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Introduction 

Citibank is the consumer and corporate banking division of leading financial 

services company Citigroup.  The company has operations, in more than 100 countries 

worldwide through 1,400 locations (Citi's - Citibank's History).  Citibank offers such 

banking staples as basic banking accounts and investment services, through brands 

such as Citicorp Investment Services, CitiTerm life insurance and CitiPhone banking.  

The firm also cross-sells products from Citigroup and its subsidiaries (Citi's – History – 

Citibank). 

History 

City Bank of New York 

 The state of New York chartered City Bank of New York on June 16, 1812.  On 

September 14th of that same year they opened for business, electing then U.S 

Postmaster General Samuel Osgood to be the first president of the company (Citi's – 

History – citigroup).  The primary purpose of City Bank of New York was to serve the 

New York merchants.  After changing the name to The National City Bank of New York 

in 1865, the company joined the new U.S. national banking system and became the 

largest American bank by 1895 (Citi's - Citibank's History).  

National City Bank of N.Y. 

 In 1913, The National City Bank of N.Y. became the first contributor to the 

Federal Reserve Bank of New York (Citi's - Citibank's History).  The National City Bank 

of N.Y. continued to grow and in 1918, the company purchased International Banking 

Corporation, a U.S. overseas bank, and became the first American bank to surpass $1 

billion in assets in 1919.  It became the first major U.S. bank to offer compound interest 
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on savings in 1921 and unsecured personal loans in 1928 (Citi's - Citibank's History).  It 

became the largest commercial bank in the world in 1929 (Citi's – History – citigroup).  

The National City Bank of N.Y. was also the first major U.S. bank to offer customer 

checking accounts with no minimum balance requirements in 1936.  

First National City Bank  

In 1955, the company changed its name to The First National City Bank of New 

York and subsequent ly shortened it to First National City Bank in 1962 (Citi's - 

Citibank's History).  It issued its first credit card, popularly known as the “Everything” 

card, in 1967 which later evolved into today’s MasterCard.   

Citibank, N.A. 

In 1974, the First National City Corporation holding company changes its name 

to Citicorp and First National City Bank becomes Citibank, N.A. in 1976.  Citibank, N.A. 

becomes the largest bank in the United States in 1992 and the largest credit card and 

charge card issuer and servicer in the world in 1993 (Citi's - Citibank's History).   

Citigroup, Inc. 

 On October 8, 1998, Citigroup Inc. is formed when Citicorp and Travelers Group 

divisions merge (Citicorp and Travelers Plan to Merge). The Travelers Group was 

founded in 1853 in St. Paul Minnesota with the primary purpose of serving local 

customers who had trouble getting claim 

payments on time for insurance 

companies on the east coast of the U.S. 

The merger was announced  on April 6, 1998 (Citicorp and Travelers Plan to Merge). It 

was done through a $70 billion stock swap merging Travelers (which owned the 
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investment house Salomon Smith Barney) and Citicorp (the parent of Citibank), to 

create Citigroup Inc., the world's largest financial services company (Citicorp and 

Travelers Plan to Merge).  The transaction had to work around regulations in the Glass-

Steagall  Act governing the industry, which were implemented precisely to prevent this 

type of company: a combination of insurance underwriting, securities underwriting, and 

commercial banking (Citicorp and Travelers Plan to Merge). The successful merger led 

to repeal of the Glass-Steagall Act with the passing of the Gramm-Leach-Bliley Act in 

1933. 

Citigroup’s Nationwide & Global Expansions 

European American Bank (EAB) 

In February 2001, Citigroup Inc. announces plan to acquire EAB for $1.6 billion 

and $350 million in preferred stock; in July, the Federal Reserve approves the purchase, 

effective July 17 (Citi's – History – eab). 

Golden State Bancorp 

Citigroup Inc. acquired Golden State Bancorp on November 7, 2002, adding 

approximately 1.5 million new Citigroup customers in California and Nevada.  Cal Fed 

merged into Citibank (West), FSB, on November 13, 2002 (Citi's – History – gsb). 

Grupo Financiero Banamex-Accival 

August 6, 2001, Citigroup Inc. acquires Grupo Financiero Banamex-Accival for 

$12.5 billion, which becomes Grupo Financiero Banamex, the largest-ever U.S.-Mexico 

corporate merger.  Less than six months later, an integrated Citibank Mexico and 

Banamex begins operating under the Banamex brand name ((Citi's – History – 

Banamex). 

Schroder & Co. 
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In 2000, Citigroup acquires the investment-banking subsidiary of Schroders PLC 

and merges it with Salomon Smith Barney to establish Schroder Salomon Smith Barney 

in the European market.  On April 7, 2003, Citigroup renames Salomon Smith Barney, 

and by extension Schroder Salomon Smith Barney with Citigroup Global Markets 

Limited ((Citi's – History – Schroder). 

Present 

 According to a recent top 50 ranking released on June 30, 2009 by the Federal 

Financial Institute Examination Council, Citigroup was named the third largest bank 

holding company with assets equaling to $1,848,533,000,000. Since Citigroup is also a 

financial holding company (FHC), it can own a BHC as well as non-bank subsidiaries 

and holding companies.  On January 16, 2009, Citigroup its reorganization into two 

operating units allowing it to focus on its core business as well as maximize value from 

its non-core assets. Citicorp, including Citibank, focuses on the core assets through its 

Global Institutional Bank and Retail Bank while Citi Holdings will focus on the non-core 

businesses including brokerage and asset management, local consumer finance, and 

special asset pool.  Citigroup was hit hard during the subprime mortgage crises as it 

used elaborate mathematical risk models that looked at mortgages in particular 

geographical areas, but never included the possibility of a national housing downturn, or 

the prospect that millions of mortgage holders would default on their mortgages. 
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Management 

CEO 

The current management of Citigroup has been in place since Vikram Pandit was 

appointed Chief Executive Officer (CEO) on December 11, 2007, replacing Sir Winfried 

Bischoff.  Prior to obtaining this position, he was the President and Chief Operating 

Officer of the Institutional Securities and Investment Banking Group at Morgan Stanley, 

where he was responsible for the overall management of the group and focused on the 

trading, sales, and infrastructure aspects of the business.  As head of Morgan Stanley's 

institutional securities division from 1994 to 2000, he pushed the company further into 

electronic trading and helped to build prime brokerage services that catered to hedge 

funds (Can Anyone run).  In 2005, Pandit was fired from Morgan Stanley and started a 

hedge fund with other previous Morgan Stanley employees named Old Lane Partners. 

Citigroup subsequent ly purchased the poorly performing fund in 2007 for $800 million 

(Can Anyone run).  This move got Pandit’s foot in the door and is the key factor that got 

him the CEO position. 

Pandit serves on the boards of Columbia University, Columbia Business School, 

the Indian School of Business and The Trinity School (Office of the Secretary). He is a 

former board member of NASDAQ (2000–2003) and the New York City Investment 

Fund.  He holds a PhD in finance from Columbia Business School, which has paid off 

making him $10.82 million in 2008 (CITI'S PANDIT).  On February 11, 2009, Pandit 

testified to Congress that he had declared to his board of directors, "my salary should 

be $1 per year with no bonus until we return to profitability," he also apologized for 

letting the bank consider completing the purchase of a private jet plane after receiving 

some $50.8 billion in bailout money (CITI'S PANDIT). 
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CFO 

On July 9, 2009, Citigroup announced that John Gerspach will replace Edward 

Nelley as CFO. Nelley will take on "broader" responsibilities for strategy and mergers 

and acquisitions.  He is also being named Vice Chairman of the company.  Prior to 

being named CFO, Gerspach was Controller and Chief Accounting Officer of Citi. He is 

a member of the Citi Senior Leadership Committee. 

Mr. Gerspach has been with Citi since 1990 and has held various CFO and Chief 

Administrative Officer positions throughout the company. He has experience in both the 

Global Consumer Group and Citi Markets & Banking and has worked closely with all of 

the regions including serving as the CFO/CAO of Latin America. 

Board of Directors  

Citi’s Chairman of the Board of Directors is Richard Dean Parsons, former 

Chairman and CEO of Time Warner.  Citi's Board of Directors announced on July 24, 

2009 three new outside directors. In addition, the Board announced a new, non-

executive Chair for Citibank, N.A., a new oversight committee for Citi Holdings and a 

new Chair of its Audit and Risk Management Committee (Citigroup Board Names). 

The three new outside directors are:  

Diana L. Taylor, the former Superintendent of Banks for the New York State 

Banking Department, and current Managing Director of Wolfensohn Capital Partners, a 

fund manager.  Timothy C. Collins, Chief Executive Officer of Ripplewood Holdings 

L.L.C., an investment firm that invests in financial services and other sectors.  Robert L. 

Joss, Ph.D., Dean and Philip H. Knight Professor of the Graduate School of Business at 

Stanford University, and former Chief Executive Officer and Managing Director of 

Westpac Banking Corporation Ltd (Citigroup Board Names). 
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The three new directors bring the total to 17 board members.  It is interesting to 

note that only one of the members is a member of Citi’s management and that is CEO 

Pandit (Citigroup Board Names).  This is no doubt due in large part to its poor 

performance.  Board members will continue to work with Pandit and the management 

team as they implement Citi’s strategy and return the Company to sustained profitability 

and growth.  Corporate Governance Guidelines and committee charters, committee 

memberships and chairs rotate periodically.  Citi’s Board believes this process reflects 

its continued commitment to strong corporate governance practices and has committed 

to reviewing Board Committee chairs and membership each year (Citigroup Board 

Names). 
 

Mission Statement 

 Citi’s statement focuses on the strong ethics of the company and comes across 

that they care and protect the stakeholders.  In reality, it did not practice what they 

preach and have had to accept government help to obtain the capital to perform the 

mission statement tasks. Citi overleveraging in risky subprime mortgages and CDOs 

proved that their decisions did not have the stakeholder’s best interest at hand. Citi 

lowered its standards of mortgage loans and let their customers get into housing that 

they could not afford while it sat back and attempted to make a profit off these 

individuals’ bad decisions.  The mission statement says that they will provide borrowers 

with education and inform them of all their options, but Citi did not practice this while 

dealing with families that are now under water with their home loans.  Now the tax 

payers have to loan Citi money as it tries to remain afloat and prevent systemic risk. 

 In comparing JP Morgan’s mission statement to Citi’s, it is evident that Citi’s is 

much more detailed and specific (J.P. Morgan | Values).  The only problem is that Citi 
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does not follow their mission statement and values that they have published.  In order 

for Citi to create success for itself Citi must actually follow its standards of conduct and 

continue to do so until their net income is back up to stakeholder expectations.   

Management Summary 

 Poor management was to blame for Citi’s downfall when the subprime 

mortgage crises worsened in 2008.  Citi had used elaborate mathematical risk models 

which looked at mortgages in particular geographical areas, but never included the 

possibility of a national housing downturn, or the prospect that millions of mortgage 

holders would default on their mortgages.  This was bad judgment by the top 

management at Citi.  The question now is whether or not the new management placed 

at Citi will make improved decisions to turn around the bank’s situation.  There is 

already concerning talk about Pandit’s decisions as CEO while the government says 

they regard change as “glacial” under Pandit’s leadership.  While Sheila Bair, Chair of 

the FDIC, has called for his removal, Pandit is receiving support from Tim Geithner, U.S. 

Treasury Secretary (Tim Geithner).  In conclusion, the management team at Citi has 

been poor and needs massive improvement in their performance for Citi to improve 

itself.
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Citibank Organization and Business Segments 

Citigroup 

Citigroup, or Citi, is based out of New York, New York and is the overarching 

business in which all “Citi” brands are contained.  Citi is a financial mammoth operating 

in more than 100 countries, with over 350,000 employees, and 200 million customer 

accounts (Citi - Our Brands).  Citi acts as a bank holding company containing CitiBank, 

as well as a financial holding company containing CitiInsurance, CitiFinancial and 

several other investment segments. 

Citi is organized into two segments, Citicorp and Citi Holdings.  Both Citicorp and 

Citi Holdings operate internationally and provide both consumer and institutional 

financial services and products.  Citicorp contains CitiBank and operates the 

commercial banking arm of Citi.  Aside from commercial banking, Citicorp also offers 

corporate lending, market making, underwriting, and institutional asset management.  

Citi Holdings controls the majority of Citi’s investment banking activities. 

CitiBank  

Citibank is the commercial banking arm of Citigroup, and offers basic banking 

accounts, lending, and investment services to consumers and small businesses [Our 

Brands].  With the Gramm-Leach-Bliley Act of 1999, Citibank can now offer investment 

products from any of the “Citi” business segments, making it a one stop, full-service 

financial products dealer.  Citibank is split into five divisions, each containing one or 

more Citi brands: banking, credit cards, lines and loans, investing, and planning.  Each 

division serves individual and corporate customers, with many Citi brands within those 

divisions serving customers internationally.   
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Banking 

The banking division of Citibank offers standard commercial banking products 

and services such as checking and savings accounts, certificates of deposit, money 

market accounts, online and mobile banking, worldwide ATM access, and IRA advisory.  

The banking division also works with small businesses to develop good business 

practices and provide financial goods and services to expand into the international 

market.  The banking division contains the Citi brand Banamex, a commercial bank for 

businesses operating in Mexico.   

Banamex “Is Mexico’s largest commercial bank” (Citi - Our Brands), it operates 

as Citi’s banking arm for the Mexican financial market.  Banamex offers a wide range of 

corporate and individual banking services.  Banamex has FDIC insured deposits and 

works as an intermediary for corporations or individuals working between Mexico and 

the United States.  

Credit Cards 

 Citibank’s credit card division provides individual and corporate credit card 

services.  This division operates under the brand Citi Card. Citi Card Is the largest 

consumer segment within Citigroup, serving over 150 million accounts creating 

receivables near $145 billion dollars annually (Citi - Our Brands). 

Lines and Loans 

The lines and loans division works hand in hand with the planning division of 

Citibank, making loans to consumers for education, mortgages, home equity, and 

personal use.  This division contains the brand CitiMortgage, which specializes in 

issuing and refinancing consumer mortgages (Citi - Our Brands).   
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Investing 

 Citibank’s investing division offers investment education, analysis, advisory, and 

research for customers all over the world.  The personal wealth management segment 

assists individuals in retirement and estate fund investment.  The investing division 

contains three Citi brands: Citi Investment Research, Citifinancial, and Citi Microfinance.   

 Citi Investment Research operates as financial consultant to over 3,100 

companies across 22 countries.  Citi Investment research provides a tailored analysis of 

global markets and sector trends to individual and corporate investors [Our Brands]. 

Citifinancial is the investment arm of Citi and operates as a consumer loan 

specialist for “real estate-secured loans, unsecured and partially secured personal loans, 

and loans to finance consumer goods” (Citi - Our Brands).  This loan service operates 

on a face-to-face basis in the community to which the loans are issued.   

 Citi Microfinance works directly with business investors to develop financial 

products, distributions, and financing opportunities.  Citi includes "direct and structured 

financing, access to local capital markets, leasing, individual lending through MFI 

partners, foreign exchange and interest rate hedging, remittances and insurance" (Citi - 

Our Brands). 

Planning 

 Citibank’s planning division overlaps the investing division in financial products 

and services, but with a focus on consumer customers.  The planning division supports 

individuals with information and advice on financial planning for buying a home, saving 

for college, home improvement, insurance, investment, credit, retirement, and taxes.   

The planning division contains the Citi brands CitiInsurance, Primerica, and Women & 

Co. 
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CitiInsurance is the international insurance segment of Citigroup, reaching into 

forty-five countries.  CitiInsurance “focuses on life and retirement-related products, 

including variable and fixed annuities and other unit-linked products; an array of credit-

related products, including personal accident and health; term, whole and endowment 

life insurance” (Citi - Our Brands).  This segment is a carry over from the merger 

between Citicorp and Travelers Group. 

Primerica works with several Citi brands and acts as the debt consolidation to 

help its customers manage their debt though a variety of financial products (Citi - Our 

Brands). 

Women & Co. operates as a financial advisement and planning arm of Citi that 

targets women-specific financial needs (Citi - Our Brands).  This business segment 

combines the planning, investment, and the lines and loans divisions of Citibank.   
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Corporate Social Responsibility 

Citi has pursued corporate social responsibility though several corporate 

citizenship initiatives in both their national and international communities, including 

volunteerism and philanthropy, developing infrastructure, providing financial insight in 

addition to low-income lending, and pursing anti-money laundering programs. The 

group also actively promotes diversity, environmental sustainability, and human rights. 

 Citigroup's corporate citizenship was first introduced in 2000.  The 2000 

corporate citizenship report outlines Citi's annual achievements in improving the 

environment do business in.  This outlines Citi's voluntary contributions into their 

international market places, US communities, and the protection of the environment.  

The report outlines future goals, current contributions, and analysis of how Citi is 

performing in each of their goals.   

Since Citigroup operates in more than 100 countries, processing over a trillion 

dollars in transactions every day, it is a target for money launderers.  Money laundering 

is the act of "introducing the proceeds of crime into the legitimate stream of financial 

commerce in an attempt to mask the origin of the proceeds"[2008 Corporate 

Citizenship].  Citigroup works with constant vigilance to prevent its financial system to 

be used for money laundering; this is achieved by teaming up with other financial 

companies, government agencies, and international organizations (2008 Corporate 

Citizenship). 

 Citi Foundation is the figurehead for the majority of Citigroup's corporate 

responsibility.   Amid their financial woes of 2008, Citi Foundation contributed $89.9 

million dollars to their corporate responsibility initiatives.  In the 2008 report, Citi's CEO 

Vikram Pandit said, "though these uncertain times, Citi's Citizenship leadership is more 
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important than ever before" (Vikram Pandit, 2008 Citizenship Report).  Citi's dedication 

to their community outreach remains steady even through uncertain financial times; this 

demonstrates their true character and commitment to making their communities a better 

place. 
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Competitors 

Citibank’s main competitors are JP Morgan Chase Bank (JPM) and Bank of 

America (BAC).  They are similar both in size and operations and they are all bank 

holding companies.  All three companies have similar product mixes.  They compete in 

the consumer market providing personal loans, student loans, and auto loans.  In the 

commercial sector, they provide business banking as well as business loans.  Other 

services offered by them are Treasury services, asset management services, and 

banking services. 

JP Morgan Chase Bank is the strongest competitor.  The FFIEC (Federal 

Financial Institutions Examination Council) named it the second bank holding company 

in the nation.  Its acquisition of Bear Stearns in 2008 still remains controversial.  Many 

people think the Fed overstepped its powers by giving JP Morgan $30 billion to take 

over Bear Stearns (Boom, Bust & Blame).  Later that year, JP Morgan acquired 

Washington Mutual for $1.9 billion.   

Bank of America operates globally in 150 countries and is the largest bank 

holding company in the nation.  The acquisition of Merrill Lynch on January 1, 2009, 

costing $29.1 billion in stock, furthermore made them one of the largest financial service 

brokerage firms and increased their wealth management, investment banking, and 

international business.  Currently, the decline of housing prices and the decrease in 

consumer spending has greatly affected Bank of America. 
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Regulation and Deregulation 

Before the establishment of the Federal Reserve System in 1913, the private 

banking industry operated without much government regulation.   The great depression 

spawned a new era of bank regulation with the creation of the Federal Deposit 

Insurance Corporation.  The FDIC was created under the Banking Act of 1933 in an 

effort to regain confidence in the financial system of the United States.  The FDIC 

regulates and examines state chartered commercial banks, receives and closes failed 

banks, and insures deposits up to $250,000 per account.  The (Second) Glass-Steagall 

Act, formally named the Banking act of 1933, separated the financial service industry 

into investment banking and commercial banking.  Investment banks would work with 

businesses to sell debt and equity securities, participate in mergers and acquisitions, 

and facilitate the buying of stocks and bonds for customers.  Commercial banks had few 

products and services; they would specialize in making loans and providing demand 

deposits.  The separation of commercial and investment banking was to distinguish 

banking from commerce and mitigate the risk of depositor’s funds having to be paid 

back by the FDIC. 

  In section 20 of the Glass-Steagall Act, a provision was made so that 

Commercial banks could engage in investment banking activities of up to five percent of 

their total revenue.  This provision would be raised to ten percent of total revenue in 

1989 and twenty five percent of total revenue in 1997.  The government-imposed 

regulation was to protect customers, the financial system, and the integrity of the 

nation’s payment system.  The act would be later repealed by the Gramm-Leach-Bliley 

Act of 1999, making investment and commercial banking difficult to distinguish. 
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By the seventies, investment banks began to offer new and innovative products 

that allowed them to sidestep regulations that had prevented them from offering 

demand deposits.  Legislation responded to the investment banks actions by loosening 

regulation of commercial banks to nourish competition.   

The early eighties saw a further loosening of bank regulation with the Depository 

Institutions Act.  This act allowed the FDIC to assist troubled banks, and allowed 

commercial banks to offer money market deposit accounts, making them once again 

competitive with investment banks.  Deregulation of the early eighties shifted to 

increased regulation of the late eighties and early nineties as banks suffered from poor 

quality assets.  The FDIC was given more regulatory power and extended a line of 

credit from the United States treasury to prevent banks from failing.   

Deregulation continued into the late nineties as the Gramm-Leach-Bliley Act 

repealed the Glass-Steagall Act of 1933, allowing traditional commercial banks to delve 

into investment banking products and services complimentary to traditional banking, 

allowing the merger of Citicorp and Travelers Group to form Citigroup. 

The twenty first century has been another lesson on the effects of deregulation in 

our financial system.  CEO's and CFO's have become directly accountable for the 

accuracy of their financial statements though the Sarbanes-Oxley Act.  The subsequent 

economic recession has brought about further government legislation into the banking 

sector.  The fight to keep individuals in their houses spawned the Housing and 

Economic Recovery Act.  The FDIC has also increased deposit insurance to $250,000 

to entice savers to keep their funds in banks.   
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Regulation and Citibank 

The aforementioned regulation has changed the structure of Citibank and 

resulted in many mergers and acquisitions creating the financial mammoth Citigroup. 

Citibank began as City Bank of New York in 1812 operating as a commercial bank for 

New York merchants.  Through a series of mergers, the bank became First National 

City Bank and in 1968 created First National City Corporation, a bank holding company.  

First National City Bank became Citibank and their holding company became Citicorp.  

As a Bank holding company Citicorp was able to raise capital more easily and further 

expand the company, eventually spurring the creation of Citigroup.  Citigroup was 

created in 1998 with the merger of Travelers Insurance Group and Citicorp, creating a 

financial holding company.  This was a large risk as the Glass-Steagall Act remained in 

effect and made it illegal for a commercial banking company (Citicorp) to engage in 

more than 25% of investment banking (Travelers) activity.  The Gramm-Leach-Bliley Act 

of 1999 repealed the Glass-Steagall Act and allowed the newly established Citigroup to 

operate as an umbrella corporation containing many different financial service segments 

in both commercial and investment banking (Citi Group Company profile). 

Citigroup functions as both a bank holding company (BHC) and a financial 

holding company (FHC).  This allows Citigroup to offer a wide variety of financial 

services and products while still maintaining its commercial banking division.  As a BHC, 

Citicorp can operate as a commercial bank and is able to offer FDIC insurance on its 

deposits; as a FHC Citigroup can offer insurance, merchant banking, investment 

management, security underwriting, and any other complimentary financial activity or 

service. The Gramm-Leach-Bliley Act dramatically changed the financial industry as the 

distinction between a commercial and investment banking was removed.   
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Citigroup’s multiple financial segments require regulation from several 

independent agencies.  As a BHC, Citi is subject to the Bank Holding Company Act of 

1956 that gives regulatory control to the Federal Reserve (Fed).  Under this act all 

formations and acquisitions must be approved by the Federal Reserve to prevent 

anticompetitive activities.  BHCs are also subject to regulation by the Federal Deposit 

Insurance Corporation (FDIC), and the Office of the Comptroller of the Currency (OCC).  

The FDIC insures the bank’s deposits up to $250,000, providing an attractive venue for 

investors to leave their funds.  The FDIC has authority to prevent banks from practices’ 

deemed unsafe and unsound.   The OCC designate insolvent banks and provide rules 

and acceptable practices for banks to use.   

  As an FHC, Citigroup is not subject to any capital adequacy law, as they do not 

deal in demand deposits.  FHC’s are regulated by the Securities Exchange Commission 

(SEC) and can be regulated by state insurance agencies, and by the Federal Reserve 

Board (FRB).  State insurance agencies cannot prevent an FHC from selling insurance, 

but it can force them to submit to all state laws and regulations.  The FRB has limited 

power for FHCs and can only implement regulation if it believes the FHC is participating 

in activities that will cause direct harm to an affiliated depository institution (U.S. Senate 

Banking Committee).  “In 1968, First National City Corporation (later renamed Citicorp), 

a bank holding company, became the parent of Citibank” (Citi's - Citibank's History).  

This action increased the scale and the number of services Citibank controlled. 

Recent Compensation Regulation 

In October, the Obama administration announced its plans to slash salaries of 

top executives from Chrysler, Chrysler Financial, General Motors, GMAC, Bank of 

America, Citigroup, and AIG.  The salaries of the top executives are estimated to be 
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90% less in 2010 than it was in 2009.  Though cash salaries will be capped at 

$1,000,000, further compensation of top executives can be paid though stock benefits 

(Murakami).  The stock benefits received by the executives cannot be sold until the firm 

has repaid the money loaned to it by the government. Stock benefi ts allow the executive 

to reap large salaries if the company is doing well; this is an incentive for the executives 

to quickly bring their companies back to profitability.  The Obama administration has 

appointed Kenneth Feinberg to review and establish compensation plans for the top 

executives of the companies bailed out by the US tax payer.  This regulation was 

introduced because executives of failing firms were still receiving enormous salaries 

and pay packages.  Under Feinberg’s plan, all executives’ salaries and work related 

expenditures will be posted on the internet for anyone to see (Murakami).   

Citigroup and Bank of America both made the list for executive compensation 

regulation, but their major competitor JP Morgan was able to pay back the borrowed 

funds, thus becoming immune to the Obama administration’s ruling.  Bank of America’s 

Ken Lewis was asked to receive no salary for 2009 because BOA received 45 billion in 

stimulus funds.  Citigroup also borrowed 45 billion in stimulus funds.  Citigroup’s CEO 

Vikram Pandit vowed to only receive $1 per year until Citi had become profitable.  Jamie 

Dimon of JP Morgan has not announced his 2009 compensation, but if it resembles his 

2006 or 2007 compensation, we can expect it to be between 40 and 50 million dollars.  

JP Morgan was able to avoid the amount of exposure to toxic mortgage securities, if its 

future performance mimics its present; Citigroup and Bank of America will fall behind JP 

Morgan as the largest financial holding companies. 
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Current Banking System and the Economy 

The phrases “shadow banking” and “subprime lending” are only a couple terms 

that come to mind when considering the recent past, as well as present U.S. economy 

and banking systems.  Consumer confidence is down, unemployment is rising, and 

banks faced and continue to face issues relating to the flow of credit and lending.  A 

current state of stagflation (economic stagnation occurring simultaneously with inflation) 

also seems to be plaguing the U.S. economy.  The U.S. government implemented the 

Troubled Asset Relief Program (TARP), a $700 billion program, in order to temporarily 

relieve the effect of banks having toxic assets on their balance sheets.  The purpose of 

the multi-billion dollar initiative was to inject cash into frozen credit markets in order to 

re-ignite lending.  The effect on Citigroup during this crisis led to 23,000 job cuts in 2008, 

and in November of 2008, the announcement  of up to 53,000 more cuts.  The U.S. 

Treasury has invested $50 billion in shares of Citigroup, taking a 36% stake in the 

company, while also guaranteeing $306 billion of Citi’s current loans and securities.  

The most common problem for banking institutions, due to the present financial crisis, is 

a lack of liquidity and availability of credit, preventing them from making loans, the main 

component of a bank’s assets.  The withdrawal of many nonbank financial institutions 

from credit markets essentially left the rest of the financial industry in the present state 

of shock that it is slowly recovering from. 

 Shadow banking refers to non-bank financial institutions that act as 

intermediaries between investors and borrowers.  These shadow banks do not accept 

deposits, and therefore are not subject to the same regulations as true depository 

institutions.  Examples of shadow institutions include the now well known Lehman 

Brothers and Bear Stearns companies. Both firms were investment banks involved in 
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issuing and selling securities in capital markets, as well as insuring bonds, which 

includes the selling of credit default swaps.  The shadow banking system amounted to 

more than $10 trillion in 2007, according to Timothy Geithner, the current Secretary of 

the U.S. Treasury.  This relates to current situation that Citibank, as well as banks 

nationwide are facing in terms of the so called “toxic assets” left on their books, 

specifically figures in the billions of dollars for Citibank. 

Subprime Mortgage Meltdown 

 In summary, the subprime mortgage meltdown became apparent in 2007, after 

housing prices declined and adjustable rates increased.  Mortgages for homes were 

securitized (bundled together as financial instruments), and then sold to third parties 

such as banks and other financial institutions, as investments in the form of mortgage-

backed securities.  Defaults on loans and foreclosures on the underlying assets (homes) 

as a result from lending to unqualified loan recipients led to the financial collapse of 

these securities which had spread across the globe.  Citibank was struck hard in the 

third and fourth quarters of 2007, when it was announced that earnings were down 57% 

from a year earlier, and mortgage related securities were written down $2.2 billion.  

Citibank has nearly seven times the amount of these residential loans on its balance 

sheet than the combined average of Citibank’s nearest competitors, JP Morgan Chase 

Bank and Bank of America.  The table below shows the large amount of residential 

loans Citibank has taken onto its balance sheet.   
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Citibank 1-4 Family Residential 
Loans 

As of 6/30/2009      
($ in 000's) 

% of Total 
Assets 

Principle balance w/ servicing or 
other resources retained $515,889,000  44.27 

Past due loan amounts 30-89 days $18,974,000  1.63 

Past due loan amounts 90 days or 
more $22,370,000  1.92 
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Troubled Assets Relief Program (TARP) 

 Since October 2008, the U.S. Government has made a significant investment in 

major American financial institutions, including Citi.  The Treasury’s $50.8 billion 

investment in Citi has helped to strengthen the capital ratios, so Citigroup can be better 

able to fund new lending initiatives in support of the U.S. economy, homeowners and 

businesses (TARP). As of March 31, 2009, Vikram Pandit, CEO of Citigroup, and 

Citigroup’s Special TARP Committee of senior executives has approved TARP capital 

initiatives presented by their various businesses to put nearly $50.8 billion to work in 

order to help support the U.S. economy and expand the flow of credit (TARP).  As of 

June 30, 2009, Citi has approved initiatives from its various businesses to put $50.8 

billion to work to make more loans to U.S. consumers, businesses and communities.  

These initiatives are supported by the $50.8 billion capital investment the company 

received under the TARP program in 2008. Beyond the intended focus of TARP, Citi is 

providing significant help to struggling homeowners and credit card borrowers.  Since 

the start of the housing crisis in 2007, Citi has worked successfull y with approximately 

625,000 homeowners to avoid potential foreclosure on combined mortgages, totaling 

more than $67 billion (TARP).  Citigroup has also helped more than 1.4 million 

Americans to manage their credit card debt through a variety of forbearance programs.  

Despite the difficult economic environment, Citi has made available $330 billion in new 

credit to U.S. consumers and businesses since October 2008, including more than $129 

billion in the second quarter (TARP). 

 TARP has affected all the major FHCs, two of which we have compared to Citi are 

Bank of America and JP Morgan Chase.  Bank of America’ chief executive is Kenneth 

Lewis and he is confident that Bank of America can repay their TARP infusion of $45 
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billion early in 2010 because they report to “already have the capital and could repay 

the infusion if it were not maintaining higher-than-normal capital to account for the 

"fragile" state of the financial system” (Bank of America CEO).  In 2008, Bank of 

America acquired Merrill Lynch and Merrill continued to do bad and deteriorate. Other 

professionals speculate saying that “Bank of America’s Chief Executive Officer Kenneth 

Lewis may have underestimated the potential damage that may still lie ahead related to 

Merrill’s huge investment in bad real estate securities” (Bank of America: Ready to De-

TARP).  Lewis seems confident but Bank of America’s future looks rocky in attempting 

to pay back the $45 billion TARP infusion.   

 While Bank of America is skeptical, JP Morgan Chase announced on June 17, 

2009 that it repaid in full the $25 billion preferred stock investment it accepted through 

the Troubled Asset Relief Program (JPMorgan Chase repays). In addition to this 

principal amount, JPMorgan Chase has paid the U. S. Treasury an aggregate of 

$795,138,889 in dividends on the preferred stock, including dividends that had accrued 

through the redemption date (JPMorgan Chase repays). 

 Citi has not repaid their TARP infusion as easily as JP Morgan has done.  Citi is 

not doing not doing well and the situation looks as if Citi will not be paying their $50.8 

billion infusion back anytime soon.  Looking at its net income, it is currently negative and 

is unable to show how a company that invested heavily into CDO’s subprime mortgages 

will be able to pay back $50.8 billion in the year 2010 (TARP). 
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Citigroup Net Income 

 

Tarp Report @ Citi 2009  
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Balance Sheet Analysis 

 The balance sheet is an important instrument in analyzing a company’s financial 

health; it is best described as a snapshot of a businesses’ financial condition at any 

given moment.  The financial statement must “balance” in that the company’s assets are 

equal to the amount of liabilities and shareholder equity.  In the case of banks, total 

assets consist largely of loans that will eventually be repaid to the bank with interest.  

Also, cash and due from other banks make up a significant portion of assets.  On the 

other side of the balance sheet, deposits comprise a majority of liabilities, since they are 

customer accounts that can be withdrawn.  Other components of the liabilities section 

include negotiable orders of withdrawal (NOW) and automatic transfers from savings 

(ATS) accounts, and also money market deposit accounts (MMDAs).  As for Citibank, a 

majority of their deposits reside in foreign offices.  Citibank has a much lesser amount of 

investments domestically than its nearest competitors JP Morgan Chase Bank and 

Bank of America.  JP Morgan Chase and Bank of America have three and four times 

more domestic deposits respectively, than does Citibank.  A composition of Citibank’s 

asset structure is shown below. 
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Assets 

 As of the second quarter of 2009, Citibank is the third largest bank in the U.S. in 

terms of total assets, behind Bank of America and JP Morgan Chase.  The largest 

portion of Citibank’s assets is of course, its net loans and leases. Out of this category, 

nearly half of all loans are real estate loans, while the other half are loans to individuals 

(consumer loans) and commercial and industrial loans.  The bar chart below shows the 

dramatic increase in Citibank’s real estate loans between 2005 and 2006 when they 

jumped from roughly $20 billion to nearly $200 billion in the span of one year. 
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 Presently, out of the nearly $190 billion in real estate loans Citibank maintains 

under assets, more than $41 billion of loan amounts are past due to Citibank, meaning 

a major component of their asset base in loans is in jeopardy.  Assuming that cause for 

the rapid growth in real estate loans made by Citibank between 2005 to 2007 was due 

to subprime lending, a considerable amount of the loans made are at serious risk for 

nonperformance and default.  Citibank also holds a substantial amount of debt 

securities on their balance sheet, most notably in terms of potential risk, collateralized 

mortgage obligations (CMOs), stripped mortgage backed securities (MBS), and real 



    

30 | P a g e  

 

estate mortgage investment conduits (REMICs).  CMOs, stripped MBS and REMICs 

with an expected average life of longer than three years make up $31 billion of 

Citibank’s assets, while the same instruments with an expected average life of three 

years or less account for an additional $311 million.  Defaults on the underlying 

mortgages of these assets could lead to more write offs for Citibank.  Citibank also 

holds more than $35 billion in U.S. government  obligations, a small number compared 

to the same government obligations held by Bank of America and JP Morgan Chase 

Bank, which are four and six times larger, respectively. 

 The final major component of Citibank’s balance sheet is non interest cash and 

due from banks.  This section is important to Citibank’s well being since cash and 

deposits at other institutions are the most liquid forms of assets, if Citibank needs 

additional cash to cover any unforeseen events.  Citibank has $192 billion of cash and 

due from depository institutions, and also more than $99 billion due from Federal 

Reserve Banks.  These amounts are much larger than competitors Bank of America 

and JP Morgan Chase Bank.  Another notable difference between Citibank and Bank of 

America/JP Morgan Chase are the balances due from foreign banks; Citibank also 

holds an advantage over its competition in this category with over $81.8 billion in 2009.  

Citibank has significantly fewer collections in domestic offices, as well as less currency 

and coin held by domestic institutions in comparison to Bank of America and JP Morgan 

Chase. 
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Liabilities 

 Three major categories of liabilities exist on most banks balance sheets; 

transactions accounts, savings and time deposits, and other borrowings.   

 (1)  Transaction accounts include demand deposits, which are held by 

individuals, partnerships and corporations; they pay no interest.  In 2009, Citibank 

presently holds $42.4 billion in demand deposit accounts, in comparison to Bank of 

America with $89.7 billion and JP Morgan Chase Bank with $59 billion.  NOW and ATS 

accounts pay interest that is determined by the bank without any federal limitations.  

These types of accounts are also known as interest checking accounts, and only made 

available to noncommercial customers.  As of 6/30/09, Citibank’s NOW and ATS 

accounts were equal to 0.82% of their average total assets, in comparison to 1.63% of 

their peer group, meaning only half as much of these accounts exist under Citibank’s 

liabilities in terms of average total assets in comparison to its competitors.  The chart 

below shows theses accounts for the past five years, and a rapid growth in the accounts 

in 2009. 
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The last type of transaction account is the money market deposit account 

(MMDA).  MMDAs have no required reserve, and they pay market rates.  Further 

limitations are that customers are allotted only six checks and automatic transfers each 

month.  As of 2009, Citibank currently holds $135 billion in MMDA’s (or 11.6% of total 

assets), while Bank of America and JP Morgan Chase Bank have 19.5% and 23.1% of 

MMDAs in terms of assets, respectively. 

 (2) Savings and time deposits are generally certificates of deposit (CDs), and 

are divided into two general categories; those being less than or more than $100,000.  

Smaller time deposits come with early withdrawal penalties attached, while jumbo CDs 

(more than $100,000) can be bought and sold in the secondary market.  The table 

below shows the breakdown of time deposits making up Citibank’s liabilities. 

Citibank Time Deposits as of 6/30/09 (in $000s) 

Time Deposits < $100,000 

  

Time Deposits > $100,000 

  Remaining Maturity Remaining Maturity 

3-month or less $4,460,000 3-month or less $16,920,000 

3-12 months $15,640,000 3-12 months $16,943,000 

1-3 years $750,000 1-3 years $1,134,000 

Over 3 years $441,000 Over 3 years $1,480,000 

Citibank holds far fewer time deposits than competitors Bank of America and JP 

Morgan Chase in all categories except in one instance; Citibank currently holds $1.7 

billion more than JP Morgan Chase in time deposits greater than $100,000, with 3-12 

months of remaining maturity.  As of 2009, total time deposits make up 4.96% of total 

assets, or $57.7 billion. 

 (3) Lastly, other borrowings that make up a large portion of Citibank’s balance 

sheet include items such as brokered deposits and deposits held in foreign offices.  
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Brokered deposits are most often large CDs that a depository institution receives from 

an intermediary or third party.  The reason for brokered deposits being separate from 

the other CDs is that depository institutions have little to no customer contact with the 

actual holders of the CDs.  At the end of 2008, brokered deposits accounted for $25.3 

billion of liabilities, and as of 2009, account for $18.9 billion of liabilities, or 1.62% of 

assets. 

 Deposits held in foreign offices are deposits issued by a bank subsidiary located 

outside of the United States.  Most commonly, foreign governments and nonfinancial 

corporations participating in international trade own these foreign deposits.  As of 2009, 

Citibank holds $493.4 billion in foreign deposits, more than 42% of their total assets.  

This is much larger than Bank of America and JP Morgan Chase, who have a mere 

13.12% and 21.42% of deposits held in foreign offices in terms of assets, respectively. 

Off Balance Sheet Activities 

 Off balance sheet items, or contingent liabilities, are items that do not appear on 

the balance sheet. These off balance activities are often very diverse in nature, and can 

range from various types of credit risks taken on by letters of credit, foreign exchange, 

futures, forwards, swaps and options, in addition to many other derivative products.  

Generally accepted accounting principles (GAAP) do not recognize such contracts as 

assets or liabilities in themselves, therefore they are not required to appear on the 

balance sheet.  In recent years, there has been substantial growth in the volume of 

various derivative products held by institutions in the financial industry.  The major risks 

to consider associated with off balance sheet activities include credit risk, market risk, 

foreign exchange risk and interest rate risk.   
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 As of 6/30/09, Citibank has reported a staggering $32.3 trillion in total off balance 

sheet derivatives.  Largely the sources of many financial problems, credit derivatives 

such as credit default swaps ended up on the books of banks such as Citibank, but 

were not reported on the balance sheet.  Such credit derivatives are off balance sheet 

arrangements between beneficiaries, where they are able to transfer the credit risk of an 

asset to a guarantor.  The guarantor must pay the beneficiary in the event that a loan for 

example, is nonperforming or defaulted on by the customer of the issuing bank.  

Citibank is particularly vulnerable in this aspect, as it has massive amounts of these 

derivatives in its possession. Most notably, the total amount of Citibank’s off balance 

sheet derivatives are equal 2,778.37% of the value of total assets according to second 

quarter FDIC reports of 2009.  Also, specific credit derivatives are valued at nearly 2.2 

times the value of total assets on the balance sheet for the same quarter.   Of all off 

balance sheet activity, credit related derivatives and credit default swaps has proven to 

the most risky, and even toxic to large financial institutions in the present state of loan 

and mortgage markets.  The visual below shows Citibank’s vast undertaking of credit 

derivatives since 2005, as they more than doubled by 2007. 
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Foreign exchange contracts amount to a value of nearly 375% of assets, while 

interest rate contracts currently ring in at 2,164% of assets.  Contracts on other 

commodities and equites are smaller, at 19.45%.  Of these three major types of off 

balance sheet contracts, Citibank also exercises various other hedging and risk 

reducing activities against these contracts, with counterparts such as forwards and 

futures contracts, and spot exchange rates to lock in the current exchange rate.  Written 

options contracts also amount to billions and even trillions of potential off balance sheet 

risk, although not nearly as risky as credit default swaps.  Interest rate risk makes up 

the second largest component of risk for Citibank.  Futures and forward contracts are 

delayed agreements between a buyer and seller to purchase and deliver a financial 

inturment at a specified date, at a specified yield, or price.  Citibank’s forwards and 

futures contracts for interest rate contracts are valued at over $3 trillion.  Citibank has 

purchased option contracts for interest rate contracts in excess of $2.8 trillion.  

Citibank’s overall off balance sheet activity is inherently risky, especially with the 

unheard of amounts of credit derivatives. 
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Capital Analysis and Adequacy 

 Bank capital, or net worth, is constituted by the cumulative value of assets minus 

the cumulative value of liabilities, and is a representative ownership interest in a firm; 

more simply it is stockholder’s equity.  The purpose of capital is to reduce bank risk; it 

does so in the following three manners: 

• Constrain growth and limit risk taking 

• Providing a cushion that allows banks to absorb losses and remain solvent 

• Providing access to financial markets, guarding against a lack of liquidity 

caused by deposit outflows 

 Accounting capital is equal to the book value of common equity and preferred 

stock outstanding.  Qualifying bank capital is divided into two sets, the first being Tier 1, 

or core capital.  Core capital consists of common stockholders’ equity capital less any 

gains or losses on available-for-sale equity securities.  Tier 2 capital, or supplementary 

capital, is limited to all of Tier 1 capital, and consists of various forms of preferred stock, 

and a limited amount of the allowance for loan and lease losses.  Under the Federal 

Deposit Insurance Corporation Improvement Act (FDICIA), the less sound their capital 

structure the more the institutions are subject to regulations.  As seen in the table below, 

Citibank meets all three criterion of a well capitalized institution, which frees it from any 

FDIC regulation in terms of capital. 

FDICIA Capital Standards Citibank as 
of 6/30/2009 

Well 
Capitalized 

Adequately 
Capitalized 

Under-
Capitalized 

Core Capital (Leverage) Ratio 8.23% ≥5% ≥3% ≥3% 

Tier 1 Risk-Based Capital Ratio 14.58% ≥6% ≥4% ≥4% 

Total Risk-Based Capital Ratio 17.40% ≥10% ≥8% ≥6% 
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There are five general categories that sources of capital can fall into: 

1) Subordinated debt 

2) Common stock 

3) Preferred Stock 

4) Trust preferred stock 

5) Leasing arrangements 

 Subordinated debt has fairly long maturities, and does not qualify as Tier 1 

capital, as it needs to be replenished.  To qualify as legitimate capital, subordinated 

debt must: 

• Pay insured depositors first, followed by uninsured depositors, and lastly 

subordinated debt holders. 

• Have an original weighted maturity of at least 7 years 

Interest payments of subordinated debt are tax deductible, which is 

advantageous for banks.  Another advantage is that subordinated debt generates 

additional profits for shareholders, assuming earnings before interest and taxes (EBIT) 

are greater than interest payments.  A setback to this is the necessary principal and 

interest payments due.  Citibank’s present subordinated debt as of 2009 is $9.6 billion, 

much smaller than that of Bank of America and JP Morgan Chase. 

 Common stock is a source of external capital most preferred by regulatory 

agencies; it is a permanent source of funding with no fixed maturity.  Dividend payments 

are at the discretion of the institution; a means of increasing capital is by cutting its 

dividend payments, which Citibank did in 2007.  Common stock is costly to a bank, and 

issuing common stock is generally not an effective method to raise capital.  When stock 

prices tumble, many firms often issue debt that is convertible into common stock when 
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stock prices become more attractive.  Citibank’s common stock only accounts for 0.06% 

of assets, while surplus in excess of par value composes 8.77% of assets.  

 Investors in preferred stock hold a superior claim to common stockholders in the 

event that an institution makes a payout.  Trust preferred stock is considered Tier 1 

capital, and it pays tax deductible dividends.  Citibank presently has no outstanding 

shares of any type of preferred stock; although the U.S. government holds $45 billion in 

preferred stock and warrants in Citigroup. 

 Tier 2 capital is limited to 100% of Tier 1 capital, and may consist of limited 

amounts of term-subordinated debt and a portion of unrealized gains on available-for-

sale equity securities.  Also, a limited amount of the allowance for loan and lease losses 

can constitute Tier 2 capital (up to 1.25% of gross risk weighted assets).  Citibank’s 

qualifying subordinated debt as Tier 2 capital for the year to date is $9.5 billion.  

Citibank’s total bank equity capital at the end of the period ending 6/30/09 was $109.8 

billion.  The table below shows Citibank’s allowable amount of the provisions for loan 

and lease loss as Tier 2 Capital. 
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Income Statement Analysis 

 The income statement of a bank is indicative of their investments and the loans 

they provide; a majority of revenue comes from these two items.  The other major 

source of revenue is noninterest income.  Noninterest income is derived from numerous 

activities such as fees and commissions for services conducted by banks, such as 

underwriting securities or the sale of insurance.  Net gains or losses on loans and 

leases also attribute to noninterest income.  Banks are continually attempting to 

increase their noninterest income and reduce noninterest expense, which usually 

overhead expenses, intangible amortizations, and goodwill impairment.  Noninterest 

expense generally exceeds noninterest income, and the difference is the bank’s burden.  

To arrive at net income, banks first begin with net interest income, subtract the burden 

and provisions for loan losses, add securities gains/losses, and subtract taxes.  

Citibank’s net income is shown below for the past four years with competitors Bank of 

America and JP Morgan Chase.  It is apparent that the banks are all experiencing 

depreciation in terms of net income, although Citibank has been hit the hardest, taking a 

loss in 2008 and year to date of 2009. 
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Interest Income and Interest Expense 

 Interest income is the total of all interest and fees earned on interest bearing 

assets, such as loans, securities, and deposits held at other financial institutions.  

Citibank’s total interest income for 2008 was over $63.3 billion.  Citibank’s year to date 

total interest income is nearly $24 billion, slightly below that of Bank of America and JP 

Morgan Chase Bank.  The two largest sources of interest income for Citibank at present 

include loans in foreign offices, and domestic loans.  These two items currently combine 

to make up roughly 70% of Citibank’s interest income, or $16.7 billion.  Other notable 

sources of interest income for Citibank include interest from securities ($4.4 billion) and 

interest from trading accounts ($1.8 billion). 

 Interest expense is the sum of interest an institution pays out on interest bearing 

liabilities.  Such items include interest on transactions accounts, time and savings 

deposits, and interest on long-term debt.  Citibank’s largest interest expenses come 

from deposits in foreign and domestic offices, totaling $4.95 billion.   

Again, Citibank’s interest expense on deposits in foreign offices is far greater 

than that of Bank of America or JP Morgan Chase’s due to the much more extensive 

amounts of foreign deposits Citibank holds.  Interest on trading liabilities and other 

borrowed money make up roughly $2 billion of Citibank’s $7.47 billion of interest 

expense as of 6/30/09.  The net interest income shown below is for 2008, with Citibank 

having the largest. 
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Net Interest Income for 2008 (in $000s) 

 Citibank 
Bank of 
America 

JP Morgan 
Chase 

Total Interest Income $63,326,000 $57,879,760 $57,565,000 

Less: Total Interest 
Expense $27,091,000 $27,175,371 $25,920,000 

Net Interest Income (NII) $36,235,000 $30,704,389 $31,645,000 

 

 The provision for loan and lease losses (PLL) is an institutions estimate of 

potential loss on bad loans, and is deducted from income.  As an estimate, PLL may 

over or under estimate the total amount of loans that go into default or that are paid.  

The PLL is different from a loan charge-off in that a charge-off is formally deemed 

uncollectible by the bank, and then charged off against the loss reserve.  Displayed 

below is Citibank’s PLL account in comparison to Bank of America and JP Morgan 

Chase.  All three institutions have followed the same trend and seen vast increases for 

PLL due to subprime lending, leading to defaults and past due loans on a massive scale.  

Citibank has consistently had the largest PLL of the three banks.  
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Net charge-offs plague Citibank, as well as the financial industry.  A charge-off is 

the removal of loans and leases from the balance sheet that have been determined to 

be uncollectible.  The table below shows Citibank’s $11.4 billion in charge-offs in 2008. 

 

 

 

 

 

 

 

 

The bar chart below shows the relationships between Citibank’s total charge-offs 

and recoveries since 2005.  It is clear between 2007 and 2009 that as charge-offs have 

increased, recoveries have also steadily decreased. 
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 The industry standard for the net charge-off ratio is 0.99; as of 2008 Citibank’s 

net charge-offs as a percent of total loans and leases was 1.77%; it is presently a 

staggering 3.62% as of 6/30/09.  This is unwelcome news to Citibank, and greatly 

Net Charge-offs for 2008 (in $000s) 

 Citibank 
Bank of 
America 

JP Morgan 
Chase 

Total Charge-offs $12,771,000 $8,302,500 $7,425,000 

Less: Total 
Recoveries $1,353,000 $879,838 $539,000 

Net Charge-offs $11,418,000 $7,422,662 $6,886,000 
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harmful to their assets as there is less certainty regarding future loans that may have to 

be charged off. 
 

Noninterest Income and Expense 

 Noninterest income is derived from various banking services and sources that do 

not bear interest.  Citibank’s noninterest income as a percent of total assets as of June 

30, 2009, was 1.52%.  This outperformed the industry standard of 1.15%.  Essentially, 

this means that Citibank is presently effectively generating income from items such as 

fiduciary activities, net servicing fees, commissions and fees relating to insurance, as 

well as deposit service charges.  In the second quarter of 2009, Citibank’s only 

deduction under noninterest income came from a $93 million loss on the sale of other 

real estate owned (OREO), which was a common loss across the industry.  The most 

profitable area of noninterest income for Citibank came from net servicing fees, which 

include servicing on real estate mortgages, credit cards, and financial assets held by 

others.  A breakdown of Citibank’s noninterest income sources is pictured below. 

$1,923,000

$30,000

$342,000

$581,000

-$93,000-$300,000

$200,000

$700,000

$1,200,000

$1,700,000

Additional Noninterest Income (in $000s) as of 6/30/09

Net Servicing Fees

Net Securitization Income

Insurance Comission Fees & Income

Net Gains(losses) on sale of loans

Net Gains(losses) on sales of OREO

 

 Noninterest expenses include items such as employee salaries and benefits, 

basic overhead costs, goodwill impairment, and intangible amortizations.  The industry 
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standard for noninterest expense as a percentage of average earning assets is 3.43%.  

Citibank is below this average currently at 2.80% as of the second quarter of 2009.  As 

stated earlier, Citibank’s noninterest expenses are greater than their noninterest income, 

leaving them with a burden of roughly $6.1 billion dollars after the second quarter of 

2009.  In 2008, the total losses of goodwill impairment and amortization expenses 

exceeded $5.1 billion. Total noninterest expenses for Citibank in 2008 were $37.5 billion, 

the largest of out of Citibank, Bank of America and JP Morgan Chase Bank. 
 

Net Interest Margin 

 Net interest margin is a measure that shows the successfulness of its investment 

decisions against debt obligations.  Net interest margin is equal to total interest income 

minus total interest expenses, divided by total average earning assets.  The industry 

standard for net interest margin is 3.59%, while Citibank presently comes in just below 

for the year to date at 3.46%.  A comparison of net interest margin between Citibank, 

Bank of America, and JP Morgan Chase is pictured below. 
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As seen in the chart above, Citibank has a significantly larger net interest margin 

than its competition, although JP Morgan’s has been experiencing constant growth 

since 2005.  Citibank experienced a decline in net interest margin from 2005 and 2006, 

and then growth until 2008, and at present, is slightly declining.  Out of these three 

businesses, Citibank is most effectively managing its interest income and expenses in 

terms of its average total assets. 

 Net noninterest margin is the same basic formula as net interest margin, only 

using noninterest income minus noninterest income divided by average total earning 

assets.  Citibank’s net noninterest margin as of 2008 was roughly 3.7% of the total 

average earning assets; net interest margin in 2008 was 3.61%.  This shows that 

Citibank has a slightly greater noninterest income than net interest income. 
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Ratio Analysis 
Return on Assets 

Return on Assets (ROA) shows the percent return for each dollar of asset held.  

The higher the ROA is, the better the management is utilizing its assets.  It is calculated 

by dividing net income by average total assets (Loth).  Due to the nature of the ratio, it is 

best used to compare companies similar in their business type as some companies in 

the same industry may require different asset bases based on their business model.  

Since 2009 is not over yet, analysis is done from 2006 through 2008 as net income only 

through June 2009 has been reported and this will skew the ratios. 

Examining the ROAs of Citibank, JP Morgan Chase Bank and Bank of America, 

Citibank has been faltering since 2007.  From 2006 to 2007, Citibank experience a deep 

decline in its ROA while Citibank’s competitors experienced smaller drops.  This is due 

to Citibank’s position in mortgage 

backed assets.  The market began 

seeing the burst of the housing bubble in 

2007 after massive pools of toxic assets, 

created from escalating defaults in 2006, 

stacked up on the balance sheets of banks and investor portfolios around the world.  In 

July 2007, just a few weeks after two Bear Stearns hedge goes bust, Standard & Poor’s 

downgraded ratings on billions of dollars of mortgage back security (Boom, Bust & 

Blame).  Looking at the balance sheet from the UBPR, Citibank’s net income decreased 

by 75.33% from 2006 to 2007 while total assets increased by 22.78%.  From 2007 to 

2008, net income dropped by another 369.74% while total assets only decreased by 

1.97%.  Basically from 2008 to present, Citibank has been losing money on its assets. 

ROA 
 12/31/2008 12/31/2007 12/31/2006 

Citibank -0.5015% 0.2029% 1.0820% 

Bank of 
America 

0.4234% 0.9272% 1.3365% 

JP 
Morgan 
Chase 
Bank 

0.6798% 0.8592% 0.9045% 
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JP Morgan Chase Bank’s net income has remained relatively stable throughout 

the years examined.  This is because they had employed stricter lending standards and 

also had decreased the amount of mortgage loans they wrote leading to fewer defaults 

(JP Morgan Chase UBPR).  However, there is a large increase of assets from 2007 to 

2008 which can be attributed to their acquisition of Washington Mutual in 2008 (Boom, 

Bust & Blame).  This leads to its ROA declining to 0.6798% in 2008 from 0.8595% in 

2007. 

Bank of America saw drops in its net income of 23.61% from 2006-2007 and 

49.32% from 2007 to 2008 reflecting its position in the housing market.  Increases in 

total assets from 2006 to 2008 can also be partially attributed to the $2 billion dollar 

equity stake in Countrywide in August 2007 then the subsequent purchase of 

Countrywide in January 2008 (Boom, Bust & Blame).  This leads to the decrease in its 

ROA from 1.3365% in 2006 to 0.4234% in 2008. 
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Return on Equity 

Return on Equity (ROE) measures how much shareholders earned on their 

investment in the company.  It is calculated by dividing net income by average 

shareholder’s equity (Loth).  It measures the percentage return on each dollar of 

stockholder’s equity (Koch).  The higher the ROE, the better as it demonstrates a better 

utilization of a company’s equity base to generate income. 

Another way of calculating ROE is by multiplying ROA by the Equity Multiplier 

(EM).  The EM measures financial leverage and represents both a profit and risk 

measure (Koch).  It is calculated by taking average total assets and dividing it by 

average total equity.  A larger 

EM indicates a larger amount 

of debt financing relative to 

stockholder’s equity (Koch).  

The EMs for the three 

companies remain fairly consistent across the board.  However, having high EMs is only 

a good thing if you have high ROAs.  Examining the ROEs of the different companies, 

the adverse effect of a high EM can be clearly seen with Citibank. 

With ROE, having a high net income is very important to the calculation.  Since 

net income for the year of 2009 is not yet available, comparisons are made from 2006 to 

2008.  If net income is negative, this will 

lead to negative values for both ROA and 

ROE.  There are significant decreases in 

the ROE of all three companies from 

Equity Multiplier 
 6/30/2009 12/31/2008 12/31/2007 12/31/2006 

Citibank 10.35 10.35 10.05 10.20 

JP 
Morgan 
Chase 
Bank 

10.71 10.48 9.76 9.60 

Bank of 
America 

8.76 9.61 9.67 9.32 

ROE 
 12/31/2008 12/31/2007 12/31/2006 

Citibank -5.1879% 2.0383% 11.0365% 

JP 
Morgan 
Chase 
Bank 

7.1242% 8.3869% 8.6802% 

Bank of 
America 

4.0694% 8.9699% 12.4604% 
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2006 to 2008.  Citibank saw significant declines in its ROE from 2006 to 2007 and from 

2007 to 2008.  This is again due to net income dropping 75.33% from 2006 to 2007 

while total assets increased by 22.78% and net income dropping by another  

369.74% while total assets only decreased by 1.97% from 2007 to 2008.  It is important 

to note that equity for Citibank increased significantly from 2006 to 2007 and decreased 

half the amount of that increase from 2007 to 2008.  This is why Citibank’s ROE for 

2008 is not worse than it is.   

Bank of America also had significant drops in its net income over the period 

working in conjunction with increasing total equity to return lower ROEs for 2007 and 

2008.  It is again important to note the JP Morgan had a consistent net income 

throughout this time period and its decline in ROE is due to increasing total equity. 
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Summary of ROA and ROE 

Using the industry standard for ROA of 0.31%, it is clear that Citibank was 

significantly under it in 2008 while JP Morgan Chase was able to double the standard 

and Bank of America was slightly above it.  Using the ROE standard of 3.15, Citibank is 

the only one of the three that is below the standard and has been since 2007.  In the 

end, the housing crisis and the subsequent  recession affected the industry as seen in 

the declines of ROAs and ROEs of all three companies.  Assets increased during this 

time as companies were unable to deal with the accumulating toxic assets on their 

balance sheets.  Citibank in particular has been hit hard and this is clearly reflected in 

its ROA and ROE. 

Future Outlook 

 Since net income is such a huge factor in determining ROA and ROE, it is 

important to note changes in net income in order to predict changes in ROA and ROE 

especial ly since the EM for the companies remains fairly constant through June of 2009.  

Citibank’s net income, while still negative, has improved to where if second half 

performance is equal to first half then it would have a net income of  

-$2,954,000,000 compared to -$6,215,000 for 2008.  Of course, second half net income 

is not going to equal first half net income but it is important to note that progress is being 

made.  However, it is also important to note that net income is still negative.  As long as 

net income stays in the red, the outlook for Citibank’s ROA and ROE remains bleak. 
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Efficiency Ratio 

Another measure of a banks’ performance is its efficiency ratio.  Efficiency ratio is 

the measure of a banks’ ability to control noninterest expense relative to net (adjusted) 

operating income (Koch).  It indicates how much a bank pays in noninterest expense for 

one dollar of operating income (Koch).  This means the lower the number, the better.  

Citibank currently has an efficiency ratio of 56.15% which is down from an efficiency 

ratio of 61.62% in 2006, 73.83% in 2007, and 89.02% in 2008 (UBPR).  By just looking 

strictly at the efficiency ratio, Bank of America is doing a lot better as far as efficiency is 

concerned.  A higher efficiency ratio means that the bank is losing a larger percentage 

of its income to expenses.  The industry average is 72%, so currently Citibank has done 

a little better than the industry average; however this does not mean that Citibank as a 

whole is doing better it is just shows that it has been able to keep control of its 

noninterest expense.  If this number starts to rise again, like in 2008, then Citibank will 

need to make further changes to the operations of the bank in order to cut costs and 

take on fewer expenses.  JP Morgan Chase, one of Citibank’s direct competitors, 

currently has an efficiency ratio of 57.4% which is just slightly higher than Citibank’s 

ratio and Bank of America has a ratio of 46.85% (UBPR) which is currently the lowest of 

all the three banks. 

Burden Ratio 

The burden ratio is a measure of the amount of noninterest expense covered by 

fees, service charges, securities gains, and other income as a fraction of average total 

assets (Koch).  Citibank also has a burden ratio of .51%.  JP Morgan Chase has a 

burden ratio of .26%.  Bank of America has a burden ratio of - .18% (UBPR), meaning 

that they are more profitable than both of their competitors.  Citibank has the highest 



    

52 | P a g e  

 

amount of burden and they are the least profitable of the three.  A lower burden ratio is 

better for a bank meaning that they are more profitable (Koch).   

Debt Ratio 

The debt ratio is a ratio that compares the amount of debt a company holds in 

relation to its assets.  A company that has a high amount of debt compared to its assets 

is considered to be a highly leveraged company.  This ratio is a way to determine the 

amount of risk a company is involved in.  A ratio that is lower than one means that the 

company has less debt than assets and a ratio over one means the company has more 

debt than it has assets.  The higher a firm leverages itself with debt, the harder it is for 

them to make future principal payments on the debt meaning that they will have limited 

growth potential.  If Citibank does in fact fail, since it is a highly leveraged company, the 

amount of money received from liquidation will fall short of the net worth.  Citibank 

keeps increasing the amount of debt they hold on their books which in turn raises their 

debt ratio.  With the recent mortgage crisis and the crash of the U.S. economy, many 

banks are unable to pay off their debts and have to be liquidated; which is a possible 

outcome for Citibank. 

Citibank’s current debt to equity ratio is 9.19%, which is relatively high.  In 2006 

they had a debt to equity ratio of 12.42%, in 2007 it was 11.16%, and a debt to equity 

ratio of 13.54%.  This means that Citibank heavily relies on debt financing in order to 

operate.  JP Morgan Chase currently has a debt to equity ratio of 11.71% and Bank of 

America’s debt to equity ratio is 8.48% (UBPR).  It is necessary for banks to leverage 

themselves on debt as long as they continue to receive income in order to pay off their 

debt.  Debt to equity ratios will vary depending on the industry in which the business 

operates.  Banks rely on debt financing and tend to have higher ratios; however this is 
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becoming a big problem, especially in a financial crisis.  They operate this way because 

the potential for higher earnings with the additional capital they receive through 

obtaining debt.  However, with the potential comes greater risk.  The current banking 

problem is a direct result of banks taking on way more debt than they can handle in 

order to receive payments on this debt, but since most of the assets are considered to 

be toxic assets these banks are not receiving any return from holding this debt on their 

books, ultimately leading to bank failure. 
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Earnings Quality 

 Because of the creation of CDO’s many banks have reported large earnings; 

however the quality and actual amount of these earnings are very hard to actually 

determine.  The three main rating agencies; Standard and Poor’s, Moody’s, and Fitch 

have historically rated these CDO’s at the AAA rating level, which is the highest rating a 

security can achieve.  Banks felt very confident in the mortgage market assuming that 

house prices would continue appreciate and people would continue to make their 

mortgage payments.  Based on historical analysis the housing market has always 

grown and if a mortgage was not able to be paid the homeowner would just refinance 

the house and have a lower, more manageable payment.  Based on the analysis of the 

market these CDO’s were seen as a very profitable investment with a low amount of risk 

involved.  Citibank, along with many other banks, were granting large amounts of Sub-

Prime loans and variable rate mortgages in order to package them up and sale them off 

as CDO’s.  They had a very strong incentive to do this because they were essentially 

pawning the debt off on investors and not holding the debt on their books.  The problem 

came when the mortgage crisis struck in 2007.  There are three main contributing 

factors that attributed to Citibank’s poor performance.  First, they had significant off 

balance sheet activity that went sour as the housing crisis infiltrated the market.  Then 

they had to take on significant write-downs and sustain major losses on their sub-prime 

loans and they also had large increases in their credit costs in U.S. consumer loan 

portfolio.  The earnings that they had achieved were of poor quality and were overstated 

because of the practice of marking to market the assets that Citibank held had been 

severely over-valued; therefore the quality of earnings generated by Citibank over the 

past several years have been over-valued. 
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Liquidity 

Liquidity is the ability of a bank to fulfill obligations as they are due, without 

incurring unacceptable losses.  Managers need to use their expertise as bankers to 

monitor their deposits and loans because they’re a fundamental role in evaluating 

liquidity.  It is necessary that banks make sure their liquidity is monitored to handle 

fluctuations in the balance sheet.  It also helps to measure other fluctuations such as 

economic conditions and the competitions efforts to take market share. There is a 

vulnerability to liquidity risk when investments need to be sold quickly but are 

insufficiently liquidated and can limit the funds from being transferred in a timely manner.  

Virtually all transactions in a bank have implications for affecting their liquidity.  

Therefore, it is essential that the bank have liquidity to continue operations.  In the last 

year, the economy has shown that if a few or even one bank falls short on liquidity it can 

have a system-wide impact.  The need for quality liquidity management to assess the 

risk and volatility of the market is very important in this tough economic time.   

In analyzing the balance sheet of Citibank, we found core deposits to be an 

important source of funding for loans. This has a considerable affect on the liquidity of 

each institution and the amount of loans that are given out.  These deposits are a good 

source of stable funding for liquidity.  The off-balance sheet exposure goes up in the 

event of a decreased deposits and liquidity.  In the past, financial institutions were more 

worried about their balance sheet position rather than their actual liquidity management.  

The oversight of these actions were many times overlooked, this is where off-balance 

sheet activities came up and are now a big source of the issues that strain a banks 

liquidity management.  Investments became more liquid than the actual loans that were 
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given out.  Doubt came up in the financial institutions because there is less sources of 

funding. 

The ability to generate funds for funding of loan growth and gaining deposits is 

very important in terms of liquidity.  Bank managers and directors should consider the 

net short term and long term non-core dependence ratios as a good measure of liquidity.  

Net non core fund dependence measures the relationship between long-term earning 

assets and net short-term funds.  Long-term assets can include loans, securities, real 

estate owned, commercial paper, and other instruments which mature beyond one year 

(FDIC).  Non-core liabilities consist of CDs and time deposits greater than $100,000, 

borrowed money, foreign office deposits, repurchase agreements, fed funds purchased 

and demand notes issued to the U.S. Treasury (BANKdynamics).  These are funds that 

are very sensitive to changes in interest rates.  The liabilities do not include short-term 

investments such as interest bearing bank balances, federal funds sold, securities 

purchased under agreement to resell, debt securities with remaining maturity less than 

one year, acceptances from other banks, and commercial paper (BANKdynamics).  The 

ratio reflects the reliance on funding in times of adverse changes in market conditions or 

in times of financial strain.  It is shown as a percentage of the dependence on non-core 

funding, the higher the ratio the more reliant the bank is on funding sources.  It is shown 

in the ratios below that Citibank has lowered its reliance on non-core funding, but is still 

very dependent at 74.62% as of 6/30/2009.  Citibank according to their most recent 

UBPR is in the 90th percentile on dependence of volatile liabilities.  This raises many 

questions in their liquidity management and must be at the top of the list in fixing this 

issue. In the ratios below we show the reliance of Citibank, JPMorgan Chase, and Bank 

of America. 
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Liquidity ratios for Citibank show the firm’s ability to meet short term debt 

obligations, usually less than one year. The availability for cash or readily convertible 

liquid assets is important in measuring liquidity.  The current ratio is a measure of the 

bank’s ability to pay back short-term debt obligations. Current ratio of over 1 is 

considered good. Quick ratio takes into account inventory, but since there is no 

inventory for the banks the quick ratio is the same as the current.  Cash and cash 

equivalents include bank accounts, marketable securities, and T-bills.  Other analyses 

to measure liquidity are the operating cash flow ratio.  This shows how the current 

liabilities are covered by cash that is produced through the company. 

Core deposits are a secure source of funds for lending in a bank.  They offer 

many advantages, such as predictable costs and a measurement of the degree of 

customer loyalty (Core Deposits).  Increasing these core deposits can be done through 

broad marketing techniques and customer incentives.  Core deposits for Citibank have 

gradually gone up since 12/31/2007 from 13.96 to 16.20 in 2008 and recently to 19.40 

on 6/30/2009 (FDIC).  This shows the amount of core deposits were not affected by the 

adverse financial conditions the last few years.  Comparing these numbers to Citibank’s 

competition; JPMorgan went from 28.18 at the end of 2007 and dropped to 26.79 in 

2008 and recently on 6/30/2009 is at 32.13.  Bank of America went from 40.34 in 2007, 

to 41.19 in 2008, and on 6/30/2009 was at 46.48.  As seen from the numbers Bank of 

America has a large amount of core deposits and they have been increasing at a 

considerable amount.  JPMorgan also has a sizable amount of core deposits as 

compared to Citibank but were a little more volatile in holding core deposits.   

Managing liquidity is a vital part of sustaining business in a bank.  Diversification 

of funds can help build strong liquidity resources by encompassing a strong core 
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deposit base, established borrowing lines, and procedures in place for acquiring 

internet-based or other forms of emergency borrowing (FDIC).  Banks found this very 

important in the financial downturn in finding different sources of funds to sustain 

business. The liquidity risk did get too strong at the end towards the end of 2008 for a 

lot of banks including Citibank.  The U.S. government felt they had to react quick to 

inject liquidity into deteriorating banks and implemented the Capital Purchase Program 

on October 14, 2008.  This program was to encourage financial institutions to build 

capital and increase the flow of financing to U.S. businesses and consumers (treas.gov).   

The original amount that was purchased by the Treasury was $25 billion for Citibank, 

JPMorgan, and Bank of America.  This along with the FDIC insurance increase to 

$250,000 per account helped improve confidence in the market. 

Liquidity levels and management is unsatisfactory for Citibank.  The financial 

meltdown and credit crisis has shocked the bank and now is trying to recover.  There is 

limited access to funds and a failure to predict demands of consumers mostly regarding 

loans and deposits.  The liquidity is more than just about ratios and the balance sheet; it 

also takes in the management practices of the bank.  The net non core funding 

dependence is a big concern, but has gotten better since the middle of 2008.  The next 

couple months and years will determine each banks place in a highly competitive 

market in which everyone is fighting for high numbers of core deposits.  Citibank along 

with its competitions numbers of net non-core fund dependence is shown below. 
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Citibank 

Dependency Ratio = ( ( Non-Core Liabilities - Short Term Investments ) / ( Long Term Assets * 100 ) ) 

 

                 6/30/2009 (Bank) 6/30/2008 (Bank) 

Net Short Term non-core fund dependence        16.48   31.41 

Net non-core fund dependence                           74.62   92.14 

 

JPMorgan Chase & Co. 

               6/30/2009 (Bank)  6/30/2008 (Bank) 

Net Short Term non-core fund dependence      17.15   12.26 

Net non-core fund dependence                        54.31   67.93    

 

Bank of America 

 

       6/30/2009 (Bank) 6/30/2008 (Bank) 

Net Short Term non-core fund dependence          24.71   38.97 

Net non-core fund dependence                           36.06   43.71 
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Sensitivity to Market Risk 

Sensitivity to market risk is “generally described as the degree to which changes 

in interest rates, foreign exchange rates, commodity prices, or equity prices can 

adversely affect earnings and/or capital” (FDIC).  Market conditions are unpredictable 

as seen through the economic conditions in the past year.  The main area in 

management’s involvement in market risk is associated with interest rates.  The market 

risk for a bank involves changes in interest rates that reflect exposure to capital and 

earnings.  Interest rate risk is a major component of market risk that affects financial 

institutions.  Other main areas of market risk include equity risk and foreign exchange 

risk.  There are also many other types of risk that can affect the bank. 

Citibank’s sensitivity to market risk is managed through the unpredictable 

systematic changes that affect their liquidity and funding.  These components are 

essential to the sustainability of the financial institution.  To avert risk Citibank has 

implemented certain risk committees, services, and departments that can properly 

identify and analyze risk to properly mitigate its negative effects while focusing on 

soundness and profitability. When assessing the interest rate risk, the bank must 

consider both earnings and macro-economic viewpoints to limit the banks exposure as 

much as possible.  The changes in interest rates will affect all interest sensitive income, 

which are found on the institutions balance sheet.  The systematic risk is very important 

with regards to earnings because losses on a balance sheet can reduce liquidity and 

capital adequacy.  The sensitivity of all other components of the CAMELS rating 

analysis depends on the composition of Citibank’s assets, liabilities, and most 

importantly there off-balance sheet contracts.    
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A manager’s job in a bank in managing risk is to take on the right amount and in 

some cases profit form risk taking.  The appropriate level of risk is very difficult to find in 

a formula or ratio.  The interest rate risk measures are determined by market conditions 

and are exposed through the levels of risk a bank takes on.  This is essential in 

developing a safe and sound bank.  The higher the levels of risk, the more capital and 

liquidity the bank should have to safeguard against adverse changes in interest rates.  

There are different analyses to measure interest rate risk including duration and 

simulation. These are very complex and change very often.  There is also a gap model 

that measures the price sensitivities of the banks assets and liabilities and the impact 

they have on interest rates.  The main area executives and managers should focus on 

in managing market risk is developing knowledge in both professional and personal 

business dealings to improve exposure to interest rate risk by looking at all angles that 

can be affected.  Since it is constantly changing it is very important to always be 

monitored. 

The other forms of market risk include the different changes in market prices, 

interest rates, and foreign exchange rates that affect the values of any equities.  

Citibank along with other financial institutions have been affected by equity prices that 

dropped dramatically at the end of 2008.  Value at risk analysis is assessed to measure 

the potential loss of a risky asset or portfolio over a defined period of time. Citibank 

developed a loss of confidence when their stock price dropped from about $50 dollars a 

share in May of 2007 to a low of around $1.50 in February of 2009.  This can affect the 

entire banks operations if a loss of confidence occurs.  One of the biggest issues that 

came up during the financial meltdown was Citibank’s association with derivative and 
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off-balance sheets contracts.  These contracts were a huge contributor to Citibank’s 

collapse in stock price. 

Upon measuring Citibank’s risk to the market, a good measure of the systematic 

risk or volatility is the beta.  The S&P 500 has a beta coefficient of 1.  The higher the 

beta the more volatility there will be in the stock compared to the market.  Citi has a 

beta of 3.05, which is very high and therefore very volatile.  Citi’s direct competitors 

JPMorgan and Bank of America have betas of 1.2 and 2.6, respectively.  This shows 

that Citi is a very volatile stock and poses a lot of market risk. 

The financial institutions have taken on an enormous amount of risk in the last 

few years and a lot of them didn’t have the appropriate amount of capital to back it up.  

The critical aspects included the interest rate risk component.  Also, strengths and 

weaknesses of capital, earnings, and management play a big role in determining 

sensitivity to risk in the market (FDIC).  With a low level of earnings and an imbalanced 

capital rating, the bank becomes even more dependent on its interest rate risk position.  



    

63 | P a g e  

 

Conclusion 

 Citibank is unique in the industry in its asset and liability structure, it holds 

excessively large deposits in foreign offices in comparison to its most similar 

competitors in terms of total assets, Bank of America and JP Morgan Chase.  Citibank 

also has a substantially larger amount of real estate loans on its balance sheet than 

other institutions.  The risk for major losses relating to loans and other mortgage related 

securities is much larger for Citibank than other institutions due to the simple fact that it 

holds a high volume of such toxic assets.  In relation to subprime lending and the 

increased defaults on loans that it causes, Citibank was forced to nearly double its 

provisions for loan and leases losses between 2007 and 2008.  Additionally, net charge-

offs ballooned to roughly $12.7 billion in loans that were determined to be uncollectible 

in 2008.  Charge-offs for Citibank grew rapidly between 2006 and 2008, while 

recoveries on loans have constantly decreased since 2005, creating an even greater 

deficit.  Return on equity (ROE) and return on assets (ROA) for Citibank are both far 

below industry standards as well as below Bank of America and JP Morgan Chase.  

Citibank’s net income was negative in 2008, thus giving it a negative ROE, meaning 

Citibank has poorly utilized its equity base to generate income for shareholders.  As for 

ROA, Citibank is also the only institution to post a negative return per dollar of asset, 

with losses related to holdings in mortgage backed securities. 

 In terms of capital adequacy, Citibank is classified as well-capitalized under the 

FDICIA.  It far exceeds the minimum ratios set forth by regulators to qualify as well-

capitalized, thus freeing Citi from any regulation on a capital basis, as it is considered 

safe in this aspect. 
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 The most harmful and risk filled component of Citibank is its off balance sheet.  

Citibank is plagued with credit default swaps and various other derivatives.  Credit 

derivatives as of the second quarter of 2009 were valued at more than $2.55 trillion, 

more than double Citibank’s total assets.  Other risk assumed by Citibank on the off 

balance sheet includes interest rate risk and foreign exchange risk, also amounting to 

trillions of dollars. 

 Although Citibank posted the highest net interest income in 2008 out of Bank of 

America and JP Morgan Chase, it was offset by losses on loans and leases, leaving it 

with a negative net income for both 2008 and to date June 30, 2009.  On the positive 

side, Citibank has consistently maintained the highest net interest margin out of Bank of 

America and JP Morgan Chase, which proves the successfulness of Citibank’s ability to 

generate interest income as well as controlling interest expense.  Citibank’s current 

interest margin is 3.46, slightly below the industry standard of 3.59.  

In conclusion, Citibank has only minor positive aspects in terms of its operations 

and performance, which are far outweighed by past, present and future risks and losses.  

Citibank presently only operates above industry standards in one instance net interest 

income which is offset by losses on loans and leases, causing a negative net income.  

Citibank has undertaken a vast amount of residential loans and mortgage backed 

assets that are uncertain in value and quality, weakening their balance sheet.  Should 

current defaults and charge-offs on loans intensify, it is highly probable that Citibank will 

become insolvent due to the large amounts of subprime obligations and credit related 

risks it has undertaken. 
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