﬁ fg;lg;te . § 44457 S 30619 ‘The following table presents information about impaired loans:
lnstaliment, revolving credit, and other 105,393 89,5063 in milkons of dollars at vear end 2006 2005 2004
Lease financirg 960 866 impaired corporate loans $458 5 925 S1854

$150,810  $130,044 Other impaired loans 360 327 934
$512,808  S455,036 Total impaired loans - $818 31252 82788

Net ungarned income = 2% @416)  [mpaired loans with valuation aliowances $479 5 919 51847

Consumer loans, net of uneamed income §512021 $454620  Totalvaluation dlawances ™ 12 238 431

Corporate During the year

1 US. offices fverage balance of impaired foans $767  $1432 82215
Commercal and industrial - $ 27437 S 22,081 Interest income recognized on impaired loans $63 § 09 & 175
Lease fnancing ) 210 1952 o Primully commercial market s ranagod by tho Consumer bugiiess.

Mortgage and real estate 168 29 21 Exciuties toans piaetased tor Invasimont fuposes.
$ 29,706 S 24062 23 Inckadad in e albrwarion e i bosses
\ .

) offices outside the US. I addition, included in the loan table we purchased distressed loans,
Commercial and industrial $105872 S 80,116 which are loans that have evidenced credit deterioration subsequent to
’L"D";s%at%‘i;g:é?j‘iﬁj:::ims 23';;: 12‘322 origination but prior to acquisition by Citigroup. In conforming to the
Lease financi - N 2024 2089 requirements of Statement of Position No. 03-3, “Accounting for Centatin

* N "\ J IvYs n i RIS 9 E N
Governments and official Institutions 1,857 agy  Loans or Debt Securities Acquired in  Transfer” (SOP 03-3), hich became
s18g14  siosys  dfectivein 2005, these purchased foans were reclassified trom other assets to
si0p20  Si2023 S o y
Het unearmed income (349) (354} in acoordance with SOP 03-3, the difference between the total expected
Corporate loans, net of un income $188271 5128883 cash flows for these loans and the initiad recorded investments must be

(11 Loeans secged primariy by real estate
o Rectassifierd bo contem to eliend year's preseriatun
G wdues Bans not o ise separalely categised

Included in the previous loan table are lending products whese terms
may give rise to additional credit issues. Credit cards with below-rparket
introductory interest rates, multple loans supported by the same collateral
(e ., home equity loans}, or interest-only loans are exaniples of such
products Howeser. these products are not material to Citigroup's financial
position and are closely managed via credit controls that mutigate their
additional inherent risk.

recognized in income over the life of the loans using a level vield.
Accondingly, these loans have heen excluded from the inpaired lian
informiation presented above, In addition, per the Statement of Position,
subsequent decreases 1o the expected cash flows for a purch ased distressed
Jon require 2 build of an allowance so the loan retains its level vield.
However, increases in the expected cash flows are first recognized as a
reduction of any previoushy established allowance and then recognized as
income prospectively over the remaining life of the loan by increasing the
loan's level vield. Whete the expected cash flow cannot be estimated, the
purchased distressed loan is accounted for under the cost recovery method.
The carrying amount of the purchased distressed loan portfolio at
Pacernber 31, 2006 was $949 million net of an allowange of $59 mullion.
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‘The changes in the accretable vield, related allowance and carrving amount net of accretable yield for 2006 are as follows

Carrying
] Accretable amount of foan
fn mitlions of dollars yietd receivable Alowance
Beginning balance $ 100 $1,084 $34
Purchases 48 403
Disposats/payments received @n {871)
Aceeetion (131 131
Builds {reductions} to the allowance — 8) 25
Ircrease to expected cash flow 72 -
Balance, December 31, 2006 @ $ N $ 949 $52

represent e fair value of these foans al thelt acaasition dade The telated totdl epected cash foses for the tevel-yield Juares was $208 mdlfon at ek acquisifiors date. The bakance repatled In the “Accretable
uran includes e effects from an inarsase in the axgected cash flows of $72 millioe.

(2t Thr brabancs repcstsdt in the colurmn "Can g ameunt of loan receivalite” ponsists of 557 milon o Jeans sootunted under i level yisd method and 5392 miflon scomnted ke unda the cost oy Teathod

17. ALLOWANCE FOR CREDIT LOSSES

In mifkions of dobars 2008 2005 2004
Allowance for loan lesses

at heginning of year $9782 $11269 312643
Additions

Consumer provision for credit osses 6,636 8,224 7,205

Corporate provision for credil losses 102 {295 Q72
Total provision for credit losses $673 S7920 $6233
Deductions

Consumer credt losses $ 9227 310586 310241

Consumer credit recoveries {1,965) {1,903} (1,770}
Net consumoer loan losses $ 7282 S 8683 38471

Corporate credit losses $ 314 § 375§ 632

Corporate credit recoveries: (232) {652} 02
Net corporate credit losses {recoveries) $ 8 & 277 % 1
Other, net™ $ @23) SO0 $ 9%
Allowance for loan losses atendof year  $ 8940 3 9782  $11269
Allowance for credit losses on unfunded eading

commitments at beginning of year $ 80 & 600 § 80
Provision for unfunded lending commitments ¢ 0 5 2L &
Allowance for credit losses on unfunded

lending commitments atendofyear® $ 1100 3§ 830 3 OO0
Total allowance for credit losses $10,040 10632  $11.868

15 Coltockions am cradit defaulf swaps are inciuded in Principal Fransactions o the Coneolidated

Slatement of ncome,

@

Y06 pritasily inchudos roderdions fo Wi kaan hess roserve od $424 il seited B soagiizations

and poithdio sales and {he scithor of $54 mdioroedated o the acquisition of e Credicard panttollo

2005 i
arwd poitholi

incdades: tehcfions To o foan less rosenve of BG4 mlion eetated 1o Sonoeilications
s, @ sidichon of 81 40 naior cedated lo parchase acoonting sdustments o e

Koram acouisition, and a todaetions of $90 million froem e sale of GitiCapital’s wtansponation pordelio
2004 primaity Includes the addifion of $7 1T it of Joan Joss reserves selatind 1o the acqusition of
Keordu Bank and the xidton of $143 giflon of foan toss reserves refatad to the acquisition of Whi

[

Popr esants additional credil foss 1asaves o untarded soeponate fending commitments andletid s of
cy et vocorded within Ofhar Liabliilios < fhe Guisridated Bakanee Shoet

137
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18. GOODWILL AND INTANGIBLE ASSETS

Goodwill
The changes in goodwill during 2006 and 2005 were as follows:

i milkions of doflars Goodwill
Balance at December 31, 2004 $31,992
Legg Mason acquisition e
FAB acquisition 612
ABN AMRO Custody acquisition 62
UNISEN acquisition 57
Purchase acoounting adjustments—KorAm acquisition {110)
Disposition of Life Insusance and Annuities {291)
Disposition of CitiCapital Transporlation Fnance 119
Forsign exchange transiation and other 21
Balance at December 31, 2008 $33.130
Purehase accounting adjustment—Legg Mason acquisition $ 2
Purchase accounting adjustment-— FAB acaussition 18
Consolidation of Credicard business 223
Purchase accounting adjustment— UNISEN acqusition (8)
Sale of New York branches @3)
Foreign exchange transiation and other 50
Balance at December 31, 2006 $33.415
The changes in goodwill by segment during 2006 and 2005 were as follows:
Corporate
and Global
Giobal Investment Wesith  Corporate/
fn millions of doliars GConsumer Banking Management Other Total
Balance at December 31, 2004 §256,299 36817 $ 495 381 331,992
Goodwill acquired during 2005 612 119 ne - 1.447
Goodwil! disposed during 2005 119 e — {291 W0
Other - 272 1 82) (90) 101
Balance at December 31, 2005 526 064 35,937 51129 $ — 333130
Goodwill acquired during 2008 $ 270 g 4 8 § 274
Goodwall disposed during 2006 By — — — Bt
Other {143 224 {9) — 7
Balance at December 31, 2006 $26,130 $6,165 $1,120 $ — $33415
4 Reckassfied to cordonms b the corerd peskel's presarstalun,
@i Ofiwn changes 1y goodsall prirnanly tellects et enhignge efteils o non-dolfr -dercninalest gkl as will 48 porchase scuintiog afusines,
During 2006 and 2005 no goodwill was written off due to impairment.
Intangible Assets
The components of intangible assets were as follows:
December 31, 2006 December 31, 2005
Bross Net Gross Net
carrying Accumulated carrying carying Accumitated carrying
i swttions of doflass amount amortization amount amount amortization ameunt
Purchased cradit card relationships $ 8,39 $3512 $48M™ S 754 §2829 5 4612
Mortgage servicing rights N/A NA N/A 8.808 4,469 4,339
Core deposit intangitles 1223 489 734 1.248 424 824
(ther customer refatienships 1,044 655 389 1.065 796 469
Present value of future profits 428 247 181 429 229 200
Other i 4,445 805 3,640 4,455 647 3,808
Total amortizing intangible assets $15,531 $5708 § 9823 23546 $9.294 $14.252
Indefinite Hved intangible assets 639 497
Intangible assets carvied at falr value $ 5439 — $5A439 N/A N/A N/A
Total intangible assets $20,970 $5,708  $15901  S23 546 39204  §14.748

(1 In corition ath e adoptin of SEAS 156 oft.January 1, 2006, e Company cloctod ke Subsoguently seeolnt b MSPS ul fail valio vt the totatod chngas roported in ssogs duritg the respectas patud.

Avcondingy, B Comisy 0 Jongae amiorizes sevicing assets oval the petid of astinabed nal sesdng watne, P 1 the adopt

| ehated valumtion allowanese
124 Inchudes confract telated intangiide assels.
i Nk Agplicable,

o of SFAS 156, accumoiated amohzation of madiege sevdoing rghts ncltded B
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The intangible assets recorded during 2006 and their respective amortization periods are as follows:

Weighted-average

amortization

i mithons of doflars 2006 period in yeors
Purchased credit card relationships $756 ]
Uther intangibles 9 7
Indefinite-fved intangibles 141 N/A

Tolal intangible assets recorded during the period $996

(1) There vas no sigesficant residual value sstimated for the intangible assets becorded during 2006

Intangible assets amuortization expense was $1,024 miltion, $1.842 million and £1.482 million for 2006, 2005 and 2004, respectively. Intangible assets
amortization expense is estimated to he £1.006 million in 2007, $980 million in 2008, $935 miflien in 2009, $896 million in 2010, and $634 million in 2011,

The changes in intangible assets during 2005 and 2006 were as follows:

Intangible assets
In milbons of doffars {net carrying amount)
Balance at December 31, 2004 $15.2n
Federated receivables acquisition-—purchased credit card relationships 535
Legg Mason actuisition—customer refationship infangibies 380
FAR acquisition—core depesit intangibles 56
Servicing rights on Student Lean securitizations 78
UNISEN acquisition-—customer selationship intangibles 38
Changes i captalized MSRs 1,048
Disposition of Life Insurance and Annuities (88)
Dispesttion of Asset Management {778)
Foreign exchange translation and other 48
Amortization expense {1,842)
Balanice at December 31, 2005 $14,749
Federated receivables aoquisition-——purchased eradit card relationshps 473
Cansolidation of CrediCard business—purchased credit card refationships 03
Consolidation of Brandco . ewner of CrediCarg brand name—indefinite-ived intangibles 130
Senvicing rights on Student Loan securitization 09
Acguisitior of LK Shet Credit Card portfuliv—purchased credit card refationships 22
Artplisition of Pxxon Mabi partfolio—-purchased credit card refabionships 168
Fureign exchange transtation and olte Nn
Amortization expense {1,024)
Changes in capilalized MSRs - 1,100
Balance at December 31, 2006 $15,901
(b SewHate 22 1y e Corsolicated Finarvid Stdenwrds on page 143 for a surmsaization of the changes in capilalized M3,
19. DEBT Borrowings under bank lines of credit may be at interest rates based on

LIBOR, €D rates, the prime rate, or bids submitted by the banks. Citigroup

Short-Term Borrowings ' _
payvs commitment fees for 118 lines of credit.

Short-term horrowings consist of commercial paper and other borrowings

with weighted average interest rates as follows: Some of Citigroup's nonbank subsidiaries have credit facilities with
2008 opgs  ClUgroup’s subsidiary depository institutions, including Citibank, NA,
Wolghted wagiod  Borrowings under these facilities must be secured in accordance with

in miiflions of dofars at year sod Balance Average Palaie Nisiage Section 234 of the Federal Resenve Act.
Commeycial paper
Citigroup Funding inc. $ 41,767 5.31%  §32581 4.34%
Other Citigroup Subsidianes 1,928 455% 1578 3.50%

$ 43605 $34 159
Other borrowings $ 57,138 4AT% 832771 3.85%
Total $100,833 366,930

139
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Long-Term Debt

Weighted Balances
average —————————
fn smitions of dofiars & year ead coupba Maturities 2006 2005
Gitigroup Parent Company
Serior notes © 498% 2007-2035 $ 91491 S 74420
Subordinated notes 556  2007-2036 24,084 19,712
Junior subordinated notes
1alating to trust preferred
securities 678  2027-2066 9,775 6,459
Other Citigroup
Subsidiaries
Senior notes © 536  2007-2087 111,309 68,563
Subordinated notes 480  2007-2023 3,843 2576
Secured debt 757 2007-2044 425 583
Citigroup Giobal Markets
Holdings Inc. %
Senint notes 274 2007-2087 28,602 38,684
Suberdinated notes 481 2010-2037 "7 230
Chtigroup Funding e, #
Senior notes 460  2007-2051 18,847 5063
Total $288494  $217,499
Senior notes $250,249  $187.839
Subordinated notes 28,044 22,618
Jurior subordinated notes
relating to hrust preferred
securities 9,775 6,459
Other 426 583
Total $288404 5217499

(1 lnwcfues $206 millioe of notes matlnrg i A9,

7y Al Deventtar 31, 2008 an 20085, colfateralzod advances i e Fadiet Home Lo Baik ate

$21.5 bifhon s $40.9 bilfon, respectively,

reduus Tangutid Genh Eobvaniot Termt Securifiug (1ARGE TS selfh carndng vales of 5244 wmilfion

Jused by TARGE TS Trusts XX fwough Y009 and $376 miffces issued by TARGLTS Trusts Xl theugh

WY 1t Thstnbes 39, 20686 aned 2005 osponthenly slintively. B "GGMEE Trssts™ COMHE oo

o e voling securities of The CGRH Tausts. Thi CUMH THusts s no sssais. aperalions, rvenues

o scash Horess ofhes San Thase tetalod b e jssance, adminisl aten, and repayiment of the TARGETS

and the CUMHE Teasts’ commen secuies, The GG Trusts’ abligations under the TARGETS e

Tty and Liseentionaly quaanteed by CONEE i GURMHEs quaranlee ubligations ae Ty and

ynernditinnalry guaramtoed by Gligrosp.

) Ivhides Bagaten ot Enhanved Term Securiies (O TARGETS) vt caying vahees oo S miflion
ared 558 million iesued by TARGETS Trusts X0 and JO al December 31, 2006 and 205,
Lespctively (the “CE Trusds™). GFF ovens o of the willng secuiies of the TE Tsts. e CF Husts

cpnrations, ovanues o sush foses otbor T theser et i s,

s, and iepaymen] of the G TARCEFS and fhw CF Trosts common secdities Tho OFt

Trersts? obbiopione tasdor thee CFETARGETS are Rty and nmeniffornstly quacitond by CF and (Fs

querantes obligations @ tully and unceodifionally guaiantoad by Citigraup

Jeelses Principal Probectiad st Secoritias Sabely First fust Sacurtiest witts 3 eiying valos of

78 milltion tsswe by Satety First Trust Series 2006- 1 dhe "2006- 1 Trust "t on Novesnbee 29, 2006,

CiHwns al of he onting secusities of the 2006- 1 fiust The 2005 1 Tiust has 1 assets, e alions.

Vavernaes o eash lowes vther fhan thase related 1o the issuwvs, adminish ation, and repaymeont of ¥

Safety Flve! Trust Securities and the 20061 Tiust's common secuiities. The 2006-1 Trust's

Dbliggatinns entder e Saty Hrst Trust Sacuy itiee are tully and Loordticostty gearantond by D) age)

s guarantae ollgations e ully snd uncoditionally guas anteed by Citigrap

[

5

GOMUT has a syndicated five-vear committed uncollateralized revolving
fine of credit facility with unaffiliated banks totaling $3.0 billion, which
matures in 2011, GGMHL also has three-vear bilateral facilities totaling 3575
miiltion with unaffiliared hanks with borrowings maturing en various dates
in 2009, At December 31, 2006, $1.0 billion of the syadicated five-vear
committed Facility was drawn.

COMHT also has oommitied long-term financing Facilities with
unaffiliated banks. At Decernber 31, 2006, CGMHT had deawn down the full
§1.78 billion available under these facilities, of which $1.08 million is
guaranteed by Citigroup. A bank can terminate these facilities by giving
COMHY prior notice (generally one year). CGMHI also has substantial
borrowing arrangements consisting of Eacilities that CGMAI has heen advised
are available, but where no contractual lending obligation exists, These
arrangements are reviewed an an ongoing basts to ensure flexibility in
meeting COMHIS short-termy requinements,

The Cormpany issues both tixed and variable rate debt in arange of
currencies. It uses derivative contracts, primarily interest rafe swaps, o
elfectively convert a portion of its fixed rate debt to variable rate debt and
variable rate debt o fixed rate debt. The maturnity structure of the derivatives
generally coresponds to the maturity structure of the debt being hedged (n
addition, the Company uses uther derivative contracts o manage the foregn
exchange impact of certain debt issuances. At Decernber 31, 2006, the
Company's overall weighted average interest rate for long-term debt was
5.00% on a contractual hasis and 4.79% including the effects of derivative
CONTacts.

Aggregate annual maturities of long-term debt obligations (hased on final maturity dates) including trust preferred securities are s follows:

in mitions of dolfars 2007 2008 2009 2010 2011 Thereafler
Citigroup Parent Campany $ 0828 $12344  $13422 312,246 513344 364168
Other Citigroup Subsiciaries 22,018 26,067 34012 6,037 15050 12,397

Citigroup Globat Markets Holdings Inc
Citigroup Funding Inc.

4855 4633 4,527 4,896 1.640 8,169
1.821 6,168 4,207 1385 1628 3638

Total

$38519 $40212 $56168  $24563  $31662  $88370
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Long-term debt at December 31, 2006 and December 31, 2005 includes
$9.775 millien and $6,459 million, respectively, of junior subordinated debt.
The Contpany formied statutory business trusts under the kaws of the state of
Detaware, which exist for the exclusive purposes of €i) issuing Trust
Securities representing undivided beneficial interests in the assets of the
Trust: {ii) investing the gross proceeds of the Trust securities in junior
subordinated deferrable interest debentures (subordinated debentures) of its
parent, and (iii} engaging in only those activities necessary or incidental
thereto. Upon approval from the Federal Reserve, Citigroup has the right to
redeem these securities.

Citigroup has contractually agreed not to redeem or repu rehase (i} the
6.50% Enhanced Trust Preferned Securities of Citigroup Gapital Xt before
September 15, 2056 and (ii) the 6.45% Enhanced Trust Preferved Securities
of Citigroup Capitad XVT before December 31, 2046 unless certain conditions,

described in Exhibit 403 to Citigroup's Current Report on Form 8- filed
on September 18, 2006 and in Exhibit 402 to Citigroup’s Current Report
on Form 8K fited on November 28, 2006, respectively, are met. These
agreements are for the benefit of the holders of Citigroup’s £.00% Junior
Subordinated Deferrable Interest Debentures due 2034,

For Regulatory Capital purposes, these Trust Securities remain a
component of Tier | Capital. See “Capital Resources and Liguidity™ on
page 86.

Citigroup owns all of the voting securitics of these subsidiary trusts. These
subsidiary trusts have o assels, operations, fevenues or cash flows other
than those related to the issuance, administration, and repayment of the
subsidiary trusts and the subsidiary trusts” commion securities. These
subsidiary trusts’ obligations are fully and unconditionally guaranteed by
Citigroup

The following table summarizes the financial structure of each of the Company's subsidiary trusts at December 31, 2006.

Junior subordinated debentures owned by trust

Common

Trust Securities shares Redeemsbie

with distributions issuance Securities Liquidation Coupon issued by issuer

guaranteed by Gitigroup: date Issued value rate toparent  Amount: Maturity beginning

I miflions of dollars, except share amounts

Citcorp Capital 1+ Dec 1996 300,000 $ 300 7.933% an00 3 308 Feb 15 2027 Feb 15 2007

Cibcorp Capital it = Jan. 1997 450000 450 8.015% 13.500 464 Feb 15,2027  Feb 152007

Citigroup Capital & Dec 1996 400000 400 7.750% 12372 412 Dec 1. 2036 ec. 1. 2006

Citigroup Capital 1t Dec. 1026 200,000 200 7.625% 5,186 206 Dec 1,2036¢  Not redeemable

Citigroup Capital Y4 Juty 2001 46,000,000 1150 7.125% 1,422 681 1186 July 31, 2031 July 312006

Citgroup Capital VI Sept. 20011 56 000.000 1400 6950%  1,731.959 1443 Sept 15,2031 Sept. 17. 2006

Citigroup Capital X Feb 2003 44.000,000 1.100 6.000% 1,360,825 1134 Feb 14,2033  Feb 13 2008

Cingroup Capital X Sept 2003 20.000.000 500 6.100% 618,557 515 Sept 30,2033 Sept. 30,2008

Citigroup Capital X! Sept 2004 24.000.000 600 6.000% 742 269 619  Sept 27 2034  Sept. 27. 2009

Citigroup Caprtal XV June 2006 22,600,000 555 6.875% 40,000 565 June 30,2066 June 30, 2011

Citigroup Capital X¥ Sept 2006 47400000 1,185 6.500% 40,300 1,186 Sept 15,2066  Sept. 15. 2011

Citigroup Capital XV Nov 2006 64000000 1.600 6.450% 20,000 1801 Dec. 31,2086 Dec 31 2011
3mo. LB

Adam Statutory Trust 1€ Dec. 2001 23.000 23 +360bp 712 24 Dec. 18,2027 Dec 182006
Gmo. LB

Adam Capstal Trust ¥ ¢ Apr 2002 22 000 22 +370 bp 681 23 Apr 22.2032 A 22,2007
3mo. LB

Adam Statutory Trusth -~ Mar 2002 25000 25 +3600bp 774 26 Mar, 26,2032 Mar 26,2007
3Imo UB

Adam Capital Trust # -+ e 2002 17,500 18 +335p 542 18 Jan 07,2033 Jan, 72008
3mo UB

Adam Statutory Trust i = Dec. 2002 25000 25 +325bp 774 26 Dec 26,2032 Dec 26, 2007
3mo UB

Adam Statutory Trust iV Sept 2003 40,000 40 +290p 1238 41 Sept 17,2033 Sept 17,2008
3Ime UB

Adam Statutory Trust ¥ = Mar 2004 35,000 25 +279bp 1083 38 Mar, 17,2034 Mar 17 2009

Total obligated $9,638 $9,835

(1) Represents the prixesds receivad flum the Trust at the dates oF isauaeye,
(2} Assumd by Uligriou vla Citieoep's mergel vdth aned Iy Citigroup on August 1, 2005,
i A by Difigonp Uupne completing of Fiest Amask Rank avg

In each case, the coupon rate on the debentures is the same 48 that on
the trust securitics. Distributions on the trust securities and interest on the
debentures are payable quarterly. except for Citigroup Capital 11 and 111 and
Citicorp Capital 1 and 11, on which distributions are pavable senvannually.

During 2006, Citigroup issued $1.600 billion, $1 185 biltion, and $363
miltion related to the Enhanced Trust Preferred Securities of Citigroup
Capital XV1, XV, and XIV, respectisely. On December 8, 2006, Gitigroup
redeemed for cash all of the $25 million Yrust Preferred Securitics of Adam

ithon which ciosed on darch 31 20040

141

Capital Trust 1. 2t the redemption price of $1,000 per prefernd security pls
any acerued distribution up to but excluding the date of redemption.

On February 15, 2007, Gitigroup redeemed for cash all of the $300
million Trust Preferred Securities of Citicorp Capital 1, $450 million of
Citicorp Capital 11, and $400 million of Citigroup Capital 11, at the
rederaption price of $1,000 per preferred security plus any ¢ crued
distribution up to but excluding the date of redemption.
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20. PREFERRED STOCK AND STOCKHOLDERS' EQUITY

Perpetual Preferred Stock
The following, table sets forth the Company’s perpetual preferred stock outstanding at December 31

Carrying Value
(i mifions of dollars)
Redesrmable in whole ﬁemﬁm

or in part on or ] Number of
Rate T oarem  shares 2006 2005
Series F ¥ 6.365% June 16,2007 $260 1600000 0§ 400 § 400
Senes G0 5.213% July 11, 2007 $250 800000 200 200
Serigg H 6.931% September 8, 2007 $250 800,000 200 200
Series M 5.864% October 8, 2007 $250 800.000 200 200
Series V¢ Fixed/Adjustable Fetruary 15, 2006 $500 250,000 —_ 125
$1,000 51126

1) Linder vabous ehatimstanios, e Comgsany siay tedaen cortain surbas of proten wd ok 4t s oihe e dustibad abows.

21 Liquiskation prelerence pes shar enuals tedemption piice pes dhare.
(3 Issund a5 dopositary S

achh fopresenting a one N inferestin v shate of the v esponang set et of predened stock

i) lsaied a5 depositary shares, gach replesenting a ene-tenth inferest it 3 sl of B carespunding senes of predered stirk

All dividends on the Company’s perpetual preferred stock are payable
quarterly and are cumulative.

(o February 15, 2006, Citigroup redeemed for cash all outstanding shares
of its Fixed/adjustable Rate Cumulative Preferred Stock, Series v. T he
redernption price was $30.00 per depositary shate, plus accrued dividends to
the date of redemption. At the date of redemption, the value of the Series
Preterred Stock was $125 million.

Requlatory Capital
Gitiggroup is subjectto risk-based capital and leverage guidelines issued by
the Board of Governors of the Federal Reserve System (FRB). 1ts U8 insured

At December 31, 2006, regulatory capital as set forth in guidelines issued by
the 1S, federal bank regulators is as follows:

depository institution subsidiaries, including Citibank, N.A. are subject to
similar guidelines issued by their respective primary federal bank regulatory
agencies These guidelines are used to evaluate capital adequacy and include
the required minirauns shown in the following Lable.

The rogulatory agencies are required by law to take specific prompt
actions with respect to institutions that do not mect minimum capital
standards. As of Dacember 31, 2006 and 2003, all of Citigroup's US. insured
subsidiary depository institutions were “well capitalized ™

Required mﬁﬁ::
i milbons of dofars minimum minimem  Chigroup 1 Citibank, KA.
Tier 1 Capital 5 90,899 359,860
Total Capital© 123,260 89,138
Tier 1 Capital Rato 40% 6.0% 8.59% 832%
Total Capital Ratie 84 10.0 1185 12 3¢
Leverage Ratio -« 390 50 % 5,16 609

(31 Thw B grantord wiorind capita rollt Tur the mpact of adupliyg SFAS 108 al Decarbior 21, 2006
@ Total Capital nedudes Ter §and Tier 2,
i Tiol 1 Capital divided by atLsk avorage assets,

41 Apphicatls onby o depasitry instititions. Tor bark holrding) companies o be “wel capitabzed ey st rasintair a mirgoim | everane Batio of 3%

Banking Subsidiaries

There are various legal limitations on the ability of Citigroup’s subsidiary
depository 1nstitutions to extend credit, pay dividends or othenwise supply
funds to Citigroup and its nonbank subsidiaries. The approval of the Office of
the Comptrolter of the Currency, in the case of national banks, or the Office
of Thrift Supervision. in the case of federal savings banks, is required  total
dividends deckared in any calendar vear excoed amounts specified by the
applicable agency s regulations. State-chartered depository institutions are
subject to dividend limitations imposed by applicable state law.

As of Decerber 31, 2006, Citigroup's subsidiary depository institutions
can declare dividends to their parent companies, without regulatory
approval, of approximately $17.7 billion. In determining the dividends, each
depository institution must also consider its effect on 4 pplicable risk-based
capital and Leverage Ratio requirements, as well s policy statements of the
foderal regulatory agencies that indicate that banking organizations sheuld
generally pay dividends out of current operating carnings. Consisient with
these considerations, Citigroup estimates that, 2 of December 31, 2006, its
subsidiary depository institutions can distribute dividends to Citigroup uf
approximately $11.0 billion of the available $17.7 hillion
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Non-Banking Subsidiaries in mithons of doltars

Citigroup also receives dividends from its nonbank subsidiaries. These Net capital “mm
nonbank subsidiaries are generally not subject (o regulatory restrictions on Subsidiary durisdiction or equivalent _requirement
dividends. Citigroup Global Markets  U.8. Securiies and Exchange
The ability of CGMHI to declare dividends can be restricted by capital fne Commission
considerations of its broker-dealer subsidiaries tg;g;"sz? Sap'w Fule o 57293
Citigroup Global Markels  United Kingdom's Financial
Limited Services Authority $9.448 $2,695

21. CHANGES IN ACCUMULATED OTHER COMPREHENSIVE INCOME {(LOSS)
Changes in each component of “Accumulated Other Comprehensive Income | Lass)"” for the three-vear period ended Deceniber 31, 2006 are as follows:

Net unrealized Foreign

gains o currency Pension Accumulated other

) investment transiation Cash fiow Hability comprehensive

fn miliions of doars securities  adjustment hedges  adjustments income (loss)
Balance, January 1, 2004 $ 2,908 S{4 465 751 $ - 3 (806
increase in net unrealized gains on investment securties. net of taxes 265 _ - — 265
1ess Reclassification adiustment for gains incluried in net income. net of taxes (54 — — — {540
Foreign currency Wransiation adjustment. net of taxes -« — 1,355 - — 1,355
Cash flow hedges. net of taxes — — {578 — 578)
Change $ {275 § 1,35 $(578) § $ 502
Balance, December 31, 2004 $2.633 S3.110) $173 § 3 (304)
Decrease in net unrealized gains on ivestment securities. net of taxes (274; — — — 274
Less: Reclassification adsustment for gains included in net mcome net of taxes - (1.27%) e o e 1275
Foreign currency ranstation agjusiment, net of taxes ‘ o {980) ot — 9801
Cash flow hedges. net of taxes — o 438 — 439
Minimum pension liability adjustment. net of taxes ™ — — — (138) (138
Change 3{1,549) S {980) 3439 $ (135 §(2,228)
Batance, December 31, 2006 31,084 3(4.000) $612 § 138 $i2.532
increase in net unrealized gains on investment securities, net of taxes 1,023 — — — 1023
Less: Reclassitication adiustment for gains included in net income. net of taxes * {1,164 — — — {1.164)
Foreign currency transtation adjustment. net of taxes 1208 1294
Cash flow hedges net of taxes — — 673 — 1673
Minimum pensian liability adjustment, net of taxes — — e i1 (11
Adjustment to initially apply SFAS No. 158, net of taxes e e — 11.647) {1,647
Current period change $ (141 $1.294 $i673) ${1.648) $(1.1681
Balance, December 31, 2006 $ 943 $(2,796) $ (61) $(1,786) $(3,700)

1) Reftecls, o ot oms, B siossrpenits in Do Japanesa yon, e Ko sy, Mvpdisan pusn, Bbsh poned, aoed e Polieds 2y wgainst e LS deflan and rhargs [o sadafed b altuly

@ Pritsatity o Yo 1aalized gains, including §1 5 Wllon aft ta, wsuting fregn thwe salo of the Lite Insurance aned Armasties bushoss,

i3y Pedlects, anang ol s, S mosmonts in $io Japanese yon, Bulists gronannd, Beharmiars clollae, and i Mexican peso againg! the 118 dollar, a0e caagos i elated B adiocts

(A Additioral menimum lratiity, as (edred by SEAS No. 87, "Frployers’ Acrongating fox Pensions' (A8 875 velated to unhaded o bk 1ogerve plans. such as e 1S nonguified persion plans and cetain firgkn
postsiin plans

15 lr:vilmnlg'[w(mai 1o aulisitias in She Company's Morigage Gacked Sesities Program.

6 Reftacts, anwng olher ferms, the movements in te Bdlish pund. ase, Kiopean sues, B Pulish Aoly. and e Weduan peso against e U.S, dottal, and ehaiges ineskated tax eflete

22. SECURITIZATIONS AND VARIABLE the satle agreements, the net revenue collected each month is accumulated
INTEREST ENTITIES up to apredetermined maximum amount, and is available over the
The Company primarily securitizes credit card receivables and mortgages remaining term of that transaction to make payments of vield, fees, and
Other types of assets securitized include comorate debt securities, auto loans, transaction costs in the event that net cash flows from the receivables are not
and student loans. sutficient. Onee the predeterntined amount is reached, net revenue is
After securitization of credit card receivables, the Company continues to recognized by the Citigroup subsidiary that sold the receivables.
maintain credit card customer account relationships and provides servicing The Gompany provides a wide range of mortgage and other loan products

for recetvables transferred to the trusts. The Company also aranges tor third to 2 diverse customer hase. Ty conmection with the securitization of these
parties to provide credit enhancement to the trusts, including cash collaeral Joans, the servicing rights entitle the Company to a future stream of cash
accounts, subordinated securities, and letters of credit, As specified in some of  flows based on the outstanding principal balances of the luans and the
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contractual servicing fee. Faiture to service the loans in accordance with
contractual sequirements may lead to a termination of the servicing rights
and the loss of future servicing fees. In non-recourse servicing, the principal
credit risk to the Company is the cost of temporary advances of funds. In
recourse servicing, the servicer agrees I share credit risk with the owner of
the mortgage loans such 25 FNMA or FHLMC or with 4 private investor,
fnsurer, or gudrantor, Lusses on TeCOurse servicing ocur primarily when
foreclosure sale proceeds of the property undertying a defaulied mortgage are
fess than the outstanding principal balance and accrued interest of the loan
and the cost of holding and disposing of the underlving property. The

Company’s morgage loan securitizations are primarily non-recourse,
thereby effectively transferring the risk of future credit losses to the puschase
of the securities issued by the trust.

The Company also originates and sells first morgage loans in the
ordinary course of its mortgage banking activities. The Company sells sone
of these loans to the Gosernment Nationad Mortgage Association (GNMA)
with the servicing rights retained. GNMA has the primary recourse obligation
on the individual foans; however, GNMA'S recourse ubligation is capped at a
fixed amount per foan, Any losses above that fixed amount are home by
Citigroup as the seller/servicer

The following table summarizes certain cash flows received from and paid to secunitization trusis during 2006, 2005, and 2004

2006 2005 2004
Credit i) Crogt
i billionss of dollars cards  Mortgages Other rade Mrlgages (Mhes cads Mulpges {her
Proceeds from new securitizations $ 202 $96.7 8387 1§ 216 852 8331 § 202 5664 227
Praceeds from collections reinvasted in new receivables 2131 18 - 2013 14 R 1711 08 01
Contractual servicing fees secevet 21 1.9 — 19 [oRs} — 15 0.7 —
Cash fiows received on retained interests and uther net cash flows 7.9 0.1 — 8.4 0.1 0.1 5.3 — 01

(41t sehades comotate oDt soveifies, studend s ared offie assels

The Company recognized gains on securitizations of mortgages of $171
million, $197 million, and $342 millien for 2006, 2005, and 2004,
respectively . In 2006, the Company recorded net gains of §975 mittion and,
in 2005 and 2004, recorded net gains of $1.0 billion and $234 million,

respectively, related to the securitization of credit card receivables. Gains
recognized on the securitization of other assets during 2006, 2005 and 2004
were $217 million, $126 milkion and $93 million, respectively.

Key assummptions used for credit cards, mortgages, and other assets during 2006 and 2005 in measuring the fuir value of retained interests at the date of sale

o securitization follow:

2006 2006
Morigages fielgages
Credit cards and other Cronll vards ared ol
Discount rate 12.0%0162% 04%10278% 136%t0173% (4%103%86%
Constant prepayment rate 64%1021.7%  6.6%to 52.5% 86% 0 200%  6.0%to 46.4%
Anticipated net credit losses 38%10 61% 0.0%to 100% 51%1t0 65% (0% t0800%
1) (it inchales copotate debt secmifivs, stiend foans and ofhed assets.
As required by SFAS 140, the effect of two negative changes in each of the December 31, 2006
rqer g ; N . i E ratai . y WWM
key assumptions used to determine the fair value of retained interests must 2 malhons of cholrs Crodt  Werigepes
he disclosed. The negative effect of each change must be calculated Carrying value
independently, holding all other assumptions constant. Because the key of retained interests $0,081  $16,780
assumptions may not in Fact be independent, the net effect of stmultaneous racount rate
adverse changes in the key assumptions may be less than the sum of the 10% $ 68 §$ {210
individual effects shown below. 20% (134) 411
At December 31, 2006, the key assumptions used to value retained Constant prepayment rate
interests and the sensitivity of the fair value to adverse changes of 10% and 10% $(158) $ (329
20% in each of the key assumptions were as follows: 2% (%) ©31)
Anticipated net credit losses

Key Assumptions at December 31, 2006 10% S@4 $ (45

Mortgages and Cradit 20% (825) (84}

ofher cards
Discount rate 41%t0279%  128%to16.2%
Constant prepayment rate 7.1%1052.5% 8.4% 1020.9%
Anticipated net credil losses 24.0% to 100% 3.9% ob.1%
Weighted average life 8.1to21.2years 11 1o 12 months
1y Otttk icdons corpotate dobt saveition. stueond foans atd otfe asspls
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Managed Loans
After securitization of credit card receivables, the Company continues to
maintin credit card customer account relationships and provides servicing
for receivables transferred to the trusts. As 4 result, the Company considers
the securitized credit card receivables to be part of the business it manages.
‘The following tables present a recondiliation between the managed hasis
and on-balance sheet credit card portfolios and the related delinquencies
(loans which are 90 days or more past due) and credit losses. net of
eCOVENiEs.

in milkons of doflars,

except foans i billons 2006 2005
Principal amounts, at year end

On-balance sheet $ 755 $ 895
Securitized amounts 995 962
Loans held-for-sale — —
Total managed $1750 31657
Delinguencies, at year end

On balance sheet $1427 51630
Securitized amounts 1,616 1.314
t.oans held-for-sale —_ —
Total managed $3,043 32544
Credit losses, net of recoveries,

for the year ended December 31, 2006 2006 2004
Or-balance sheet $3,088 53404 34140
Secutitized amounts 3,985 5326 4,865
Loans held-for-sale 5 28 214
Total managed $7,078 53758 83219

Mortqage Servicing Rights

The fair value of capitalized mortgage loan servicing rights (MSRs) was $54
biltion and $4.3 billion at December 31, 2006 and 2005, respectively. The
following table summarizes the changes in capitalized MSRs:

fn miffons of dollars 2006 2005
Balance, beginning of year $4,339 34,149
(Iriginatinns 1,016 842
Purchases 873 107
Amortization © — 859
Gain floss) on changes

i value of MERs © — (158
Prowsion for impairments = —_ 268
Changes in farr value of MSRs due to

changes in inputs and assumptions 309 —
Other changes = (892) —
Ralance, end of year $5439 542338

Thwe galn thoss) ot charges ine satue o WSS tepresens e el i e T s of the SRS
attiitatable to fsks Bal s hedged using fair valus hadges in accordance ity SEAS 133 prisk 1o
2006, The offsetting change (6 the fair vais of the folaled teding istiuments s fiot inehadd i s
vatie VAth e advplion of SFAS 156 on Jamsary 1, 2006, the Gempany to longer appties Yar valus
Vet acooiting tol1s Mk

Vit the ackption of SFAS 156, e Compay cartins [fs MSRS ai falt wtlug and e longer sk izes
serviving Assels oves 1he period of esimated Nl SERING KOS, Of dSCSSES gapaient idaled b
the excess of the MSRS' net camnng value pver heit 10 alui as any impairment oo he efiertod
in e fall vahug o the WISBS. Pror 1 the adoplion of SFAS 156, the privisin for impatmient of KSR
yopnesented e exss of fon ned i 1ying value, whirh i e gain dossy o changes i vlus
f MSRs vl Wk Falr vale, The provision oy impairmest! incieased the vahative #iowance on WSS,
BN s 8 EeEnponent of e net SRS sanrving vallie. A ronovery of the MSR impaitment vas
okt st e Tt vl of the MSBS exeendad thelt catrying valug. bt IF s lnited fo the
atmourl of the sxisting valuation altoarie. The valuation Hlownce oy TSR vas §1.02¢ bifflon &
Devgmber 31 20K85.

it Represonts chanoges i b cstomen passefs ad passae o time

i

2]

‘The market for MSRs is not sufficiently liquid to provide participants with
quoted market prices. Therefore, the Company uses an sption-adjusted
spread valuation approach to determine the fair value of MSRs. This
approach consists of projecting servicing cash flows under multiple interest
rate scenarios, and discounting these cash Hows using risk-adjusted discount
rates, The key assumptions used in the valuation of MSRs include mortgage
prepaymient speeds and discount rates. The model assumptinns and the
MSRY Fir value estimates are compared to observable trades of similar MSR
portfolios and interest-only security portfolios, as well as to MSK broker
valuations and industry surveys. The cash flow model and underlving
prepayriient and interest rate models used to value these MSRs are subject o
validation in accordance with the Company’s mode! validation policies.

Kev economtic assumptions used in determining the fair value of MSRs at
December 31, 2006 were as follows:

Discount rate 10.61%
Estimated prepayment rate 11.72%
twerage expecled life in years 613 years

'the fair value of the MSRs i primnarily affected by chianges in
prepayments that result from shifts in mortgage interest rates. In managing,
this risk, the Company hedges a significant portion of the value of its MSRs
through the use of inlerest rate denivative contracts, forward purchase
commitments of mortgage-backed securities, and purchased securities
classified as trading, The amount of contractually specified servicing fees.
Jate fies and ancillary fees earned were $1,036 million, $56 million and 345
mithon. respectively. for the year ended December 31, 2006, These fees are
classified in the Consolidated Statemient of Incore 4 Commissions and
Foes.
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Variable Interest Entities

The following table summarizes all the Company's involvement in SPEs by business segment at Decamber 31, 2006 and 2005, both as direct participant or

structurer:
2008 2005 ¢
Total Total
tnvolvement Heabenrt
in mifkions of doflars of SPE assels ifs asPEs with $PEs Wi s 03P 5 with $Pf g
Global Consumer
Credit Cards $ 527 $ 1766 $ 112283 5 79t § 107925 S 108716
Investment funds 12,358 — 12,358 10,920 - 10,920
{easing 2,006 — 2,006 2437 — 2.437
Mortgages -_ 333,804 333,804 1833 283,245 285078
Other 2,659 12,732 15,391 1.733 5716 7449
Total $ 17550 § 458302 $ 475852 3 17714 § 30688 S 414600
Corporate and investment Banking
Commercial paper conduits $ 085 $ —_— % 0825 500862 & — % 59p6e2
Mortgage- backed securities 108,659 1,033810 1,143,460 95.149 798,220 893,369
Ch0s 110,108 — 110,109 74 290 — 74,290
Structured finance 146418 11248 157,668 141,308 6117 147515
Other 56,437 2,351 58,788 54.853 2289 57.142
Total $493,449  $1,047410  $1540859 5425352 § 806626 512310578
Global Wealth Management
imvestment funds $ 4400 $ - § 4400 S 4820 8§ — 5 4820
Structured investment vehicles 1,259 — 1,259 620 820
Total $ 5659 § — $ 5858 § 5440 3§ — § 5440
Alternative Investments
Structured investment vehicles $ 79847 § — § T8847 555692 O — & 55892
Investment funds 42,187 — 42,187 20727 — 207271
Total $122034 § — $ 122034 S76410 § — 5 76419
Corporate/Other-Trust
Preferred Securities $ 975 $ — 8§ 9715 § 6459 § -~ § 6458
Total Citigroup $648,467  $1,505712 $2,154,179 5531384  §1203512 $1734.89%

41 Tdnssified o condarm o the crend paad s plestaton

Some of the Company’s private equity subsidiaries may invest in venture
capital entities that may also be subject to FIN 46-R and are not included in

the previous table showing our VIE involvement. The Company accounts for

ifs venture capital activities in accordance with the Tnvestment Company
Audit Guide (Audit Guide). Also excluded from the abowe table are certain
funds for which the Company provides investment managenent services.
The Company’s involvement in these funds is not considered significant.
"The Company provides administrative, trustee and/or ivestment
management services to numerous personal estate trusts, which are
considered VIEs under FIN 46-R, but not consolidated. These trusts are
excluded from the table summarizing the Company's invelvenient in VIES.

The following table represents the carrying amounts and classification of
consolidated assets that are collateral for VIE obligations, including VIEs that
were consolidated prior to the implementation of FIN 46-R under then-
gxisting guidance and VIES that the Company became involved with after
July 1, 2003

Docember 31,  December 31,
#1 Gittions of dollars 2006 2005
Cash $05 $ 04
Trading account assets 316 27
fvestments 104 8.1
Loans 68 35
Other assets 57 47
Total assets of consolidated VIEs $54.7 $50.4
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The consolidated VIEs included in the table above represent hundreds of
separate entities with which the Company is involved and includes
approxiniately $1.6 hillion related to ViEs consolidated as a result of
adopting FIN 46-R as of January 1, 2004 and $2.1 billion related to VIES
consolidated as a result of adopting FiN 46 atjuly 1, 2003. Of the §547
hillion and $50 4 billion of total assets of VIES consolidated by the Company
at Decermher 31, 2006 and 2005, respectively, $39.2 billion and $37.1 billion
represent siructured transactions where the Company packages and
securitizes assets purchased in the financial markets or from clients in order
to create new security offerings and financing opportunities for clients; $13.1
hillion and $10.6 hitlion represent investment vehicles that were established
to provide 4 return to the investors in the vehicles; and $2.4 hillion and $27
hillion represent vehicles that hold lease receivables and equipment as
collateral to issue debt securities, thus obtaining secured tinancing at
favorable interest rags.

‘The Company may provide various products and servioes to the VIES. 1t
may provide liquidity facilities. may be a party to derivative contracts with
VIES, may provide loss enhancement in the form of letters of credit and other
guarantees to the VIEs, may be the investment manager, and may dso have
tn ownership interest or other investment in certain VIES. In general, the
imvestors in the obligations of corsolidated VIES hise recourse only to the
assets of the VIEs and do not have recourse to the Company, except where the
Company has provided 4 guarantee to the investors or is the counterparty to
a4 derivative transaction invelving the VIE.

in addition to the VIEs that are consolidated in accordance with FIN
46-R, the Company has significant variable interests in certain other VIES
that are not consolidated because the Company is not the primary
heneficiar. These include multi-seller finance companies, collateralized
debt ohligations (CD0s), structured finance transactions, and numerous
investment funds. In addition to these VIEs, the Cormpany issues preferred
securities t third-party investors through trust vehicles s a source of
funding and regulatory capital, which were deconsolidated during the first
quarter of 2004 The Company’s liabilities to the deconsohidated trusts are
included in fong-term debt

The Company administers several third-party-owned, special purpose.
multi-seller finance companies that purchase pools of trade receivables,
credit cards, and other financial assets from thisd-party clients of the
Gompany. As administrator, the Company provides accounting, tunding, and
operations services o these conduits. Generally, the Company has no
ownership interest in the conduits. The sellers continue to service the
transferrad assets, The conduits asset purchases are funded by issuing
commercial paper and medium-term notes. The sellers absorb the first losses
of the conduits by providing collateral in the form of excess assets. The
Company. along with other financial institutions. provides liquidity facilities,
such s commercial paper backstop lines of credit to the conduits. The
Company also provides loss enhancement in the form of letters of credit and
other guarantees. All foes are charged on a market hasis.

Puring, 2003, to comply with FIN 46-R, many of the conduits issued “first
loss” subordinated notes such that one third-party investor in each conduit
would he decmed the primiasy beneficiary and would consolidate the conduit.
At December 31, 2006 and 2005, total assets in unconsolidated conduits were
$66 3 hillion and $55 3 billion, respectively

The Company lso packages and securitizes assets purchased in the
financial markets in order o create new security oftenngs, including
arbitrage CDOs and synthetic CDOs for institutional clients and retail

147

customers, that match the clients’ investment needs and preferences.
Tupically, these instruments diversify investors’ risk to a pool of assets as
compared with investments in an individual asset. The VIEs, which are
issuers of GO securities, are generally organized 4s limited liability
corporations. The Company typically receives fees for structuring and/or
distributing the securities sold to investors. In some cases, the Company may
repackage the investment with higher rated debt CDO securities or 113
Treasury securities to provide 2 greater or a very high degree of certanty of
the return on invested principal. A third-party manager is typically retained
by the VIE to select collateral for inclusion in the pool and then actively
manage it, or, in other cases, nly to manage work-out credits. The
Company may also provide other financial services and/or products to the
ViEs for market-rate fees. These may include. the provision of liguidity or
oontingent liquidity facilities; interest rate or foreign exchangp hedges and
credit derivative instruments; and the purchasing and warehousing of
securities unti they are sold to the SPE. The Company is not the prinary
bencficiary of these VIEs under FIN 46-R due v its limited continuing
involvemnent and, 4 a result, does not consolidate their assets and liabilities
inits financial statements

I addition 1o the conduits discussed above, the tollowing table represents
the assets of unconsolidated VIES where the Corpany has significant
invohement:

December 31,  December 31,
i bitions of dollars 2006 2005
CDO-type transactions $ 521 S 407
investment-refated transactions 1221 780
Trust preferred securities 98 65
Mortgage-related fransactions 27 31
Structured finance and other 4.1 63.1
Total assets of significant unconsolidated VIEs $22138 5191.4

{1; Roclassified to oberm T Sw e podod's presentation

The Company has also established 4 number of investment funds a
opportunities for qualified employees to invest in venture capital
investments. The Company Acts a8 investment manager to these funds and
may provide emplovees with financing on both a recourse and non-recourse
basis for a portion of the employees” investment commitments.

I addition, the Company administers numerous personal estate trusts.
The Company may act s trustee and may also be the investment manager
tor the trust assets.

As mentioned above, the Gompany miay, along with ether financial
institutions, provide liquidity facilities, such as commercial paper backstop
lines of credit to the VIEs. The Company may be 4 party t derivative
contracts with VIEs. may provide loss enhancement in the form of lettess of
credit and other guarantees fi the VIEs, may be the investment manuger.
and may alse have an ownership interest in centain VIES. Although actual
losses are notexpected to be material, the Company's maximuni exposure (o
Joss 45 a result of its invelvement with VIEs that we not consolidated was
$109 hillion and $91 billion at December 31, 2006 and 2005, respectively.
For this purpose, maxinum exposure is considered to be the notional
amounts of credit lines, guarantees, other credit support, and liquidity
Facilities. the notiona) amounts of credit default swaps and certain total
return swaps. and the amount invested where Citigroup bas an ownership
interest in the VIEs. In addition, the Company may be party to other
derivative contracts with VIEs. Exposures that are considered to be
guarantees are Ao included in Note 26 10 the Consolidated Financial
Statements on page 151
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23. DERIVATIVES ACTIVITIES

In the ordinary course of business, Citigroup enters into various fypes of

derivative transactions. These derivative transactions include:

o Futires aud forieavd contrects which are commitments 1o buy or sell at
4 buture date a financial instrument, commodity or currency ata
contracted price and may be settled in cash or through delivery.

o Suwp contracts which are commitiients o settle in cash at a future date
or dates that may range from a few days to a number of years, hased on
differentials hetveen specified financial indices, 4s applied to 2 notional
principal amount

o Option contracts which give the purchaser, for a fee, the right, but not
the obligation. to buy or sell within a limited time financial instrument
o cumrency at a contracted price that may also be settled in cash, based
on differentials between specified indices.

itigroup enters into these derivathe contracts for the fullowing reasons:

o yadiig Purposes — Customer Neads - Ciigroup offers its custormers
derivatives in conpection with their risk management actions to transfer,
modify or reduce their interest rate, foreign exchange and other market/
credit risks or for their own teading purposes. As part of this process,
Citigroup considers the customers” suitability for the risk inwlwd, and
the husiness purpose for the transaction. Gitigroup also manages is
derivative-risk positions through offsetting trade activitics, controls
focused on price verification, and daily reporting of positions to seniot
RAnagers

o Trading Pusposes — Oint Account - Cilighoup trades derivatives for its
awn account. Trading limits and price verification controls are key
aspects of this activity.

o Assel/tiability Management Hedging - CIUgroup uses derivatives in
connection with its risk management activities to hedge certain risks. For
example, Citigroup may issue 4 fixed rate long-tern: note and then enter
into 4 receive-tixed, pay-variable-rate inferest rafe swap with the same
wnor and notional amount to convert the imtemst payments t a et
variable-rate asis. This straegy is the most commen form of an interest
rate hedge, s it minimizes interest costin ertain vield cunve
environmients. Derivatives are also used to manage risks inherentin
specitic groups of on-halange shect assets and liabilities, including
investments. corporate and consumer foans, deposit liahilifies, other
interest-sensitive assets and liabilities, as well as credit card
securitizations, redemptions and sales. In addition. foreign exchange
contracts are used to hedge non-1'S. dotlar denominated debt,
available-for-sabe securities, net capital exposures and foreign exchange
transactions

Citigroup accounts for its hedping activity in accordance with SFAS 133,
As a general rule, SFAS 133 hedge accounting 15 permitied for those
ituations where the Company is exposed to a particular risk, such as interest
rate o foreign exchange risk, that causes changes in the Fair vlue of an
asset o liahility. or variability in the expected future cash flows of an existing
asset, Hability, or a forecasied transaction.

Derivative contracts hedging the risks associated with the changes in fair
value are referred to as fizir 7alire bedges, while contracts hedging the risks
aftecting the expected future cash flows are called cash flau hedges. Medges
that utilize derivatives to manage the toreign exchange risk associated with
equity investments in non-U1S. dollar functional currency foreign
subsidiarics are called ret fsestment hedges.

Al derivatives are reported on the balance sheet at fair value. If certain
hedging criteria specified in SFAS 133 are met, including testing for hedging
effectiveness, special hedge accounting may be applied. The hedge
effectiveness assessment methodologies for similar hedges are performed ina
similar manner and ase used consistently throughout the hedging
relationships. For fair value hedges, the changes in value of the hedging,
derivative, as well as the changes in value of the related hedged item. duc to
the risk being hedged. are reflected in current eamings. For cush flow hedges
and net investment hedges, the changes in value of the hedging derivative
are reflected in Accumulated other comprehensive inconse in stockholders'
aquity. to the extent the hedge was effective. Hedge ineffectiveness, in either
case, is reflected in current earnings.

Gontinuing with the example referred to above, the fixed rate long-term
note is recorded at amortized cost under current US. GAAP. However. by
electing to use SFAS 133 hedge accounting, the carnving value of this note is
adjusted for changes in the henchmark floating rate, with any changes in
fir value recorded in current earnings. The related interest rate swap is also
recorded on the balance sheet at fair value, with any changes in fair value
attributable to changes in interest rates reflected in eamings. Thus. any
ineftectiveness resulting from the hedging relationship is recorded in current
earmings. Aliernatively, an econoric-basis hedge. which does not meet the
SFAS 133 hedging criteria, would involve only recording the derivatise at fair
value on the balance sheet, with its associated changes in value recorded in
gamings. The note would continue to be carried at amortized cost, and
therefore, current eamings would be impacted only by the interest rawe shifts
that cause the change in the swap’s value. This type of hedge is undertaken
when SFAS 133 hedge requirements cannot be achieved in an efficient and
oost-effective manngr.

Fuir ralue bedges

o Hedging of benchmark inferes! raie risk ~ Citigroup hodges exposune to
changes in the fair value of fixed-rate financing transactions. including
fiahilities related to outstanding debt, borrowings and time deposits The
fixed cash flows from those financing transactions are converted to
penchmark-variable-rate cash flows by entering into receive-fixed,
pay-variable interest rate swaps. Typically these fair value hedge
relationships use dollar-offset ratio analysis to assess whether the hedging
relationships are highly effective at inception and on an ongoin ¢ basis

Citigroup also hedges exposure to changes in the fair value of fixed-
rate assets, including available-for-sale securities, reverse repurchise
agpeements and inter-hank placeruents. The hedging instruments mainly
used are receive-variable, pay-fived interest rae swaps for the remaining
hedged asset categories. Most of these fair value hedging relationships use
dollar-offset ratio analysis to assess whether the hedging relationships are
highly effective at inception and on an ongoing hasts, while others use
regression analysis.

For a limited number of fair value hedges of benchmark interest rale
risk, Citigroup uses the “shortcut” method as SFAS 133 allows the
Company to assume no ineflectiveness if the hedging relationship
involves an interest-beaging financial asset or liability and an interest rate
swap. In order to assume no ineffectiveness, itigroup ensures that all the
shortcut method requirements of SFAS 133 for these types of hedging
relationships are et
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o ledging of foreign exchange risk - Citigroup hedges the change in fair
value attnbutable to foreign exchange rate movements in
available-for-sale securities that are denominated in currencies other
than the functional currency of the entity holding the securities, which
may be within or outside the US. Typically, the hedging instrument
emploved is a short-term forward foreign exchange contract. In this type
of hedge, the change in fair value of the hedged available-for-sale security
attributable to the portion of foreign exchange nsk hedged 1s reported in
carnings and not other comprehensive income—a process that serves 1o
offset substantially the change in fair value of the forward contract thatis
also reflected in eamings. Citigroup typically considers the premium
associated with forward contracts (differentizd between spot and
contractual forward rates) as the cost of hedging, this is generally
excluded from the assessment of hedge effectiveness and reflected directly
in earnings Hedge effectiveness is typically assessed hased on changes in
fair value attributable to changes in spot rates on hoth the
available-for-sale securitics and the forward contracts for the portion of
the relationship hedged. As  result, the amount of hedge ineffectiveness
is not significant

o [eduing the orevall changes fit Jafr rafue — Gitigtoup primarily hedges
the change 1 the overall fair value of portiolios of siular held-for-sale
mortgage loans. Dervatives used in these hedging relationships are
mainly forward sales of mortgage-hacked securities Citigroup dssesses
effectiveness at inception and on an engoing basis using regression
anlysis,

caash flone bedees

o Hedutng of benchriark infevest rafe visk - Citigroup hedges variable
cash flows resulting from floating-rate financings, including debt,
deposits with stated maturities. Variable cash flows from those financings
are converted to fixed-ate cash flows by entering into receive-variable,
pay-fixed imterest rate swaps. Efforts are made to match all critical terms
of the hedged item and the hedging derivative at inception and on an
ongoing basis to eliminate hedge ineffectiveness. To the extent all crivcal
terms are not matched, these cash flow hedging relationships use
regression or dollar-offset ratio analysis to assess whether the hedging
relationships are highly effective at inception and on an ongoing hasis.
Since efforts are made initially to align the terms of the derivatives o
those hedged forecasted cash flows, the amount of hedge ineflectiveness is
not significant

Citigroup also hedges variable cash fows nesulting from investrents
in floating-rate available-for-sale securities, loans and receivables, as well
as rollovers of short-term certificates of deposit. Variable cash flows from
thuse assets are converted to fised-rate cash flows by entering into receive-
fixed, pay-vaniable mterest rate swaps. These cash flow hedging
relationships use regression or doltar-offset ratio analysis o ssess
whether the hedging relationships are highly effective at inception and on
an ongoing hagis. Efforts are made initially to align the terns of the
derivatives to those hedged forecasted cash flows. As a result, the amount
of hedge ineffectivencss is not significant.

o iedging of foreigh exchange risk - Gitigroup locks in the functional
currency equivalent of cash flows of various balance sheet exposures,
including deposits, notes and long-term deht (and the forecasted
issuances, purchases or rollover of such stems) that are denominatid

in a currency other than the functional currency of the issuing entity
Depending on the risk management objectives, these types of hedges 4re
designated as either cash flow hedges of anly foreign exchange sk or
cash flow hedges of both foreign exchange and interest rake risk.
Generally, the hedging instrurnents used are foreign exchange torward
contracts and cross-currency swaps. Citigroup matches all critical terms
of the hedged item and the hedging derivative at inception and on an
ongoing basis to eliminate hedge ineffectiveness. To the extent all critical
terms are not matched, any ineffectiveness is measured using the
“hypothetical derivative method” as described in FASE Derivative
implementation Group Issue 7. Efforts are made initially to match up
the terms of the hypothetical and actual derivatives used. As a result, the
amount of hedge ineffectiveness is not significant.

o Hedging the orerall changes in cash flows — 1n situations where the
contractual rae of 2 variable rate asset or liahility is not a henchmark
rate, Citigroup designates the risk of overall changes in cash flows as the
hedged risk. Citigroup prinacily hedges vanability in the total cash flows
rekted to non benchmark-rate-based liabilities, such us customer
deposits with stated maturities. and uses receive-variable, pay-fived
interest rate swaps as the hedging instrument. These cash flow hedging,
relationships use regression o dollar-offset ratio anadysis to assess
offectiveness at incoption and on an ongoing basis.

Citigroup als hedpes the forecasted purchase of mortgage- backed
securities and designates the overall change in the purchase price asa
hedged risk. The assessment of effectiveness is based on ensuring that the
critical terms of the hedging instrument and the hedged item match exactly.

Net tnvestient! bedges

Consistent with SFAS No. 52, “Foreign Currency Translation” (SFAS 52).
SEAS 133 allows hedging of the foreign currency risk of 4 net investment in 4
foreign operation, Citigroup primzrily uses foreign curmency forward
contracts, short-term boreowings, and to a lesser extent foreign currency
future contracts and foreign-currency-denominated debt instruments, to
manage the foreign exchange risk associated with Gitigroup's equity
imestments in several non-US. dollar functional currency foreign
subsidiaries. In accordance with SFAS 52, Citigroup records the change in
the carrving amount of these investments in the cumulative transtation
adjustment account within Accurmulated other comprehensive income.
simultaneously, the effective portion of the hedge of this exposure is also
weorded in the cumulative transtation adiustment account, dnd any
jneffective portion of net investment hedges 1s immediaiely recorded in
eamings,

Achieving hedge accounting in compliance with SFAS 133 guidelines is
extremely complex. Key aspects of achieving SFAS 133 hedge accounting are
documentation of hedging strategy and hedge effectiveness it the hedge
inception and substantiating hedge effectiveness on an ongoing brasis. &
derivative must be highly effective in accomplishing the hedge objective of
offscfting cither changes in the fair value or cash flows of the hedged item for
the risk being hedged. Any ineffectiveness in the hedge relationship is
recognized in current earnings. The assessment of effectivencss excludes
changes in the value of the hedged ftem that are unrelated to the risks being
hedged Similarly, the assessment of effectiveness may exclude changes in
the fair value of a derivative related to time value that, if excluded, are
recognized in current earnings.
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The following table summarizes certain information refated to the
Company’s hedging activities for the years ended December 31, 2006. 2005,
and 2004

in miliions of dollars 20086 2005 2004
Fair value hedges
Hedge effectiveness recognized in eamings $245 338 S (100
Net gain foss! excluded from
assessment of etfectiveness 302 {32 508
Cash flow hedges
Hedge ineffectiveness recogrized  8amings (18) {18 10
Net gain excluded from
assessment of effectiveness — 1 8
Net investment hedges
Net gain (loss included n foreign currency transiation
adjustment within Accumulated
other comprehensive income {Joss) (569) 492 {1,159)

For cash flow hedges. anv changes in the fair value of the end- user
derivatives remaining in Accumulated other comprehensive income (loss)
un the Consolidated Batance Sheet and are generally included in eamings of
future periods when earnings are also affected by the variability of the
hedped cash flows. The net gains associated with cash flow hedges expected
o be teclassified from Accumulated other comprehensive income within 12
mnnths of December 31, 2606 are $107 million.

The change in Accumulated other comprehensive income (loss) from
cash flow hedges for the years ended December 31, 2006, 2005, and 2004 can
be summarized as follows (after-tax):

In mifbons of doflars 2006 2005 2004

Beginning balance $612 S$173 T

Net gain {loss} from cash fiow hedges {29) 641 (251
Net amounts reclassified o eanings {644) 202) 3273
Ending batance $ (61) 3612 §173

L

Derivatives may expose Citigroup to market, credit or hquidity risks in
excess of the amounts recorded on the Consolidated Balance Sheet. Market
risk on a derivative product is the exposure created by potential fluctuations
in interest rates, forcign exchange rates and other values, and is a function
of the type of product, the volume of transactions, the tenor and terms of the
agreement, and the underlying volatility. Credit risk is the exposure w loss in
the event of nonperformance by the other party to the fransaction where the
value of any collateral held is not adequate to cover such losses. The
recognition in earnings of unrealized gains on these wansactions s subject
to management’s assessment as ko collecubility. Liqudity risk is the potenpal
exposure that arises when the size of the derivative pusition may nut be able
to e rapidly adjusted in periods of high volatility and financial stress

pasonable cost.

24. CONCENTRATIONS OF CREDIT RISK

Concentrations of credit risk exist when changes in economic, industry or
geographic Factors similarly affect groups of counterparties whose agpregate
credit exposure is nxaterial in relation to Citigroup's total credit exposute.
Although Citigroup's portfolio of financial instruments is broadly divensified
along industry, product, and geographic lines, material transactions are
completed with ather financial institutions, particularly in the scurities
trading, derivatives, and foreign exchange businesses.

In eonnection with the Company's efforts 1o maintain a diversified
portfolio, the Company limits its exposure to any one gevgraphic region,
conntry of individual ereditor and monitors this exposure on a continuous
hass. At December 31, 2006, Citigroup's most significant concentration of
eredit risk was with the U.S. government and its agencies. The Company's
exposure, which primarily results from trading assets and investments issued
by the (1S government and its agencies, amounted to $140 2 hillion and
$78.0 billion 4t December 31, 2006 and 2005, respectively, After the S
governrment, the Company's next largest exposure is o the Mexican
government and its agencies, which are rated investment grade by both
Moody's and S&P_ The Company’s exposure amounted to $20 9 billion and
$20.7 hillion at December 31, 2006 and 2005, respectively, and is composed
of investroent securities, loans, and trading assets.

25. FAIR VALUE OF FINANCIAL INSTRUMENTS

Estimated Fair Value of Financial Instruments

The table on the next page presents the carrving value and fair value of
Citigroup's financial instruments. The disclosure excludes leases, affiliate
investments, penston and benefit cbiigations, and insurance policy claim
reserves. In addition, contractholder fund amounts exclude certain
snsurance confracts. Also s required, the disclosure excludes the effect of
taaes, any premium or discount that could result from offering for sale at
one time the entire holdings of a particular instrument. excess fair value
associated with deposits with no fixed maturity and other expenses that
would be incurred in a market transaction. 1n addition, the table excludes
the values of non-financial assets and liabilities, as well as a wide range of
franchise. relationship, and intangible values (but includes mortgage
servicing rights), which are integral to & full assessment of Citigroup’s
financial position and the value of its net assets.

The fair value ropresents management's hest estimates based on 4 range
of methedologies and assumptions. The carrying value of short-term
financial instruments, as well as receivables and payables anising in the
ondinary course of husiness, approximates fair value because of the relatively
short period of time hetween their origination and expected realization.
Quoted market prices are used for most investments and for both trading and
end-user derivatives, as well as for liabilities, such as long-term debt, with
quoted prices. For performing loans, contractual cash flows are discounted at
quoted secondary market rates or estimated market rates if available.
Otherwise, sales of comparable loan portfolios or current market erigination
rates for loans with similar terms and risk characteristics are used. For loans
with doubt as 1 collectibility, expected cash flows are discounted using an
appropriate rate considering the time of collection and the premium for the
uncertainty of the flows. The valoe of collateral is also considered For
liabilities such as long-term debt without quoted market prices, market
borrowing, rates of interest are used to discount contractual cash flows.
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2006 2005

) Hifhorts of dediaes Catrying Estimated Catrying Fatiinaterd
at yesr endd value fair value value {ait vl
Assets
Investments $2738 $2736  S1806 31806
Federat funds sold and securibes

bortowed o purchased under

agreements to reself 828 28238 2175 217 s
Trading account assets 3039 3939 2068 2958
Loans 6605 6733 5638 580.2
Other financial assets 1728 1729 145.2 1452
Liabilities
Deposils $712.0 $7110 55318 55915
Fedetal funds purchased and securities

foaned o sold undes agreements to

repurchase 3492 3492 2424 2424
Trading account habilibes 1459 1459 1211 1211
Long-term debt 2885 289.1 2175 2189
Other financial kabilities 2281 229.1 169.0 1830

i

]

Forgassiflid to cordarinn 8 1he coprent pedad’s progentation,
Fhae canispig sk of buang b et of the dlowance for ket losses aid dise el B8 Lalion and
6.9 billon of Toase firanie ienoivablis in 2006 sod 2005, tegpoctivily,
Iewdudes caste and die om batks, depostts with banks et | divae ey
yoriet dbie, trenidgage Rerding vights andd soparal s Jox i e cartying vahi
is 3 roasonable estimate of fal valtse. and the caltying xalue and esfimated fair walue of fisanwial
instruments inckuded in nther aseels on the Uanselidated Balance Shoel,

seougilios were deconsclidated during 2004 in auoedance vith FIN 468 vith the
i o ez bl vopnpanios okt s s sompanent of ey losr debl, Al

W 2,6 bilior: #d 36 & billlen. respectvaly, and

&

4

Statanents o page 1534

owtuses brokeenge pRyANES, s e and vapable acceemts, and short- 16 Lioengs fi eihiichs e
catr g vallie i o tosoratie estimat of lale vl A o cartdng valus and estimated faic v of
tinancial sy ments inclidor it siher fiablitlos on i Consslidated Balance Sheet

Fair values vary from period to period based on changes in a wide range
of factors, including interest rates, credit quality, and market perceptions of
value, and 2s existing assets and liabilities run off and new transactions are
entered into.

The estimated fair values of loans reflect changes in credit status since the
Toans were made, changes in interest rates ine the case of fixed-rate loans,
and premium values at erigination of certain loans. The estimated fair
values of Citigroup’s loans, in the aggregate, exceeded the carmying values
{reduced by the allowance for loan losses) by $12.8 billion in 2006 and $16.4
billion in 2005, Within these tetals, estimated fair vabues exceeded carrying
values for consumer Joans net of the allowance b $9.0 billion, 2 decrease of
$3.5 hilliem from 2005, and an increase for corporate loans net of the
allowance by $3.8 billion, a decrease of $0.1 hillion from 2005

26. PLEDGED ASSETS, COLLATERAL, COMMITMENTS
AND GUARANTEES

Pledged Assets

AtDecember 31, 2006 and 2005, the approximate fair values of securities
sold under agreements to repurchase and other assets pledged, excluding the
impact of FIN 39 and FIN 41, were s follows:

i mitkons of doliars 2008 2005
For securities sold under agreements o repurchase $359273 3322188
s collateral for securities borrowed for approximately

equivalent vatue 38,382 458671
As coliateral on bank loans 10,832 51,841
To clearing organizations or segregated under securities laws

and regulations 30,675 31649
For secusities loaned 84,118 49,666
Other 168,922 38219
Total $694,202 530,234

in addition, included in cash and due from banks at Decernber 31, 2006
and 2005 are $8.5 billion and $5.1 billion, respectively, of cash segregated
under federal and other brokerage regulations or deposited with clearing
organizations,

At Decornber 31, 2006 and 2005, the Company had $2.3 billion and $2.3
billion, respectively, of outstanding letters of credit from third-party banks to
satisfy various collateral and margin requirements.

Collateral
At December 31, 2006 and 2005, the approximate market value of collateral
received by the Company that may be sold or repledged by the Company,
excluding amounts netted in accordance with FIN 39 and FIN 41, was §4039
hillion and $309.1 biflion, respectively, This collateral was received in
connection with resale agreements, securities borrowings and loans,
derivative transactions, and margined broker loans

At December 31. 2006 and 2005, a substantial portion of the collateral
received by the Company had been sold or repledged in connection with
repurchase agreements; securities sold. not yet purchased; securities
borrowings and loans; pledges to clearing organizations; segregation
requirements under securities laws and regulations; derivative transactions;
and bank loans.

In addition, at December 31, 2006 and 2005, the Company had pledged
$222 hillion and $295 billion, tespectively, of collateral that may not be sold
or repledged by the secured parties.

Lease Commitments

Rental expense (principally for offices and computer equipment) was $1.9
billion, $1.8 biltion, and $1 7 billion for the years ended December 31, 2006,
2005, and 2004, respectively.
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Future minimum annual rentals under nencancelable leases, net of The majority of unused commitments are contingent upon customers
sublease income, are as follows: maintaining specific credit standards. Commercial commitments generally
have floating interest rates and fixed expiration dates and may require
pavment of fees. Such fees (net of cenain direct costs) are deferred and, upon

in sifiions of doflars

2228;; ’ 1;22 exercise of the coramitment, amiortized over the lite of the loan or, if exercise

2009 1147 isdeemed remote. amortized over the commitment period. ‘The table does

200 976 notinclude unfunded commercial letters of credit issued on behalf of

01 832 customers and collateralized by the underlying shipment of gouds that

Therealtet 4552 youaled $7.9 hillion and $5.8 billion at Decernber 31, 2006 and 2005,

Total $10,191 NSPQCUVQI}*\

Loan Commitments Obligations Under Guarantees

1r s of dolrs atearend 2008 _— lhc Company provides 4 variety of guamtees ;mq indemnifications to

O o o oy eadertal monIoages P Citigroup cuspmcrg to cqhzmge their cmdn.sumdvmg and eqable them to

RevoNiing open-end loans secured by ore- o four-family mmpletg awide variety of business transactions. The following table
esidential properties 32,409 ongag  Summarizs at December 31, 2006 and 2005 all of the Company’s

Commercial real estate, construction and fand guaranives and indemnifications, where management believes the
development 4,007 2283 guarantees and indemnifications are related 10 an asset, libility, or equity

Credit card lines 887,409 858,504

security of the guaranteed parties at the inception of the contract. The

Commercial ang other consumer foan commitments -~ 439,931 346,444 . . ” .

i al maximum potential anmount of future payments represents the notional
Total $1467253  §1.236663  mounts trat could be lost under the guarantees and indemnifications if
(1Y Crodit sand ines ar unnondionally sanoslible by the tssuar there were 4 total default hﬁ the guzmmmed partics, without consideration of
2 Invlurdes cnmensid comimitments b ke it pichise luans, fo [4a chase fird party racsvables., pﬂSSihk} recoverics under recourse provisions or from collateral held or

Ape to provide note [ssuance of revabang tnderaning tacilities, Amvss inchude $251 blbn and N 3 ) .
176 bifiors with wiglresl Nkttt of fess han vne year 8t Decermber 51, 2006 and 2000, sespetivaly pl(fdged. Such amounts hear no mlﬂh()ﬂﬁhlp to the zmttcsp;ned losses on

these guarantees and indemnifications and greatly exceed anticipated losses.

The following tables present information about the Company’s guarantees at Decemnber 31, 2006 and 2005
Maximum Potential Amount of Fubure Payments

in bitions of doliars at December 31, Expire within Expire after Total amount Carrying
axcept canying vajue in millions 1 year 1 year outstanding value
2008

Financial standby fetters of credit $ 46.7 $ 58 $ 125 § 2060
Performance guarantees 112 46 158 205
Derwvative mstruments 420 916.6 958.6 16,836.0
Guarantees of collection of contractual cash flows - — - — —
Loans soid with racourse - 16 18 519
Securities lending indemnifications 110.7 o 107 -
Credit card merchant processing 523 — 523 —
Custody indemnifications - - 544 54.4 —
Total $262.9 $1,003.0 $12659 $17,1144
2005

Financial standby letters of credit $ 306 § 8 $ 524 § 1752
Performance guarantees 10.0 39 139 18.2
Derivative instruments 405 4777 518.2 144252
Guarantees of collection of contractual cash flows - e a1 o e
Loans soid with recourse e 13 13 58.4
securities tending Indemnifications 684 e 68.4 e
Credit card merchant processing ' 281 — 281 —
Custody ingemnifications - — 270 270 —
Total 81776 § 5318 $ 7094  $14677.0

(11 Mo sarmying vahuos of guaranices o collection of conl actual Gaush fiears, secusitios betding indeminificalions, credt caed merchant precassing. and custody wdemnifcations # e tol malesial as the Company bas
detetmming that the amount and pobability of ptential fiakdlitios aising treen these guarantees e ol sigpaticart and the canying arounl o the Company s dbligations Lvder thess (uatantaes i innatonsd
21 Retassitiod to conterm to ot poriod's presentation.
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Financial standby letters of credit include guarantees of payment of
insurance premiums and reinsurance risks that support industrial revenue
hond undervriting and settlement of payment obligations to clearing houses,
and that suppert options and purchases of securities or in liew of escrow
deposit accounts. Financial standbys also backstop loans, credit facilities,
promissory notes and trade acceptanoes. Performangce guarantees and leters
of credit are issued to guarantee  customer's tender bid on 4 construction ot
systemms installation project of o guarantee completion of such projects in
coordance with contract terms. They are also issued to support @ customer's
obligation to supply specified products, commedities, or maintenance or
warranty services to 2 third party.

Dertvative tnstruments include credit default swaps, total return swaps,
written foreign exchange options, written put options, and written equity
warrants. Guarantees of collection of contractual cash flows protect inwstors
in credit cand receivables securitization trusts from loss of interest relating to
insufficient collections on the underlying receivables in the trusts. Loans sold
with recourse represent the Company’s obligations to reimburse the buyers
fior loan losses under certain circumstances. Securities lending
inderanifications are issued to guarantee that 4 securities lending customer
will he made whole in the event that the security horrower does not retum
the security subject to the lending agreement and cotlaeral Teld 18
insufficient to cover the market value of the security. Gredit card merchant
processing guarantees represent the Company's indirect obligations in
connection with the processing of private label and hankeard transactions on
hehalf of merchants. Custody indemnifications are issued o guarantee that
custody clients will be made whole in the event that 4 third-party
subcustodian fails to safeguard clients’ assets. Beginning with the 2006 third
quarter, the scope of the custody indemnifications was broadened to cover all
dients’ assets held by third-party subcustodians

Citigroup’s primary credit card business is the issuance of credit cands to
individuals. In addition, the Company provides transaction processing
sorvices fo various merchants with respect to bankeard and private {abel
cards. In the 2005 third quarter, the Company entered into 2 partnership
under which a third party processes bankeard transactions. As result, in the
eventof ahilling dispute with respect to a bankeard ransaction between 4
merchant and 4 cardholder that is ultimately resolved in the cardholder’s
favor. the thied party holds the primary contingent Yiability o credit or
refund the amount to the cardholder and charge back the transaction to the
merchant, If the third party is unable to collect this amount from the
merchant, it bears the loss for the amount of the credit or refund paid to the
cardholder,

"The Company continues to have the primary contingent liability with
respect b its portfolio of private Label merchants. The risk of loss is mitigated
s the cash flows between the third party or the Company and the merchant
are setted on 4 net basis and the thisd party o the Company has the right to
offset any payments with cash tlows otherwise due to the merchant. To
further mitigate this risk, the third party or the Conpany may fequire 4
merchant fo make 4n escrow deposit, delay settlement, ar include event
triggeers to provide the third party or the Gompany with more financial and
operational control in the event of the financial deterioration of the
merchant, or require various credit enhancements ( including letters of credit
and bank guarantees). In the unlikely event that a private label merchant is
unable to deliver products, services or a refund to its private {abel
cardholders. Citigroup is contingently liable to creditor refund cardholders.
I addition, although a thied party holds the primary contingent liahility

with respect to the processing of bankcard transactions, in the event that the
third party does not have sufficient collaeral from the merchant et sufticient
finanicial resources of its own to provide the credit or refunds to the
cardholders, Citiproup would be hiable to credit of refund the cardholders.

The Company’s maximum potential contingent liability related to both
hankcard and private label merchant processing services is estimated to be
the total volume of credit card transactions that meet the requirements to be
valid chargeback transactions at any given time. AU December 31, 2006 and
2005, this maximum potential exposure was estimated to be $52 billion and
$28 hillion, respectively.

However, the Company believes that the maximum exposure is not
representative of the actual potential loss exposure, hased on the Company’s
historical experience and ifs position as a secondary gudrantor {in the case
of hankeards) . 1n most cases, this contingent hiability is unlikely to arise, as
most products and services are delivered when purchased and amounts are
refunded when items are returned to merchants. e Company assesses the
probability and amount of its contingent liability related to merchant
processing based on the financial strength of the primary guarantor (in the
case of bankcads) and the extent and nature of unresolved chargebacks and
its historical loss experience. At December 31, 2006 and 2005, the estimated
Josses incurresd and the canving amounts of the Company’s contingent
obligations related to mcrchant processing activities were immuagerial

n addition, the Company, through its credit card business, provides
various cardholder protection programs on several of its card products,
including programs that provide insurance coverage for rental cas. coverage
for certain losses associated with purchased products, price protection for
certain purchases and protection for lost luggage. These guarantees are not
included in the tble on page 152, since the total outstanding amount of the
guarantees and the Conmpany's aimum exposure to loss cannot be
quantified. The protection is limited to ertain tpes of purchases and certain
types of losses and it is not possible to quantity the purchases that would
qualify tor these benefits at any given time. Actual Tosses related to these
programs were ot material during, 2006 and 2005, The Company assesses
the probability and amount of its potentiad lighility related to these programs
hased on the extent and nature of its historical loss experience. At
December 31, 2006, the estinnated losses incurred and the carrying value of
the Company's obligations related to these programs were immaterial.

I the normal course of business, the Conmpany provides standard
representations and warranties to co unterparties in contracts in connection
with numerous transactions and also provides indemnifications that protect
the counterparties to the contracts in the event that additional taxes are owed
due cither to a change in the tax law or an adverse interpretation of the fax
Jaw. Counterparties to these transactions provide the Corapany with
comparable indemnifications. While such representations, swarranties and
s indemnifications are essential components of many comtractul
relationships, they do not represent the underlying business purpose for the
wansactions. The indemnification clauses are ofien standard contractual
wrms related to the Company’s own performance under the termis ofa
contract and are entered into in the normal course of business based on an
assessment that the risk of o is cemote. Often these clauses are intended to
ensure that terms of 2 contract are met at inception (for example, that foans
iransferred to 2 counterparty in asales transaction did in fact meet the
conditions specified in the contract at the transfer date). No compensation is
received for these standard representations and warranties, and itis not
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possible to determine their fair value because they rarely, if ever, resultin a
payment. ln many cases, there are no stated or notional amounts included
in the indemnification clauses and the contingencies potentially triggering
the obligation to indemnify have not occurred and ase not expected to ocour.
There are e amounts reflected on the Consolidated Balance Sheet as of
Decomber 31, 2006 and December 31, 2005 related to these indemnificatons
and they are not included in the table on page 152,

I addition. the Company 1s 2 member of or shareholder in hundreds of
value transfer networks (VTNS) (payment, dearing and settlement systems as
well as securities exchanges) around the world. As a condition of
membership. many of these VTNS require that members stand ready 10
hackstop the net effect o the VTNS of a member's default on its ohligations,
The Company’s potential abligations as a sharcholder or nermber of VIN
associations are excluded from the scope of FIN 45, since the sharcholders
and members represent subordinaed classes of investors in the VINs
Accordingly, the Company’s participation in VINS is nel reported in the table
on page 152 and there are no amounts reflected on the Consolidated Balance
Sheat s of Decenher 31, 2006 or 2005 for potential ebligations that could
arise from the Company s involvement with VIN associations.

4t Decernber 31, 2006 and 2005, the carrving amounts of the Habilities
webated 1o the guaraniees and indemndfications wicluded in the tabke va
page 152 amounted to approximately $17 billion and $15 hillion,
respectively The carrying value of derivative instruments is included in
gither trading liahilities or other liabilities, depending upen whether the
dertvative was entered into for trading or non-trading purposes. The carrying
value of financial and performance guarantees is included in other
lighilities. For loans sold with recourse, the carrving value of the liability is
included in other liabilities. In addition, at December 31, 2006 dnd 2005,
uther Liabilities on the Consolidated Balance Sheet include an allowance for
credit losses of $1.1 billion and $850 million, respectively. relating to letters
of credit and untunded lending compitinents

n addition to the collateral availahle in respect of the credit card
merchant processing contingent liahility discussed above, the Company has
coltateral available to reimburse potential losses on its other guarantecs.
Cash collateral avaitable to the Company to reimburse losses realized
under these guarantees and indemmifications amounted to $92 hillion and
$55 hiltion at Decernber 31, 2006 and 2005, respectively. Securities and other
marketable assets held as collateral amounted to $42 billion and 824 hillion
and Totters of credit in favor of the Company held s collateral amounted to
$142 mitlion and $681 million at Decernber 31, 2006 and 2005, respectively,
Other property may also be avaitable to the Company to cover Josses under
certain guarantees and indemnifications, howeser, the valug of such
property has not been determined.

Loans Sold with Credit Enhancements

in bitions of doffars at year end 2008 2005 Form of credit enhancement
Residential mortgages and other
ipans sold with recourse $215 $ 90 2006 Recourse obligation
of $1.7
2005 Recourse obligation
of 31.3
GNMA sales/senvicing
agreements 338 291 Secondary recourse obligation
Securitzed credit card receivables  $985  $96.2  Includes netievenue over
the life of the lransaction
Also includes other
recourse obligations of
$9.1in2006 and 7.3 in
2005

i1 skl tostgages represent 24% of noninds i 26006 and 25% n 05,

i el Bations) Bietgage Asseckation seles/Servicng ag cumanls foveng seettized tosiguial
margages.

Citigroup and its subsidiaries are obligated under various credit

enhancements related to certain sales of loans or sales of participations in

pools of loans, as summurized above.

Net revenue on securitized credit cand receivables is coflected over the lite
of each sale transaction. The net revenue is hased upon the sum of finance
charges and fees received trom cardbolders and interchange revenue eamed
on cardholder transactions. less the sum of the vield paid to investors, credit
Josses, transaction costs, and a contractual servicing fee, which is also
ratained by certain Citigroup subsidiaries as servieers The amount contained
in these accounts is included in other assets and was $14 million at
December 31, 2006 and §114 nullion at Deceraber 31, 2005,

Financlal Guarantees
Finacial guarantees are used in vasious transactions to enthange the credit
standing of Citigroup customess. They represent ierev scable assurances, subject
10 the satisfaction of certain conditions, that Citigroup wilt niake payment in
the event that the custorer fails to fulfill its obligations to third parties.
Citigroup issues financial standby letters of credit, which are obligations to
pay a third-party beneficiary when a customer fails to repay an outstanding
loan or debt instrument, such A assuring paviments by a foreign reinsurer to a
1S insurer, to acl 25 a substitue for an escrow dccount, o provide a payent
mechanism for a customer's third-party obligations, and to assure payment of
specified financial obligations of & custorer Fees are recognized ratably over
the werm of the standby Tetier of credit. The following table summnuarizes
financia) standby letters of credit issved by Citigroup. The table does not
include securities lending indennifications issued to custorvers, which ase fully
collateratized and totaled $1107 billion at December 31, 2006 and $68 4
pillion at December 31, 2005, and performance standby letters of credit
2006 20056
Expire witht £ xpiu,; st Total amount  Tota amoutd

i bitlions of dolars at year end 1 yeat e ouistanding  culslanding
insurarce, surety $ 36 51145 $16.1 3118
Options, purchased secunties

ang escrow 01 — 0.1 e
Ciean letters of cregt 291 41 332 8.0
Other debt-related 105 91 198 28.4
Total » $43.3 $e4.7 $68.0 $49.2

V1 Totatis el of cash coltateral of $4.5 billioss in 2006 ad 52,2 biion in 2005 Colfatoral ol han
cudt e | 0% of Bw totad b 2006 and 14% 1 2005,
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27. CONTINGENCIES

As described in the Legal Proceedings” discussion on page 169, the
Company has been 4 defendant in numerous lawsuits and other legal
proceedings arising out of alleged misconduct in connection with.

{iy  underwritings for, and research coverage of, WorldCony;

() underwritings for Enron and other transactions and activities
related to Enron;

{iiiy  transactions and activities related to research coverage of
companies ether than WorldCom; and

{tv) transactions and activities refated to the IPO Securities

Litigation.

As of Decermber 31, 2006, the Company's litigation reserve for these
matters, net of amounts previously paid or not yet paid but commiitted to e
paid in connection with the Enron class action settlement and other
settlements arising out of these matiers, was approximately $3.2 billion.

The Company believes that this reserve is adequate to meet all of its
remaining esposure for these miatters. However, in view of the large number
of these matiers, the uncertainties of the timing and outcome of this type of
litigation, the nuel issues presented, and the significant amounts invelved, it
is possible that the ulimate costs of these matters may exceed or be below the
reserve, The Company will continuce to defend itself vigorously in these cases,
and soek to resotve them in the manner management befieves is in the best
interests of the Company.

{n addition. in the ordinary course of business, Gitigroup and its
substdiaries are defendants or co-defendants or parties n various litigation
and regulatory matters incidental to and typical of the businesses i which
they are engaged. In the opinion of the Company’s management, the
ultimate resolution of these legal and regulatory proceedings would not be
fikely to have 4 meterial adverse effect on the consolidated tinancial
condition of the Company hut, #f invelving monetary lability, may he
miaterial to the Company’s operating resubts for any particular period.

158

28. CITIBANK, N.A. STOCKHOLDER'S EQUITY
Statement of Changes in Stockholder's Equity

Year anded December 31

In mifkons of doliars. except shares 2006 20051 2004
Preferved stock ($100 par value)
Balance. beginning of year $ —  S$1850 §19%0
Redamption ot retirement of preferred stock — {1950 —
Balance, end of year $ ~ 3 — 31950
Cornmon stock ($20 par value)
Balance, beginning of year — Shares:

37,534,553 1n 2008, 2005 and 2004 $ ™ 0§ 7B § 78
Balance, end of year — Shares:

37,534,553 in 2006, 2005 and 2004 $ 78t S 751§ 7H
Surplus
Balarice, beginning of year $37978 835194 832593
Capital contribution from parent compary 5589 2501 2128
Employee benefit plans 176 159 343
Other 10 124 130
Batance, end of year $43,753 837978 835194
Retained eamings
Balance, beginning of year $24,062 520675 315945
Net income 9,338 Qo 9063
Dradends pad (3,042) {5,690 i4,333)
Balance, end of year $30,358 24062 820875
Accumuiated other comprehensive

income (loss)
Balance. beginning of year $(2550) S B4 S(1.147
Net change in unrealized gains flosses) on

investment securities available-for-sale,

net of taxes 234 {512) 68
Net change in foreign curiency transtation

adjustrent. net of taxes 1,926 {1.501) 1,147
Net change for cash fow hedges, net of

taxes 430) oyl 16921
Minimum pension liability adjustment, net of

taxes (3) {114} o
Adiustment 1o initially apply SFAS No 158,

nef of taxes {886) — —
Net change in Accurnulated other

comprehensive income (10ss) $ B41  ${(1926 § 523
Balance, end of year $(1,709) S25500 8 BAi
Tetal stockholdet's equity
Balance. beginning of year $60241  $5678946 850092
Changes during the year, net 12812 2296 7854
Balance, end of year $73,153 360241 357946
Comprehensive income
Net income $9338 359077 $9063
Met change in Accumulated other

comprehensive income (loss) 841 {1.926) )
gg_mgrohmsm ncome $10179  § 7151 $ 9536

@1 The 2005 and 2004 Statament ot £hanges in Stockholder's Eauaty for Sitibank, HA has been
sestatdt I aecidanog vt SEAS N 141, Fasitess Combinations™ o reflect he ingiact o e teek
sorslidation projoct n wivch several afkeS wive franstitod hateaon Ciiibanke, NA, and oftwr
aftiites undes he sommon cordsnd of Cilgrean . Sise Nole 26 on page 156 foea 3ull desoalption o the
ark cangsdation projee
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29. CONDENSED CONSOLIDATING FINANCIAL
STATEMENT SCHEDULES

"These condensed consolidating financial statement schedules are presented
for purposes of additional analysis but should be considered in refation to the
consolidated tinancial statements of Citigroup taken as 4 whole.

Bank Consolidation Project

During 2006, Citigroup began and completed a majority of its bank
consolidation project, which called for the merger of its 12 U S -insured
depository institutions into four, as well as the reorganization of its 115,
mortgage banking business. The first phase of this project was completed in
fuly 2006, when CitiFinancial Credit Company (CCC), an indirect wholly
owned subsidiary of Citigreup, transterred its ownership of Citicorp Trust
Bank, fsh to Gitigroup. The second phase occurred in October 2006, when
Gitigroup reduced its overall number of U8 -insured depository institutions
from twelve (o five. Also during this phase, Gitibank, NA. transferred its
investment in Gitihank (South Dakota), NA. {the Company's prmary
banking entity responsible for U S, credit cand activities) w Citigroup. In
addition, a majority of the Company’s US. consumer mortgage lending
activity was consolidated within Gitibank, N.A. as Citibank (West), FSB,
Citihank Tesas, NA, Citibank, FSB and Citibank Delaware were merged into
Citihank, N A. The final phase of this consolidation project is expected to be
cotpleted at a Later date with the merger of Citibank (Banamex 134) into
Citihank NA.

Merger of Bank Holding Companies

On August 1, 2005, Gitigroup merged its two intermiediat: bank holding
companies, Citigroup Holdings Company and Citicorp, into Gitigroup Inc.
Coinciding with this merger, Citigroup assumed all existing indebtedness
and outstanding guarantees of Citicom.

During the 2005 second quarter, Gitigroup also consolidated its capital
markets funding activities into two legal entities: (i) Citigroup Inc., which
issues long-term debt, trust preforred securities, and preferred and common
stock. and (i) Citigroup Funding Inc. (CF1). a first-tier subsidiary of
Citigroup, which issues commercial paper, medium-term notes and
structured equity-linked and credit-linked notes, all of which is guaranteed
hy Citigroup.

As part of the funding mnsolidation, Gitigroup also guaranteed and
continues t guarantee vanous debt obligations of Citigroup Global Markets
Holdings Inc. (CGMHI) as well as all of the outstanding debt obligations
under CGMHI's publicly-issued securities. CGMHE no longer files periodic
reports with the SEC and continues to be rated on the basis of a guarantee of
s financial ohligations from Gitgroup.

The condensed financial statements on pages 157-164, which were
estated, where applicable, to reflect the above reorganizations. incl ude the
financial results of the following Citigroup entities:

156

Citigroup Parent Company
The holding company, Citigroup tnc.

Citigroup Global Markets Holdings inc. (CGMHI)
Citigroup guarantees various debt obligations of CGMHI as well as all of the
outstanding debt obligations under CGMHI's publicly-issued debt.

Citigroup Funding Inc. (CF1)

CF is  first-tier subsidiary of Citigroup, which issues commercial paper,
roedium-term notes and structured equity-linked and credit-linked notes, 2l
of which are guaranteed by Citigroup.

CitiFinancial Credit Company (CCC)

Anindirect whally owned subsidiary of Citigroup. CCC is a wholly owned
subsidiary of Associates. Citigroup has issued a full and unconditional
guaraniee of the sutstanding indebtedness of CCC.

Assoclates First Capltal Corporation (Associates)

Awhelly owned subsidiary of Citigroup. Citigroup has issued a full and
unconditional guarantee of the outstanding long term debt securities and
commercial paper of Associates. In addition, Citigroup guaranteed various
debt obligations of Citigroup Finance Canada Inc. (CFCT), awholly owned
subsidiary of Associates, CECI continues to issug debt in the Canadian market
supported by 4 Citigroup guarantee, Assockates is the tmmediate parent
company of CCC

Other Citigroup Subsidiaries
Includes all other subsidizries of Citigroup, intercompany eliminations, and
income/loss from discontinued operations

Consolidating Adjustments

Includes Citigroup parent company elimmation of distrihuged and
undistributed income of subsidiaries, investment in subsidiaries and the
limination of COC. which is included in the Associates column,
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Condensed Consciidating Statement of Income

Year ended December 31, 2006
Other
. ..I :
subsidiaties,
eliminations
and income
Citigroup from
parent discontinued  Consolidating Cltigroup
i ffions of dollars company CGMHL GFl CCC Associntes operations adjustments  consolidated
Revenues
Dividends from subsidiary banks and bank holding companies 81737 § — $ — § — 5 — 5 — S{17.327) $§ —
Interest revenue 453 23757 - 5989 7073 55,148 ,989) 96,431
Interest revenue — intercomparny 4213 608 3,298 88 419 (8,538) {88 —
interes! expense £.041 18 787 2,153 190 722 23,240 (190 55,943
interest expense — intercompany {B3) 2940 a2 4] 1,710 2.472 {6,249 (1.710) —_
Net intorest revenue $i1322) $2638 § 285 4177 34,208 $33,619 $ 44177 $39.488
Commissions and fees ~— 59830 § ~—~ § 68 $ 156 $ 9549 {06} 319535
Commissions and fees — infgrcompany e 274 o 43 42 316 431 o
Principal transactions 44 4028 (285 e 15 3.906 e 7.708
Principal ransactions — intercomparny (14 (295) 152 — — 157 —_ —
Other income 126 3879 46 458 618 18,215 458) 22.884
Other income — intercompany {120) 802 {18} 9 18 1682) ] —
Total non-interest revenues S % $18518 $ (05 § 576 3 848 $30,829 S (579 $50,127
Total revenues, net of interest expense $16.041 521156 % 150 $4.783 $5.147 $64.448 $(22.080) 389615
Provisions for credit losses and for benefits and clalms $§ — 5 70 § -~ 51208 $1,395 % 6.4%0 S {1,209 3 7955
Expenses
Compensation and benefits § 03 %11240 & — 8 758 $ 967 17977 S (759 $30.277
Compensation and benefils — interctmpany i 1 e 137 138 146) (130 o
Other expense 174 3661 1 528 /00 17.218 528} 21744
Other expense — intercompany 1565 1,627 44 } 268 (2.092) (198} -
Total operating expenses S 429 $16579 8 45 31622 32,061 832 987 $ (1,622) §52.021
Income from continuing operations hefore taxes, minority
interest, and equity in undistributed income of
subsidiaries SI5612 B 4557 § 05 31922 31,691 $25.001 ${19,249 349639
Income taxes {benefits) {757 1344 41 687 545 6928 6871 8101
Minority interest, net of taxes o - e - e 289 s 289
Euities i undistributed income of subsidiaries 5169 —_— — —_ — — 5,169 —_
Income from contiusing operations 321538 $3213 5 o4 3123 $1.146 $17.784 23,731 521,249
Income from discontinued operations, net of taxes — 84 — — — 200 —_ 289
Net income $21538 53302 3 64 81235 31146 $17.964 23,7311 $21.538
157
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Condensed Consolidating Statement of Income

Year Ended December 31, 2005

Other
Gitigroup
subsidiaries,
eliminations
and income
Gitigroup
parent discontinued  Consolidating Gitigrowp
i tbons of dofars company CaNMI GH GGo i gperations sdjustments  consolideted
Revenues
Dividends from subsidiary banks and bank holding companies $28220 & — $— 8§ — $ — 3 — 328,220 § -
Interest revenue 324 16,382 — 5,586 6669 52,541 {5,586} 76,916
interest revenue — intercompany 2,960 417 682 69} 223 {4,282 69 o
interest expense 4203 12,602 515 221 693 18,663 221 36676
inferest expense — intercompany (205 486 158 1,311 1649 {2 588; (1314 o
Net interest revenue $ 714 $3211 3 9 §3985 34,550 $32,184 $ {3,985 $39,240
Commissions and fees $ — $8287 $-— § 13 $ 65 $ 8,791 § (13 $17,143
Commissions and fees — ntercompany o 234 e 17 16 250 {17 o
Principal transachions 292 4313 {25) e ! 1870 — 6.443
Principal transactions — infercompany 15 {2.208) 15 1 1 2177 (1 e
Other ncome 356 3158 30 621 546 16,726 B2 20.816
Other income = intercompany (248} 558 128) {23 (16} (260) 23 o
Total non-interest revenues % 415 $14342 $ (8 § B9 $ 805 $20,048 & 629 844 402
Total revenues, net of interest expetise §27071  $17853 § 1 B4BW4 $5.155 961,232 $(32.834 483642
Provisions for credit losses and for benefits and claims g — % 27 % $1849 $2.029 3 6,090 3 {1849 3 0048
Expenses
Campensation and benetits $ 143 $98397 $-— § 76 $ 874 315,363 § (76 Ben .17
Compensation and benefits — intercompany 6 1 — 130 131 (138; (130 —
Other expense 184 2441 1 488 603 16,162 489 19.391
(Other expense — infercompany 101 1,365 4 168 223 {1.693) {168} —
Total operating expenses § 434 $13199 § 5 1813 31,831 $20,694 $ (1513 $45 163
Income from continuing operations before taxes, minority
interest, cumutative effect of accounting change, and
equity in undistributed income of subsidiaries 227487  $ 4327 8§ 4 31282 $1.285 $24,548 $(20.472 329433
income laxes penelis) 315 1441 {2 475 480 7474 475 Q078
Minority interest, net of taxes e e o e o 549 e 540
Equities in undistrbuted income of subsidiaries (3,200} — — — — — 320 —
income from continuing operations betore cumulative effect
of accounting change e04601 $ 2886 § @ § 77 § 815 $16,525 $(25.796} $19.808
income from discentinued operations, net of taxes — 2,198 — — —_ 2634 — 4832
Cumulative effact of accounting change, net of taxes (12 e e e o 137 e {49)
Net income $24580 5084 B @ $ TN % 816 $19,122 $(25.798) %24 589
158
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Condensed Consolidating Statement of Income

Year Ended December 31, 2004

Other
Citigroup
subsidiaries,
sliminations
and income
Citigroup from
parent discontinued Conselidating Cltigroup
fn milfions of dollars comnpany CGMHI GFl GG Assaciates operations adjustments consofidated
Revenues
Dividends from subsidiary banks and bank holding companies 7502 & — %~ § — § — s — & (7,503 3 —
Inferest revenue 306 9843 — 5853 7.038 46,430 (5,853} 63,621
Interest revenue ~ infercompany 2229 165 e vag] a0 2.404) 27 —
Interest expense 2,808 6162 — 262 831 12,203 {262} 22 004
interest expense - intercompany 218) 204 o 1,269 906 892 (1,269 e
Net Interest revenue $ (56 $ 3642 5— 84285 $5.391 $32,640 $ (4,295 $41 617
Commissions and fees $ — $7704 $— 5 18 5 68 $ 8209 s (18 515481
Commtissions ang fees ~ intercompany 4] M e 1 1 (241} {1 -
Pringipal transactions {154} 1,649 - — 14 2,207 -_— 3716
Principa) ransactions -~ wilercompany 118 802) - {12 (1 832 12 e
Other income (361} 2.865 — 818 646 15171 618 18321
Other income — misrcompany 430 612 — 9 18 1,060y i —
Total non-interest revemies $ 104y $12260 S— 5 64 $ 735 $25,118 3 {634 338018
Total revenues, net of interest expense $ 7343 8165911 §— 854929 36,126 857,758 $(12,432 379635
Provisions for credit losses and for benefits and claims § — 8 ) & 51872 32,074 $ 5,045 8 (1,872 5 77
Expenses
Compensation and benefits $ 104 S 8546 S 5 933 $1,058 $13,226 {833 522 834
Campensation and benefits — intercompany 2 €] e (1} o 3 1 e
Other expense 104 8913 — 845 77k 17,058 {645} 26848
Other expense — infercompany 94 1.057 e 152 173 {1,324} {152} P
Tolal operating expenses § 04 $18511 3—  $1729 $2.006 $28,961 & (1,729 549,782
Income from continuing operations before taxes, minority
interest, and equity in undistributed income of
subsidiaries $ 7030 Sp@Roy 33— 1328 $2.046 823,752 $ {8831 $22.736
income taxes enefitst 317 1.042) e 482 ik} 7,270 {482} 5 464
Minority interest, net of taxes . 218 218
Equities in undistributed income of subsidiaries 3,690 — e e e - 19,690} o
Income from continuing operations 17046 S(1.558) S— § 846 $1,493 $16,264 ${18,039 316.054
Income from discontinued operations, net of taxes - 115 _ — — 877 — 92
Net income $17046  S(1441) §— 5 846 31,493 517,141 $(18,039) 317,046
159
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Condensed Consolidating Balance Sheet

December 31, 2006
Other
Citigroup
Citigroup subsidiaries
parent and  Consolidating Chligroup
in wilkons of doflars company CGMHI cA CCC  Associates  eliminations adjustments consolidated
Assets
Cash and due from banks ] — § 3732 § — & 216 3§ 313 322449 $ 216 & 2654
Cash and due from banks — intercompany 21 669 — 172 190 B80) {172 —
Federal funds sold and resale agreements — 269,049 — — — 12863 — 282 817
Federal funds sold and resale agreements - intercompany 5,720 e e e (5720 -
Trading account assets a8 281,290 -— — 36 112 561 — 393825
Trading account assets — intercomparny 224 6,267 1 — 9 16.491) —_ —
lnvestments 3,088 — — 2280 2.808 261.695 {2290 273501
Loans, net of unearnad income 932 @ 44,809 53614 624646 {44 809 679192
Loans, netof uneamed income — mfercompany — — 36206 8116 11.234 (47 440 18 116) .
Allowance for loan losses - {60) - {854} 01,009 {7.781) 954 {89401
Totat loans. net K — § 872 $3B206 351,97 $A3,749  $HBEG42% $ B197y 8 870202
Advances lo stbsidiaries ¥L112 — - o e {90112 — -
Investments in subsidiaries 146,004 — — — — — {146.904) —
Other assels 8,234 £6,761 552 4,708 6,208 155 464 14.708) 237,219
Other assets — intercompany 2,969 16,153 51.343 260 388 {70.853) {260 —
Total assets 257500 9651423  $A8.102 853617 §73,701  $960.406 32065217 $1884.318
Liabllities and stockholders’ equity
Deposits 3 — % A . $ - 5712041 8 — 8§ 712041
Federal funds purchased and securities luaned or sold e 304470 e — — 44765 o 349,235
Federal funds purchased and securities foaned or soid —
mtercompany 1910 2,283 — e e {4183 — —-—
Trading account hiabilities 5 106,174 51 — — 39657 — 145887
Trading acoount habilities ~ intercompainy 128 2,829 a3 — — (3.050 o -
Short-term bormrowings 32 14,102 43 345 1.201 3137 40217 {1201} 100.833
Short-term bonowings — intercampany — 47178 22,494 9,738 24130 {93 802 G739 —
Long-term debt 128,351 28,719 18.847 2.904 13222 102.355 2.904) 288 494
Long: term debt — mtercompany 399 24,038 16844 33,050 24.349 {50,430} {33,080 —
Advances fiom subsickaries 2,565 - s - . {2.568) - .
Other tiabitities 6246 45,113 139 1,362 1194 65.353 {1.362 168,045
Other habifities — intercompany 1,171 6,498 179 628 334 (8.182) 628 o
Stockholders’ equity 119,783 20,019 1,310 10,733 7,335 118,240 157 837) 119783
Total liabilities and stockholders’ equity $57.500 8651423  $88.102 350617 $73701 3060406 $i206.521)  £1.884,318
160
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Condensed Consciidating Balance Sheet

December 31, 2005
Other
Citigroup
Citigroup subsidiarios
parent and  Consolidating Chigroup
in sttions of dodars company CGME o [0 rt Eminati dii ot consolidated
Assets
Cash and due from banks $ % % 35% § — § 206 & 3™ $ 16,680 & Q06 & 23632
Cash and due from banks — intercompany 151 388 1 481 545 {1,085 (4813 o
Federal funds sold and resale agresments — 204.371 — — — 13,093 — 217 464
Federal funds sold and resale agreements - infercompany 5870 — {5,870 e e
Trading account assets 25 207231 — — 40 88,524 - 295 820
Trading account assets — intercompany 208 2.8 — — 17 3,027} — —
lnvestments 8215 — — 2469 3216 162,166 {2,469 180.597
Loans, net of unearned income e 1,120 — 41 408 50,226 532,158 {41,408} 583,503
{oans, net of uneamed incame — intercompany o — 1BO57 6058 8581 {26,638 {6,068) o
Allowance for loan losses [ {1274 {1.429) {8,287 1,274 Q782
Total loans net 8 — S 1054 SIB0F7 948192 857377 9407233 $ 46,192y 8 G73.721
Advances o subsidiaries 71,470 e o e — (71470 — —
Investments in subsidianes 135,078 — — - — — (135076 —
(ther assets 5,694 60,451 8 4953 6,575 125,075 {4,953 202.803
Other assets — fercompany 2217 9,075 32,905 239 367 {44,664 (230 -
Total assets $093953  $400766  $50971  §54540  $B6.468 §786,655 $(180,616)  $1.484 037
Liabiiities and stockhoiders’ equity
Depusits 3 - B — & = 8 1 3 1 S5G1.827 3 iy 3 G018
Federal funds purchased and securities ioaned or soid e 207.490 B o o 39,902 o 2472.392
Federal funds purchased and securities loaned of
soi ~~ intercompany 1,370 1,734 e - e {3,104} e e
Trading account habiities 3 78,020 97 — — 41,988 — 121,108
Trading acoount liabifites — intercompany 68 2,572 85 — — {2,725 o e
Short-term borrovwangs 34 10,391 33,440 1520 3103 18,962 {1,520 66,930
Short-term borowings — intercompany — 29,57 11209 5989 8815 (49,603 {5,989 —
Long-term debt 100600 38,214 5861 3785 14,032 57,692 {3,785 217 499
Long- term debt — intercompany 451 17 671 ven 32.089 35,211 (53,333 {32,080} o
Advances from subsidiaries 4475 — e — o 4,275 o
Other Habiities 24976 88774 33 1233 1.089 47 871 {1,233 141,743
Other Gabilities — intercompany 39 5778 73 617 202 16.992) 617} e
Stackholders' equity 112,537 21543 73 9,306 8015 107,440 (144,382 112,537
Total liabilities and stociholders’ equity $223253  $400.766  $50.071 854540 568468 $786,855 $(180,616; 51,404,037
31 Recisaliod oo o threterd patad's el
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Condensed Consolidating Statements of Cash Flows

Year Ended December 31, 2006

Other
. Gitigroup
Citigroup subsidiaries
parent and  Consolidating Citigroup
i sritions of dotiars company cGME chA CCC  Associates  eliminations adjustments  consclidatod
Net cash peovided by (used ln} operating
activities of continuing operations $172391 (6038 S5 (147} $3646 5 3840 8 (14256  $(3646) S 96}
Cash flows from investing activities
Change in foans S ~ § 188 § - §580% 5 B0 §350239 5805 $1356.062)
Proceeds from sales and securitizations of loans — — - — — 2653176 — 253,176
Purchases of investments {15,998} e - {4,239 61031 (274023 4.239 {296,124
Praceeds from sales of invesiments 4,700 — — Oh7 1703 80,696 957 86999
Proceeds from maturities of investments 10623 — — 3451 4,797 105.69 (3451 IPANRR
Changes in investments and advances — iniercampany {21,542} — (36114 2058 {2653) 0,309 2.058 —
Business acquisitions — (@ — — — 9 — —
QOther investing activities - 4,427 -~ — - B.87% - 13.308)
Net cash used in investing aclivities $22.217) § (4.248) $(36.114) S7H94 § @267 & 333600 $7694 $(204, 2081
Cash fiows from financing activities
Dividends paid S8 & — 8 e N - & - 3 9826
Dividends paid — intercompany — {4.644) — — — 4644 — —
issuance of comman stock 1,798 — — - - — —_ 1,798
Redemption or retirement of preferred stock (125 - - — — — — {1281
Treasury stock acquired {7,000 e — o e e — {7 000
Proceeds/(Repayments) from ssuance of fong-term debt — third- party
net 22202 (11383 14522 881} {810} 42 B58 881 67.218
Proceeds/(Repayments) from issuance of bong-term debt —
intercompany, net 524 €382 o 961 (10.862) 4532 961 -
Change in deposits — — — {1} — 121.203 1 121.203
Net change in short-term borrowings and other investment Banking and
trokerage borrowangs — third-party 2 3.711 8334 {320 34 21826 320 33903
Net change in short-term borrowings and other advances —
intercompany (17100 17598 12,224 3750 15,445 43.558) @3y -
Capital contributions from parent — — 1175 238 235 {1410 {238} —
Other financing activiies B85} o e 2 2 59 i2) {742)
Net cash provided by financing activities S 4600 $11694 §36255 $3748 § 4045 5149836 $(3,749) § 206,430
Effect of exchange rate changes on cash and due
from banks 5 = § —~ 8§ = § — B3 - B B4 $ - $ 645
Net cash grovided by discontinued operations 5§ - § — H e § -~ & = § 19 3 - 3 109
Net (decrease)/increase in cash and due from banks S (o6 § 508 8 (5 @9 5 373 § 294 $ 299 S 2882
Cash and due from banks at beginning of period 247 3913 1 687 876 18,595 187} 236832
Cash and due from banks at end of period from continuing
operations 5 91 $ 4421 5§ — $ 388 3 503 3 21568 3 (388 $ 26514
Supplemental disclosure of cash flow information
Cash paid during the year for
income 13xes $(102n $ 2372 § 49 § 543 & &6 $ 7744 $ 1593) $ 9230
Interest 5492 20720 2.893 156 483 21,884 (156} 51472
Non-cash investing activities:
Transfers to repossessed agsets $ — — g —  §1077 § 1103 & 3N $(1.077) $ 1414
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Condensed Consclidating Statements of Cash Flows

Year Ended December 31, 2005
Other
. Citigroup
Citigroup subsidiaries
parent and  Consolidating Citigroup
in milkons of oolfars company CGMHL 3] CCC  Associsles  sliminations adjustments  consolidated
Net cash provided by (used in} operating
activities of continuing operations $92409  H1078L § (@5 8$3441 9 4556 § 158% 53,4413 3 32044
Cash flows from kwesting activities
Change inloans s — $ 3 0§ — S@488Y S (4175 $(286766) 34584 ${291 000)
Proceeds from sales and securitizations of lans o e - — 493 744.842 — 245335
Purchases of investments 9,790 — — 8384 (10038 (183199 8,384 {203,023
Proceeds from sales of investments 7.140 — — 7.148 7827 67 836 {7,148} 82,603
Proceeds from maturities of investments 3200 — — 1,368 2516 91,797 {1,368 97,513
Changes in investments and advances—intercompany 9,582} — Fo72t (1,835 (3254 63557 1635 —
Business acquistions — {138} e — — (464) o 02}
Other investing activities — (1,266) — — — 10217 — 8951
Net cash {used in) provided by investing activities $ 003 ¢ (1463 S$B0.721  SB6087)  § (683N § 7824 $6087 $ 60,223
Cash flows from financing activities
Dividends paid $@©188 $ — & ~—~ % — § — ¥ o $ $ {9188
Dividends paid-—intercampany — {1,646} — — — 1,646 — —
Issuance of COMMON SIock 1,400 — — — —_— - - 1400
Treaslyry stock acquired {12,794} — — — —_ — e (12,794
Proceedsi{Repayments) from issuance of long-term debt—
third-party, net 12218 {3.581) 6.094 529 {2.370) 4127 528 16.488
Proceeds/(Repayments) from issuance of long-term debi—
intercompany. net 456 4,585 e 4186 {5.44% 402 i4 186} e
Change m deposits - — — 1 — 27713 1 27713
et change in short-term borrowings and other investment
tanking andg brokerage borrawings-—third-party 87} {15,423 33,440 1.450 2224 {9801 1,450} 10,163
MNet change in short-term borrowings and other advances—
intercompany {4574 28,988 11,208 {2,306} 8152 (43774 2.306 —
Capital contributions from parent — — 75 128 —_ {75) (128} —
Other financing activities {696} — — 4 4 {6} {4} 38
Net cash {used in) provided by financing activities $13266) $12923 $50817 $2032 § 2567 $ (19958 $2,932; § 33084
Effect of exchange rate changes on cash and due
from banks § -~ % — § = § - — § {1840 § - S (18400
Net cash used in discontinued operations $ T T — & {46) $ $ 1465)
Net increase in cash and due from banks $ 112 & 679 8§ 10§ 28 % 292 § 19% & (286} $ 3019
Cash and due from banks at beginning of period 135 3,234 — 4N 584 16.660 {401} 20613
Cash and due from banks at end of period from
continuing operations § 247 % 3913 3% 1§ 687 3§ 876 ¢ 18595 S ©87) S 23832
Supplemental disclosure of cash flow information
Cash paid during the vear for:
Income laxes 5 (544 & 977 § — S 748 0§ 1D % 8 078 & {748 $ 8621
interest 4,095 12,888 608 205 418 14071 {205} 32 081
Non-cash investing activities:
Transfers to repossessed assels g — $ ~— & — 51044 $ 1028 & 240 $i1,044) S 1268
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Condensed Consolidating Statements of Cash Flows

Year Ended December 31, 2004

Other
- Citigroup
Citigroup subsidiaries
) parent and Consokdating Citigroup
In wiitions of doflars company CGMHE on CCC  Associates eliminations j o idated
Net cash provided by (used in) operating activities
of continuing operations 5 /517 SUB40N &~  §2074  §12702 $ (3918 S2,074) 5 (2109
Cash flows from investing activities
Change in ioans g o~ 5 @3 S §5406 & 5151 $(264,662) $(5.406} $(259.751)
Praceeds from sales and securitizations of loans — —_ —_— — —_ 206 421 — 206,421
Purchases of investments {17.082) — e {2605} 4.272) {174,539 2,605 {195.903)
Proceeds from sales of investments 10,161 — — 2446 3086 99.223 {2,446} 112,470
Proceeds from maturifies of investments 5830 — — 486 1694 55,794 (486} 63,318
Changes In investments and advances — intercompany {12,368 — — 1340} 975 13,343 340 —
Business acquisitions — (590 — {1,260 {1.250) {1.837) 1,250 367N
Uther inyesting activities - (2,827 - - 178) (174) - 3179
Net cash {used in) provided by investing activities 5134601 $ (36500 &— §4143 % 3256 & (66,438 54,143 § 80,301
Cash flows from financing activities
Dividends paid s @3 8 o~ &= 5 - 3 - & o F - 3 (8375
Dividends paid — ntercompany — {1.202) — — — 1.292 — -
Issuanca of common stock a12 — — — — — — 912
Treasury stock acquired {779 — — - — — — 779
Proceeds/Repayments) from issuance of long-term debt — third-
party, net 16616 8.373 — {1.038) {36673 4 756 1,038 26078
Procesds/{Repayments) from ssuance of fong-term debt
intercompany, net (153 5,948 o (3.319) 111.676) 5881 3,319 o
Change n depasits - — - 2 — 65651 {2) 65651
Net change in short-term bosrowings and other investment banking
and brokerage borrowangs — third-party (310 3.35¢ — 28 1766} B.644; {28 {4.363)
Net change in shart-term borowings and other advances
— intercompany {1,431} 359 — (1.600) 353 719 1,600 -
Capital contributions from parent — 4,100 — 1380 (3.720 -
Other financing activities 5114 — — (448) 5 4 526 448 4,020
Net cash provided by (used in) financing activities % 5960 570845 §—  S6I7TH (18130 § 72461 $6.375 $ 83144
Effect of exchange rate changes on cash and due
from banks g — § = B B - — % 3% $ - § N
Net cash used in discontinued operations § — 5§ — & & — — % (8 3 — S {128
Net increase/{decrease) in cash and due from banks ¢ 12 S S~ 558 173y & 270 $ 188 S 1.3%
Cash and due from banks at beginning of perlod 123 4446 — 559 757 13,950 559 19,276
Cash and due from banks at end of pesiod from continuing
operations $ 135 § 3234 S— § 40 § 584 § 16680 5 @hY § 20613
Supplemental disclosure of cash flow information
Cash paig during the year for
Income laxes $ @0y % 168 S— § 748 3 81§ 5455 3 (746) $ 6808
Interest 2876 5,649 — 205 478 3,541 (205 18,544
Non-cash mvesting activities:
Transfers to repossessed assets § — § — &— $ 638 39 696 & 360 S (636 S 1046
164

OPP007364



30. SELECTED QUARTERLY FINANCIAL DATA (UNAUDITED)

2006 2005
in milions of dollars, except per share amounts Fourth Third Second First Fourth Third Secinwt tirgt
Revenues, net of interest expense 23828 S$142 s218 $22,183 320773 321498 $20,169 $21.196
Operating expenses 13,958 11,938 12,768 13,358 11374 11413 10,972 11.404
Provisions for credit fosses and for benefits and claims 2,348 2117 1817 1,673 2,144 2,840 2032 2.030
Income from continulng operations before mcome taxes,

minerity Interest, and cumulative effect of accounting

change $752 $738 §$759%6 §7152 5 7261 $ 7245 $ 7.165 $ 7,762
Income taxes 2241 2,020 2,303 1,537 2,251 2,164 2179 2484
tinor ity interest, net of 1axes 152 48 3 60 38 a3 255 163
Income from continuing operations before cumulative

effect of accounting change $5129 $5303 $5262 $ 6855 54072 §4988 S 47N 35115
Income from discontinued operations, net of taxes — 202 3 84 2,008 2155 242 326
Cumulative effect of accounting change, net of taxes* —_ — — —_— 49) - — —
Het income $5120 $5505 $525 § 5639 §$6932 § 7143 $ 5073 $ 5441
Earnings per share @
Basic
income from continuing operations $ 105 § 108 $ 107 § 113 5 1 00§ 0058 § 092 $ 099
Net income 1.06 113 107 1.14 1.39 T4 099 108
Diluted
Income from continuing operations $ 103 $ 106 $ 1056 $ 111 3 0% § oW § 0N $ (098
Netincome 1.03 1.10 1.05 1.12 1.37 1.38 097 1.04
Common stock price per share
High $ 5641 $5023 $5037 §4929 $ 4964 $ 4651 $ 4784 $ 4978
Low 49.38 46,40 4741 45.05 44 31 42.05 4459 4435
Close 55.70 49.67 4825 4723 4853 4552 46,23 4494
Dividends per share of common stock ¢ 040 $ 049 $ 043 § 048 3 044 $ 044 S 044 S 044
(1 Avcamting change in e 2000 Yo i ter represants e ddoplion of [ 4/,
1 e Lo avceagion of shdges, auariedy sanings [ st may 1 add 1 To the totals repored fo (e Rl yoat
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FINANCIAL DATA SUPPLEMENT (Unaudited)

RATIOS
2008 2005 2004

Net income to average assets 128% 164% 120%
Return an common stockholders' equity 188 223 170
Rettim on total stockhelders equity 186 221 16.8
Total average equity 1o average assels 8488 741 714
Dividends declared per common share as a

percentage of income per diuted common share 455 371 49.1

o1y Recassitied b conform o curtent pariod's prasantation

(01 Bassrd o 1o oo s protertad stock dividends as 3 percentage of Avtage COMTRK
stkiwida 8 oty

i Fasod onnl income: less oo stoek diddents s s pacontage of iaige o stocklhulodns’ sty

AVERAGE DEPOSIT LIABILITIES IN OFFICES OUTSIDE THE U.5.©

2008 2005 2004

Average Average Aeoiags Al aga AssiBge Avarane

i ifions of dollars al year end balance interest rate b intgres rale halancs intoest rate
Banks $ 50478 3.56% $ 2874 521% $ 32067 2.09%

Other demand deposits 156,197 253 140,105 165 121588 11t

Other time arx savings deposits - 229376 4.01 203,041 2.92 173016 243
Total $436,051 3.42% $372,940 2.62% $333571 2.00%

T Iteros] ralos aned ariouds inciute e et of TISK Taanagement ativilies and atso rotlect e tnpel ot e fouad e1ost Fles PRVl g 1Y CosTam Gk IES. Sop

g b,
@1 Prienant sonsiss ol cetficates of depost ad oo ime doposits 81 denonirations ol 10,000 o e,

MATURITY PROFILE OF TIME DEPOSITS ($100,000 OR
MORE]) IN U.S. OFFICES

fioke 24 ko the Uonsolittatkedt Fnancial Slaleenonds o

i aniflions of doflars Under 3 e 3u Oyt 610372 that 17
at year et 2008 Monthg fonths Manths Klinins
Certificates uf deposit $12,136 §21.190 31572 $3.837
Other time deposits 945 54 a8 &
SHORT-TERM AND OTHER BORROWINGS ®

Federal funds purchased

snd securities sold under

agroements to repurchase % Commercial paper Other funds borrowed @

fn milfions of dollars 2006 2005 2004 2006 2005 2004 2006 2005 2004
Amounts outstanding al year end $340236 5742397 200555 $43805  §34150 825638 $57,4938 S32771 $31129
Average vutstanding during the year < 290,663 245,595 212132 $32,468 26,108 32,799 39,047 31725 28,051
Maximam month-end outstanding 349,235 279021 240,168 43,695 34,751 39 469 57,138 33,907 34719
Weighted-average interest rate
During the year 7 8.00% 4.83% 2.77% 4.96% 311% 1 28% 4.13% 4.06% 353%
At year end ™ 481% 3.77% 2.37% 5.28% 4.30% 2 26% 4A47% 3.86% 2.54%

1} Urigina matpities of less e one yes.
(21 Rates 1ofiec| peevaliing local rierest | ates Inckeding infationary efioc s and MOnElary (ORRCRen N cerAn ronhies.
i3 txokacks discontinesd opeeations.

Ay Interest rates nclide the affents of 1isk managerent actrdtles. See Notes 19 ared 23 10 the Drasobdated Nianedal Stalements on pages 1 9 ard 148, 1eapatively

(51 Based on cortachil rates at year e
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LEGAL AND REGULATORY REQUIREMENTS

Bank Holding Company/Financial Hoiding Company
Citigroup's ownership of Citibank, KA, (Citibank) and other banks makes
Citigroup 1 bank holding company ™ under US. law. Bank holding
companies are generally limited to the business of banking, managing or
controlling banks, and other closely related activities. Because Citigroup's
subsidiary banks are “well capitalized” and “well nuanaged” under U5,
banking regulations, and have satisfactory ratings under the US.
Community Reinvestment Act, Citigroup has qualified as 2 “financidl
halding company,” which permits the Company to engage in a broader
range of financial activities in the US. and abroad. These activities include
underwriting and dealing in securities, insurance undervriting and
hrokerage. and making investments in non-tinancial conipanies fora
limited period of time, as long as the Company does not manage the
non-financial company’s day-to-day activities, and the Company’s banking
subsidiaries engage only in permitted cross-marketing with the
non-financial company.

1f Citigroup ceases to qualify as afinancial holding company, it could be
barred from new financial activities or acquisitions, and have to discontinue
the broader range of activities permitted to financial holding companies.

Regulators

As a bank holding company, Citigroup is regulated and supervised by the
FRE. Nationally chartered subsidiary hanks, such as Citibank, arc regulated
and supervised by the Office of the Comptroller of the Currency (OCC);
foderal savings associations by the Office of Thrift Supervision; and state-
chartered depository institutions by state banking departments and the
Federal Deposit Insurance Corporation (FINC). The FDIC has back-up
enforcement authority for banking subsidiaries whose deposits it insures.
Overseas hranches of Citihank ase regulated and supervised by the FRE and
00 and overseas subsidiary banks by the FRB. Such overseas branches and
subsidiary banks are also repulated and supervised by regulatory authorities
in the host countries.

Internal Growth and Acquisitions

Financial helding companies generally can engage, directly or indirectly in
the LS. and abroad, in financial activities, either de novo or by acquisition,
hy providing after-the-fact notice to the FRE. However, the Company must
obtain the prior approval of the FRE hefore acquining more than five percent
of any class of voting stock of a LS. depository institution or hank holding
conmpany.

Subject to certain restrictions and the prior approval of the appropriate
federal banking regulatory agency, the Company can acquire 1.8, depository
institutions. including out-of-state banks. In addition, intrastate bank
mergers are permitted and banks in states that do not prohibit vut-ofstate
mergers may mecge A national or state bank can establish 4 new branch in
another stae if permitted by the nther state, and a federal suvings association
can generally open new branches in any state.

The FRE must approve certain additional capital contributions to an
existing non-11 S investment and certain acquisitions by the Company of an
interestin anon-LS. company, including in a forcign bank. aswell s the
establishment by Citibank of fosign branches.
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Dividends

The Company's hank holding companies and hanking subsidiaries are
limited in their ability to pay dividends. (See Note 20 to the Consolidated
Financial Statements on page 142.) In addition to specific limitations on the
dividends that subsidiary banks can pay to their holding cormpanies, federal
regulators could prohibit a dividend that would be an unsafe or unsound
hanking practice.

Ttis FRB policy that bank holding companies pay dividends on common
stock only out of income available over the past vear, and only if prospective
eamings retention is consistent with the organization’s expected future needs
and financial condition. Moreover, bank holding companies should not
maintain dividend levels that undermune the conmpany’s ability to be a
source of strength to its hanking subsidiaries.

Transactions with Nonbank Subsidlaries

A hanking subsidiary's transactions with 2 holding company or nonbank
subsidiary generally are limited to 10% of the banking subsidiary’s capital
stock and surplus, with an aggregate limit of 20% of the banking subsidiary’s
capital stock and surplus for all such transactions. Such transactions must
be on arny's-length terms, and certain credit transactions must be tully
secured by approved forms of collateral.

Liquidation

The Company’s right t participate in the distribution of assets of a subsidiary
upon the subsidiary s liguidation will be subordincte 1 the claims of the
subsiciary's creditors. 1f the subsidiary is an insured depository institution, the
Company s claim as a stockholder or creditor will be subordinated to the dlaims
of depositors and other genera) or subordinated creditors.

It the liquidation of a US. insured depository institution, deposits in s
offices and certain claims for administrative expenses and employee
compensation will have priority over other general unsecured clainss,
including deposits in oftices outside the US., non-deposit claims in all
offices, and claims of 2 parent such as the Company. The FDIC, which
succeeds to the position of insured depositors, would he a priority creditor

An FDIC-insured financial institution that is affiliated with a failed FDIC-
insured institution may have to indemnify the FDIC for lusses resulting from
the insolvency of the failed institution, even if this causes the indemnifying
institution also o become insolvent. Obligations of 4 subsidiary depository
institution to a parent company are subordinate to the subsidiany’s
indemnity liahility and the claims of its depositors.
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Other Bank and Bank Holding Company Regulation
The Company and its banking subsidianies are subject to other regulatory
fimitations, including requirements for hanks to maintain reserves against
deposits; fequirements s risk-based capital and leverage (see “Capital
Resources and Liquidity” on page 86 and Note 20 to the Consolidated
Financial Statements on page 142); restrictions on the types and amounts of
Toans that may e made and the interest that may be charged: and
fimitations on nvestments that can be made and services that can be offered

The FRE may atse expect the Company © commit resources to its
subsidiary banks in certain CirCUmSLANCES. However, the FRB may not
compel a bank holding company ty emove capital from {1s regulated
securitics and msurance subsidianes for this purpose.

ALS bank is not requined to repay adepositata branch outside the U5,
if the hranch cannot repay the deposit due to an act of war, civil strife, o
action taken by the government in the host country

Privacy and Data Security

Cader US. federal law, the Company must disclose its privacy policy
CONSUTIETs, penit consumers o “upt out”" of having non-public custorner
information disclosed to third parties, and allow customers to opt out of
receiving, marketing solicitations hased on information about the customer
teccived from another subsidiasy. States miy adopt More extensive privicy
PIOICCHIONS.

The Company is similarly required to have an information security
Program o safepuzrd the confidentiality and security of customer
information and to ensure its proper disposal and to notify customers of
unauthorized disclosure, consistent with applicable law or regulation.

Non-U.S. Regulation

A substantial postion of the Company’s fevenues 1S dertved from its
operations outside the U8 _which are subject to the local kaws and
regulations of the host country. Those requirements affect how the local
activities are organized and the manner in which they are conducted. The
Company's foreign activities dre thus subject to hoth 115, and foreign legal
and regulatory requirements and supervision, including LS. laws
prohibiting companies from doing business in certain countries.
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$ECURITIES REGULATION

Certain of Citigroup's subsidiaries are subject various securities and
commiodities regulations and capital adequacy requirements of the
regukatory and exchange authorities of the jurisdictions in which they
operate.

Subsidiaries’ registrations include as broker-dealer and as investment
adviser with the SEC and as futures commission merchant and commodity
pool operator with the Commodity Futures Trading Commission (CFTG).
Subsidiaries’ memberships include the New York Stock Exchange, Inc.
(NYSE) and other principal United States securities exchanges, as well as the
National Association of Securities Dealers, Inc. (NASD) and the National
Futures Association (NFA)

Citigroup's primary U3, hroker-dealer subsidiary, Citigroup Global
Markets Inc. (CGMD, is registered a8 & broker-dealer in all S0 states, the
District of Columbia, Puerto Rico, Taiwan and Guam COMIis also 4
printary dealer in LS. Treasury socurities and a mernber of the principal
United Stajes futures exchanges. CGML is subject to extensive regulation,
including minimum capital requirements, which are issued and enforced by,
anwng others, the SEC, the CFTC, the NFA, the NASD, the NYSE, various
other self-regulatory organizations ofwhich CGMI is 2 member and the
securities administratons of the 50 states, the District of Columbia, Puerto
Rico and Guam. The SEC and the CFTC also require certain registered
broker-dealers (including CGM1) to maintain records conceming certain
financial and securities activities of affiliated companies that may be
material to the broker-deler, and to file certain financial and other
information regarding such affiliated companies

Citigroup’s securities uperations abroad are conducted through various
subsidiaries and affitizes, principally Gitigroup Glohal Markets Limited i
London and Nikko Citigroup Limited (2 juint venture hetween CGMIT and
Nikko Cordialy in Tokvo. s securities activities in the United Kingdom,
which include investnient banking, trading, and brokerage services, are
subject to the Financial Services and Markets Act of 2000, which regulates
organizations that conduct inwestment husinesses in the United Kingdom
including capital and liguidity requirements and to the rules of the Financial
Services Autherity, Nikko Citigroup vimited is 4 registered foreign securities
conpany in japan and, 3 such, its activities in japan are subject to Japanese
aw applicable to non-fapanese sacurities firms and are regulated principally
by the Financial Services Agency. These and other subsidiaries of Citigroup
ate w50 members of various securities and commodities exchanges and are
subject to the rules and regulations of those exchanges. Citigroup's othet
offices abroad are also subject to the junsdiction of foretgn financial services
regulatory authorities.

COMI is a memher of the Securities Investor Protection Corporation
(S1PCy. which. in the event of the liquidation of a hroker-dealer, provides
protection for customers securities accounts held by the firm of up to
$500.000 for each eligible customer, subject to & limitation of $1060.000 for
claims for cash halances. To supplement the SIPG coverage, COMI has
purchased for the henefit of its customens additional protection, subject t an
aggrogate loss kimit of $604 nullion and a per client cash loss limitof up to
$1.9 million,

Unresolved SEC Staff Comments
The Company is in discussion with the SE(; regarding the Consolidated
statemnent of Gash Flows classification of loan securiiizations.

oPP007368



CAPITAL REQU IREMENTS

As a registered broker-dealer, CGM1is subject to the SEC’s Net Capital Rule.
(M computes net capital under the ahternative method of the Net Capital
Rule, which requires the maintenance of minimum net capital equal o 2%
of aggregate debit items (as defined). A member of the NYSE may be required
to teduce its husiness if its net capital is less than 4% of aggregate debit
balances (as defined and may also be prohibited from expanding its
pusiness or paving cash drvidends if resulting net capital would be less than
5% of aggregate debit balances. Furthermore. the Net Capital Rule does not
permit withdrawal of equity or subordinated capital if the resulting net
capital would he less than 5% of such aggregate dehit balances.

The Net Capital Rule also limits the ahility of beoker-dealers to transfer
arge amounts of capital to parent comp anies and other affiliates. Under the
Net Capital Rule, equity capital cannot be withdrawn from a broker-dealer
without the prior approval of that hroker-dealer's designated exanining
authority (in the case of CGML the NYSE) in cerlain crcumstances,
including when net capital after the withdrawal would be less than (i) 120%
of the minimum net capital required by the Net Capital Rule, or (ii) 25% of
the hroker-dealer's securities position “haircuts.” “Haireuts” is the term used
for deductions trom capital of certain specified percentages of the market
value of securities to reflect the possibility of 4 market decline prior o
disposition. In addition, the Nt Capital Rule requires broker-dealers to notify
the SEC and the appropriate self-regulatory organization two husiness days
hefore any withdrawals of excess net capital if the withdrawals {in the
aggregate over any 30-day period) would exceed the greater of $500.000 or
308 of the broker-dealor's excess net capital, and two husiness days after any
withdrawals (in the aggrepate over any 3-day period) that exceeds the
greater of $500.000 or 20% of excess net capital. The Net Capital Rule dlso
authotizes the SEG to order a freeze (for up o 20 husiness days) on the
transter of capital if a broker-dealer plans a withdrawal of more than 30% of
its excess net capital (when aggregated with all other withdrawals during the
previous 30 days) and the SEE believes that such a withdrawal may be
detrimental to the financial iniegrty of the hroker-dealer or may jeopardize
the broker-dealer’s abudity to pay its customens.

GENERAL BUSINESS FACTORS

in the Company's judgment, no material paet of the Gompany’s husiness
depends upon a single customer or group of customers, the loss of which
would have a matcrially adverse etfect on the Company, and no one
customer ot group of affilited customers accounts for as much as 10% of
the Company's consolidated revenues.

PROPERTIES

Citigroup's principal executive offices are located at 399 Park Avenue in New
York City. Citigroup, and certzain of its subsidiaries, is the largest tenant of
this building, The Company also has office space in Citigroup Center (153 E.
53rd St in New York City) under a long-term lease. Citibank leases a
building in Long Istand City, New York, and has a long-term lease on a
building at 111 Wall Street in New York City, which ase totally occupied by
the Company and certain of its subsidiaries.

COMIT owns its principal offices ina building at 388 Greenwich Street in New
York City, and also owrs the neighboring building a1 390 Greenwich Streel, both
of which are fully occupied by the Company and certain of its subsidiaries.

ganamex has its prncipal oftices in Mexico Caty n facilities that are pan
owned and part leased by it. Banamex has office and branch sites
throughout Mexico, most of which it gwns.

The Company owns other offices and certain warehouse space, none of
which is material to the Company's financial condition or operations.

The Company belicves its properties are adequate and suitable for its
husiness as presently conducted and are adequately maintained. For further
information concerning leases, see Note 26 10 the Consolidated Financial
Statenments on page 151,

LEGAL PROCEEDINGS

Enron Corp.
Beginning in 2002, Gitigroup. CGMI and certain executive officers and current
and former enployees Calong with, in miany Cases. other insestment banks and

-

certain Enron officers and directors, lawyers and/or accountants) were named
a5 defendants in a series of individual and putative class action fawsuits related
1 Enron. 'The putative securities ciass action and alf renaining individual
actions (other than actions brought as part of Enon's Chapter 11 bankruptey
proceeding) were consolidated or coordinated in the United States District Court
for the Southern District of Texas. The consolidated securities class action,
brought on behalf of a putative class of individuals who purchased Enron
securities (NEWBY, etal v. ENRON CORP . ¢t 4, alleged violations of Sections
11 and 15 of the Securitics Actof 1933, a amended, and Sections 10 and 20 of
the Securities Exchange Act of 1934, a5 amended Citigroup agreed to setle this
action on June 10, 2005, Under the terms of the settlement, approved by the
District Court on May 24, 2006, Gitigroup wil make 1 pretax payment of

$2.01 billion t the settlement class. which consists of al} purchasers of publicly
traded equity and debt securities issued by Enron and Enron-related entities
between September 9, 1997 and December 2. 2001, 1n light of this settlement,
plaintiffs in three individual secunties actions, which are part of the NEWBY
class, have agreed to dismiss their lawsuits against Citigroup. CALIFURNIA
PURLIC EMPLOVEES' RETIREMENT SYSTEM v BANC OF AMERICA
SECURITIES LLC, et al HEADWATERS CAPYTAL LLC v LAY, al and
VARIABLE ANNUTTY LIFE INS. CO. v CREDIT SULSSE FIRST BOSTON CORP..
etal. Plaintitts in two other cases, not partof the NEWBY class, have also
voluntarily dismissed their claims against Citigroup: STEINER v. ENRON
CORD . ot o, and TOWN OF AFW HARTFORTY v LAY, et al
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A nurber of other individual actions have been settled and/or dismissed
On October 26, 2006, Citigroup, along with certain other ivestient bank
defendants, agreed to settle an action brought by tour Ohio state pension
funds that purchased Enron securities, PUBLIC EMPLOYEES RETIREMENT
SYSTEM OF OHIO, et al. v. FASTOW. et al. [n December 2006, Citigroup
agreed to settle three actions hrought by varieus ivestment funds and
insurance companies that purchased Enron securities: AMERICAN
NATIONAL INSURANGCE COMPANY, etal. v. CITIGROUP NG, etal;
WESTHORO PROPERTIES, LLC, etal, v. CITIGROUP INC, etal, and
RAVENSWOOD |, LLC. etal. v CITIGROUP INC., et al. On December 15,
206, the District Court dismissed with prejudice 10 cases hrought by clients
of asingle law firm in connection with the purchase and holding of Enron
securities {also dismissing third-party claims against Citigroup). Al AMS, et
Al v, ARTHUR ANDERSEN, et al.; AHLICH, et al. v ARTHUR ANDERSEN, ¢t
al: BULLOCK, ef al. v ARTHUR ANDERSEN, et al; CHOUCROUN, etal v
ARTHUR ANDERSEN, et al ; DELGADO. et al v ARTHUR ANDERSEN, et
GUY, el al. v. ARTHUR ANDERSEN, et al; JOSE, et al v ARTHUR
ANDIERSEN, et al; ODAM, et al. v. ENRON CORP., et al; PEARSON, etdl. v.

FASTOW, at ab - and ROSEN. et al v FASTOW, etal Plaintitts filed a notice of

appeal in each of the ten cases on January 5, 2007

Additional actions against Cigroup and its afiliates were filed beginning
in 2002 in the Southern District of Texas and other various jurisdictions.
Certain of these remain pending, including; (i) actions hrought by investors
in Finron securities; (if) actions brought by commercial banks that
participated in Enron revolving credit facilities andror purchasers of Envon
hank debt in the secondary market, (iii) actions filed by Fnron inits Chapter
11 hankruptey proceedings seeking to fecover payments to Citigroup as
atleged preferences or fraudulent conveyandces, to disallow or equitably
subordinate claims of Gitigroup and Gitigroup transferees on the basis of
alleped fraud, and to recover damages from Citigriup for allegedly aiding
and ahetting breach of fiduciary duty; (iv) actions brought by the Attorney
General of Connecticut in connection with an Enron-refated transaction;
(v} an action brought by certain trusts that issuud securities linked to
aron's credit, by the related indenture trustee and certain holders of thuse
securities; (v an action brought by a utility, alleging that Citigroup and
others aided Enron in fraudulently overcharging for electricity: and
{vii) actons by 2 hank that entered into credit derivative swap {ransactions
with Citibank.

Research

Worldcom, Inc, Beginning in 2002, Citigroup, CGMI and certain executive
officers and cursent and former employess (along with, in many cases, ather
investment banks, certin WorldGom officers and directors, and/or
accountants) were named as defendants in 4 series of individual and
putative class action lawsuits relating to the underwriting of WorldCom
socurities and the issuance of research analyst reports conceming
WorldCom. The putative class action and the majority of the individuad
actions were consolidated in the United States District Court for the Southern
District of New York a5 In e WORLDCOM, INC. SECURITIES LITIGATION;
cortain individual actions remained pending in other state and federal
courts. Citigroup settled the conselidated putative class action in May 2004
Citigroup has now settled all but four of the WorldGom-related individual
actions. One of the four remaining actions, HOLMES, et al v. GRUBMAN, et
Al was dismissed by the District Court: an appeal is pending in the United
States Court of Appeads for the Second ircuit.

Telecomnaunications Research Class Achions. Beginning in 2002,
Citigroup, CGMI and certain executive officers and current and former
employees were named s defendants in 4 series of putative class action
Lawsuits, alleging viokations of the federal securities Laws, including Sections
10 and 20 of the Securities Excliunge Actof 1934, & amended, in conpection
with Citigroup research analyst reports concerning seven issuers: AT&T Corp.
(AT&T"). Winstar Communications, Inc. {"Winstar™), Level 3
Communications, Inc. ©“Level 3°), Metromedia Fiber Network, Inc.
{"MEN"), X0 Communications, Inc. ("X0™), Williams Communications
Group Inc. (“Williams"), and Focal Communications, tnc. (“Focal”). These
putative class actions were assigned to 2 single judge in the United States
District Court for the Southern District of New York for coordinated
proceedings. The court consolidated these actions inty seven separat
proceedings comesponding to the seven issuers of securities involved.

Citigroup has settled five of the seven actions. On August 17, 2000, the
court approved Citigroup's settlement of the AT&T action, 1n re SALOMON
ANALYST AT&T LITIGATION. On Septeraber 29, 2006. the court approved
Citigroup's settlements of the Level 3, X0 and Williams actions, In re
SALOMON ANALYST LEVEL 2 LITIGATION, In re SALOMON ANALYST XO
LITIGATION, and In re SALOMON ANALYST WILLIAMS LITIGATION,
respectively. (n Noveniher 14, 2006, the court preliminarily apprved
Citigroup's setdement of the Focal action, LS ANGELES CITY EMPLOYEES
RETIREMENT ASSOCIATION v, CITIGROUP. A hearing on the final approval
of the Foca settiement is scheduled for March 23, 2007,

‘the Winstar action, [n re SALOMON ANALYST WINSTAR LITIGATI N,
was dismiissed with prejudice in its entirety on January 6, 2005, 'The MFN
action, T re SALOMON ANALYST METROMEDIA LUTIGATION, remains
pending, On January 6, 2005, the District Court granted in part and denied i
part Citigroup’s motion dismiss the claims against it. On jung 20, 2006,
the District Court certified the plaintitf class in the MFN action. The District
Court's class certification decision is on appeal in the United States Court of
Appetls for the Second Circuit
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Olobal Crosstng, Lid. in January 2004, the Glohal Crossing Estate
Representative filed an adversary action in the United States Bankrupicy
Court for the Southern District of New York against Citigroup and several
other hanks seeking to rescind the payment of a loan made o 2 Global
Crossing subsidiary, Citigroup moved to dismiss the action in May 2004, and
the mofien remains pending,

Quest rekted Actions, Beginning in 2003, Gitigroup and CGMI (along
with, 1n many cases, uther investrment banks, certain Qwest officers and
directurs and accountants) were named as defendants in aseries of actions
alleping violations of state and federal securities Laws in connection with the
underwriting of, :nd research analyst reports concerning, {Jwest
Communications internatonal Inc. €Qwest”). Cinigroup either settled or
ohtained dismissal of several such cases. In October 2006, Citigroup settled
the two remaining (west-related actions: CALIFORNIA STATE TEACHERS'
RETIREMENT SYSTREM v OWEST COMMUNICATH INS INTERNATIONAL
INC. bl and STATE UNIVERSITIES RETIREMENT SYSTEM OF ILLINGIS
v, QWEST COMMUNICATIONS INTERNATIONAL INC., et al.

Customer Class Actions. On May 18, 2006, the District Court gave final
approval o the settlemient in NORMAN v. SALUMON SMITH BARNEY, 4
putative class action asserting, violations of the investment Advisers Act of
1940 and various common law claims in connection with certain Custoness
who maintained guided portfolio management aocounts at Smith Barney,

0 March 2004. 4 putative research-related customer dlass action alleging
various stale law clams arising out of the issuance of allegedly miskading
research analyst peports, DISHER v. CITIGROUP GLOBAL MARKETS INC,, was
filed i Minois state court. Citigroup remioved this action to federal court, and
in August 2005 the United States Court of Appeals for the Seventh Cirouit
roversed the District Court's August 2004 onder remanding the case to staie

court. and directed the District Gourt to distiiss plaingfts claims as pre empted.

Om June 26, 2006, the United States Supreme Gourt granted plaintiffs’ petition
for 2 writ of certiorari, vacaied the Seventh Cicuit's opinion and renvinded the
case to the Seventh Circuit for further proceedings. On January 22, 2007, the
Seventh Circuit dismissed Citigroup’s appeal from the District Gourt's removal
order for lack of appeltate jurisdiction. On February 1, 20807, plaintiffs secured
an onder reopening this case in Hlinois state court, and on Februaury 16,
(itigroup remaved the reopened action to federal court

Arhitrations n addition to the various lawsuits discussed above, si milar
daims against Gitigroup and certain of 1S affiliates relating to research
analyst reports conceming the securities mentioned ahove, and other
securitics, are pending in numerous arhitrations around the country.
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Parmaiat

Reginning in 2004, Citigroup and Citibank, NA. € along with, in many cas,
other imestment banks and certain Parmalat officers and/or accountants)
were named as defendants in a series of class action complaints filed in the
United States District Court for the Southen District of New York relating to the
collapse of Pamalat Finanziaria S PA. (“Parmalal”™) and consolidated under
the caption 1n re PARMALAT SECURITI ESLITIGATION, The consolidated
amended complaint, filed on October 18, 2004, alleges violations of Sections 10
and 20 of the Securities Exchange Actof 1934, as amended, and secks
unspecified damages on behalf of a putative class of purchasers of Parmalat
sectirities hetween January 5, 1999 and December 18, 2003. On January 10,
2005, the Citigroup defendants filed a motion o dismiss the action, which the
District Court granted in part and denied in part on July 13, 2005. Plaintiffs
filed 4 second amended consolidated conplaint on August 25, 2005.On
Sepiemher 21, 2006, plaingits filed 2 motion for class certification, which i
currently pending, O October 10, 2006, defendants moved for judgment on
the pleadings dismissing the claims of all foreign purchasers for lack of subject
matter jurisdiction; that motion is also still pending,

On July 29, 2004, Enrico Bondi, a8 extraordinary commissioner of Parmalat
and other affiliated entities (“Bondi™), filed a Lawsuit in New Jersey Superior
Court against Citigroup, Citibank, N A, and certam allegedly comrolled
Citiproup entitics, alleging that the Citigroup defendants participated in fraud
committed by the officers and directors of Parmalat and seeking unspecified
damages. The action alleges avariety of claims under New Jersey state {aw,
including fraud, negligent misrepresentation, violations of the New Jersey
Fraudutent Transfer Act and vielations of the New Jersey RICO statute. The
Citigroup defendants filed a motion to dismiss the action, which was granted in
pant and dened in part. The Gitigroup defendants answered the complaint and
filed counterclaims alleging causes of action for fraud. negligent
misrepresentation, conversion and breach of warranty. Bondi's motion to
disrmiss the counterclaims was denied. On July 14, 2006, the New jersey
Appellate Division aftirmed the denial of Ciigroup's motion to disriss the
complaint, On September 19, 2006, the New Jersey Supreme {ourt denied
Citigroups motion for leave to appeal from the Appellate Division's dedision.
Om December 18, 2006, Citigroup made a renewed motion o dismiss for forunt
son conpeniens, which was denied on January 22, 2007,

Citigroup (along with, among others, numerous other investment hanks,
cwrtain former Parmalat officers and accountants) also is involved in various
parmalat-reated proceedings in ltaly. none such action, the Milan
prosecutor has initiated proceedings secking the indictment of numerous
individuals, including a Citigroup employee, for offenses under Ttalian law
that arise out of the collapse of Parnualat. In connection with this
prceeding, the Milun prosecutor Pty also seek administrative remedies. In
addition, 2 number of private parties, including former investors in Parmalat
secunities, have applied to jom the Milan proceedings us civil clasmants and
are seeking unspecified civil damages apainst numerous parties, including
Citigroup. In Parma. a public prosecutor s conducting a crimingl
insestigation into alleged bankruptey oftenses relating to the colliapse of
parmalat. That investigation is ongoing,
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Adelphia Communications Corporation

On July 6, 2003, an adversary proceeding was filed by the Official Committee of
Unsecured Creditors on hehalf of Adelphia Communications Comporation
agatinst certain lenders and investment banks, including CGMI, Citibank, NA,
Citicorp USA, Inc., and Citigroup Financial Producs, inc. {together, the
“Citigroup Parties"), The cormplaint alleges that the Citigroup Parties and
numerous other defendants commitied acts in vielation of the Bank Holding
Gompany Act and common kv, The complaints seek equitable relief and an
unspecified amount of compensatory and punitive damages. In

Novemnber 2003, 4 stmilar adversary proceeding was filed by the Equity Holdors
Commitiee of Adelphiz. In June 2004, motions to dismiss were filed with respect
1 the complatnts of the Official Commitice of Unsecured Greditors and the
Equity Holders Committee. The motions are currently pending,

In addition, CGMI is among the underwriters named in numerous civil
actions hrought to date hy investors in Adelphia debt securities in connection
with Adelphia securities offerings between September 1997 and Uctober 2001,
Three of the complaints alse assent claims against Citigroup Inc. and
Citibank, NA. All of the complaints allege violations of federal securities
Jaws, and certain of the complaints also allege viokations of state securities
laws and the common law, The complaint seeks unspecified damages. In
December 2003, 1 second amended complaint wiss filed and consolidated
hefore the same judge of the Tinited States District Court for the Southern
District of New York. 1n February 2004, motions to dismiss the class and
individual actions pending in the United States District Court for the
Southern District of New York were filed. n May and July of 2005, the United
States District Court for the Southern District of New York granted motions to
dismiss several claims, based on the running of applicable statute of
limitations, asserted in the putative class and individual actions being
coordinated under 1N RE ADELPHIA COMMEUNICATIONS CORPORATION
SECURITIES AND DERIVATIVE LITIGATION. With the exception of one
individual action that was dismissed with prejudice, the court granted the
putative class and individual plaintitts leave to re-plead certain of those
claims the court found to be time-harred. Without admitting any liabiliry,
£6MI and rumerous other finanial institution defendants settled IN RE
ADELPHIA COMMUNICATIONS CORPORATION SECURITIES AND
DERIVATIVE LITIGATION for a total of $250 million, and the settlement was
approved in November 2006 Two of the additional reniaining individual
complaints have been settled.

Allled Irish Bank

On Januare 31, 2006, the United States Distrct Court for the Southern
District of New York partially denied motions filed by Citibank and a
co-defendant to dismiss a complaint filed by Allied Trish Bank, PLC
(AIB") tn May 2003, seeking compensatory and punitive damages in
connection with losses sustatned by a subsidiary of AIB in 20002002, The
complaint alleges that defendants are liable for fraudulent and fictitious
foreign currency trades entered by one of AIB’s traders through defendants,
who provided prime brokerage services. The court's ruling on the motions to
dismiss allowed plaintiff's common law claims, including fraudulent
concealment and aiding and abetting fraud, i proceed.
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Mutual Funds
Citigroup and certain of its affiliates have been named in several class action
litigations pending in various federal District Courts arising out of alleged
violations of the federal securities faws, including the Investment Corapany Act,
and commxm law (including breach of iduciary duty and unjustenrichment).
"The claims concern practioes in connection with the sale of mutuad funds,
including allegations involving market timing, revenue sharing, incentive
payments for the sale of proprietary funds, undisclosed breakpotnt discounts for
the sale of certain classes of funds, tnappropriate share class recommendations
and inappropriate fund investments. The litigations involving market timing
have been consolidated under the Multi District rules in the United States
District Gourt for the District of Manland (the “MDL action”), and the
litigations involving revenue sharing, incentive payment and other issues are
pending in the nited States District Court for the Southem District of New
York The plaintifts in these litigations enerally seek unspecified compensatory
deameages, recessionany damages, injunctive relict, costs and fees. 1n the
principal cases cencerning revenue sharing, incentive paymient and other
issues, the lead plaintff filed a consolidated and amended complaint on
Tecernber 15, 2004, Citigroup defendants’ motion t dismiss the consalidated
complaint was substantially granted; 2 motion to dismiss the remaining claim
buts bueen filed. Several derivative actions and class actions were also dismissed
against Citigroup defendants in the MDL action (the class actions were
dismissed with leave to replead state law claims of unjust enrichment)

fssues in the mutaal fund industry continue to receive scrutiny by various
government regulators and SROs, CGMI reached an agreenient in principle
with the NYSE to settle a matter related to its market-timing practices prior to
Septernber 2003,

PO Securities Litigation

In April 2002, consolidated amended complaints were filed against CGM
and other investment banks named in numerous putative class actions filed
in the Uinited States District Coust for the Southern District of New York,
alleging viotations of certain federal securities laws (including Section 11 of
the Securities Act of 1933, as amended, and Section 10{b} of the Securities
Fxchange Actof 1934, as amended) with respect to the allocation of shares
for certain initial public offerings and related aftermarket transactions and
damage to investors caused by allegedly hinsed research analyst reports
Detendants” mation to dismiss was denied. On Octoher 13, 2004, the court
granted in part the motion to certify class actions for six focus cases in the
securities litigation, CGMI is not 2 defendant in any of the six focus cases. In
December 2006, the United States Court of Appeads for the Second Circuit
reversed the liistrict Court and held that the niatier could not proceed as
glass action The phaintiffs filed 2 petition tor rehearing in January 2007,
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IPO Antitrust Litigation

Beginning in March 2001, several putative class actions that were later
consolidated into 3 single class action were filed in the Southern District of New
York against CGM! and other investent banks, alleging violations of certain
federal and state antitrust Laws in connection with the allocation of shares in
initial public offerings wherr anting as underwriters. A separate putative class
action was filed against the same underwriter defendants s well as certain
institutional investors alleging commercial bribery claims under the Rohinson
Patman Act arising out of similar allegations regarding 1PO allocation
conduct. On Novenher 3, 2003, the District Court granted CGMT's motion ts
dismiss the consolidated amended complaint in the antitrust case and the
Robinson Patman complaint, Plaintiffs thereafter appealed the District Court’s
order dismissing the two actions. On Sepember 28, 2005, the Second Gircuit
vacated the District Court's decision and ordered the cases remanded to the
District Court. In December 2006, the United States Supreme Court granted the
underwriter defendants’ petition for certiorant to review the Second Circuit's
decision and set oral argument for March 2007,

Wage & Hour Employment Actions

Numerons financial services firms, including Citiprup and its atfiliaws, have
been mamed in putative class actions alleging that certain present and former
emplovees in California were entitled to overtise pay under state and federal
Jaws; were subject to gertain allegedly unlawdul deductions under state Law; or
were entitled to reimbursement for emplovment-related expenses incurred by
thens. The first of these class actions filed in the Fall of 2004 in the United
States District Gourt for the Northern District of California, BAHRAMIPOUR v,
CITIGROUP GLOBAL MARKETS INC., seeks damages and injunctive relief on
hehall of 2 putative class of California employees. Similar complaints have
heen subsequently filed against CGME an hehalf of certain statewide or
nationwide putative class in (i) the United States District Counts for the
Southern District of New York, the District of New Jersey, the Eastern District of
New York, the District of Massachusetts, and the Middle District of
Pennsylvania; and (i1 the New Jersey Superior Court. Without admitting any
liability, COMI has reached an agreernent in principle, which is subject to court
approval, to anationwide settlement for up to approxinyately $98 million of
various class actions asserting vielations of stae and federal laws relating to
overtime and violations of various state laws relating 1o alleged unlawful
payroll deductions.

Other

The Securities and Fschange Commission is conducting a non-public
investigation into the Company’s treatment of certain potential Argentina:
related fosses in the 2001 tourth quarter and the weatment of cerain specific
tax reserves and refeases during the period 2000 to 2004 related to the
Associates businesses acquired in the 2000-fourth quarter. In connection with
these matters, the SEC has subpoenaed witness testimony and certain
accounting and internal controls-refated information for the years 1997 to
2004. The Company is cooperating with the SEC in its investigation, The
Corpany cannot predict the outcome of the investigation,

Beginning in June 2005, certain participants in the Citigroup Pension
Plan {the "Plan™) filed putative class action complaints agast the Plan
and other Citigroup defendants, alleging that certain aspects of the Plan
siolate provisions of ERISA. The claims were later consolidated as IN RE:
CITIGROUP PENSION PLAN FRISA LITIGATION in the United States District
Court for the Southern District of New York. In December 2006, the District
Gourt denied defendants’ summiary judgment motion; granted summan
judgment to plaintiffs on their backloading, age discrimination and notice
claims; and ordered the Plan reformed to comply with ERISA. The District
Court also granted plaintitts” motion for class certification. On January 23,
2007, detendants moved the District Gourt for entry of a partial, appealable
final judgment with respect to the hackloading and age discrimination
rutings, permission to file an interlocutory appeal from the summary

- judgment order. and for 2 stay pending proocedings in the Second Circuit,

In 2002, a shareholder derivative action CARROLL v WEILL, et al, way
filed in New York state court alleging claims against Citigroup directors in
connection with Citigroup's activities with Enron and other matters. The
court dismissed the complaint in October 2002, the Appellate Division
affirmed the dismissal in December 2003, and in May 2004, the New York
Court of Appeals denied plaintiff's motion for leave to appeal that
affirmance. Since that date, Citigroup has received 2 shareholder demand
containing allegations similar to thase set forth in the CARROLL action, and
asupplenental letter containing various additional alfegations relating to
uther activities of Citigroup. In February 2006, the parties reached an
agreenent in principle W settle this dispute, and a fairness hearing is
scheduled for February 28, 2007,

Settiement Payments
Payments required in settlement agreements deseribed above have been
made or are covered by existing litigation reserves

LR 2L 2T 2

Additional tawsuits containing claims similar to those described above
iy be filed in the future

OPP007373



UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

Share Repurchases

tnder its long-standing repurchase program (which was expanded in the 2006 second quarter as noted below), the Company buys back common shares in the

market or otherwise from time to time.

The tollowing table summarizes the Company's share repurchases during 2006

Doltar
valus of
remaining
Average autherized
Yotal shares price paid repurchase
in milbons, except per share amounts repurchased pes share program
First quarter 2006
Open market repurchases - 429 546 58 $ 2412
Employse transactions - 87 46.40 WA
Total first quarter 2006 516 $46.55 $ 2412
Second quarter 2006
Cpen markel repurchases 408 $48.08 310,412
Employee ransactions 28 49.71 N/A
Total second quarter 2006 436 $40.02 $10,412 .
Third quarter 2006
Open market repurchases 409 548,90 5 8412
Employee transactions 15 48.75 WA
Total third quarter 2006 424 $45.89 $ 8412
Octoher 2006
Open marke! repurchases 72 $50.41 S 8049
Employee transactions 44 50,98 NiA
November 2006
Open marke! repurchases 57 $50.16 § 7764
Employee transactions 05 50,45 N/A
December 2006
Open marke! repurchases 85 $54.34 g 7412
Enviplovee transactions 74 54.52 WA
Fourth quarter 2006
Open market regurchases 194 35166 $ 7412
Employee transactions 123 53.09 A
Total fourth quarter 2006 N7 $52.21 $ 7412
Year-to~date 2006
Open market repurchases 144.0 $48.60 $ 7412
Employee ransactions 253 5015 WA
Total year-to-date 2006 168.3 $48.83 $ 7412

(1 All upen) srarkel teporchass o fansacled teedal &) axisting sulhonzed stiase taptschase par, (o Al 16 2006, the Buard of Direstors aumisiized up Lo an addtiood $1
W21 Cuessist of stusen ankdod b Seisry stk ebabed b sty oo anplyes slock option prongais e, vwe e wnpion defivers s
vastricien or dutered shock prgan. whote Siares 200 withhold tr salisty tax Ul aiments,
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EQUITY COMPENSATION PLAN INFORMATION

(a) (b) (c)
Number of securities remaining
avaifable for future Issuance
Rumber of securities to be issued Weighted-average exercise under equity compensation
upon exercise of outstanding  price of outstanding options, plans (excluding securities
Plan Category options, warrants and rights warrants and rights reflected in colunw {a)}
Equity compensation plans
approved by security holders 253085 543+ 341 53 315800009 «
Equity compensation plans not
approved by security holders 14,186,619 $47 37 Qe
Total 267272162 34187 315,800,808

(4 Inciuades 5922 mllion shares sssuatie upnon he vesting of doleited stk awards. Dogs il inciude an aggeqate ol 601 mitlio deres subject ks outstatding ophons g anted by paderessin comparies andel pans

assumod by Cligour in connoction with imargats and acousitions. Ciflgroup has ol miade any assards under o plars,

ard By e el sotisidoeed s 3 sotea of s e LG awrds. Tm wohdied avaage

exairisn price of such uptions is $43.94 per share. Some of the assumed aplions alse selitied B hodars To teesive | ifigation Tracking Wairants | TWs) upan exetvise, i addfion o e shares e g the opliens
The LT wrene issued in 1998 fo holders of the outstatdiog coman stoek of Galden State Banorp Ine, @885, and sssumed by Oligrop upor the acquisition of GSB in 2002, in 2006, Toltoeing resulutin of veatain

6725 el cash pamend ity deduciing e $0.0002 twelcise price
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Must of Citigroup's cutstanding equity awards were granted under three
stackholder approved plans-—the Citigroup 1999 Stock Incentive Plan {the
1999 Plan); the Travelers Group Capital Accumulation Plan; and the 1997
Citicorp Stock Incentive Plan. There were no offerings under the Gitigroup
2000 Stock Purchase Plan since the final purchase date under the last
offering under this plan in 2005. A small percentage of equity awards have
heen granted under several plans that have not been approved b
stockholders, primurily the Citigroup Emplovee Incentive Plan. Generally,
awands are made to cmplovees participating in Citigroup’s stock option,
stock award or stock purchase programs.

All of the plans are administered by the Personnel and Compensation
Committee of the Citigroup Board of Directrs (the Committee), which is
comprised entirely of non-employee independent directors Persons eligible
to participate in Citigroup's equity plans are selected by managerment from
time to time subject to the Committee’s approval.

Effective April 19, 2005, stockholders approved amendments to the 1999
Plan, and the ather plans mentioned above (with the exception of the 2000
Stock Purchase Plan) were terminated as a souroe of shares for future awards.

The following disclosure is provided with respect to plans that have not
heen submitted to stockholders for approval, and which semain active only
with respect to previously granted awards. Additional information regarding
Citigroup's equity compensation programs can be found in Note 8 to the
Company Consolidated Financial Statements on page 122

Non-Stockhoider Approved Plans

The Citigroup Emplovee Incentive Plan, originally adopted by the Board of
Directors in 1991, was amended by the Board of Directors on April 17, 2001
"This plan was used to grant stock options and restricted or deferred stock
awirds o participants in the Citigroup Capital Accunmlation Program

(CAP) and o new hires. Executive ufficers and directors of the Company were
not eligible to participate in this plan. CAP is an incentive and retention

Doss tial inehiade shiares that s e svilable for issuares Unden plars apteodod by shan sholdars of i ste
bswuaarien, 249 60 miflon of stch shaes ata avalkatdo undy plans hat provide o avards of restricted ok,
tclisdes 2. 14 million stvues isstrable upor The vesting of detisred Seck awards oss na indude 267 018 shwes
Ay avvards Uk 1his phan, and it is o cansidotod as @ sowee of shargs 1t s awrds by Citlgronge The
As doserited in loomote 4 abes, does notinchido 287018 shares subject fo autstanding options Likks a plan

As ettt in oot ) s, does ok iocude 6,04 onlfice s, sibjoet b oustabig sptints ek oot [EHEN

not make any wwards. Also doas not inellide up 1 4.59 melion shar e avaikable foe
il Sarvices 8 ropresantativas o use eir eamed commissions o pas o
subgor] b pls Sewls, sf disoenints of g B 2% T desoount §s barwdod by Priniesien P ksl Semvicos and is corsddonod kBt
of roasry sharas are usod in s progiam
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at comrgrasion,

awand program pursuant to which a specified portion of o participant’s
incentive corpensation (or commissionsy is delivered in the form of
restricted or deferred stock award, or in some cases, restricted or deferred
stock and stock optiens. Vesting periods for restricted and deferred stack
awards under this plan, including awards pursuant to CAP, were generally
trom three to five years. Stock options awarded under this plan, including
CAP options, wre non-qualified stock options. Options granted prior o

January 1, 2003 have 10-vear terms and vest at 4 rate of 20% per year, with

the first vesting date generally oceurring 12 to 18 months following the grant
date. Options granted on or after January 1, 2003, but prior to January 1,
2005, generally have six-vear terms and vest at 4 rate of one-third per vear,
with the first vesting date generally occurring 12 to 18 nmonths following the
grant date. Options granted under this plan in 2005 penerally have six-vear
terms and vest at 4 rate of 25% per vear. Generally, the terms of restricted and
deferred stock awards and options granted under the Citigroup Enplovee
Ingentive Plan provide that the awards will be canceled if an employee Jeaves
the Company, except in cases of disability or death, or afier sausfving certain
age and vears of service requirements,

Additionally, since Decerber 2001, deferred stock awards that used to he
made under certain deferred compensation plans administered by Citigroup
Global Markets Holdings Inc. were made under the Cittgroup Employee
Incentive Plan. These plans provide for deferred stock awards to emplovees
who meet certain specified performance targets. Generally, the awards vest in
five yeuars. Awards are canceled # an emplovee wluntarily leaves the
Company prior to vesting. Effective April 19, 2005, all equity awards provided
for by these deferred compensation plans are being granted under the 1999
Pian. Deferred stock awards granted under the Salomon Smith Bamey Inc.
Branch Managers Asset Deferred Bonus Plan, the Salomon Smith Barney
Inc. Asset Gathering Bonus Plan, the Safomon Smith Barney tne. Directors
Council Milestone Bonus Plan and the Saloren Smith Bamey Inc. Stock
Bonus Plan for FC Associates prior to Degember 2001 remuin outstanding,
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The Trawlers Group Capital Accurulation Plan for PFS Representatives
(PES CAP) and similar plans were adopted by Citigroup at various times
These plans provided for CAP wwards and uther restricted stock awards W
agents of certain subsidiaries or affiliaies of Citigroup. Awards are no longer
heing granted from these plans, and of awards previously granted from these
plans, only awards from PES CAP remain outstanding, Beginning in July
3002, awards that used 1o be granted pursuant to PFS CAP were miade under
the Employee tncentive Plan; these awards are now heing made under the
1999 Plan

In connection with the acquisition of Assuciates in 2001, Citigroup
asstimed aptions granted to former Associates directors pursuant to the
Associates Fisst Capital Corporation Deferred Gompensation Plan for
Non-Employee Directors. Upan the acquisition, the options vested and were
cunwerted to options te purchase Citigroup conminon stock, and the plan was
terminated All options that remain outstanding nnder the plan will expire
by 1o later than fanuary 2010,

The Citigroup 2000 International Stuck purchase Plan was adepted in
2000 1o allow emplovees outside the United States to participate in
Citigroup's stock purchase programs The terms of the internationad plan are
identical to the terms of the stockholder-approved Citigroup 2000 Stock
purchase Plan. except that 1t i not intended to be qualified under
Section 423 of the | nited States Internal Revenue Code. The number of
shares available for issuance under both plans may not exoeed the sumber
authorized for issuance under the stockholder-approved plan.

Executive Officers

Citigroup's Executive Officers on February 23, 2007 are:

Name Age  Position and Office Held

Ajay Banga 47 Chairman & CEQ, Global Consumer Group —
International

Sir Winfried F.W. Bischoff 65 Chairman, Citigroup Europe

David €. Bushnell 62 Sepior Risk Officer

Robart Druskin 60 Chiet Operating Officer

Steven J. Fraiberg 49 Chairman & CEQ, Global Consumer Graup ~—
North America

John C Gerspach 53 Controlier and Chief Accounting Otficer

Michael S. Helfer B1 General Counsel and Corporate Secretary

Lewis 8 Kaden 64 Vice Charman and Chiet Administrative Otficer

ichael Kiein 43 Co-President, Corporate and investment
Barking

Salte L. Krawcheck 42 Chiet Financial Officer

Thomas G. Maheras 44 Co-President, Corporate and investment
Banking

Manuel Medina-Mara 56 Chairman & CEQ, Latn America & Mexico: CEO,
Banamex

Charles Prince 57 Chairman & Chief Executive Officer

Witham R. Rhodes 71 Semor Vice Chawman. Charman President &
CEO, Citibank, N.A

Robart £ Rubin B8 Chairman of the Executive Commitiee

Stephen . Yok 70 Vice Chaitman

Rach exceutive officer has held executive or management positions with the
Company for at least five years, except that:

o Mr. Helfer joined Citigroup in February 2003 From 2002 1o 2003, he was
Prosident. Strategic Hvestments of Nationwide Mutual Insurance
Company, and from 2000 t 2003 he was Executive Vice President,
Comorate Strategy of Nationwide Mutual Insurance Company and
Nationwide Fmancial Services, Inc.

o Mr. Kaden joined Citigroup in September 2005. Prior to juining Citigroup,
Mr Kaden was a partner at Dais Polk & Wandwell

o M. Keaweheck joined Citigroup in 2002, serving as Chairman and Chiet
[xecutive Officer of Smrith Sariey untl November 2004 Prior t 2002,
Ms. Krawehieck was Chairman and Chiel Executive Officer of Sanford €.
Remstein & (o., LLC and an Executive Vice President of Bernstein's
parent company. Alliance (apital Management, 1. P from 2001,

» Mr Volk joéned Citigroup in july 2004. From 2001 to 2004, Mr Volkwis
Chairman of Credit Suisse First Boston. Before that, Mr Volk was @
partner at Shearman & Sterling,
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10-K CROSS-REFERENCE INDEX

This Annual Report on Farm 10-K incorporates the rquirements of the

accounting profession and the Securities and Exchange Commission, Part il
including a comprehensive explanation of 2006 results. 10. Directors, Executive Officers and
Form 10-K Corporate Governance ............. 176, 178. 180 *
11. Executive Compensation . .......... e
ftem Number Page  12. Security Ownership of Certain
Beneficial Owners and Management
Part | and Related Stockholder Matters .. . 175-176 =
1. Business ... ... 2,4-95 13, Certain Relationships and Related
120-121, Transactions. and Director
167-176 Independence .. ... .o worax
1A. RiskFactors ............ e 58 14, Principal Accountant Fees and
8. Unresolved Stafl Comments ... .. ... 168 Services ..o b
2. Properties ... s 169
pert . Part IV
Legal Proceedings ... . 169-173
] 13. Exhibits and Financial Statement
4. Submission of Matters to a Yote of s
o . Schedules . ... ... o 178
Security Holders ............. ... Not Applicable

* For acditiona oraiion rogading Cligroup Direclus, sie 1w materal uncey he caplivns
“Criporate Govematee.” “Proposal 1 Fltion of Dirisdies™ e *Section 156} Benalulal
Partil {hemurshep aporing Compdiance’” e the dofinfive Proy Stalamant fur Sy ou's Annual
Mestinq of Stackheldets to be hald un Aptil 17,2007, 10 ba Hled with the SEC ithe Prowy

5 L s Statemwnt, incoratad herel by relpreee.
. Market for Reglstram s Common “* G the mutaral undet e captinns *The Parsannat and Conpersation Cuantimities Repuit.”
s “Conpensation Disusson ang Aaysis” and "Exesiilie COMpans " in the Prosy State
hquily. Related Stockholder Matters, h:::‘;;’;‘f;;’gglﬁ:;gn ;:,?21; (;\:2 ;\nnti\n\ i xenitive Compansation” in the Proxy Statement,
and Issuer Purchases of Equity‘ ~r San e material undes the saptions " Apout the Aneesal Mesting” and “Slock Gunership” n the
Proocy Shtosnent, frooepuratad Desedn fyy terformas,
Securities .o oo 87. 165. 174, e Gows fhie ool L e s et Goversare Directa Indupondenar: !

“Proguesal 1 Flacthon of L Loty Coraporsatior” ard “Cotaln T 1 aredt

178179 Rekatinnships, Sompensation G RO it ks and insidd P ﬁ;:l;'\mkw v the Browy
. . Statomnarit, vl ated hogein by rofendee
selected Financial Data .. ... .. ... .- 3 wooss G e mutondat Uk T ssption “Proposal 2; Habfication of Seloction of indspondeed
Ragistet o P Secamitig Fom” e e Prowy Statement, ineorporsted heen by [T
Managcmcm’s Discussion and Mot +4 o Bovegrinig imccepanation by cefersece sl inchude the infiemation v ced to
A . orn 402tk of Reguiation 5K,
Analysis of Financial Condition and
Results of Operations ... ... ... 4-95
7A. Quantitative and Qualitative
Pisclosures about Market Risk ... 59-76, 121-122,
132-141,
143-150

8. Financial Statements and
Supplementary Data ... .. ... HH-1606

9. Changes in and Disagreements with
Accountants on Accounting and

Financial Disclosure ... ... ... Not Applicable

9A.  Controls and Procedures ... 96, 100

9. Other Information .......... ... .- Not Applicable
177
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CORPORATE INFORMATION

EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

The fullowing exhibits are either filed herewith or have been previously tiled
with the Securities and Exchange Commission and are filed herewith by
incorporation by reference:

o Citigroup's Restawed Certificate of Incorporation, 2 amended,

» Citigrup's By-Laws,

o {nstruments Defining the Rights of Security Holders, including
Indentutres,

o Material Contracts, including certain compensatory plans available only
1o officers and/or directors,

o Stalements re; Conputation of Ratios,

o Code of Ethics for Financial Professionals,

o Suhsidizaries of the Registrant,

+ Consent of Expert,

o Powers of Atomey of Directors Armstrong, Belda, David, Derr, Deutch,

Hernandez Ramirez, Jordan, Kleinteld, Liveris, Mecurn, Mulcahy, Parsens,

Rodin, Rubin, and Thomas.
o CEU and CEO certifications under Sections 302 and 906 of the Sarbanes-
Dxley Act of 2002,

A more dotailed exhibit index has been filed with the SEC Stockholders
may obtain copies of that index. or any of the decuments in that index, by
writing to Gitigroup Inc., Corparaie Govemance, 425 park avenue, 2nd floor,
New York, New York 10043, of on the Internet at ip/AWw SeC gov.

Financial Statements filed for Citigroup Inc. and Subsidiaries:
Consalidated Statement of Income

Consolidated Balance Sheet

Consolidated Statement of Changes in Stockholders” Equity
» Consolidated Statement of Cash Flows

Consolidated Balance Sheet {Cittbank, NA)

*

L4

United States Securities and Exchange Gommission
Washington, IX 20549
Form 10-K

Annual Report pursuant to Section 130t 15 (d) of the Securities Exchange
Act of 1934 for the fiscal year ended Decernber 31, 206

Commission File Number 1-9924

Citiproup inc.

Incorporated in the State of Delaware
IRS Emplover Identification Number: 52- 1568099

New York, New York 10043
Telephone: 212 539 1000

Stockhelder information
Gitigroup common stock is listed on the New York Stock Exchange (NYSE)
under the ticker symbol “0.”

Citigroup Preferred Stock Series F. G, H. and M are also listed on the New
York Stack Exchange.

Because our commion siock s listed on the NYSE, our chief executive officer
is required to mabe. and he has made. an annual certification to the NYSE
stating that e was not aware of any vielation by Citigroup of the corporate
governance listing standards of the NYSE. Our chief executive officer made his
annual cartification to that effect to the NYSE as of May 4, 2006.

Transfer Agent
stockholder address changes and inquiries regarding stock transfers,
dividend replacement, 1099-DIV reporting, and lost securities for common
and preferred stocks should be directed o

Citihank Stockholder Services

P.O. Box 43077

Providence, RT 020403077

Telephone No. 781 575 4555

Toll-froe No. 888 250 3985

Facsimile No. 201 324 3284

E-mail address: Giti Gy

Exchange Agent
Holders of Golden State Bancorp. Associates First Capital Gorporation,
Citicorp vr Salomon Inc commion stock, Citigroup Inc. Preferred Stock Series
K (LR, S or . or Saloman Inc preferred Stock Series 1y or £ should
arrange o exchange their certificates by contacting;

Citihank Stockholder Services

PO, Box 43035

Providence, R102940-3035

Telephone No. 781 575 4555

Toll-troe No. 838 250 3985

Facsimile No. 201 324 3284

L£-mail address: Citibank@sh

The 2006 Form 10-K filed with the Securities and Exchange Commission
by the Company. as wel] as annual and quarterly reports, are available from
Citigroup Document Services toll free at 877 436 2737 {outside the United
States at I8 765 6514), by e-mailing 4 request to docserve(@CIligRoup Conl.
of by writing to.

Gitigroup Document Services

144) 5R% Street, Suite 8G

Brooklyn, NY 11220

Coples of this annual report and other Citigroup financial reports can be
viewed or retrieved through the Company’s Web site at

I om by clicking on the *Ivestor Relations™ page and

selecting “SEC Fitings” or through the SEC's Web site at DD/ SeC.gov

Corporate Governance Materials

The following materials, which hitve been adopted by the Company, are
available free of charge on the Company's Web site at

hitp//www citiproup.con under the “Corporate Gowernance” page or by
writing to Citigroup Inc., Corporate Governance, 425 Park Avenue. 2nd floor,
New York, New York 10043; the Company’s (i) corporate governance
guidelines, (i} code of conduct, i) code of ethics for financial
professionals, and (iv) charters of (@) the audit and risk managenent
conumitiee, (b the personned and compensation commitiee, {c} the public
affairs commiittee, and (d) the nomination and govemance commitiee. The
code of othics for financial professionals applies to the Company’s pri neipal
execntive officer, principal financial officer and pr ncipal accounting officer
amendments and waivers. if any, to the code of cthics for financial
professionals will be disclosed on the Cempany's Web site.
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Securities Registered Pursuant to Section 12 (b) and

(g) of the Exchange Act

Alist of Citigroup securities registered pursuant to Section 12 {by and (g) of
the Securities Exchange Act of 1934 is filed as an exhibit herewith and is
available from Citigroup Inc., Corporate Governance, 425 Park Avenue, 2nd
floor. New York, New York 10043 or on the Internet at hip.//waw SeC.gov.

As of February 5. 2007, Citigroup had 4.902,502,630 shares of commion
stock outstanding.

as of February 5, 2007, Citigroup had approximately 202,684 common
stockholders of record. This figure does not represent the actual number of
heneficial owners of common stock because shares are trequently held in
“street name’” by securities dealers and others for the benefit of individual
owners who may vole the shases.

Citigroup is & well- known seasoned issuer, as defined in Rule 405 of the
Securities Act of 1933,

Citigroup is required to file reports pursuant to Section 13 or Section 15
(d) of the Securitics Exchange Act of 1934

Citigroup (1) has filed all reports required to be filed by Section 13 0r 15
(dy of the Securities Exchange Act of 1934 during the preceding 12 months
(or for such shorter period thiit the registrant was required to tile sueh
reports) and (2) has been subject to such fuling requirernents for the past 90
days.

Disclosure of delinguent filers pursuant to ltem 405 of Regulation §-K is
aot contained herein nor in Citigroup's 2007 Proxy Statement incorporated
by reference in Part 111 of this Form 10-X,

Citigroup is a large accelerated filer (as defined in Rule 12b-2 under the
Securities Fxchange Actof 1934).

Citigroup is ot a shell company (as defined in Rule 12b-2 under the
Securities Exchange Actof 1934).

The aggregate market value of Citigroup common stock held by
non-aftiliates of Citigroup on Eebruzry 5, 2007 was approximately $2817
hillion.

Certain information has heen incorporated by reference as described
herein inte Part 11 of this annual report from Citigroup's 2007 Proxy
Statement
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Signatures

Pursuant to the requirements of Section 13 or 15 (d) of the Secunities
Exchange Act of 1934, the registrant has duly caused this report to he signed
on its behalf by the undersigned, thereunto duly authorized. on the 23nd day
of February, 2007.

Citigroup Inc.
{Registrant)

oo N rouwoscthscts

Sallie Krawcheck
Chiet Financial Officer

pursuant 1o the requirements of the Securities Exchange Act of 1934, this
report has been signed below by the following persons on behalf of the
registrant and in the capacities indicated on the 2 Ard day of February, 2007

Citigroup's Chairman and Principal Executive Ufficer

~

T ——

Chardes Prince

Citigroup's Principal Financial Otficer:

Aassas N rowochsol

Sallie Krawcheck

Citigroup's Principal Accounting Offioer:

&@‘0 Yok

Jehn €. Gerspach
The hirectors of Citigroup listed below executed a power of altomey

appointing Sallie Krawcheck their attorney-in-fact, empovering her 1o sign
this report un their hehalt.

C. Michasl Armstiong
Algin J.P Belda

Andrew N Liverss
Dudley C. Mecum

George David Anne Mulcahy
Kemeth T. Den Richard D Parsons
John M Deutech Judith Rodin

Raberto Herndndes Ramirez Robert E, Rubin
Ann Dibble Jordan Franklin A Thomas
Kiaus Kieinfeld

A ossoas N rowsc s cde s

Sallie Krawchoeck
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CITIGROUP BOARD OF DIRECTORS

C. Michael Armstrong
Chairman, Board of Trustees
Johas Hopkins Medicine, Health
Systern Corparation and Hospital

Alain J.P. Belda
Chairman and

Chief Executive Officer
Aeoa Ing,

George David

Chairman and

Chief Executive Officer

United Technologies Comoration

Kenneth T. Derr

Chairmun, Retired
Chevron Comporation

John M. Deutch

Institute Professor

Massachusetts Institute

of Technology

Roberto Hernandez Ramirez
Chairman

Banco Nacional de Mexico

Ann Dibble Jordan
Consultant

Klaus Kleinfeld
President and

Chief Executive Officer
Siemens AG

Andrew N, Liveris
Chairman and
Chiet Executive Officer

The Dow Chemical Company

Dudley C. Mecum
Managing Director
Capricorn Holdings, LLG

Anne Muicahy
Chairman and

Chief Executive Officer
Xerox Comporation
Richard D. Parsons
Chairman and

Chiet Executive Officer
Time Warner Inc.
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Charles Prince
Chairman and

Chief Executive Officer
Citigroup Inc.

Judith Rodin
President

Rockefeller Foundation
Rabert E. Rubin
Chairman, Executive Committee
Citigroup Inc
Franklin A. Thomas

Consultant
TFF Study Group
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