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PROCEDINGS

CHAIRMAN ANGELIDES: Good morning. The meeting
of the Financial Crisis Inquiry Commission will come to
order. As everyone who joined us yesterday knows, we are in
the midst of three days of hearings on the issues of
subprime lending and securitization and how the subprime
origination phenomenon and securitization phenomenon may
have impacted our financial and economic crisis with which
we are dealing in this country today.

Yesterday we heard from Alan Greenspan, from the
Federal Reserve, and from officials from Citigroup.

Today we are hearing, again, from officials from
citigroup, both Mr. Rubin and Mr. Prince, and later today
from officials from the Office of the Comptroller of the
Currency. And tomorrow we will continue our hearings in
this same cool, not really ailr-conditioned room, on Fannie
Mae and OFHEO.

So, with that, I would like to begin our
hearing. We have two witnesses today, Mr. Chuck Prince, the
former chairman and CEO of Citigroup, and Mr. Robert Rubin,
the former treasury-secretary of the United States of
America as well as the chairman of the executive -- former
chairman of the executive committee of the board of
directors of Citigroup. Thank you, gentlemen, for being

with us here this morning.
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What 1 would like to do, to start off, as we are
doing with all witnesses who appear before us in the course
of our hearings, both before you and after you, is we are
customarily swearing every witness in. So, with that, 1
would like to ask each of you, both of you, to please stand
up so that I can swear you in front of the Commission.
Thank you.

Do you solemnly swear or affirm, under penalty
of perjury, that the testimony you are about to provide the
Commission will be the truth, the whole truth and nothing
but the truth, to the best of your knowledge?

MR. PRINCE: Yes, sir.

MR. RUBIN: Yes.

CHAIRMAN ANGELIDES: Thank you, very much.

Gentlemen, you have provided us with written
testimony, which we have in hand. And I"m going to ask each
of you, this morning, to provide us with oral testimony
of -- not to exceed ten minutes.

And so, with really no further ado, Mr. Prince,
I will ask you to start this morning. Please turn on the
microphones and pull them as closely to you as you can and
let®s commence.

Mr. Prince?

MR. PRINCE: Thank you. Chairman Angelides,

Vice Chairman Thomas, members of the Commission, let me
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start by saying 1"m sorry. 1"m sorry that the financial
crisis has had such a devastating impact on our country.

I"m sorry for the millions of people, average Americans, who
have lost their homes. And 1°m sorry that our management
team, starting with me, like so many others could not see
the unprecedented market collapse that lay before us.

I was the CEO of Citigroup from October 2003
until November 4, 2007. Before becoming CEO, I held various
positions in Citi"s senior management. For nearly 30 years
until November 4, 2007, when 1 resigned, Citi and its
predecessors was my professional life.

I have given a great deal of thought to the
unique events that led to the financial crisis and which
brings us here today. 1 wanted to share some of my views,
which | believe are important to set the context for the
problems that arose at Citi as well as many other financial
institutions and eventually led to Citi"s receipt of
government assistance.

The financial crisis resulted from a confluence
of several factors, the absence of any of which would likely
have caused the crisis to be averted or significantly
moderated.

First was the unusually long period of low
interest rates, stemming from a change in the pattern of

global funds flows following the 1998 emerging markets
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financial crisis, as well as the stimulative actions of the
Federal Reserve Board, following the bursting of the tech
bubble and the terrorist attacks of 9/11.

As a result, investors were reaching for yield,
and many people from investors to traders to rating agencies
to regulators believed that a new era of generally lower
risk had begun.

During this period, securitized products, as an
asset class, grew dramatically in an effort to satisfty
investor demand for products that had higher yields but were
still believed to have a high degree of safety.

The growth in securitized products also
reflected a growing belief in and reliance on financial
modeling by traders as a basis for risk decisions and a
growing reliance on rating agency determinations by
investors.

As a result of the rapid growth and demand for
assets to be securitized, together with longstanding and
bipartisan federal policies encouraging the expansion of
home ownership, the asset class of subprime mortgages grew
very quickly.

The patchwork nature of state regulation of the
origination of subprime, indeed of all mortgages, led in
hindsight to the origination of more and poorer-quality

subprime assets to be securitized.



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Eventually the rating agencies dramatically
downgraded their ratings on the securitized products
collateralized by these subprime loans.

The precipitous nature of the actions by the
rating agencies, together with the widespread holdings of
these securities, caused a broad and generalized freezing of
the securities markets as investors could no longer be sure
what standards and models of risk and safety could be relied
upon and who held what levels of risk.

This general freezing of the credit markets then
precipitated a severe contraction of trade that led to the
general recession that still afflicts us.

It is against this backdrop that the events at
Citi and of many other banks and financial institutions took
place. Specifically, on November 4, 2007, Citi announced an
estimated 8 billion to 11 billion dollars in write-downs
related to subprime-related holdings. That same day, |
resigned as CEO.

After 1 left, Citi incurred even greater losses,
which eventually lead Citi to receive over 45 billion
dollars in Federal TARP funds. As the Commissioners are no
doubt already aware, the largest losses at Citi emanated
from what were perceived at the time to be extremely safe,
super senior tranches of CDOs that carried the lowest

possible risk of default.
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It bears emphasis that Citi was by no means
alone in this view and that everyone, including our risk
managers, government regulators, other banks and CDO
structurers, all believed that these securities held
virtually no risk, a perception strongly reinforced by the
above Triple-A-rating bestowed by the rating agencies.

Citi"s write-downs on these specific securities
totaled some 30 billion dollars over a period of six
quarters. And I believe it is fair to say that this factor
alone made a substantial part of the difference between
Citi"s ultimate problems and those of other banks.

While I was not aware of the decisions being
made on the trading desks to retain these super senior
tranches, given the universal perception that these super
senior positions were extremely low risk, It is hard for me
to fault the traders who made the decisions to retain these
positions on Citi"s books, having 40 billion dollars of
Triple-A-plus-rated paper on the balance sheet of a
2-trillion-dollar company would not raise a concern.

Moreover, i1t is important to appreciate that the
CDO business, which was a small part of a large and complex
financial organization, was being managed by highly
experienced traders and risk managers and was fully
transparent to our regulators who were embedded across the

company .
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In retrospect it turned out that that risk
assessment, while widely held, was dramatically wrong given
the wholly unanticipated and significant collapse in
residential real estate values across the board in nearly
every community and geographic location nationwide and
across many parts of the world.

In that context, let me say something about
risk. 1 always believed that the risk function at Citi was
a critical part of our overall business. After becoming
CEO, one of the very first things | did was to name David
Bushnell as the chief risk officer of the company and to
change the reporting structure so that the risk function was
then completely independent of the businesses which i1t was
not before.

The risk professionals were not paid on profits,
were not paid on volumes or revenues of the business units,
and 1 believe that that was good governance, and | believe
that we were ahead of best practices at that time.

Mr. Bushnell was known as one of the most
sophisticated risk managers in the investment banking
community, with a strong hands-on trading background.

As serious issues unfolded in the late summer
and fall of 2007 relating to the subprime market and our
lower-rated CDO holdings as well as certain other

businesses, such as leveraged lending, our senior management

10
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was Ffully focused on the unprecedented issues the company
faced. We had multiple special board and committee meetings
to apprise the board members of the issues as they developed
in real time and to solicit their valuable advice and
counsel.

Regrettably, we were not able to prevent the losses
that occurred, but it was not a result of management or
board inattention or a lack of proper reporting of
information.

The lessons learned from this experience are
many, but let me address two issues that seem to come up
repeatedly when discussing Citigroup. 1Is Citi too big to
fail? And is it too big to manage?

These are separate but related questions as you
know. Let me start with the latter.

I personally do not think Citi was too big to
manage, to be sure, it was a challenge, but we made enormous
strides during my tenure to improve the way in which the
various parts of Citi work together. And 1 think the
company as a whole was much better for it.

In any event, 1 do not think that the broad,
multifaceted and diversified nature of Citi"s businesses
materially contributed to our losses or to the financial
crisis more generally. |Indeed, smaller, more narrowly

focused firms suffered in similar ways.
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To the contrary, | continue to believe that Citi
IS a unique institution. It is the only truly international
U.S.-based bank, a feature that gives it great advantages in
many of its businesses and around the globe.

Now, too big to fail is a harder issue. My own
view Is that we are past the days of exclusively small
local-based banks and financial institutions. While these
local institutions certainly have a place in the financial
landscape, the financial world we live in is complex,
interconnected, and global. And I think this demands
sophisticated, global, and diversified financial
institutions. That said, 1 certainly do not believe it is
good for the United States to have a financial system with a
failure or threatened failure of key financial iInstitutions
will impose the kind of dramatic and near catastrophic
damage on the entire financial system and the national world
economy that we saw when Lehman failed and when numerous
other financial institutions, including Citi, needed
extraordinary government assistance.

We must find a solution to this problem, whether
through resolution authority, greater regulation, increased
capital requirements, or all of the other creative and
innovative measures that your Commission has been
discussing.

Thank you for your time and I°m happy to answer

12
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your questions.

CHAIRMAN ANGELIDES: Thank you very much,
Mr. Prince. Mr. Rubin?

MR. RUBIN: Thank you, Mr. Chairman.

Mr. Chairman, Mr. Vice Chairman, distinguished members of
the Commission, 1, too, along with Chuck Prince appreciate
the opportunity to testify today.

The financial crisis, as we all know, has taken
a terrible toll on millions of Americans who have lost their
homes, their jobs, their savings, and their confidence in
the future of our economy. Better understanding the cause
of the crisis is essential to protecting our nation®s
economic future and to effective financial reform.

I hope that my experience at Goldman Sachs, the
National Economic Council, the Treasury Department,
Citigroup, and this chair of LISC, our nation’s largest
inner-city development organization can be helpful to this
inquiry.

Let me make two observations that I believe are
relevant to the Commission™s work. First, examining
problems with the benefit of hindsight can be highly useful.
During my time at Treasury, we dealt with the Mexican
financial crisis and then later the Asian financial crisis.

And while, in both cases, our approaches on

balance were successful, we still learned an enormous amount

13
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from looking back at what happened.

Second, as policymakers address financial
reform, it §s important to remember that our national
economic policies have enormous effect on all of us. For
example, President Clinton undertook deficit reduction and
made critical public investments, and those policies, in my
view, contributed greatly to the longest economic expansion
in American history. Simply put, policy matters.

With those thoughts in mind, let me turn to the
causes of the financial crisis. While | had thought for
some time, prior to the crisis, that markets including the
market for credit had gone to excess and that those excesses
would at some unpredictable point lead to a cyclical
downturn, this iIs not what happened.

Instead, we experienced the most severe
financial and economic crisis in 80 years. In my view, that
crisis was not the product of a single cause but rather the
product of an extraordinary combination of powerful factors
operating at the same time and feeding on each other.

Let me name just a few of those factors: Market
excesses; low interest rates most notably due to large
capital inflows from abroad, which contributed to excessive
risk taking by lenders and excessive borrowing by businesses
and consumers; a sharp rise in housing prices, which also

contributed to increased consumer leverage; a subsequent

14
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precipitous drop in housing prices; vast increases in the
use and complexity of derivatives; misguided Triple-A
ratings of subprime mortgage-based instruments; lax and too
often abusive mortgage lending practices; shortfalls in
regulation; high levels of leverage in financial
institutions joined with deteriorating asset quality iIn
asset purchases and much else.

There were a few market participants or analysts
who saw the broad picture and the potential for a
mega-crisis. A larger number saw one or a few of these
factors. But almost all of us, including me, who were
involved in the financial system, that is to say, financial
firms, regulators, rating agencies, analysts, and
commentators missed the powerful combination of factors that
led to this crisis and the serious possibility of a massive
crisis. We all bear responsibility for not recognizing
this, and 1 deeply regret that.

Let me now turn to Citigroup more specifically.
My role in Citi, defined at the outset, was to engage with
clients across the bank®s businesses here and abroad, to
meet with foreign public officials for bank presence in 102
countries, and to serve as a resource to the bank®s senior
management with respect to strategic and managerial matters.

Having spent my career in positions with

significant operational responsibility, at Treasury and,
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prior to that at Goldman Sachs, 1 no longer wanted such a
role at this stage in my life. And my agreement with Citi
provided that 1°d have no management of personnel or
operations.

I remained with Citi until January of 2009, and
so wasn"t present when Citi"s problems occurred. In my
view, there were two primary causes of these problems.
First, Citi, like other financial institutions, suffered
large losses due to the financial crisis.

I am told that Citi has subsequently analyzed
the data made available in connection with the 2009 stress
tests and has estimated that the losses of Citi"s businesses
other than CDOs were roughly comparable to peer firms.

Second, Citi suffered distinctively high losses
as a result of i1ts retention of so-called super senior
tranches of CDOs.

I First recall learning of these super senior
positions in the fall of 2007 during discussions convened by
Chuck Prince with the most senior management of Citi to
discuss what by then was considerable turmoil in the
fixed-income markets.

In a presentation on the fixed-income business,
I learned that Citi"s exposure included 43 billion dollars
of super senior CDO tranches.

The business and risk personnel involved advised
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these CDO tranches, related to Triple-A-plus, and had

de minimus risk. My view, which 1 expressed at the time,
was that the CDO business was an arbitrage activity and that
I believed, perhaps because of my arbitrage background, that
these CDO transactions were not completed until the
distribution was fully executed.

Having said that, it iIs important to remember
that the view of the securities to be retained was developed
at a time when Triple-A securities had always been
considered "money good."

Moreover, these losses occurred in the context
of a massive decline in home sale prices or rather in home
real estate market prices that almost no financial models
contemplated, including the rating agencies, Citi"s, or to
the best of my knowledge, the regulators.

The board required and received extensive
financial and risk reporting but 1 do not recall knowing
before September “07 that these super senior tranches were
on our books. I feel confident that the relevant personnel
believed in good faith that more senior-level consideration
of these particular instruments was unnecessary, because as
I said a moment ago, the positions were rated Triple-A and
appeared to bear de minimus risk.

In October the rating agencies substantially

downgraded these securities and subsequently Citi estimated

17
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that it would have a loss of 8 to 11 billion dollars.

When these losses or estimated losses were
announced, Chuck Prince decided to step down, Win Bischoff
became CEO, 1 stepped in as chairman of the board, and 1
worked with employees, clients and others to stabilize the
bank, to assist iIn raising capital during a very difficult
period and served on the CEO search committee that led to
the selection of Vikram Pandit.

Ultimately, Citi took 30 billion dollars in
losses on its super senior CDO positions. These losses were
a substantial cause of the bank®s financial problems and led
to the assistance of the United States government.

I believe that the overriding lesson of
financial crisis was that financial system is subject to far
more severe downside risk than almost anyone had foreseen.

I believe, too, that it is imperative in light of that
lesson that private institutions and the government act.
Citi, first under Chuck Prince and then under Vikram Pandit,
implemented major personnel changes, restructured and
improved risk management, and raised huge amounts of
capital.

The private solutions are only part of the
answer. Financial reform is imperative and should include,
one, substantially increased leverage constraints, with one

tier based on risk models and a second tier based on

18
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simpler -- simpler metrics, because models cannot capture

all of reality.

Two, derivatives regulation - | reflected my strong

views from my time at Goldman Sachs, that derivatives can
create serious systemic risk and that appropriate regulation
is needed, a subject 1 also discussed in my 2003 book.

Three, resolution authority to avoid the moral
hazard of too big to fail.

And four, consumer protection, primarily and
very importantly to protect American consumers but also to
protect the financial system.

With that, 1 appreciate the opportunity to share
my views and would be happy to respond to your questions.
Thank you.

CHAIRMAN ANGELIDES: Thank you, Mr. Rubin and
Mr. Prince. And let me just reiterate again, we appreciate
you being here today; we appreciate your willingness to help
us in our endeavor. And Mr. Rubin, let me also just say to
you, thank you for your years of service to the country.

So, with that, we are now going to begin a
period of questioning by Commissioners, and, as Chairman, |1
will start off with some questions for both of you and each
of you.

So I want to pick up on your comment,

Mr. Prince, about whether or not this institution was too
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big to manage, too complex to understand, perhaps too big to
regulate.

Really, for the benefit of people watching
today, It appears as though that there are about 51 billion
dollars in write-offs related to subprime lending. The
institution, as | understand it, is one that went from about
670 billion dollars in assets iIn about 1998 to 2.2 trillion
dollars on balance sheet, another 1.2 trillion dollars
off-balance-sheet by 2007. By 2008, the tangible common
equity-to-assets ratio we estimate at 61 to 1, with
off-balance-sheet 97 to 1.

I really want to ask both of you some very
specific questions that get to the heart of the management,
the risk of the organization, particularly around subprime
lending. Mr. Rubin, I"m going to start with you.

On November 17th of 2007, there was a meeting
between executives of Citigroup, including yourself, and you
were there briefly, | believe, at the meeting, and then
Mr. Bushnell was at the balance of the meeting. This was a
meeting with the senior supervisors from the Federal Reserve
Bank of New York, the Federal Reserve board, the OCC, the
SEC, the UK FSA.

And at that meeting, there are notes about Mr.
Bushnell*"s assessment of what he thought had gone wrong.

And he mentioned, among other things, and 1 might add these

20
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are notes, not his exact words, poor communication across
businesses, decentralized nature of firm, senior management
business line and risk management did not fully appreciate
the market risk of the leverage loan pipeline to the
retained super senior CDOs.

Corporate-wide stress testing scenario analysis
was insufficient. The firm did not have adequate firm-wide
consolidated understanding of its risk sensitivity factors.
The nature and origin and size of the CDO exposure was
surprising to many in senior management.

So as you look at some of those comments, do you
think those are a fair reflection? Do you believe that the
organization did become too big to manage, the internal
controls did break down, Mr. Rubin?

MR. RUBIN: I think, Mr. Chairman, that if you
look at Citi prior to the crisis erupting, that David
Bushnell ran, at least my impression, ran a very effective,
independent risk management capability.

But what David did, as I understand it, and I do
remember being a part of that meeting; I don"t think I was
there for the whole meeting. What David did, and rightly,
it seems to me, is after the crisis emerged -- and when |1
ran Goldman Sachs, we did this every time we had trouble --
he looked back on what he could learn from the circumstances

that existed.



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

And while 1 don"t remember the specific comments
that you just made 1 do remember that there was a conclusion
that Citi could do a better job bringing together the risk
exposures across the various product areas and David"s
obsessive function focused more on that.

Well, I guess my answer, Mr. Chairman, is I
don"t believe that Citi iIs too big to manage. But 1 do
think that every time you go through, in this case it was a
crisis at Citi, but when 1 was running Goldman Sachs or
involved in co-managing Goldman Sachs, we had times we had
very, very difficult developments in the trading areas. And
every time that happened, we would look back and we would
learn how to try to do things better. And I think that was
what David was doing in the comments or, rather, was
reflecting in the comments that you just repeated.

CHAIRMAN ANGELIDES: All right. Let me ask you
a related question, Mr. Prince. For the sake of efficiency,
11l try to move back and forth between the two of you.

On October 30th Mr. Bushnell made a
presentation, | believe to the board, of course I"11 verify
that, but the essence of this i1s he had a timeline of key
events in the subprime market. |In fact, I believe it was to
certainly senior management. He noted that on February 27th
of 2007, that HSBC had announced major mortgage

delinquencies and losses related to that; on 6/12, June

22
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12th, my birthday, 2007, Bear Stearns® outside management,
it was announced that their funds were in significant
problems.

I knew you would want to know my birthday,

Mr. Vice Chairman, so you could note it on your tickler.

On July 10th, S&P and Moody"s announced
significant CDO ratings changes and major downgrades.

On August 10th, BNP Paribas froze its funds, and
for the first time Countrywide announced significant
problems.

Mr. Prince, 1 would ask you, because both you
and Mr. Rubin have said you really became aware, and
Mr. Rubin did in September and I think you said the same
thing, of problems in the CDO desk. When all these things
happened, why didn"t the potential of problems rise to the
top in the wake of these major announcements? Why didn"t it
bubble up?

MR. PRINCE: Well, Mr. Chairman, 1 think you
have to go back to the time in question. So much has
happened since then that it"s a little hard to put yourself
back in the timeframe of what just happened. And 1 can only
speak for what people must have been thinking, because |1
obviously didn®"t know about the CDO positions and the
timeframes that you®re talking about. But I believe in

hindsight that people believed, and they believed with a
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level of certainty that it"s hard to appreciate today, that
the super senior tranches would never be touched by these
problems. So the various rating changes you talked about
were for the lower level, the not super senior tranches.

Now again, sitting here today, that belief looks
pretty unwise, but I think at the time, Moody"s was quoted
as saying that these problems would never reach the super
seniors. And 1 think people believed that the structuring
process had gotten to a point where that top level would be
immune from the problems that were being seen at the lower
levels.

And I*m not saying that"s right; it obviously
turned out to be wrong, but 1 believe that"s what they
believed at the time.

CHAIRMAN ANGELIDES: Well, let me probe that a
little, because Mr. Georgiou raised this yesterday. The
very nature of the CDOs, which is they were a, essentially,
a collection of the lower tranches of the residential
mortgage-backed securities.

And 1 -- 1 want to attribute this to
Mr. Georgiou that there was an element here of taking lead
and turning it into gold. You had a number of lower-rated
tranches that if you add a pile of stuff, and that"s
probably a charitable description, you take the lower stuff,

now you put it at the top, and all of a sudden, that"s
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highly rated.

Interestingly enough, by the fourth quarter of "07,
housing prices had only fallen 5 percent. And just for
reflection, in "90, 91, on a cumulative basis in this
country, housing prices had fallen 3 percent, of course
particularly driven by places where 1 lived, California,
Florida, Texas. But by that fourth quarter, you had already
written down 18 billion. So clearly those super
senior tranches were touched fairly quickly because, in
essence, they weren®"t truly the Triple-A. They were
elevated in that structure.

So I guess the related question is, to what extent
did you ever do any at the board level, and I know you said
at one point, which I think reflects on the scale of the
institution, that putting on a 2-trillion-dollar balance
sheet 40 billion dollars of a Triple-A-rated zero risk paper
that that would not have in any way excited my attention.

At any point did either of you gentlemen look at
the nature of these instruments and say, I"m troubled about
the nature of taking this subpar stuff and rating it at the
top? Did you ever do the analysis, essentially, the hard
analysis of the underlying collateral? Mr. Rubin?

MR. RUBIN: Mr. Chairman, and 1*1l1 reflect back,
if 1 may, just in response to your question, for a moment,

on the days when 1 ran Goldman Sachs.
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When you"re running a large organization, or 1°d
say even a medium-sized organization, what you can do iIs you
can look at the people you have in place, you can look at
the aggregations of risk, which the Citi had done very well
by David Bushnell, but there isn"t a way iIn an institution
that has hundreds of thousands of transactions a day and
probably something over a trillion dollars a day running
through i1t, that you"re going to know what"s in those
position books.

And I didn"t know it when 1 was running Goldman
Sachs, and you wouldn®t know it sitting on the board of Citi
either. You really are depending on the people who are
there to bring you problems when they -- when they exist.

In this case you®re talking about a level of
granularity that no board will ever have with respect to the
positions that are in -- that are in its books, which is why
a board has such a strong responsibility to make sure that
they have the right people in the right places.

CHAIRMAN ANGELIDES: Not to interrupt, you did
have weekly business meetings, which you both attended, of
the business heads.

MR. RUBIN: Yeah, but the business heads --
absolutely correct.

CHAIRMAN ANGELIDES: And it does seem to me, 1

know that 40 billion dollars may sound like chump change in
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this organization, but it seems to me like a fairly
significant initiative to have 40 billion dollars of
exposure.

I mean, it"s not that it"s so -- and | might
add, you know, in the RMBS arena, | think you guys were
doing about 90 billion dollars®™ worth of securitization, you
weren"t light in this arena. So 1"m just curious about the
depth of strategic discussion around the positions and
mortgage-backed security and the underlying collateral.

MR. RUBIN: Yeah, but if I may say something,
Mr. Chairman?

CHAIRMAN ANGELIDES: Yeah.

MR. RUBIN: We had the strategic discussions
about, at the business heads meetings, about P&Ls and the
operation of the business one thing or another. But
individual positions only came to that meeting when either
independent risk management or the people running the
businesses felt that there were problems.

And in this case, they were dealing with, as we
now discussed many times, Triple-A securities that were
deemed to be de minimus in risk. And these simply were not
brought to that meeting.

IT 1 had to make a guess, and I do not know, my
guess is that the people who structured these did a

probabilistic analysis and determined that even though as
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you correctly say, the individual securities within them
were not of the quality of the totality if you will, that
with the structures that they had, that the risk became
de minimus.

I seem to remember, because they not only depend
on the Triple-A as you know, they did a lot of their own
independent work. And I seem to remember seeing someplace,
much more recently, that they calculated the risk for
something like one in 10,000.

CHAIRMAN ANGELIDES: Well, that®s what their
models showed. Yeah.

MR. RUBIN: Yeah, what their models shows, and
it"s sort of —-

CHAIRMAN ANGELIDES: But I really question the
models 1f you only have a 5 percent price drop, you write
off 18 billion.

MR. RUBIN: Look, there®s no question,

Mr. Chairman, that once developments became or started to
become adverse the -- these securities got -- incurred
considerable difficulty. And, in hindsight, obviously,
there were real problems. But | was trying to speak of them
as of the time that these positions were taken and as they
were seen at that time.

CHAIRMAN ANGELIDES: Let me ask you a couple of

quick yes-or-no questions to move along here.
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You had, Mr. Prince, you -- you indicated you
had about 11 billion dollars®™ worth of warehouse lines out
to subprime originators.

MR. PRINCE: 1I"m sorry?

CHAIRMAN ANGELIDES: Eleven, you had about
11 billion dollars, you"ve acknowledged in your interview
with us that you became aware fairly late in the game, you
said, 1 found out at the end of my tenure -- this is about
the 11 billion dollars in warehouse lines that supported
some very aggressive subprime lenders, about 26 of them, and
you said, 1 did not know before, 1 think getting that close
to the origination function, being that involved in the
deracination of some of these products is something I wasn"t
comfortable with.

Mr. Rubin, did you know that the bank had a very
significant 1l1-billion-dollar extension of credit to very
aggressive subprime lenders? Is that something of which you
had awareness?

MR. RUBIN: 1 certainly don"t remember today
whether I knew at the time or not. 1 honest -- 1 truly
don"t, Mr. Chairman.

CHAIRMAN ANGELIDES: Let me ask you, Mr. Rubin,
one more question specifically, and 1 want to go to one
final issue before I, at least at this point, turn to the

other members.
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Yesterday we had before us Mr. Bowen, who was,
believe, chief risk officer, his title, he was iIn the
business underwriting unit in the risk function.

He had -- had tried unsuccessfully to get his
superiors to move on some concerns he had, and then on

November 3rd, ~07, sent you an e-mail. He was concerned

30

about the inaccurate adequacy of the sampling size for loans

that Citi was buying and then selling to Fannie and Freddie

The sample size, according to your policy,
should have been 5 percent. It was consistently less than
2 percent. But in addition to that, he found that 40 to 60
percent of the sample files failed to meet the minimum
contractual underwriting criteria of the originator or had
information missing and a fail rate that was not accurately
being reported. He also found that that failure rate rose
to 80 percent.

Did you ever act -- that was sent to you,

Mr. Bushnell, and I believe some other individuals. Did you

ever -- it was sent to, yes, you, by Mr. Bushnell,

Mr. Crittendon, and Ms. Howard. Did you ever act on that?
MR. RUBIN: Mr. Chairman, 1 do recollect this

and that either 1 or somebody else, and 1 truly do not

remember who, but either | or somebody else sent it to the

appropriate people, and I do know factually that that was

acted on promptly and actions were taken iIn response to it.
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CHAIRMAN ANGELIDES: All right. Could you
please get us, back to us, perhaps, you know, you and/or the
people existing at the company today, back to the Commission
exactly how Citi responded and when it responded and what it
did?

MR. RUBIN: 1 would be very happy to, and I
believe legal counsel at Citi has -- in fact, 1 know they
do, has that information.

CHAIRMAN ANGELIDES: All right, last set of
questions for you before 1 yield the right to go on to other
members, and I will come back at the very tail end, but I
want to ask you about sequence of events, and here they are.

Both of you have said that you didn"t become
aware of the CDO exposures until September, 1 believe. And
as | understand by looking at documents, by looking at the
interviews you did with our staff, that you learned in early
September, which point you started, Mr. Prince, a series of
meetings and, later, nightly calls that became known as the
Defcon calls.

And 1 think the first meeting was on September 9th.
Mr. Rubin was iIn Korea, but he was in touch by e-mail. And
then, Mr. Rubin, you joined these | guess very extensive
calls that happened over time.

And 1 think you said, Mr. Rubin, on September

12th, when the CD -- CDOs really become a focus of your

31



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

32

discussions, but here®"s -- 1 want to just ask you about a
sequence here.

On October 1st, Citigroup preannounces Iits
third-quarter earnings, and | believe indicates a
13-billion-dollar exposure to subprime, including a
billion-dollar write-down related to subprime-related CDOs.
On October 11th, there"s some rating agency downgrades.

MR. RUBIN: What was that date, Mr. Chairman?

CHAIRMAN ANGELIDES: 1 believe October 11th, the
second date. But then here®s what 1 want to ask you about.
Apparently you became aware mid-September; October 1st, you
announce that you are announcing your exposure®s 13 billion,
but here"s what happens, at least according to records 1"ve
seen, and | certainly will give an opportunity for you and
your folks to review these to make sure we have the
chronology right, and maybe 1 should ask the question.

It appears that on October 15th, two things
happened. The fTirst is that there is a call with analysts
in which Mr. Crittendon tells analysts and the public that
Citigroup has a 13-billion-dollar subprime exposure.

However, on the same day, a presentation is made
to the corporate audit and risk management committee and
then to the board of directors, and as part of that there"s
a presentation on risk management, and it says, quote, the

total subprime exposure in markets and banking was
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13 billion dollars, with an additional 16 billion dollars in
direct super senior, and 27 billion dollars in liquidity and
par puts.

So on the same day that the public®s being
informed it"s 13 billion, the board and the audit committee
are being told that this adds up to, frankly, more than 50
billion, 1 believe 55 is the total math here roughly, at
which point, on November 3rd, you have an emergency board of
directors, and on November 4th you announce the 55 billion
dollar exposure, and Mr. Prince, | believe that"s the day in
which you announce your resignation.

I guess what 1 want to ask is, why is there an
announcement made to the public that it"s 13 billion at the
same time that that board and the audit, risk and audit
committee, are being told that it"s substantially more? And
I think, Mr. Prince, I"1l1 ask you and then Mr. Rubin.

MR. PRINCE: Well, Mr. Chairman, I think that
you"ve asked a very detailed factual question referring to
documents and presentations and so forth, and 1 would have
to look at those and compare them pretty carefully to answer
it in the level of detail In which you®ve asked it. But I
think that at the time, the financial people were working
very intensely with the fixed-income people to try to
determine exposures in this area.

This was an unprecedented time in which markets
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were crashing and rating agencies were pulling supports out
of longstanding structures. And I think that the -- that
their view of what the exposure was to subprime changed
during that period of time as these events happened.

Now, you just quoted from a presentation. And
it sounds to me as i1f, just listening to what you read, that
the presentation was structured in a way to say that our
subprime exposure was X, but don"t forget we have these
other things. And perhaps that reflects their thinking at
the time.

But, again, 1 would have to look very carefully
at the comparisons you"re making to be able to answer the
question In as detailed a way as you"ve asked it.

CHAIRMAN ANGELIDES: All right. Well, we will
provide this to you. Actually, let me just say it"s on
page 1. This is called Risk Management Review, an update to
the corporate audit and risk committee, and it says the
total subprime exposure in markets and banking was
13 billion dollars. 1It"s right in the executive summary.
It"s right at the top, under the heading Subprime.

It says, the total subprime exposure markets and
banking was 13 billion with an additional 16 billion in
direct super senior and 27 billion in liquidity and power
puts. All right, Mr. Rubin, and then we"ll move on to other

members.
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MR. RUBIN: Yeah. Mr. Chairman, | don"t
remember the presentation, but 1 could give you what 1
suspect was the case, iIf I may, and you can confirm this for
yourself.

I might, as I say, | don"t remember the
presentation, but it strikes me as understandable in the
context of how those positions were then being seen, which
is to say that the 13 billion, I would guess, was subprime
exposure below the Triple-A super seniors that we"ve now
discussed a number of times.

And if that was viewed as subprime exposure,
that the 43 billion, which is exactly the number that we
referred to as the super senior number, wasn"t viewed as a
subprime exposure, it was viewed as a Triple-A security.

CHAIRMAN ANGELIDES: 1 will just note, you can
look, I don"t want to surprise you, | will have you look at
the document. It"s right up top. It"s under subprime.

MR. RUBIN: Oh, it may have been listed under
subprime, but 1 don"t think, and, again, I don"t remember
the meeting and the discussion and 1 certainly was not part of
the formulation of these documents. | think you can find
out other ways exactly what these people were thinking.

But my guess would be that they reviewed as two
different classes of exposure: One being subprime exposure

and the other being because of all of the structuring
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Triple-A super seniors.

CHAIRMAN ANGELIDES: All right, let me do this,
I may have one or two other questions, but 1 want to stop
now and move on to the vice chair. Thank you very much for
your answers to these questions.

Mr. Thomas.

VICE CHAIRMAN THOMAS: Thank you, Mr. Chairman.

EXAMINATION BY VICE CHAIRMAN THOMAS

VICE CHAIRMAN THOMAS: Thank both of you for
coming. We appreciate it. As you know, given our charge of
trying to understand what happened so that we can convey to
the American people what happened is an exceedingly
difficult and complex job in which we have a very short
period of time.

I want to ask you, we obviously know more today
than we did yesterday in this very narrow area, and we"re
going to know more tomorrow. These hearings are not
designed to be exhaustive. And if I ask you, if we had
questions, not only relating to the topic that we have
before us but other concerns based upon your position and
experiences, some very in-depth, others very broad, would
you be willing to respond in a timely way to written
questions that we might submit to you between now and the
end of our statutory journey? 1Is that an appropriate -- do

you have a --
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MR. PRINCE: Well, 1™m not sure how we could say
no, Vice Chairman, so I guess the answer 1s yes.

CHAIRMAN ANGELIDES: Well --

VICE CHAIRMAN THOMAS: Well, 1 don"t understand
how you can explain what you did and how you did it, but
it"s really easy, because all you do is say yes.

MR. RUBIN: The answer, Mr. Chairman, 1 agree,
Chuck, the answer is yes, we would be delighted to, and that
is —— and 1711 interpret Mr. --

VICE CHAIRMAN THOMAS: Is that "we"™ as part of
your responsibility at Citi to advise senior or former
senior management?

MR. RUBIN: 1 was expressing my view and
interpreting Mr. Prince"s view.

VICE CHAIRMAN THOMAS: Could 1 have your view,
Mr. Prince?

MR. PRINCE: Indeed, yes, I would be greatly
pleased to do that.

VICE CHAIRMAN THOMAS: Thank you very much.
Yesterday®s panel, and we spent some time with Mr. Murray
Barnes, former managing director, independent risk officer
of Citigroup, David Bushnell, as you mentioned, chief risk
officer, Nestor Dominguez, former co-head of the Global
Collateralization Debt Obligations, Citi Markets & Banking,

and Thomas Maheras, who is the former chairman and co-chief
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executive officer, Citi Markets & Banking.

I woke up this morning, my alarm was set at
5:00, and 1 have my radio on CSPAN. And I woke up to the
voice of Brooksley Born, the Commissioner who was inquiring
about, as we began our journey yesterday into this garden of
good and evil, about synthetic CDOs and what were they.

And, of course, if you listen to that
discussion, it led into Commissioner Byron Georgiou®s trying
to comprehend how you take a bunch of Triple Bs, slice them
and dice them and turn them into Triple-A and Triple-A-plus,
the super senior tranches that somehow were never supposed
to go bad.

And then 1 listened to Commissioner Wallison®s
excellent questioning of the panel leading us to a better
understanding of these products that were created to be
sold, which meant -- generated millions of dollars, in some
years tens of millions of dollars, to then-Citi management,
on the way up, but never resulted at any time even in a
dollar of clawback on the way down.

So that 1 finally woke up realizing that, if 1
had a chance to start my life over, I may very well choose a
different path because apparently you get to the top without
ever having experienced any of these things that people
underneath you do; you don"t have a comprehension; you“re

not informed, but you get to make all this money on the
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upside and there"s no downside.

You folks had an opportunity to submit written
testimony, which you did. 1 don"t believe, correct me,

Mr. Chairman, there®s no limit on the pages of written
testimony.

CHAIRMAN ANGELIDES: Not that I"m aware of.

VICE CHAIRMAN THOMAS: There®s a limit on the
verbal which you can express as you see fit. So what we
have in front of us is your written test- -- testimony, that
started with a blank sheet of paper and that you were
willing to inform us, more or less.

Now, Mr. Prince, 1"m looking on page 2 and you
say, in the middle of page 2, the patchwork -- quote, the
patchwork nature of state regulation of the origination of
subprime, indeed, of all mortgages, led in hindsight, to the
origination of more and poorer quality subprime assets to be
securitized.

Was there a requirement that they be
securitized?

MR. PRINCE: Well, I"m not sure 1 understand
your question, Mr. Vice Chairman.

VICE CHAIRMAN THOMAS: Well, there was a demand,
as you say a sentence above it, in dealing with this growth
of securitized products that you obviously, given your

business, wanted to produce securitized assets that had low
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risk and high yield. Who wouldn"t? To the point that you
create so-called synthetic products.

But it sounds like you"re saying the fault was
the state regulation of the origination of subprime because
they -- they gave us poor quality subprime assets to be
securitized.

You didn®"t have to do that but you did. And --
and, please, we heard enough yesterday about you starting
along a line of argument that others, third parties, gave
you assurance that they were okay, rating agencies, others.

Again, how do you get to the top if you don"t
have any experiential experience, whatsoever, or your
argument is, at that point, and you don"t pay any attention
to 1t?

What do you get paid for if it isn"t having some
intuition, understanding, knowledge, or do you just do what
everybody else is doing because everybody else is doing it,
and if you don"t do it, then you won"t make money? Because
I do think it"s all about money. And it was big money on
the way up. But never at any point is it on the way back
down.

What 1™"m saying is that when we get this -- when
I get, and 111 speak for myself, this kind of an argument
as to what happened, in hindsight, it"s listening to someone

blame the inferior quality of leather in a pair of shoes
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based on the feed that some person supplied to a FINRA
feeding the cattle that produced the leather.

I have to tell you, listening to the radio this
morning explain what it was that you did with products makes
it very, very difficult, notwithstanding a beginning
paragraph or two in which 1 do believe was sincere iIn terms
of your concern about what happened, but in this entire
process, not one dollar of clawback.

Mr. Rubin?

MR. RUBIN: Well, there were a lot of pieces --

VICE CHAIRMAN THOMAS: I -- I —- 1 have a
question.

MR. RUBIN: Oh, I"m sorry. |1 apologize.

VICE CHAIRMAN THOMAS: That was a statement but
ifT anybody wants to turn it into a question, they can.

MR. RUBIN: Okay.

VICE CHAIRMAN THOMAS: You have -- you started
with a blank sheet of paper as well. 1 do like the latter
pages where you go into that analysis of some things that we
need to work on. 1 think you"ve got some core stuff that I
think we"re all talking about.

And you know as well as 1 do that when you talk
about financial services legislation moving through the
Congress that committee jurisdictions limit what they can

look at and it"s going to be a long and difficult process.
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What 1 want to focus on is that for the first
time In these hearings, someone has introduced of their own
volition, in the comments that they"ve offered to the
Commission, some partisan comments.

In one, two, three, in the fourth paragraph, you
state, It"s important to remember, quote, it"s important to
remember that our national economic policies enormously
affect all of us. For example, President Clinton undertook
deficit reduction and made critical public investments. And
those policies contributed to the longest economic expansion
in American history, simply put, policy matters.

Well, so does the truth. 1 -- you came in at
the beginning of the Clinton Administration and actually
before the President was sworn in, in December of “92, and
the President was sworn in, in January of “93, and he became
President with a democratic Congress and a democratic
majority In the House of Representatives.

The House of Representatives is that branch of
the legislature, the national legislature, which in
Article 1, Section 8, has sole responsibility for the
generation of revenue legislation. It is the place that
controls the nation"s purse strings.

Just before you were sworn in as Secretary of
the Treasury, January 11th, 1995, for your three years of

experience as Treasurer, on January 3rd 1 was sworn in for
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the ninth time into the House of Representatives and for the
first time in four decades as part of a Republican majority
in the House of Representatives.

And so I guess I"ma —- I"'m a little -- I™m a
little personally concerned that if anybody looks at the
election of November of 1944 it was over the tax and spend
policies of the Democratic administration and the Democratic
majority, principally, those who controlled the purse
strings in the House of Representatives.

And the American voters in that election, just
prior to your becoming Treasurer, rejected those policies
and voted out as a majority those members of the Democratic
party.

So if there was deficit reduction, as a policy, and
critical public investments for six of the eight years of
the Clinton Administration, three-quarters of that
administration®s policymaking, it was with a Republican
majority in the House of Representatives that controls the
purse strings.

And you know the punch line. 1 was on the
committee that controls the purse strings, and so | guess
I"m a little concerned that the continued representation of
what I would call a half truth doesn®"t serve our needs
today.

And 1 -- and 1 -- 1 know this is a partisan
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statement surprisingly, that the fact that it became
bipartisan to have to make public policy, 1 believe worked
to the benefit of the American people.

There®s been great criticism by the current
majority, both in the administration and the Congress, about
the unilateral control of the Presidency and the Congress
for a period of time by the Republicans. And 1°"m concerned
about the current return of structure of the current
non-bipartisan arrangement.

So if you would, just as you were writing there,
uncharacteristically, given a little bit of credit to the
fact that just prior to your signing in, you knew you were
going to have to work with a House of Representatives
controlled by another party, which 1 think ultimately, in
the American political tradition of accommodation and
compromise, moved some pretty good policy.

And, yes, the President signed it, but he would
have had nothing to sign if it hadn"t been advanced by a
Congress with a House of Representatives controlling the
purse strings run by a Republican majority.

MR. RUBIN: Is it possible for me to respond to
that?

VICE CHAIRMAN THOMAS: You sure can.

MR. RUBIN: Okay. Let me first assure you --

VICE CHAIRMAN THOMAS: You can -- you can add an
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addendum to your opening statement, if you want to.

MR. RUBIN: No. Let me -- let me just very
briefly respond to pieces of that, if I may.

I certainly didn"t mean it to be a partisan
comment. I was trying to make a point about public policy.
But 1711 give you my view of the secrets if you say I"11
jJust take one moment since it doesn®t relate to the crisis,
but in 93 we did have a deficit reduction program, and it
was powerful, and It set the stage, in my opinion, for eight
years of Ffiscal discipline.

The "94 election just came out exactly as you
said. 1 don"t personally think it was about the 93
decision. 1 think it was about a lot of other matters, but
that"s a political issue.

And you were absolutely correct in saying that
in 1997, the Republicans and Democrats worked together in a
bipartisan fashion, beginning, as you correctly say, in the
House of Representatives, for the reasons that you describe,
to arrive at a balanced budget agreement, which carried
forward the work that at least in my judgment, began iIn
1993. So that would be my summary of that, that period.

VICE CHAIRMAN THOMAS: 1 appreciate that.

Mr. Prince, so | want you to comment, if you
would, because 1 don"t know you personally and 1 only knew

you from, to a certain extent, a comment that"s obviously
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gotten far more coverage than it should have if, in fact,
you made it, and 1 assume, knowing the press only reports
those things that occur, that you made it at some point
about the business of if they"re playing the music you have
to dance. No, you don"t.

Now, I understand there probably would have been
consequences. Maybe somebody would have not continued to
make tens of millions. But when you listen I just have to
commend everyone that the audio, not the video, the audio of
the dialogue between the questioning of the Commissioners
and the answer from those people in Citibank who were in a
position to make up all these things and have a knowledge, 1
understand that you"re at the top, but these were the people
who were not.

And the creations that you made, arguably driven
by the desire of markets, and your job is to make markets,
and your argument is we didn"t know, you didn"t understand,
had we known then.

At -- at some point, is it necessary, In your
opinion, to create a structure which stops you from doing
things? Because | don"t think any of us want to create that
kind of a structure, requires you to what you"re doing —-- 1
believe sunshine"s a great disinfectant, that there"s
complete transparency, that you need third parties to -- to

have an understanding of whether or not they would buy i1t?
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More importantly, should you have to have money,
notwithstanding that you were adequately capitalized under
some regulations that were created prior to the environment
that we were in, what, probably, looking back, because you
now have hindsight, would you have preferred that was
comfortable to allow you to carry on your business, but
nevertheless, | don"t believe in simply iImposing structures
for the sake of controlling.

I don"t want to kill the goose that mostly laid
golden eggs. You laid other eggs but some of them were
golden. And I think it"s absolutely necessary. Your point
about national and international, we can®"t go back.

I"m very concerned that we address problems in
the United States and we don"t get a successful and
negotiated agreement internationally, which doesn®t advance
our need to control.

Given the nature of your company in terms of its
significant international involvement, what could have been
done that would have made it possible for you to carry on
aspects of business that makes sense but would have limited,
controlled, mitigated, but you wound up doing?

MR. PRINCE: There"s a lot there, if I may. Let
me just respond to the quote that you mentioned.

VICE CHAIRMAN THOMAS: No, it"s the alleged

quote that I read in the media, because | never heard it.
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MR. PRINCE: Well, you were in Japan, so that"s
why you didn*"t hear it directly. And I would appreciate the
courtesy of quoting the entire quote. The entire quote
started with the statement that when the liquidity dried up,
the financial environment would become very complicated, but
that as long as the music was playing, you had to get up and
dance.

Now, | think that reflects --

VICE CHAIRMAN THOMAS: Just let me say,

Mr. Prince --

MR. PRINCE: Can 1 finish my answer, please?

VICE CHAIRMAN THOMAS: -- I"m not surprised that
the entire quote was not printed, given my background and
experience.

MR. PRINCE: Well, it actually was printed in
many places. I1f I can just finish my answer?

I think I"ve been quoted in Secretary Paulson®s
book, at about the same time as asking the regulators to
impose limitations on the companies so that they would not
be engaging in some of these activities.

I want to emphasize that this was about
leveraged lending; it had nothing to do with the mortgage
business. It had nothing to do with the CDO business, it
had nothing to do with the issues that we"ve been talking

about here.
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But in terms of the quote itself. The quote
itself related to the leveraged lending business, and 1
specifically asked the regulators if they would take action
in regard to that.

VICE CHAIRMAN THOMAS: You started off your
statement in using the term you wanted the regulators to
impose? So you wanted them to stop you from dancing?

Can*t -- can"t you set up structures iInside, or
is it that you would feel then you had a -- you -- 1T you
limited yourself, others would not? And that"s the
origination of imposed. So it was imposed on everyone
because none of you can regulate yourself in terms of
creating these triple synthetic, Triple-B, the Triple-A
senior tranches that are never, ever going to go down?

MR. PRINCE: Sir, you must have misunderstood
me. 1 apologize.

As 1 said, this had nothing to do with the
mortgage business. This had to do with the leveraged
lending business. In the summer of 2007, the leveraged
lending business, banks lending to private equity firms, was
a matter of great topic, a matter of great discussion.

And at that point in time, because interest
rates had been so low for so long, the private equity Firms
were driving very hard bargains with the banks. And at that

point in time the banks individually had no credibility to
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stop participating in this lending business.

It was not credible for one institution to
unilaterally back away from this leveraged lending business.
It was in that context that 1 suggested that all of us, we
were all regulated entities, that the regulators had an
interest in tightening up lending standards in the leveraged
lending area.

But again, | want to say, for the third or
fourth time, it had nothing at all to do with the mortgage
business.

VICE CHAIRMAN THOMAS: Thanks. In other words,
you weren®t going to be the lemming that stopped and said
that 1 don"t know if I want to keep walking. Thanks.

CHAIRMAN ANGELIDES: All right. Ms. Murren?

COMMISSIONER MURREN: Thank you.

EXAMINATION BY COMMISSIONER MURREN

COMMISSIONER MURREN: Thanks to you both for
being here today.

I want to follow on the thread of that
conversation, because you and many of the people that were
here to testify yesterday have alluded to the fact that they
were not rewarded for growth, that they weren®"t rewarded for
revenue growth or for earnings growth, that that was
secondary in the way they were compensated; am | wrong? Did

I misunderstand that?
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MR. PRINCE: 1"m not sure who you"re quoting. 1
apologize.

COMMISSIONER MURREN: Did you not say earlier in
your testimony that part of your major driving force in your
compensation was not revenue growth?

MR. PRINCE: 1In my statement, Commissioner, what
1 said was that the risk function, the risk function, was
not compensated on -- on revenue growth or profit growth.
The risk function as an independent control function was not
compensated based on business volumes.

COMMISSIONER MURREN: Okay. Thank you for that
clarification, that"s -- that is logical. The follow on to
that would be how do you then try to factor in risk into the
way that you compensate all of your executives?

And because what I hear in a little bit of this
notion of i1If people are dancing, you need to dance too, is
when you think about compensation, oftentimes people are
rewarded because of the way they"re compared to their
industry.

So then it"s very difficult for any manager 1in
any position to be able to say, no, we don"t want to grow in
this business because inevitably, at the end of the year,
you will be compared to entities perhaps that are growing,
perhaps unwisely.

And 1 would like your comments, perhaps, on if
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there is a way that things might have been structured
differently so that those decisions would have been easier
for people to make.

MR. PRINCE: That"s a very thoughtful question.
The compensation structure on Wall Street is -- is one that
many people have criticized over the years. It is for --
for traders, for bankers and so forth, a compensation model
that i1s based on revenue growth, not even profit growth.

And a number of people over the years, Warren
Buffet among them, has tried to change that compensation
model on Wall Street.

Let me tell you, if I may, how compensation
worked for me. 1 spent nearly 30 years with Citi and its
predecessors, and over that period of time, certainly when I
was an executive of the company, we were paid in fair amount
in stock of the company. More than half of our pay was in
common stock of the company. And for a period of time we
were required to hold 75 percent of the stock we received;
in other words, we couldn®t cash it out. 1In my case, I held
100 percent of the stock, not the 75 percent.

Our rules also provided that you had to hold the
stock as long as you were with the company. You could sell
it when you left. 1In my case, | held the stock the entire
time.

As 1 sit here today, 1 hold virtually every
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share of stock I acquired over a nearly 30-year career. And
I watched it go from $50 a share to $30 a share to less than
a dollar a share.

So Iin my case, | think my interests were aligned a
hundred percent with stockholders. 1 watched a great
majority of my personal net worth built up over 30 years
disappear, because my company suffered from these problems.

Now, I can"t speak for others. 1 can"t speak
for whether other people cashed out. But I think a model
that requires you to have that kind of alignment with the
stockholders is a good one.

COMMISSIONER MURREN: It is good, in certain
respects, but 1 would guess that you would agree that
there"s certain elements of that that would also themselves
encourage risk-taking.

For example, when you look at the expectations
and how Wall Street expectations play out in the prices of
equity, in particular, they typically are related very
directly to revenue and profit growth returns on equity
which, by definition, mean you®"re going to want to lever up.

So, then, is there -- and even -- perhaps this
isn"t the time to discuss it, but my point simply is risk,
itself, and the assumption of liability was not necessarily
the norm in how people®s compensation was determined. There

were people that cashed out. There were people actually
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whose cash pay was substantial enough to accommodate any
declines in the stock price should they occur.

So I think that it would be fair to say that there
is, in my view perhaps, some greater emphasis on growth than
perhaps is healthy, at the corporate level; would you not
agree?

MR. PRINCE: Well, clearly you can"t overstate
the need for risk assessments In running your business. But
I want to emphasize, if 1 may, that the CDO positions that
we"re talking about were not put on the books by people who
were trying to take on more risk. They thought, they were
mistaken, but they thought they were taking on little or no
risk.

So very clearly, from the Commission®s standpoint,
the notion of making sure that risk considerations are
embedded in the operation of a business is absolutely a high
criteria, 1 grant you that. But I think It is a more
complicated issue iIn this case, because the folks involved
did not think they were reaching in a risk standpoint, so
risk parameters weren"t violated.

Now, in hindsight, 1t"s been horrible, | accept
that, but at the time, on a prescriptive basis, going
forward, as the Commission needs to struggle with, the
notion of having stronger risk parameters, as such,

wouldn"t, by itself, go to the essence, I believe, of what
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happened here.

COMMISSIONER MURREN: The financial services
sector, though, is uniquely complex and has a regulatory
structure that is designed to help companies, in this
instance, because of risk-focused regulation manage their
own systems of risk.

And I"m iInterested in your comment, Mr. Rubin,
about the notion that you were in a position, both of you, 1
guess, but perhaps just you, to have people surface problems
to you as they occurred.

But wouldn®"t it also be true to say that you and
the regulators that oversee your business, to ensure safety
and soundness, should have been asking the right questions.
And, from your perspective, | would be interested in your
description of your interaction with the various regulatory
agencies, and also to what extent you felt that they were
asking the right questions at the right time.

MR. RUBIN: Yeah, Commissioner, 1 think 1 may
have slightly misstated what I -- I may have slightly
misspoken or there may have been a misunderstanding.

No, I didn"t say that I was in a particular
position to have issues raised. What | said was that a -- a
board cannot know what®"s in the position books of a
financial services firm.

I"ve been on three public boards. Two were not
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in the financial sector, and that was true there too.
You"re not going to know what, on a granular level, what"s
happening In a business.

So what you need to do, what a board needs to do
and I believe Citigroup did do, is to put strong people in
the relevant positions. And then what you"re depending on
is both those people and a whole set of checks and balances,
an internal auditor, a CFO, legal counsel and the rest, to
surface problems when they exist. And that was what 1 had
alluded to.

COMMISSIONER MURREN: And in the instance of
Citigroup --

MR. RUBIN: Right.

COMMISSIONER MURREN: -- observers would say
that that was not present, that the internal communications
necessary for that to work effectively weren"t there, the
infrastructure wasn"t there, properly allocated and properly
executed for risk management.

But you have said that this isn"t true. Given
the outcome, do you think that there was a way for you to
have done that better and do you think that the regulators
should have noted that more strongly in what they did?

MR. RUBIN: I don"t agree with the -- with
the -- I don"t think that"s right, Commissioner, in terms of

the -- the processes as not being there.
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We had the board meetings, | guess, roughly
speaking, once every month or thereabouts, and the
independent risk management people reported both to the
audit committee and to the board, certainly in writing and
very often verbally, and 1 think we actually had very robust
processes around reporting risk.

As Mr. Prince said, in the iInstance that we"re
talking about, you had a particular set of instruments,
these Triple-A instruments, that simply weren"t viewed, and
I think understandably, given the way Triple-A had been

viewed in the entire time, in the many decades | was in the

industry --
COMMISSIONER MURREN: But we"re talking about --
MR. RUBIN: They weren"t viewed --
COMMISSIONER MURREN: -- processes.
MR. RUBIN: Yeah. No, 1 think the processes
were very strong. |1 think you had a -- you had a -- well,

can 1 say, Commissioner, you had a very well-regarded head
of risk management.

You had, I think, something like 2500 people or
thereabouts that worked in this area, and he presented to
both the audit committee and to the board at every meeting.

COMMISSIONER MURREN: So let"s talk about the
regulators for a second.

MR. RUBIN: Yes, ma"am.
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COMMISSIONER MURREN: Your interactions with
them, do you feel that they asked the right questions at the
right times? Do you feel like your interactions with them
were the kinds of things that would support every agency
feeding back to the Federal Reserve about the safety and
soundness of your enterprise? Do you think that that worked
effectively?

MR. RUBIN: Commissioner, I was not personally
involved -- given my role iIn the institutions, which 1
described in my statement, 1 was not involved in the
interactions between the company and the regulators, so |
can"t answer that.

COMMISSIONER MURREN: And you, Mr. Prince?

MR. PRINCE: Well, I was, and I —- 1 —-
Commissioner, | would describe it as follows: The
regulators were embedded in the organization; that is to
say, they were representatives of the regulators, the
various regulators, who had offices in our building and who
worked there on a daily basis.

In addition to that are various staff functions,
the risk function, the audit function, the legal function
would meet with the regulators on a periodic basis. And
without knowing every meeting, my guess is it was at least
once a month.

I would personally meet with regulators on a
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frequent basis, at least once a quarter, sometimes on a
private basis. 1 think that what happened here is that the
regulators also mistook the ultimate safety of the CDO
positions. |1 don"t think it was a situation where the
regulators weren"t active. It certainly felt active from
the company®s standpoint.

I don®"t think it was a situation where the
regulators didn"t know what was going on. As | said, they
lived with us day by day by day. 1 think that the mistake
that was made by everyone about the value of these
instruments was fundamentally also made by the regulators.
And I think that"s basically what happened.

I don"t think 1t was a failure of regulatory
involvement with the company.

COMMISSIONER MURREN: Thank you. Concede my

CHAIRMAN ANGELIDES: Thank you very much,
Ms. Murren.
Mr. Wallison?
COMMISSIONER WALLISON: Thank you, Mr. Chairman.
EXAMINATION BY COMMISSIONER WALLISON
COMMISSIONER WALLISON: Let me start with you,
Mr. Prince. 1 want to thank both of you for coming to this
and answering our questions.

Let me start with you, though, Mr. Prince. You
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talked about --

CHAIRMAN ANGELIDES: Mr. Wallison, pull the mic
a little closer to you, I think for everyone, so we can hear
your mellifluous --

COMMISSIONER WALLISON: Mellifluous.

CHAIRMAN ANGELIDES: Sorry about that.

COMMISSIONER WALLISON: Okay.-

CHAIRMAN ANGELIDES: Easy for me to say.

COMMISSIONER WALLISON: Mr. Prince, you talked
about a 30 percent decline in housing prices, completely
unprecedented event, and you talked about it as though it
was kind of in the common talk today; like a black swan, it
just sort of happened.

Have you considered why it happened? Have you
given any thought to that, and if you have, would you
describe to us what your thinking is?

MR. PRINCE: Well, 1 have given that some
thought, as you would imagine. 1 know that for a period of
time before the financial crisis, David Bushnell would say,
you know, our stress testing is X or Y, and we would have to
have a decline of X or Y, and we haven"t had that since the
Great Depression.

And 1 thought about why in this time period we
had such a huge decline. How could that be the case? I™m

certainly not an in-depth expert on the mortgage market.
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But my guess is that the period of time before the crisis in
which home prices appreciated so much and in which so much
expansion of lending occurred could be seen as a bubble
period in housing as well as other things.

So that if you were to draw a trend line that
would go up at a certain number of degrees, that because of
the easy money and other factors, that trend line in housing
would have accelerated very quickly.

So instead of going up at a steady incline, It —-
it went up at a rapid incline. And 1 think that coming back
down, on the other side of that, is the 30 percent kind of
number that we see.

COMMISSIONER WALLISON: Well, we"ve --

MR. PRINCE: So that the decline is in some way
a function --

COMMISSIONER WALLISON: Sure.

MR. PRINCE: -- of the increase.

COMMISSIONER WALLISON: Well, we"ve had bubbles
before. We"ve had, perhaps not quite as large as this one;
this was a very large bubble, but we"ve had them before.

But when they deflated, the mortgage failures,
as probably Mr. Bushnell told you, were not substantial.
They certainly were not 30 percent; it was certainly not a
30 percent decline in housing values.

Were you aware, for example, that in this
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particular bubble, 26 million, 27 million really, of
mortgages were subprime or Alt-A; that is to say, they were
ready to fail as soon as the bubble deflated?

Now, when 1 asked Mr. Bushnell that yesterday,
he was not aware of it. |1 asked some of the other people at
the table yesterday whether they were aware of it, and they
were not aware of it.

This 1Is -- when Alan Greenspan testified,
however, he mentioned that there were 12 million mortgages
that were made by Fannie Mae and Freddie Mac that were not
reported as AIt-A or subprime by them. So people were not
aware that a very substantial number -- almost half of all
of the bad mortgages in the economy at that time were made
by Fannie and Freddie and were either guaranteed by them or
on their books.

Now, would it have -- would it make it somewhat
clearer to you why this happened, why we had a 30 percent
decline in housing prices if you understood or knew, at the
time, that so many of the mortgages, half of all mortgages
in our financial system were of poor quality?

MR. PRINCE: Well, Commissioner, it"s hard to
put yourself back, mentally, at that timeframe, after all
that"s happened.

The events over the last couple of years color

one"s thinking. It"s hard, now, to -- to think of a
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subprime loan as not being a, quote, bad loan. But -- but
I*m not sure that was the case at the time. 1°m not sure
that from a policy standpoint, from a lending standpoint,
subprime loans were necessarily equated to bad loans.

COMMISSIONER WALLISON: I*m -- 1"m really very
happy that you said that, because that is exactly right, and
that"s the point 1 think I would like everyone to
understand.

Most people were very proud of the fact,
especially here in this building, and elsewhere in
Washington were very proud of the fact that subprime loans
were being made and the -- and the home ownership rate in
this country was going up during this period.

Now, when it turns out that these mortgages
failed and caused, 1 believe, at least there are iIndications
that they caused the financial crisis, everyone is running
away from it and trying to point fingers at who made these
loans.

But we have to remember that 64 percent, there
was a 64 percent home ownership rate in 19 —- in 1994, but
by 2005, and 1™"m talking about two administrations here, the
Clinton Administration and the Bush Administration, it had
gone up to 69 percent. And everyone was very proud of this.

So I think we have to look at this as a question of

government policy and not a question of casting blame on
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people who happen to be involved at the time.

Let me go to one other subject: The National
Community Reinvestment Coalition says in their annual report
in 2007 that over 4 and a half trillion dollars in CRA, that
is, Community Reinvestment Act commitments, were made by
banks in connection with efforts to get approvals from
regulators for mergers.

You were much involved, 1 think, In this, as the
general counsel of Citi, for a while. And Citi"s
commitments, if I recall the number correctly, was something
like 400, 500 billion dollars, somewhere between 400 and 500
billion dollars.

Are you familiar with the fact that these
commitments were made In connection with applications to the
Fed or to another regulator for approval of a merger?

MR. PRINCE: Well, that"s a long time ago, but 1
would say in a general sense, yes.

COMMISSIONER WALLISON: And while you were at
Citi there were announcements that these commitments were
being met; that is to say, that they were made and now these
loans that actually been made in order to provide financing
for people to buy homes. Were they, in fact, made?

MR. PRINCE: Well, Commissioner, I™m —- I"m --
I1"m confident that the commitments that the company made in

the CRA -- CRA area were -- were fulfilled, yes. 1 don"t
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know the details, but 1"m absolutely confident.

COMMISSIONER WALLISON: Understood. Understood.

MR. PRINCE: We committed we would make these
loans and we did.

COMMISSIONER WALLISON: You made them, and the
announcement were valid, they, the loans, were actually
made. Okay.

I just have one more question for you, and that
has to do with the fact that you talked about the downgrade
by the rating agencies as being precipitous and causing
tremendous turmoil in the markets.

But the downgrade really had one effect and that
is It was an accounting effect, wasn®"t it? |1 mean, that is
to say, once the downgrade occurred then it became necessary
for financial institutions that held these mortgages to
write them down in some way or take losses on their balance
sheets.

I"d just like your views on this whole question of
fair value accounting and mark-to-market accounting and the
way the -- the accounting rules operated to have an effect
on the financial crisis.

MR. PRINCE: Well, that"s a -- that"s a very
broad topic, and 1"m sure you could have days of hearings
just on mark-to-market accounting.

COMMISSIONER WALLISON: I hope we will.
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MR. PRINCE: 1 wish you well on that.

COMMISSIONER GEORGIOU: Roll call.

MR. PRINCE: And I -- and 1 hope I"m not here
for it, but my basic view on that is that the debate on
mark-to-market accounting I think is a false debate. The
debate on mark-to-market accounting is either attributed to
all mark-to-market accounting or it should be no
mark-to-market accounting. And by defining the debate that
way, it becomes a very artificial discussion.

In almost every area that we live in, there are
moderating factors. |IFf the stock market has a big down day,
it has stock limits in it. |If a company"s pension plan is
underfunded, you could fund i1t over a number of years, et
cetera, et cetera, et cetera.

There are very few areas where -- where the
absolute nature of today"s mark-to-market accounting
obtains. There"s no question that the mark-to-market
accounting is not associated with the cash flow of these
instruments. There®s no -- there"s no question of that.

COMMISSIONER WALLISON: Right.

MR. PRINCE: And it"s entirely possible that at
some point in the future, people will make a lot of money
from these instruments because they will pay out. But,
again, the debate now isn"t about those kind of issues. The

debate i1s about we have to have mark-to-market accounting as
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a theoretical purity --

COMMISSIONER WALLISON: Right.

MR. PRINCE: -- or we don"t. And I think that"s
a false debate.

COMMISSIONER WALLISON: Thank you for that
answer .

Mr. Rubin, almost everyone who has come before
our Commission has testified that the high levels of
delinquency and defaults on subprime and AlIt-A loans, after
the bursting of the bubble in 2007, was one of the
preliminary -- was one of the primary causes of the
financial crisis.

It was the deterioration, indeed, of these
subprime loans that caused the CDO problem that you®"re so
well aware of, so I was a bit surprised that when you
listed, oh, almost a dozen items in your testimony as the
causes of the financial crisis, the delinquency and defaults
on subprime loans was not among them. Why -- why was that?

MR. RUBIN: Well, to some extent,

Mr. Commissioner, there was a question of how much I was
going to list.

COMMISSIONER WALLISON: You listed a dozen
items.

MR. RUBIN: 1 listed a dozen and said much else

at the end, you“"re right.
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But I guess what 1 was thinking -- what you said
was factually correct. What I did was to list the factors
that led to the subprime foreclosure rates rather than list
the subprime foreclosure rates themselves.

I referred to over leveraging consumers, |
referred to excess lending by -- by lenders, 1 referred, if
I remember correctly, to regulatory problems, and 1 referred
to excesses and abuses iIn mortgage extension.

It was that combination of factors that led or at
least contributed greatly to the problems in subprime. You
were absolutely correct. 1 could have said, and all of that
led to problems of subprime.

And 1 instead referred to the factors that led
to the problem rather than to that particular consequence of
the problem.

COMMISSIONER WALLISON: When you were Secretary
of the Treasury, do you recall the housing policies of the
Clinton Administration and the strong effort to increase
home ownership by increasing the credit available to
moderate- and low-income borrowers?

MR. RUBIN: Yes, 1 do.

COMMISSIONER WALLISON: And those, 1 assume, you
thought were successful, at the time?

MR. RUBIN: 1 did, indeed.

COMMISSIONER WALLISON: And so you supported
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those policies?

MR. RUBIN: 1 did.

COMMISSIONER WALLISON: Between 1994 and 2005,
as | mentioned before, the home ownership rate in the United
States iIncreased substantially.

Would -- at the time, everyone was very pleased
about this, as | mentioned. Would you have gone to
Congress, at that point, understanding what you know now,
and said to Congress, we have to stop this subprime and
Alt-A lending, because sometime in the future it is going to
cause us tremendous problems. Would you have gone there, as
Secretary of the Treasury, and done that?

MR. RUBIN: No. Let me, if I may give you my
view of that, because 1 think you"re raising a very, very
important question.

I believe that CRA served very valuable purposes
in making credit available to those who would otherwise not
have had access to credit, particularly inner-cities. And
one reason | mentioned my chairmanship of LISC, as the
nation®s largest inner-city development organization, 1is
because it relates -- i1It"s that experience that 1 think has
given me some sense of this issue.

What 1 think we do need and need very badly, 1
don®"t think the problem lies in CRA, and | think it"s very

important to have subprime credit available.
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I think where our problem lies is that it"s
clear, now that we"ve had this experience, that there were
excesses and abuses and substantial excesses and abuses. So
I think what we need is to continue with CRA. 1 think we
continue to need, and I think It"s very important, to make
credit available in inner-cities and corresponding the
distressed rural areas. But 1| do think we need very strong
consumer protection, because then you can get at the
excesses and the abuses without a problem. 1 think at least
in two respects, if I may, Commissioner.

COMMISSIONER WALLISON: Yes.

MR. RUBIN: 1 think that we need --

COMMISSIONER WALLISON: If I can get more time.
Go ahead.

MR. RUBIN: I apologize. 1 think we need
effective disclosure, but 1 also think there are some
instruments that are inherently susceptible to abuse. And I
think serious consideration ought to be given to barring
those instruments.

COMMISSIONER WALLISON: AIl right. 1 don™t
think, as I"m agreeing with you In this sense, CRA is not
the problem, but Fannie Mae and Freddie Mac have on their
balance sheet, had on their balance sheet in 2008, have on
their balance sheet probably today, about 12 million

subprime and Alt-A loans that we really didn"t even
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understand were on their balance sheet before they disclosed
it in 2009. That is one of the reasons we have this
problem.

Did you ever attempt when you were Secretary of
the Treasury to rein in the kinds of things that Fannie and
Freddie were doing at that time?

MR. RUBIN: Commissioner, at the time, let me
give you two responses to that, if I may. If you —- if
you -- if we have serious consumer protection put in place,
then the kinds of loans that you“"re referring to, if in fact
they are the consequence of excesses and abuses, were no
longer -- hopefully no longer exist in the subprime loans or
mortgages view up on the books of Fannie and Freddie will be
sound, at least probabilistically, sound loans.

When 1 was at --

VICE CHAIRMAN THOMAS: Mr. Chairman, 1 yield the
Commissioner an additional five minutes.

MR. RUBIN: Okay. When 1 was at Treasury, there
were -- we had concerns about Fannie and Freddie. And we
particularly had concerns about these very large
organizations operating with the implicit guarantee of the
federal government.

And the Deputy Treasury-Secretary at the time,
Larry Summers, and my successor as Secretary, actually got

quite involved in that issue. 1 was not personally that
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involved but he was very involved in focusing on those
issues.

COMMISSIONER WALLISON: What would be your idea
of a loan that would enhance the ability of low and middle
income people to buy homes, an affordable housing loan, as
it was reg- -- as Fannie and Freddie were required to make
it that would be a sound loan?

I mean, 1If you —-- 1f you were going to require
organizations as Fannie and Freddie were required to make
certain kinds of loans, how can you then say at the same
time that if we regulated these loans they would be sound
loans rather than the kinds of loans that they seem to have
made?

MR. RUBIN: Well, 1™m not an expert on mortgage
extension, but I -- 1 -- 1 think what 1 would -- this iIs a
first-flash response, and if 1 had more time to think about
it 1 could probably give you a more comprehensive response,
but 1 think what 1 would do as part of consumer protection,
more generally, not just with respect to Fannie and Freddie,
is 1 would have suitability requirements so that loans could
only be extended to people who had -- who were -- who were
thought to have the means there but because of their
employment assets, whatever else might be, to constitute
sound borrowers. And then, as | said a moment ago, | think

there are probably certain instruments that | would
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prohibit.

IT 1t were practical, and 1 think it may not be
financially practical to do this, I do think it would be
very important to have some kind of counseling available to
low-income borrowers because I think too often borrowers in
that position, and as | said, I"ve seen a lot of this world
through the eyes of LISC, which 1 think handles all this
very soundly, 1 might add.

I think very often, low-income borrowers really
are not adequately equipped to make the decisions they need
to make. But that may just not be practical. So I would
have suitability requirements, | would probably bar certain
instruments, and 1 would have disclosure that was done in
such a way that it was readily accessible to people who were
not sophisticated.

COMMISSIONER WALLISON: And I assume down
payments?

MR. RUBIN: And what?

COMMISSIONER WALLISON: Down payments? Down
payments?

MR. RUBIN: Oh, absolutely. |1 absolutely would
have adequate, adequate down payments.

COMMISSIONER WALLISON: Thank you very much.

CHAIRMAN ANGELIDES: That"s it?

VICE CHAIRMAN THOMAS: Mr. Chairman?
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CHAIRMAN ANGELIDES: Yes?

VICE CHAIRMAN THOMAS: Might 1 briefly correct
the record? Staff has indicated to me in my opening remarks
that | said that Republicans gained the majority in the
House of Representatives in 1944. No matter how much that
might be wished, it isn"t true; it was 1994. 1 want the
record to reflect that.

CHAIRMAN ANGELIDES: Mr. Georgiou?

COMMISSIONER GEORGIOU: Thank you, Mr. Chairman.

EXAMINATION BY COMMISSIONER GEORGIOU

COMMISSIONER GEORGIOU: As they say, imitation®"s
the sincerest form of flattery, and recognizing that the
Chair and the Vice Chair have stolen some of my thunder
regarding the collateralized debt obligation problem, 1
still feel compelled to return to it briefly, with both of
you, if I can, for two -- for at least two reasons.

One is that Citi wrote off more than 30 billion
of the 43 billion that you had on the books, which was
roughly a third of the capital that the whole bank had at
the time.

And second, because 1 think 1t"s emblematic of
something that went seriously wrong in our system that
everybody believed was impossible.

I mean, yesterday, we had a panel of your

underlings, i1f you will, who were very serious, high-ranking
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people within the bank, who sat there, four of them,
Messieurs Maheras, Dominguez, Bushnell, and Barnes, and they
all made a lot of money, in one instance almost 100 million
dollars in the course of the three years before all the
troubles hit at Citi.

And notwithstanding that and notwithstanding
their respective responsibilities for originating these
CDOs, supervising the risk associated with them and all the
other aspects of their responsibilities, all of them
essentially said that this was inconceivable, unknowable,
couldn®t have happened, everybody thought it didn®t happen,
every other institution who was dealing with them had the
same view, and so we were hit with this calamity which
nobody could have anticipated.

And it seems to me that yesterday 1 likened it
to the medieval alchemy. And today, as | study it more, I™m
beginning to believe that maybe it was hallucinatory. 1
mean, and this is something that 1 think really deserves
exploration, because if you look at the fundamentals, it

belies logic. That"s not to say that there weren®t a lot of

people who believed it, but 1 just want to -- I want to
focus -- focus your attention on it yet one more time, if I
can.

These RMBS securitizations that occurred

resulted -- and this is out of a Goldman Sachs analysis, you
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know, a post hoc analysis, basically, that 75 percent of the
tranches were Triple-A; 10 percent, Double-A; 8 percent, A;
5 percent, Triple-B; and 2 percent equity and the underlying
RMBS. So the Triple-B tranches were at the bottom 7 percent
of the tranches in the underlying securities.

Now, they take all the Triple-B tranches out of
all these underlying RMBS and slice and dice them, and what
you get in the collateralized debt obligation is 60 percent
of something that"s characterized to be Triple-A super
senior tranches; 20 percent Triple-A, 6 percent Double-A,

5 percent A, and only 2 percent Triple-B, 2 percent
Double-B, and 5 percent equity.

So suddenly you®ve taken what was the bottom
7 percent of the underlying security and made it, you know,
90 percent of 1t, more than 90 percent of i1t above A rated,
and it strikes me that the fact that everybody believed
this, regulators, Mr. Prince, you mentioned in your
testimony, nobody questioned this, is highly troubling,
because at the end of the day, this was the most significant
single matter that impacted your books and it certainly
impacted whole -- the books of a lot of other financial
institutions.

So -- so —-- and 1 guess there®s a comment that
was given to us by a former senior staff member from the

Federal Reserve who warned us that the, quote, specious
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accuracy of complicated financial models should not be
trusted.

And basically these models, presumably somebody
was modelling this and somebody believed in a modelling that
resulted in these analyses, that is, the underwriting people
at your shops, the credit rating agencies, the regulators to
the extent that they evaluated this, but we now know that
everybody was horribly wrong to the tune of over a third of
your capital.

So how do we address these kinds of dilemmas I
guess is —- is what I put to you? And maybe, Mr. Prince,
you could respond to that briefly?

MR. PRINCE: Well, I think you"ve -- you®"ve
stated i1t quite well. In hindsight it"s very hard to see
how these structured products could have been accepted in
the way they were accepted.

I think that on a going-forward basis, if I can
say so, the Commission needs to think about the next issue.
In other words, it"s very unlikely that structured products
are going to be a problem for anyone in our lifetimes.

Those are not likely to be accepted in the same way.

COMMISSIONER GEORGIOU: Thankfully.

MR. PRINCE: And the question really is, how
could an industry, how could the control processes for an

industry have missed something so universally, and how do
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you protect the next one.

And 1 don"t know what the answer i1s to that, 1
don"t know whether the next one will be sovereign debt or I
don®"t know the answer to that but there -- there, hopefully,
a part of the Commission®s effort will be to try to examine
why and how people as smart and with as much experience as a
Tom Maheras and a David Bushnell and the rating agencies and
our various regulators, how all of them could have had what
turned out to be a false belief about these instruments.

COMMISSIONER GEORGIOU: Thank you. Mr. Rubin?

VICE CHAIRMAN THOMAS: Would you yield, just

briefly?

COMMISSIONER GEORGIOQOU: Certainly.

VICE CHAIRMAN THOMAS: In terms of your comment
about being accepted -- and it"s on my time -- about your

belief as you made with these products was accepted, my
assumption is that wasn®"t meant in the context of something
being offered and then something being accepted. You were
surprised that people bought them in terms of the accepted
aspect or that they were accepted as a product that would be
worthwhile. Because obviously, you can"t accept it unless
it"s offered.

MR. PRINCE: 1 -- I was referring to the latter
in the question.

VICE CHAIRMAN THOMAS: Okay. Thank you.
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MR. PRINCE: Yes.

COMMISSIONER GEORGIOU: Thank you. Mr. Rubin?

MR. RUBIN: Commissioner, 1 -- I would respond
to that very thoughtful question the following way: [1"ve
been involved with financial markets for about 40-some
years, and 1 can remember when the Black and Scholes models
first came into prominence as a way of measuring option
volatility.

And we actually hired Fisher Black, who, had he
lived, would have won a Nobel prize because his
co-developers of that did, and had long conversations with
Fisher about how do you think about models.

And the problem with all models, and 1t"s one
reason | make the suggestion I do with respect to leverage
constraints, is that they®"re no better than the information
that you feed into them.

And in this case, the information that was fed
into them and is one reason why Commissioner Born is right
about derivative regulation, though I would add, margin
capital requirements to be substantially increased as part,
the information that"s fed into them is usually 10 or 20
years of history, whatever it may be and in this instance,
and 1 think it was the great lesson of this crisis is that
the downside of the financial markets turned out not to be

reflected in the experience of the last 10, 20, 30, or even
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40 years, but rather to be far greater than that and far
greater than anybody had thought.

And 1 think the one thing that could have made
an enormous difference here is if there had been a
recognition, although there was virtually no recognition of
this, very much including by myself, that the real potential
downside of our system under stress conditions was not
reflected In the experience of the last some decades, but
rather it was far worse.

And I think as you all go forward it seems to me
that what we need to do, in both the private sector and the
public sector, is to have changes and reforms that reflect
what is now a new understanding of the downside risk of our
system.

COMMISSIONER GEORGIOU: Okay. But -- and let me
try to keep the focus on you folks, for just a minute here,
because, you know, some people saw this, and 1"m not saying
that you needed to be as prescient as they were but, you
know, there"s a famous December of “06 meeting that David
Viniar, the CFO of Goldman Sachs, called when they had lost
money for 10 days in a row.

They had apparently a trigger, which you may
know about, when you lose money in a particular trade for 10
days in a row, you at least call a meeting. And they did,

and they analyzed this, and they basically shifted their
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position to sort of offload some of their exposure to the
mortgage markets.

And of course, people like Paulson, you know,
made 15 billion dollars betting against the subprime market
on the hedge fund side. But you folks -- but Mr. Rubin, I™m
trying to focus on you, you had a whole history at Goldman
Sachs and yet careening into “07, if you will, Citi made a
number of other bets that seems to me to have been, in
retrospect, further putting you In jeopardy in this regard.

I mean, you bought the Argent, the Ameriquest
platform from Roland Arnall in February of 07, and --
and -- and we"re continuing essentially to advance your
exposure in this regard.

And let me just point out one other: In July of
07, you actually started to buy back in exercise, having to
exercise these liquidity puts to bring the CDOs back onto
your balance sheet where they had been off-balance-sheet,
and both of you testified that it wasn"t until something
like October of “07 that it came to your attention.

Well, that seems awfully late. And maybe had you
been in a position to know earlier, you might have taken
some ameliorative action to protect the balance sheet of
Citi in the meantime.

So, Mr. Rubin, could you respond to that?

MR. RUBIN: Yeah, let me respond to that, if 1
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You are correct, Commissioner. There were some
people. There were some hedge fund managers. Paulson was
one. 1 think there actually are some others who really did
see this complete picture. | can"t speak to what David
Viniar saw or didn"t see, but I don"t think that any major
firm really saw -- and if you look at the various activities
that are engaged in the LBL area as well as iIn these areas,
I think It bears this out, really saw the potential for the
kind of crisis that we had.

In terms of the purchase back at the puts, 1
mean, at that point I wasn"t aware of it and I think 1
testified, | know 1 said this in my statement, | wasn"t
aware of this 43-billion-dollar exposure until 1 think It
was September or thereabouts. So that was activity that was
taking place within the business at a level that you just
wouldn"t see if you were on a board.

And those put -- those positions were taken back
pursuant to the puts because the market had basically, at
least is my understanding, had basically frozen.

COMMISSIONER GEORGIOU: Well, you couldn®t sell
them. 1 mean that --

MR. RUBIN: Yeah, they had no choice.

COMMISSIONER GEORGIOU: They couldn®t sell them

so you took the puts back.
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But -- but wouldn®t that -- wasn®"t that a signal
to somebody? Shouldn®t that have been a signal to somebody
that your exposure was dramatically increasing by having to
take these back?

MR. RUBIN: Well, let me just, if I may.

COMMISSIONER GEORGIOU: Right.

MR. RUBIN: You®re correct. They -- they
were -- they, at least as | understand it, though I wasn"t
aware of it at the time, they had to buy back those tranches
because the markets had fundamentally become frozen.

COMMISSIONER GEORGIOU: Right.

MR. RUBIN: But still --

COMMISSIONER GEORGIOU: But that"s -- this 1is
way earlier, you know, this is almost a year; It"s more than
a year before Lehman fails; it"s nine months before Bear
Stearns fails.

MR. RUBIN: It was -- it was, as | remember
correctly, what you said, July of "07.

COMMISSIONER GEORGIOU: July of ~07.

MR. RUBIN: July, ~07, about three months before
we became aware of these Triple-A positions.

COMMISSIONER GEORGIOU: Right.

MR. RUBIN: But they still believed, as 1
understand it, and 1 think in good faith, as did the

universe in general, almost, with some very few exceptions,



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

as you correctly say, that these were Triple-A securities,
that the risks were de minimus, and that this market would
clarify in time, and they would begin to function again.

COMMISSIONER GEORGIOU: Right. Okay. Well,
yesterday we heard from -- from -- well, let me -- let me --
let me actually ask you about one other question.

I recall, if my memory serves, that you had to
either miss your Thanksgiving dinner or get up from your
Thanksgiving dinner in November of 07, to fly to Abu Dhabi
to raise seven and a half billion dollars in capital from
the Abu Dhabi investment authority. And I guess I -- 1
mean, obviously you needed that capital at that time.

Would i1t have been possible for you to have raised
more capital for Citi, either then or prior to then, that
might have avoided the taxpayers having to bail out Citi at
the time?

Now, | recognize it was expensive capital. It
was, | get points plus 11 percent. It was really a hard
money loan in certain characterizations, but could you speak
to the capital requirements?

Because Dr. Greenspan yesterday said that one of
the things that he would now recommend, even though he
basically didn"t take much responsibility for this, but he
did suggest that on a go-forward basis, there ought to be a

whole lot more capital and a whole lot more liquidity
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required of these large financial institutions in order to
avoid the risk that the taxpayers will have to bail them out
in the future.

MR. RUBIN: And as you know from my statement, 1
agree with Dr. Greenspan®s positions.

COMMISSIONER GEORGIOU: Right.

MR. RUBIN: 1 think the average constraint
should be very substantially increased, which means you
would have more capital iIn these organizations.

My recollection, Commissioner, is that at that
time, which was shortly after our new CDO -- no, that was,
I"m sorry, that was when | was chairman, which is we were in
the search process, one thing or another, that was we tried
to raise -- | think I"m right in this, but you better ask
others to confirm this -- but my recollection is that we
raised as much capital as we could in that period of time.

COMMISSIONER GEORGIOU: Right.

MR. RUBIN: 1 don"t think that there was the
opportunity to raise more capital. Although, as | say,
there are others who will remember that better than 1.

COMMISSIONER GEORGIOU: Right. The --

MR. RUBIN: We have, because your point is
extremely well taken. From that point forward, we had a
highly proactive focus on raising private capital and

ultimately raised some numbers of tens of billions, I don"t
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remember the exact amount, through this period of difficulty
for Citi.

COMMISSIONER GEORGIOU: Right. But of course,
by that time the capital was harder to raise and more
expensive to raise, right?

MR. RUBIN: Yeah. But I don"t think we ever,
and again, there are others, Commissioner, who have a better
recollection of this than 1 do, but I don"t think we ever
held back from raising capital at that point because of
price, at least not as far as | can recollect.

COMMISSIONER GEORGIOU: Mr. Prince, yes, if I
could, please. Yeah, thank you.

Mr. Prince, from 06 to “07, this is referring
back to the dance metaphor there. Citi increased its
leveraged loan exposure limit from 35 billion to 100
billion.

IT you were at all concerned about this
business, how come you allowed the limits to be tripled
during that period?

MR. PRINCE: Leveraged lending, Commissioner, is
a business of lending money to private equity firms and so
forth for them to conduct their activities.

It was widely reported in the press at the time
that the private equity Firms were driving very hard

bargains with the banks. They were insisting on no mat



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

clauses and payment in kind interest and so forth and so on.

My belief then and my belief now is that one
firm in this business cannot unilaterally withdraw from the
business and maintain its ability to conduct business in the
future.

Running a securities business is a lot like
running a baseball team where none of the players have
contracts, and people can leave any day and go to another
team.

And if you are not engaged in business, people
leave the institution. And so it"s impossible, in my view,
in the leveraged lending business, for you to say to your
bankers, we"re just not going to participate in the business
for the next year or so until things become a little more
rational. Oyou can®t do that and expect that you"ll have
any people left to conduct business in the future.

COMMISSIONER GEORGIOU: Okay. 1 think if I --
it 1 could, just one more minute.

The -- there are several issues. It seems to me
that if we -- 1"m going to ask, and iIf we don"t get a chance
to answer them, 1 would ask you to try to respond in writing
too, because there"s been a lot of discussion about a whole
variety of forms of arbitrage, which were engaged in by the
principal financial institutions that are coming before us.

Regulatory arbitrage, to the extent that smart
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lawyers try to structure things in a way to -- to yield the
least restrictive regulatory process.

Capital arbitrage, very important in that people
move things off-balance-sheet so that you don"t have to hold
capital against them or you hold them in your trading desk
where one of the Fed employees that we interviewed said that
if you hold the trading assets, the capital requirements are
so low on those that you"re basically holding 750 or 800 to
1 leverage on them.

So there"s a lot of different ways that very smart
people who work for these institutions are able to avoid
what, It seems to me, was one of the glaring failures of our
system in that insufficient capital, insufficient money, was
being put where their mouth was by these institutions and
being held to cushion yourselves against the risk.

Could you speak briefly to that? 1 know we
don*t have a lot of time, but, Mr. Prince?

MR. PRINCE: 1 think, Commissioner, with respect
that question is important enough and detailed enough that I
would prefer to respond --

COMMISSIONER GEORGIOU: That would be -- that
would be fine.

MR. PRINCE: -- supplementally.

COMMISSIONER GEORGIOU: Mr. Rubin?

MR. RUBIN: Yeah, I*d -- 1 agree with Chuck that
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a written response would be appropriate. 1 would make one
general comment, if I may.

COMMISSIONER GEORGIOU: Sure.

MR. RUBIN: I think one of the challenges of
those, who are engaged in this fTinancial reform effort are
faced, is the very technical -- the technicality of the
problem.

And 1 think that the kinds of loopholes,
loopholes may be the wrong word, the kinds of issues that
you"ve identified do need to be addressed in terms of
increasing constraints on leverage. And 1 think that should
hopefully will be part of this process.

COMMISSIONER GEORGIOU: Right.

MR. RUBIN: But however you do it, I"ve been
around this for a long time, but however you do it, there
will always be people seeking to find ways around that.

COMMISSIONER GEORGIOU: Well, there®s no
question about that.

MR. RUBIN: 1 think this will always be a work
in process.

COMMISSIONER GEORGIOU: Right. But there could
be some things done.

MR. RUBIN: 1 agree.

COMMISSIONER GEORGIOU: And, you know, one

thought is maybe there should be a principle of the total
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amount of capital required for a pool of assets should be
the same after a securitization as before, you know, that
you ought not to be able to transfer assets
off-balance-sheet and end up with a circumstance where you
don®t have to hold any capital against them, particularly in
circumstances where they may have to come back.

And, you know, it"s been pointed out to me that
50 percent of the mortgages that you held were
off-balance-sheet in 2007 and 58 percent in 2008.

Now, I know there®s some new cap -- new balance
sheet requirements that have come in as of 1/1 of "10 that
may require you to bring some of them back on, but there®s a
reason why you had over a trillion dollars of assets off
balance sheets. Somebody believed that it was in the
interest for the organization in some capacity, I don®t know
what capacity, less capital, less visibility, who knows, but
you moved a lot of assets off-balance-sheet, and so did a
lot of other people; you®"re not alone in this regard. And
it seems to me that for transparency and clarity, that needs
to be addressed.

MR. RUBIN: Can I make a one-second response?

CHAIRMAN ANGELIDES: Sure, very quickly, because
we have to move on.

MR. RUBIN: 1711 just take one second. You"ve

identified a very important problem. On the other hand,
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it"s -- it"s that securitization, as long as it"s done under
sound basis, that is very central to the functioning of our
economic systems.

It seems to me that you"re exactly right except
that you"ve got to find some way to enable institutions to
engage In securitization that doesn®"t at the same time lead
to problems.

COMMISSIONER GEORGIOU: Right. And one thing, |
know 1°m passed my time, but let me just --

CHAIRMAN ANGELIDES: Way past.

COMMISSIONER GEORGIOU: -- say one thing. One
idea that has been floated about is to have you take some
risk in connection with these securities. Maybe you need to
hold them.

Greenspan said it yesterday, I mean, said i1t in
his prior testimony, maybe you need to hold them and be long

and align with the investors some portion of it so that

your -- your diligence is appropriately incented to be sound
because you know you"re going to have -- thank you very
much .

CHAIRMAN ANGELIDES: All right. 1 yield you a

couple of minutes out of my time.
Just one note for the Commission members,
according to our staff, this iIs an estimate, just an

estimate, but of the 51 billion dollars in losses related to
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subprime exposure, 10 -- close to 11 billion dollars appear
to have been in the bank and some 40-plus were In the
non-bank, just for the numbers.

COMMISSIONER HOLTZ-EAKIN: All right.

CHAIRMAN ANGELIDES: Mr. Holtz-Eakin?

COMMISSIONER HOLTZ-EAKIN: Thank you,

Mr. Chairman.
EXAMINATION BY COMMISSIONER HOLTZ-EAKIN

COMMISSIONER HOLTZ-EAKIN: Let me begin with
apologies, first of all, that due to the vagaries of travel,
I was late and missed your testimony and came in the middle
of yours. And I do apologize, it was not my intention.

And that, also, because of a prior commitment, 1
was unable to hear the testimony yesterday of the other
representatives of Citi. And so to the extent that I"m less
than perfectly informed, 1 apologize in advance.

Mr. Rubin, I did want to pick up on something you
jJust said, because it really did catch my attention. You
said no one could have foreseen this kind of crisis. And
that was a universally sort of held belief.

I think the important thing to recognize is that
the question is not whether you could have foreseen the
whole crisis. The question is, could you have foreseen the
spark that lit the crisis, which is the poor standards in

underwriting, the poor assessments of risks associated with
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mortgages, the inadequate hedging and capital provisioning
against that. |If that"s done, there Is no crisis.

And in light of the fact that we"ve had housing
crisis, the savings and loan crisis, that you are familiar
and many are with the activities of Fannie Mae and Freddie
Mac and identified them as a risk, and that, in your
experience, you"ve seen crises in Mexico and in Thailand and
in the Far East, wouldn®t there be grounds to be at least a
little suspicious at some point?

MR. RUBIN: 1It"s a good question. 1 didn"t say
that no one could have foreseen. Actually, I think some
people did foresee. What 1 said was that very few people
foresaw the full combination and clearly --

COMMISSIONER HOLTZ-EAKIN: They didn"t need to;
the point is they didn"t need to. They just needed to see
the mortgage piece.

MR. RUBIN: Well, you know, 1"m not so sure
about that. It seems to me that what you had, and 1 said it
in my opening statement, was you had a large combination of
forces that had come together.

I at least think, and it"s interesting
discussions that one could have, I think that a few of those
that occurred you would have had a very different experience
than we had.

I think it was an extraordinary combination of
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many factors that came together. And you could say, well,
you could see some of these, why didn®"t that suggest to you
that this could be a problem.

As 1 said in my opening statement, 1 actually did
worry about excesses back in 2005 and 2006, and talked
about i1t iIn speeches, one thing and another.

But what 1 didn"t see and virtually nobody saw
was that it wasn"t really those excesses, but It was so many
other factors coming together at the same time and 1 think
it was that extraordinary combination that lead to this
crisis.

And, you know, it"s interesting, and 1 know
you"ve been around for a long time too. As long as we"ve
had capital markets we*"ve had crises. And then when you
look back, you always look back and you look back and you
say, well, these were -- these were obvious warning signs.

But they"re not obvious at the time. They"re
only obvious in hindsight. And I think we all —- 1|
personally think unfortunately that market-based systems,
which I believe in strongly, will have periodic down cycles,
hopefully not like we"ve just experienced, and that"s why I
think this financial reform effort is so extremely
important.

COMMISSIONER HOLTZ-EAKIN: In your testimony,

you did talk about low rates causing markets to reach for
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yield. And one way to interpret that is that, you know,
many people, Citi included, were increasingly borrowing at
very short term and lending longer to take advantage of a
very steep yield curve.

And I guess my question is, did Citi create a
structure which was, in light of the way the yield curve
ultimately shifted, too dependent on a steep yield curve to
survive the change iIn rates?

MR. RUBIN: Well, 1 actually was referring to
something slightly different, but it certainly, and I"m not
sure 1 totally understand the question, but it"s certainly
true that across the financial world, not just in this
country, but around the globe, there was a so-called carry
trade, which is what you®"re referring to, I think.

COMMISSIONER HOLTZ-EAKIN: Well, in particular,
jJust your off-balance-sheet activities, funding things at
very short maturities and at the very low rates there to
make money at the -- at the longer maturities and reach
yield. 1Is that something that across Citi became too much
of the business model?

MR. RUBIN: Well, that"s a good question that I
don"t know that -- 1 would say, in retrospect, not just at
Citi, but 1 guess I"m just repeating myself, and 1
apologize, but across -- across the entire financial system,

there was a dependence -- or 1 shouldn®t say a dependence,
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but there was a great deal of this kind of a carry trade
going on. 1 actually meant in my statements something
slightly different though.

I was referring to this massive influx of
capital from abroad that caused the bond market yields to be
lower than they otherwise would have, and I think that was
very centrally involved, because as you know very well
because 1 know your background, mortgage -- mortgage yields
tend to be a function of the tenure, and that"s really what
my reference was to.

COMMISSIONER HOLTZ-EAKIN: One of the risks that
you"re exposed to, then, is interest rate risks. And so 1
think the question becomes risk management.

And, Mr. Prince, you said, very clearly, you
cannot overstate the need for a risk assessment in running
your business. And, as | understand it, one of your
capacities was managerial advice and this strikes me as
central to both of your portfolios.

And 1 just want to review some of the things
that at least the preparation of this hearing reveals, which
is that on March 29, 2004, OCC examiners concluded an
examination of fixed-income derivatives business at
Citibank, which included the business group working on CDOs,
and included that, quote, the quality of risk management is

less than satisfactory. And that report was transmitted to
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Citibanks -- some six banks -- six months later.

The OCC also concluded that certain CDO tranches
super senior positions continue to pose risk management
challenges.

Obviously, Citi had the chance to respond to
that, but as we"ve heard, you seem to place a lot of
reliance on credit rating agencies In assessing the risk
associated with those senior CDO positions.

How much reliance was placed on the rating
agencies from each of you?

MR. PRINCE: Well, Commissioner, with respect,
the -- the positions that are involved weren®t known to me,
and I think to Bob, until September, October -- so -- of
“07, so --

COMMISSIONER HOLTZ-EAKIN: So you don"t know how
much the rating agencies placed as the risk?

MR. PRINCE: So you asked how much did we place
from the rating agencies?

COMMISSIONER HOLTZ-EAKIN: How much did Citi?

MR. PRINCE: Okay. 1 apologize. I
misunderstood the question. 1 don®"t know the answer to
that. David was here yesterday, David Bushnell, and 1 think
he would have been the proper one to answer that question.

COMMISSIONER HOLTZ-EAKIN: Mr. Rubin?

MR. RUBIN: Yeah, 1711 —— 1711 identify with
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something that Chuck said and then I1°11 just add one
comment, 1If I may.

Both of us learned about -- well, 1711 speak for
myself, but 1 think it was also true of Chuck -- learned
about this in the fall of 07, and clearly -- and 1 remember
that initial -- when 1 initially heard about it, and 1 had a
reaction, which is in my statement, you"ll see it there, to
the effect that if you"re engaged in an arbitrage kind of a
business, and admittedly 1 had an arbitrage background and
it probably caused me to think this way, then the other side
of that transaction is to completely dispose of the risk.

But the people who were running the businesses
replied, and I think their reply was totally understandable,
that these were Triple-A securities and had de minimus risk
and that certainly was how Triple-A securities had always
been seen in all the time that 1°ve been in the business.

So I would say from their response that they
were very much relying on those Triple-A ratings. Though I
also understand, and I don"t recollect where 1 know this
from, but that David Bushnell®s people did an enormous
amount of independent analysis, as well. And 1 believe
that"s where 1 saw the number, now that 1 think about it,
that they had calculated that it was something like a 1 in
10,000 probability of a default on these instruments.

COMMISSIONER HOLTZ-EAKIN: So you"re both
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comfortable, it"s fair to say, that Citi had adequate
supplemental internal risk assessment to --

MR. PRINCE: Had what? [1"m sorry.

COMMISSIONER HOLTZ-EAKIN: Adequate supplemental
risk assessment internally on top of the credit rating
agencies?

MR. RUBIN: Well, I think you need to go back to
David Bushnell was here yesterday but -- and 1 was -- |
didn"t hear --

COMMISSIONER HOLTZ-EAKIN: You were his
superiors. Were you satisfied with the risk assessment in
your organization?

MR. RUBIN: 1 think David, who I knew reasonably
well, was very knowledgeable and very capable. And my
impression was that they did a --

COMMISSIONER HOLTZ-EAKIN: Is that a yes?

MR. RUBIN: -- a very good -- that is -- that is
a yes.

COMMISSIONER HOLTZ-EAKIN: Mr. Prince?

MR. PRINCE: I had great confidence in David
Bushnell before this and 1 have great confidence in him now.
I would trust his judgment on how this should best have been
run.

COMMISSIONER HOLTZ-EAKIN: So you felt that both

that the internal processes, while you weren"t aware of the
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details of the assessment of the risk, the internal
processes surfaced things appropriately?

MR. PRINCE: Correct.

COMMISSIONER HOLTZ-EAKIN: In the OCC*s
examination report for Citibank that ended the year
September 31st, 2007, has stated that traditionally the
board has been provided limited information on the material
risks impacting this legal entity. And consequently they
have been unable to become quite familiar with the risk
assumed within the bank.

In light of that assessment by a key regulator,
are you still happy with the fact that the company is proud
of its -- this is your response, the company is proud of its
board processes, both at the parent level and the bank
level. Do you still feel that there is a reasonable basis
for Citibank to be proud of those processes prior to 20087

MR. PRINCE: 1"m sorry, Commissioner, what"s the
date of that report?

VICE CHAIRMAN THOMAS: Prior to the answer, |1
yield the gentlemen an additional five minutes.

COMMISSIONER HOLTZ-EAKIN: Thank you.

MR. PRINCE: 1"m sorry, Commissioner, what"s the
date of that report?

COMMISSIONER HOLTZ-EAKIN: That report is

December 31st, 2007, for the year ending in 2007.
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MR. PRINCE: Well, that was after 1 left, so 1
haven®t seen that, and I haven®t seen the company®s response
to it, but I think it"s -- 1 think it"s worth noting that
the regulators, including the Fed, who are involved in the
company throughout this entire period, the Fed saw
everything that went to the board of directors at every
meeting, and if they felt that the processes relating to the
board were inadequate, it probably would have been useful
for them to raise it at an earlier point in time.

COMMISSIONER HOLTZ-EAKIN: Mr. Rubin?

MR. RUBIN: 1 think that, and 1"m repeating what
I said earlier, that David Bushnell was extremely well
qualified for his job. And I -- I don"t have any doubt that
they acted in good faith in deciding what needed to be
brought to the board. And 1 think that they had good
processes.

I think that after the fact -- well, let me add
one more thing, it I may, Commissioner, because I think iIt"s
important. 1 think in terms of the facts at the time that
those positions were taken, that they were evaluating them
and making the decision to retain them rather than dispose
of them, they sought Triple-A securities and sought
de minimus risks.

Obviously, iIn retrospect, after the enormous

developments that took place and the tremendous costs that
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they -- that those developments led to, these securities had
a very different look. But 1 think that in evaluating
whether they did what they needed to do, in terms of
bringing issues to the board"s attention, you have 